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U.S. Review U.S. Nonfarm Employment Change
. . Change in Employment, In Thousands
A Solid Week To Be Sure, But Keep an Eye on the Details 450 450
== Monthly Change: Jan @ 225K
e U.S. employers added 225K new workers to their payrolls in 400 | —12-Month Average Change: Jan @ 171K T 400
January, which handily beat expectations. But the factory 350 | 1 350
sector shed jobs for the third time in four months, and net 200 300
layoffs were reported for finance and retail as well.
. . . . . 250 + + 250
For the first time in six months, the ISM was not in contraction
territory in January. A first step toward de-escalation in the 200 - 200
trade war helped, but coronavirus worries are not yet showing 150 s
up in these numbers. ‘
The economy is still growing, but we’re not out of the woods yet 100 ‘ ‘ 100
with the trade war, and the coronavirus is still a developing 50 | | | | 50
threat that we are only beginning to understand. 0 | I 0
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Global Review Global GDP Growth Performance
Year-over-Year Percent Change
. 0 0y 0
Growth Slowdown & Monetary Easing Nearing an End? 9% 9%
o There are signs the global growth slowdown and global easing
. . 6% T 6%
cycle may be nearing an end, even as the coronavirus offers new ’ )
downside economic risks. After U.S. and China’s GDP growth
were broadly steady in Q4, Australia’s central bank governor 3% 1 1 3%
this week suggested the growth slowdown is coming to an end.
e Australia’s central bank held rates steady, but its language was 0% 0%
y 8
more hawkish in tone, while monetary policy in the U.S. and
across Europe also appears to be on hold. Brazil’s central bank oo | 1 s
cut rates 25 bps but signaled an end to its easing cycle. Mexico
: : : I~—G7 Economies: Q3 @ 1.6%
is a notable exception that proves the rule, and is expected to [ Ge-620 Economis: 03 @3.7%
cut interest rates 25 bps next week. 6% ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ 6%
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Wells Fargo U.S. Economic Forecast Inside
Actual Forecast Actual Forecast .
2019 2020 2017 2018 2019 2020 2021 US, ReV]eW 2
10 20 3¢ 40 10 20 30 40 U.S. Outlook 3
Real Gross Domestic Product ! 3.1 2.0 2.1 2.1 1.2 2.9 2.2 2.3 2.5 2.9 2.3 2.1 2.3 .
Personal Consumption 1.1 4.6 3.1 1.8 2.1 2.0 1.9 1.9 3.0 3.0 2.6 2.3 2.0 GIObal ReVleW 4
— Global Outlook 5
Inflation Indicators . .
PCE Deflator 14 14 14 15 | 20 19 20 20 | 15 21 | 14 19 1.9 Point of View 6
Consumer Price Index 1.6 1.8 1.8 2.0 2.4 2.2 2.2 2.2 1.6 2.4 1.8 2.2 1.8 Topic of the Week 7
Industrial Production ! -1.9 -2.3 1.2 -0.5 -3.9 1.6 1.7 2.1 3.1 3.9 0.8 -0.5 1.7 Market Data 8
Corporate Profits Before Taxes 2| -2.2 1.3 -1.2 1.5 3.0 2.0 2.5 2.2 5.4 3.4 -0.2 2.4 2.0
Trade Weighted Dollar Index 3 109.8 109.7 111.0 109.9 109.3 108.5 107.5 106.5 93.4 106.4 | 110.1 107.9 104.6
Unemployment Rate 3.9 3.6 3.6 3.5 3.6 3.5 3.6 3.6 6.2 3.9 3.7 3.6 3.7
Housing Starts * 1.21 1.26 1.28 1.44 1.34 1.33 1.33 1.32 1.00 1.25 1.29 1.33 1.35
Quarter-End Interest Rates °
Federal Funds Target Rate 2.50 2.50 2.00 1.75 1.75 1.75 1.75 1.75 0.25 1.96 2.25 1.75 1.75
Conventional Mortgage Rate 4,28 3.80 3.61 3.72 3.90 3.90 3.90 3.90 4,17 4.54 3.94 3.90 4.03
10 Year Note 2.41 2.00 1.68 1.92 2.10 2.15 2.15 2.20 2.54 2.91 2.14 2.15 2.33
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U.S. Review

Strong Jobs Numbers Tempered by Sign Manufacturing

U.S. employers added another 225K workers to their payrolls in Change in Employment, In Thousands
. . 60 60
January, an outcome that exceeded.expecta.tlons. Owing partly to Monthly Changer Jan @ -12.0K
the fact that more people are entering the in the labor force, the —12-M Avg. Change: Jan @ 2.2K
unemployment rate edged higher to a still-low 3.6%. 40 | L 40

Another drop in initial claims for unemployment insurance attests
to the fact that the labor market remains tight, but there were a few
chinks in the armor of this otherwise solid jobs report. WW

The manufacturing sector lost jobs for third time in four months,

and there were no auto strikes to blame this time. Layoffs were not 0 [ 0
limited to the factory sector either as financial services went from

slowing job growth to a slight decline in January. Retailers also  -20 | + -20
posted net layoffs for the second time in three months.

Elsewhere, the gains were broadly based and the strong demand

1 + -40
for labor helped lift wage growth to 3.1%. We expect wage growth

to strengthen this year, but only modestly. Compensation plans

have improved somewhat, but fewer job openings and pockets of ~ "®° 1 1‘ ) 1}3 1‘ 4 1‘ < 1‘ 6 1}7 1‘ 8 1‘ 9 2‘ R 60
layoffs, even if only temporary, suggest demand for labor has

cooled since the middle of last year. ISM Manufacturing & Non-Manufacturing

A hallmark of the current cycle has been that despite a low . Composite Diffusion Index 65

unemployment rate, there has not been sustained periods of the

sort of strong wage growth it takes to meaningfully push inflation ¢g L 1 60
higher. On that basis, we see little to change in the Fed’s intentions
from today’s solid jobs report. 55 1 r 55
Manufacturing ISM Edges Up, More Strength in Services
The ISM manufacturing index came in at 50.9 in January after >0  { ¥ >0
touching the lowest level since the recession in December. Thiskey s | W Las
yardstick for the manufacturing sector had been in contraction

territory for five straight months. So the move to expansion from 4 |

+ 40

contraction is certainly welcome, but we are not completely out of
the woods with the trade war, and we are only beginning to 35 - + 35
understand the potential effects of the coronavirus outbreak and
what it means for supply chains. The non-manufacturing ISM has 3% T—ism Manufacturing index: Jan @ 50.9 7 30
been less vulnerable to some of the factors that have buffeted the —1ISM Non-Manufacturing Index: Jan @ 55.5
factory sector like the trade war and the slowing in global growth, 25 98 80 (;2 0} 4 86 88 1‘ 0 1‘ ) 1‘ 4 1‘ s 118 ;0 2
which perhaps explains why the service sector ISM has remained
in expansion territory throughout 2019. We learned this week that Imports of Industrial Supplies & Materials
in January the non-manufacturing ISM edged higher to 55.5 with 590 Billions of USD 690
most subcomponents also in expansion territory.
Some Improvement on Trade $80 $80
The trade deficit widened for the first time in three months in
December. In recent months there has been a slowing in both ~ $70 $70
imports and exports, but trade picked up on both sides of the
ledger in December. Exports increased a little over $1.5 billion, but ~ #6° $60
imports shot up $6.8 billion. There were some signs of life for s50 $50
capital spending in the details; imports of industrial supplies shot
up $4.0 billion, accounting for almost all of the surge in imports $40 $40
and partially reversing four straight monthly declines. The Phase I
trade deal may boost trade activity this year, though we suspectit 330 $30
is too early to get excited about a resumption in normal trade. The
improved sentiment seen in the ISM jump is the place where we  $20 $20
can see some affirmation that the manufacturing sector is —Industrial Supplies & Materials: Dec @ $44.9B

$10 | | | | | | | | |  $10

encouraged by the de-escalation. 00 02 o4 06 08 10 12 14 16 18 20

Source: U.S. Department of Labor, Institute for Supply Management,
U.S. Department of Commerce and Wells Fargo Securities
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NFIB Small Business ¢ Tuesday

Small business owners had a lot to digest in January. First,
impeachment proceeded in Washington, D.C., but removal from
office was never a serious prospect as it quickly became clear that
Republicans senators would not break ranks. With President Trump
now acquitted, the Democratic primaries will take over as the largest
political question mark for small business owners, who lean
disproportionately Republican. Second, the Phase I deal with China,
signed on January 15, should moderately reduce trade policy
uncertainty. However, just a few days later the Wuhan coronavirus
became a global concern. Small businesses are certainly less exposed
to the global economy than large corporations, but even the smallest
firms have ties to Chinese suppliers, and are exposed to financial
conditions, which tightened in response to the outbreak.

Last month the index fell two points as the uncertainty sub-index
soared eight points. The latter index likely remains elevated.
Previous: 102.7

Consensus: 103.5

Retail Sales Ex-Food, Autos, Gas & Building Materials

Year-over-Year Percent Change of 3-MMA of "Control Group" Retail Sales
9% 9%
—Control Group Sales: Dec @ 4.2%‘

6% A + 6%
306 | W 1 30
0% 0%

3% + + 3%
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Industrial Production ¢ Friday

Boeing 737 MAX production was fully suspended in January,
meaning that the domestic factory sector’s performance will appear
worse than the underlying trend. We estimate the months-long
suspension will shave about 0.5 percentage points off GDP growth in
Q1, and it should materialize in a sharp drop in aircraft production.

The coronavirus will not directly impact U.S. factories, but could
certainly weigh on production in industries whose supply chains are
heavily intertwined with China, where many factories have shut
down. The computer & electronics industry is the most exposed, but
any impact will likely not materialize until next month’s IP report.
See our report on U.S. supply chains for more detail.

Outside the MAX and coronavirus disruptions, manufacturing
continues to show signs of bottoming, with the ISM manufacturing
index returning to growth territory after five straight sub-50s.

Previous: -0.2% Wells Fargo: -1.0%

Consensus: -1.3% (Month-over-Month)

NFIB Small Business Optimism
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Retail Sales « Friday
We expect retail sales rose 0.3% in January, in-line with consensus,
but we will also be closely watching for revisions to data from the end
of the holiday shopping season. Primary data show our measure of
holiday sales (retail spending excluding auto, gas and restaurant
sales) rose 4.1% in 2019 compared to 2018, slightly below what we
expected. They also show non-store retailer sales rose an incredible
24%, matching bullish Q4 corporate earnings reports from Amazon
and other retailers with major e-commerce platforms. Revisions and
seasonal adjustments may be more significant than usual as the
Department of Commerce adjusts to changing shopping patterns.

Looking ahead, job growth remains solid and consumer confidence
is back near cycle highs. The trend-like gain in January should set up
personal consumption for the 2.1% annualized increase we currently
expect in Q1. The coronavirus is unlikely to impact the U.S. consumer
in a material way.

Previous: 0.3% Wells Fargo: 0.3%

Consensus: 0.3% (Month-over-Month)

Industrial vs. Manufacturing Production

Year-over-Year Percent Change
6% 6%

3% T+ \ 3%
0% A} 0%

-3% T+ T+ -3%

—Industrial Production: Dec @ -1.0%
Manufacturing Production: Dec @ -1.3%
-6% } } } } } } } - -6%
12 13 14 15 16 17 18 19 20
Source: NFIB, Conference Board, U.S. Department of Commerce,
Federal Reserve Board and Wells Fargo Securities
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Global Review

Australian Economy Subdued, RBA Mildly Hawkish Australian Real Retail Sales

Quarter-over-Quarter Percent Change

The Reserve Bank of Australia (RBA) held its latest monetary s s

policy this week, keeping its Cash Rate steady at 0.75%. While the
RBA said interest rates will remain low for an extended period and
it is prepared to ease further if needed, some aspects of its
announcement were more hawkish in tone. The RBA said there 1.0% | 1+ 1.0%
were signs the global growth slowdown is coming to an end, though
in a follow up speech RBA Governor Lowe noted there would be a
stronger case to cut interest rates if unemployment rises.
Meanwhile the central bank made only minor downward revisions
toits GDP growth and CPI inflation forecasts in its Monetary Policy
Statement. A policy shift in either direction doesn’t look likely for
the time being, though if there was to be a move the risks probably  ¢.0% 0.0%
still lean more towards a rate cut than a rate hike. This week’s
economic releases saw a 0.5% quarter-over-quarter increase in
Q4 real retail sales, a reasonable result after a run of modest [ = Retail Sales: Q4 @ 0.48% |
outcomes for the retail sector (top chart). In addition the January %> 10 } 1 } 12 } 13 } 14 } is } 16 } 17 } 18 } 19 "0.5%
manufacturing and services PMIs remained near or below the

0.5% + 0.5%

breakeven 50 level, suggesting subdued growth. As of now market Canadian Employment

pricing still implies a rate cut during the next 12 months, while we - Month-over-Month Change in Employment, In Thousands 15

expect the RBA to remain on hold during that period.

Canadian Growth Swings Lower Again 100 T 100
75 + 75

The Canadian economy has been in focus in recent months as both

activity trends and the Bank of Canada’s (BoC) monetary policy 50 + T 50
outlook have shown some variability. In late January central bank 25 b | 9
policy once again took a dovish swing, as the BoC held rates steady

V 0

but cut its Q4 GDP forecast to just 0.3% quarter-over-quarter 0
annualized, while Governor Poloz said the door was open to a rate o5 1 L o5
cut. Recent data have kept that door ajar. Canada’s November GDP
actually beat expectations with a modest 0.1% month-over-month
gain, though on a three-month annualized basis growth slowed to .75 + + 75
just 0.3%. Canada’s jobs data for January were a bit more
encouraging and employment rose by 34,500, a second straight
gain, and the unemployment rate dipped to 5.5%. However, the  -125 + Change in Employment: Jan @ 34.5K |4 .15
trend in employment growth has slowed noticeably in the past . 1 1 1 _G'M?nth MOV'FQ Avera?e: Jan @1 20.2K L 150
six months, to an average monthly gain of 20,200. We don’t believe 04 06 08 10 12 14 16 18 20
those employment figures are soft enough for the BoC to move just

yet. That said, markets have priced in 20 bps of rate cuts over the Brazilian Inflation and Interest Rates

next six months and, should the soft Canadian data trend continue,
that may be enough for the BoC to deliver on those expectations.

Rate Cuts Still Coming From Latin America

-50 + + -50

-100 + + -100

16% 16%

The trend of lower interest rates continued in Latin America this
week, with Brazil’s central bank lowering its Selic rate 25 bps to a
record low 4.25%. However, the central bank also signaled that it
has reached the end of its easing cycle. While Brazil’s December
industrial output fell 1.2% year-over-year, the broader economy is
on a gradual recovery path, while the January CPI eased to 4.2%
year-over-year.

12% + + 12%

8% T T 8%

In Mexico, however, the monetary easing cycle appears likely to
continue. The January manufacturing and services PMI were near
the breakeven 50 level, consistent with a stagnant economy. The
January CPI rose to 4.2% year-over-year, but remains well within

its target range. We expect the Bank of Mexico to cut rates further _gf;li'cY;;:f’li;‘ﬁ?_ﬁ?ﬁ?“ change: Jan @ 4.2%

at its next meeting on February 13. 0% ‘ ‘ ‘ ' | +H o%
08 10 12 14 16 18 20

4% + 1 4%

Source: Bloomberg LP, IHS Markit and Wells Fargo Securities
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U.K. GDP « Tuesday

The U.K. economy likely finished 2019 on a soft note, in part due to U.K. Real GDP
Brexit uncertainty and ahead of the U.K. December general election. Bars = Compound Annual Rate  Line = Yr/Yr % Change
Monthly activity indicators and a variety of confidence surveys 8% 8%

suggest soft Q4 growth after a gain of 0.4% quarter-over-quarter in
Q3. For Q4 we expect that GDP was flat on a sequential basis. That
would see Q4 GDP slow to 0.9% year-over-year, which would be the
slowest pace of growth since early 2010. 20

6% 6%

4% 4%

2%

The release will also include details on the U.K. economy both by
expenditure breakdown and by industry sector. Consumer spending
is expected to rise 0.1% quarter-over-quarter and investment
spending is seen falling 0.2%. We also anticipate that industrial 4% + 1 49
activity fell during Q4, while we see services activity as having been
broadly flat. While the Bank of England has become more dovish
recently, we think it will take more soft data before the central bank 8% + 1 _gop
more seriously considers lowering interest rates.

0% 0%

2% + + 2%

6% + | 1 -6%

. S ° -10% - |mmCompound Annual Rate: Q3 @ 1.7% 4 -10%
Previous: 0.4% Wells Fargo: 0.0% Year-over-Year Percent Change: Q3 @ 1.1%
-12% f f f f f f f f f -12%
. o,
Consensus: 0.0% (Quartel‘-ovel‘-QuaI'tel‘) 00 02 04 06 08 10 12 14 16 18

Riksbank Policy Meeting « Wednesday

The Riksbank exited negative interest rate territory at its December
Global GDP Growth Performance policy meeting, raising its repo rate 25 bps to 0.00%. Recent
Year-over-Year Percent Change . .

9% 9% commentary from policymakers suggests that zero is not the new
lower bound for interest rates and a rate cut is just as likely as a rate
hike. However, a steady repo path remains the most likely scenario.
6% - 1 6% Looking ahead to next week, we expect the Riksbank to remain on
hold at its meeting, and will closely watch the accompanying report

for any indication of a material change to its projected repo path.

3% & 1 30 In neighboring Norway, the January inflation release is on next
week’s schedule. Underlying CPI inflation slowed more than
expected in December, edging down to 1.8%, likely in part due to
0% f 0% holiday-related discounts. With the Norges Bank likely to remain on
hold for an extended period of time and underlying inflation holding
near the central bank’s 2% target, next week’s CPI report should have

-3% 1 + -3% little impact on the projected policy rate path.
G7 Economies: Q3 @ 1.6% .
—G8-G20 Econom?es: Q3 @3.7% Previous: 0.00% Wells Fargo: 0.00%
-6% | | | | | | | | | -6% o
00 02 04 06 08 10 12 14 16 18 Consensus: 0.00%

Banxico Policy Decision « Thursday

The Bank of Mexico is scheduled to make a monetary policy Mexico Policy Rate vs. Core CPI
announcement next week, and is widely expected to lower its Year-over-Year Percent Change, Rate

overnight rate another 25 bps to 7.00%. Mexico’s economy has come 10% — o3 10%
oy . . —Core , YoY Percen ange: Jan 7%
to a standstill in recent quarters and, indeed, GDP fell by 0.3% year- Ce;tra” Bank ponrcy Rate: Fegb @ 7.25%
over-year in Q4. Next week’s data also include December industrial
output, which we anticipate will show a 14t straight year-over-year
decline. With inflation comfortably within the central bank’s 2% to
4% target range, we are with the consensus in expecting another rate
cut next week.

8% T T 8%

While the consensus forecast is for a 25 bp reduction the Mexican 6% T 6%

peso has been quite sturdy recently, meaning, if anything, the risks
are tilted to a larger 50 bp cut. Moreover, a rate cut next week is
unlikely to be the end of the monetary easing cycle, with market
pricing currently pointing to around a further 109 bps of easing over
the next 12 months. /M

Previous: 7.25% Wells Fargo: 7.00%

4% + - 4%

o 2% 1 1 1 1 1 1 1 1 1 Ho2o
Consensus: 7.00% 10 11 12 13 14 15 16 17 18 19 20

Source: Bloomberg LP, IHS Markit and Wells Fargo Securities
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Interest Rate Watch Credit Market Insights
When Will the Fed Stop Buying Short Term Funding Rates Lenders Look Out into 2020
Treasury Bills? 2.75% 2.75% .

SOFF: e 06 @ L.55% In the Fed’s latest Senior Loan Officer

. —EFFR: Feb-06 @ 1.59%

At the January 29 FOMC meeting, the 2.5% L —1-Month LIBOR: Feb-06 @ 1.67% |1 2.5% Opinion Survey, covering Q4-2019, banks
committee reaffirmed its plan to “continue reported continued weakness in demand for
purchasing Treasury bills at least into the — 22s% ¢ 722  commercial and industrial (C&I) loans. This
second quarter of 2020 to maintain over caps off a year-long deceleration in C&I
time ample reserve balances at or above the ~ *** | 1™ lending, which ended with a sequential
level that prevailed in early September | |15 decline in fourth quarter loan volumes.
2019.” The TFed also committed to = While banks have not eased credit standards
conducting term and overnight repo  is% 115%  to help improve demand, a number of them
operations until at least April. This raises an have offered better spreads on loans due to
interesting question: why would the Fed l'zsugep—ls o:é—lo Oc2—31 NO\}/—ZI De;—lZ Jar:—OZ Jari—zs s greater competition from other banks or
continue to buy T-bills? Money markets Total Bank Reserves Held at the Federal Reserve capital markets.
have been tame over the past few mont.h§, $1,800 Bore sits0 On  the consumer side, demand for
and Treasury repo rates continue to exhibit s1616 e residential mortgage loans remained strong.
little volatility (top chart). sowy [**°  The MBA’s mortgage application index

L 41400 ended the year up roughly 60%, propelled
by lower mortgage rates. While the strength
7$20 in housing demand looks set to continue
into 2020, the outlook for other forms of
consumer credit is less clear. Banks reported
1 $800 weaker demand for auto loans, and though
demand for credit card loans was

First, the Fed likely wants to create enough ¢, 4, |
of a reserve buffer above $1.5 trillion to
ensure that there are ample reserves in the = $2° 1
banking system, even during periods of
reserve volatility (middle chart). Second,
the Fed will need to buy T-bills to offset the $800 |-
decline in reserves that will occur as the Fed

$1,000 T T $1,000

600 - + + 600 . .
graduauy pulls baCk fI'OHl the repo market- : Average Reserves Average Reserves Projected Reserves ¢ un(:hanged’ reV01V1ng credlt gI'OWth has
. . Week of Sep. 4, 2019 Week of Jan. 29, 2019 id-J 2020 . . .
As the Fed pulls back from lending in the cererser cereren e been decelerating on a year-ago basis since
repo market, a decline in repurchase Federal Reserve Treasury Bill Holdings April. These trends are not terribly
Percent of Total Marketable Treasury Bills Outstanding . . .
agreements (an asset on the balance sheet) 4% [ red il Totdngs 5an 8 57% | 4%  concerning for consumer spending, given
. . . . —Fed T-Bill Holdings: Jan 7%
will correspond with a decline in bank s, | | 35, the strong labor market, but some banks are

beginning to tighten standards on consumer
loans. For those which expected to tighten
lending standards in 2020, a majority cited
20 a lower risk appetite and deteriorating
| s credit quality. This is not too surprising,
given the recent drift up in delinquency
rates, but it may not be cause for alarm.
Most banks still expect their standards to
o»  remain unchanged, reflecting the general
strength in households’ financial position.

reserves (a liability on the balance sheet). 1 00

30% T
Our forecast assumes the Fed will continue
to buy T-bills at a pace of $60 billion per
month through mid-April. We then project
the Fed will taper to $45 billion from mid- 5% 1
April to mid-May, then buy $30 billion from 140, |
mid-May to mid-June. In addition, we
project that the total amount of repo
agreements on the Fed’s balance sheet will ~ ®*55 5, o5 01 03 05 o7 05 11 13 15 17 19
decline from about $200 billion at present
to $100 billion by mid-June.

By mid-June, we expect the Fed will stop Credit Market Data
of

buying a predetermined amount

25% T, T 25%

20% +

T 10%

5% T + 5%

Source: Federal Reserve Board, Bloomberg LP, IHS Markit and Wells Fargo Securities

= . Week 4 Weeks Year
securities and instead allow the balance Mortgage Rates Current Ago Ago Ago
sheet to grow organically, as is normal. Our 30-Yr Fixed 3.45% 3.51% 3.65% 4.41%
projection of organic balance sheet growth 15-Yr Fixed 2.97% 3.00% 3.09% 3.84%
is roughly $12.5 billion per month, with the 5/1 ARM 3.32% 3.24% 3.39% 3.91%
urchases spread across the entire Treasu : Current Assets 1-Week 4-Week Year-Ago
Eurve. Werepthis scenario to unfold, it wouﬁi, BanicLending (Biltions) Change (SAAR) Change (SAAR) Change
. y Commercial & Industrial $2,347.0 8.52% 0.20% 1.02%
put the total size of the Fed’s balance sheet Revolving Home Equity $317.6 -7.36% -7.07% -9.06%
at roughly $4.3 trillion by mid-June, with Residential Mortgages $1,971.1 15.37% 1.40% 4.35%
total bank reserves around $1.7 trillion. The Commerical Real Estate $2,315.0 5.66% 7.21% 5.36%
Fed would own nearly 20% of the T-bill Consumer $1, 596.4 13.17% 4.35% 6.03%
market, up from zero as recently as last Mortgage Rates Data as of 02/07/20, Bank Lending Data as of 01/22/20
September (bottom chart). Source: Freddie Mac, Federal Reserve Board and Wells Fargo Securities
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Topic of the Week
Wuhan Coronavirus Update

Cases of the new coronavirus continue to climb with the
total currently at roughly 30,000. The virus is now
estimated to be responsible for more than 600 deaths and
is reported to span 5 continents and at least 25 countries.

The macro impact remains uncertain but will likely be
greater than during the 2003 SARS outbreak as China is
a bigger player in the global economy today than it was
17 years ago.

Below is a short synopsis of our recent work on the topic.
Downward Revision to China’s GDP Outlook

The virus will likely weigh on China’s services sector as it
coincided with the Lunar New Year, the most significant
holiday on the Chinese calendar. Factory closures will
also weigh on industrial output.

We expect a significant hit to China’s Q1 GDP, with the
lost output mostly recovered in subsequent quarters. We
now forecast Chinese GDP growth of 5.5% in 2020
compared to 5.9% before the outbreak.

Economies Most Exposed to a China’s Slowdown

The impact is unlikely to be contained to China. Most of
the economies with the greatest economic exposure to
China—measured by total value added derived from final
demand in China—lie in Asia. Indirect effects are also
likely. Countries with the greatest share of foreign final
demand in their total value added are also at risk, such as
Luxembourg, Ireland, Singapore, Malta and Hungry.

Smaller, externally oriented economies should feel the
biggest economic brunt of the current outbreak.

Supply Disruption & U.S. Factories

U.S. output could also be hit. The toll on manufacturing
production is likely to be concentrated in the computer &
electronics industry given its reliance on Chinese-made
inputs as well as its relatively high share of U.S. industrial
production. Few other industries, however, bear both
high input exposure to China and command a large
fraction of U.S. production. High levels of manufacturing
inventories also suggest spillovers to U.S. production
could be limited at least for a time.

For further analysis, join us for our webcast
Wednesday, February 12, at 11:00 a.m. ET as we
discuss the effect of the coronavirus to our
outlook.

Economic Exposure to the Global Economy by Country
Foreign Final Demand as a Share of a Country's Value Added
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70% + -+ 70%
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Source: Organization for Economic Cooperation and Development, Federal
Reserve Board, U.S. Department of Commerce and Wells Fargo Securities
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Market Data ¢ Mid-Day Friday

U.S. Interest Rates Foreign Interest Rates

Friday 1 Week 1 Year Friday 1 Week 1 Year

2/7/2020 Ago Ago 2/7/2020 Ago Ago

1-Month LIBOR 1.67 1.66 2.51 3-Month Euro LIBOR -0.42 -0.42 -0.33
3-Month LIBOR 1.73 1.76 2.74 3-Month Sterling LIBOR 0.76 0.69 0.90
3-Month T-Bill 1.55 1.54 2.40 3-Month Canada Banker's Acceptance 1.97 1.99 2.17
1-Year Treasury 1.57 1.54 2.57 3-Month Yen LIBOR -0.06 -0.05 -0.09
2-Year Treasury 1.41 1.31 2.48 2-Year German -0.64 -0.67 -0.58
5-Year Treasury 1.41 1.31 2.46 2-Year U.K. 0.49 0.50 0.72
10-Year Treasury 1.58 1.51 2.66 2-Year Canadian 1.47 1.43 1.77
30-Year Treasury 2.05 2.00 2.99 2-Year Japanese -0.15 -0.14 -0.16
Bond Buyer Index 2.47 2.54 4.22 10-Year German -0.40 -0.43 0.12
10-Year U.K. 0.56 0.52 1.18

10-Year Canadian 133 127  1.88
Friday 1 Week 1 Year 10-Year Japanese -0.04 -0.07 -0.01

2/7/2020 Ago Ago

Euro ($/€) 1097 1109 1134
British Pound ($/£) 1.295 1.321 1.295 Friday 1 Week 1 Year
British Pound (£/€) 0.847 0.840 0.876 2/7/2020 Ago Ago
Japanese Yen (¥/$) 109.610 108.350 109.820 WTI Crude ($/Barrel) 50.24 51.56 52.64
Canadian Dollar (C$/$) 1.331 1.324 1.331 Brent Crude ($/Barrel) 54.32 58.16 61.63
Swiss Franc (CHF/$) 0.975 0.963 1.002 Gold ($/Ounce) 1571.37 1589.16 1310.11
Australian Dollar (US$/A$) 0.668 0.669 0.710 Hot-Rolled Steel ($/S.Ton) 578.00 580.00 685.00
Mexican Peso (MXN/$) 18.795 18.845 19.083 Copper (¢/Pound) 25495 251.70 282.85
Chinese Yuan (CNY/$) 7.001 6.943 6.745 Soybeans ($/Bushel) 8.73 8.68 8.76
Indian Rupee (INR/$) 71.408 71.353 71.454 Natural Gas ($/MMBTU) 1.88 1.84 2.55
Brazilian Real (BRL/$) 4.321 4.283 3.717 Nickel ($/Metric Ton) 12,977 12,545 12,856
U.S. Dollar Index 98.483 97.390 96.507 CRB Spot Inds. 460.77 459.31 481.15

Source: Bloomberg LP and Wells Fargo Securities

Next Week’s Economic Calendar

Monday Tuesday Wednesday Thursday Friday
10 11 12 13 14
NFIB Small Business Optimism Monthly Budget Statement CPI (YoY) Retail Sales (MoM)
] December 102.7 December -$13.3B December 2.3% December 0.3%
S January 103.5 (C) January 2.5% (W) January 0.3% (W)
@ Industrial Production (MoM)
=) December -0.3%
January -1.3% (W)

United Kingdom United Kingdom Sweden Mexico Eurozone
% GDP (QoQ) Industrial Production (MoM) Riksbank Rate Decision Bank of Mexico Rate Decision GDP (QoQ)
; Q3 0.4% November -1.2% Previous 0.00% Previous 7.25% Q30.1%
<
<]

Note: (W) = Wells Fargo Estimate (C) = Consensus Estimate

Source: Bloomberg LP and Wells Fargo Securities
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