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The US elects Donald Trump as its 45th President throwing the 
world markets into a tizzy

Hang Seng

Fig 1: Hang Seng reacting to US election news

The world economy currently runs like this: goods and services are sold to the United States of America, so if the 
US economy is doing well the world economy is doing well. There are numerous instances in recent history when 
the US sneezed and the world caught a cold. Most recent being the 2008 subprime mortgage crisis. So, the 
outcome of an election in the US a�ects not just the citizens of US but citizens across the whole world.

Numerous polls had predicted a victory for Hillary Clinton. Markets had favored a Clinton victory and had taken 
decisions expecting a Hillary Clinton Presidency. Through most of the election, markets reacted with Clinton’s 
chances of election as can be seen below in Fig 1.
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28th October 2016: FBI reopens 
probe against Clinton in the email 
scandal

2nd Novermber 2016: New Poll gives 
Donald Trump a slender lead 

7th November 2016: FBI clears 
Clinton of email scandal

9th November 2016: Trump elected 
as 45th President of USA



2016

However, the US elected Donald Trump to be its 45th President. Until Donald Trump assumes the President’s o�ice 
markets will be reacting to his statements. For example, Trump’s statements amounting to the virtual blockading 
of the Mexico-US trade led to Mexico’s currency fall by 9% overnight. Similarly, his stated policies to focus on infra-
structure spending led to rallies in the Dow Jones and other US stock exchanges.

From Fig. 1 it can be seen that the Hang Seng fell on 9th November 2016 but recovered the very next day and was 
continuing its downward trend as such irrespective of the outcome of the elections. Similarly from Fig. 2, the Euro 
rallied briefly but then continued to weaken against the dollar. From both these instances, it can be seen that the 
markets had a knee jerk reaction on 9th November 2016. 

Fig 2: The Euro vs Dollar trend with the US election result’s reaction hidden on the bottom (source: xe.com)
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The Euro began to weaken against the dollar a�er key 
economic indicators of the US economy were declared. 
The US economy had added 161,000 jobs in October 
and the unemployment rate stood at 4.9%. The hourly 
private sector wages had increased by 2.8% year on 
year. Consumption activity was up and this was reflect-
ed in the services PMI standing at 54.8 and in the infla-
tion which stood at an annualized rate of 2.2%. There 
was an increase in new orders driving the Manufactur-
ing PMI to 55.5- the highest output in 12 months. The 
GDP in the quarter ending September had expanded by 
2.9%- beating expectations of 2.6%. This expansion in 
GDP was the fastest quarterly GDP expansion in 2 years. 
With the GDP expected to expand by 3.1% in the pres-
ent quarter, the Federal Reserve is expected to raise its 
lending rates. 

With Brexit and the election of Donald Trump, it would 
seem that a wave of populism and protectionism is 
sweeping the west. In the coming months, Germany, 
France and the Netherlands will be having their nation-
al elections. These elections will be key in determining 
the future of the European Union. 

The Euro area had seen a lot of positives in terms of 
economy. The GDP grew by 0.3% quarter on quarter 
while the inflation stood at 0.5% for October 2016. 
Germany continued to lead the economy of the Euro-
pean Union. While composite PMI of the Euro area 
stood at 53.3, Germany’s composite PMI for October 
2016 read 55.1. Germany saw a 6-month high surge in 
new business orders. This resulted in the steepest accu-
mulation of backlogs in recent times. With the growth 
in demand and the existing capacity constraints, 
employment opportunities and further growth can be 
expected. However, Germany’s services PMI stood at 
52.8 against an expected 53.3. 

Japan also witnessed many positives for its economy in 
October. Japan’s business sentiment was the strongest 
in 6 months. New business orders grew at the fastest 
rate since February and backlogs have increased to 9 
month highs. Manufacturing expanded at the fastest 
rate since December 2015. The number of jobs added 
in manufacturing in October 2016 is the highest in 2 and 
a half years. The unemployment numbers stood at 
3.0% down by 0.1% from last month. The composite 
PMI of Japan for October stood at 51.4- the highest 
since January 2016.
Japan’s regional rival China too had witnessed many 
positives in the previous quarter and in October. 
China’s GDP expanded by 6.7% in the previous quarter, 

in-line with expectations. Chinese inflation for October 
is at a healthy 2.1%. Chinese manufacturing activity and 
Service activity expanded as well. The composite PMI of 
China for October stood at 52.8 against 51.4 in Septem-
ber. 

Economic indicators across these economies indicate 
that the world economy is about to boom. But on 
having a closer look at these numbers, it becomes clear 
that the improved performance of the world economy 
has been due to better consumption by the US. For 
example, Japan’s manufacturing activity picked up and 
average household incomes went up by 2.7%. Howev-
er, the consumption activity fell by 2.1% and inflation 
was back in negative territory at -0.5% for the month. 
So why did manufacturing activity pickup with reduced 
demand? Due to increased exports. A similar scenario 
can be seen in rest of East Asia as well. While China’s 
manufacturing activity has picked up, payrolls in manu-
facturing companies continue to be reduced. 

China presently fuels its growth by debt. Most of this is 
invested in infrastructure in turn creating over capacity 
in manufacturing. The manufacturing capacity in China 
is high enough to cater to the rise in demand while leav-
ing the ASEAN economies’ manufacturing chronically 
underutilized. ASEAN manufacturing shrank in October 
in terms of both output and new orders. The PMI of 
ASEAN manufacturing for October stood at 49.2. The 
GDP of Singapore shrank by 4.2% the previous quarter. 
The Manufacturing PMI of Singapore stood at an abys-
mal 46.8. The government of Singapore does not see a 
positive outlook for the immediate term meaning 
Singapore is likely to be in recession in the short term.

A similar story can be seen in the other emerging 
market of interest- Latin America. With the news of 
Donald Trump’s election, the Latin American currencies 
crashed. Most notably Mexico’s Peso crashed by 12% 
and Brazil’s Real weakened to 5 year lows. Latin Ameri-
can currencies continue to weaken due to their high 
exposure to the US and China. Latin American econo-
mies did perform well over the last few months. Mexi-
co’s GDP grew by 2.0% against an expected 1.9%, busi-
ness sentiment- a substitute for quarterly GDP- in Chile 
grew by 0.4% month on month. Colombia which 
battled chronic inflation saw its year-on-year inflation 
reduce to 6.48% in October compared to 7.15% in 
September. Colombia’s GDP is expected to expand by 
2% this year. Even though 2% is a small number for an 
emerging economy, it is a significant growth account-
ing for the e�ects of Brazil’s recession. 
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The world economy now depends on the policies 
adopted by the United States. Globalized economies 
that are heavily dependent on exports such as Japan, 
South Korea, China, ASEAN and Latin America depend 
on the US’s consumption to drive their own economy. 
Consumption driven economies will be able to grow. 
India is a relatively closed economy and is consump-
tion driven. While the e�ects of US’s policies will be felt 

in India, the extent to which these policies a�ect India 
are relatively limited.

The Indian economy performed well in the previous 
months. CPI stood at an annual 4.20% while the RBI has 
targeted inflation to be 4% by 2021. The low inflation 
will encourage the RBI to cut lending rates. Other 
parameters of India have been encouraging as well. 

Manufacturing output quickened in October at the 
fastest rate in 46 months while both Services and Manu-
facturing continued to record a good growth in new 
orders. 

The government demonetized the 500 and 1000 rupee 
notes on the same day the US election results were 
declared. The demonetization move was to fight tax 
evasion, forgery and corruption. The recent move to 
demonetize the 500 and 1000 rupee notes, will encour-
age increased electronic transactions and bank depos-
its improving both the transparency and cash availabili-
ty at the bank.

A large part of real estate and jewelry transactions take 
place in liquid cash outside the Government’s view, 
resulting in revenue loss to the exchequer and/or artifi-
cially inflated prices. The demonetization move will 

briefly reduce availability of liquid cash thereby reduc-
ing demand for properties. The reduced property 
demand will in turn result in lower property prices. The 
digital and bank based transactions in turn will help 
regulate the real estate prices and help improve the 
Government’s revenue.

However, the liquidity crunch will also discourage 
many ‘white’ transactions from taking place resulting in 
decreased consumption activity. Now with India being 
a consumption driven economy, the demonetization 
move will have an adverse e�ect on the GDP. Estimates 
for the e�ect of the demonetization on GDP growth 
varied from 40 bps to 250 bps. So, India may not be the 
fastest growing major economy in the world in the 
immediate term. However, the e�ects of the demoneti-
zation will boost India’s GDP growth in the longer term. 

Measure

Manufacturing PMI

Services PMI

Composite PMI

October

54.4

54.5

54.5

September

52.2

52.0

52.4

Table 1: Indian PMIs for October vs September
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Fig 3: Oil and Copper prices in October-November 2016

Commodities
When the results of US elections were announced, oil prices fell by 1.1% to $44/barrel (WTI). Oil Prices then grew by 
1% when the OPEC moved a step closer in cutting down its oil output. However, the production cut may not be very 
significant and the oil prices will trade at $50-55/barrel. That price range is enough for the US to boost its own oil 
production. Thus, there is very limited upside to oil prices.

Spot Copper Prices

WTI Crude Price
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Copper was range-bound due to a cut in production output from mines across the world. Copper rallied on the day 
of the US election results. However, the price of Copper has fallen since then and will return to being range bound 
similar to its prices through most of October. Other metals like Nickel and Zinc have seen a sustained rally due to 
supply constraints and increased demand from China.

Table2: Commodity Prices (as on 13th Oct 2016) and Projections. (Source: Quandl collections)

Commodity (quantity)

Copper (tonne)

Nickel (tonne)

Crude Oil (barrel)

Natural Gas (MMBTU)

Zinc (tonne)

Price (USD) Projection (fortnight)

5446

11075

44.93

2.70

2354.50

Ranged to Negative

Ranged

Positive

Positive

Ranged to Positive
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The Indian equity markets followed a similar trend as its Asian peers. Ni�y was range-bound through most of Octo-
ber fluctuating to the news of the various election polls in the US.
 
However once the economic indicators in the US indicated a solid growth, the Ni�y began moving downwards. The 
primary reason being, a solid growth in the US also means a higher probability of the US Federal Reserve raising 
interest rates and in turn attracting more investments in the dollar. This implies that there will be a flight of capital 
from India.

While it can be argued that the weakening rupee will make Indian exports cheaper, it should also be noted that 
Donald Trump was elected for his protectionist policies. There is an expectation that the IT and Pharmaceutical 
exports to the US will be hit in his presidency. Like other Asian and emerging markets, the Indian equity markets too 
will be reacting to his statements. 

Fig 4: Ni�y through October and November ‘16 

NIFTY
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Bullion
Gold prices were expected to fall a�er the announcement of key US economic numbers. However, the prevailing 
uncertainty in the outcome of US elections had kept the Gold prices high. As discussed in the Monetary Policy 
section, the markets were backing Hillary Clinton. So when Trump was declared the winner of the elections, mar-
kets invested heavily in gold raising the price by 4%. 

However, the markets began to accept Trump presidency the very next day. The robust economic numbers indicat-
ed a stronger US economy attracting more investments to the dollar. This in turn weakened gold.  

Fig 5: Gold falling a�er US economic data and rallying till the elections
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Investment Strategy
With the demonetization move government finances are expected to improve. The Indian government has a tax 
revenue of about 4%, which is unsustainable. The increased retail banking activity will improve transparency of 
transactions consequently boosting the tax revenues. Due to these benefits, the demand for 10-year government 
bonds increased and raising its prices. The 10-year bond yields for Government of India decreased while the 10 
year bonds in other emerging markets decreased owing to increased selling. 

Uncertainty will persist until there’s clarity on Trump’s policies. Additionally, the elections of key EU member states 
of France, Germany and the Netherlands in the coming months will enable a gold rally. 

Table 3: Precious Metal Prices and Projections. (Source: Quandl collections)

Commodity (quantity)

Gold (tr.oz.)

Silver (tr. Oz.)

Platinum (tr. Oz.)

Price (USD) Projection (fortnight)

1214.95

16.68

925.0

Ranged to Negative

Ranged

Ranged to Negative
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Table 4: Precious metals (source: quandl.com)

Global Economy

In the immediate term, the cash crisis will a�ect consumer demand. Reduced consumer demand will result in 
reduced inflation. With reduced inflation, the RBI will reduce its lending rates thereby increasing liquidity for invest-
ments. This in turn will be reflected in the equity markets. However, in the short term volatility will persist with the 
twin e�ects of demonetization and Trump presidency. Investments in equity should therefore be for the longer 
term.

With key elections in the European Union, uncertain policies of Trump, weakening of the ASEAN and Latin Ameri-
can economies, there will be increased uncertainty. Gold becomes a favored investment during times of uncertain-
ty. Gold exposure should be limited to 5-10% of the portfolio.

Country/Region Event Impact(Projected) 
USA • Trump invests in 

infrastructure 
• Revision of existing 

FTAs 

• Dollar strengthens 
• Gold Rallies 

European Union/UK • Dutch/French/German 
elections result in Right 
wing win 

• Euro falls 
• Gold rallies 

East Asia • TPP agreement 
scrapped 

• ASEAN recession 
• Asian financial 

crisis 
• Gold Rallies 

India • RBI cuts interest rates 
by 25 bps 

• Indian stock 
market rallies 

• Rupee rallies 
• Inflation rises 
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Vikaas M. Sachdeva is CEO, Edelweiss Asset Manage-
ment Ltd., one of India’s leading asset management 
companies. 

With the recent acquisition of the JP Morgan Asset 
Management business in India, Edelweiss Asset Man-
agement Ltd. today, o�ers a comprehensive and diver-
sified suite of solutions for a range of client needs. 

Vikaas is also a board member of SEBI’s Mutual Fund 
Advisory Committee (MFAC) since 2011, which has 
been instrumental in launching several initiatives for 
the growth of the Asset Management industry.

From The ZEN MASTER’S Club

Vikaas M. Sachdeva 
CEO, Edelweiss Asset Management Limited (AMC)

Which is the bigger influence on the current bear market- the demonetization or the change in US 
Presidency?

Both demonetization and Trump presidency were unexpected and improbable events; almost in the 
category of black swan. Since, both these events were unprecedented, we cannot rely on history to assess 
their potential impact. 
In the near term, demonetization has certainly created an adverse impact on sentiment, liquidity and 
level of economic activity particularly on the consumption side. This will likely result in earnings cuts for a 
broad spectrum of companies for FY17 and perhaps also FY18. The near term impact of Trump presidency 
on the Indian markets has been more through FII flows which have turned negative over the last few 
weeks.
In the medium-long term, we believe demonetization will likely have a very positive impact in terms of 
improvement in reported economic activity and tax compliance. This will improve fiscal health and allow 
the government to further focus on infrastructure investment and also support consumption at the 
bottom of the pyramid. Medium to long term impact of Trump presidency is di�icult to assess at this 
stage; except perhaps in terms of tough times Indian IT services companies might have due to his views 
on immigration.

With a track record spanning two decades, Vikaas has considerable experience in the Indian financial services 
space. A�er a brief stint in investment banking, he joined Birla Sun Life International AMC Ltd. in 1995, as one of its 
founder members. During his decade long tenure there, he oversaw sales and distribution, marketing, product 
development and also worked extensively with teams across operations, compliance and investor servicing. He was 
also a part of the core team for two high profile asset management acquisitions.
 
An MBA graduate from the CRK Institute of Management and Research, Mumbai, Vikaas is a fitness fanatic and a 
Marathon runner. He is an outdoor sports fan, particularly of cricket, as well as an avid movie bu�. 
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Asset Management Companies consider consumer non-durable stocks as defensive. With the 
demonetization move, do you believe that there will be a change in the stance?

It is true that consumer non-durable companies have defensive characteristics. Even within non-durables, 
di�erent businesses are at di�erent points on the discretion spectrum. Demonetization will certainly 
impact near term prospects of even non-durable businesses due to liquidity issues both at the consumer 
end as well as in their supply chain. However, we maintain our stance that on a relative basis these busi-
nesses will continue to show defensive characteristics (particularly staples) and will cope better.

 What is your outlook for IT and Pharmacy sectors with the incumbent Trump presidency?

Anti-immigration stance was one of the known and high profile facets of Trump campaign. While his main 
target might be illegal Mexican immigrants in the US, it appears he might also take a tough stance even on 
the IT services companies hiring Indian engineers. Therefore, we will closely watch Trump administra-
tion’s policies on this issue. It is di�icult to say at this stage what form the intervention might take but it is 
fair to assume that the cost of doing business for Indian IT firms will likely rise impacting their profitability. 
However, it is also possible that weakening INR against USD might result in o�setting some of this impact. 
We do not expect a significant impact on pharmaceutical companies of the Trump presidency. A Clinton 
presidency might have proved more concerning for pharmaceutical sector.

The economy of Singapore contracted the previous quarter and with the Asian markets turning bear-
ish, are we looking at a recession in Singapore? Do you believe this will a�ect India?

We do not expect any recession in Singapore to have any significant negative implication for India given 
the size of the Indian economy and relatively small linkages with that country.

 Do you believe that the RBI will cut its interest rates this December? If so, by how much?

We do expect RBI to cut rates in December to the extent of 25bps.

When do you anticipate the bottoming of the current bear market in India?

Given the unprecedented nature of factors impacting the markets (as discussed in the previous question) 
it is very di�icult to prognosticate the course of the market in the near term. Next couple of quarters could 
be volatile as we see more evidence on the actual impact of demonetization on companies earnings and 
how various businesses are coping. We will also be in a better position to understand the impact of Trump 
presidency on emerging markets in general and India in particular as he starts spelling out his priorities 
and chooses key aides.
It is however clear to us that medium to long term prospects of Indian market appear quite positive. The 
upturn in growth post demonetization will be quite strong. Various structural reforms this government has 
undertaken will start to have an impact on growth potential. Also, with reduced attractiveness of gold and 
property as investment alternatives; the importance of equity will grow significantly in the asset allocation 
of families. Thus, both earnings and domestic demand for equities will be favorable from the perspective 
of markets to do well in the medium to long term.
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Vivek (30) lives with his wife and his new-born daughter in Hyderabad. He has been working in a reputed IT firm 
since 7 years, which he joined immediately a�er graduating from a premier engineering college in India. He always 
believed in living in the present. He spent lavishly on vacations and also bought a penthouse.

One day he met his friend who had a plan to start a new venture and asked Vivek to join as associate director and 
to run the company with him. The pay package included a slightly better pay and also had a shareholding which 
would be as good as gold if the business does well. Vivek saw this as an opportunity to get out of his regular o�ice 
job and also as a role where he will be his own boss.

It was all going well initially but funds started to dry up for his firm and he was asked to forfeit his salary for a 
month’s time. This made Vivek very tense. The reason for his tension were –

A) No Surplus Cash – He lived an expensive lifestyle and could hardly save anything. If he forgoes his pay for a 
month then he may not be able to take care of basic household expenses.

B) EMI – The penthouse he bought attracted an EMI which has to be paid irrespective of income he receives.

C) Childcare Cost – His daughter was just a few months old and needs regular visit to doctor and vaccinations 
which costs him around INR 2,500 – INR 5,000 per visit.

D) Home Interiors And Maintenance – His new home also required some financial attention as he had to get 
some more interior work done.

E) No Medical Insurance – His previous employer used to provide him benefits like Health Insurance along with a 
term cover which ended once he le� the job. But as the current workplace is too small there is no medical coverage 
for him.

SECURE YOUR PRESENT 
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Disclaimer

Lot of us would consider changing the job a mistake for Vivek as he quit a stable and comfortable job which had 
benefits and went on to an unknown territory keeping his financial stability at stake.

There are risks in taking a challenging career route for a greater good, but he should have been prepared for such 
a Are You Prepared For Emergency Planningsituation by making enough provisions. Let us now see what di�erent 
he should have done before taking such life changing decision –

a) Emergency Fund – A bu�er worth at least 3 months to 6 months of regular monthly expenses kept as an invest-
ment in a fixed deposit or even better a Debt Funds would have ensured that the cash outflows are met despite his 
salary been forfeited for a month or two.

b) Insurances – Earlier he had proper insurance cover provided by the employer, but once he switched the profes-
sion the insurance coverage ceased and he did not buy other insurance cover. He should have immediately bought 
a term insurance and also a health insurance cover of his own before leaving the organization so that he doesn’t 
have to pay the medical bills from his pocket once they arise.

c) Home Loan Insurance – Home loan insurance makes sure that the loan is secure even if something goes wrong. 
There are some Home Loan Insurance Plans which also covers missed payment to an extent of 2-3 month’s EMI 
which would have given some sense of relief to Vivek.

d) Reduce Expenses – During the initial earning years most of us spend towards satisfying our lifestyle needs. But 
once the leap is made from being single to married there is a sudden change in lifestyle and invariably an increase 
in expenses. In such situations, the non-committed expenses (spending towards Vacation, Entertainment, hobbies 
etc.) are the expenses which needs to be reduced to as low as 20% of total expenses so that in di�icult situations 
like Vivek’s the cash flow can be controlled.

ArthaYantra is the world’s first and only full service robo advisor. We believe 
in the inter-connectedness of financial decisions and we help individuals 
identify the best financial decisions through our patented algorithms. In 
doing so, we enable individuals in taking the right decision in investment, 
insurance, credit and credit refinance. We have enabled the financial secu-
rity of over 100,000 satisfied customers across 32 countries.
 
© 2016 ArthaYantra Corporation Pvt. Limited
All Rights Reserved.
www.arthayatra.com

This material has been prepared for general informational purposes only and is not intended to be relied upon as investment advice. Please refer to your advisors for 
specific advice.

About ArthaYantra
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Road No. 36, Jubilee Hills, Hyderabad, India 500 033. 
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Tel.: 040-6519-0000 | e-mail: care@arthayantra.com

Reports, analysis and views in this newsletter (Finzine) seek to present an unbiased picture of developments in the markets & economy. Actual 
developments can turn out to be di�erent owing to circumstances beyond Arthayantra’s control and knowledge. Arthayantra does not take any 
responsibility for investment or business decisions taken by readers on the basis of reports and articles published in the newsletter.
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tion Pvt. Ltd nor  www.arthayantra.com are liable for any information errors, incompleteness, or delays, or for any actions taken in reliance on 
information contained herein.
This newsletter is pure intended for internal circulation of our users only.

Disclaimer


