FAWKES CAPITAL MANAGEMENT

18 July 2024
Preparing for Trump 2.0: Financial Implications of a Possible Return
Dear Investors,

In today’s note, we explore the potential implications of another Trump presidency. We do not present our political
views in this analysis. As investors, our focus is on understanding the current reality and evaluating its impact on the
value of financial assets, rather than on how we think the world should be.
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In the 2020 presidential race, around 74 million Americans voted for Donald Trump, representing approximately 47%
of voters. This raises questions about why a significant portion of the electorate supports a candidate who has faced
legal issues, including providing hush money to an adult film actress and being found liable in civil trials for serious
allegations.

In our view, it's because the democratic-capitalist system in the US appears to be fraying. As central banks kept
interest rates low and printed money for a decade, the price of financial assets (including housing) relative to incomes
rose. These policies exacerbated the wealth divide in America to levels not seen since just before the Great
Depression. As wealth distribution around the mean real income has significantly widened, the social deal or
American dream has become harder to achieve for a large segment of society.

The impact of technology on society also appears to be changing. Previously, the inventions of electricity, household
appliances, planes, computers, cars and developments in healthcare lifted the living standards of the middle class.
Because of technology, the average wage-earning American had a better quality of life than John D Rockefeller.
While there will always be winners and losers in a democratic-capitalist system, the average wage-earner
experienced constant improvements in their standard of living. But the technologies of the future, namely Al, appear
as if they will cause a greater dispersion of wealth and leave those without the appropriate skills behind.

The Industrial Revolution also caused a period of great dispersion in incomes and wealth. The inventions of that era
allowed industrialists to reap substantial profits, while workers endured poor living conditions with limited social
mobility. In the end, the wealth inequality led to the chopping of heads and popular sovereignty. This growing wealth
inequality eventually led to widespread unrest and demands for change, culminating in revolutionary actions. The
people sought and forcibly achieved greater popular sovereignty.

While we are far from the extreme inequality of the past and political power is more devolved than during the era of

steam engines, we believe the fraying system is driving those left behind to seek change. The disparities, though less
severe, are still significant enough to fuel demands for reform.

*kkkkkkk
Current Status of the Election
After a disastrous showing at the first presidential debate, Biden is in trouble. It's becoming clear that Biden is too old

for the job. Nate Silver, famed election forecaster, produces a tailored model that removes for biases in the data to
improve accuracy. Below, as of 6 July, Silver's model shows that Biden is now well behind Trump:
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Who’s ahead in the polls?

An updating average of 2024 presidential general election polls, accounting for each poll's quality, sample size and
recency. Click the buttons to see the polling average in different contests

) Istdgbate  Tump TP
assassination
Model launch \ a“empf /
.“\H"“-.._ - .

iw : ¢ Donald

iy ~ Trump
43.0%
Joe Biden
40.1%

i Robert F.
Kennedy Jr.
8.4%

Mar Apr May Jun Jul
2024

Source: Nate Silver

Even more concerning for Biden is that he trails Trump in nearly all battleground states. This is crucial because, due
to the American electoral college system, winning key swing states is more important than the overall popular vote.
The electoral college allocates votes based on state victories, meaning a candidate can win the presidency by
securing enough battleground states, even if they lose the national popular vote. Thus, Biden's lag in these pivotal
states poses a significant challenge for his campaign.

Week Month
Contest Biden Trump Kennedy change change
National 40.1% 43.0% 8.4% D+0.2 R+1.9
Pennsylvania 41.1% 44.3% 5.7% R+ 0.3 R+1.8
| I
Wisconsin 40.4% 42.9% 7.1% R+1.6 R+ 2.3
Michigan 41.0% 42.4% 6.1% R+ 0.7 R+0.7
| |
Georgia 39.5% 45.2% 6.6% R+ 0.6 R+0.5
Norih Carolina ~ 39.1% 45.3% 6.5% R+0.3 D+0.3
| I
Arizona 37.7% 45.7% 7.3% R+ 1 R+ 3.9
Nevada 39.1% 45.2% 6.8% R+ 0.4 R+1.3
| I
Florida 37.0% 46.5% 6.3% R+0.2 R+ 1.6
Texas 38.5% 47.7% 6.4% D+0.5 R+ 0.1
I |

Source: Nate Silver

It's worth noting that the aggregation of polls from Real Clear Politics shows a similar result.
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The Democratic Party cannot easily replace Biden. Under the Party’s implicit by-laws, the state-based electoral votes
that have already been cast and nominate Biden are final. The only way to change candidate is if President Biden
withdraws. The only modern-day precedent for this happening was in 1952 when Adlai Stevenson was elected after
three rounds of voting at a brokered convention. If Biden were to withdraw, then the Democratic Convention (to be
held between the 19t and 22" of August) would become the voting ground for states to recast electoral votes for
new candidates (who meet the nomination threshold).

If Biden were to withdraw, Vice President Kamala Harris would very likely be the next candidate. While Michelle
Obama is the only Democratic candidate that polls better than Trump, there are some practical reasons for why
Harris would likely become the next candidate. To fight a national campaign, it takes thousands of volunteers and
hundreds of millions of dollars. Both the ground and financing infrastructure could be passed to Harris relatively easily
since she is already on the Biden-Harris ticket. The campaign financing rules also mean that Biden’s war-chest of
around $100 million could be passed straight to Harris. The early polling numbers for Harris, though, aren’t
significantly better than for Biden. The problem with Harris as a candidate isn’t so much her national popularity, but
her lack of appeal to voters in the swing states that matter.

There has been increasing political pressure from some House and Senate Democrats urging Biden to withdraw.
Ultimately, the decision rests entirely with him. Predicting his choice is challenging, but his autobiography and various
biographies suggest he tends to double down and fight back when confronted with political pressure. Given his
history, it seems likely he will continue to resist calls for his withdrawal and persist in his political endeavours.

If Biden leads the top of the ticket for the Democrats, then we believe the chances of a Republican sweep of all levels
of government are very high. The Republicans are already favoured to win the Senate, and moderate House
Democrats would have a tough fight on their hands. Some Democratic candidates in close races have already called
for Biden to step aside.

Potential consequences of a Republican Sweep

The early years of the previous Trump presidency, along with his announced policies to-date, provide a decent
blueprint for forecasting. We list out some likely, major consequences from a Republican sweep:

e An extension of and further income tax cuts and corporate tax cuts;

e An expansionary fiscal policy overall;

e  Far stricter immigration policies;

e The wind-back of Biden’s green energy policies in favour of coal, gas and oil (“drill baby drill”);

e Without needing the legislature’s approval, across-the-board tariffs on global and Chinese imports;

And what are some likely market consequences of such a change:

e Interest rates will likely rise further (higher bond yields);

e Overall American stock indices will very likely rise further but with winners and losers. Potential winners
include Powell Industries (leveraged to Al and the energy transition) and GEO Group (leveraged to stricter
immigration policies) - more detailed rationale to be provided in a future article;

e Fossil-fuel energy stocks will likely benefit, as will service providers to the oil, gas and coal industry.
Potential winners include Profrac Holdings, Patterson-UTI Energy, Liberty Energy, Cactus, Archrock and
Peabody Energy; and

e The US dollar is likely to remain strong.

While these listed changes are not exhaustive, a Republican sweep would bring another round of major change to
many macro markets and stocks.
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While it’s still possible that Biden may win the election, both the data and our intuition suggests to us that the
prospects of a Republican sweep have increased significantly. The longer Biden remains in the race, the more likely
a Republican victory becomes. Should this occur, there are several ways to significantly benefit from the changes
expected on November 5th.

Kind Regards,
Fawkes Capital Management

Please click here to subscribe to receive future Fund or market updates.

Fawkes Capital Management Disclaimer

The information contained in this report has been prepared by Fawkes Capital Management Pty Ltd (“Fawkes”).
Fawkes is a Corporate Authorised Representative of One Wholesale Fund Services Ltd (“OWFS”), ACN 159 624
585, AFSL 426503. Fawkes offers financial services in Australia only to ‘wholesale clients’ as defined by the
Corporations Act 2001. Fawkes is the investment manager for the Fawkes Capital Fund (the “Fund”). The issuer and
trustee of the Fund is One Funds Services Limited (“OFSL”), ACN 615 523 003, AFSL 493421, which is only
available to wholesale clients. The information in this article is current as at the date of publication and is subject to
change. Fawkes and/or the Fund may hold or intend to hold positions in any of the securities mentioned in this report.
Fawkes has no obligation to inform anyone of any changes to its view of, or holdings in any securities mentioned in
this report. This information is general in nature. It doesn’t take into account a person’s objectives, financial situation
or needs. Because of that, any persons relying on this information should consider obtaining independent advice
before making any investment decisions based on this information. The reader agrees not to invest based on this
article, and to perform his or her own due diligence and research before taking a position in any securities mentioned.
Information in this article may constitute Fawkes’ judgement at the time of publishing and is subject to change. Whilst
Fawkes believes this information is correct, no warranty is made as to its’ accuracy or reliability. Fawkes doesn’t
accept responsibility for any loss or liability incurred by you in respect of any error, omission, reliance, or
misrepresentation in the information contained in this article. Past performance is not a reliable indicator of future
performance. The value of an investment may rise or fall with the changes in the market. Any projection or forward-
looking statement in this article is provided for information purposes only. Whilst reasonably formed, no
representation is made as to the accuracy of any such projection or that it will be met. Actual events may vary
materially. Investors should consider the Fund’s Information Memorandum (“IM”) dated 24 May 2024 issued by OFSL
before making any decision regarding the Fund. The IM contains important information about investing in the Fund
and it is important investors obtain and read a copy of the IM before deciding about whether to acquire, continue to
hold or dispose of units in the Fund.
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