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The US election is shaping up as the next major risk event for 2016, 

with Brexit receding to the background. While Clinton is regarded as the 

status quo candidate, Trump represents significant policy uncertainty 

given his populist, anti-establishment proposals. Betting markets 

currently place only around a 25% chance of Trump winning office in 

November. But, as recently as a month ago, Trump was narrowly 

leading in the polls, so he should not be discounted. In this note, Tim 

Rocks, Head of Market Research & Strategy, considers what a Trump 

presidency could mean for the global economy and markets.    

How did we get here? 

Many political commentators have been surprised by Trump’s popularity, but there are economic reasons 

behind his rise. Globalisation and deregulation have accelerated since the 1970s and have delivered a 

significant boost to overall economic activity. But the benefits have not been widely spread, and inequality has 

risen. While real income of the wealthiest 10% of households has doubled in the US since the early 1980s, it 

has stagnated for most (Chart 1).   

Before the global financial crisis, less affluent households 

were able to maintain lifestyles by steadily increasing 

debt. They are now finding it harder to borrow and their 

frustration has found a voice in the rise of populist 

politicians. This has been a global trend driving the rise of 

Nigel Farage (UKIP in the UK), Beppe Grillo (Five Star 

Movement in Italy), and now Trump in the US. 

What would a Trump presidency mean for 

global growth? 

It is always difficult to know whether presidential 

candidates will pursue the proposals they advocate 

during an election campaign. Further, congressional and judicial limits to Presidential power frequently act to 

limit the ability of Presidents to pursue their policy agenda once in office. Nevertheless, there are a number of 

potential consequences of a Trump presidency. 

+ Faster growth in government spending and larger 

budget deficits  

Trump has indicated he would expand infrastructure 

spending, offer tax cuts for households and firms, and 

expand the budget deficit to support growth and 

generate inflation. Note that Clinton is also advocating 

a significant rise in government spending. 

Government investment as a share of GDP is 

currently at its lowest level in over five decades (Chart 

2). 

+ Less globalisation and tougher rules on immigration  

Trump has voiced concerns about international trade agreements and has stated he would challenge 

China on trade and currency policies. He would also restrict immigration and deport undocumented 

persons. Clinton has also expressed concerns about some of the trade deals ratified by the US.  
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+ Less support from monetary policy  

Trump has criticised the US Federal Reserve (Fed) 

for overly easy monetary policy and has stated he 

would seek more Congressional oversight of the Fed.  

Overall, Trump could significantly increase economic 

uncertainty, damage trade and raise geopolitical risk. 

But, he may also offer fiscal expansion, reduce taxes 

and lead a revival of the US manufacturing sector. The 

combination of these policies may be a boon for US 

activity in the short run, as foreign goods are replaced by domestically sourced products.                                                                                      

But longer term, growth may be impeded by the reversal of globalisation and increased protectionism. 

Implications for markets 

+ In the short term, a Trump presidency would probably be 

positive for bonds (see Chart 4). Investors tend to rush to 

bonds during periods of uncertainty, and the US bond 

market is the most open and liquid safe haven market. 

However, more fiscal spending and higher inflation should 

eventually lead to higher bond yields. Official interest rates 

may also rise faster through 2018 and 2019 as the Fed 

seeks to offset the fiscal impact.  

+ On currencies, Trump has promised to allow corporates to repatriate foreign earnings currently held in low 

tax locations overseas. A similar policy was enacted in 2004, leading to a higher US dollar. The US dollar 

should also be boosted by more expansionary fiscal policy and higher interest rates. For other currencies, 

periods of uncertainty tend to be positive for the Japanese yen, but negative for emerging market 

currencies and the Australian dollar.  

+ In terms of commodities, a Trump presidency would be negative due to a higher US dollar. Gold should 

be the biggest beneficiary given higher political uncertainty.  

+ The impact of a Trump presidency on share markets is less clear. In the short term, greater uncertainty 

could lead to lower valuations. Further out, lower corporate tax rates and fiscal stimulus should be 

positives but they may be offset by higher wages and the valuation impact of higher bond yields. By region, 

emerging markets would probably underperform given their exposure to global trade. 

Conclusion 

The rise of Trump is part of a global trend toward greater political instability. Election outcomes are likely to 

have much greater impacts on markets, and investors will need to be more aware and manage those risks, as 

we will do in our portfolios. A Trump presidency may not turn out to be a negative for the economy, 

particularly if government spending increases significantly, but the range of potential outcomes is large. 

 

 

 

 

 

 

 

For more information on the impact of the US election on your clients’ investments, please 

contact your BT relationship manager. 
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