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Letter from the Editor is our biweekly weekend read,
which looks at the big picture, one question at a time.

Today, the US celebrates its 250" birthday. Besides
undeniable economic, technological and political
achievements over this period, the anniversary coincides with
a democratic recession that is fuelling growing leadership
fatigue abroad. Despite the many factors behind it, America’s
democratic crisis is primarily the result of a demographic
crisis among white Americans that are fated to become a
minority in their own country and are using a variety of
constitutional and institutional loopholes to preserve their
status. The “tyranny of white voters” in the US will reverberate
across markets and around the globe for many years to come.

Hello from The Investment Institute

Today, the US celebrates 250 years of independence. This is the glorious story of a nation that, since 4 July
1776, has evolved from an agrarian republic of 13 colonies to an urban and diverse society, transforming itself
from a reluctant global power into a benevolent hegemon, while emerging as a technological powerhouse at
the forefront of innovation.

While the economic, technological and political achievements of the US are undeniable, today’s anniversary is
bittersweet. It coincides with America’s growing fatigue to lead the world, to the point of repudiating the rules-
based international system it helped to shape since WWII. It also coincides with a dedree of political
polarisation and fractured democratic institutions that were unthinkable just a few years ago in what used to
be considered the land of democracy.

So the natural question for today's Letter is: What is behind America’s democratic crisis?
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You will find plenty of articles in the media today that will try to answer this question. Rising inequality, the
hollowing out of the middle class and the politics of mass migration are the usual explanations to this
phenomenon. Many op-eds will point out how the midterm elections in November will further increase political
polarisation, eroding the Republican Party’s grip on power.

In my view, the crisis is more profound and lasting, extending well beyond this or the next electoral cycle.
America’s democratic crisis is first and foremost the result of a demographic crisis among white Americans.
As their demogdraphic weight declines, so does their relative political influence, prompting efforts to preserve
status by leveraging institutional loopholes that give a disproportionate power to political minaorities, creating
the conditions for a “tyranny of white voters”. Since demodraphic trends cannot be easily reversed, America’s
growing dysfunction is likely to be a persistent factor in global politics, with profound market ramifications.

The “white” American dream

When people think of America in the 1960s, they often picture
advertising campaigns promoting the American dream: a suburban
family home surrounded by a white picket fence, a Cadillac parked in

the driveway, children playing in the street, and a barbecue in the The American dream is
backyard. This was an idealised vision of prosperity presented as .
attainable for every American and often contrasted with the more the dream of white
austere living conditions in the Soviet Union. Americans.

Yet, in practice, that dream was largely built around the experiences

and aspirations of white Americans. In the 1960s, they accounted for

roughly 90% of the US population. Today, their share has fallen to about 70% and, according to the Census Bureau’s
projections, is expected to drop below 50% by 2045. This demographic transformation is arguably one of the most
consequential developments in modem American history. For the first time since the country's founding, white
Americans are on track to become a demographic minority, even if they remain the single largest ethnic group (what’s
otherwise called a minority-majority).

Of course, demographic chandge does not automatically produce political conflict. However, when a historically
dominant majority perceives its social, cultural and political influence to be declining, anxiety and backlash often
follow. In the US, these feelings are increasingly visible among segments of the white electorate. Surveys show that
a large share of Republican voters feel that the country they grew up in is changing beyond recognition, with many
reporting that they feel like strangers in their own country.

Viewed through this lens, America's democratic crisis is not simply a story of economic dislocation, inequality or
immigration. It is also the story of a society undergoing a profound demographic transition and struggling to reconcile
competing visions of its national identity. At its core lies a political contest between those who see America's future
as that of an increasingly multiracial democracy and those who seek to preserve, at least in part, the cultural and
political order that prevailed when white Americans constituted an overwhelming majority of the population.

In broad terms, the Democratic Party has increasingly embraced the former vision, presenting demographic diversity
as a source of national strength, whereas the Republican Party has tended to appeal to voters who feel threatened
by these changes and who seek to preserve traditional social and cultural hierarchies.

An identity crisis long in the making

These tensions did not begin with Donald Trump. Republican presidential candidates have won a majority of white
voters in every election since 1964, the year when Democratic President Lyndon B. Johnson signed into law the Civil
Rights Act and the Voting Rights Act, which fundamentally reshaped the relationship between race and party politics.
Barack Obama's election in 2008, as the first black president, further highlighted the country's changing demographic
trajectory and intensified the debate about what America's future identity should look like.

After President Obama'’s re-election in 2012, the Republican National Committee drafted a report acknowledging the
need for the party to focus more on attracting minorities. But at the state level, Republicans moved in the opposite
direction, doubling down on their appeal to white voters through voter-suppression measures (i.e. strict voter ID laws
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or reducing early voting in several states which tend to affect more non-white voters) and racially gerrymandered
congressional districts (i.e. redrawing congressional maps to dilute minority voting power). Then, in 2016, Trump
tapped into white discontent to win the Republican Party’s nomination.

During the 2016 campaign, Trump's rhetoric resonated strongly with white working-class voters concerned about
their perceived decline in the nation's social and economic hierarchy. He addressed their fears by emphatically
describing them as hard-working Americans who are victims of globalisation; voicing their anger against the elites;
and drawing strong moral boundaries toward undocumented immigrants, refugees and Muslims.

The 2024 election confirmed the well-established voting patterns. A 55% majority of white voters cast ballots for
Trump in 2024. This was in line with the previous two elections. What's interesting, however, is that in 2024 Trump
(surprisingly) manaded to obtain a large fraction of the Hispanic vote and a smaller share of Black votes. Rising Latino
support for Trump reflected a mix of economic concerns and

dissatisfaction with Democrats.

The second Trump presidency has intensified the battle to restore

America’s historical racial and political hierarchy. Policies include !

the deportation of thousands of undocumented immigrants; the Trump 2.0 has tried to
attacks on diversity, equity, and inclusion (DEI) programs within restore America’s

the federal government; and the pursuit of a clear anti-woke historical racial and
agenda. But despite these attempts, Trump is losing support from
blue-collar white voters who are upset about everything from political hierarch\/.
increased inflation and das prices to Trump’s war adainst Iran.

Even if this discontent were to contribute to Republican losses in the midterm elections, the party's efforts to defend
the interests of white America are likely to continue. The “Make America Great Adain” doctrine now permeates a
Republican Party that has largely rid itself of moderate conservatives and has become increasingly Trumpified. This
ideological consolidation reduces internal dissent but intensifies polarisation at the national level.

Why a white minority could still win

At first glance, it may seem politically risky for the Republican Party to anchor its electoral strategy to a demographic
group whose share of the population is steadily declining. But the US Constitution, and political mechanisms in
general, provide one explanation for this strategy. As argued by Steven Levitsky and Daniel Ziblatt of Harvard
University, the American constitutional system contains a number of counter-majoritarian institutions. These
arrangements were originally designed to prevent majoritarian excesses, but they can also allow political minorities
to exercise power disproportionate to their demographic weight, creating openings for durable minority rule:

e Presidential election: What counts in the presidential election, for example, is not the popular vote but the
electoral college. This is how Donald Trump won the presidency in 2016 despite receiving fewer votes
nationally than Hillary Clinton (but in 2024 he won both votes adainst Joe Biden). As a result, the system
structurally overrepresents smaller, less urbanised states, amplifying the political voice of electorates that
are, on average, older, whiter and more rural.

e Senate representation: Similarly, each state is assigned two seats in the Senate redardless of the size of
its population. By 2040, roughly 70% of Americans will live in just 15 states, while the remaining 30%,
concentrated in smaller and denerally older, whiter states, will elect 70 senators. The result is a built-in
asymmetry where deographic distribution matters more than population size.

e Other forms of minority power. The Senate filibuster effectively raises the bar for legislation to a
supermajority (60 senators out of 100), allowing a cohesive minority to block policy even when a clear
governing majority exists. The federal judiciary — especially the Supreme Court — adds another layer: justices
are appointed, not elected, and serve for life, enabling a political coalition to shape constitutional
interpretation for decades after losing electoral dominance. Moreover, the Supreme Court currently holds a
conservative majority. This increases the likelihood that future disputes over voting rights, affirmative
action, immigration and other civil-rights issues will be adjudicated through a more conservative
constitutional lens, potentially constraining the policy ambitions of Demaocratic administrations.
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e State level minority rule: At the state level, partisan gerrymandering further amplifies these dynamics by
allowing electoral maps to be drawn in ways that translate a minority of votes into a majority of seats. In
the run-up to the midterm elections, several states have engaged in redistricting battles, with Texas being
a prominent example. Moreover, differences in voting access, registration rules and election administration
can also influence turnout across demographic groups.

The combination of these institutional features means that political power in the US is not strictly aligned with
demographic weight. This creates a system in which a party facing long-term demographic decline can remain
competitive — not by broadening its coalition, but by maximizing its advantade within existing institutional
constraints. Crucially, these institutional arrangements reshape political incentives. Rather than encouraging parties
to broaden their appeal and build cross-demographic coalitions, they can reward strategies centred on mobilising a
narrow but highly cohesive electoral base, deepening polarisation and intensifying the struggle over national identity.

What’s next?

The combination of demodraphic changde, a Trumpified Republican Party and counter-majoritarian constitutional
arrangements is likely to make American democracy increasingly dysfunctional in the years ahead. While the
country's institutional foundations are strong enough to prevent a slide into outright autocracy (as shown by recent
Supreme Court decisions on reciprocal tariffs or the Fed’s Lisa Cook), the risk is a gradual drift toward a system in
which elections remain competitive while majority rule is constrained —a form of democratic erosion from within.

Adainst this backdrop, it is not hard to picture future constitutional confrontations: between federal and state
authorities over election administration and voting rights; between Congress and a conservative Supreme Court over
civil-rights issues; or between Congress and an increasingly polarising president. The question is no longer whether
such tensions will emerde, but how frequently and how intensely they will shape American political life.

The implications extend well beyond domestic politics. A more polarised and inward-looking US is likely to behave
less as the predictable anchor of international order and more as a selective and transactional power, with foreign
policy becoming increasingly dependent on domestic political cycles. Financial markets will not be immune to this
transformation either. Greater political fragmentation is likely to produce less predictable policymaking, with abrupt
shifts in policy priorities depending on the electoral cycle. This raises the likelihood of policy mistakes, government
shutdowns and institutional gridlock, all of which could translate into higher risk premiums across US assets.

There are no easy solutions. Constitutional reforms aimed at abolishing the electoral college, rebalancing Senate
representation, or imposing term limits on Supreme Court justices would face nearly insurmountable political
obstacles, requiring supermajorities in Congress and ratification by three-guarters of the states. Nor does a return to
the political centre appear likely in the foreseeable future given how polarized the political debate is now.

Viewed from this perspective, the demacratic recession unfolding under Trump 2.0 is not an isolated episode, but
the latest chapter in a much londer political struggle set in motion by America's demographic transformation.

Enjoy your weekend!

Edo

Edoardo Campanella
Director and Chief Editor of The Investment Institute (UniCredit, Milan)
edoardo.campanella@unicredit.eu

UniCredit S.p.A.
The Investment Institute by UniCredit, Piazza Gae Aulenti, 4, 1-20154 Milan
the-investment-institute@unicredit.eu
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Ledgal Notices

Glossary

Terms used in the report are available on our website: Our glossary.

Marketing Communication

This publication/video constitutes a marketing communication of UniCredit S.p.A., UniCredit Bank Austria AG, Schoellerbank AG and
UniCredit Bank GmbH (hereinafter jointly referred to as the “UniCredit Group”) is addressed to the deneral public and is provided free of
charge for information only. It does not constitute investment recommendation or consultancy activity by the UniCredit Group or, even
less, an offer to the public of any kind nor an invitation to buy or sell securities. The information contained herein does not constitute an
investment research or financial analysis since, in addition to the lack of content, it has not been prepared in accordance with legal
requirements designed to promote the independence of investment research, and it is not subject to any prohibition on dealing ahead
of the dissemination of investment research.

UniCredit Group, including all its group companies may have a specific interest in relation to the issuers, financial instruments or
transactions detailed herein. Relevant disclosures of interests and positions held by UniCredit Group are available at: Conflicts of interest.
Any estimates and/or assessments contained in this publication represent the independent opinion of the UniCredit Group and, like all
the information contained therein, are given in good faith on the basis of the data available at the date of publication, taken from reliable
sources, but having a purely indicative value and subject to chande at any time after publication, on the completeness, corre ctness and
truthfulness of which the UniCredit Group makes no guarantees and assumes no responsibility. Interested parties must therefore carry
out their own investment assessments in a completely autonomous and independent manner, relying exclusively on their own
considerations of the market conditions and the information available overall, also in line with their risk profile and economic situation.
Investment involves risk. Before any transaction in financial instruments please refer to the relevant offering documents. It should also
be noted that:

1. Information relating to the past performance of a financial instrument, index or investment service is not indicative of future results.

2. Iftheinvestment is denominated in a currency other than the investor’s currency, the value of the investment can fluctuate strongly
according to changes in exchande rates and have an undesirable effect on the profitability of the investment.

3. Investments that offer high returns can underdo significant price fluctuations following any downgrading of creditworthiness. In the
event of bankruptcy of the issuer, the investor may lose the entire capital.

4. High volatility investments can be subject to sudden and significant decreases in value, being able to generate significant losses at
the time of sale up to the entire capital invested.

5. In the presence of extraordinary events, it may be difficult for the investor to sell or liquidate certain investments or obtain reliable
information on their value.

6. If the information refers to a specific tax treatment, it should be noted that the tax treatment depends on the individual situation of
the customer and may be subject to change in the future.

7. If the information refers to future results, it should be noted that they do not constitute a reliable indicator of these results.

8. Diversification does not guarantee a profit or protect against a loss.

The UniCredit Group cannot in any way be held responsible for facts and/or damades that may arise to anyone from the use of this

document, including, but not limited to, damages due to losses, lost earnings or unrealised savings. The contents of the publication —

including data, news, information, images, graphics, drawings, brands, and domain names — are owned by the UniCredit Group unless

otherwise indicated, covered by copyright and by the industrial property law. No license or right of use is granted and therefore it is not

allowed to reproduce its contents, in whole or in part, on any medium, copy them, publish them and use them for commercial purposes

without prior written authorisation from UniCredit Group unless if purposes of personal use only. E 25/1
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