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UK equity fund manager David Docherty recently visited the US to discover more about the new Donald Trump 
administration and its likely impact on markets. In this summary of his findings, he considers how Trump might seek to 
govern and what may constrain his actions; the top legislative priorities of tax reform, healthcare and deregulation; other 
domestic policies including energy and infrastructure spending; and policies on trade and defence. 

 
Part one: How will Trump seek to govern?  

• President Trump will govern as a transactional “CEO-president”, reducing predictability and increasing 
idiosyncratic risks for investors. 

• He will not be immune to the normal constraints of congressional votes, time and money in furthering his 
legislative programme. 

• Any changes to market expectations on legislation could provide scope for active investors to exploit mispriced 
opportunities. 

Setting the scene 

The conventional wisdom prior to the presidential election was that a victory for Donald Trump would be bad for equity 
markets. Instead, the expected “Trump dump” turned into a “Trump bump” as markets moved quickly to price in the 
winners and losers from the new administration.   

More recently, the post-election rally in equity markets has dissipated somewhat as investors take time to assess the 
details of what the Trump presidency means.   

In order to tackle this question, we will attempt to define Donald Trump and outline the constraints within which he will be 
working. We will then consider the impact on markets of his policies on deregulation, taxation, healthcare, financial 
services, energy, infrastructure, defence and trade. 
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Defining @POTUS – a transactional “CEO-president” 

As Donald Trump’s Twitter handle changes from @realDonaldTrump to @POTUS, the challenge remains as to how to 
define the real Donald Trump as we seek to predict his policy actions and their impact on markets.   

It is often said that “personnel is policy” but Trump transmits conflicting messages. He appears to have a Reaganesque 
belief in deregulation, tax cuts and government efficiency but yet a New Deal enthusiasm for infrastructure projects, an 
LBJ-like commitment to social security and workers’ rights, and a willingness like Teddy Roosevelt to browbeat publicly the 
elites of big business.   

PayPal founder, Peter Thiel, popularised the observation, originally in The Atlantic, that Trump supporters took him 
“seriously but not literally” whereas the media did the opposite. This is the dichotomy facing investors as they look for 
additional clues in those surrounding the president.   

Indeed, his advisers will impart a range of views to him and he will be variously turning to family members, firebrand 
ideologues, former Goldman Sachs bankers and conservative establishment-types for input.   

In the Congress, there will also be numerous actors whose ideas may find their way into the equation. House Speaker 
Paul Ryan’s blueprints on tax and healthcare are particularly relevant in this respect. Given that Trump is far from a 
traditional Republican, there could well be alliances with Democrats and discord with members of his own party.   

In addition, it is worth remembering that state governors play a role in many of the federal government’s areas of activity 
and these relationships will also be important.   

 

Despite all these cross-currents, the best way to characterise President Trump is as a CEO with a transactional modus 
operandi on fiscal and economic matters. This approach is epitomised by meetings on his first Monday in the job with 
captains of industry and union bosses.   

He has pointed to “the need to bring some business acumen to the White House” and his inaugural address promised to 
“get the job done”, proclaiming that “the time for empty talk is over. Now arrives the hour of action”.  

His cabinet selections from the “military-industrial complex” reflect this and are symptomatic of a desire to “get things done” 
rather than a manifestation of the “unwarranted influence” which President Eisenhower feared when he coined the term in 
1961.   
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This CEO mind-set can be seen in his appointment of spending hawk, Mick Mulvaney, former congressman and founder 
member of the Freedom Caucus1, to head the Office of Management and Budget. It is also evident in reports that Trump’s 
transition team has a plan to cut federal spending by $10.5 trillion over 10 years.   

On this basis, suppliers to the government, including defence and healthcare companies, will have to start sharpening their 
pencils.  

For the wider market, a CEO-style of presidency is positive if, for example, it encourages more efficient government 
operations. However, it is unhelpful for market valuations if companies make uneconomic business decisions because they 
are fearful of the negative business and share price impact of falling foul of @POTUS tweets. 

 

Playing the numbers game – the constraints of votes, time and money 

President Lyndon Johnson believed that counting was the most important skill in politics and historians attribute his many 
legislative successes to this singular talent. President Trump will quickly realise this too as he identifies and computes the 
congressional votes needed to support his proposals, while simultaneously calculating their budgetary impact and 
quantifying the legislative time necessary to enact them.   

If 42 is the “answer to the ultimate question of life, the universe and everything” in The Hitchhiker’s Guide to the Galaxy, 51 
has only marginally less significance in the US Senate. This is the quantity of votes required for Trump’s top priorities of 
tax reform and the repeal of the Affordable Healthcare Act, aka Obamacare.   

This is because both initiatives are set to be considered as part of what is known as the budget reconciliation process and 
51 votes (a simple majority of the 100 US senators or 50 votes plus Vice President Mike Pence’s casting vote) will suffice.   

This avoids having to secure the normal filibuster-proof minimum of 60 votes. Horse trading will still be necessary in both 
Houses of Congress on tax reform as competing solutions are debated amid a cacophony of lobbying appeals.  

On the one hand, for example, the GOP (Grand Old Party – the Republicans) may garner the support of some of the 10 
Democratic senators up for re-election next year in states which Trump won last November. On the other, fiscal hawks 
among Republican lawmakers cannot be taken for granted by party floor managers2, particularly in the Senate where they 
have a narrow 52-48 edge over the Democrats.   

As for the thorny issue of an eventual replacement for Obamacare, the 60 vote math(s) will apply and, as we will discuss 
later, there will be much debate on issues of cost and coverage. 

                                                 
1 The Freedom Caucus is a congressional grouping of conservative Republican members of the House of Representatives. 
2 Party floor managers gauge levels of support for particular legislation among their party’s members of Congress. They also persuade 
members to vote along in accordance with the party leadership. 
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On the budgetary implications of these policies, the reconciliation procedure has a sting in the tail as it requires that 
measures are revenue neutral. This will provoke intense debate.   

One Republican opponent of Obamacare, Senator Rand Paul of Kentucky, is already agonising about its repeal, given his 
concerns about incremental costs associated with replacement healthcare legislation.  

Any use of “dynamic scoring” by the Congressional Budget Office on tax reform will also bring controversy, given the 
subjectivity inherent in this process of computing the impact of a tax cut using estimates of its effect on longer term 
economic growth.   

More broadly, Trump’s long-standing promise to maintain social security entitlements and his recent stated commitment to 
universal healthcare insurance reduce his budgetary flexibility materially. 

The other constraint for the Trump administration comes from “Father Time” since parliamentary procedures and 
opposition ruses can significantly slow down legislative progress. Indeed, the notion that Obamacare can be “repealed and 
replaced” simultaneously seems outlandish given the complexity of fashioning a functional replacement which guarantees 
continued coverage on a cost-effective basis.   

With a battle looming over the president’s nomination of a new Supreme Court justice and ongoing hostilities on Russian 
hacking and other issues, valuable political capital and time could well be lost early in Trump’s presidency.   

These realities of vote gathering, book balancing and legislative prioritisation will inevitably lead to changes in the 
expectations baked into markets at any given time. This should provide excellent prospects for active investors to exploit 
mispriced opportunities in affected stocks. 

Part two: What will be Trump’s legislative priorities? 
• Trump’s energetic commitment to deregulation is highly market and economy friendly. This is actionable through 

executive orders and the appointment of reform-minded officials. 
• Tax reform will get done and the benefits are not yet priced into markets. 
• Healthcare reform will be complicated and time consuming and it will bring risks to the pricing environment for 

pharmaceutical stocks. 

First things first – deregulation 

Notwithstanding the challenges discussed in part one, President Trump, assisted by his “Regulatory Tsar”, Carl Icahn, has 
enormous scope to further his focus on deregulation, not least through the use of executive orders. On his first night in 
office he made a statement of intent on this with the freezing of any pending regulations from the Obama administration.   

Deregulation should be economy and market friendly and can be done by reversing many of President Obama’s executive 
orders and by issuing a number of his own. Such orders do not require congressional approval and could have widespread 
effects.   
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The deregulatory agenda will include approvals for approximately $20 billion of stalled fuel projects such as the Keystone 
XL and Dakota Access pipelines (see below) and the Oregon LNG export terminal, as well as the easing of production 
restrictions on federal land.   

Elsewhere, the Environmental Protection Agency (EPA) will soften enforcement and many observers believe there will be 
a lighter touch from numerous other agencies such as the Commodity Futures Trading Commission (CFTC), Securities 
and Exchange Commission (SEC) and the Consumer Financial Protection Bureau (CFPB).   

Paul Atkins, former SEC Commissioner and member of Trump’s transition team, has argued that federal agencies issued 
392 major rules in the last eight years with an estimated economic impact of over $100 million each annually.   

Indeed, if the Mercatus free-market think tank is correct that regulations cost 0.8% of US GDP per annum, the rollback 
could be potent and very positive for the economy and equity markets.  Trump’s campaign promise that every new 
regulation will be met with the removal of two existing ones should give comfort on his commitment to deregulation.   

In addition, Trump’s nominees appear to have a strong deregulatory bias and reforming instincts with Scott Pruitt (EPA), 
Rick Perry (Energy), Betsy DeVos (Education), Ben Carson (Housing and Urban Development) and Andy Puzder (Labor) 
being viewed by many as somewhat akin to “foxes in henhouses”. 

Cracking the code – tax reform  

Tax reform looks like the top priority for Trump and Republican lawmakers and legislation is highly likely. However, as one 
former staffer on the House Ways and Means Committee put it, the process will be “mind-numbingly complicated”.  

Investor disappointment at the timing of legislation is therefore a distinct possibility as the bill’s proponents tackle the 
numerous complexities of process, policy and scope such as whether to combine corporate and personal changes or do 
them consecutively.   

Indeed, Trump himself has already described as “too complicated” the House Republicans’ border adjustment provision 
designed to boost US manufacturing by applying a value added tax to imports.   

Interest deductibility and capital allowances will also be bones of contention on the corporate side while personal taxation 
discussions will stir up a hornets’ nest of issues such as mortgage interest deductions and other allowances.   

Although the eventual corporate rate is more likely to be 25% than the 15% wanted by Trump, the overall direction of travel 
is nonetheless clear as the government seeks a more globally competitive corporate rate.   
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To this extent, investors seem some way from fully discounting the positive effect of lower tax rates, likely higher capital 
allowances and the economically stimulative benefit of a repatriation provision for overseas corporate cash balances.   

This investor wariness may be a function of concerns about border adjustability, both in terms of its economic impact if 
passed and the challenge of achieving revenue neutrality if it is dropped amid likely Senate opposition and current 
presidential reservations.   

From an investment perspective we feel sure that stock and sector opportunities will emerge as the tax reform process 
plays out and as markets misprice the cost or benefit to companies of mooted legislative wording. 

A complicated procedure – healthcare reform 

Delivery of healthcare reform is essential for Trump and the Republicans given the importance of the issue during the 
election campaign. To this end, Trump signed an executive order on day one instructing federal agencies to “ease the 
burden of Obamacare”.   

Congress has already started the ball rolling for repeal with Trump triumphantly tweeting that “the Unaffordable Care Act 
will soon be history”. Replacement will be a far more challenging task given its inherent complexity, a lack of consensus 
among Republicans and the need to win support from enough Democratic senators to gather a 60-vote “supermajority”.   

On this latter issue of coalition-building, some Democrats have welcomed Trump’s recent focus on drug pricing, such as 
his assertion that new bidding procedures are needed because drug companies are “getting away with murder”.  There is 
therefore a non-trivial possibility that Medicare drug price negotiations might be written into law despite the doubts of 
Republican House leaders and Tom Price, Trump’s pick to be Secretary for Health and Human Services.   

Given this backdrop, we would be mindful of the risks to “big pharma” even after recent underperformance. 
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Part three: Are markets over-optimistic on Trump’s policies for finance, energy and infrastructure? 
• Dodd Frank will not be overhauled any time soon but an easing of enforcement and a reduction of bureaucracy in 

financials should be very positive for bank lending. 

• Domestic energy production will be stimulated by Trump and will help deliver energy independence, investment, 
jobs, lower pump prices and increased US industrial competitiveness. 

• There will be legislative and financial limits to Trump’s ability to deliver on his infrastructure promises. Some 
building and construction stocks now look vulnerable after outperformance. 

 
Lending a hand – financial services 

Candidate Trump spoke often about his desire to tear up the Dodd-Frank framework of financial regulation but repeal is 
unlikely any time soon given other priorities.  

In a touch of irony, the current conventional wisdom is that many of the larger banks are not particularly in favour of Dodd-
Frank’s repeal. This is largely because they do not want to take on the challenge of charting their way through a new 
regulatory rule book.  

Nonetheless, a relaxation of regulation and enforcement is very much on the cards, thereby reducing firms’ compliance 
burden and encouraging greater lending activity.   

In terms of personnel, a key appointment will be a new vice chair for supervision, the key financial regulator at the Federal 
Reserve (Fed). The slot is currently vacant with the regulatory role being discharged by Fed Governor Daniel Tarullo, 
someone widely viewed in financial and conservative circles as too interventionist.   

An appointment of a less activist vice chair would thus be well received by markets in general and financials in particular. 
This reduction of bureaucracy would likely aid the critical transmission mechanism of lenders, notably the community 
banks, providing credit into the economy and should therefore be growth-friendly.   

To the extent that this abets the normalisation of government bond yields, the banking sector should start to make 
improved returns. On this basis, generally low valuations should provide a favourable basis for continued outperformance 
despite the sector’s recent rally. 
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Oiling the wheels – energy  

Energy is crucially important to Trump and will be a significant determinant of the success or otherwise of his presidency. 
In short, he will stoke the domestic hydrocarbon boom in order to deliver energy independence, investment, jobs and 
cheap gasoline.   

The resultant economic activity should be sustainable in the sense that it involves not just companies’ exploration and 
production investment but also the longer term boost to US industrial competitiveness of lower energy input costs.   

His intentions on energy are clearly outlined in his 2016 book Great Again: How to Fix our Crippled America. He argued 
that “we need to reduce our foreign oil dependence considerably” and proclaimed that “our first priorities need to be 
approving the Keystone XL pipeline and starting to drill everywhere oil is accessible”.   

To this end, Trump has signed executive actions to start negotiations on both Keystone XL and the Dakota Access pipeline 
projects. The appointments of Scott Pruitt at the Environmental Protection Agency and Rick Perry at the Department of 
Energy will serve these goals while the selection of Rex Tillerson, former chairman and CEO of Exxon Mobil, as secretary 
of state also demonstrates that Trump is well disposed towards the oil industry.    

It must be noted that certain projects depend on state rather than federal permission and there will be environmental 
objections. However, the Trump administration will encourage an attitude of “drill, baby, drill” and this should be very 
supportive for the profits of oil service companies.    

This increased activity is a potential depressant for the price of oil and is a counterweight to the price-supportive impact of 
OPEC’s recent supply cut. This helps to inform our general preference for oil drillers over the oil producers.   

On renewable energy, Trump has spoken dismissively about wind and solar in the past but some observers have 
suggested that a left-field development might be a more friendly view on alternatives than currently expected by investors. 
This will be worth monitoring and has plausibility in that the government might view wind as a job-friendly, “Made in 
America” infrastructure effort. 
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Bumps in the road – infrastructure spending 

In Great Again, Trump jokes that “there are some things so obvious that Joe Biden can see them” and refers to the fact 
that America’s infrastructure is “crumbling”. Indeed, in his victory speech on 9 November 2016 he promised “to fix our inner 
cities and rebuild our highways, bridges, tunnels, airports, schools, hospitals”.   

 

To this end, his nominee for the post of transportation secretary, Elaine Chao, has promised to set up an infrastructure 
task force but any further progress looks unlikely to be within the first 100 days as Trump had originally wished.   
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This is a function of the numbers game discussed in part one, with the scarce resources of votes, money and time being 
applied instead to the key priorities of taxation and healthcare.   

Although Trump sees an important role for private money through public-private partnerships (known as P3) and the use of 
tax credits, there is likely to be opposition to increased spending from conservative Republicans in the Republican Study 
Committee and Freedom Caucus.   

While it is true that infrastructure spending will increase if economic growth picks up, we believe it is important to be 
vigilant on the valuations of construction and building materials stocks which have performed particularly well in the wake 
of the election. 

Part four: What will Trump’s defence and trade policies mean for markets? 
 

• Trump is committed to defence spending but the budgetary cycle is long term and already in recovery.  Many 
defence stocks have performed well already and look vulnerable, particularly if Trump continues to talk about 
reimbursement. 

• Although trade policy is a major concern, we expect that Trump’s team will talk tough but be pragmatic enough to 
avoid a trade war. 

• The implications of Trump for the world economy and asset markets are significant but our sense is that his 
presidency will further the “narrative” which emerged in 2016 of a normalisation of bond yields, inflation, growth 
and monetary policy. 

“Making America safe again” – defence 

Mr Trump has talked about “fighting for peace”, adding that “the best way not to have to use your military power is make 
sure that power is visible … building up our military is cheap when you consider the alternative. We’re buying peace and 
we’re locking in our national security”.   

These views, combined with tax cut hopes, led to a strong rally in defence stocks but the sector was already in the early 
stages of a long term spending recovery cycle prior to the election. This trend should continue and there will be extra 
demand from European members of NATO who are being “encouraged” by Trump to “pay their fair share”.   

Many of the defence stocks are already priced to reflect this, however, and there may be less upside than many investors 
expect, particularly if the president starts looking at programme costs. 

 

Stocks and sectors mentioned are for illustrative purposes only and not a recommendation to buy or sell.  
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The Art of the Deal – trade policy 

Perhaps the biggest anxiety for markets is the protectionist tone of Trump’s comments on trade.  In his inauguration 
address he emphasised his belief in “America First” and “Buy American and hire American” and said that America’s 
borders must be protected “from the ravages of other countries making our products, stealing our companies and 
destroying our jobs. Protection will lead to great prosperity and strength”.  One of his first actions thereafter was to 
announce his withdrawal from the Trans-Pacific Partnership.   

A number of his appointments have caused concerns about trade hostilities. Peter Navarro, incoming head of the National 
Trade Council (NTC) is the author of Death by China; Robert Lightizer, nominee for US trade representative, is a trade 
litigator; while Wilbur Ross, nominee for commerce secretary, has sought a renegotiation of NAFTA and has bemoaned 
what he sees as unfair trade in steel, auto parts and textile.  

 

Trump himself has long been pre-occupied with trade and trade frictions are inevitable but he also sees himself as a 
believer in free markets as underscored by the choice of words in his campaign document, a Seven Point Plan to Rebuild 
the American Economy by Fighting for Free Trade.   

He also sees himself as a dealmaker, as articulated in his 1987 bestseller Trump: The Art of the Deal, and it is telling that 
the NTC will be tasked to “advise the President on innovative strategies in trade negotiations”.   

This suggests that Trump’s team will talk tough but will be pragmatic enough to avoid a trade war.  This approach already 
seems to be having an effect with China working hard to support its currency and President Xi of China coming to Davos to 
extoll the virtues of globalisation.   

Protectionist trade wars remain a tail risk not priced into markets. On balance, despite inevitable trade fictions, we feel that 
Trump will avoid greater hostilities, an intention represented by his choice of Iowa Governor Terry Branstad, a long-
standing friend of President Xi, as US ambassador to China. 

Ceteris non paribus – wider implications 

On the basis that all other things are rarely equal, it is important to remember that Trump will not be operating in a vacuum. 
In macroeconomic terms we have already seen the president fret about the strength of the dollar, a development 
exacerbated by the foreign exchange market’s belief that his policies will be reflationary.   
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Further down the track, markets could well start to worry about inflation, particularly since his pro-growth approach is 
coming when the economic cycle is long in the tooth, the unemployment rate is low and the national debt is still elevated.   

Were this to occur, the likelihood of the Fed accelerating policy tightening would increase, with obvious implications for the 
US economy and asset markets.   

Trade policy is a notable area where negative feedback loops are possible, not least because of the scope for retaliation 
and increasing geopolitical tensions. It also has potential knock-on effects in the sense that the very US consumer which 
Trump is trying to protect will be vulnerable to any rise in the cost of imported goods. 

There are any number of other risks to consider in the year ahead. The eurozone electoral timetable, the mechanics of 
Brexit and the health of the Chinese economy will be important, as will evolving expectations of global monetary policy as 
investors digest inflation and activity indicators.   

On balance, however, we believe that the “narrative” which emerged in 2016 of a normalisation of government bond yields, 
inflation, growth and monetary policy will continue to inform markets in 2017. To this extent the Trump victory has boosted 
trends which have been in place for some months already.   

There are certainly tensions within his policy priorities. Deregulation jars with industrial intervention and fiscal easing sits 
uneasily alongside the goal of national debt reduction. However, overall, our sense is that the new reflationary investment 
environment has continued longevity. 
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