Markets Under Trump

Assessing Trade Turbulence
and Sector Shifts in a New
Economic Era



Executive Summary

This report analyzes how President Trump's policies—trade,
deregulation, and monetary shifts—are shaping financial
markets and investment strategies.

Key Highlights

Bullish Market Sentiment: Strong corporate earnings and
productivity gains drive optimism, though policy risks remain.

« Trade Policy Uncertainty: Tariff volatility, particularly on
Canada, Mexico, and China, disrupts supply chains and market
stability.

o Sectoral Shifts: Deregulation and tariffs impact autos, energy,
and green tech, while U.S. equities remain strong.

e Monetary Policy & Fed: Labor shortages and trade effects add
uncertainty to inflation and interest rate outlooks.

o Geopolitical Risks: U.S.-China tensions and a fragile European
economy pose global market risks.

Investment Recommendations
e Focus on U.S. equities and derequlation beneficiaries.
o Hedge against tariff disruptions and currency risks.
« Diversify for geopolitical uncertainty and align strategies with
Fed policy.

Conclusion

Markets remain optimistic yet volatile. Investors should take a
selective, risk-aware approach, balancing opportunity with risk
mitigation in an evolving landscape.
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Introduction

The financial markets are entering a new phase under President Trump's
administration, shaped by bullish sentiment, evolving trade policies, and
shifting economic fundamentals. While corporate earnings remain strong,
uncertainty around tariffs, monetary policy, and geopolitical risks influence
investment strategies.

This report explores the key forces driving markets, including Trump's trade
policies, the sectoral impacts of deregulation and tariffs, the Federal Reserve's
monetary stance, and global geopolitical risks. Additionally, we outline
investment strategies to help navigate the complexities of this environment,
focusing on U.S. equities, currency risk management, and sector-specific
opportunities.

Understanding the dynamics between market optimism and emerging risks is
crucial for investors

I. Market Sentiment and Economic Fundamentals

Current market sentiment is undeniably bullish, fueled by U.S. exceptionalism.
This optimism is particularly notable among small businesses, that benefit from
lower taxes and deregulation. The S&P 500 is exhibiting significant strength in
corporate earnings, a trend expected to persist by some investors.

A key theme emerging is the projection of accelerating disinflation due to rising
productivity growth. This echoes a narrative reminiscent of the 1990s, with
many drawing parallels between the current market and the economic
environment of that decade. Investors are embracing this narrative,
contributing to the positive sentiment.
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Il. Trump's Trade Policies: Tariffs

Trade policy under the Trump administration remains highly uncertain, driven
by shifting positions on tariffs. While executive orders imposed new tariffs on
Canada, Mexico, and China, subsequent reversals and delays—such as the one-
month suspension of tariffs on Canada and Mexico—have deepened market
uncertainty. This inconsistency has reinforced what some call "tariff purgatory,"
where businesses and investors must navigate unpredictable trade barriers and
shifting timelines.

The dollar's strength is also being influenced by these factors. A complete
unwinding of long dollar positions could potentially lead to a 2-2.5%
strengthening of the broad dollar index. Recent currency moves reflect an
unwinding of the "tariff trade", with markets reacting to the perception of a
softer stance on tariffs, particularly with China.

Here's a breakdown of the key tariff policies:

e Canada and Mexico: On February 1, 2025, President Trump issued executive
orders imposing 25% tariffs on imports from Canada and Mexico, originally set
to take effect on February 4. However, these tariffs were suspended for one
month pending further negotiations.

e China: The 10% tariff on imports from China took effect on February 4.

The potential impacts of these tariffs are far-reaching. These policies could act
as adverse supply shocks, potentially leading to recessions in Canada and
Mexico. Model simulations suggest that a 25% tariff on imports from Canada
and Mexico could subtract approximately 0.8% from U.S. GDP growth while
adding only a modest 0.1% to inflation.

In conclusion, investors need to be aware that while the immediate
implementation of tariffs has not materialized as aggressively as some

expected, the uncertainty and headline risk surrounding trade policy remains
high.
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lll. Sector Impacts

President Trump's policies are poised to create significant shifts across various
sectors. The most direct impacts will likely be felt in industries exposed to trade
and climate policies.

e Autos and Energy: Sectors like autos and energy are particularly vulnerable to
the proposed tariff policies. Any implementation of tariffs on imported auto
parts or finished vehicles, especially from Canada and Mexico, could create
significant headwinds for these industries.

e Technology: Emerging market (EM) earnings per share (EPS) growth is highly
concentrated within the tech sector. This concentration is further intensified by
events like the DeepSeek announcements. Investors should monitor these
companies closely, as they can have an outsized impact on overall market
sentiment.

o Climate-Sensitive Sectors: The Inflation Reduction Act (IRA) suspension
introduces uncertainty for sectors involved in green energy. Industries like
nickel, solar, autos/EVs, and battery manufacturing could face a challenging
environment due to policy changes.

In summary, Trump's policies will likely create winners and losers across sectors.
A sector-specific strategy must focus on the effects on autos, energy, tech, and
green energy companies.

IV. Geopolitical Considerations

Rising tensions between the U.S. and China are a key concern, and these
tensions are not limited to trade but also extend to broader strategic
competition. This creates potential risks and uncertainties that investors should
closely monitor.

e China: There's a notable concern that the Chinese economy might be weaker
than official figures suggest. Any potential downturn in China could have
significant ramifications for global markets. In addition, any escalation in the
competition between the U.S. and China could further destabilize the markets
and create uncertainty for investors.

e Europe: Europe's economic situation is also precarious, with slow growth and
high energy prices. These headwinds could constrain growth in European
markets and impact global markets, as any sign of distress in Europe can
impact investor confidence.
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e Other Emerging Markets: Other emerging markets may present pockets of
opportunity, but come with risks, including political instability and currency
volatility. Emerging markets can be significantly impacted by contagion from
other markets.

The geopolitical landscape is characterized by rising tensions, economic fragility
in Europe, and potential instability in some emerging markets. These factors
could quickly impact market sentiment.

V. Investment Strategies and Recommendations

Given the current market conditions and the potential impacts of Trump's
policies, a nuanced and adaptive investment strategy is essential. The key in the
current stage of Trump's presidency is to balance the bullish sentiment with an
awareness of the risks of trade policies and geopolitical tensions.

e Embrace a Selective Approach: Given the potential for significant sector shifts,
a broad market approach is not advisable. Investors should focus on sectors
that may benefit from the current economic environment and policy changes,
and avoid those more vulnerable.

e Prioritizing Value and Diversification: While corporate earnings remain strong,
the U.S. market appears overvalued, warranting a more selective approach. The
projected disinflationary trend supports stability, but investors should exercise
caution and consider diversifying into undervalued international markets that
present more attractive risk-reward opportunities.

e Manage Currency Risk: The broad dollar index might strengthen after the
unwinding of long dollar positions. Recent currency moves reflect an unwinding
of the "tariff trade".

« Hedge Against Geopolitical Risk: Given the rising tensions between the U.S.
and China and the precarious economic situation in Europe, investors should
diversify their portfolios and utilize hedging strategies.

e Monitor Regulatory Changes: The regulatory landscape is changing rapidly,
especially concerning digital and crypto assets.

In conclusion, investors should take a measured approach to U.S.

equities, recognizing valuation risks and carefully evaluating sector exposure.
Diversification into cheaper global markets and hedging against geopolitical
uncertainty will be key to-managing risk in the current environment.
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VI. The Fed and Monetary Policy

The Federal Reserve's policy will be crucial in shaping the economy under a
second Trump administration, as it navigates trade policies, labor market shifts,
and inflation dynamics.

Disinflation may result from productivity gains, benefiting the economy.
However, potential labor shortages from deportation policies could drive wages
higher, adding inflationary pressure and complicating the Fed's ability to
maintain price stability.

Interest rate decisions will be central to balancing economic growth and
inflation control, especially amid potential trade disruptions. Any unexpected
shifts in economic indicators or policy changes could heighten market volatility.

The Fed's response to fiscal policies, trade shifts, and labor market changes will
heavily influence the economic outlook.



Conclusion

Under President Trump's administration, markets are shaped by bullish
sentiment, policy-driven shifts, and ongoing uncertainty. Strong
corporate earnings and expectations of rising productivity fuel
optimism, yet trade tensions, sector disruptions, and monetary policy
decisions remain critical risk factors.

Trump's tariffs and deregulation are driving sector realignments,
particularly in autos, energy, and green technology, while geopolitical
uncertainty, especially U.S.-China relations and economic fragility in
Europe, adds further complexity. Meanwhile, the Federal Reserve's
response to inflation, trade disruptions, and labor market shifts will
play a defining role in the economic outlook.

For investors, selectivity and adaptability are key. U.S. equities remain
attractive, but portfolio adjustments should factor in currency risks,
geopolitical shifts, and sector-specific vulnerabilities.

Market shifts under the Trump administration demand a strategic,
risk-aware approach. At Tiempo Capital, we help investors navigate
trade policies, sector changes, and monetary shifts to optimize their
portfolios. Contact us today to develop an investment strategy that
balances opportunity and risk in a rapidly evolving market.
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