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Key Takeaways

> Assuming expectations of the Republican sweep hold, the initial impacts of Trump’s victory are likely to
be consistent with 2016, favouring value, small cap and cyclical stocks, albeit to a lesser degree given a
more mature economic backdrop and lofty expectations.

> We believe more favourable tax policies, lighter regulation and increased small business optimism in a
second Trump administration should boost the outlook for corporate profits enough to offset
headwinds from higher tariffs and bond yields and reduced immigration.

> A resilient economy that could be further bolstered by pro-growth policies should prove beneficial for
equity investors, who have historically benefited irrespective of party leadership so long as recessions
have been avoided.

How Policy May Influence Equities and the Economy

Donald Trump retook the White House in a strong election night showing for the Republican party, which
also regained control of the Senate. The House of Representatives remains up in the air as of publication
but appears to be headed toward remaining under narrow Republican control, which would complete a
GOP sweep. Much ink will be spilled in the coming days analysing what drove the electoral results. For
equity investors, however, the most important considerations are more about what comes next than about
how we got here.

Assuming Republicans maintain a House majority, the initial impacts are likely to be directionally
consistent with 2016, albeit to a lesser degree given today’s more mature economic backdrop and lofty
embedded expectations. Trump's pro-business approach could once again rekindle animal spirits and
buoy capital spending, M&A and other forms of investment. For example, the National Federation of
Independent Business Small Business Optimism Index jumped by 11.7 points during the fourth quarter of
2016, the largest 3-month bounce since 1980. When combined with a more favourable corporate and
individual tax regime, along with a lighter regulatory touch, the outlook for corporate profits appears
healthy. These catalysts helped power equities higher both ahead of the election as the chances of a GOP
sweep increased, as well as on 6 November.

Not all of Trump’s agenda is market-friendly, however. Potential headwinds exist, notably from the
prospect of increased tariffs, reduced immigration and the potential for higher long-term interest rates. In
fact, the 10-year U.S. Treasury rose 16 basis points in the first trading day post-election, continuing a bond
selloff that has seen yields rise more than 80 bps since mid-September. The previously mentioned
tailwinds have so far been viewed as outweighing the potential headwinds from an economic and
corporate profits perspective, but ultimately the specific policy details will have the most influence on the
trajectory of earnings and economic growth.
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Exhibit 1: The Rotation Has Begun

25% ! June CPI Release
1
20% H
£
2
° 15%
[
= o
£ 10% Growth vs. Value
@ Cap vs. Equal
i 5% Large vs. Small
E
0%
-5%
January 2024 March 2024 May 2024 July 2024 September 2024 November 2024

Data as of 6 November 2024. Sources: S&P, Russell, UBS, and Bloomberg. Note: Mag7 vs. 493 is the UBS Mag 7 relative price
return vs. UBS S&P ex Mag 7; Cap vs. Equal is the S&P 500 relative price return vs. S&P 500 Equal Weight; Large vs. Small is the
Russell 1000 relative price return vs. Russell 2000; Growth vs. Value is the Russell 1000 Growth relative price return vs. Russell 1000
Value.

Which policies get advanced, the order in which they do, and the degree to which they are implemented
will all be important for equity investors. For the overall market, the degree to which stronger corporate
profits can offset the risk to valuations from higher long-term interest rates will be crucial. Within the
market, however, we believe the leadership rotation that began in early July is likely to continue in the
coming months. Stocks’ initial response supports this notion, with further gains for many of the recent
leaders supporting dynamics such as value over growth, small cap over large, the equal weight S&P 500
over the cap-weighted version, along with cyclicals over defensives.

Over the longer term, the economy tends to trump politics (pun intended) when it comes to what drives
equity returns. The Federal Reserve's steps to begin normalising short-term interest rates in recent months
have helped bolster the chances of a soft landing. Pronounced rate cuts typically come as the economy is
decelerating but that is not the case today with third-quarter GDP coming in at 2.8%, in-line with the
average over the prior three years. This development, coupled with the overall green/expansionary signal
from the ClearBridge Recession Risk Dashboard, has further emboldened our optimism on the economic
front. There are no signal changes this month, although several indicators improved beneath the surface.

Exhibit 2: ClearBridge Recession Risk Dashboard
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Source: ClearBridge Investments


https://www.clearbridgeinvestments.com.au/perspectives/the-long-view-stick-the-landing/
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Exhibit 3: It's The Economy...
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Data as of 6 November 2024. Source: FactSet.

A resilient economy — that could be further bolstered by pro-growth policies — should prove beneficial
for equity investors, given the strong linkage between the economy and corporate profits. Historically,
equities have delivered solid returns under leadership from both parties, with eight of the last 10
administrations presiding over positive U.S. equity performance ranging from 7% to 15% annualised. The
two presidents with negative returns during their time in office had the misfortune of recessions occurring
both early and late in their terms: 1969-1970 and 1973-1975 for Richard Nixon (in office 1969-1974), and
2001 and 2007-2009 for George W. Bush. With a recession unlikely in the near term, history suggests
robust U.S. equity performance during the second Trump administration.
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Important Information

While the information contained in this document has been prepared with all reasonable care, ClearBridge* accepts no responsibility or liability for any errors, omissions
or misstatements however caused. Any views expressed in this material are given as of the date of publication and such views are subject to change at any time. This
material has been prepared for wholesale clients only, including investment professionals, qualified investors and investment advisors. This material is not suitable for
retail investors and ClearBridge does not authorise the provision of this material to retail investors.

This information is not personal advice. It has been prepared without taking account of individual objectives, financial situations or needs. Where an investment product is
mentioned, potential investors should seek independent advice as to the suitability of the product to their investment needs. Reference to shares in a particular company,
is not a recommendation to buy, sell or hold that stock. Investors should be aware that past performance is not indicative of future performance.

This information may contain forecasts, including in regard to targets, expected returns, PE ratios and dividend yields. Any such statements are based upon research
undertaken by the ClearBridge* investment teams. This research incorporates ClearBridge's reasonable assumptions and beliefs concerning future developments and
their potential effect but are subject to risks and uncertainties that may be beyond our control. Returns can be volatile, reflecting rises and falls in the value of underlying
investments. Accordingly, ClearBridge does not provide any assurance or guarantee that future developments will be aligned with our expectations, and actual results
may differ materially from those expected or anticipated at the time of writing.

The distribution of this document may be restricted in your jurisdiction. This document does not constitute an offer or solicitation in any jurisdiction in which to make such
an offer or solicitation would be unlawful. It is your responsibility to ensure that any such product, security, service or investment outlined is available in your jurisdiction.

Issued and approved in Australia by ClearBridge Investments Limited (“CIL"), registered office Level 13, 35 Clarence Street, Sydney, NSW 2000, Australia (ABN 84 119 339
052; AFSL 307727).

Issued and approved in Canada and the United States of America by CIL's subsidiary, ClearBridge Investments (North America) Pty Ltd (“CINA”), registered office Level
13, 35 Clarence Street, Sydney, NSW 2000, Australia (ABN 11 138 069 191).

Neither CIL nor CINA are registered as a broker-dealer. CIL and CINA are neither issuing nor offering the securities of any investment fund in these materials. This material
has not been approved or verified by ASIC, the SEC, the OSC or the Autorité des marchés financiers.

ClearBridge is wholly, indirectly owned by Franklin Resources, Inc.

*ClearBridge consists of ClearBridge Investments, LLC. (“CBI”) and its affiliated managers whose businesses have been operationally integrated with CBI's, including
ClearBridge Investments Limited and its subsidiary in Australia, and a part of Franklin Templeton Investments Corp. doing business as ClearBridge Investments in Canada.
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