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Biden leaves race: Capital market implications

President Joe Biden’s announcement Sunday to not seek the
Democratic nomination for President capped a busy week in Webinar: Midyear Investment Outlook
American politics on the heels of the Republican National Is the growth momentum sustainable?
Convention in Milwaukee, Wisconsin. In our role as capital
market analysts, we seek to provide clients and prospective
clients with the potential impacts geopolitics have on financial
assets. This piece, like all capital market views we produce, is
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completely apolitical and in that spirit, we share our initial Phelan.
thoughts and will update you on further developments as they
unfold. Date: Tuesday, July 23

Time: 11a.m.PT|1p.m.CT|2p.m. ET
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In our initial view, President Biden’s announcement will have
limited implications on capital markets in the very near term.
While Vice President Kamala Harris is expected to be the party’s Presidential nominee, considerations like
running mates and major platforms await. As our historical analysis has shown, political outcomes tend to have
the most significant implications on domestic equity markets when elections yield a split between the
legislative and executive branches. Our working hypothesis is the upcoming Presidential and Congressional
elections will likely have larger implications on sectors (such as the Technology and Energy sectors) than broad
equity or bond markets. To that end, since the June 27 debate between former President Donald Trump and
President Biden through Friday, July 19, the S&P 500 is up less than a half of one percent and bonds as
measured by the Bloomberg U.S. Aggregate Bond Index are up three quarters of a percent. While these are
solid annualized returns, they do not reflect macro markets taking a large directional cue from politics. Sectoral
implications have been more meaningful, and we expect that to be the case as more details emerge across
each party.

The primary factors we are evaluating for major asset classes include foreign policy, especially as it pertains to
trade, tax policy and its implications for economic growth and indebtedness, and regulatory considerations
across key sectors. Additionally, inflationary policies that could keep the U.S. Federal Reserve (Fed) retaining
higher interest rates and ultimately impact consumer and business activity are concerning. While both parties
tout their policy platforms’ benefits, we remain focused on asset price implications.

We continue to see the interrelatedness of consumer activity and interest rates as the key capital market
drivers. Markets responded to consumer prices dropping for the first time in four years based on Bureau of
Labor Statistics data, especially more benign shelter costs, a week-and-a-half ago. Markets also responded
favorably to a more tepid job market with positive earnings growth but some moderation in hiring trends.
Simmering consumer inflation is a key tenet to lowering interest rates, and this week represents the one-year
anniversary of the Fed raising interest rates to their current target range between 5.25% and 5.50%.
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We have used the analogy that interest rate targets from the Federal Reserve are akin to the ramp on a
treadmill; the higher the ramp and the longer it remains elevated, the more likely the runner (in this analogy
consumers and businesses) will slow down. We see evidence of a slowing consumer and a Federal Reserve
looking to gradually lower the treadmill’s ramp. Gradually decelerating job growth has the potential to place
further pressure on consumer spending if the current trajectory persists. Inflationary policies that could push
prices higher or add to the U.S. economy’s debt burden may force the Fed to hold off on making cuts, which
could impact consumer spending and corporate profits.

Our focus goes beyond the United States. Recent elections in France, India, the U.K. and several other
countries reflect a focus on politics while global central banks like the Federal Reserve transition from raising
interest rates to cutting them. We remain focused on the macro interplay of central bank policies and political
dynamics along with sector implications across key sectors like Technology, Financial Services and Energy.
With the Republican nominees for President and Vice President secured and the Democratic nominees looking
to shore up into the Democratic National Convention in late August, we anticipate clearer policy implications
for capital markets, more economic data gauging consumer and business health, and a busy corporate
earnings season to help us continue in our goal of improving your odds of success. As always, please do not
hesitate to ask if we can answer anything specific to your financial situation or other questions you may have
about the current capital market environment.
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This information represents the opinion of U.S. Bank. The views are subject to change at any time based on market or other conditions and are
current as of the date indicated on the materials. This is not intended to be a forecast of future events or guarantee of future results. It is not
intended to provide specific advice or to be construed as an offering of securities or recommendation to invest. Not for use as a primary basis
of investment decisions. Not to be construed to meet the needs of any particular investor. Not a representation or solicitation or an offer to
sell/buy any security. Investors should consult with their investment professional for advice concerning their particular situation. The factual
information provided has been obtained from sources believed to be reliable but is not guaranteed as to accuracy or completeness. U.S. Bank is
not affiliated or associated with any organizations mentioned.

Based on our strategic approach to creating diversified portfolios, guidelines are in place concerning the construction of portfolios and how
investments should be allocated to specific asset classes based on client goals, objectives and tolerance for risk. Not all recommended asset
classes will be suitable for every portfolio. Diversification and asset allocation do not guarantee returns or protect against losses.

Past performance is no guarantee of future results. All performance data, while obtained from sources deemed to be reliable, are not
guaranteed for accuracy. Indexes shown are unmanaged and are not available for direct investment. The S&P 500 Index consists of 500 widely
traded stocks that are considered to represent the performance of the U.S. stock market in general. The Bloomberg U.S. Aggregate Bond Index
is a broad-based benchmark that measures the investment-grade, U.S. dollar-denominated, fixed-rate taxable bond market, including Treasuries,
government-related and corporate securities, mortgage-backed securities, asset-backed securities and commercial mortgage-backed securities.

Equity securities are subject to stock market fluctuations that occur in response to economic and business developments. International
investing involves special risks, including foreign taxation, currency risks, risks associated with possible differences in financial standards and
other risks associated with future political and economic developments. Investing in emerging markets may involve greater risks than investing
in more developed countries. In addition, concentration of investments in a single region may result in greater volatility. Investing in fixed
income securities are subject to various risks, including changes in interest rates, credit quality, market valuations, liquidity, prepayments, early
redemption, corporate events, tax ramifications and other factors. Investment in debt securities typically decrease in value when interest rates
rise. This risk is usually greater for longer-term debt securities. Investments in lower-rated and non-rated securities present a greater risk of loss
to principal and interest than higher-rated securities. Investments in high yield bonds offer the potential for high current income and attractive
total return but involve certain risks. Changes in economic conditions or other circumstances may adversely affect a bond issuer's ability to
make principal and interest payments. The municipal bond marketis volatile and can be significantly affected by adverse tax, legislative or
political changes and the financial condition of the issues of municipal securities. Interest rate increases can cause the price of a bond to
decrease. Income on municipal bonds is free from federal taxes but may be subject to the federal alternative minimum tax (AMT), state and local
taxes. There are special risks associated with investments in real assets such as commodities and real estate securities. For commodities, risks
may include market price fluctuations, regulatory changes, interest rate changes, credit risk, economic changes and the impact of adverse
political or financial factors. Investments in real estate securities can be subject to fluctuations in the value of the underlying properties, the
effect of economic conditions on real estate values, changes in interest rates and risks related to renting properties (such as rental defaults).

U.S. Bank and its representatives do not provide tax or legal advice. Your tax and financial situation is unique. You should consult your tax
and/or legal advisor for advice and information concerning your particular situation.
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