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Step 1: Macro Theme: Trumpanomics

—  The goal of Trump’s economic policy is to push real growth up to 3.5-4% and add 25 MM new jobs in the next 10-years
Step 2: Fundamental Economic Framework

—  Growth in the US is below historical norms because of slowing investment and productivity

—  Investment growth reflects in part the headwinds of US corporate tax policy and Dodd-Frank

—  Demographics and the impact of retiring baby boomers is a headwind to labor growth

—  Any policy must be massive to offset these hurricane force economic headwinds
Step 3: Find Potential Catalyst

—  If fully implemented, Trump economic policy would be massive enough to move the needle of economic growth

—  Corporate tax reform could push economic growth above 3% all by itself with relatively small increase in Federal debt

—  Dodd-Reform could push growth even higher by unleashing bank lending in housing and small businesses

—  Energy and infrastructure policy could add to this growth through a build out of US shale energy, particularly nat gas
Step 4: Find Asymmetric Trade

—  Trade 1; Buy US Equities

—  Trade 2: Buy US Regional Bank

—  Trade 3: Buy Mortgage Insurers

—  Trade 4: Buy Home Builders

—  Trade 5: Buy a Basket of Energy Infrastructure Equities

—  Trade 6: Higher Rates—Buy Payer Swaptions

—  Trade 7: Stronger Dollar—Buy Worst-of-Puts on Euro and Yen vs USD
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Step 1: Macro Theme

Trump’s Economic Plan Is Reaganomics: Create 25 million new jobs and 3.5-4% real GDP Growth

Achieving Real Capita GDP of Reagan Era Looks Daunting ! Reaching 25 mm New Jobs Looks Nearly Impossible 23+
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Step 2: Fundamental Economic Framework

Achieving Growth Targets Means Reversing the Decline in Investments and Productivity!

Fall In Productivity Driven In Part By Fall in Net Investment Fall in Productivity Has Lead To A Decline in Economic Growth
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Step 2: Fundamental Economic Framework

Technology Investment Not Enough To Offset Impact of Fall in Fixed Investment on Productivity

Gross Investment Is Mostly Being Offset By Depreciation ! Clearly A Transition From Fixed Investment to Software 3
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Step 2: Fundamental Economic Framework

The Tailwinds From Tech and Population For Economic Growth Have Turned Into Headwinds

The Impact Of Tech on the Economy Is Ebbing As.. 2 Population Growth is Declining 2

Figure 2. Annualized Five-Year Growth Rate of U. S. Population,
Share of ICT Manufacturing Value-Added in 1875 to 2060.
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Moore’s Law is Failing 2 Compounding the Impact of The Fall in Participation Rate !

Figure 9: Dynamic simulation under baseline demographics: other variables
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Step 2: Fundamental Economic Framework

New “Tech” Economy Creating Many Issues And Potential Headwinds To Sustainable Economic Growth

“Tech” Economy Takes Advantage of Offshoring Production 2 It Has Also Created A Winner Take All Economy !
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This Has Lead to Substantial Job Losses In Manufacturing 3 Creating Bigger Firms From Winners But Fewer Small Ones !
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Step 2: Fundamental Economic Framework

Trump Policies Must Spur Investment to Offset These Issues And Recreate The Growth of The 1960s

Investment Has Fallen Substantially Since the GFC ! Not Surprisingly, Productivity Has Fallen As Well !
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Step 2: Fundamental Economic Framework

Demographics Are A Huge Headwind to Achieving Reagan Era Labor Growth!->34

Population Growth Will Not Enough To Replace Baby Boomers Only Path Leads To Getting Participation Rate Back to Peaks
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Step 2: Fundamental Economic Framework

Focus On 25 MM Jobs Misses The Distortion of The Past By The Baby Boomer Generation

Births and Fertility Rates USA 1909-2015 ! Path of the 15-24 Year Old Working Age Pop and Births 12
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Step 2: Fundamental Economic Framework

The Headwinds To Higher US Growth Is a Hurricane... So, The Offsetting Force Must Be Even Stronger

With the Demographics of the 1960s, There Would Be Hope ! Demographics Could Push Rates Even Lower Form Here !

Figure 13: Real GDP growth rate with demographic variables fixed in either 1960 or 1980 onward
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However, It May Already Be Too Late !

Demographics fixed in 1980

Figure 18-5. Annual Growth Rate of Alternative Real Income Concepts,

Actual Outcomes 1920-2014 and Projected Values 2015-2040
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Step 2: Fundamental Economic Framework

Lows Level of Fixed Investment and Anemic Credit Growth

Investment and Credit Have Not Rebounded From the GFC The Housing Sector Has Been Almost Flatlined Even With Low Rates
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Step 2: Fundamental Economic Framework

New Economy Has Created Wealth and Income Inequality While Creating the Rust Belt in The Midwest

Income Inequality Is Growth ! The Rust Belt Job Lost Worse than The Great Depression 2

Figure 5. Income Shares, 1970-2014 (percent of total) /1
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Wealth Inequality is Growing As Well ! Median Income Has Fallen Substantial In The Rust Belt 3
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Step 3: Find Potential Catalyst

And That Force Could Be Trumpanomics

Massive tax reduction in combination with regulatory relief, trade reform, and lifting restrictions on American energy’s

. Middle Class Tax relief and Simplification Act
—  Number of personal income brackets reduce from seven to three, and with simplified tax forms
—  Corporate tax rate reduced from 35% to 15%

. Regulatory Reform

—  Reduce the number of regulations
—  Reform Dodd-Frank

. End of Offshoring Act

—  Seven point trade policy

—  Establishes tariffs to discourage companies from laying off workers in order to relocate in others countries and ship back to the US tax-free
. American Energy and Infrastructure Act

—  Leverages public-private, and private investments through tax incentives, to spur $1 trillion infrastructure investment over ten years

—  Itis revenue neutral

1. https://assets.donaldjtrump.com/_landings/contract/O-TRU-102316-Contractv02.pdf 14



SOM Macro Strategies

State of the Markets: Strategies for Trumpanomics

Step 3: Find Potential Catalyst

Trade 1: Buy US Equities--Catalyst of Corporate Tax Reform as Trump Becomes Reagan

Key Features of the Corporate Tax Plan! Corporate Tax Cut Significant vs Current and Vs Reagan'»2
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Step 3: Find Potential Catalyst

Trade 1: Buy US Equities--Catalyst of Corporate Tax Policy Could Achieve Reagan Era Growth

Tax Policy Of Trumpanomics Could Get Growth Over 3% 1,234 Increase In Federal Debt Seems Small Versus The Potential Upside 1234

. Policy could increase the Federal Debt by $4.3 Trillion over
the next 10-years

. Upside is that this could also increase real GDP by 68 bp

B Total Impact Over 10-Years
per year and reduce the debt growth by 40% w0 Of Higher Real GDP
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3% per year vs projections of 1.8% 25
Cost In Federal Tax Rev Total
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1. Cole, “Details and Analysis of the Donald Trump Tax Reform Plan, September 2016”, Tax Foundation, Sept. 2016

2. Pomerleau, “Details and Analysis of the 2016 House Republican Tax Reform Plan”, Tax Foundation, July 2016

3. CBO Projections 2016-2027 16
4. Authors calculation
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Step 3: Find Potential Catalyst

Trade 1: Buy US Equities--Current Tax Policy Is A Significant Headwind For Investing In The US

US Corporate Taxes Are The Highest in The Developed World ! The Cost of Capital Is High Given Double Taxation 3
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Step 3: Find Potential Catalyst

Trade 1: Buy US Equities--Corporate Tax Reform Could Remove Headwind And Spur Investment

Trumpanomics Substantially Reduces Cost of Capital Investment! 100% Expensing Could Reduce The Headwinds To Invest 3
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This Could Spur Investment Even Higher Than Reagan 2 100% Expensing Could Provide Substantial Upside to Growth 4
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1. KPMG
2. Hufbauer and Lu, “Lessons for US Business Tax Reform from International Tax Rates”, Policy Brief, Peterson Institute for International Economics, PB17.2, January 2017
3. Entin, Fellow, “the Tax Treatment of Capital Assets and Its Effect on Growth”, Tax Foundation Background Paper, April 2013 18
4.  McBride, “the Economic and Budgetary Effects of Full Expensing of Investment”, Tax Foundation Blog, April 2014
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Step 4: Find Asymmetric Trades
Trade 1: Buy US Equities

If Passed, Trump’s Corporate Tax Reform Will Reprice Equities Fully Implemented, Trump Tax Plan Adds 20% to After Tax Income 12

Tax plan could add as much as $5 trillion to after tax corporate 120%
income over the next 10-years
— Tax repatriation holiday, $0.5 trillion

M Corporate Taxes

100%

- Full expensing of capital investment, $2.1 trillion 25% ™ Additional After Tax Income
- Tax cut from 35% to 15%, $2.4 trillion

. Tax cut would add as much as 21% to after tax income

- Could be more if economy grows faster from program
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1.  Jim Nunns, Len Burman, ect, “An Analysis of Donald Trump's Revised Tax Plan”, Tax Policy Center, October, 2016 19
2.  Entin, Fellow, “the Tax Treatment of Capital Assets and Its Effect on Growth”, Tax Foundation Background Paper, April 2013
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Step 3: Find Potential Catalyst

Trade 2: Buy Regional Banks— Reforms Could Reverse Lending and Investment Slowdown

Financial Reform Housing Investment Low Even With Low Rates !

. Reform Dodd/Frank 2500 Mortgage Mariet 100
—  Reform the Financial Stability Oversight Council (FSOC)
—  Reform Systematically Important Financial Institution (SIFI)
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*  Would the failure of a regional bank pose a systemic
risk to the the US economy? 1000
—  Reform the Consumer Financial Protection Board (FCPB)
- Change the penalties for a non-qualified mortgages
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2. Board of Governors of The Federal Reserve, Flow of Funds Report
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Step 3: Find Potential Catalyst
Trade 2: Buy Regional Banks--Dodd-Frank Has Created Regulatory Headwinds To Credit Growth!

Every Crisis Creates More Regulatory Bodies Fighting the Last Crisis Not The Potential New Ones

Great Depression Thift Crisis Great Financial Crisis

I:l Secondary mortgage markets

I:l Accounting and auditing

?q Consumer protection

PCAOB

O FHFB //[ Systemic risk oversight
FSOC Insurance
- Securities and derivatives
D
OFHEO OFR - Banking

CFPB  Bureau of Corsumer Financal Protsction
CFTC Commodity Futures Trading Commission
FDIC  Faderal Daposit Insurance Corporaicn
FHFA  Federal Housing Finance Agency

Nondepository Broker-dealers,

entities that Fannie Mae, Financial FINRA Financisl industry Reg: y ity
Depository Insurance offer F'r?g‘ge Mac, market utdities| FTC  Federal Trage Commissicn
insttutions companies consumer a ederal nd of MSRE Muncipal Securities Rulemaking Board
financial HOE'" k“n infrastructures | NCUA Nasonal Credit Unicn Administation
preducts or intermediaries advisors anks NFA  Nasonal Futures Associaton
services

OCC  Offica of tha Comptrollar of the Cumency
SEC  Securies and Exchange Commisson

Regulated entities

Safety and soundness oversight === 0 - ---- Insurance oversight I:I Emamggxgmbm
~~~~~~~~~~ Consumer financial protection oversight - - - - - - Housing finance oversight

— Securities and denvatives markets oversight Consclidated supervision or systemic risk-related oversight
Scurce: GAO. | GAO-16-175

1. GAO Report, “Complex and Fragmented Structure Could Be Streamlined to Improve Effectiveness” GAO-16-175, Feb 2016 21
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State of the Markets: Strategies for Trumpanomics

Step 3: Find Potential Catalyst
Trade 2: Buy Regional Banks--Dodd-Frank Has Pushed Banks To Grow Capital Not Assets

Severely Adverse Scenario Is Driving the Derisking of Banks Banks Responded By Raising Capital And Slowing Growth 2

Banks with 10+ balance sheet are covered

— DFAST is the stress testing (75 + Banks)
*  Banks with $10 - 50 billion balance sheet added in 2016 16

14

— CCAR covers the capital plan (33 bank holding companies) 12

. Main stress comes from the Severely Adverse scenario (SAS)

—  Deep Recession
—  Sharp rise in credit spreads and market volatility

-
«w

10

-
IS

i
w

— Trading positions at largest banks subject to severe global market shock
—  Default of largest counterparty at 8 large BHC after global market shock

Total Capital Ratio (%)

N
~

Annualized Asset Growth (%)

—Total Capital Ratio (LHS)

-
-

. Binding constraint is tier 1 capital in SAS > 4.5%
—  $490 billion in projected losses in 2015 == Annualized 2-year Asset Growth (RHS)

10 2
19981200041 2002q1 200491 20061 2008q1 2010q1 2012q1 2014q1 2016q1

The Severely Adverse Scenario For CCAR Is Too Severe ! The Result is Safer Banks But Lower Risk Appetite 3

Projected Scenario Losses Loan type 2014 2015
Model Federal

Total loan losses 75 69 6.1 6.1
Loan Type Based Reserve Ratio — - — - -
Prime Residential 1st Liens 3.7 6.6 178.4 First-lein mortgages ce = 26 -
HELOCs 77 9.1 118.2 Junior liens and HELOC 96 96 8. a1
Commercial and Industrial 4.0 6.9 172.5 Cad 68 54 5.4 63
Commerical Real Estate 4.4 8.2 186.4 RE 3 32 26 70
Credit Cards 15.0 16.8 112.0
Other Consumer 5.8 6.9 119.0 e il =2 = =2

Other comsumer 6.1 6. 5.8 5.7

Other loans 1.8 27 29 34

1.  Moody’s Analytics: Stress testing and Capital Planning”, April 9, 2013
2. FDIC Data

3. EY, 2013-16 CCAR/DFAST results 22
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State of the Markets: Strategies for Trumpanomics

Step 3: Find Potential Catalyst

Trade 2: Buy Regional Banks--DF Has Lead To a Slowdown in Non-Prime Mortgage Lending

Lenders Are Only Lending To Prime Borrowers Given Legal Risk Non-Prime Mortgages Lending Has Stopped 2

. Qualified Mortgage (QM) 'Z'::o's in billions [ conventonai sy

—  DTI <43% or underwritten by FHA or purchased by e E e

GSE ’ Il conventional (conforming)

—  Safe Harbor against borrower/regulator lawsuits . I ovonmentnere oruarnces
. Non-Qualified Mortgage 280

—  DTI > 43%, 5% risk retention for securitization 2000

—  No safe harbor 1800

. Defaulting borrower can sue lender for not knowing 1,000

they could not payback their mortgage, and the lender
pays expenses if borrower wins

500

0

S > & O XL LA POV OEY
S &S &S &£ & &S & &8 & I s
AR A A A A AR A A A A X

Prohibited Cost of Non-Prime Mortgages Has Slowed Lending ! Non-Prime Securitization Has Stopped 2

Exhibit 6: The differential between high- and low-FICO mortgage borrowing has widened,

Dollars in billions
even for government-guaranteed loans 5500 [ Privateabel nonprime
pricing spread by borrower’s FICO score over an 800 FICO mortgage loan D Private-label jumbo
10% ——2014 ——2006 I:l Ginnie Mae

2,500 - Fannie Mae and Freddie Mac (enterprises)
9%
2,000
7%

1,500

1,000

Pricing differential over 800 FICO mortgage loan
(%)

500
0%

800 790 780 770 760 750 740 730 720 710 700 690 680 670 660 650 640 630 620 0
FICO score of borrower

Source: eMBS, Goldman Sachs Global Investment Research.

2”00
2007
é'o”?
2003
?00¢
<op, s
2006‘
<0y >
eﬂﬂg
é'a”o
é‘o,a
?077
?07?
é'a,e
s’a,{

1. Goldman Sachs, Global Market Instituted, “ Who pays for bank regulation?”. June 2014 23
2. GAO, “Mortgage Reforms: Actions Needed to Help Asses effects of New Regulations”, GAO 15-185, June 2015
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State of the Markets: Strategies for Trumpanomics

Step 3: Find Potential Catalyst

Trade 2: Buy Regional Banks—DF Has Lead to a Slowdown in Small Business Lending By Banks

Community Banks Are Crucial For Small Loans ! As Result Small Business Lending Has Flatlined 3

Figure 1: Community Banks More Likely to Make Small Business Loans

! C&I Loans
Percentage of Small Firm Loans Approved by Bank 500
60% 400
50% 300 ==(C&I Loans <$1MM
200 = (&I Loans >$1MM
40% -
3 100
30% o
48%
20% -100
-200
10%
-300
0% 2008 2009 2010 2011 2012 2013 2014 2015 2016
Big Banks Community Banks

Source: Biz2Credit Small Business Lending Index (As of May 2014).

Regulatory Burden of DFAST/CCAR For Mid-sized Banks 2 Also Lending For Small Fixed Investment Projects 3

s ‘ .Zl';lliﬁ.} e Lozx:l«J Non Residential Secured By Property

Nonfarm Nonresidential < $1MM

Nonfarm Nonresidential >$1MM

2008 2009 2010 2011 2012 2013 2014 2015 2016

Accounting Credit
Perspective Perspective

1. Mills, McCarthy, “ The State of Small Business Lending” Harvard Business Scholl Working Paper, July 2014
2. Faenza, “DFAST and CCAR: One size does not fit all” FNB Corporation Report , 2014 24
3. FDIC
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State of the Markets: Strategies for Trumpanomics

Step 3: Find Potential Catalyst
Trade 2: Buy Regional Banks--Dodd-Frank Has Put US Banks At a Disadvantage to European Banks !

US CCAR Severely Adverse Scenarios More Severe European Stress Comparison of Market Prices in SAS vs Europe !

FIGURE D

The European bank stress tests are less onerous than the Feds FiouRE ¢

Change in House Price Index
CCAR/DFAST Change in Stock Market Index -hang
. Using CCAR/DFAST on European banks shows a substantial 0 s
need for capital § £ 10
- European banks would need $134 billion of addition capital vs US i » s
banks
- -20
- Or US banks have too much capital
. 2015 2946 o017 2018 » 2015 2016 2017 2018
b More dlfﬁcult fOI' US banks To Compete - US Seversly Adwerse Scerafo @ EU Adverse Scerase @ US Severely Adverse Scenario @ EU Adverse Scenario

Comparison of Real Economic Shocks in SAS vs Europe European Banks Need To Hold Less Capital !

US and Eurozone Bank Stress Test Using CCAR

FIGURE A

Change in Unemployment Rate 3“,‘;;‘2 ¢ in Real GDP 160

5
140 134

IS

120

w

100

PERCENTAGE POINTS
~

80

Sbil USD

60

o

. L L
2015 2016 2017 2018 8- . - - ~
" L 008 w018 w7 2008
@ US Severely Adverse Scenario @ EU Adverse Scenario
& " - US Sevemly Adverso Scesare e EU Adverse Scenano 40
B Fedey Feservs (il Dy Barainy Ay

Authority

20 6
0
I
US CCAR Euro Stress Test Euro CCAR

1. . The Clearing House, Comparison Between US and European Union Stress Tests, May 2016 25
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State of the Markets: Strategies for Trumpanomics

Step 4: Find Asymmetric Trades

Trade 2: Buy Regional Banks—Trumpanomics Increases Regional Bank ROEs

Regulatory Reform Could Push Up Regional Bank Prices Reduction of Capital Needs From Loser Regulatory

. DF reform could would help all banks but may focus on non-big 7 . Return on Tangible Capital a prime driver of bank pricing
- The criteria of “TBTF” does not seem to apply to regional banks . Last year is an example of this pricing
- Reform could be either reduce the severity of the extreme scenarios or remove them _ Data covers 113 banks that are not G-SIB
from DFAST - Exponential regressions illustrates the relationship between ROTE, and Price
. Trumpanomics increases earnings of banks to tangible book (PTB)
- Lower tax rates would benefit domestic banks since they pay the full statutory rate - Historical leverage is based on data from 2000-2005
- Banks could increase lending to riskier but higher margin borrowers . As shown below, banks could rally substantially from current levels
. Upside thesis is that banks price to tangible book would go up as banks used - Another 35% from current levels if leverage went back to historical norms
the reduction in regulation and lower taxes to increase their ROE - Another 60% if leverage went back to historical norms and net income grew
- Extra capital that could be used to grow assets, particularly higher spread but riskier by 20%
loans

Risk is that reform does not happen

Asset Growth Has Slowed As Bank Leverage Has Fallen ! Banks Could Rally If Reforms Allows More Leverage And Risk 2

18 16 5.5 -
© |ndivdual Banks
17 14
@ Current Average of All Banks
12 4.5
E 16 § @ Potential With Historical Leveage ) °
5’ 10 5 g °
El = S 5 | APotential with Hist Lev & 20% ° o
2 8 % gn ’ Increase in Net Income
S 2 © °
2 5 i
5 6 3 o
& ] Je]
& 13 E v 25
% | everage Ratio (LHS) 4 é
312
2
1 e Annualized 2-year Asset Growth (RHS) 0 15 P/TE = 1.07007 * ROTE
R R?=0.6355
10 2
1996q1 1998q1 2000q1 2002q1 2004q1 20061 2008q1l 2010q1 2012q1 2014ql 2016ql 05 |
0 5 10 15 20 25

1. FDIC ROTE (%)

2. Yahoo Finance 26
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State of the Markets: Strategies for Trumpanomics

Step 3: Find Potential Catalyst

Trade 3: Buy Mortgage Insures—GSEs/FHA/VA Represent A Bigger Risk to The Public Than US Banks

GSEs In An Severely Adverse Scenario Would Need A Fed Bailout ! FHA/VA Has Even Greater Exposure to The Same Scenario 23

Category Results
Revenue 2016-18 30.2
Credit loss/provisions -66.2
Mark-to-market -11.0
Global market shock/counterparty -24.6
Reestablishing Value adjustment -55.9
Scenario loss Y1275
Current capital 1.7
Treasury funding draw 125.8

Percent of Origination (%)

FHA LTV >95

FNMA LTV >95  FHA FICO <680 FNMA FICO < 680

This Scenario Risk Has Already Driven Up Guarantee Fees > Actual Credit Losses Would Be 4 Times The Loss of The GSEs 45

e Effective G-fee Rate

55 | e=——-Fes Rate on New Acquisitions

Basis Points
F oS
v

35

25

15 #
STELESESESETTISS
vV YV Y

. OIG of the FHFA, “ GSE Dodd-Frank Act Stress Tests Severely Adverse Scenario”

NYNYNYANYNYN NN

, Aug 2016

1
2. OIG of the FHFA, “ The Continued Profitability of Fannie Mae and Freddie Mac is Not Accrued”, Report, March 2015

3. FHA Annual Report to Congress, 2016
4. Committee on Oversight and Government Reform May 2013
5. FHA Single Family Loan Performance Trends, 2016

Current FHA Balance ($bil) 1500
2007 vintage default 25%
Loss serverity 50%
Hypothetical Loss -188
FHA CCAR Actual Credit Losses -115
GSE CCAR Actual Credit Losses -27
27
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State of the Markets: Strategies for Trumpanomics

Step 4: Find Asymmetric Trades
Trade 3: Buy Mortgage Insurers— Public Sector Mortgage Risk is Transferred to The Private Sector

Financial Reform And Mortgage Insurers Privatizing Some of The Risk of FHA/VA

. Financial reform could involve pushing the substantial amount of . 400 to 500 billion year of high LTV lending with low FICOs
public sector mortgage risk into the private sector . FHA/VA do not incorporate MI
- GSEs and FHA/VA have more risk to the severely adverse scenario than . . e
Jarge banks . Expansion to MI could mitigate the $115 billion adverse

scenario risk

. Reform could restart the private mortgage securitization market,
both prime and non-prime

. Mortgage insurers would benefit substantially from both
Risk is no GSE reform

MI Are Cheap Vs History And If Financial Reform Happens 2

Privatizing GSE Risk !

. Pushing more of the GSE guarantee business to private sector
- Deep Coverage: GSE would need to cover all high LTV loans to 50%
- Deep coverage would increase private MI fees by 27%, but reduce
borrower total fees by 18%
- Deep coverage would transfer 75% of losses in the DFAST adverse
severity scenarios
. Closing down of the GSE’s opens up the pool insurance market for
prime mortgages
- 80% or lower LTV is x% of GSE market
- Fees are ... a year

- Securitization would replace GSE guarantee with subornation or MI pool 2 a & 288 8 S a9 349l
insurance REi88a B8 RERBEREREREEREFEE
I Industry Price/Book s ROE
1.  Bjurstrom, et all “ Analysis of Deep Coverage Mortgage Insurance”, Milliman Client Report, October 2015 28

2. Shuster, “Intro to National MI”, NMI Holdings Investor Day, 2016
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State of the Markets: Strategies for Trumpanomics

Step 4: Find Asymmetric Trades

Trade 4: Buy Home Builders---Reforms Could Spur a Surge In For-Sale Home Construction

Dodd-Frank and Mortgage Reform Could Spur A Housing Boom Starts Are Low As Non-Prime Borrowers Cannot Get Loans 2

* Financial Regulatory Reform could open up non-prime lending

— Non-prime lending has dried up given Dodd-Frank Missing Purchase Loans Given Market Value

— Non-prime borrows one reason housing starts are so low vs historical norms - Underwrising Standar:is of 2001 Total of Missing

— These borrowers have been going to for rent vs for sale Missing Home Purch
*  For sale housing could surge if these non-prime borrowers get access s L el 2014 2012-2014 (Sbil)

to credit 660 and below 592,691 876,223 1,007,062 | 2,475,976 S681
2
—  There is already a deficit of 3.7 million new homes that need to be built 660-720 607,851 369,007 191,791 | 1,168,649 3321
) ] i o ) ) 720 and above - - - - S0

*  Home builders have substantial convexity to the upside in this scenario Total 1,200,542 1,245,230 1,198,853 | 3,644,625 $1,002

Risk is that structural issues are driving lower housing starts

Home Building Is Low Given Population Growth 12 Builders Upside If Reforms Start Up The Non-Prime Market '+
1.1

2500 120
I 3-yr Population Growth (LHS)
1.0
30 mmmm 8-yr Total Housing Starts (LHS) —Home Builder In Equity Index (RHS) 100
09 2000
«++®... Ratio Population Growth/Total Housing —Housing Starts (LHS)
Starts(RHS
25 s (RHS) 08 o w0
S
0.7 » 1500 5
20 I g B
= - 063 Eg 60 §
s 3. 7 Mil Missing :O: a 3
Using Lowest 0.5 = 1000 E
15 Ratio 8 0
./ 04 s
. £
10 03 = 00
20
0.2
5
0.1 0 o
o 00 May-06 May-08 May-10 May-12 May-14 May-16

1961-68 1969-76 1977-84 1985-92 1993-00 200108  2005-16

Data Access Through Fred, Federal Reserve Bank of St. Louis

Authors calculation

Bai, Goodman, Zhu, “Tight credit standards prevent 5.2 million mortgages between 2009 and 2014”, Urban Institute, Urban Wire, Jan 2016 29
Yahoo Finance

PWONPE
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State of the Markets: Strategies for Trumpanomics

Step 3: Find Potential Catalyst

Trade 5: Buy Equities Exposed to Energy Investment---Turing Investment In Energy Into Growth!

Infrastructure and Energy Policy: Low Cost/High Reward Impact of Shale on The Economy

. Make America energy independent
—  Tap $50 trillion in untapped shale, oil and Nat gas
—  Build pipelines and ports using American steel

—  Open offshore leasing on federal lands and
eliminate moratorium on coal leasing and open
shale deposits

—  Encourage the use of natural gas and other
American energy resources that will also reduce the
price of energy and increase our economic output

. Approve private sector energy infrastructure projects

Increasing US infrastructure investment can raise annual GDP ¥ High estimate

by up to $320 billion and create 1.8 million jobs Low estimate
Annual incremental GDP by 2020
$ billion
4555  270-320
3040
85-95
—
2530
85-100
——
Construction Manufac- Services' Trade, Other Total
turing transport, sectors?
and logistics

Jobs 1.1 million—  100,000— 160,000~ 100,000- 25,000~ 1.5 million—
impact 1.3 million 120,000 190,000 120,000 30,000 1.8 million
1 ial, legal, and services; health care, and education; and leisure and hospitaiity.
2 Includes real estate; agricultu foresry; mining;

1. Mckinsey Global Institute, “Game Changers: Five opportunities for US growth and renewal” July 2013

By 2020, shale gas and oil could boost US GDP by $380 billion to
$690 billion annually and create up to 1.7 million jobs
Annual incremental GDP impact by 2020

$ billion
80-145 380-690
130-235
55-85
—
115-225
High estimate -
Low estimate
Gas and oil Manufacturing!  Services? Other sectors®  Total GDP gain
production
Jobs impact  110,000— 165,000— 250,000— 385,000— 1.0 million—
(direct and 215,000 270,000 450,000 725,000 1.7 million
indirect)

1 Includes chemicals, metals, paper and pulp, and rubber and plastics manufacturing.
2 Includes professional services, management, real estate, health care, education, leisure, and hospitaiity.
3 Includes wholesale and retail rade, construction, transport and warehousing, agriculture, mining, and govemment.

Impact of Infrastructure Investing on the Economy Combine The Two

Investment of $1.2 trillion to $1.4 trillion is needed Low estimate
to unlock the potential of shale gas and tight oil [ High estimate
Total investment required, 2012-20

$ billion

Upstream oil and gas
(drilling, fracturing, and 900-1,000
gathering)

I
Midstream oil and gas
(pipelines, storage, 100-150
compression)

|

Downstream

(gas-fired power,
manufacturing, LNG)

175-250

|
Total investment needed
in infrastructure !3 - 1,175-1,400

SOURCE: McKinsey & Company; INGAA Foundation; McKinsey Giobal Institute analysis

30
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State of the Markets: Strategies for Trumpanomics

Step 3: Find Potential Catalyst

Trade S: Buy Equities Exposed to Energy Investment---Need Is Substantial, Funding Sources Are Not

Public Infrastructure Has Been Neglected ! Investment is Mostly Funded By State And Local Government !

Infrastructure needs, funded and unfunded, 2013-2020

Value of public non-defense buildings and other

Estimated funding |l Funding gap structures, 2014
Roads, bridges, .
transi = o un $731 billion
Electricity . $736 billion (7%)

Federal
Schools - $391billion

Public parks
and recrepation Bl $238 billion

Airports [} $134 billion

Wateé;v;s;s.lgeergs- B $131billion

w!vsatteev:l:{;}dr l $126 billion

Rail || $100 billion

Hazardous and
solid waste I $56 billion

$9.6 trillion
93%,

State and local

Source: American Society of Civil Engineers 2013 Report Card for American Infrastructure and Source: U.S. Bureau of Economic Analysis Fixed Assets
Failure to Act series, published 2011-2013

US Infrastructure Poor Versus Other Developed Countries 2 Problem Is All Levels of Government Are Cutting Infrastructure !

The World Economic Forum ranks US infrastructure behind that of

most other comparable advanced nations 2 6% Government Infrastructure Spending (Percent of GDP) 4.5%
Overall infrastructu_re quality index, 2012-13 % Total State And Local (LHS) :
Top 15 of 144 countries
Scale: 1 = Extremely underdeveloped; 7 = Extensive and efficient by international standards 2.5% ——Rust Belt States (LHS)

1 Hong Kong ——Federal (RHS)

2 Si Sector-specific 2.4%

naapore indexes, 2012-13 4.3%

3 Germany Out of all 144 countries

4 France 2.3%

5 Switzerland u “:;"S;‘

ni es

6 United Kingdom #19 2.2%

7 Netherlands 4.1%
8 United Arab Emirates Roads 2.1%

9 South Korea United States

10 Spain #20 0%

11 Japan

12 Luxembourg Power and telephony , 3.9%
13 Canada United States 1.9%

14 United States #21

15 Austria 1.8%

'SOURCE: World Economic Forum; McKinsey Global Institute analysis 1.7% 3.7%

1998 2000 2002 2004 2006 2008 2010 2012 2014
1.Mcnichol, “It’s Time for States To Invest in Infrastructure” , Center on Budget and Policy Priorities, Feb, 2016
2. Mckinsey Global Institute, “Game Changers: Five opportunities for US growth and renewal” July 2013 31
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State of the Markets: Strategies for Trumpanomics

Step 3: Find Potential Catalyst
Trade S: Buy Equities Exposed to Energy Investment--Unlocking US Energy Resources

US Has Substantial Energy Resources ! Projected Growth of Nat Gas Production 2

Figure MT-46. U.S. dry natural gas production by source in the Reference case, 1990—

- n— o 2040

Estimated petroleum and natural gas hydrocarbon production in selected countries iion cuoe fost
quadrillion British thermal units million barrels per day of oil equivalent

60 30 History 2015 Projections

United States
50 Russia 25
‘ Saudi Arabia

40 i 20

30 15 Shale gas and tight oil plays

20 10

10 5 ;

Tight gas
Other
0 1 e — Coalbsd methane Lower 48 offshore

2
2008 2009 20 10 201 1 20 12 20 1 3 2014 20 1 5 Cla 1990 1995 2000 2005 2010 2015 2020 2025 2030 2035 2040

Rust Belt Has A Significant Share, Particularly of Nat Gas 2 Turning Nat Gas Into LNG Creates Even More Economic Upside 3

U.S. dry shale gas production

sh;:;a:uz::::z:'(::; LNG EXpOI’tS Pel' Year
4 4 Bcfd 8 Bcfd 16 Bcfd

= Marcellus (PAWV,OH & NY)
=Utica (OH, PA&WV)
= Haynesville (LA & TX)

40
35

Seegerest 00 :«; Employment Change (No.) 145,000 230,000 450,000
.;n.n-,i'}:‘:s..m.&ém 1 GDP Change (2010$ Billion)  $23 $37 $74
esl of US “shale” 10

5

2002 2004 2006 2008 2010 2012 2014 2016

Sources: EIA derived from state admnistrative data coliected by Drilinglnfo In:. Data are threugh November 2016 and represent EIA's offical
shale gas estimates, but are not survay daa. Siate aotreriations indicate prmary state(s).
figure data

1. EIA
2. EIA, “Energy in Brief, Shale in the United States” December 2016
3. Vidas, “U.S. LNG Exports: Impacts on Energy Markets and the Economy”, ICF Report, May 2013 32



SOM Macro Strategies

State of the Markets: Strategies for Trumpanomics

Step 3: Find Potential Catalyst

Trade S: Buy Equities Exposed to Energy Investment--Potential Growth of The Chemical Industry

The Power of Cheap And Abundant Nat Gas ! And Roads.... 2

Cheaper gas could increase gross output in the US petrochemicals |ExavPLe

industry by $60 billion to $80 billion annually by 2020 — Figure 3: Chemical companies expect trucking service issues to become
Additional output from US petrochemicals manufacturing sector 9

more acute by 2020
. Low estimate
due to impact of cheap natural gas

% of respondents with concern about trucking Issues
$ billion % exported Current vs. Future

. 2 t2_wm Ll ==t

10-15 Truck hours of

= L e [
-8

sy e | g D R, -~
34 trucksidriver
E I L
18-27
L e P, N -
bt B s s it =

Truck congestion
Mourent [ Auwre
Ethylene  Ammonia Methanol MDI PVC Naphtha- Propane Poly- Naphtha Total
and urea resin derived (natural propy- to Source: ICIS, PwC Analysis
ethylene gas lene aromatics Notes: 1) Percentage of concemed respondents’ is calculated by number of respondents having ‘Significant’ or ‘Moderate' concems
liquids) for any region over the total number of respondents... 2) ‘Future” is defined as 2020 for this analysis
100 0 0 0 50 100 100 50 0

NOTE: Numbers may not sum due to rounding.

Growth of Chemical Industry Needs Trains ....2 And Ports... It Needs Infrastructure 2

Figure 4: C over port i pp to be shifting from the
Figure 5: Rail concerns are growing across the network; West Coast to the Gulf and East Coasts
however, future concerns are most significant in the Gulf Percent of with pout port on issues

Current vs. Future — by port

an bsamar Ssamar

» Satta
r Satnar Baamn -~

East Coast

Gulf Coast

West Coast

Mcurent W Future

Source: PwC Analysis
Notes:

Source: ICIS, PWC Analysis

spondents' is calculated by number of respondents having “Significant”or ‘Moderate” concems for any
de
Notes:

1) Percentage of concemed respondents’ is caculated by number of respondents having “Significant’ or ‘Moderate” concems over the
total number of respondents

1. Mckinsey Global Institute, “Game Changers: Five opportunities for US growth and renewal” July 2013 33
2. “transporting Growth: Delivering a chemical manufacturing renaissance”, PWC Report, September 2016
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State of the Markets: Strategies for Trumpanomics

Step 4: Find Asymmetric Trade
Trade 5: Buy Equities Exposed to Energy Investment--- The Manufacturing Renaissance of the Rust Belt

Trump Delivers On Campaign Promises To The Rust Belt The Largest Source of Nat Gas is the Rust Belt: The New Coal 2

. The Rust Belt elected Tmmp Shale Gas Plays, Lower 48 States
*  Trumpanomics could solidify that vote by focusing on fostering
a manufacturing renaissance of the Rust Belt based on nat gas
— Marcellus is the new coal fields of the rust belt
— Industry and cities can be rebuilt based on cheap and abundant Nat gas
— 100% expensing of capital investment could turbo charge growth
*  Buy equities that would benefit from this focus
— Both upstream and downstream Nat gas companies
— US steel related companies that will build the infrastructure
— Chemical and other downstream companies that will use it

iobrara Forest City
Basin
Denyer Basin Basih

Pierre lo-Mull

Bakken
Williston Basin
Gammon

Cl
Platform

San Juan
Basin

Risk is that Nat gas prices fall further — Pal

Spring \

Nat Gas Develop ! Portfolio Focused on These Industries Has Substantial Upside

Cheaper natural gas could increase gross output in energy-intensive

Current Shale Plays
I Prospective Shale Plays

manufacturing by $75 billion to $105 billion by 2020 130 130
Additional annual output by 2020'
$ billion
510 754108
e S —} 110 - 110
60-80
High estimate I:l § =)
= g
n 90 90 n
~ ~
Low estimate k=) Rad
= =)
X 70 F70 3
Petrochemical Primary metals Other energy- Total incremental .E 'E
products intensive products annual output - -
Examples Methane and Steel, aluminum Glass, cement, 50 - 50
ammonia products paper and pulp,
(e.g., fertilizers), plastic packaging,
PVC and other rubber
synthetic resins, L
ethylene and other 30 30
ethane derivatives Mar-12  Sep-12 Mar-13  Sep-13 Mar-14  Sep-14 Mar-15 Sep-15 Mar-16  Sep-16
1 Relative to 2012 output as the baseline.
1.  Mckinsey Global Institute, “Game Changers: Five opportunities for US growth and renewal” July 2013 ° 34

2. API, “Hydraulic Fracturing: Unlocking America's Natural Gas Resources” July 2016
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State of the Markets: Strategies for Trumpanomics

Step 3: Find Potential Catalyst

Trade 6: Higher Rates--Trumpanomics Leads To Higher Rates Through Real Growth and Inflation

Historically Real GDP Leads To Higher Nominal GDP Growth 2 Inflation Could Rebound As Wage Growth Accelerates !

Relationship Between Interest Rates and Real GDP Growth 1

(1985-2016) 6%
8% . o .‘
-
y = 1.1096x + 0.0198 .®
T b . —CPI
RN 5%
= L el ekt
£ wl Tt awd
H 2 P
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Increasing Employment Will Lead To Wage Growth 12
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State of the Markets: Strategies for Trumpanomics

Step 4. Find Potential Catalyst

Trade 6: Higher Rates--Trumpanomics May Fail And Drive Rates Even Higher Due to Inflation

Some Argue that His Polices Will Fail And Push US Into Recession 12 While Deficit and Debt Grow and The Fed Acts...!

. Tax policies fail to deliver enough economic growth to offset loss of 0 60
tax revenue
- Potentially these policies could push down real GDP growth over time

. US deficits grow leading to higher funding rates for the Federal

70

80

o

. . . 90 Ao

Government leading to even higher deficits and rates 5 6 g

.« . . . . . “— 100 »

. Policies unleash inflation, which also grow the deficit S s g

. . . . . 110 ©

. Fed raises rates to combat inflation pushing the economy into a 0 .
I‘CCCSSiOIl S Deficit Due to Interest Payments (LHS) 120
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Trumpanonmic Lead To Much Higher Inflation and Rates...! Pushing The Economy Into A Recession with Rising Unemployment !
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1.  Zandi, et al, “The Macroeconomic Consequences of Mr. Trump’s Economic Polices”, Moody’ Analytics, June 2016 36

2. Nunns, et al, “An Analysis of Donald Trump’s Revised Tax Plan”, Tax Policy Center, October 2016
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State of the Markets: Strategies for Trumpanomics

Step 4. Find Asymmetric Trade
Trade 6: Higher Rates--Buy Out-of-The Money 1/10yr Payer Swaptions

Trade Thesis: All Paths Lead To Higher Rates Nominal Growth Will Push Rates Higher 12

. Trump polices could work or fail and both paths lead to higher rates e e, &

. Payer Swaptions are compelling

— Vol is reasonable vs history so it misprices the tail of .
significantly higher rates from Trumpanomics oty T

—  Payouts could be north of 3 to 1

—  Trump policy will likely be implemented within the next
year

S-yr Treasury Yields (%)

Risk is that policies are too little and too late to offset cyclically slower
GDP and lower Rates

Nominal GDP Growth 2-Year Average (%)

Implied Volatility Not Rich By Historical Standards! Performance of 1/10 Swaption 3

—— Implied 1/10 Swaption Vol (SRVIX) 7
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1. CBOE, SRVIX Index of Implied Volatility of 1/10 Swaptions
2. St. Louis Federal Reserve (FRED) 37

3. Authors analysis
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State of the Markets: Strategies for Trumpanomics

Step 4: Find Potential Catalyst

Trade 7: Stronger USD--Trumpanomics Could Strengthen The Dollar

Fed Should Have Already Pushed Rates Higher Even Before Trump ! US Corporate Tax Rates Would Be Amongst the Lowest In the World ¢

45%

—Taylor rule prescription —Actual Fed Funds Rate 40%

35%
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Atlanta Federal Reserve, Taylor Rule Utility Using FOMC Targets and CBO Unemployment Variable
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Hufbauer and Lu, “Lessons for US Business Tax Reform from International Tax Rates”, Policy Brief, Peterson Institute for International Economics, PB17.2, January 2017 38
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Step 4. Find Potential Catalyst
Trade 7: Stronger Dollar--Border Adjustment Taxation Could Lead to A Substantially Stronger Dollar

Push For Border Tax Driven By The Search For Tax Rev Not Trade ! USD Would Need To Appreciate to Offset Impact on Trade

Historically, implementation of a border type taxes has resulted in a
FX appreciation

. Forces that created stronger USD
- Domestic demand for imports falls as tax cost passed to us consumers.

Border tax has the potential of raising as much as $1 trillion of
corporate tax revenue over the next 10-years without affecting

consumers or trade

* Simple to 1mplemen'F L . USD appreciates as supply of dollars available externally falls.
- Expense of buying foreign inputs cannot be deducted against revenue - Foreign demand for US exports increases reflecting the lower tax. USD
- Revenue from exports is not taxed appreciates as demand for dollars
. The USD would strengthened to offset completely the impact on - USD appreciates until after tax profits for both importers and exporters
exporters and importers return to pretax period turning off the cost driven repricing of exports/
imports

20% tax rate would imply a 25% appreciation of the USD

This Tax Could Have Added Almost $1 Trillion to Corp Tax Revenue 2 Example Of the Impact of The Border Tax on the USD 3

‘With Border Tax
2006 2012 2004-13 WlthOU‘t Border Tax| With ‘Border Tax | Adjustment After
Adjustment Adjustment 25% Dollar
Income Tax Base 1,079 1,031 9,320 Appreciation
Remove Exports (234) (321) (2,600) Category Importer Exporter | Importer Exporter| Importer Exporter
Add Imports 640 869 7,212 Revenue 100 100 100 100 100 80
14 14
Border Adusted Tax Base 1,485 1,579 13,932 Expenses 60 60 60 60 48 60
Net Income 40 40 40 40 52 20
Larger Tax Base From Border -
. 406 548 4,612 Revenue for Tax Calculation 100 100 100 0 100 0
Adjustment .
Additional Corporate Tax Revenue Expense for Tax Calculation 60 60 0 60 0 60
20% 81 110 922 Net income for Tax Calculation 40 40 100 -60 100 -60
@ o
Corporate Taxes at 20% 8 8 20 -12 20 -12
After Tax Income 32 32 20 52 32 32

1. Pomerleau, “Details and Analysis of the 2016 House Republican Tax Reform Plan”, Tax Foundation, July 2016
2. Patel, McClelland, “What Would a Cash Flow Tax Look Like for US Companies. Lessons from a Historical Panel”, Working Paper 116, Office of Tax Analysis, Dept of

Treasury, January 2017 39
3. Pomerleau, “Exchange Rates and The Border Adjustment” , Tax Foundation, January 2017
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Step 4. Find Asymmetric Trade
Trade 7: Stronger Dollar--Buy Worst-of-Puts With Yen and Euro vs USD

Trade Thesis: Trumpanomics Drives USD Stronger USD Could Strengthen Rapidly In The Event of A Border Tax >3

. Foreign Capital flows into the US

=—MXN Peso vs USD (RHS)
—  Investment opportunities grow

£y
S

- Relative interest rate differentials widen ——ABC/ Washington Post, Percentage of
Voters for Trump (LHS)

S
«

. Border tax pushes the USD higher to offset impact of the tax

»
w
Per USD

. Worst of Euro and Yen puts vs the USD is attractive because
correlation is less than one
- Euro and Yen should both be highly correlated under Trumpanomics

Percent of Vote

N
ey

w
©

37

Risk is that Trump could want a weaker USD to boast US exports

35 175
Jul-16 Aug-16 Sep-16 Oct-16

Demographics Are Worse In Japan/Euro With No Trump ! The Euro/Yen Could Follow The GBP Back to Their Lows Vs USD 2

Figure 15: U.S. versus global demographic changes
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1.  Gagnon, Johannsen, Lopez-Salido, “Understanding the New Normal”, Federal Reserve Working Paper, 2016-080
2.  St. Louis Federal Reserve (FRED) 40
3. Washington Post
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