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Brexit-Squared 

If you’re reading this, the world didn’t come to an end last 

night with the U.S. election.  However, underdog real estate 

mogul and reality TV star Donald Trump appears to have 

secured the presidency by capturing more than 270 electoral 

votes.  Whether it was a late rally or systematic polling error, 

in the end, the Republicans will take back the White House in a 

surprise victory.  Reminiscent of the Brexit vote, but on a much 

larger scale, a populist uprising has defeated the status quo.  

 

Down ballot, the U.S. House of Representatives predictably 

remained in Republican control.  As of this writing, it appears 

the Republicans have also narrowly retained control of the 

U.S. Senate. 

 

The Markets 

Global capital markets are feeling the weight of the U.S. vote 

and have gone “risk off” in a big way.  As of this writing, S&P 

500 and Dow Jones Industrial Average futures are down 4% 

and 3%, respectively.  Futures on the Euro Stoxx 50 are down 

4% while the Nikkei 225 is down over 5% in Asia.  Bond are 

rallying with yields down in U.S. Treasuries from 5 to 10 bps 

across the belly of the curve.  Unlike most flight-to-quality 

rallies, the broad U.S. Dollar Index is actually down just over 

1% as investors trim dollar-based assets.  Gold is up over 3% 

and the Mexican peso, considered a bellwether for Trump’s 

chances of success, is off a stunning 9%.   

 

Uncertainty Reigns 

As noted above, the Trump victory has thrown markets into 

chaos in the short term.  This reaction is hardly a surprise. 

First, his victory has been considered a long shot since the 

beginning of his candidacy.  Markets clearly weren’t expecting 

a Trump victory which by itself would cause a spike in 

volatility.  Second, and more importantly, Trump has little-to-

no policy history to assess and much of his rhetoric is 

contradictory. He has been antagonistic towards the Fed 

arguing that super-low rates are artificially propping up a 

failing economy. He has floated comments about 

“negotiating” U.S. financial obligations and threatened to pull 

back from international organizations like NATO. The 

hallmarks of his campaign have been promises to curtail 

immigration and punish what he sees as unfair trade practices 

and currency manipulation.  He has proposed a significant 

increase in infrastructure spending but the budget math 

doesn’t add up as his proposals to lower tax rates will 

dramatically expand the deficit and likely produce higher 

interest rates.  He is volatility personified.     

 

Thank You Montesquieu 

It is important for investors to recognize that this volatility 

won’t last forever, however.  First, our system of checks and 

balances assures separation of powers.  In spite of a 

maintaining majorities in both the U.S. House and Senate, 

Trump will not enjoy unlimited power.  Republicans in both 

houses are highly skeptical of Trump’s conservative bona fides 

and are leery of his polarizing and combative style.  He has 

made enemies on both sides of the political spectrum and will 

not be handed a blank check by his Republican colleagues. 

They will also, out of self-preservation, seek to influence his 

cabinet personnel, transition process, and legislative agenda. 

 

Second, as we’re already seeing, markets will react to and 

digest this new reality very quickly.  New equilibrium levels 

across asset classes will likely be discovered in a few days to 

weeks.  While not of the same magnitude, it might be 

instructive to remember that risk assets regained their footing 

within 2-3 days after the Brexit vote.    

 

Portfolio Implications 

In the short run, we expect higher sustained levels of volatility 

and for risk assets to perform significantly worse with Mr. 

Trump en route to the White House as evidenced by the 

markets’ reaction already. 

 

We are also skeptical of sector-based strategies designed to 

profit from the occupant of the Oval Office.  There are few 

direct lines from the candidate’s proposals to policy 

implementation. As noted above, the separation of powers, if 

not divided government, will keep Trump from getting a lot of 

the things he has proposed.  

 

Most importantly, for all the hype and rhetoric, investors 

would be wise to remember that in many ways, this election 

has left most of the key investment variables unchanged.  Both 

the U.S. and global economy stumble forward at sub-par real 

and nominal growth rates.  Poor demographics continue to 

drive a global savings glut.  Central banks are largely tapped 

out in a world with almost zero fiscal latitude or leadership.  

Equity valuations, broadly speaking, remain at elevated levels.   

High quality/sovereign bond yields are paltry at best and near-

0% cash rates still lose value after adjusting for low inflation. 

 

Post-election, our broad investment themes remain largely 

unchanged. We believe that stocks offer reasonable relative 

valuation (vs. high quality bonds) where returns are likely to 
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be positive but sub-par, constrained by valuation and only a 

slow improvement in earnings growth.  We think that the 

credit sectors of the bond market still offer attractive relative 

yields with less interest rate risk than sovereign bonds.  

Commodity prices have broadly stabilized, but gains will, in our 

opinion, be sporadic in a world of over-capacity and limited 

nominal growth. 

 

Is there a silver lining? Perhaps some.  Our view is that losses 

created by the U.S. election results will improve valuations at 

the margin.  Stocks and credit-sensitive fixed-income just got 

cheaper.  If you were worried about the downside effects of a 

Fed tightening in December, that may well be off the table.  

We think that falling yields will make sovereign bonds even 

more expensive. As we approach year-end, rebalancing 

strategies may add incremental value.  Only time will tell if the 

economic fundamentals will deteriorate over the near-term 

horizon.  Against the worst expectations, this has not 

happened in the UK post-Brexit… yet. 

 

We expected volatility to rise in 2017 as the capital markets 

wrestle with an end-game for central banks.  The Trump 

victory has only quickened this timeline.  As volatility increases 

across asset classes that are fully-valued, we expect beta, 

broad market returns, to be modest.  The most interesting 

opportunities for investors are likely to come from alpha, 

mispricing within the indexes, as opposed to the returns on 

the indexes. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

In the long run, perhaps a Trump presidency can achieve some 

sought-after economic goals.  Trump, along with Republican 

leadership, will be keen to scale back or eliminate some of the 

regulatory burden that is hampering business.  This could 

include looser constraints in the energy sector, banking 

industry (i.e., Dodd-Frank), and a full-frontal assault on the 

Affordable Care Act (ACA).  Setting aside externalities (like 

safety, climate, or systemic risk issues), changes in these areas 

could act as a much needed boost to business productivity. 

 

Finally, as we noted with Brexit, this surprise result can be 

instructive for investors.  Markets are unpredictable and polls 

are often wrong.  Investors can use this experience as a guide 

to their own risk tolerance.  Accurately assessing your pain 

threshold is the only way for long-term investors to ride out 

short-term losses.   

 

David F. Lafferty, CFA® 

Senior Vice President – Chief Market Strategist 

Investment Strategies Group (ISG) 

 @LaffertyNatixis 

Durableportfolios.com 

 

  

 
CFA® and Chartered Financial Analyst® are registered trademarks owned by the CFA Institute.  
 
Any opinions or forecasts contained herein reflect the subjective judgments and assumptions of the authors only. There can be no assurance that 
developments will transpire as forecasted, and actual results may vary. Other industry analysts and investment personnel may have different 
views and make different assumptions. Accuracy of data is not guaranteed, but represents best judgment, as derived from a variety of sources. The 
information is subject to change at any time without notice. 
 
This report does not constitute investment advice and should not be construed as a recommendation for investment action. This report may 
contain references to third party copyrights, indexes, and trademarks, each of which is the property of its respective owner. Such owner is not 
affiliated with Natixis Global Asset Management or any of its related or affiliated companies (collectively “NGAM”) and does not sponsor, endorse 
or participate in the provision of any NGAM services, funds or other financial products. 
 
Index information contained herein is derived from third parties and is provided on an “as is” basis. The user of this information assumes the entire 
risk of use of this information. Each of the third party entities involved in compiling, computing or creating index information disclaims all 
warranties (including, without limitation, any warranties of originality, accuracy, completeness, timeliness, non-infringement, merchantability and 
fitness for a particular purpose) with respect to such information. 
 
NGAM Distribution, L.P. is a limited purpose broker-dealer and the distributor of various registered investment companies for which advisory 
services are provided by affiliates of Natixis Global Asset Management, S.A. 
 
NGAM Distribution, L.P. is located at 399 Boylston St., Boston, MA 02116. 
 

 

                                                                                                                                                                                                                               

 

 

 

https://twitter.com/LaffertyNatixis
https://twitter.com/LaffertyNatixis


CAPITAL MARKET NOTES 

FOR INVESTMENT PROFESSIONAL USE ONLY durableportfolios.com 
 

Additional notes 

This material has been provided for information purposes only to 

investment service providers or other Professional Clients or 

Qualified Investors and, when required by local regulation, only 

at their written request.  

In the E.U. (outside of the UK) Provided by NGAM S.A. or one 

of its branch offices listed below. NGAM S.A. is a Luxembourg 

management company that is authorized by the Commission de 

Surveillance du Secteur Financier and is incorporated under 

Luxembourg laws and registered under n. B 115843. Registered 

office of NGAM S.A.: 2, rue Jean Monnet, L-2180 Luxembourg, 

Grand Duchy of Luxembourg. France: NGAM Distribution (n.509 

471 173 RCS Paris). Registered office: 21 quai d'Austerlitz, 

75013 Paris. Italy: NGAM S.A., Succursale Italiana (Bank of Italy 

Register of Italian Asset Management Companies no 23458.3). 

Registered office: Via Larga, 2 - 20122, Milan, Italy. Germany: 

NGAM S.A., Zweigniederlassung Deutschland (Registration 

number: HRB 88541). Registered office: Im Trutz Frankfurt 55, 

Westend Carrée, 7. Floor, Frankfurt am Main 60322, Germany. 

Netherlands: NGAM, Nederlands filiaal (Registration number 

50774670). Registered office: World Trade Center Amsterdam, 

Strawinskylaan 1259, D-Tower, Floor 12, 1077 XX Amsterdam, 

the Netherlands. Sweden: NGAM, Nordics Filial (Registration 

number 516405-9601 - Swedish Companies Registration Office). 

Registered office: Kungsgatan 48 5tr, Stockholm 111 35, 

Sweden. Spain: NGAM, Sucursal en España. Registered office: 

Torre Colon II - Plaza Colon, 2 - 28046 Madrid, Spain.  

In Switzerland Provided to Qualified Investors by NGAM, 

Switzerland Sàrl. Registered office: Rue du Vieux Collège 10, 

1204 Geneva, Switzerland or its representative office in Zurich, 

Schweizergasse 6, 8001 Zürich. Certain funds mentioned in this 

material may not be registered for distribution in Switzerland. For 

registered funds, the Fund’s prospectus, Key Investor 

Information Document, the Articles of Association and the latest 

annual and semiannual reports may be obtained free of charge 

from the Swiss Representative and Paying Agent, RBC Investor 

Services Bank S.A., Eschsur-Alzette, Zurich Branch, 

Badenerstrasse 567, P.O. Box 101, CH-8066 Zurich.  

In the U.K. Approved and provided by NGAM UK Limited which 

is authorised and regulated by the UK Financial Conduct 

Authority (register no. 190258). This material is intended to be 

communicated to and/or directed at persons (1) in the United 

Kingdom, and should not to be regarded as an offer to buy or 

sell, or the solicitation of any offer to buy or sell securities in any 

other jurisdiction than the United Kingdom; and (2) who are 

authorised under the Financial Services and Markets Act 2000 

(FSMA 2000); or are high net worth businesses with called up 

share capital or net assets of at least £5 million or in the case of 

a trust assets of at least £10 million; or any other person to 

whom the material may otherwise lawfully be distributed in 

accordance with the FSMA 2000 (Financial Promotion) Order 

2005 or the FSMA 2000 (Promotion of Collective Investment 

Schemes) (Exemptions) Order 2001 (the "Intended Recipients"). 

To the extent that this material is issued by NGAM UK Limited, 

the fund, services or opinions referred to in this material are only 

available to the Intended Recipients and this material must not 

be relied nor acted upon by any other persons. Registered 

Office: NGAM UK Limited, One Carter Lane, London, EC4V 

5ER.  

In the DIFC Provided in and from the DIFC financial district by 

NGAM Middle East, a branch of NGAM UK Limited, which is 

regulated by the DFSA. Related financial products or services 

are only available to persons who have sufficient financial 

experience and understanding to participate in financial markets 

within the DIFC, and qualify as Professional Clients as defined 

by the DFSA. Registered office: Office 603 - Level 6, Currency 

House Tower 2, PO Box 118257, DIFC, Dubai, United Arab 

Emirates.  

In Singapore Provided by NGAM Singapore (name registration 

no. 53102724D) to distributors and institutional investors for 

informational purposes only. NGAM Singapore is a division of 

Natixis Asset Management Asia Limited (company registration 

no. 199801044D), and Natixis Asset Management Asia Limited 

is regulated by the MAS to conduct fund management in 

Singapore. Registered address of NGAM Singapore: 10 Collyer 

Quay, #14-07/08 Ocean Financial Centre, Singapore 049315.  

In Hong Kong This document is issued by NGAM Hong Kong 

Limited to distributors and professional investors for 

informational purposes only.  

In Australia This document is issued by NGAM Australia Pty 

Limited (NGAM Aust) (ABN 60 088 786 289) (AFSL No. 246830) 

and is intended for the general information of financial advisers 

and wholesale clients only. Investment involves risks. NGAM 

Aust reserve the right to revise any information herein at any 

time without notice.  

In New Zealand This document is intended for the general 

information of New Zealand wholesale investors only. This is not 

a regulated offer for the purposes of the Financial Markets 

Conduct Act 2013 (FMCA) and is only available to New Zealand 

investors who have certified that they meet the requirements in 

the FMCA for wholesale investors. NGAM Australia Pty Limited 

is not a registered financial service provider in New Zealand 

In Uruguay This material is provided by NGAM Uruguay S.A., a 

duly registered investment advisor, authorised and supervised by 

the Central Bank of Uruguay. Registered office: WTC – Luis 

Alberto de Herrera 1248, Torre 3, Piso 4, Oficina 474, 

Montevideo, Uruguay, CP 11300. The sale or offer of any units 

of a fund qualifies as a private placement pursuant to section 2 

of Uruguayan law 18,627.  

In Chile Esta oferta privada se acoge a la Norma de Carácter 

General N°336 de la SVS de Chile.  

In Colombia This material is provided by NGAM S.A. Oficina de 

Representación (Colombia) to professional clients for 

informational purposes only as permitted under Decree 2555 of 

2010. Any products, services or investments referred to herein 

are rendered exclusively outside of Colombia. This material does 

not constitute a public offering in Colombia and is addressed to 

less than 100 specifically identified investors.  

In Mexico This material is provided by NGAM Mexico, S. de R.L. 

de C.V., which is not a regulated financial entity with the 

Comisión Nacional Bancaria y de Valores or any other Mexican 

authority. This material should not be considered an offer of 

securities or investment advice or any regulated financial activity. 

Any products, services or investments referred to herein are 

rendered exclusively outside of Mexico.  

In Latin America This material is provided by NGAM S.A.  

The above referenced entities are business development units of 

Natixis Global Asset Management S.A., the holding company of 

a diverse line-up of specialised investment management and 
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distribution entities worldwide. The investment management 

subsidiaries of Natixis Global Asset Management conduct any 

regulated activities only in and from the jurisdictions in which 

they are licensed or authorized. Their services and the products 

they manage are not available to all investors in all jurisdictions. 

It is the responsibility of each investment service provider to 

ensure that the offering or sale of fund shares or third party 

investment services to its clients complies with the relevant 

national law.  

This document may contain references to third party copyrights, 

indexes, and trademarks, each of which is the property of its 

respective owner. Such owner is not affiliated with Natixis Global 

Asset Management or any of its related or affiliated companies 

(collectively “NGAM”) and does not sponsor, endorse or 

participate in the provision of any NGAM services, funds or other 

financial products.  

The index information contained herein is derived from third 

parties and is provided on an “as is” basis. The user of this 

information assumes the entire risk of use of this information. 

Each of the third party entities involved in compiling, computing 

or creating index information, disclaims all warranties (including, 

without limitation, any warranties of originality, accuracy, 

completeness, timeliness, non-infringement, merchantability and 

fitness for a particular purpose) with respect to such information.  

The provision of this material and/or reference to specific 

securities, sectors, or markets within this material does not 

constitute investment advice, or a recommendation or an offer to 

buy or to sell any security, or an offer of services. Investors 

should consider the investment objectives, risks and 

expenses of any investment carefully before investing. The 

analyses, opinions, and certain of the investment themes and 

processes referenced herein represent the views of the portfolio 

manager(s) as of the date indicated. These, as well as the 

portfolio holdings and characteristics shown, are subject to 

change. There can be no assurance that developments will 

transpire as may be forecasted in this material. Although Natixis 

Global Asset Management believes the information provided in 

this material to be reliable, including that from third party 

sources, it does not guarantee the accuracy, adequacy, or 

completeness of such information. May not be distributed, 

published, or reproduced, in whole or in part. Amounts shown 

are expressed in USD unless otherwise indicated. 

 

 


