
New World Order - Uncertainty and Opportunity
A great deal has already been written about Donald Trump’s US Presidential election 
victory and there seems little value in our adding to the din of exclamation, analysis 
and post-event rationalisation.  Instead, in this note, we attempt to peer beneath the 
headlines to the causes and consequences of Trump’s and, here in the UK, Vote Leave’s 
surprise victories, with a particular focus on what they might mean for policy, the 
economic outlook and investors.   

Thanks to Trump’s conciliatory, almost statesmanlike, victory speech, markets have been fairly calm in the 
days since 8 November.  Nevertheless, his election win, taken together with the result of the UK referendum 
in the summer, signals a sea-change of historic proportions.  For us, they represent a wholesale rejection of 
post-crisis economic policy – a cry of ‘foul’ from voters whose prospects have been impacted by the march 
of technology and globalisation and who have not been beneficiaries of the asset price inflation generated 
by ultra-accommodative monetary policy.  It is no coincidence that these poll results have occurred in two 
nations operating what is close to full-blooded free market economics.  ‘Markets’, for all the good they do 
in allocating resources, are brutally efficient - and becoming more so.  These election outcomes represent 
howls of protest against the chill winds of competition and we should expect them to be repeated 
elsewhere until the root causes are addressed. 

Two questions come to mind.  Firstly, and more generically, can a change in political leadership and policy 
get at these root causes and deliver on the demands of disaffected electorates?  This is a key consideration; 
we need to understand the suggested policy remedies and their potential for success.  Without this, we 
will have no insight into the political and economic environment in which we will need to make investment 
decisions.   Secondly, and of key importance to us as investors, what will be the likely impact of policy 
changes on asset markets?  We tackle these two questions separately before focusing on whether our 
findings suggest any immediate action in portfolios.   

Policy Pivot

Arguably, the shortcomings of monetary policy in restoring economic growth to pre-crisis levels were 
evident long before the call for change went up from UK and US voters.  Whereas real economic growth in 
the developed world averaged 3% p.a. from the end of WWII to 2007, since the financial crisis this has fallen 
to just 1.2%.  Neither is this lower figure simply highlighting the impact of the 2008-9 recession.  Excluding 
the recession years, growth since 2010 has averaged less than 2% per annum, despite this being a recovery 
phase and despite aggressive central bank support in the shape of low interest rates and quantitative 
easing.  Monetary policy has clearly not delivered faster growth.  Meanwhile, the unwelcome side-effects 
have become increasingly evident, not least that ultra-low bond yields are causing problems for banks, 
insurance companies and pension funds.      

Of greater importance to the man in the street, the benefits of what growth there has been have not 
been evenly spread.  Data show that the top 10% of earners in the US collect almost 50% of the total pay, 
compared to c30% at the low point during the 1970s.  Moreover, incomes for the top 1% are growing at five 
times the pace of the rest.  These are some of the causes of the outbreak of populism, with those voting for 
change railing against the political and financial elite, against Brussels and Washington as well as against 
other perceived beneficiaries of globalisation including Chinese exporters and immigrants.  Thus, a change 
in policy direction is now firmly on the political agenda.
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If monetary policy hasn’t delivered stronger growth and, in some respects, further undermined the 
position of less wealthy savers by shrinking the interest paid on money put aside, then perhaps fiscal 
policy - higher government spending - should be tried.  This is further justified by the fact that, with 
bond yields close to all-time lows and in some markets actually negative, governments can borrow 
very, very cheaply.  While this is the key change in policy, it is accompanied by attempts to roll back 
globalisation - from restrictions on the movement of employees and the imposition of tariff barriers all 
the way to Trump’s suggested labelling of China as a currency manipulator and the erection of physical 
barriers along the US’s southern border.  

Returning to fiscal expansion, Mr Trump has promised a huge increase in government spending (Mrs 
Clinton promised higher spending too, though on a more conservative scale) while here in the UK, the 
new chancellor, Philip Hammond, has ditched George Osborne’s plans for a balanced budget and is 
expected to loosen the purse strings in his autumn statement this week.  The idea of public investment 
in infrastructure is very much in fashion, with the hope that government spending on major projects 
will kick growth into a higher gear, driving wages upwards and spreading wealth more widely.  With 
the pivot to fiscal policy taking the focus away from central banks and unconventional monetary policy, 
there may also be scope for interest rates to edge higher, addressing the concerns of the financial 
sector, as well as income starved savers.  

Will greater fiscal expansion be implemented and can it deliver stronger growth?

We do expect a degree of fiscal expansion, but this, in our view, will be modest compared with current 
expectations.  We also believe that trade barriers and other moves away from globalisation will be fairly 
limited in practice.  More importantly, we do not believe that any such steps will address the issues of 
populism, which are in our view largely beyond the reach of policy makers to alter. 

Nevertheless, politicians are elected to attempt to address voter concerns, and Donald Trump has 
pledged to spend $1tn on infrastructure projects over 10 years.  To put this into context, $1tn is more 
than 5% of annual US GDP, and compares to outstanding US government debt of c$14tn, about 75% 
of GDP.   Additionally, Trump is promising dramatic cuts in personal and corporate taxation, further 
impacting public finances.  The aim is to drive stronger growth which would in turn generate higher tax 
revenues later on, bringing the budget position back towards balance.  

For two reasons we believe that the reality is likely to be much less spectacular.  Firstly, both the Senate 
and House of Representatives are under Republican control.  As Trump is himself, nominally at least, a 
Republican, it should be straightforward for him to get his policies onto the statute books.  However, 
the Republican Party is traditionally the home of fiscal conservatism and calls for smaller government.  
Many elected politicians will not be backing a huge expansion of government spending and debt.  
Secondly, while the Trump rhetoric appeals to middle-America, there may be much less scope to drive 
growth higher than he would have us believe.  Ageing populations mean that the potential for stronger 
growth is limited, while wages are already rising in the US and unemployment is low suggesting 
that there is not much spare capacity.  Therefore, aggressive fiscal expansion is likely to drive higher 
inflation rather than growth, necessitating higher interest rates.  Indeed, bond yields had already 
started to rise around the world (see Fig. 1) in anticipation of a turn in inflation as well as increasing 
government spending.  The US election result has caused another, marked move higher.

Similar arguments apply in the UK, while austerity no longer appears appropriate, with large deficits on 
the government budget and the balance of payments, the UK is in no shape to go on a spending spree.   

In summary, we expect that, in this instance, words will speak louder than actions; growth, inflation and 
interest rates might be somewhat higher as a result of increased government spending but we do not 
expect the economic order to be turned on its head. 
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Fig 1: Policy Pivot? Bond yields move higher in anticipation of more spending and higher inflation

Of key importance to this conclusion is our view that the pivot to higher government spending 
cannot materially change the shape of an ever more productive and price driven global economy.  
The current economic environment of strong competitive headwinds, deflationary pressures and 
increasing inequality is driven by the forces of globalisation.  Policy can be directed at slowing these 
forces or ameliorating their effects, but it is incapable of reversing them.  Technological change, global 
procurement and supply chains, automation and internet-driven price transparency are combining to 
make the global economy ever more competitive.  Consumers the world over are benefiting from this, 
however, the less welcome side effects, such as rapid changes in the structure of industries and the 
fortunes of companies,  job insecurity and economic migration are driving the reactions evident in the 
result of the votes in the US and UK.   Additionally, as these developments are global, we are likely to 
see further expressions of them across the world.

Implications for Investment Markets and Asset Allocation Conclusions

Perhaps the most straightforward conclusion for investors is that the long-standing trend of rising 
bond prices (falling bond yields) may well be over.  Investors will at the very least need to be wary of 
the impact of even slightly stronger growth and inflation on bond prices, most importantly those of 
longer duration which are by nature more sensitive to rising interest rates.  Considering equity markets, 
any conclusion must be more nuanced.  Equities with reliable earnings and dividends, such as utilities, 
beverage and tobacco companies - the so called bond proxies - have performed very well as their 
bond-like attributes have become more valuable in a world of rising bond prices.  Should bond yields 
continue to rise (prices fall), these stocks may well begin to give back some of their recent strong 
performance.  Conversely, at the other end of the spectrum, those stocks that are the beneficiaries 
of stronger growth and a firmer pricing environment such as mining companies and banks may enjoy 
better performance.  We have already seen some of this ‘rotation’ in equity markets in the performance 
of stocks and sectors (see Fig. 2).  

Covering off our other two asset classes, commercial property may well be subject to a two-way pull.   
It should benefit from any improvement in the growth outlook but may suffer as yields look relatively 
less attractive compared to bonds.  However, we should note that commercial property already offers 
a generous yield premium over government bonds and therefore is less vulnerable here.  Finally, the 
appeal of cash deposits should increase thanks to somewhat higher interest rates.  However, as we do 
not expect rates to rise far, this is only a marginal improvement.      
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Fig 2: Sector rotation in the UK – cyclical shares perform strongly, defensives struggle in H2 2016

In the light of the above discussion we see no immediate need to alter our current recommended 
asset allocations.  We have been wary of very highly valued bonds for some time, and have little 
exposure.  Within equity markets our value discipline means that we are positioned to take advantage 
of any continued rotation towards stocks with more cyclical earnings which have been unpopular with 
investors for some time.  Having reduced risk earlier in the year, including a reduction in commercial 
property allocations, portfolios have a relatively high allocation to defensive assets such as cash and 
short dated bonds.  This gives us the flexibility to take advantage of opportunities as they present 
themselves.  For the time being we are comfortable to maintain these positions.  

If you have any questions on the above do please contact me or your usual adviser.  

Christopher Sexton

Investment Director

D: 020 7315 6506 
E: christopher.sexton@saundersonhouse.co.uk
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