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U.S. Tax Cuts, De-Regulation and Yes, Border Adjustment

e President Trump’s speech to the joint session of the U.S. Congress has revived confidence that the unified
Republican government will pass substantial U.S. personal and corporate income tax cuts this year, likely
before the August recess. This is in line with our long-held views, yet recently doubted in markets.

e As one should expect in a national address, Trump did not offer highly detailed policy specifics. Months of
debate and actual compromise lie ahead. However, his comments on the imbalance between high “tariffs
and taxes” on U.S. exports versus low entry costs for U.S. imports suggest some version of a Border
Adjustment Tax (BAT) may help finance domestic stimulus.

e Trump reiterated plans to dramatically reduce regulation on domestic business while pushing a protectionist
trade agenda. At the margin, his approach to trade relations and immigration seemed somewhat more
growth-friendly than in the past.

e Market Implications: Renewed confidence in U.S. fiscal action, and perhaps the specific actions that
finance it, should reignite “policy divergence” between the U.S. and other markets. The trade-weighted
dollar has rallied 0.7% this morning and global bond yields have jumped. For now, International equity
markets have taken this divergence in stride given a more confident global growth outlook. The Citi Private
Bank Global Investment Committee continues to overweight USD assets (overweight credit, fully weight
U.S. equities) given the pros and cons of the new U.S. policy approach for different global asset classes.

U.S. President Trump made his first speech to a joint session of Congress last night. (Note: After the President’s first year in
office, this speech is called the “State of the Union Address.”)

In this note, we set aside political analysis over the wide-ranging content of the speech, it's tone and it's reception. On the
policy front, we believe the speech largely confirmed our base case assumptions for fiscal action and other economic
management issues in the coming year (please see our February Quadrant: Fast and Furious for details). We see
substantial U.S. tax cuts, de-regulation and at least a modest acceleration in government spending boosting U.S. growth late in
2017 into 2018.

Recently, markets have doubted that U.S. fiscal easing would be accomplished this year (see figure 1). This may have
stemmed from the emphasis on immediate repeal of the Affordable Care Act (“Obamacare.”) which is highly complex and
contentious. Changes to the ACA will have a fiscal consequence. It thus needs to be considered alongside other actions on
taxation. Given the Republican majority needs to pass tax and spending legislation by a simple majority with a filibuster-proof
“tax reconciliation” vote, this likely means that both the ACA and tax reform needs to be considered around the same time. (The
reconciliation procedure can be used only once or twice per year under current rules).

In his speech last evening, the President sounded closely aligned with House Republicans on both fiscal action and
changes to the ACA. This has boosted confidence in the ability of the Republican majority to pass its agenda.

“It Will Be a Big, Big Cut”

President Trump promised a “big, big cut” in various tax rates which will impact near-term growth. “Right now, American
companies are taxed at one of the highest rates anywhere in the world...(we will) reduce the tax rate on companies so they can
compete and thrive anywhere and with anyone...we will provide massive tax relief for the middle class."
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House Republicans have suggested a plan to tax imports to match VATs in other markets. This will help finance cuts in
corporate and personal income taxes. The impact on trade is subject to theoretical controversy. Suggesting unity, Trump said
"currently, when we ship products out of America, many other countries make us pay very high tariffs and taxes, but when
foreign companies ship their products into America, we charge them nothing or almost nothing."

While Commerce Secretary Wilbur Ross noted, in separate comments, that this did not constitute an endorsement of the policy,
in our view, Trump’s comments suggested movement toward some form of BAT.

Figure 1. U.S. Dollar Index
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Source: FactSet as of March 1, 2017. Note: The U.S. Dollar Index (DXY) is an index of the value of the United States dollar
relative to a basket of foreign currencies.

Forget Math for the Moment

In our view, those who say the “math” doesn't work to make tax cuts possible are missing the point. U.S. fiscal math doesn't
work now. The federal deficit was $587 billion in 2016, borrowing increased $759 billion, and the same will be roughly repeated
this year before any fiscal policy changes.

The U.S. federal debt ceiling will be raised this year like the 109 times it has since 1917.

Trump repeated pledges to raise military spending significantly and increase infrastructure investment by $1 trillion with both
“public and private financing,” presumably over the 10-year time span common to budget planning.

“Dying Industries Will Come Back to Life”

On trade protectionism the president appeared to promise far too much, yet received bi-partisan applause when he said new
American oil and gas pipelines will be built with American steel. “We’ve lost more than one-fourth of our manufacturing jobs
since NAFTA was approved and we’ve lost 60,000 factories since China joined the World Trade Organization in 2001.”
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The long history of technological progress and shifts in the composition of U.S. growth bely promises to return to the labor
markets of the past (please see our Outlook 2017 and figures 2-3). While there are merits to the argument that international tax
differences disadvantage U.S. production, unwinding these would at minimum generate significant transition costs that would
limit U.S. economic efficiency and raise U.S. consumer prices.

Figure 2: Employment in Manufacturing and Farming Fig 3: Manufacturing Share of Employment has Fallen Steadily
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Source: Haver Analytics as of March 1, 2017.

Not Just Raising the Speed Limit, Removing the Traffic Lights

Deregulation is likely to be a large driver of the unprecedented policy experiment the U.S. will engage in during the years ahead.
This is discussed in our last two Quadrant reports in detail. The signaling from the administration has already helped generate
the largest increase in small business confidence in a four decade history of monthly surveys (see figures 4-5).

President Trump suggested “two regulations” would be eliminated for each new one added going forward. This seems arbitrary,
but also emblematic of the massive change in the approach to doing business in the U.S. Also on the far more growth favorable
front from our perspective, he cited a willingness to seek immigration reform with a merit-based application system, citing
Canada and Australia specifically as examples.

Figure 4: Small Business Confidence has Maintained its Jump Figure 5: Percent of Small Businesses Saying “Regulation is

Biggest Problem”
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Source: Haver Analytics as of March 1, 2017. Source: Haver Analytics as of March 1, 2017.

Conclusion: Boom Comes First

President Trump and Congressional Republicans will likely pass all of their tax and spending plans on a strictly partisan basis
without substantial votes from Democrats. Much of the world will not understand the President’s assertion that the U.S. has not
been putting its interests first. We quibble with the benefits of protectionism; some of China's current economic problems, like
Japan's before it, actually bear testament to this. We also have to disagree with views that the present economic recovery has


http://privatebank.citibank.com/outlook.html

citi

been so weak and incomplete that large scale stimulus comes with no risk of generating a boom/bust cycle. Even so, however,
boom comes first.

We continue to adjust our investment allocations to this fast moving environment of political change. Last night’s speech by the
U.S. President does not eliminate the risk of further anxiety over the policy course in the U.S., or especially abroad. However, we
still feel comfortable with a fully weighted position in U.S. equities despite their increase in valuation over the past year.

We also favor inflation-protected U.S. Treasury securities over nominal bonds given inflation risks, and see U.S. yields in credit
markets as appealing versus other developed bond markets. Substantial policy questions remain for international markets, yet
we can consider the impact of the U.S. dollar’s rise as raising future return prospects in foreign markets at some point too.

Steven Wieting

Global Chief Investment Strategist
+1-212-559-0499
Steven.Wieting@citi.com

Malcolm Spittler
Investment Analyst
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In any instance where distribution of this communication (“Communication”) is subject to the rules of the US Commodity Futures
Trading Commission (“CFTC”), this communication constitutes an invitation to consider entering into a derivatives transaction
under US CFTC Regulations 88 1.71 and 23.605, where applicable, but is not a binding offer to buy/sell any financial instrument.

This communication is prepared by Citi Private Bank, a business of Citigroup, Inc. (“Citigroup”), which provides its clients access to a broad
array of products and services available through Citigroup, its bank and non-bank affiliates worldwide (collectively, “Citi”). Not all products and
services are provided by all affiliates, or are available at all locations. Citi Private Bank personnel are not research analysts, and the
information in this communication is not intended to constitute “research”, as that term is defined by applicable regulations.

All views, opinions and estimates expressed in this communication (i) may change without notice, and (ii) may differ from those views,
opinions and estimates held or expressed by Citigroup or other Citigroup personnel. Recipients of this communication should obtain advice
based on their individual circumstances from their own tax, financial, legal and other advisors before making an investment decision, and only
make such decisions on the basis of the investor's own objectives, experience and resources.

The investor must ascertain if they are suitable for each investment strategy based on their unique investment objectives and risk tolerances.
Strategies discussed herein may have eligibility requirements that must be met prior to investing. Each investor should carefully view the risks
associated with an investment and make a determination based upon the investor’'s own particular circumstances, that the investment is
consistent with the investor’s objective. Strategies described herein involve risk and may not perform as described.

Citi Private Bank is a business of Citigroup Inc. (“Citigroup”), which provides its clients access to a broad array of products and services
available through bank and non-bank affiliates of Citigroup. Not all products and services are provided by all affiliates or are available at all
locations. Neither Citigroup nor its affiliates provide tax or legal advice. In the US, brokerage products and services are provided by Citigroup
Global Markets Inc. (“CGMI”), member SIPC. Accounts carried by Pershing LLC, member FINRA, NYSE, SIPC. CGMI and Citibank, N.A. are
affiliated companies under the common control of Citigroup. Outside the US, brokerage products and services are provided by other Citigroup
affiliates. Investment Management services (including portfolio management) are available through CGMI, Citibank, N.A. and other affiliated
advisory businesses.

None of the financial instruments or other products mentioned in this Communication (unless expressly stated otherwise) is (i) insured by the
Federal Deposit Insurance Corporation or any other governmental authority, or (ii) deposits or other obligations of, or guaranteed by, Citi or
any other insured depository institution.

The expressions of opinion are not intended to be a forecast of future events or a guarantee of future results. Past performance is not a
guarantee of future results. Real results may vary.

The indexes are unmanaged. An investor cannot invest directly in an index. They are shown for illustrative purposes only and do not
represent the performance of any specific investment. Index returns do not include any expenses, fees or sales charges, which would lower
performance. Past performance is no guarantee of future results.

Bonds are affected by a number of risks, including fluctuations in interest rates, credit risk and prepayment risk. In general, as prevailing
interest rates rise, fixed income securities prices will fall. Bonds face credit risk if a decline in an issuer's credit rating, or creditworthiness,
causes a bond's price to decline. High yield bonds are subject to additional risks such as increased risk of default and greater volatility
because of the lower credit quality of the issues. Finally, bonds can be subject to prepayment risk. When interest rates fall, an issuer may
choose to borrow money at a lower interest rate, while paying off its previously issued bonds. As a consequence, underlying bonds will lose
the interest payments from the investment and will be forced to reinvest in a market where prevailing interest rates are lower than when the
initial investment was made.

Citibank N.A., London Branch (registered branch number BR001018), Citigroup Centre, Canada Square, Canary Wharf, London, E14 5LB, is
authorised and regulated by the Office of the Comptroller of the Currency (USA) and authorised by the Prudential Regulation

Authority. Subject to regulation by the Financial Conduct Authority and limited regulation by the Prudential Regulation Authority. Details
about the extent of our regulation by the Prudential Regulation Authority are available from us on request. The contact number for Citibank
N.A., London Branch is +44 (0)20 7508 8000.

Citibank Europe plc is regulated by the Central Bank of Ireland. It is authorised by the Central Bank of Ireland and by the Prudential
Regulation Authority. It is subject to supervision by the Central Bank of Ireland, and subject to limited regulation by the Financial Conduct
Authority and the Prudential Regulation Authority. Details about the extent of our authorisation and regulation by the Prudential Regulation
Authority, and regulation by the Financial Conduct Authority are available from us on request. Citibank Europe plc, UK Branch is registered as
a branch in the register of companies for England and Wales with registered branch number BR017844. Its registered address is Citigroup
Centre, Canada Square, Canary Wharf, London E14 5LB. VAT No.: GB 429 6256 29.

Citibank Europe plc is registered in Ireland with number 132781, with its registered office at 1 North Wall Quay, Dublin 1. Citibank Europe plc
is regulated by the Central Bank of Ireland. Ultimately owned by Citigroup Inc., New York, USA.
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In Jersey, this document is communicated by Citibank N.A., Jersey Branch which has its registered address at PO Box 104, 38 Esplanade, St
Helier, Jersey JE4 8QB. Citibank N.A., Jersey Branch is regulated by the Jersey Financial Services Commission. Citibank N.A. Jersey Branch
is a participant in the Jersey Bank Depositors Compensation Scheme. The Scheme offers protection for eligible deposits of up to £50,000.
The maximum total amount of compensation is capped at £100,000,000 in any 5 year period. Full details of the Scheme and banking groups
covered are available on the States of Jersey website www.gov.je/dcs, or on request.

In the United Arab Emirates and Bahrain Citi Private Bank operates as part of Citibank, N.A.
In South Africa, Financial Service Provider, FSP 30513.

In Hong Kong, this document is issued by CPB operating through Citibank, N.A., Hong Kong branch, which is regulated by the Hong Kong
Monetary Authority. Any questions in connection with the contents in this document should be directed to registered or licensed
representatives of the aforementioned entity.

In Singapore, this document is issued by CPB operating through Citibank, N.A., Singapore branch, which is regulated by the Monetary
Authority of Singapore. Any questions in connection with the contents in this document should be directed to registered or licensed
representatives of the aforementioned entity.

In Canada, Citi Private Bank is a division of Citibank Canada, a Schedule Il Canadian chartered bank. Certain investment products are made
available through Citibank Canada Investment Funds Limited (“CCIFL”), a wholly owned subsidiary of Citibank Canada. Investment Products
are subject to investment risk, including possible loss of principal amount invested. Investment Products are not insured by the CDIC, FDIC
or depository insurance regime of any jurisdiction and are not guaranteed by Citigroup or any affiliate thereof.

CCIFL is not currently a member, and does not intend to become a member of the Mutual Fund Dealers Association of Canada (“MFDA”);
consequently, clients of CCIFL will not have available to them investor protection benefits that would otherwise derive from membership of
CCIFL in the MFDA, including coverage under any investor protection plan for clients of members of the MFDA.

This document is for information purposes only and does not constitute an offer to sell or a solicitation of an offer to buy any securities to any
person in any jurisdiction. The information set out herein may be subject to updating, completion, revision, verification and amendment and
such information may change materially.

Citigroup, its affiliates and any of the officers, directors, employees, representatives or agents shall not be held liable for any direct, indirect,
incidental, special, or consequential damages, including loss of profits, arising out of the use of information contained herein, including
through errors whether caused by negligence or otherwise.

This email contains promotional materials. If you do not wish to receive any further promotional emails from Citi Private Bank,
please send an email to donotspam@citi.com with “UNSUBSCRIBE?” in the subject line. Email is not a secure environment;
therefore, do not use email to communicate any information that is confidential such as your account number or social security
number.

Citi, Citi and Arc Design and other marks used herein are service marks of Citigroup Inc. or its affiliates, used and registered throughout the
world.
IPhone and iPad are trademarks of Apple Inc., registered in the US and other countries. App Store is a service mark of Apple Inc.

© 2017 Citigroup Inc., All Rights Reserved Citibank, N.A. Member FDIC
www.citiprivatebank.com
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