PIMCO

Libby Cantrill, CFA
May 2017

The Trump
Administration:
Fatter Policy Tails
and Implications
for Markets

For use by wholesale clients only (such as licensed financial advisers). This document must not be
passed on or distributed to any retail clients within the meaning of the Corporations Act.

A company of Allianz ()




What do all of these have in common?

The DMV Colonoscopies Cockroaches

58% vs. 24% Congress

Genghis Khan

41% vs. 37% Congress 67% vs. 19% Congress

As of 30 June 2016
SOURCE: PhotosForWork.com
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Election 2016 recap: President Trump loses popular vote, but
wins Electoral College in a change-oriented election

Popular vote vs Electoral College vote:
Trump is only the 5 president to lose the
popular vote but win the electoral college

vote

Popular Vote Electoral College Vote

48.1%
46.0% 306

232

Clinton Trump Trump Clinton

Source: Pew Research; Cook Political Report

Trump picked -up former Democratic supporters:
Trump did better than Romney across most groups,
including non -whites and picked up Obama supporters

B Trump 2016 B Romney 2012

63% 629

White Men White Women Millenials Hispanics African
Americans
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Composition of Congress: Republicans retain both chambers,
but have smaller majorities than in 2016

House of Representatives: Senate:
Republican Republican

Republicans : 241 Democrats: 194 Republicans : 52 Democrats: 48
ATotal seats: 435 ATotal seats: 100
ARepublicans lost 6 seats in November, retaining ARepublicans lost 2 seats despite a tough
their historically large House majority election cycle in the Senate
ARepublicans need 218 votes to pass legislation; ARepublicans do not have a filibuster -proof
can afford 23 defections majority (60 votes), but can pass specific
A2018 prognosis: All 435 seats up midterms l'egislation through orec
tend to be bad for the incumbent party, but A2018 prognosis: 33 seats up; strong for
redistricting should help Republicans but will depend on Trump
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Trump has the lowest approval rating of any modern
president but continues to do well with his base

Favorability Ratings of First -time Presidents: 100 Days Post Inauguration
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Source: Gallup; as of April 29, 2017
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Composition of Trump’s Cabinet matters, too: Light on
government, heavier on business experience with many vacancies

Background of Trump's Cabinet

Government
President Experience Military Experience CEOs PhDs
Obama 91% 9% 0% 23%
Bush Il 91% 32% 18% 9%
Clinton 81% 48% 14% 24%
Bush | 81% 48% 5% 19%

The Trump Administration continues to have many vacancies (of 550 positions need to be confirmed)

B Nominated but not confirmed M Confirmed
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Source:RealClearPolitics Partnership for Public Service
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What to expect? More possibility for “right tail” policies,
but also for “left tail” missteps

Increased potential for Increased potential for

“left tail” policy outcomes “right tail” policy outcomes

A Unilateral protectionist trade A Increased deregulation

policies A Financial sector

A Currency manipulator label A Energy deregulation

A Imposition of tariffs A Fiscal expansion

A Withdrawal from free trade

A Corporate tax reform
agreements (e.g., NAFTA

) - _ A Individual tax reform
A Geo-political escalation (e.g.,

Russia, North Korea A Infrastructure spending

A Missteps from lack of Washington
experience
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What is President Trump likely to do over the next 12
months?

Prob.
Growth Inflation Est. Fiscal Possible Needs Change

Proposal Impact Impact Impact* Timing Additional Comments Congress?  Probability Since Jan.

A The House has passed a bill, but
Repeal and

Replace of TBD TBD TBD 2017 the Senate will pass its own .b|II; V 70%
unclear whether a compromise
Obamacare . .
is possible
$2T A Tax reform iscomplex and not
(Ryan)- clear who is leading
Tax Reform + + gST 2018 V 50% ‘
(Trump) A Basecase is smaller bill that
P takes longer
g
Infrastructure A No proposed plan yet, and little o
Spending + + AL ifofEE AL discussion on Capitol Hill V i
A Legislative roll-back is unlikely,
Dodd -Frank + + TBD 2018 but softening of regulation via V 20%
Roll-back ) .
executive order will happen
A Renegotiation of FTAs /targeted
Trade - + TBD 2017 ] L X 90%/40%
A More severe measures possible
(but now less likely)
A Bite has been as loud as bark
Immigration - + TBD 2017 although Constitution and X 90% »
Congress will hamper efforts

* As proposed; all scores are static over ten year period; source: CBO, Tax Foundation, Tax Policy Center, DonaldJTrump.cdiyICO probability estimates
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What will a tax deal look like? A “skinny” tax bill in early
2018 is the base case, but slippage beyond that is problematic

Odds of

Provisions Inclusion

Corporate Tax

Reduced Corporate Rate High A Rate is likely to be higher than proposed 20% rate (e.g., 25%)
One-Time Deemed Repatriation High A Significant support and raises revenue

Eliminate Net Interest Deduction Moderate A If included, likely to be significantly modified

Full Expensing of Capitallnvestment Moderate A Expensive, so likely to be scaledback, especially without BAT
Border Adjustment Tax (BAT) Low A Currently on life support; could change if Trump supports on Hill

Individual Tax
Reduction in Individual Rate High A Top rates are likely to be higher than 33%in proposal (e.g., 35%)

Reduction in Capital Gain Rate/

Moderate A Some reduction possible but not as low as proposed 16%
Interest Income Rate

Elimination of Deductions/Exemptions Low A Mortgage interest, muni tax exemption both likely to be preserved

Source: PIMCO
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How about financial regulatory relief? Don’t expect
Congress to act

Dodd-Frank reform/roll-back faces significant hurdles in both houses
( Tuesday

A Moder at e

Republicans

Financial CHOICE Act (maximum of 23 defections to pass the House)
A Senate version of any bill will require support of at least 8 Democrats / Independents

A Limited room for compromise

House of Representatives : 218 votes needed

D: 194

115" Congress shown (20172019) SOURCE: PIMCO, US Senate, US House of Representatives

R: 241

Senate: 60 votes needed

D: 48 —
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