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When Donald Trump launched his presidential
campaigninJune 2015, somesaw itas the
biggest joke of the year. Now, with the US elections less
than one month away, a Trump presidency seems
like a very real prospect.

Luca Paolini and Supriya Menon from the
Pictet Asset Management Strategy Unit consider
what that would mean for markets.
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US elections — Playing the Trump card

When the world wakes up on 9 Novem-
ber, it will be waking up to one of two
very different scenarios.

In the first one, Hillary Clinton wins the
US presidential election, which should
pave the way for the broad continuation
of the status quo for the economy, mon-
etary policy and financial markets.

The second scenario —avictory for Don-
ald Trump — would bring significant
change, especially in areas such as tax-
ation, healthcare, energy, immigration
and, potentially, the functioning of the
US Federal Reserve.

Perhaps the likeliest market response
toa Trump victoryis arisein the gold
price, which would reflect investor un-
certainty over the future relationship
between the US and the rest of the world.
As far as other asset classes are con-
cerned, the outlook is much less clear.

Lower corporate taxes,
higher bond yields

For equities, the higher policy uncertain-
ty would justify a higher risk premium.
However, historically the S&P 500 stock
index has rallied in the three months af-
ter US presidential elections (after sell-
ing off in the run-up) and some of
Trump’s policies should be positive for
equities. In particular, he has suggest-
ed lowering corporate tax ratesto 15
per cent (from the current 35 per cent)
and significantly reducing the top person-
alincome tax rate to 33 per cent (from
39.6 per cent). He has also pledged to
spend at least double the amount prom-
ised by Clinton on infrastructure, which
would work out at USD550 billion over
five years.

While this could be good for equities, it
is bad news for the bond market. The
Tax Foundation has calculated that
headline Trump tax and spend propos-
als could add USD10-12 trillion of debt
—equivalentto 50 per cent of GDP —
versus currently projected borrowing
levels over a decade.

Evenifthe size and scale of fiscal ex-
pansionis tempered by a Republican-
controlled Congress, high borrowing is
likely to raise concerns about the sustain-
ability of the US debt pile, potentially
discouraging some investors and further
pushing up US government bond yields.

Uncertainty over Fed policy —
and the US dollar

The outlook for monetary policy under
Trump is murky, particularly as the role
of the Fed has been an area of major
policy disagreement between him and
Clinton. Trump has called attention to
the supposed “politicisation” of the Fed
and criticised Janet Yellen's leadership
of the central bank. We are therefore
highly sceptical that he would lengthen
Yellen’s term beyond its 2018 expiry. At
the same time, Republicans have called
for annual Fed audits, which raises
questions about the future of the cen-
tral bank’s independence.

Itis not clear if looser fiscal policy and
the threat of greater Fed oversight will
resultin a steeper or more shallow in-
terest rate path than currently priced
into the market. While there is an argu-
ment for the Fed to tighten monetary
policy in the medium term to offset the
Republicans’ looser fiscal stance, there
isequally a case in the shorter term for
the Fed to defy market expectations
and keep rates on hold in December if
financial conditions tighten in the wake
of a Trump victory.

The uncertainty over Fed policy also
makes it hard to assess the likely trajec-
tory of the US dollar. The short-term,
knee-jerk reactiontoa Trump win is
likely to be a sell-off. Beyond that, more
weakness could ensue if the Fed does
not hike rates in December, or if for-
eigners sell US Treasuries. On the other
hand, arise inrisk aversionin global
markets could lead to US dollar appre-
ciation due toits long-established sta-
tus as a safe haven (even during periods
of stress which originate in the US).
Trump’s more protectionist, fiscal poli-
cy-heavy agenda would also point to a
higher dollar.

Trade policy likely to weigh
on exporters, emerging markets

The biggest risk surrounding a Trump
presidency concerns trade. This is
where his rhetoric has been quite ex-
treme. While some of the most radical
proposals —such as a 45 per cent tariff
on Chinese goods and renegotiating the
North America Free Trade Agreement
(NAFTA) — are unlikely to materialise,
thereis still arisk of an escalating tariff
war with China or another trade partner.

Higher tariffs would lead to higher infla-
tion and disrupt supply chains — devel-
opments which are undoubtedly nega-
tive for equities. Upward pressure on
inflation and/or downward push on cor-
porate margins will increase thanks to
the proposed curbs on immigration.

As aresult, within the US equity market,
domestically-focused companies are
likely to outperform those who export
and manufacture overseas. Further
afield, emerging market assets will suf-
fer from a Trump win — via lower trade
and, potentially, a weaker Renminbi.

Trump good for energy and
defence, bad for renewables

When it comes to assessing the pros-
pects for equity industry sectors, ener-
gy, defence and financial companies
would fare betterina Trump regime. His
promise to deregulate energy produc-
tion and exports should be positive for
oil services and equipment companies,
even asitincreases supply.

In healthcare, a Trump win would prob-
ably mean the end of Obamacare. How-
ever, regardless of who becomes presi-
dent, the pricing of healthcare drugs,
now under close public scrutiny, will
likely evolve in a less favourable direc-
tion for the sector.

Lessons from the Brexit
referendum

The lesson of Brexit and of other recent
political upsetsis that investors tend to
underestimate the risks in the run up to
a major event, and then exaggerate the
implications of the outcome once it
happens.

The best course of action is therefore to
reduce risk ahead of the elections by
taking profits where possible, as we
have done. The next stage is to look for
opportunities to exploit the likely mar-
ket overreactionin case of a Trump vic-
tory by re-entering some positions.
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Defence and oil service
stocks will likely
benefitfroma Trump
win, while US bonds
suffer.
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This marketing mate-
rial isissued by Pictet
Asset Management
(Europe) SA. Itis nei-
ther directed to, nor
intended for distribu-
tion or use by, any
person or entity who
is acitizen or resident
of, or domiciled or lo-
catedin, any locality,
state, country or ju-
risdiction where such
distribution, publica-
tion, availability or
use would be contrary
tolaw or regulation.
Only the latest version
of the fund’s pro-
spectus, KIID (Key In-
vestor Information
Document), regula-
tions, annual and
semi-annual reports
may be relied upon as
the basis for invest-
ment decisions. These
documents are avail-
able on www.pictet-
funds.comor at Pictet
Asset Management
(Europe) SA, 15, ave-
nue J. F. Kennedy
L-1855 Luxembourg.

The information and
data presented in this
document are not to
be considered as an
offer or solicitation to
buy, sell or subscribe
to any securities or
financial instru-
ments. Information,
opinions and esti-
mates contained in
this document reflect
ajudgment at the
original date of publi-
cationand are subject
to change without no-
tice. Pictet Asset
Management (Europe)
SA has not taken any
steps to ensure that
the securities referred
toin this document
are suitable for any
particularinvestor
and this document is
not to be relied upon
in substitution for
the exercise of inde-
pendentjudgment.
Tax treatment de-
pendson the individ-
ual circumstances of
eachinvestorand may
be subject to change
inthe future. Before
making any invest-
ment decision, inves-
tors arerecommended
to ascertain if this in-
vestmentis suitable
forthem inlight of
their financial knowl-
edge and experience,
investment goals and
financial situation, or
to obtain specific ad-
vice from anindustry
professional.

The value and income
of any of the securities
or financial instru-
ments mentioned in
this document may
fallaswell asrise and,
as a consequence, in-
vestors may receive
back less than origi-
nally invested. Risk
factors are listed in
the fund’s prospec-
tusand are notin-
tended to be repro-
ducedin fullin this
document.

Past performance is
notaguaranteeora
reliable indicator of
future performance.
Performance data
does notinclude the
commissions and fees
charged at the time of
subscribing fororre-
deeming shares. This
marketing material
isnotintended to be
asubstitute for the
fund’s full documen-
tation or any informa-
tion which investors
should obtain from
their financial inter-
mediaries actingin
relation to their in-
vestmentin the fund
or funds mentioned in
this document.
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