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Fundamental Equity Commentary  

US Election and Equities  

Overview 

On November 9, Donald J. Trump became the US President-Elect and the Republican Party has secured 
both houses of Congress. 

Though many polls reflected a tight race, the result was a surprise for markets and the initial reaction has 
been volatile. Among the sharpest initial moves were a drop in the S&P futures index, and weakening in 
the Mexican peso versus the US dollar and rallies in assets that have traditionally performed well in 
periods of volatility, such as the Japanese yen, Swiss franc, US treasuries and gold.  

Market Outlook  

We think the market reaction to the election is likely to be similar to the UK referendum scenario: 1) a 
volatile, risk-off response, followed by 2) a gradual reversal as investors recognize that changes under a 
Trump administration will take time to play out and the Federal Reserve is likely to remain in wait-and-see 
mode, and then 3) isolated bouts of volatility as the administration’s policy priorities, and ability to execute 
them, become clearer. As a result, we expect volatility to remain elevated over the near- to medium term, 
and we believe we are well placed to leverage opportunities should they arise.  

Investment Implications by Asset Class 

Similar to the Brexit result in June, we believe market participants have not been positioned for a Trump 
election victory, despite the narrow gap in the polls. As a result, we expect stock markets are likely to sell-
off initially in a risk-off response. We have not explicitly positioned our strategies based on potential 
political outcomes. As such, we believe our strategies should perform in a relatively narrow range around 
their benchmarks.  

Below we offer more specific comments regarding our positioning and expectations by asset class. 

US Growth 

■ We are generally neutral sectors that might experience more volatility based on the election outcome, 
such as Financials and Healthcare, as a result of our bottom-up stock selection. Within Financials we 
favor regional banks and exchanges over larger banks and insurance companies. Within Healthcare, 
we remain selective and are avoiding more highly valued areas.  

■ Regardless of political events, we remain focused on high quality growth companies, trading at 
attractive valuations, that have the potential to outpace the broader market over the long term. 
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US Value 

■ Over the course of 2016, we have taken steps to become more balanced across our strategies: we 
have been limiting binary risk and adding exposure to companies with resilient financial positions and 
management teams focused on increasing efficiencies in the absence of strong top-line growth. We will 
maintain this balanced approach with a bias to add to high-conviction names in the event of a market 
pullback. 

■ We believe that markets will likely experience a pullback of 5-10% immediately following a Trump 
victory. We expect our portfolios to fare well in this scenario given our quality orientation and more 
conservative positioning. If we were to see a period of exuberance akin to the days following the initial 
Brexit selloff, we expect to lag modestly. 

■ In the event of a sharp pullback, we believe we are well positioned to add alpha given our quality 
orientation and more conservative positioning.  

■ We believe a Trump victory would be conducive to pro-business legislation, putting upward pressure on 
rates in the medium- to long term. This would benefit our aggregate underweight positioning in the bond 
proxy sectors. 

■ De-regulation in areas such as Healthcare, Banks and Energy is likely to occur under a Trump 
administration. This would be helpful for our overweight positioning in Healthcare and Banks, though 
our strategies could be negatively impacted by another low-quality rally in Energy. 

■ Similar to Secretary Clinton, Trump has proposed upgrades to domestic infrastructure albeit with 
different funding mechanisms. The passing of such a bill would benefit select Materials and Industrials 
names in our strategies.  

US Broad-Market and Income-Oriented  

■ In more income-oriented strategies we are neutral or underweight sectors that might experience more 
volatility based on the election outcome, such as Financials and Healthcare, as a result of our bottom-
up stock selection. 

■ In broad-market US equities we are currently overweight the Financials sector as we find the 
risk/reward compelling regardless of the election outcome. We are underweight the Healthcare sector.  

■ Generally within Financials we favor banks and consumer finance over financial services and insurance 
companies. Within Healthcare we favor pharmaceutical and healthcare equipment and supply 
companies over biotech and healthcare providers and service companies. 

Liquid Real Assets: US Energy Infrastructure, Global Real Estate and Global Infrastructure  

■ The US election outcome does not change our view that fundamentals (supply, demand and the 
financing environment) and valuations (relative to bonds, private real assets and history) will remain the 
primary drivers of long-term performance of liquid real assets. Fundamentals remain healthy and 
valuations attractive.  

■ We also believe that strong investor demand will provide a favorable technical backdrop. Liquid real 
assets feature a number of investment attributes that are even more compelling in the current low 
interest rate/low growth environment; under such circumstances they could potentially offer an 
attractive yield, predictable growth, lower volatility than equities, greater inflation and interest rate 
resiliency compared to bonds and diversification benefits.  

■ US Energy Infrastructure: While near-term volatility may increase due to general market uncertainty, 
we believe a Trump presidential victory will be a positive for the Energy sector, including energy 
infrastructure. Specifically, we anticipate a more favorable regulatory environment going forward as it 
relates to new pipeline construction.   

 

Diversification does not protect an investor from market risk and does not ensure a profit. 
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■ Global Real Estate Investment Trusts (REITs): Concerns around real estate will be heightened 
following the election given Trump’s views on monetary policy and its impact on asset prices. However, 
we believe fundamentals remain compelling and valuations are attractive following the recent pullback. 
Significant private capital on the sidelines, recent legislation and tax changes are additional factors that 
should continue to be a positive for REITs longer-term. 

■ Global Infrastructure: Interest rate concerns following the election of Trump may have a negative 
impact on global infrastructure but we believe increased fiscal spending will be a positive.  While we are 
still awaiting policy details, Trump has made a clear commitment to infrastructure spending. The 
outcome of the election has not changed our view that governments in the US and beyond are realizing 
the limits of monetary policy and will increasingly focus on fiscal spending to generate growth.  

Global Equity  

■ Based on fundamental views at the company level, the strategy is currently underweight US equities 
relative to the benchmark position, and underweight exposure to the US in terms of aggregate revenues 
of the companies held in the strategy.  

■ Any volatility in US markets in the period after the election is likely, in our opinion, to be balanced by 
overweight positions in Japan and Switzerland, whose currencies tend to be more stable in volatile 
markets.  

■ At the company level, US holdings are focused in the Consumer Discretionary and Technology sectors 
– and mainly in large, globally diversified companies. We do not anticipate that the election outcome is 
likely to affect our fundamental view of such companies relative to other global opportunities. 

■ We believe large cap, higher quality companies will prove to be more robust in the event of a sell-off.  

European Equity  

■ Many European companies have exposure to the US from their operations and sales. Reflecting the 
strong economic growth in the US, relative to many other developed markets, the aggregate US 
revenue exposure of companies held in the strategy is currently above that of the benchmark weighting.  

■ Volatility in the US market may impact the share prices of US-exposed companies in Europe, in either 
direction, but we would expect this to be short-lived as fundamental reassert themselves.  

■ We would expect the US election outcome to be relatively neutral for the portfolio, other than any 
influence from the short-term factors indicated above. 

Japan 

■ The US is the biggest trade partner for a large number of Japanese exporters. Hence, a change of pace 
in the growth in US economy could impact Japanese companies. Similarly, extreme changes to the 
JPY/USD exchange rate could impact the profitability of Japanese exporters. 

■ If a Trump victory leads to heightened volatility in global markets, risk-off sentiment amongst investors 
may cause the yen to strengthen over the short term, which could lead to a decline in equity markets, 
with export-oriented companies impacted more severely. 

■ We are neutral Consumer Discretionary, overweight Healthcare and Industrials, and underweight 
Information Technology. Within Consumer Discretionary we are underweight autos, which have the 
largest exposure to overseas markets. Within Industrials we are invested in companies which are 
market leaders in their businesses and believe the companies will be resilient if the election outcome 
leads to increased volatility and a down market. 
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International  

■ At the regional level, the strategy is underweight Asia, including Japan, and overweight Europe. At the 
sector level, an overweight position in Consumer Staples is balanced by underweight positions in 
Financials and Consumer Discretionary. Revenues earned in the US from companies at the aggregate 
level are in line with the benchmark exposure. 

■ Given the current positioning, we do not anticipate any particular sensitivity to the US election result, 
and this is borne out by our high level risk analysis. 

Emerging Markets 

■ We believe the US election result will impact EM equity markets and currencies, especially in the near 
term, but it is likely to vary by country.  

■ We expect countries with stronger economic links to the US, such as Mexico, Korea and China, to be 
more vulnerable to negative sentiment given the uncertain impact of Trump’s policies on trade and 
consumption. Countries with stronger current account positions, healthy foreign exchange reserves and 
stronger growth profiles are likely to be more resilient. 

■ We continue to believe that country-specific factors will remain the dominant driver of EM equity returns 
longer-term. For example, the performance of Brazil’s Temer government, the progress of reforms in 
India and Poland’s ties to the German economy are likely to drive equity returns in each of these 
countries. 

■ In our view, focusing on stock selection will lead to better long-term investment performance than 
market timing or making decisions based on macroeconomic variables. As such, we continue to believe 
our success will be driven by our stock selection, irrespective of the US election outcome.   



  

Market Update 9 November 2016 

  

 

Fundamental Equity Goldman Sachs Asset Management   |  5 
 

Disclosures 
Views and opinions are as of November 8, 2016 and subject to change, they should not be construed as investment advice. Views and opinions are current as of the date of this  
commentary and may be subject to change, they should not be construed as investment advice. 

All investments contain risk and may lose value. Investments in international securities entail special risks such as currency, political, economic, and market risks. These risks are 
heightened in emerging markets. 

Equities are subject to market risk, which means that the value of the securities may go up or down in response to the prospects of individual companies, particular sectors and/or general 
economic conditions. 

Investments in real estate companies, including REITs or similar structures are subject to volatility and additional risk, including loss in value due to poor management, lowered credit 
ratings and other factors.  

This material is provided for informational purposes only and should not be construed as investment advice or an offer or solicitation to buy or sell securities. 

THIS MATERIAL DOES NOT CONSTITUTE AN OFFER OR SOLICITATION IN ANY JURISDICTION WHERE OR TO ANY PERSON TO WHOM IT WOULD BE UNAUTHORIZED OR 
UNLAWFUL TO DO SO.  

Prospective investors should inform themselves as to any applicable legal requirements and taxation and exchange control regulations in the countries of their citizenship, residence or 
domicile which might be relevant. 

This information discusses general market activity, industry or sector trends, or other broad-based economic, market or political conditions and should not be construed as research or 
investment advice. This material has been prepared by GSAM and is not financial research nor a product of Goldman Sachs Global Investment Research (GIR). It was not prepared in 
compliance with applicable provisions of law designed to promote the independence of financial analysis and is not subject to a prohibition on trading following the distribution of financial 
research. The views and opinions expressed may differ from those of Goldman Sachs Global Investment Research or other departments or divisions of Goldman Sachs and its affiliates. 
Investors are urged to consult with their financial advisors before buying or selling any securities. This information may not be current and GSAM has no obligation to provide any updates 
or changes. 

Economic and market forecasts presented herein reflect a series of assumptions and judgments as of the date of this presentation and are subject to change without notice. These 
forecasts do not take into account the specific investment objectives, restrictions, tax and financial situation or other needs of any specific client. Actual data will vary and may not be 
reflected here. These forecasts are subject to high levels of uncertainty that may affect actual performance. Accordingly, these forecasts should be viewed as merely representative of a 
broad range of possible outcomes. These forecasts are estimated, based on assumptions, and are subject to significant revision and may change materially as economic and market 
conditions change. Goldman Sachs has no obligation to provide updates or changes to these forecasts. Case studies and examples are for illustrative purposes only. 

Past performance does not guarantee future results, which may vary. The value of investments and the income derived from investments will fluctuate and can go down as 
well as up. A loss of principal may occur. 

Goldman Sachs does not provide legal, tax or accounting advice to its clients. All investors are strongly urged to consult with their legal, tax, or accounting advisors regarding any 
potential transactions or investments. There is no assurance that the tax status or treatment of a proposed transaction or investment will continue in the future. Tax treatment or status 
may be changed by law or government action in the future or on a retroactive basis. 

United Kingdom and European Economic Area (EEA): In the United Kingdom, this material is a financial promotion and has been approved by Goldman Sachs Asset Management 
International, which is authorized and regulated in the United Kingdom by the Financial Conduct Authority. Switzerland: For Qualified Investor use only – Not for distribution to general 
public. This document is provided to you by Goldman Sachs Bank AG, Zürich. Any future contractual relationships will be entered into with affiliates of Goldman Sachs Bank AG, which 
are domiciled outside of Switzerland. We would like to remind you that foreign (Non-Swiss) legal and regulatory systems may not provide the same level of protection in relation to client 
confidentiality and data protection as offered to you by Swiss law. 

Asia Pacific: Please note that neither Goldman Sachs Asset Management International nor any other entities involved in the Goldman Sachs Asset Management (GSAM) business 
maintain any licenses, authorizations or registrations in Asia (other than Japan), except that it conducts businesses (subject to applicable local regulations) in and from the following 
jurisdictions: Hong Kong, Singapore, Malaysia, and India. This material has been issued for use in or from Hong Kong by Goldman Sachs (Asia) L.L.C, in or from Singapore by Goldman 
Sachs (Singapore) Pte. (Company Number: 198602165W) and Goldman Sachs Asset Management (Singapore) Pte. Ltd. (Company Number: 201329851H), in or from Malaysia by 
Goldman Sachs (Malaysia) Sdn Berhad ( 880767W) and in or from India by Goldman Sachs Asset Management (India) Private Limited (GSAM India). 

Australia: This material is distributed in Australia and New Zealand by Goldman Sachs Asset Management Australia Pty Ltd ABN 41 006 099 681, AFSL 228948 (’GSAMA’) and is 
intended for viewing only by wholesale clients in Australia for the purposes of section 761G of the Corporations Act 2001 (Cth) and to clients who either fall within any or all of the 

categories of investors set out in section 3(2) or sub-section 5(2CC) of the Securities Act 1978, fall within the definition of a wholesale client for the purposes of the Financial Service 
Providers (Registration and Dispute Resolution) Act 2008 (FSPA) and the Financial Advisers Act 2008 (FAA),and fall within the definition of a wholesale investor under one of clause 37, 
clause 39 or clause 40 of Schedule 1 of the Financial Markets Conduct Act 2013 (FMCA) of New Zealand (collectively, a “NZ Wholesale Investor”). GSAMA is not a registered financial 
service provider under the FSPA. GSAMA does not have a place of business in New Zealand. In New Zealand, this document, and any access to it, is intended only for a person who has 
first satisfied GSAMA that the person is a NZ Wholesale Investor. This document is intended for viewing only by the intended recipient. This document may not be reproduced or 
distributed to any person in whole or in part without the prior written consent of GSAMA.  

This information discusses general market activity, industry or sector trends, or other broad based economic, market or political conditions and should not be construed as research or 
investment advice. The material provided herein is for informational purposes only. This presentation does not constitute an offer or solicitation to any person in any jurisdiction in which 
such offer or solicitation is not authorized or to any person to whom it would be unlawful to make such offer or solicitation. 

Canada: This material has been communicated in Canada by Goldman Sachs Asset Management, L.P. (GSAM LP). GSAM LP is registered as a portfolio manager under securities 
legislation in certain provinces of Canada, as a non-resident commodity trading manager under the commodity futures legislation of Ontario and as a portfolio manager under the 
derivatives legislation of Quebec. In other provinces, GSAM LP conducts its activities under exemptions from the adviser registration requirements. In certain provinces, GSAM LP is not 
registered to provide investment advisory or portfolio management services in respect of exchange-traded futures or options contracts and is not offering to provide such investment 
advisory or portfolio management services in such provinces by delivery of this material. 

Japan: This material has been issued or approved in Japan for the use of professional investors defined in Article 2 paragraph (31) of the Financial Instruments and Exchange Law by 

Goldman Sachs Asset Management Co., Ltd. 
© 2016 Goldman Sachs.  All rights reserved. 

 

 


