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Confluence Investment Management offers various asset allocation products which are managed using
“top down,” or macro, analysis. \We publish asset allocation thoughts on a weekly basis in a special
section within our Daily Comment report, updating the piece every Friday.

October 7, 2016
With the elections about a month away, we are fielding an increasing number of questions about

the market impact of the result. Although some market commentators are raising concerns about
a Trump victory, so far, market data doesn’t seem to suggest a high level of correlation.
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This chart shows Donald Trump’s average poll numbers on a weekly basis (using an inverted
scale) along with the S&P 500 index on the same basis since the beginning of the year. The
weakness seen in the equity markets in Q1 did coincide with reasonably strong numbers for
Trump, but most of that equity weakness probably had to do with monetary policy. Note that as
Trump’s poll numbers have improved, equities have also improved. This could mean that (a)
financial markets are not all that concerned about a Trump victory, (b) financial markets simply
believe that odds favor a Clinton win, or (¢) the outcome of the election isn’t material, because
the outcomes of most elections are not material to the markets. The correlation of the two series
is a modest -1%, suggesting that the two are virtually uncorrelated.
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Similar results are seen when comparing Trump’s poll numbers against the performance of gold
and the 10-year Treasury yield. So far, the most significant relationship is the Mexican peso.
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The MXN/USD exchange rate is pesos per dollar, meaning the higher the reading on the above
chart, the weaker the peso. As Trump’s poll numbers have improved, the Mexican currency has
weakened (the correlation is 54%). This relationship makes sense. Trump has promised to
“build a wall” on the Mexican border and has called for a rewriting of the North American Free
Trade Agreement (NAFTA). A Trump win could be very disruptive to the Mexican economy
and thus the peso has been very sensitive to the path of the election thus far.

We believe a Trump victory would be a bearish surprise to the financial markets. Although he
has promised many things, we suspect his priorities will start with immigration and then move to
trade which is second on the list. He has offered a large infrastructure spending package as well.
Although his tax policy has excited traditional supply-side Republicans, we doubt the tax policy
is a high priority for Mr. Trump. His policies would be potentially inflationary which could be
bearish for both equities and debt. Of course, proposing policy and getting measures through
Congress are two different issues. We have doubts he will be able to execute much of his
platform. But, the uncertainty alone could increase market turbulence. Thus, as the election
approaches we would expect increasing market volatility until the outcome is determined.

Past performance is no guarantee of future results. Information provided in this report is for educational and illustrative purposes
only and should not be construed as individualized investment advice or a recommendation. The investment or strategy discussed
may not be suitable for all investors. Investors must make their own decisions based on their specific investment objectives and
financial circumstances. Opinions expressed are current as of the date shown and are subject to change.

This report was prepared by Confluence Investment Management LLC and reflects the current opinion of the authors. It is based
upon sources and data believed to be accurate and reliable. Opinions and forward looking statements expressed are subject to
change. This is not a solicitation or an offer to buy or sell any security.
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