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Political Outlook: If You Feel Exhausted Now...

In an already frenetic year for policy and politics, expect more noise and uncertainty,
but minimal legislative achievement.

President Donald Trump began his second term with a barrage of moves to unwind Biden policy measures and double down on
cornerstones of his America First agenda, including immigration enforcement, government efficiency, tariffs, deregulation, low
taxes and assertive foreign policy. However, despite early legislative success, the country’s still-elevated (if improved) inflation
and a difficult military conflict have helped weaken his approval rating and undermined Republicans in advance of a likely difficult
midterm election. We talked to political analyst Frank Kelly about recent geopolitical, policy and political developments, and what
to watch for in the months ahead.

The midterm elections are now in focus. How are you handicapping the outcome?

| think the Democrats are likely to take the U.S. House of Representatives by a small margin and have a 50/50 chance of

winning the Senate. Given that the opposition is typically favored in the House during a midterm election, the question is one of
magnitude. At one point, it seemed like the Democrats could win a 20-seat margin. But gerrymandering will likely narrow that gap,
giving them around 10-plus seats in the House.

Candidate quality is making the Senate tougher for Republicans than it had to be. Any time there’s a contested race in a

“safe” state, you have to spend extra money at the expense of other locations. Nebraska, Alaska, lowa, Ohio and Texas are all
unexpectedly vulnerable “red” states, a situation made worse for Republicans in these farming states by stresses tied to the
President’s tariffs. Farmers are really hurting and while most vote Republican, the risk is that they just don’t show up at the polls
on election day.

How important is economic insecurity to the election?

Kitchen table issues will likely be crucial, and are a key reason for the GOP weakness | just mentioned and the more progressive
nature of many Democratic candidates. These trends speak to the economic insecurity faced by many Americans, and suggest
that they may be ready to vote for change—whatever that change may be.

Is political division accelerating?

It seems to be, and it goes beyond traditional party lines. Among Democrats, there’s an ugly fight between progressives and
moderates over political direction. A number of House Democrats recently said they would start boycotting the Democratic
Congressional Campaign Committee because of its habit of tipping the scale toward progressive candidates. Playing favorites
within a party is something that Trump did in his first term, and Democrats have followed suit. Among Republicans, the MAGA



movement is in charge for now, but there has been fragmentation since the start of

the Iran war—a trend that could worsen during the midterms and the run-up to 2028.

Does candidate quality matter anymore?

We are seeing candidates with major skeletons in the closet, but that hasn't seemed
to matter much to primary voters. In Maine, they chose unvetted Democrat Graham
Platner, who later withdrew, and in Texas they picked scandal-ridden Republican

Ken Paxton. It appears that these voters are more interested in defeating the other
team than worrying about personal flaws; but whether that works out in the general
election is an open question. Sadly, it could be that fewer potentially great leaders
are willing to run at all. They would rather be in the private sector and use their
connections to encourage change—whether in support of the greater good or their
specific business interests. As one political analyst friend once told me, sometimes
in politics, “it is better to know them than to be them.”

The President’s Polling Meltdown
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Do you anticipate any substantial policy advances for the rest of the year?

The calendar is crucial, and there simply arent that many legislative days left in 2026.

Also, Congress will be focused on elections, and won't want to vote for anything
that could hurt politically. That said, I'm watching for legislation on cryptocurrency,
which Congress has been wrestling with for years; they passed one piece of major
crypto legislation last year, but more is needed to fill out a very skeletal regulatory
regime. We could also see additional reconciliation bills (requiring just 51 Senate
votes for passage), focusing on defense spending and voter ID, along with a number
of “wish list” items that legislators will want to give constituents, including raising the
deduction for state and local taxes and various business provisions. But these are
big “ifs”, and whether anything more gets done this year is an open question.

How about in 2027?

Next year, you should see Congress focus on artificial intelligence and deregulation,
as well as health care measures designed to facilitate the use of GLP-1drugs across
an array of diseases, and more broadly the acceleration of treatment innovation
powered by Al. Legislators face a steep learning curve in cutting-edge areas,

but there’s bipartisan consensus for regulatory guardrails in place that facilitate
development while limiting risk.

The Democrats
Are Ahead, but
Not Exactly Popular
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The Economy
May Be the Key
to the Midterms
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Space will be on the agenda, as well as defense. Threats are growing, and Ukraine
has demonstrated how much the battlefield has changed. Once the cornerstone of
military strategy, tanks today seem as useful as horse cavalry; and the role of artillery
and foot soldiers has been reduced in favor of drones and robots. Converting 20th
century capabilities to meet 21st century needs will require a lot of money, and create
heated debate over priorities.

That said, the real action may be on the regulatory front. Agencies including the FDA,
SEC and Federal Reserve are where the Trump “A team” congregates. These are very
competent administrators, and are moving aggressively on a variety of regulatory
reforms that will likely be locked in over the second half of the presidential term.

Could we see a new wave of investigations by Democrats?

Yes, assuming Democrats reclaim one or both chambers. | think that an impeachment
effort is almost a sure thing, although we would never see a conviction given the
two-thirds majority required in the Senate. Beyond that, | think there will be more
investigations across many areas of the administration, and we could see more
corporate CEOs appear at Congressional hearings. Democrats have made it very
clear that they intend to investigate any M&A deal where a company seemed to

get preferential treatment—a process potentially soaked in reputation risk for those
involved.

Let’s turn to foreign policy. What’s your current take on the Iran situation?

Many people look at this war as just another Middle East conflict, but | think that’s
wrong. Unlike any other country in the region, Iran has endured over 50 years of
hardship due to wars and heavy sanctions, mostly imposed under the direction of the
U.S. But its leaders have done whatever it takes to maintain power, including killing
thousands of their own citizens, and retain substantial, well-trained military forces.
Despite setbacks, the country remains ideologically committed in its opposition to the
U.S. and Israel.

The initial peace agreement faltered even though it involved few concessions from
Iran. And while leaders there initially agreed to open the Strait of Hormuz, clearly,
they have the ability to close it when they wish. Iran also understands the broader
economic strains caused by the war, which could make the U.S. reluctant to sustain
kinetic action. | expect a constant struggle going forward, whether militarily, in
negotiations or in getting Iran to stick to an agreement.

What could be the lasting economic effects of the conflict?

| think it's proving to be an accelerant of economic self-sufficiency—a trend that

was already developing after the pandemic. Many countries are now moving at warp
speed to find alternate sources for oil, fertilizer, hydrogen and other essential products
and services, including the expansion of capabilities within their own borders.

We haven’t heard much lately about China and Taiwan. How has that situation
evolved?

In my view, President Xi Jinping has learned the lesson that if you invade another
country like Russia did to Ukraine, things can go very badly—not only from a military
perspective but economically as well. Aside from oil, Russia had a very small place in
the global economy, but China could be devastated by similar sanctions if it chose
to invade Taiwan. Xi is probably also distracted by his current purge of military leaders
and more broadly by sluggish economic growth.
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Allin, Xi appears to have tempered his approach to Taiwan, with softer messaging and more outreach. For example, he recently
hosted the head of the KPT, the Taiwan opposition party, for the first time in 10 years. It seems that, for now, he'd rather use honey
than vinegar in seeking reunification.

Conditions in Cuba continue to deteriorate. What do you expect there?

What's happening in Cuba is extraordinarily sad. Something like 70% of the population can only afford one meal a day; they have
virtually no oil or natural gas; the infrastructure has collapsed; and blackouts are chronic. The country is essentially in palliative
care, and to me the question is not whether, but when there is a political change. More than likely, we'll see an arrangement like
in Venezuela, with members of the current regime serving in an interim government that theoretically moves toward holding free
and fair elections. Importantly, in that case, capital would likely begin flooding in—not just to hotels and casinos, but to many
other areas. There'’s reportedly substantial offshore oil drilling potential, and even opportunity to mine for critical minerals. In this
way, the country could be shocked back to life.

Looking across the globe, do you see any underrated risks?

In my view, Russia is a huge risk that is flying under the radar. That is, we are all locked into a mindset of what happens if Russia
wins in Ukraine, but what happens if Russia loses? Its economy is getting worse every day, and internal criticism of Vladimir Putin
is rising. If we wake up in six months and Putin is out of power, who will take over? The options could be much worse than we
have now, including zealous nationalists who favor even more aggressive military action.

Could Putin make a deal with Ukraine?

By some estimates, about 1.4 million Russians have died in the Ukraine war. The Russian economy is in a shambles. How does
Putin explain an agreement where they receive little more than what they had at the start of the war, and potentially sanctions
aren't even removed? He is between a rock and a hard place.

Pessimism is endemic these days. Does anything make you optimistic?

Yes, and it's a combination of innovation and capital. Years ago, when faced with major political and military crises, you and |
might have just said our prayers and hoped for the best. But today, we can pick up the phone and make a trade—we invest. The
capital markets are now a mitigator of risk.

There’s no better example than Ukraine: It took the capital markets investing in drone technology and robotics to change the
course of the war. In Latin America, despite ongoing challenges, innovation and investment are encouraging greater stability and
growth. In China, worries over sanctions and investor backlash are discouraging aggression toward Taiwan. In my view, the power
of capital to achieve change could become even more meaningful in the years ahead.
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there is no representation or warranty as to its accuracy, completeness or reliability.
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