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The Impact of Trump’s Victory on Capital Markets

GREG LEONBERGER, FSA, EA, MAAA, DIRECTOR OF RESEARCH, MANAGING PARTNER

To the surprise of pollsters, analysts and much of the American public, Republican presidential candidate Donald
Trump trampled predictions by winning the presidential election in stunning fashion.

Exhibit 1: Polls Consistently Predicted a Clinton Win:
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Trump will become the 45th president of the United States after winning 289 electoral votes compared to 218
for Democratic candidate Hillary Clinton. Republicans also retained control of both the House of Representatives
and Senate. The unexpected news initially sent global markets into a panic, as Trump’s campaign promised
changes to economic trade deals and foreign policies. Predictably, U.S. equity futures immediately plummeted
upon news of Trump's expected victory, but as of noon on Wednesday, the S&P 500 index is in positive territory
thanks to his gracious acceptance speech and favorable expected policies for financial markets and deregulation.
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Exhibit 2: Dramatic Dip and Subsequent Recovery for S&P 500 Futures After Trump Declared Victorious:
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The long-term impact of Trump's presidency on financial markets is impossible to predict at this point, given the
amount of uncertainty around his expected policies. However, the short-term dynamics surrounding his election
win are starting to emerge, and we share with you what we are seeing and hearing in the market:

Fixed Income:

o The Yield Curve: The 10-year Treasury yield rose from 1.88% yesterday to 1.97% as of the time of this writing.

The yield curve steepened due to three reasons: First, investors reduced duration, seen as more of a flight-to-
safety move; second, long-dated bonds sold off as Trump is expected to spend on infrastructure, driving inflation
higher, but tempered by Trump's trade policies such as increased tariffs, which are seen as deflationary; third,
investors bought short-dated bonds, expecting the Fed to hike rates at a shallower trajectory.

The Fed Hike: The odds of a Fed hike in December fell from 84% going into the election to below 50% as the
votes pointed to a Trump win. While the odds of a December hike have since rebounded, we expect elevated
market volatility to weigh on the decision to raise rates next month.

Credit: Credit spreads initially widened in reaction to the news, but have since tightened. Trump's plans to
reduce both personal taxes and corporate taxes as well as loosen regulations are expected to be a tailwind for
U.S. bank loans and high yield. However, the greater uncertainty from the new administration’s economic policy
may continue to keep volatility high, and would be a headwind for U.S. bank loans and high yield. We recommend
staying invested in U.S. bank loans and high yield as this confluence of forces should present opportunities.

Non-U.S. Bonds: The dollar weakened against both the euro and yen in a risk-off move for U.S.
economic policy, but rallied after Trump’s victory speech calmed the markets. Safe haven currencies
such as the euro, yen and Swiss franc rose on the news. Trump is expected to push protectionist policies
and possibly pull the US. out of NAFTA, which will undoubtedly have an impact on currency returns.

!
| 4 MarquetteASSOCiateS The Impact of Trump’s Victory on Capital Markets November 2016 |

2



U.S. Equities:

o Equity markets had assigned a low probability of a Trump victory and market participants are
uncertain as to how much of his campaign rhetoric will translate into actual policies. Volatility will remain
elevated in the coming months as the world waits to see what direction U.S. policy will ultimately take.

o Fiscal policies (lower taxes, corporate tax reform, increased infrastructure spending and repatriation of corporate
offshore cash) are expected to provide a tailwind for U.S. GDP growth which would be bullish for U.S. equities.
Lower corporate tax rates would increase corporate profits and repatriation of the more than $2 trillion in cash
overseas may lead to increased capital expenditures and support further dividend increases and share buybacks.

o Fiscal policies such as increased military and infrastructure spending would also be a tailwind for GDP growth and
ultimately U.S. equities.

o Sectors which would benefit from these policies would be Industrials (particularly defense companies
due to increased military spending), Financials (particularly banks from reduced Dodd-Frank regulation),
Energy (due to deregulation), and Healthcare (due to a weakening or reversal of the Affordable Care Act).

International Equities:

o Asian equities closed down for the day. Japanese equities were down 5.4% and Taiwanese equities
were down 3%. It is important to note that Asian markets are 9 hours ahead of U.S. markets and
therefore the closing index levels do not reflect the recovery in U.S. stock prices from the pre-market trading.

o European equities are largely flat with Germany up 36bps and the UK up 50bps (as of noon on Wednesday).
o Mexican equities are down 2%, but they are off of their lows of 4%.

o Going forward expect pressure on emerging markets (“EM") if Trump pursues his campaign policies.
A hard stance on trade will likely lead to weak EM currencies, lower global trade activity and lower
global growth. This will undo some of the positive developments we have seen from EM this year.
Trump's planned infrastructure spending should provide a boost to commodities, generally a positive for EM.

Currencies:

o The Mexican Peso has been the hardest hit currency down 9% at the time of this writing. This is off the initial
lows of -11.8%.

o Other emerging market currencies have fared much better containing losses between 0% and 3%.
o Developed market currencies are largely flat with the yen up 75bps and the euro down 62bps.

o Going forward expect pressure on EM currencies, particularly in Mexico if Trump pursues changes to existing
trade agreements, an issue he campaigned on.

Longer-term, Trump's policies are expected to have a materially larger impact on financial markets than the short term
reaction we have seen in the last 12 hours. Ciritically, there is often a wide gulf between campaign rhetoric and actual
policy implementation once a candidate is in office. Analyzing the policy implications is particularly difficult in the case
of President Elect Trump since the majority of his campaign promises lacked detailed policy specifics. However, with
Republicans controlling the White House and holding onto both houses of Congress, there will undoubtedly be some
notable policy changes that come with the new President.
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There are three promises that Trump laid out during his campaign that appear to have a reasonable chance of
being implemented and could also have a material impact on the markets and client portfolios:

e Affordable Care Act ("ACA"): While Trump has not agreed with the majority of the Republican party on a number
of policy issues, the entire party appears strongly united behind a repeal, or material reform of, Obamacare. Major
policy changes are likely to drive greater dispersion in the health care sector, and at first blush look to be positive
for pharmaceutical companies and negative for insurers and hospitals.

¢ Corporate tax reform and infrastructure spending: These two fiscal policies represent one of the few topics on
which the two presidential candidates largely agreed. While the implementation will clearly differ under Trump than
Clinton, corporate tax reform, allowing U.S. companies to repatriate foreign earnings at a low tax rate, and increased
investment in U.S. infrastructure appears likely. Collectively, these policies should be pro-growth, but without
offsetting spending cuts or tax increases elsewhere, could lead to a substantial increase in the deficit. This could be
accretive for U.S. small-cap stocks (which typically pay a higher tax rate than large cap companies since their earnings
are largely domestic) and bad for bonds as faster growth and larger deficits could lead to inflation and higher bond
yields.

e Trade: Hostility to global trade and the promise to renegotiate trade deals was one of the centerpieces of Trump's
campaign. While the broader Republican Party has historically been a pro-trade party the president has significant
authority regarding trade. Trump may face some resistance from within his own party to making material changes
in trade policy, but he will have the authority to raise tariffs and renegotiate trades deals including NAFTA. It
is unclear how aggressive Trump will be with his use of these powers, but broadly speaking, higher tariffs and a
resistance to trade would likely be a headwind for economic growth and could also lead to a weakening of the U.S.
dollar. This could also be a headwind for key U.S. trading partners such as China, Canada, and Mexico.

Guidance:

As recently as the Brexit vote in June we saw dramatic market drops in reaction to unexpected news. Many would
argue that the election results were also widely unexpected, and the short term reaction from U.S. equity future
markets supported that view. However, markets to this point in the U.S. are in positive territory, so the fear of
an immediate sell-off in the wake of a Trump victory appears to have faded. Nonetheless, given the uncertainty
of future policies in the U.S,, it is reasonable to expect elevated market volatility in the coming months as Trump
assembles his cabinet and introduces his primary initiatives as president. It should be noted that while market
volatility understandably makes investors nervous, it can also create attractive investment opportunities for portfolios.

Similar to past market moving news events, we encourage our clients to rebalance appropriately, stay diversified,
and maintain adequate liquidity to satisfy their risk and return goals. We do not believe wholesale changes
to portfolio structures are necessary at this time, and stress that investors focus on their long-term investment
horizons, despite volatility which may be higher in the shortterm. We will continue to follow market reaction as
well as policy development and how each can impact client portfolios, and update our clients as necessary. ®
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The sources of information used in this report are believed to be reliable. Marquette Associates, Inc. has
not independently verified all of the information and its accuracy cannot be guaranteed. Opinions, estimates,
projections and comments on financial market trends constitute our judgment and are subject to change without
notice. References to specific securities are for illustrative purposes only and do not constitute recommendations.

Past performance does not guarantee future results.

About Marquette Associates

Marquette Associates is an independent investment consulting firm that guides institutional investment programs
with a focused three-point approach and careful research. Marquette has served a single mission since 1986 -
enable institutions to become more effective investment stewards. Marquette is a completely independent and
100% employee-owned consultancy founded with the sole purpose of advising institutions. For more information,

please visit www.marquetteassociates.com.
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