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ith the
Donald Trump as the
45th President of the
USA,
the world are understandably in a state of

election of

investors across

uncertainty because of the apparently
indeterminate state of the upcoming
Trump administration’s policies on
taxation, trade, domestic spending and
geopolitics. Having said that, Mr. Trump
will be a Republican President and both
the Senate and the House of Representa-
tives are controlled by Republicans — a
rare decision-making support absent over

the past six years.

Watch for Consequences of
Spending Stimulation

Given this context of a Republican-con-
trolled legislature, of all the policies Mr
the
campaign trail and subsequently in the
the fiscal
proposals seem relatively most achieva-

Trump discussed on election

“Hundred Day Promise,”
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ble. The key aspect of this fiscal plan is to
boost spending by US$2 trillion over the
next decade (representing 0.9 per cent of
gross domestic product per year), and to
slash corporate tax to 15 per cent from 35
per cent and cut taxes an average of 30 per
cent for the middle class. That could add
on average about 3.5 per cent of GDP to
the deficit over the next 10 years. By our
house estimate, this could raise the US’s
federal debt-to-GDP ratio from the
current 77.2 per cent to 120 per cent by
2026.

The consequence of such massive fiscal
expansion would likely boost demand
substantially over the next two years in
terms of both public and consumer
spending. If firms anticipate stronger
demand and lower taxes, private invest-
ment could get a boost as well. The
impact of such a fiscal stimulus could be
felt more in 2018 than in 2017. Conse-
quently, we raised our house economic

forecasts for US GDP growth significantly
to 2.2 per cent for 2017 and 2.8 per cent
for 2018.

Higher Inflation, Interest Rates

The flip side is higher inflation and a
sharper interest rate hike trajectory by the
Federal Reserve. The US economy is
operating close to full employment, with
accelerating wages and core inflation.
Large fiscal spending and a demand boost
under such circumstances obviously would
lead to a sharper inflation trajectory and
concomitant tightening action by the Fed.
We now see two rate hikes in 2017 and
four in 2018, in addition to the December
2016 move, taking the Fed Funds rate to
2.0-2.25 per cent by the end of 2018.

Stronger US Dollar

Rate hikes probably will still be measured
and calibrated in comparison with
previous rate hike episodes. But in

combination with strong growth, policy



uncertainty and rising inflation, they are
likely to lead to higher bond yields and
steeper yield curves. A necessary corollary
of this is a stronger US dollar. We believe
the US hike cycle is likely to strengthen
the greenback even more, particularly
against the yen. The euro also could fall to
parity against the US dollar by the end of
this year, but might rebound in 2018 if the
European Central Bank were to start
“tapering” of government bond purchases
ahead of concluding quantitative easing.

Expect Higher Risk Premia from
Policy Uncertainties

President-elect Mr Trump’s immigration
policies, trade policies and geopolitical
plans are more uncertain than his fiscal
policies. Many have implications for the
domestic economy. The proposed large
tariffs on non-energy imports from
Mexico and China could increase costs
for US companies, and the immigration
policies could lead to expectations of
reduced labour supply. The Trump
administration’s relations with the North
Atlantic Treaty Organisation, Russia, the
Middle East and China remain uncertain
for now. Until some policy clarity emerges,
the risk premia (or the expected differen-
tial between an actual return and that of a
riskless security) in these markets could
stay high, especially in the China market

among Asian equities.

Two other stated plans of Mr Trump
deserve mention in the context of Asian
investment ideas. They pertain to health-
care and climate change. Repeal of
Obamacare and reducing healthcare costs
in general are stated objectives of the
The
Healthcare Reform Programme specifi-

Trump administration. Trump
cally states the intention to “remove
barriers to entry into free markets for
drug providers that offer safe, reliable and
cheaper products.” The positive implica-
tion for generic drug manufacturers in
emerging markets is easy to gauge. Mr
Trump also has proposed cancelling
payments to the United Nations Climate
Change Programmes and using the

money to fix America’s water and

environmental infrastructure. An obvious

implication is less pressure on the
fossil-fuel based energy sector and a
slowdown in the coal-to-gas switch in the
UsS.

Know Implications of Strong US
Dollar on Company Performance
Consequently, several investment themes
emerge for Asian equities. An appreciating
US dollar has clear positive implications
for exporters in Asia, particularly those
with revenues largely denominated in the
greenback and costs based in domestic
currencies. North Asian exporters of
consumer discretionary items — textiles,
garments, sportswear, furniture etc — and
service exporters in India fall into this
category. North Asian insurers with US
the
phenomenon. Likewise, steepening of

assets could gain from same
yield curves could boost the net interest
margins of banks — particularly those in

Hong Kong, Singapore and Japan.

At the same time, we believe investors may
want to avoid companies with significant
debt denominated in US dollars. Appre-
ciation of the US dollar would lead to an
increasing debt burden for these compa-

nies and consequent pressure on their
property
companies, Chinese airlines and some
South Asian
companies — to name a few — belong in

incomes. Several Chinese

industrial and telecom
this category.

A broader consequence for Asian and
emerging market (EM) equities could be
a contraction in the flows that they have
been receiving. Over the past 20-odd
years, we have seen such a negative
impact on EM flows due to the US dollar
appreciation on a few occasions, the most
egregious being of the period of 1996 to
2002 and 2014 to 2015. In this instance, a
mitigating factor is the likely recovery in
US growth, which obviously could have
positive implications for EM economies
and companies. That said, investors
should remain cautious on countries with
large current account deficits and those

facing capital outflows.
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