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Economic Growth

The year-over-year percent
change in real GDP dipped
below the two percent mark in
the second quarter, which is a
worrisome sign that has often
preceded recessions in the past
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Real GDP Growth
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Output Gap

The Great Recession has
produced an enormous output
gap that will take years to close
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Output Gap in the U.S.

Trillions of Dollars, Potential vs. Actual GDP, Inflation Adjusted
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Industrial Production & Exports

A pickup in international trade is boosting industrial production and exports; however, it's not
likely to create a whole lot of jobs as growth is concentrated in capital intensive industries
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Regional Manufacturing Surveys

Regional manufacturing surveys have turned down in recent months

New York Manufacturing Philadelphia Manufacturing
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Labor Market

Job losses exceeded every post-
World War Il downturn and the
modest recovery to date has
been extremely disappointing
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Employment Cycles
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Unemployment by County — September 2007
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Unemployment by County — July 2011
Large Portions of the United States Continue to Face Serious Unemployment Issues
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Labor Market

Civilians Unemployed For 27 Weeks or More

In Millions, Seasonally Adjusted
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remaining exceptionally high,
but a large number of people

have remained unemployed for
a long period of time
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Employment Costs

Compensation costs remain
contained, but the cost of
providing healthcare retirement
benefits is accelerating

Employment Cost Index
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Inflation

Core inflation is running slightly
below the lower bound of the
Fed’s comfort zone

"Core" CPI vs. "Core" PCE

Year-over-Year Percent Change
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Mortgage Rates

Mortgage rates are currently
near an all-time low, even
though spreads have returned to
their historic norm
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Conventional Mortgage Rate vs. Spread

Basis Points, Percent

300 8.0%
275 T
1 7.00
250 + 7.0%
225
| t 6.0%
200 7, \
175 a8
\ T 5.0%
150
’
125 N + 0
Spread = Mortgage Rate - 10-Year Treasury Yield 4.0%
100 + | —Mortgage Spread: Sep @ 222 bps (Left Axis)
Conventional 30-Year Fixed Mortg. Rate: Sep @ 4.1% (Right Axis)
75 + + + + + + + 3.0%

2004 2005 2006 2007 2008 2009 2010 2011

Source: Freddie Mac, Federal Reserve Board and Wells Fargo Securities, LLC

Wells Fargo Securities

Corporate Bond Spread

Stock prices began rising in
anticipation of QE2, but have
fallen significantly since the
program ended in June
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Baa Corporate Spread vs. S&P 500 Index
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Jobless Claims and Mortgage Applications

The high-frequency data, such as jobless claims and mortgage applications, is a good place to
measure the effectiveness of monetary policy initiatives

Initial Jobless Claims Mortgage Refinanci ivity
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Home Sales

The gap between existing and
new home sales is widening
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Existing & New Single Family Home Sales

In Millions, Seasonally Adjusted Annual Rate
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Housing Inventory

The U.S. housing market is still
being weighed down by the
enormous supply of vacant
homes for rent and for sale
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Single-Family Home Inventory
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Home Prices

Various mortgage foreclosure
moratoriums and stimulus
programs likely supported

prices earlier and are
now giving way
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Home Prices
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Distressed Home Prices

Home prices of non-distressed
properties have likely bottomed
in many areas around the
country, but falling prices for
foreclosures and bank sales
continue to drag overall home
indices lower
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Impact of Distressed Sales on Home Prices
Year-over-Year Percent Change, CoreLogic
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Residential Investment & Home Improvements

Residential Investment
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Forecast for Remodeling

Leading Indicator of Remodeling Activity
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Our Forecast

Actual Forecast Actual Forecast
2011 2012 2009 2010 2011 2012 2013
1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q

Real Gross Domestic Product * 0.4 1.0 18 1.2 1.0 12 1.9 17 -3.6 3.0 16 1.3 17

Personal Consumption 2.1 0.4 1.8 1.2 13 1.3 1.4 14 | -20 2.0 2.1 1.3 1.3
Inflation Indicators >

“Core" PCE Deflator 11 13 16 2.0 2.1 2.0 19 18 15 14 15 1.9 17

Consumer Price Index 2.2 3.3 3.7 3.7 2.8 2.3 2.0 1.8 -0.3 1.6 3.2 2.2 2.0
Industrial Production * 4.8 0.5 4.9 1.5 2.3 3.2 3.7 3.7 -11.1 5.3 3.8 2.8 3.8
Corporate Profits Before Taxes * 8.8 8.3 6.5 6.4 6.2 6.0 6.4 6.6 7.9 32.2 7.5 6.3 7.1
Trade Weighted Dollar Index * 70.6  69.4 685  69.5 705 715 725 73.0 | 77.7 75.6 69.5 71.9 74.9
Unemployment Rate 8.9 9.1 9.1 9.4 9.5 9.5 9.5 9.4 9.3 9.6 9.1 9.5 9.2
Housing Starts * 0.58 0.57 0.58 0.55 0.57 0.62 0.67 0.70 0.55 0.58 0.57 0.64 0.86
Quarter-End Interest Rates °

Federal Funds Target Rate 025 025 025 025 025 025 025 025 | 0.25 0.25 0.25 0.25 0.25

Conventional Mortgage Rate 4.84 4.51 3.90 3.70 3.70 3.80 4.00 4.10 5.04 4.69 4.24 3.90 4.28

10 Year Note 347 318 175 160 1.80 200 220 230 | 3.26 3.22 2.50 2.08 2.55
Forecast as of: September 23, 2011

1 compound Annual Growth Rate Quarter-over-Quarter

2 Year-over-Year Percentage Change

# Federal Reserve Major Currency Index, 1973=100 - Quarter End

“#Millions of Units

© Annual Numbers Represent Averages
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