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Déja vu: 2.0

Summary: Ok, everyone is churning out content and thoughts on market
implications of four more years of Trump. And the Trump trades are
bouncing all over, most modeled after the 2016 term. It’s probably not
that simple —2024 is different than 2016. One thing is certain, the market
noise is going to get turned up.

Well, here we go. Four more years, Trump 2.0. Regardless of your views
or opinions about the election result, the market certainly has celebrated
Trump’s victory. It is safe to say politics will be more entertaining again,
likely across multiple genres from comedy to drama to maybe even
horror. In this post we will talk a bit about the likely big policies but focus
more on both potential economic and market impacts. Finally, we'll
share how we think people should adjust. Spoiler alert: we don’t think
you should.

Tariffs — Obviously the talk is lots of China tariffs, probably pretty
quickly. The rest of world, maybe. Of course that would be rather
inflationary, but who knows. The talk of tariffs will likely become a
common occurrence. The world started to become more protectionist
during Trump’s first term and while tariffs were not the motus operandi
for Biden, the protectionist trend did continue.

Economically, tariffs aren’t great but free trade also has its issues. All
else equal, tariffs would be inflationary for the U.S., a lift for US dollar
against most and have a negative economic growth impact for everyone.
The inflation impact is very easy to see; things will cost more, more
production could be done domestically which is likely a higher cost
jurisdiction. Higher inflation likely puts some upward pressure on shorter
yields, which is a bit of a lift for the US dollar. Some USD strength is
likely driven by weakness in currencies that are more heavily weighted
to trade such as Europe, China, etc. The economic growth implications
are a bit more complex. Likely a drag for all, with a larger drag for those
that are more trade oriented.

The impact may not be as big as some expect. Global trade is fluid and
changes over time. For instance, China used to represent about 50% of
the U.S. trade deficit, it is much lower now. Previously imposed tariffs,
geopolitical risk, supply chain diversification, there are many reasons for
this trend. Meanwhile Mexico trade ballooned higher over the past
decade. The point is tariffs may not be as big a deal for economies or
markets as they were during Trump’s first term.

Sign up here if you do not already receive the Market Ethos directly to your inbox.
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The market doesn't like surprises, and after decades of moving towards ‘free’er’ trade, it was a surprise when that trend
reversed. We are not saying a bunch of tariffs won’t have an impact, but it's kind of expected. The magnitude could be a
surprise, either way, the direction will not be. You can’t take conclusions with a few days of data but since the election,
China’s equity market and a broad index of emerging markets are both up.

Immigration — We could see the border closed, we could also see less legal immigration. The increase in the labour
pool had helped on the inflation front and helped wage growth to come down. Less labour, all else being equal, will put
upward pressure on wages. It is possible tariffs discussion with Mexico and border control become intertwined. Less
immigration, whether legal or not, could fuel inflation.

Fiscal spending / debt - Big deficits and rising debt were a foregone conclusion regardless of the election results.
However, this will likely be incrementally worse given the red sweep. Deficits typically run higher and so do yields when
there is a sweep of all three branches, regardless of red or blue.

Yields will still move more on economic data but it may be worth watching term premium, how much higher yield
investors require to own longer term debt. The general mental model breaks down the yield curve. Two-year yields are
most influenced by central bank policy and/or policy expectations. Five to eight year yields are mostly influenced by the
economy and economic expectations. Yields farther out, 15, 20 or even 30 year yields, are where concerns over the
ability to pay would show up.

U.S. is now spending more on debt interest than defense
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Source: Bloomberg, Purpose Investments

Less faith in long-term fiscal ability to carry such large deficits and debt, leads to higher yields. But yields and term
premium had already been trending higher over the past few months. US economic growth has been improving for
many months and inflation has slowed or arrested its descent.

So what to do?

Pile into small caps? Sell all emerging markets? Buy gold? Or new gold? We would seriously caution drawing
conclusions from term one and carrying them to term two. A common narrative in 2017-2018 was that Trump was
positive for markets. We wrote many times back then cautioning about drawing that conclusion because there was
something else going on. You see that following 2008/09 recession different economies struggled to return to growth.
Europe fell back into a debt crisis in 2010-11 while the U.S. & Asia were growing. Then when Europe started to improve,
Asia faltered. When Asia recovered, the U.S. slowed. It was many years where the biggest economies in the world just
couldn’t manage to all grow at the same time ... until mid-2016.
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We believe markets behaved so well because we finally had globally synchronized economic growth, that happened to
coincide with Trump’s first term. He did likely have a positive influence, with some negative as well, but it was the
economy that really mattered. We believe that will be the case this term as well. Policy matters but economy trumps
policy (note lower case ‘t’ in this trump usage).

Starting points matter — This is not 2016. In 2016 the S&P 500 was trading 17x forward earnings with really low
earnings growth expected. Today, the market is trading 22x forward earnings that are already pricing in 12% earnings
growth. And yields are very differing. The Fed funds rate was a super accommodative 0.50%, QE was still flowing and
10-year yields were below 2%. Today we have QT, the overnight rate is 4.75% and 10-year yields 4.3%. Lower
valuations combined with accommodation was a great combination in 2016 for future returns. Today, expensive
valuations with restrictive policy is a tougher combo. Not saying markets can’t go up, but it will be more challenging.

S&P 500 Expected EPS Fed Funds 10-year
PE Ratio Growth Rate Yields
2016 17.0 1.40% 0.50% 1.80%
2024 22.0 12.70% 4.75% 4.30%

Source: Bloomberg

Volatility — It is such filler to say markets will be volatile — that has been the case for all history and will be for the future
of markets. However, if you really dig into market volatility, it most often comes down to uncertainty and surprises. The
good news? Uncertainty has declined. Based on polls this was supposed to be a close election. Most expected it to take
days or weeks to be resolved, and many thought contested election was likely. All that uncertainty disappeared last
Tuesday night. Give the market clarity, it most often reacts in a positive fashion whether positive or negative.

The challenge will be after the market celebration of the election results fades. No clue when that will be but there are
still many uncertainties for the markets and based on President Trump’s first term, surprises could rise. The number of
geopolitical conflicts remains high, changes in responses to those from the U.S. adds uncertainty. The timing, size and
targets of tariffs are now uncertain and likely to change quickly. Tax policy too. The debt ceiling could return as an
uncertainty in 2025.

So uncertainly goes down initially but then rises. And given the sweep of all three branches of government, that too
adds to uncertainty. See markets actually prefer a divided government because that limits changes to policy, which
means fewer surprises and greater certainty. A sweep, well, get ready for lots of policy changes and tweets.

Final thoughts

The markets are enjoying the election results as a big piece of uncertainty has now been removed. This may well give
way to greater uncertainty as months roll by and the ‘surprises’ start to rise again. And while policy does matter, it's the
economy that tends to matter more for the longer-term trend. Policy changes or ‘talk’ will likely add greater noise around
the trend. This could create opportunities at the margin but the core of portfolio should focus on the key building blocks
of value — the economy and earnings. The good news is for now is that inflation is improving and the economy is doing
well. At 22x forward earnings, much good news has already been priced in making future gains more challenging.
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Source: Charts are sourced to Bloomberg L.P., Purpose Investments Inc., and Richardson Wealth unless otherwise noted.

The contents of this publication were researched, written and produced by Purpose Investments Inc. and are used by Richardson Wealth Limited for information purposes only.

*This report is authored by Craig Basinger, Chief Market Strategist at Purpose Investments Inc. Effective September 1, 2021, Craig Basinger has transitioned to Purpose Investments Inc.
Disclaimers

Richardson Wealth Limited

The opinions expressed in this report are the opinions of the author and readers should not assume they reflect the opinions or recommendations of Richardson Wealth Limited or its
affiliates. Assumptions, opinions and estimates constitute the author's judgment as of the date of this material and are subject to change without notice. We do not warrant the
completeness or accuracy of this material, and it should not be relied upon as such. Before acting on any recommendation, you should consider whether it is suitable for your particular
circumstances and, if necessary, seek professional advice. Past performance is not indicative of future results. The comments contained herein are general in nature and are not intended
to be, nor should be construed to be, legal or tax advice to any particular individual. Accordingly, individuals should consult their own legal or tax advisors for advice with respect to the
tax consequences to them.

Richardson Wealth is a trademark of James Richardson & Sons, Limited used under license.

Purpose Investments Inc.

Purpose Investments Inc. is a registered securities entity. Commissions, trailing commissions, management fees and expenses all may be associated with investment funds. Please
read the prospectus before investing. If the securities are purchased or sold on a stock exchange, you may pay more or receive less than the current net asset value. Investment funds
are not guaranteed, their values change frequently and past performance may not be repeated.

Forward Looking Statements

Forward-looking statements are based on current expectations, estimates, forecasts and projections based on beliefs and assumptions made by author. These statements involve risks
and uncertainties and are not guarantees of future performance or results and no assurance can be given that these estimates and expectations will prove to have been correct, and
actual outcomes and results may differ materially from what is expressed, implied or projected in such forward-looking statements. Assumptions, opinions and estimates constitute the
author’s judgment as of the date of this material and are subject to change without notice. Neither Purpose Investments nor Richardson Wealth warrant the completeness or accuracy
of this material, and it should not be relied upon as such. Before acting on any recommendation, you should consider whether it is suitable for your particular circumstances and, if
necessary, seek professional advice. Past performance is not indicative of future results. These estimates and expectations involve risks and uncertainties and are not guarantees of
future performance or results and no assurance can be given that these estimates and expectations will prove to have been correct, and actual outcomes and results may differ materially
from what is expressed, implied or projected in such forward-looking statements. Unless required by applicable law, it is not undertaken, and specifically disclaimed, that there is any
intention or obligation to update or revise the forward-looking statements, whether as a result of new information, future events or otherwise.

Before acting on any recommendation, you should consider whether it is suitable for your particular circumstances and, if necessary, seek professional advice.

The particulars contained herein were obtained from sources which we believe are reliable but are not guaranteed by us and may be incomplete. This is not an official publication or
research report of either Richardson Wealth or Purpose Investments, and this is not to be used as a solicitation in any jurisdiction.

This document is not for public distribution, is for informational purposes only, and is not being delivered to you in the context of an offering of any securities, nor is it a recommendation
or solicitation to buy, hold or sell any security.

Richardson Wealth Limited, Member Canadian Investor Protection Fund.
Richardson Wealth is a trademark of James Richardson & Sons, Limited used under license.
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