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Short summary of the results FRusz,

EUROSYSTEM

How the US presidential TV debates outcome, focusing on the election probabilities of the

protectionist candidate, impact emerging market (EME) exchange rates

Significant unconditional debate effect indicating US dollar depreciation
Immediate foreign currency depreciation as the protectionist candidate’s probability rises

This impact is stronger with higher exports to the UD

How macroeconomic characteristics affect the results

High levels of FX reserves may dampen the depreciation pressure

Restrictions on capital movement may mitigate exchange rate vulnerabilities

Countries with smaller financial markets are less resilient

Stronger financial linkages with the US via equity exposure enhance the exposure towards trade policy uncertainty
Greater trade integration with the US amplifies exchange rate vulnerabilities

Stronger political institutions can mitigate exchange rate vulnerability



How to read the results?
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Protecticnism x Exports x Size Financial System [0, 1] Coefficient (pp)

Protectionism x Exports x US Equity Holdings [0, 1] Coefficient (pp)
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How to read the results?

How long-lasting are the effects of the TV debate on exchange
rate?

[s the outcome of the debate reflecting to some extent the
election results? Potentially yes (Shaw & Roberts, 2000)

Can we say something about the exchange rate movements
after the election (e.g., Wolfers & Zitzewitz, 2016 shows how
the Trump victory would reduce the value of S&P 500 and the
oil price)?

[s the outcome an “unexpected” exogenous shock, or one of the
potential scenarios?

[s there any space for “speculative investments”, or alternative
drivers of the results?

NARODNA
BANKA

SLOVENSKA
EUROSYSTEM

US Election guide for the FX market  September 2024

US election guide for the FX market

Chris Turner This election guide is a companion to our article ‘US presidentiol election: Three
b 4 of M + geenarios for markets" which we published in August. In this piece, we drill down
(m.&i;ﬂnzrlmm] com into what new pﬂl licies may mean for each of the ll'llljﬂ rcurrency blocs. In

addition, we offer three brief ‘Focus’ articles looking at the threats of: US debt
sustainability, the adoption of weak dollar policy and the long-standing topic of
de-dollarisation.
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Executive Summary

* G10: The interplay of the domestic, foreign and trade policy channels of the next US
administration will be key. Loose fiscal, tight monetary and protectionist policies are
all dollar positive and more likely under Trump. European FX would come under
broad pressure in the event of universal tariffs and worsening geopalitics, while the
low yielding JPY and CHF are more susceptible to higher US rates.

= CEEMEA: Higher defence spending and closer trade ties with the US could provide the
CEE currencies with some protection against any new US trade threats. South
Africa’s rand remains a China growth story, while Turkeys ira remains a bystander.

* ASIA: Any renewed trade protectionism could broaden out beyond China to
countries like Vietnam. Tariffs could be used as a threat to deliver stronger Asian FX.
Chinese authorities, playing the long gome, will continue to fight a weaker CNY.

« LATAM: Brazil and Chile’s currencies performed poorly through the \\:lstTrump
administration - Chinese demand playing a key role here. tariffs 0
threats to renegotiote the USMCA in 2026 could drag Mexi

« US Debt Sustainability: Defoult has not happened before, but the next
administration will have to work very hard to keep investors cnside. A debt crisis and
the threat to the US financiol system could counter-intuitively send the dollor higher.

* Weak$ Polcy: Judge any new odmiristration by it deeds, not words. The fiscal and



https://www.cambridge.org/core/journals/british-journal-of-political-science/article/abs/campaign-events-the-media-and-the-prospects-of-victory-the-1992-and-1996-us-presidential-elections/C209F45471FCB6C1ABCE6DF80420F565
https://www.brookings.edu/articles/what-do-financial-markets-think-of-the-2016-election/

Other questions FRusz,

EUROSYSTEM

 Econometric specification: up to 5 466 trading days, 23 debate days, i.e. only 0.42% of all
observations

* some discussion may be needed as some variables have an excess number of zeros (Eisenberg et al, 2015)

 How to deal with countries where the FX regime changed

* e.g. Slovenia joined the Eurozone in January 2007, Slovakia in 2009, Estonia in 2011

 Have authors thought about some combined impact (not only 1 macroeconomic factor at
once + exports to the US)

 E.g. FXreserves + capital account openness or financial market size?



Thank you for your attention!
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