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MARKET UPDATE: TRUMP MARKET

Questions and Positioning

“How should | invest for a Trump presidency?”

It’s a natural question that continues
to arise following the election. And

it is a great question that begs many
more questions than answers as of
now. Nonetheless, the equity markets
have been rather euphoric with the
S&P 500 having traded positive 8 of
13 days since the election for a rise

of approximately 3% (as of November
28, 2016). During this time, interest
rates (e.g., 10-year U.S. Treasury rates)
have climbed from 1.85% to 2.31%, and
bond prices have generally sagged.
The takeaway is that our portfolios
are generally already prepared for a
Trump economy. Read on for more
comments.

We caution that President-elect Trump
has yet to formalize all of his plans,
let alone take office or get approval

from Congress. In fact, Congress,

led by Republican-backed spending
reductions, cut back on President
Obama’s fiscal stimulus after the Great
Recession many months earlier than
what we’ve historically seen after
other recessions (Exhibit 1). It will be
interesting to see if a Republican-led
Congress once again tempers fiscal
stimulus when our budget deficit is
still at or near previous peaks (not to
mention the overall elevated national
debt level) and with a recession far
behind us, or if they decide differently
this time in an effort to prop up
growth. Whatever the case, here are a
few plausible outcomes.

ECONOMY
For over a year we have been
discussing the need for a transition

from an economy sustained by
monetary policies to fiscal policies.
See our October Market Commentary
titled, “Transitions”, as the most
recent example. President-elect
Trump may be following through on
some aggressive fiscal policies. The
long-term question remains if these
plans can generate enough growth to
compensate for lost revenues due to
tax cuts and increased spending.

EQUITIES

We have generally been over-
weighted to domestic stocks.

An infrastructure spending plan
(estimated $1 trillion over 10 years)
and tax reforms, specifically a tax
repatriation holiday, could serve as
the next leg for a continued favorable
U.S. equity market. Having said
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this, we still think it is important to
have a healthy exposure to less
expensive international markets and,
perhaps more importantly, many
excellent international companies as
represented in several of our funds.
We believe that REITs and MLPs (set
aside OPEC production cut falters)
are well positioned. And we recently
added a specialty asset manager that
focuses on infrastructure companies
to our approved line-up. However,
we have not yet recommended
implementation for most client
portfolios pending additional valuation
work (i.e., stock prices may already
account for the rosiest of outcomes).

There is a high likelihood that our
budget deficits and overall national
debt levels will increase. This creates
a more likely case for increasing

Peaks and Valleys
U.S. deficit began to shrink just 8 months after last downturn

M Deficit as a % of GDP

interest rates in the future. We are
already prepared for this inevitability
with approximately 30 to 40% of

our fixed income exposure in short-
duration, or low and non-correlated
bond sub-asset classes. Many of these
investments provide the opportunity
to generate positive returns even
when interest rates rise and traditional
bond prices fall, while also providing
attractive yields along the way.

We believe that the populist sentiment
and rhetoric here and abroad

could breed increased volatility as
markets adjust to potential tariff and
currency strains with resulting trade
uncertainties. As such, we continue

to believe that client portfolios should
have exposures to low, non- or
negatively correlated asset classes.

Note: Annotations show time from recession's end to deficit's peak
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There may be specific sectors that
could benefit from Trump’s fiscal
policies and rollbacks of regulations,
including the finance, healthcare
and energy sectors. Based on the
dramatic run-up in these sectors, we
believe that speculative investors
that missed these moves may

be best served to wait for more
facts and details to unfold and
better entry points on pullbacks.

In the meantime, there is a slug of
economic data that comes out this
week. Anything less than ideal could
provide a respite in the advancing
equity markets.

We will continue to provide
newsworthy updates as more policies
and market activities warrant. Please
contact your Trust Company wealth
advisor for more information.
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