Can the best man win?

2 November 2020

The US election highlights stresses and instabilities in the dominant world power. We
discuss the consequences, both from a broad perspective and an Australian one, and also
remark on the fixed income markets. The first question is who will win, and this needs to
be considered not only in terms of the presidency but also in terms of Congress overall.

By John Sorrell, Head of Credit

The presidency

There are a variety of possible outcomes of the presidential race. Based upon current polling, a Biden victory would
seem the most likely outcome. Even if this were the case, the risk of disruption is significant, so I've outlined six
possible scenarios:

Scenario 1 - An unambiguous Biden win: Reasonably likely if polls are correct and Biden maintains a lead of
over 5% of the popular vote and leads in most battleground states.

Scenario 2 - A disputed Biden win: In this scenario, Biden leads by a relatively small number of electoral votes
and Republican challenges in the courts or Republican state legislatures may potentially override the popular
vote on the basis of alleged voting irregularities. It is important to note that legislatures do in theory have the
power to appoint delegates to the Electoral College contrary to the popular vote. Given the make-up of the
Supreme Court, Biden's victory could be over-turned in this event.

Scenario 3 - An inconclusive vote: Late counting could turn around the result. This is quite likely and open to
manipulation through state legislatures and cases to the Supreme Court and would most likely result in a
second term for Trump.

Scenario 4 - Trump wins the Electoral College but falls short in the popular vote: This has a reasonable
likelihood and was in fact the case last time.

Scenario 5 - Trump wins the popular vote: This would seem unlikely based upon recent polls and the
observation that Clinton won the popular vote in 2016. Biden is viewed as a more palatable and less abrasive
candidate than Clinton and would be expected to draw in more votes than her.

Scenario 6 - Trump wins the popular vote but does not achieve an Electoral College majority: This seems
extremely unlikely based on polls and the distribution of Electoral College Votes as seen in previous elections
(most notably 2000 - Bush vs Gore - and 2016 — Trump vs Clinton).

Congress

For congress, there are three main cases but, as always in politics, there are many different nuances such as the
success of more extreme versus more moderate candidates, which can affect the ability for stable government to be
effected. The cases are:

Democrats take the Senate and House of Representatives: This is a possibility: the current split-up is 53
Republicans, 45 Democrats and two Democrat-leaning independents (Bernie Sanders from Vermont and Angus
King from Maine). Democrats need to pick up four seats to have control and six to avoid relying on the
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independents. The task for the Democrats is a little harder since they seem highly likely to lose Senator Doug
Jones from Alabama, who was elected largely due to his opponent Roy Moore’s dubious past.

Democrats do not achieve a workable majority in both houses: The Senate would seem to be the most
likely for the Democrats to miss out on.

Democrats lose both houses: This seems to be of low probability and would imply that the polls are
completely wrong and there is a broad swing to the Republicans.

Voter turnout

One key factor in the election is voter turnout. This level hovers between 50% and 60%; although in Bill Clinton’s
second election (1996) the percentage of votes to the voting age population did drop to 49.9%. This would suggest
that 40% of the population is not engaged in the political dialogue and that perhaps the extent of political
polarisation is not as extreme as the more vocal partisan voices would suggest. The generally accepted view is that
a higher turnout would be reflective of more participation by black and younger Americans and is more likely to
skew the results towards the Democrats.

At the time of writing, early voting is far outstripping the previous election and provides some reason for thinking
that turnout will be higher than in 2016. But caution should be applied in that it is possible that it is more a result of
voters avoiding voting in polling environments where the risk of COVID-19 is perceived to be higher and it may be
that the voters are the more committed part of the electorate who would vote in any election in any case.

Straight after the election

If Trump is the winner (Scenarios 4 or 5), then he will be unfettered by the constraints of facing another election and
will probably push more aggressively ahead with his agenda. Given the lack of policy debate and focus on
personality during the campaign, the actual agenda is less clear although it might be expected to be primarily
America-first, pro-business and a wind-back of environmental restrictions.

A clear victory for Biden (Scenario 1) will not mean an immediate set of actions and will depend on how the Trump
administration approaches the hand-over process, either by attempting to push through measures that meet or
match Trump's objectives or by moving to a more traditional approach of winding down to assist the new president
be ready to settle into his role. Past behaviour would suggest that the Trump administration will be less
accommodative than most.

Particularly unclear is how much Biden will be able to make a start on responding to the pandemic. Trump’s
philosophy on this seems so far removed from Biden's that there may be a further two month’s delay before any
change in approach can be effected.

If there is no clear winner, the final result of the presidency may not be known for weeks and will be subject to
numerous appeals to the courts with the Supreme Court being the final arbiter. Given the Supreme Court’s current
composition, this would seem to favour the Republicans.

Until a final determination of the presidency, some other major countries may feel empowered to act more
aggressively, untroubled by the potential US response. China will use the disruption as further evidence of the
superiority of their authoritarian system. Domestically, the unrest from protestors on the left and right could
continue to destabilise areas of the US, further polarising the country.

There will, however, be a final result and Inauguration Day (20 January 2021) would seem a firm end date for this
uncertainty to be completely over and for the new administration to be in place.

How the outcomes will play out after the result

Most of the outcomes listed earlier will perpetuate the highly partisan nature of the US political scene. It would
seem that the only paths to more effective and less confrontational government are a clear Biden win (Scenario 1)
accompanied by a Democrat sweep of both houses of Congress or a convincing win by Trump (Scenario 5)
accompanied by a Republican control of both houses. However, as demonstrated in 2017 and 2018 when
Republicans controlled both Congress and the presidency, there is no guarantee for co-operation between the
different branches of government even if the one party dominates.
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Control of the Senate will be key. Without control of the Senate, the confirmation process for appointments is much
more challenging. This will be particularly difficult for Biden if he wins and wishes to establish his new team.

However, at this time, the most pressing issue is not the inter-play between branches of government: it is the
response to COVID-19 and its impact of the economy. It seems hard for either candidate to solve this problem. It is
less than clear that Biden can reverse the winter increase in the virus and the vaccine remains a discussion point not
a reality. So, while looking more hopeful, a vaccine will not be an immediate fix. Already Mark Meadows, White
House Chief of Staff, has acknowledged that there is no clear plan of action.

The non-US perspective
For those outside of the US, five areas of focus may be most important, including these factors:

Management of the pandemic

US economy and its impact on the global economy
Role of the US as a global player

Approach to protectionism

Attitude to environmental issues.
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As remarked earlier, the pandemic seems to be already set to create a bleak winter in the US and, although Biden'’s
more focused approach may temper the effect, it may be expected that the impact will be severe irrespective of the
presidential winner. Similarly, neither candidate has a clear path to remedying the economy although, after the
rhetoric of the election is over, both Democrats and Republicans may be more inclined to work out a stimulus
package and other responses that will inject confidence back into the economy. However, with both the US and
Europe struggling, optimism can only be limited. Rates can be expected to remain low and growth sluggish in both
regions and a drag on the world economy.

The US role in the world may be more of a differentiator between the two candidates. The US will continue to be
challenged to assert its world leadership—and in the case of a Trump administration may not even want to. Trump
has been focused on reducing US military presence in most regions and, despite a few recent Middle East initiatives,
has shown less interest in the outside world; Biden may follow Obama'’s approach and engage more actively. The
biggest challenge will be how to respond to a resurgent China. While Biden may be more conciliatory, he will have
pressure from his party over human rights while Trump seems more transactional and less focused on the “moral
high ground”.

US allies may find Biden's approach easier to work with but will be cautious unless they feel more commitment than
he may be willing to offer. If the president and Congress are not co-operating or if there is substantial social unrest
within the US that is weakening external focus, foreign powers (specifically China and Russia) will use this as a tool
for pursuing their own interests and US allies may be reluctant to be outspoken in their support of the US.

Protectionism has been rising under Trump, but is more of a Democrat area. Although Biden has been traditionally
more allied to free trade, a significant section of his own party will push back against globalisation and, in particular,
dismantling Trump's barriers to China. It would seem that the free trade concept will very likely be challenged
during the next term either by president or by party.

Probably the most substantial difference will be with respect to climate change—Trump will continue to downplay
it but Biden will be forced to actively engage and revisit the Paris Accord and go back to the negotiating table on
emissions. Trump's reduction of environmental regulation will be stopped and quite likely reversed in many
instances.

The Australian perspective

This non-US perspective reveals how Australia may be impacted. The effects will be largely indirect rather than
direct. A more protectionist world and a weak global economy will be major stumbling blocks to reviving Australia’s
economy. For services industries, such as education and tourism, Australia needs to be reopen its borders to outside
countries, but this will be driven by how the US (and Europe) respond to and manage the pandemic.

A reduction in free trade will make Australia more exposed to pressure from China through the application of
quotas, tariffs or complete bans. Either a further US withdrawal from the world stage or improved US-China relations
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in the transactional world of Trump could also enable China to become more dominant and respond even more
stridently to Australia’s criticism. This would further impact trading and create an even more significant impediment
to an Australian recovery.

Where the result might be most felt in Australia is in the approach to climate change, which may move more centre
stage if Biden is elected. This could put further pressure on Australia’s coal industry but might also highlight the
disinclination of the current government to put climate change as a primary concern.

Fixed income

The longer term outlook for fixed income is much less dependent on the US election outcome than on the ability to
bring the pandemic under control. An effective deployment of a successful vaccine or a turning of the tide of
infections will do more to boost the economy than any other single factor. As such, whether the winner is Biden or
Trump will have limited impact on the expectation for interest rates, which remain that Australia will maintain low
rates (even possibly negative) and may use quantitative easing.

As regards credit spreads, economic conditions similar to today’s would be expected to put pressure on spreads but
sovereign support and the search for yield are expected to limit their widening except in clearly impacted sectors
such as aviation.

Conclusion

A clear result is highly desirable but by no means assured. The interregnum from election date to inauguration date
may be a challenge, but the most serious problem, the pandemic, will not just go away and will weigh down either
leader. Australia may benefit from what is expected to be a more consistent, less transactional approach from Biden
but all this will be peripheral compared to the question of re-opening the world. From an Australian fixed income
perspective, lower rates for longer and sovereign support for credit spreads seem to be on the cards for the next
year at least.

For sophisticated investors only ¢ en.nikkoam.com 4



nikko

Trump vs Biden: Can the best man win? Nikko Asset Management

Important information: This document is prepared by Nikko Asset Management Co., Ltd. and/or its affiliates (Nikko AM) and is for
distribution only under such circumstances as may be permitted by applicable laws. This document does not constitute personal
investment advice or a personal recommendation and it does not consider in any way the objectives, financial situation or needs of any
recipients. All recipients are recommended to consult with their independent tax, financial and legal advisers prior to any investment.

This document is for information purposes only and is not intended to be an offer, or a solicitation of an offer, to buy or sell any investments
or participate in any trading strategy. Moreover, the information in this document will not affect Nikko AM’s investment strategy in any way.
The information and opinions in this document have been derived from or reached from sources believed in good faith to be reliable but
have not been independently verified. Nikko AM makes no guarantee, representation or warranty, express or implied, and accepts no
responsibility or liability for the accuracy or completeness of this document. No reliance should be placed on any assumptions, forecasts,
projections, estimates or prospects contained within this document. This document should not be regarded by recipients as a substitute
for the exercise of their own judgment. Opinions stated in this document may change without notice.

In any investment, past performance is neither an indication nor guarantee of future performance and a loss of capital may occur. Estimates
of future performance are based on assumptions that may not be realised. Investors should be able to withstand the loss of any principal
investment. The mention of individual securities, sectors, regions or countries within this document does not imply a recommendation to
buy or sell.

Nikko AM accepts no liability whatsoever for any loss or damage of any kind arising out of the use of all or any part of this document,
provided that nothing herein excludes or restricts any liability of Nikko AM under applicable regulatory rules or requirements.

All information contained in this document is solely for the attention and use of the intended recipients. Any use beyond that intended by
Nikko AM is strictly prohibited.

Japan: The information contained in this document pertaining specifically to the investment products is not directed at persons in Japan
nor is it intended for distribution to persons in Japan. Registration Number: Director of the Kanto Local Finance Bureau (Financial
Instruments firms) No. 368 Member Associations: The Investment Trusts Association, Japan/Japan Investment Advisers Association.

United Kingdom and rest of Europe: This document is communicated by Nikko Asset Management Europe Ltd, which is authorised and
regulated in the United Kingdom by the Financial Conduct Authority (the FCA) (FRN 122084). This document constitutes a financial
promotion for the purposes of the Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the FCA in the United
Kingdom, and is directed at professional clients as defined in the FCA Handbook of Rules and Guidance.

United States: This document may not be duplicated, quoted, discussed or otherwise shared without prior consent. Any offering or
distribution of a Fund in the United States may only be conducted via a licensed and registered broker-dealer or a duly qualified entity.
Nikko Asset Management Americas, Inc. is a United States Registered Investment Adviser.

Singapore: This document is for information to institutional investors as defined in the Securities and Futures Act (Chapter 289), and
intermediaries only. Nikko Asset Management Asia Limited (Co. Reg. No. 198202562H) is regulated by the Monetary Authority of
Singapore.

Hong Kong: This document is for information to professional investors as defined in the Securities and Futures Ordinance, and
intermediaries only. The contents of this document have not been reviewed by the Securities and Futures Commission or any regulatory
authority in Hong Kong. Nikko Asset Management Hong Kong Limited is a licensed corporation in Hong Kong.

Australia: This document is issued in Australia by Nikko AM Limited (ABN 99 003 376 252, AFSL 237563). It is for the use of wholesale
clients, researchers, licensed financial advisers and their authorised representatives only.

New Zealand: This document is issued in New Zealand by Nikko Asset Management New Zealand Limited (Company No. 606057,
FSP22562). It is for the use of wholesale clients, researchers, licensed financial advisers and their authorised representatives only.

Kingdom of Bahrain: The document has not been approved by the Central Bank of Bahrain which takes no responsibility for its contents.
No offer to the public to purchase the Strategy will be made in the Kingdom of Bahrain and this document is intended to be read by the
addressee only and must not be passed to, issued to, or shown to the public generally.

Kuwait: This document is not for general circulation to the public in Kuwait. The Strategy has not been licensed for offering in Kuwait by
the Kuwaiti Capital Markets Authority or any other relevant Kuwaiti government agency. The offering of the Strategy in Kuwait on the basis
a private placement or public offering is, therefore, restricted in accordance with Decree Law No. 7 of 2010 and the bylaws thereto (as
amended). No private or public offering of the Strategy is being made in Kuwait, and no agreement relating to the sale of the Strategy will
be concluded in Kuwait. No marketing or solicitation or inducement activities are being used to offer or market the Strategy in Kuwait.

Kingdom of Saudi Arabia: This document is communicated by Nikko Asset Management Europe Ltd (Nikko AME), which is authorised
and regulated by the Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the Financial Conduct Authority
(the FCA) in the United Kingdom (the FCA Rules). This document should not be reproduced, redistributed, or sent directly or indirectly to
any other party or published in full or in part for any purpose whatsoever without a prior written permission from Nikko AME.

This document does not constitute investment advice or a personal recommendation and does not consider in any way the suitability or
appropriateness of the subject matter for the individual circumstances of any recipient. In providing a person with this document, Nikko
AME is not treating that person as a client for the purposes of the FCA Rules other than those relating to financial promotion and that
person will not therefore benefit from any protections that would be available to such clients.

Nikko AME and its associates and/or its or their officers, directors or employees may have or have had positions or material interests,
may at any time make purchases and/or sales as principal or agent, may provide or have provided corporate finance services to issuers
or may provide or have provided significant advice or investment services in any investments referred to in this document or in related
investments. Relevant confidential information, if any, known within any company in the Nikko AM group or Sumitomo Mitsui Trust Holdings
group and not available to Nikko AME because of regulations or internal procedure is not reflected in this document. The investments
mentioned in this document may not be eligible for sale in some states or countries, and they may not be suitable for all types of investors.

For sophisticated investors only ¢ en.nikkoam.com 5



nikko

Trump vs Biden: Can the best man win? Nikko Asset Management

Oman: The information contained in this document nether constitutes a public offer of securities in the Sultanate of Oman as contemplated
by the Commercial companies law of Oman (Royal decree 4/74) or the Capital Markets Law of Oman (Royal Decree80/98, nor does it
constitute an offer to sell, or the solicitation of any offer to buy non-Omani securities in the Sultanate of Oman as contemplated by Article
139 of the Executive Regulations to the Capital Market law (issued by Decision No. 1/2009). This document is not intended to lead to the
conclusion of any contract of whatsoever nature within the territory of the Sultanate of Oman.

Qatar (excluding QFC): The Strategies are only being offered to a limited number of investors who are willing and able to conduct an
independent investigation of the risks involved in an investment in such Strategies. The document does not constitute an offer to the public
and should not be reproduced, redistributed, or sent directly or indirectly to any other party or published in full or in part for any purpose
whatsoever without a prior written permission from Nikko Asset Management Europe Ltd (Nikko AME). No transaction will be concluded
in your jurisdiction and any inquiries regarding the Strategies should be made to Nikko AME.

United Arab Emirates (excluding DIFC): This document and the information contained herein, do not constitute, and is not intended to
constitute, a public offer of securities in the United Arab Emirates and accordingly should not be construed as such. The Strategy is only
being offered to a limited number of investors in the UAE who are (a) willing and able to conduct an independent investigation of the risks
involved in an investment in such Strategy, and (b) upon their specific request.

The Strategy has not been approved by or licensed or registered with the UAE Central Bank, the Securities and Commaodities Authority
or any other relevant licensing authorities or governmental agencies in the UAE. This document is for the use of the named addressee
only and should not be given or shown to any other person (other than employees, agents or consultants in connection with the
addressee's consideration thereof).

No transaction will be concluded in the UAE and any inquiries regarding the Strategy should be made to Nikko Asset Management Europe
Ltd.

Republic of Korea: This document is being provided for general information purposes only, and shall not, and under no circumstances is,
to be construed as, an offering of financial investment products or services. Nikko AM is not making any representation with respect to
the eligibility of any person to acquire any financial investment product or service. The offering and sale of any financial investment
product is subject to the applicable regulations of the Republic of Korea. Any interests in a fund or collective investment scheme shall be
sold after such fund is registered under the private placement registration regime in accordance with the applicable regulations of the
Republic of Korea, and the offering of such registered fund shall be conducted only through a locally licensed distributor.

For sophisticated investors only ¢ en.nikkoam.com 6



	The presidency
	Congress
	Voter turnout
	Straight after the election
	How the outcomes will play out after the result
	The non-US perspective
	The Australian perspective
	Fixed income
	Conclusion

