
Investment Outlook / November / 2016
1

Investment Outlook

After having witnessed a surprise referendum result 
that took Great Britain out of the European Union, 
we chose to not make any strong calls ahead of the 
US elections. If history has taught us anything is that 
tail risk events can severely impact the performance 
of any portfolio, even more so when the improbable 
occurs, and the market behaved in a way that nobody 
had even remotely predicted.
Having said that, we waited until the elections were 
over, after the dust settled, to write our monthly 
comment, so we could have a higher conviction on 
markets and a clearer view on where we are heading.

Market wrap: As of Friday November 11th close, the 
only asset classes that survived the carnage which 
followed Trump’s election were developed market 
equities and TIPS. Bonds, EM Credit & FX, precious 
metals and G10 suffered major losses, the size of 
which reminds us of the Russian crisis of 1998. A 
few numbers to illustrate: Mexican Peso -9.58%, 
Brazilian Real -5.19%, EUR -2.57%, Gold -5.9%, MSCI 
EM -3.5%, 10 year US Yield +21%, equivalent to a 
price drop of -3.4% on the treasury. At the same 
time, the S&P 500 and German Dax indexes gained 
3.8% and 3.9% respectively, albeit mostly reversing 
previous weeks’ losses. The main driver of this move 
was expectations of higher inflation on the basis 
of Trump’s expansionary fiscal policy, tax cuts, 
protectionism of US goods and labor.  While mostly 
correlated, we will single out each policy and its 
repercussion on a specific asset class as an exercise to 
assign cause and effect. 

Making sense of the unexpected

The initial reaction to Trump’s win, as we had been 
told, was the sell-off of risky assets and larger 
demand for safe havens. As the elections’ results 
began coming in, gold skyrocketed to US$1,337, 10 
year yields plunged to 1.7% and US equity futures 
hit their limit down of -5%. By next morning, 
sentiment started to shift towards a more optimistic 
stance, when a poised president elect pledged a 
massive stimulus package to rebuild America in his 
first speech. Since then, equities embarked on a rally 
while the bond market suffered its largest correction, 
seen only once in the past two decades.

A classic Keynesian economist would tell you that 
higher fiscal spending – one trillion dollars, to be 
precise – will create jobs, improve infrastructure, 
increase government debt and, through the multiplier 
effect, impact the whole economy. However, this isn’t 
a free lunch since these measures impact the credit 
risk of the country, which is a result of the debt level 
increase and higher inflation, in turn caused by the 
stimulus. As a reaction, the yield curve shifted by 
almost 50bps within four days, increasing the cost 
of borrowing for the US and inducing a rally in US 
dollar, which will both hamper future growth and 
pose headwinds for the country’s economy.
Trump wants to fix America’s roads, bridges and 
airports; he also wants to build a wall on the border 
with Mexico. Should he be able to realize his stated 
policies, a group of industries would immediately 
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Black swans are back in fashion
Top chart shows: SP1 Index, intraday bid (index of futures on S&P500) and Gold spot price, US$ per ounce



Investment Outlook / November / 2016
2

Investment Conclusion

We think the market is largely pricing in the effects 
of Trump’s announced policies, but what it might be 
failing to price in is the uncertainty ahead. It will take 
time for those policies to come into full effect; it will 
also take a strong legislative backing and we still do 
not know if it will come in full force as promised. 
We might have run ahead of ourselves and we like 
to see this as an opportunity to deploy the cash in 

our portfolios. For a conservative profile, high grade 
credit risk can now earn a yield anywhere between 3 
and 4.5%, depending on duration. In the investment 
grade space, we prefer companies that earn their 
income in foreign currency, especially for emerging 
market credit, and have solid business models. In 
those names, investors can expect returns between 
4.5 and 6% on 5 to 10 year maturities.  
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benefit: steel makers, engineering companies, and 
large construction groups are poised to gain the most.

Another inflationary Trump policy would be the 
imposition of tariffs on imported goods, more 
specifically from Mexico and China. Numbers as high 
as 45% were cited during his campaign, which either 
would translate into more expensive international 
goods for US consumers, or would keep locally 
produced substitutes already priced at a premium to 
those of other countries. Either way, the end result 
is a higher bill to the consumer which will see the 
CPI move higher. The threat of such protectionist 
measures, along with higher interest rates, triggered 
a substantial sell-off in emerging currencies ; 
subsequently credit was severely affected from the 
depreciation because weaker local currencies entail 
less income in US dollar terms, hampering the ability 
to repay foreign denominated bonds. Though this is 
easier said than done, tariffs of this magnitude would 
prompt China and Mexico to retaliate. We heard the 
Chinese threaten the US to keep the status quo; the 
consequences of failing to do so would necessarily 
involve painful changes in the Chinese US$1.18 
trillion reserves and the vast share of American goods 
manufactured in China.

By tackling immigration so aggressively, it is likely 
that wage pressure will mount as cheaper workers 
would be replaced by more expensive American 
workers. This move could then impact the bottom 
line of those companies that will not benefit directly 
from infrastructure spending programs.

Lastly, the president elect is considering to offer a 
one-off tax break to large corporates that have been 
hoarding money abroad, with the aim to repatriate 
funds and cut corporate rate from 35% to 15%. This 
would largely benefit American companies, spurring 
hiring and boosting profits. We expect this to be 
equity positive, which justifies the current rally.
It is easy to understand now why there was this 
fundamental shift in the yield curve, the stocks 
markets rally and the behaviour of other asset classes, 
after taking a closer look at the “Trumponomics”. 
However, we believe it is a bit too optimistic to 
assume that all of America’s economic issues have 
been solved in just four days while the Fed has been 
trying to achieve the same objective for the past four 
years.
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