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Looking Past Volatility

PIMCO takes a long-term view of markets and economies, one that anchors
investment decisions during shorter-term periods of market volatility. Nonetheless, the
dramatic return of market volatility has understandably unnerved many investors. On
9 February, Daniel ]. Ivascyn, group chief investment officer, and Scott Mather, CIO
Daniel J. lvascyn U.S. core strategies, updated clients on the dynamics at play. They discussed both the
Group Chief Investment Officer short-term, cyclical phenomena of the past week and the long-term, or secular, factors
stretching out multiple years. They also address positioning portfolios for what's ahead.

VOLATILITY IN PERSPECTIVE

The backdrop for the spike in volatility is more cyclical than secular in nature and unique to
this business cycle. The main point to consider is that we are, finally, returning to normal levels

Scott A. Mather .
Chief Investment Officer of volatility.
U.S. Core Strategies
« The U.S. economy is running close to capacity, and we are seeing a historically large dose of

fiscal stimulus late in the cycle. This has implications for economic growth and inflation.

o The recent budget deal in Washington further demonstrates Congress is willing to allow
deficit spending.

o At these levels of volatility, we do not anticipate a spillover into the real economy. However,
volatility is likely to persist, and that could increase the risk of such a spillover over time.

« Volatility is a function of starting valuations, which have been somewhat stretched in equities
and certain segments of the fixed income markets. So markets are more easily spooked by
negative news.

« Credit is less volatile than equities, but this masks some risks and weaknesses in credit
markets that could create opportunities for investors.

THE MACRO VIEW: THE FED AND INFLATION

Our secular view since 2009 has been that we are in a New Normal, later revised to The New
Neutral, global environment characterized by strong disinflationary pressures and relatively
low and stable economic growth.

o We still hold this New Neutral view, though we regularly test the thesis in discussions with
colleagues and with our expert advisors.

 Our base case is for the global economic expansion and inflation to continue at a
moderate pace.

« However, we recognize near-term inflation risk is a legitimate concern for investors.
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» We expect fiscal stimulus will add a slight boost to the U.S. economy, and inflation might
meet or exceed the Federal Reserve’s target this year.

» Recent market events have not meaningfully affected the real economy, and with fiscal
stimulus in place, we believe the Fed will make three hikes that will take the neutral rate to
the low 2’s by the end of 2018.

« Looking more broadly, even if we see localized inflation overshoots in parts of the world,
which could lead to local higher interest rates, we do not expect a breakout in inflation that
prompts a paradigm shift or runaway interest rates.

PORTFOLIO IMPLICATIONS: A FOCUS ON MANAGING RISKS AND SEIZING OPPORTUNITIES

Risk management is a central focus of discussion in the Investment Committee. We are
continually stress testing portfolios and planning our response — both defensive and offensive
- for volatility spikes. Input to our discussion is global, coming from PIMCO professionals in
several countries, as well as outside experts, including our Global Advisory Board chaired by
former Chairman of the Federal Reserve Ben Bernanke. We have been gradually reducing risk
across portfolios, increasing liquidity and watching for opportunities created by volatility.

The impact on core bond portfolios:
« 10-year yields are not likely to rise much above 3%.

« The increase in yields has led to fairer values in the short end of the curve, but less so in the
long end where more repricing is likely due to higher inflation expectations, the return of
term premia and concerns about fiscal deficits.

o We see value in high quality U.S. bonds in the belly of the curve, while the mortgage sector in
general also is attractive.

« There has been some repricing of corporate credit, but we remain defensive due to potential
additional spillover from the equity market.

« Inflation-linked securities have done well the past several months but remain attractively
priced, though we are mindful to monitor the effect of volatility.

« Although we see some opportunities arising from volatile markets, we are broadly cautious
in fixed income.

The impact on income strategies:
» We remain cautious on duration, although rates will likely remain range-bound.

» We have been maintaining high allocations to high quality bonds in the U.S. and Australia
(which could provide some hedge against a slowdown in Asia, China in particular).

» We believe housing-related investments remain attractive even with higher rates — the
market is highly regulated, lending is not aggressive and fundamentals are relatively strong,
especially compared with the corporate sector.

« We do not foresee a recession in the near term and believe defaults will remain low, but given
expectations of heightened volatility, we are especially selective in generic corporate credit.
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Past performance is not a guarantee or a reliable indicator of future results.

All investments contain risk and may lose value. Investing in the bond market is subject to risks, including market, interest rate,
issuer, credit, inflation risk, and liquidity risk. The value of most bonds and bond strategies are impacted by changes in interest rates.
Bonds and bond strategies with longer durations tend to be more sensitive and volatile than those with shorter durations; bond

prices generally fall as interest rates rise, and the current low interest rate environment increases this risk. Current reductions in bond
counterparty capacity may contribute to decreased market liquidity and increased price volatility. Bond investments may be worth
more or less than the original cost when redeemed. Corporate debt securities are subject to the risk of the issuer’s inability to
meet principal and interest payments on the obligation and may also be subject to price volatility due to factors such as interest rate
sensitivity, market perception of the creditworthiness of the issuer and general market liquidity. Inflation-linked bonds (ILBs)
issued by a government are fixed income securities whose principal value is periodically adjusted according to the rate of inflation;
ILBs decline in value when real interest rates rise. Mortgage- and asset-backed securities may be sensitive to changes in interest
rates, subject to early repayment risk, and while generally supported by a government, government-agency or private guarantor, there
is no assurance that the guarantor will meet its obligations. Investing in foreign-denominated and/or -domiciled securities may
involve heightened risk due to currency fluctuations, and economic and political risks, which may be enhanced in emerging markets.
Diversification does not ensure against loss.

There is no guarantee that these investment strategies will work under all market conditions or are suitable for all investors and each
investor should evaluate their ability to invest long-term, especially during periods of downturn in the market. Investors should consult
their investment professional prior to making an investment decision.

This material contains the current opinions of the manager and such opinions are subject to change without notice. This material has
been distributed for informational purposes. Forecasts, estimates and certain information contained herein are based upon proprietary
research only and should not be considered as investment advice or a recommendation of any particular security, strategy or
investment product. Information contained herein has been obtained from sources believed to be reliable, but not guaranteed.

PIMCO provides services only to qualified institutions and investors. This is not an offer to any person in any jurisdiction where unlawful
or unauthorized. | Pacific Investment Management Company LLC, 650 Newport Center Drive, Newport Beach, CA 92660 is
requlated by the United States Securities and Exchange Commission. | PIMCO Europe Ltd (Company No. 2604517) and PIMCO
Europe Ltd - Italy (Company No. 07533910969) are authorised and regulated by the Financial Conduct Authority (25 The North
Colonnade, Canary Wharf, London E14 5HS) in the UK. The Italy branch is additionally regulated by the Commissione Nazionale per

le Societa e la Borsa (CONSOB) in accordance with Article 27 of the Italian Consolidated Financial Act. PIMCO Europe Ltd services
are available only to professional clients as defined in the Financial Conduct Authority's Handbook and are not available to individual
investors, who should not rely on this communication. | PIMCO Deutschland GmbH (Company No. 192083, Seidlstr. 24-24a,
80335 Munich, Germany), PIMCO Deutschland GmbH Italian Branch (Company No. 10005170963) and PIMCO Deutschland GmbH
Swedish Branch (SCRO Reg. No. 516410-9190) are authorised and regulated by the German Federal Financial Supervisory Authority
(BaFin) (Marie- Curie-Str. 24-28, 60439 Frankfurt am Main) in Germany in accordance with Section 32 of the German Banking Act
(KWG). The Italian Branch and Swedish Branch are additionally supervised by the Commissione Nazionale per le Societa e la Borsa
(CONSOB) in accordance with Article 27 of the Italian Consolidated Financial Act and the Swedish Financial Supervisory Authority
(Finansinspektionen) in accordance with Chapter 25 Sections 12-14 of the Swedish Securities Markets Act, respectively. The services
provided by PIMCO Deutschland GmbH are available only to professional clients as defined in Section 67 para. 2 German Securities
Trading Act (WpHG). They are not available to individual investors, who should not rely on this communication. | PIMCO (Schweiz)
GmbH (registered in Switzerland, Company No. CH-020.4.038.582-2), Brandschenkestrasse 41, 8002 Zurich, Switzerland, Tel: + 41
44512 49 10. The services provided by PIMCO (Schweiz) GmbH are not available to individual investors, who should not rely on this
communication but contact their financial adviser. | PIMCO Asia Pte Ltd (8 Marina View, #30-01, Asia Square Tower 1, Singapore
018960, Registration No. 199804652K) is regulated by the Monetary Authority of Singapore as a holder of a capital markets services
licence and an exempt financial adviser. The asset management services and investment products are not available to persons

where provision of such services and products is unauthorised. | PIMCO Asia Limited (Suite 2201, 22nd Floor, Two International
Finance Centre, No. 8 Finance Street, Central, Hong Kong) is licensed by the Securities and Futures Commission for Types 1, 4 and

9 regulated activities under the Securities and Futures Ordinance. The asset management services and investment products are

not available to persons where provision of such services and products is unauthorised. | PIMCO Australia Pty Ltd ABN 54 084
280 508, AFSL 246862 (PIMCO Australia). This publication has been prepared without taking into account the objectives, financial
situation or needs of investors. Before making an investment decision, investors should obtain professional advice and consider
whether the information contained herein is appropriate having regard to their objectives, financial situation and needs. | PIMCO
Japan Ltd (Toranomon Towers Office 18F, 4-1-28, Toranomon, Minato-ku, Tokyo, Japan 105-0001) Financial Instruments Business
Registration Number is Director of Kanto Local Finance Bureau (Financial Instruments Firm) No. 382. PIMCO Japan Ltd is a member of
Japan Investment Advisers Association and The Investment Trusts Association, Japan. Investment management products and services
offered by PIMCO Japan Ltd are offered only to persons within its respective jurisdiction, and are not available to persons where
provision of such products or services is unauthorized. Valuations of assets will fluctuate based upon prices of securities and values of
derivative transactions in the portfolio, market conditions, interest rates and credit risk, among others. Investments in foreign currency
denominated assets will be affected by foreign exchange rates. There is no guarantee that the principal amount of the investment will
be preserved, or that a certain return will be realized; the investment could suffer a loss. All profits and losses incur to the investor.
The amounts, maximum amounts and calculation methodologies of each type of fee and expense and their total amounts will vary
depending on the investment strategy, the status of investment performance, period of management and outstanding balance of assets
and thus such fees and expenses cannot be set forth herein. | PIMCO Canada Corp. (199 Bay Street, Suite 2050, Commerce Court
Station, P.0. Box 363, Toronto, ON, M5L 1G2) services and products may only be available in certain provinces or territories of Canada
and only through dealers authorized for that purpose. | PIMCO Latin America Edificio Internacional Rio Praia do Flamengo, 154

1o andar, Rio de Janeiro — RJ Brasil 22210-906. | No part of this material may be reproduced in any form, or referred to in any other
publication, without express written permission. PIMCO is a trademark of Allianz Asset Management of America L.P. in the United
States and throughout the world. THE NEW NEUTRAL is a trademark of Pacific Investment Management Company LLC in the United
States and throughout the world. ©2018, PIMCO.
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