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DONALD TRUMP WINS THE US ELECTION

The moment that we never truly envisaged would arrive has done just that. Donald Trump’s ascension into the White House won’t actually take place
until mid-January, but the preparations are already underway following his barnstorming election victory on early Wednesday morning. It appears that
a new term has already been coined, and that is ‘Trumpflation’. Yields on US Treasuries have soared in the aftermath of the result, in anticipation of an
expansionary US fiscal policy that will drive growth. Funnily enough, the Brexit style sell-off never materialised across the pond, and the S&P 500 is not
expected to end the week in the red. Are the markets being too premature however?
Since many chief economists would still not be able to tell you which stage of the economic cycle we are at, the markets are left guessing. If inflation
does take off, then this is likely to force the hand of the Federal Reserve, who must surely be pondering a rate hike in December. Deflationary pressures
still loom large however, and while other central banks continue to buy bonds, this could help keep a lid on yields.
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US: TRUMP TALKS ECONOMICS AS MARKETS HOLD FIRM

Despite the doom and gloom predictions of a Brexit-like reaction surrounding a Trump
win, US markets seem to be holding their nerve. This could be because investors now
believe Trump’s campaign was a sales pitch, and that his policies surrounding tax
cuts, less regulation for banks and increased spending for certain sectors could bring about
growth. The Dow Jones Industrial Average hit a record high on Thursday, climbing to 18,769.50
and has since continued to strengthen settling around 18,800.
The future President of the United States reiterated his plan to boost growth by investing in
infrastructure during his acceptance speech. This reassurance has seen the share prices of
construction firms jump, with Caterpillar Inc rising 7 per cent on Wednesday. Another sector
betting on a prosperous future with Trump in power is pharmaceuticals; Novo Nordisk, as
mentioned in last week’s commentary, has rallied strongly with higher pricing regulation now
less likely given Clinton is out of the picture. Oil and gas companies are also expecting a boost
owing to Trump’s positive stance on fossil fuels.

UK: MAY SEEKS FUTURE TRADE

Theresa May has been on a trade mission in preparation for the United Kingdom’s
exit from the European Union. Although the prime minister can’t strike any new
trade deals until the UK has actually left the EU, she visited India this week to meet
counterpart Narendra Modi to lay the foundations. Immigration has become a key talking point
as Modi is keen to introduce a more flexible visa system for Indian business people, students
and tourists.
Elsewhere, the trade deficit has narrowed slightly in the third quarter from almost £13bn to
around £12.5bn, however the weaker British pound has not yet contributed to the shrinking
deficit. Traders have seen a jump in foreign demand for UK manufactured goods but the effect
of this increase is yet to show up in trade data. The drop in sterling has had a more immediate
effect on imports and in all likelihood, some of the decline in the deficit may be attributable to
a reduction in the number of imports, as buyers tighten their purse strings in preparation for
things to come.

CURRENCY: THE EMERGING MARKET SELL OFF CONTINUES

Emerging market currencies have struggled this year, with political uncertainty
largely to blame. Trump’s victory in the US election has had a huge effect on some of
these. The Mexican peso lost 8 per cent on Wednesday, and has continued its losing
streak later in the week, weakening to above 20 against the US dollar. Another EM currency
plummeting due to political issues is the Turkish lira, which hit a record low on Tuesday. The lira
has declined more than 10 per cent over the last year, and is currently the second worst global
performer of 2016, beaten only by the British pound.
Other currencies which have suffered immensely this year include the South African rand,
the Brazilian real and the Colombian peso. As such, their misfortune has seen the JPMorgan
Emerging Market Currencies Index reach a five-month low. At the other end of the spectrum,
the Japanese yen has made significant gains since Wednesday’s result. The widely viewed
safe-haven currency has however seen the upward pressure on it cool, as the world adjusts to
Trump’s success.
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