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The 2024 US Election: the

consequences of polarization

As 2024 advances and we approach the end of the first
quarter, we are starting to see the presidential election in
the US increasingly in the spotlight. The polarized political
landscape in the country and the uncertainty surrounding
the Oval Office have led us to start assessing what this
election may mean for investors and how to position ahead
of it.

The first thing we would like to do is to revisit the previous
time Donald Trump was in office. We know that markets do
not like unpredictability and tend to react negatively when
faced with it. Today, Trump’s policy plan and proposals, in
so far as he has communicated them, would probably
represent an increase in uncertainty versus the more
predictable policy prescriptions and Administration of
President Biden. Still, we want to point out that market
performance before, during, and after Trump’s first
electoral triumph was not as negative as many expected. In
2016, the US stock market — as measured by the S&P
index — had a 9.5% price increase, equivalent to an 11.95%
total return. Zooming in on the index performance,
November 2016 exhibited a 3.42% price increase, which is
positive when compared to the 1.94% setback observed in
October of that same year and the relative stability that
September exhibited (-0.12%). Meanwhile, December 2016
maintained the positive momentum that markets started to
pencil in after Trump’s victory, considering that the
promised tax cuts were deemed beneficial to the
corporate sector. This positive sentiment remained
throughout Trump’s time in office, with the S&P displaying
an astonishing 83.19% total return during his presidential
period.

In contrast, the Treasury market reacted negatively to Trump
being elected, a fact that can be seen in the performance of
the Bloomberg US Treasury Index, which registered a price
decrease of 3.84% in Q4, with November being the month
with the worst performance (-2.67%). This reaction was
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mainly explained by the expectation that Trump’s proposed
fiscal program would be inflationary, which in turn would
have brought a more aggressive monetary policy
tightening by the Fed. Still, the Treasury market recovered
its positive momentum shortly after that to grant Trump a
17.84% total return for his presidential period, as measured
by the Bloomberg index we previously mentioned.

With this in mind, we would venture to state that another
Trump presidency may not be as bad as some market
analysts are now similarly expecting. More specifically, we
have begun to think that a new Trump presidency may
positively affect the domestic environment, though it may
be less benign on the geopolitical front. Again, let us use
history as a guide. Some of the main catalysts for the
equity market during Trump’s presidency were the promise
of a looser fiscal policy, looser regulation, and, as previously
mentioned, the tax benefits for corporations.

In what could be seen as a contradiction with his campaign
promises, where he advocated for the average working
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person, Trump’s tax policies focused more on making the
US a more competitive country. This occurred amid
Trump's reduction of the corporate tax rate and his easing
of business investment restrictions, which led to a more
hospitable corporate environment.

However, the implementation of such policies during
Trump’s administration did not leave the economy
unscathed. During the 2017-2020 period, US total public
debt as a percentage of GDP reached its peak of 132%
during the second quarter of 2020 and has remained
elevated since. Against this backdrop, it is worth noting
that during President Biden’s Administration, his fiscal
policy was aimed at narrowing the public debt but has
clearly fallen short of expectations with such actions as
partial student debt forgiveness. Ultimately, and according
to the latest figures from the Federal Reserve Bank of St.
Louis — FRED —, the US total public debt stood at 120% of
GDP as of 3Q23, a considerably high figure when

compared to the levels observed in the two previous
decades:

The Next President Faces a Daunting Fiscal Picture — Total Public Debt as a % of GDP
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Furthermore, the trade policies implemented during the
Trump Administration have had a lasting impact. The trade
war that Trump initiated in 2018 led to China losing its pole
position as America’s top trading partner in 2019. Mexico is
now claiming the first spot. Additionally, the erratic stance
regarding trade policies with China undermined the ease of
doing business since firms did not know whether they
could export their goods to China, thus making financial
planning more challenging.

Regardless of which candidate is elected on November 5, it
is worth reviewing the state of the economy that the new
president will inherit. The US economy has maintained a
healthy pace of growth after the short-lived recession
induced by the pandemic, with the strength underpinned
by the pent-up excess savings that consumers
accumulated during the pandemic. As we have stated on
other occasions, those excess savings are slowly wilting
away, which leads us to believe that US growth should cool
going forward, especially as monetary policy remains tight.
One of the few factors that may help US growth remain
buoyant would be the continuation of Biden’s fiscal policy
and programs that require heavy investments, such as the
green energy projects from the Inflation Reduction Act.

One overarching theme that stood out when reviewing the
current backdrop is the polarization surrounding the US
election, which has reached a zenith over the previous
decades. As we undergo the initial primaries, and the
inevitability of a Trump vs. Biden rematch becomes more
salient, it is worth pointing out the absence of a political
middle ground. This situation was visible during the
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Michigan primaries, where “uncommitted” Democratic
voters were more than 58,000 as of February 28,
according to Edison Research. In the case of the
Republican party, and even if Trump exhibited a
comfortable lead in the ballots, former UN ambassador Niki
Haley had received 27% of the support, with 58% of the
votes counted. This dissatisfaction with the current political
environment is also visible in Biden’s disapproval rating.
According to RealClearPolitics, Biden’s disapproval rating
as of February 26 stood at 55.9%; meanwhile, Trump’s
unfavorability, according to RealClearPolitics, stands at
53.9%. These percentages may not seem outrageous, but
we cannot ignore the fact that American society is not
content with the way its country is being managed. When
confronted with both unpopular options, voters are
increasingly saying that “Biden is too old; Trump is too
dangerous.”. Bl
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