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President Donald Trump’s “big, beautiful bill” may
boost consumer optimism - but will it come at the
expense of higher risk premia for US assets and a
weaker dollar?

After a marathon session, the Republican-controlled
US House of Representatives passed President Donald

Trump’s budget reconciliation bill in a vote of 218-214. The
bill — better known as the “big, beautiful bill” — provides the

federal government with a budget for fiscal year 2026.
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With its extra spending on border security and
defence, cuts to Medicaid, and extension of existing
tax cuts, the final text reflects the core of Mr Trump’s
political platform.

According to the Congressional Budget Office (CBO),
the plan would increase the US deficit by around
USD 3.3 trillion over 10 years, with USD 4.6 trillion

in new spending and only USD 1.2 trillion in savings
and revenues (excluding any additional tariff-related

revenues).

Some of the stimulus measures contained in the bill -

such as tax breaks on tips for serving staff — are set to
expire in 2028 at the end of Mr Trump's term in office.

This is likely so they can be used as a dividing factor at
the next presidential election. If all the bill's measures
became permanent, the CBO calculates a total increase
in the deficit of just north of USD 5 trillion.
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The cuts to Medicaid — which provides health insurance
to low-income Americans — are backloaded, with larger
cuts coming in future years. These are also likely to be an
election issue, highlighting the extent to which US fiscal

policy has become dependent on the electoral cycle.

Boost for consumer spending?

With US consumer spending having slowed in recent
months, it is possible that optimism over the tax cuts
causes consumers to become more willing to spend.
Furthermore, companies may use the depreciation
allowances - in areas including commercial real estate —

as a reason to bring forward investment spending.

Both moves might boost economic activity and cause
the Federal Reserve to defer interest rate cuts. However,
we note that the stimulatory effects of the bill will

compete with the contractionary effects of higher tariffs.

In Mr Trump'’s first term in office, improved depreciation
allowances did not stop companies from reducing
investment spending in the wake of tariff increases. What are the risks?
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Our multi asset teams are monitoring the risks
associated with the bill in two key areas:

‘ * The potential strengthening of fiscal risk premia

- on US Treasuries (and indeed other longer-dated
government bonds) given the passing of the bill.
When fiscal spending is set to increase, markets
typically demand higher yields as compensation for
increased supply and risk — a dynamic we are also
seeing in UK Gilts and some European sovereign
bonds. So far, however, the market impact has been
contained. Investors are buoyed by better-than-
expected inflation figures and, to some degree,
speculation over lower interest rates under the new
Fed Chair in 2026. This is helping to keep yields
relatively low and reduce the level of uncertainty
priced into the market, although the underlying risks
have not gone away.

* The potential for further downward pressure on the
US dollar as foreign investors become more reluctant
to hold unhedged US assets and may actively reduce
exposure to US fixed income in anticipation of higher
fiscal risk premia.
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The document is for use by qualified Institutional Investors (or Professional/Sophisticated/Qualified Investors as such term may apply in local
jurisdictions).

This document or information contained or incorporated in this document have been prepared for informational purposes only without regard to the
investment objectives, financial situation, or means of any particular person or entity. The details are not to be construed as a recommendation or an
offer or invitation to trade any securities or collective investment schemes nor should any details form the basis of, or be relied upon in connection with,
any contract or commitment on the part of any person to proceed with any transaction.

Any form of publication, duplication, extraction, transmission and passing on of the contents of this document is impermissible and unauthorised. No
account has been taken of any person’s investment objectives, financial situation or particular needs when preparing this content of this document. The
content of this document does not constitute an offer to buy or sell, or a solicitation or incitement of offer to buy or sell, any particular security, strategy,
investment product or services nor does this constitute investment advice or recommendation.

The views and opinions expressed in this document or information contained or incorporated in this document, which are subject to change without
notice, are those of Allianz Global Investors at the time of publication. While we believe that the information is correct at the date of this material, no
warranty of representation is given to this effect and no responsibility can be accepted by us to any intermediaries or end users for any action taken on
the basis of this information. Some of the information contained herein including any expression of opinion or forecast has been obtained from or is
based on sources believed by us to be reliable as at the date it is made, but is not guaranteed and we do not warrant nor do we accept liability as to
adequacy, accuracy, reliability or completeness of such information. The information is given on the understanding that any person who acts upon it or
otherwise changes his or her position in reliance thereon does so entirely at his or her own risk without liability on our part. There is no guarantee that
any investment strategies and processes discussed herein will be effective under all market conditions and investors should evaluate their ability to
invest for a long-term based on their individual risk profile especially during periods of downturn in the market.

Investment involves risks, in particular, risks associated with investment in emerging and less developed markets. Any past performance, prediction,
projection or forecast is not indicative of future performance. Investors should not make any assumptions on the future on the basis of performance
information in this document. The value of an investment and the income from it can fall as well as rise as a result of market and currency fluctuations
and you may not get back the amount originally invested.

Investing in fixed income instruments (if applicable) may expose investors to various risks, including but not limited to creditworthiness, interest rate,
liquidity and restricted flexibility risks. Changes to the economic environment and market conditions may affect these risks, resulting in an adverse effect
to the value of the investment. During periods of rising nominal interest rates, the values of fixed income instruments (including short positions with
respect to fixed income instruments) are generally expected to decline. Conversely, during periods of declining interest rates, the values are generally
expected to rise. Liquidity risk may possibly delay or prevent account withdrawals or redemptions.
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