Economic Outlook

May 2023

Charlie Dougherty
Director & Senior Economist | Wells Fargo Economics
charles.dougherty@wellsfargo.com | 212-214-8984



mailto:charles.dougherty@wellsfargo.com

Is the U.S. Economy Headed for a Soft Landing?

The likelihood the U.S. Real GDP Growth
U.S. eco.nomy enjcers 149% 14%
a recession has risen mCAGR: Q1 @ 1.1% Q3-2020
in recent months. 12% +|=—Yr/Yr Percent Change: Q1 @ 1.6% 35.3% T 12%
10% + 1 10%
8% —+ + 8%
6% -+ + 6%
4% T Forecast T 4%
2% - - 2%
0% 0%
-2% T+ + -2%
-4% -+ + -4%
-6% + -6%
-8% -+ Q2-2020 + -8%
«— -29.9%
-10% I I I I I I I I I -10%

15 16 17 18 19 20 21 22 23 24

Source: U.S. Department of Commerce and Wells Fargo Economics 17



Recession Perspective

A severe recession is not our base case. We look for a moderate drop in real GDP compared to recent

downturns.
Recession GDP Peak to Trough Recession Unemployment Rate Change
2023 Recession based on April Wells Fargo Forecast Peak to Trough, 2023 Recession based on April Wells Fargo Forecast
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Lending Becoming More Cautious
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. . et rercent o anks; ells rargo Calculations
bank.s are tightening | 0. 100%
lending standards.
80% + \ 1 80%
60% -+ ‘ + 60%
‘ \
40% -+ T 40%
20% ‘ \\ + 20%
0% - v \‘V-'v {\'5 \,“m ¥ - 0%
% VAN STZRAN
-20% T A Vo) + -20%
—Commercial Real Estate: Q1 @ 68.3%
- o 4 4 - o
40% T| —Business: Q1 @ 46.0% 40%
—=Consumer: Q1 @ 27.2%
-60% ! ! ! ! ! : : : H -60%

96 99 02 05 08 11 14 17 20 23

Source: Federal Reserve Board and Wells Fargo Economics 19



Leading Economic Index

There has been a
trend decline in the
leading economic
index, which usually
indicates growth is
nearing an inflection
point.

Source: Bloomberg FinanceL.P. and Wells Fargo Economics
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Manufacturing and Service Sector Activity

The Service sector is ISM ManUfaCtU ring & SerVICeS
. New Orders Sub-Index

holding up better 5 25

compared to the

manufacturing 70 + + 70

sector. 65 | 1 s
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Qil Prices

QOil prices have Crude Oil
: : NYMEX Front-Month Contract, Dollars per Barrel
de.cl.lned smcg $160 $160
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Consumer Sentiment

Consumer sentiment Consumer Sent|ment IndeX
: : Index 1966=100

remains quite low 110 110

but has perked up a

bit alongside easing
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Real Income Growth in the Red

Inflation-adjusted Real PCE vs. Real Disposable Income
income growth has 3504 Year-over-Year Percent Change 3504
turned positive,
. o, 1 4 0
which could help 30% 30%
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Consumer Savings Will Provide A Cushion

The strength of
household balance
sheets have
supported consumer
spending.

Inflation, however, is
quickly eating into
the pile.

Source: U.S. Department of Commerce and Wells Fargo Economics

"Excess" Household Savings

Personal Saving above Pre-COVID Rate (9.1%), Billions of Dollars
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Revolving Credit

Consumers are
leaning more on
their balance
sheets.

Source: U.S. Department of Commerce and Wells Fargo Economics
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Home Equity

Homeowners have Value of the U.S. Single-Family Housing Market
a significant equity Trillions of Dollars
. $45 $45
cushion. mm Mortgage Debt: Q4 @ $12.5T
$40 | | ™ Homeowners' Equity: Q4 @ $31.0T - $40
—=Total Value: Q4 @ $43.5T

$35

$30

$25

$20

$15

$10

$5

$0

Source: Federal Reserve Board and Wells Fargo Economics 27



Labor Market Still Strong but Some Weakening Ahead

Seasonally Adjusted
unemployment rate 14% 14%
to trend higher over
the next year or so.
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Labor Supply

Labor force Labor Force Participation Rate

16 Years and Over, Seasonally Adjusted

participation has 66% 66%

improved in recent —Labor Force Participation Rate: Mar @ 62.6%

months.
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Job Openings Elevated But Trending Lower

While labor demand N JOb_OpenmgS _
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More balance in the Employment Cost Index
e i Year-over-Year Percent Change

labor market is likely 5 5o 5 cos

to lead to wage . —Employment Cost Index: Q4 @ 5.1%
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Consumer Price Inflation

Inflation looks to be U.S. Consumer Price Index
easing as energy and Percentage Point Contribution to Year-over-Year Change
. 10% 10%
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Supply Bottlenecks

Port of L.A. Vessels vs. Shanghai to L.A. Shipping Cost

Supply Fham Monthly Average; USD/40sqft Box
constraints have 120 $16,500
eased, which -=-Vessels Waiting: Mar @ 0 (Left Axis)
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Supply Chain Strains Easing

Indicator Feb-20 Mar  Apr May  Jun Jul Aug  Sep Oct Nov  Dec [Jan-21 Feb Mar  Apr  May Jun Jul Aug  Sep Oct Nov  Dec |Jan-22 Feb Mar  Apr  May Jun Jul Aug Sep Oct Nov Dec [Jan-23 Feb  Mar
Volume

Unfilled Orders (a) 90%  62%  26%  06% 11%  46%  56%  74%  94% 107% 10.3% 112% 12.6%  153% - 156% 141% 124% 116% 91%  7.8%  60%  45%  44%  3.9%  43%  35% 22% 1% 15% 30% 32% 18% 13% 09% 11%  01%

Cass Freight Index (a) -132%  14.0% | -33.5% - 363% 48.0% 884% 1159% 805% 21.6% -17.4% -217% -81%  29.1% 26.8% 59.0% 122% -0.3% -10.6% -14.4% 41%  -88%  84%  -324% -111% -16% 39.7% 237% 0.0%  95% 147% 132% 8.6% -220% -23.4% -289% -10.9%
Taiwan Elect. Product Exports (a) | -38.1% 14.7% 56.6% 41.7% 147% 39.7%  1209% 87.0% 962%  3.3%  94% 102%  -471% 235% 66% | 1332% 357% 39.3% 73.1% 70.5% -24% 200% -7.5% 416% -48% 580% 37.0% 27.1% -19.7% -58% 84% -62% -13% -37.6% -20.4% - -46.8%  -11.5%
Real Goods Consumption (b) 00%  -11% -139% -10% 51%  7.7%  69%  92%  89%  80%  72%  123%  9.9% - 189% 167% 16.8% 14.9% 14.8% 155% 16.8% 164% 14.0% 167% 153% 151% 153% 147% 149% 14.6% 14.8% 152% 161% 14.6% 138% 17.3% 17.1%

Time

ISM Manuf. Supplier Deliveries 57.3 65.0 76.0 68.0 56.9 55.8 58.2 59.0 60.5 61.7 67.7 68.2 720 76.6 75.0 - 751 725 69.5 73.4 75.6 722 64.9 64.6 66.1 65.4 67.2 65.7 57.3 55.2 55.1 524 46.8 47.2 45.1 456 45.2 44.8

ISM Serv. Supplier Deliveries 524 621 - 670 575 552 605 549 562 570 628 57.8 608 610 661 704 685 720 696 688 757 757 639 657 662 634 651 613 619 578 545 539 562 538 485 500 476 458
Ships Awaiting Space LA & LB (c) [ 00 0.0 0.0 0.0 0.0 05 20 15 43 00 222 321 326 265 215 189 138 214 348 563 666 700 856 - 799 484 415 298 230 240 209 90 63 6.0 0.0 0.0 0.0 00
Price

World Container Index (WCI) $1,633 $1,520 $1,500 $1,549 $1,788 $2,000 $2,144 $2,541 $2,502 $2,806 $3955 95263 $5227 $4,991 54,919 $5898 7,052 $8,879 59,556 - 59,891 $9,180 $9,227 $9,518 $9398 $8783 $7,907 $7,667 $7412 $6908 $6317 $4,894 $3425 $2,705 $2,168 $2,098 $1971 $1,786
PPITransp. & Ware. of Goods (a) | 03%  -1.9% -7.6% -12.2% -88% 10% 9.0% 80%  65%  7.8% 102% 107% 13.0% 163% 165% 169% 14.4% 125% 9.6% 119% 164% 225% 19.6% 21.0% 19.5%  351% 343% - 159% 85% 67% -59% -97% -05% -4.8% -60% -11.2% -14.9%
Dry Van Rate Per Mile (a) 7.6%  -160% -28.6% -49.7% -165% 52.6% - 3154% 191.1% 112.6% 48.8% 12.2% -25.4% 10.5% 12.6% 52.0% -84%  -8.6% -0.2% 41.8% 645% 57.1% 544% 916% 701% -7.2%  -56.2% -69.7% -67.0% -57.5% -357% -25.6% -152% -27.0% -144% 141% -9.3%  -48.1%
Inventory

Retail Inventory-to-Sales Ratio 142 153 169 135 123 122 123 123 125 127 127 122 124 111 110 110 116 116 115 118 118 120 121 123 124 124 122 124 126 123

ISM Manuf. Cons. Inventories 418 434 488 462 446 416 381 379 367 363 379 331 325 302 317 317 317 330 318 341 371 327 352 395 389 416 416 = 487 482 474 469 489
Inventory Too Low (d) -35%  -15% -6.6% -A5% 12%  13%  27%  48%  44%  49%  65%  53%  45%  25%  7.0%  80% 11.0% 120% 110% 10.0%  9.0% 90%  7.0%  7.0%  9.0% 60% 80% 50% 20% 30% 10% 00% -20% 10% -10% -40% 10%
Labor

Production & Manuf. Posts (b) 02%  13% -300% -31.6% -237% -138% -61% 42% 129% 206% 27.4% 263% 382% 468% 635% 748% 767% 840% 78.0% 87.3% 924%  103.0% 102.9% 108.9% 108.3% 963% 97.1% 92.9% 911% 89.3% OL1% 87.1% 904% 925% 82.3%  70.2%  70.9%
Loading & Stocking Posts (b) 14%  04% -32.5% -327% -17.6% -0.8%  46% 12.3% 282% 38.8% 39.0% 263% 389%  464% 617% 727% 76.6% 90.2% 72.0% 824% 92.4%  106.5% 92.9%  97.5% 93.9% 80.7% 84.9% 835% 893% 74.1% 79.3% 77.8% 795% 79.3% S8.6%  48.5%  49.2%
Jobs Hard to Fill (d) 37.6%  35.2% | 235% 232% 31.9% 302% 334% 364% 331% 33.5% 323% 327% 30.6% 422% 440% 48.0% 46.0% 49.0%  50.0% - 49.0% 48.0% 49.0% 47.0%  48.0%  47.0%  47.0% - 50.0% 49.0% 49.0% 460% 46.0% 44.0% 410% 450%  47.0%  43.0%

Notes: (a) 3-Month Annualized Rate, (b) versus February 2020, (c) Monthly Average, (d) Net % of Firms, Current Month Reflects Monthly Average of Available Data for All Series
Source: U.S. Department of Commerce, Bloomberg Finance L.P., Taiwan Ministry of Finance, Institute for Supply Management (ISM), Drewry, U.S. Department of Labor, National Federation of Independent Business (NFIB), Indeed.com and Wells Fargo Economics
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Inflation Outlook

We expect inflation PCE DEﬂatOr & "COI’e" PCE DEﬂatOF
to remain elevated, Year-over-Year Percent Change
8% 8%
but look for more —PCE Deflator: Q4 @ 5.7%
moderate price 7% +|=—"Core" PCE Deflator: Q4 @ 4.8% 1 79
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Source: U.S. Department of Commerce and Wells Fargo Economics 35



Interest Rate Outlook

Financial system Federal Funds Target Rate
- Upper Bound

volatlll‘ty hast added a 0 -—

new dimension to —Federal Funds: Apr @ 5.00%

the Fed’s efforts to

bring down inflation. | 6% 1 T 6%

Forecast
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Source: Federal Reserve Board and Wells Fargo Economics 36



Rapid Fed Tightening Cycle Underway

Pace of Fed Funds Rate Hikes

The FOMC has raised Percentage Point Change, t=Month Prior to Hiking Cycle Start,
the effective federal 12 Through the Last Rate Hike of the Cycle i
funds rate at the —1979-1980
fastest pace since ’ —1980-1982(+ 11
-—1983-1984
the early 1980s. 1987-1989|+ 10
—1994-1995
—1999-2001|T 9
-=2004-2007
—2015-2019|T 8
—2022-
+7
16
. +5
+ 4
+ 3
+2
+1
i I I I I I 0

t+10 t+15 t+20 t+25 t+30 t+35

Source: Federal Reserve Board and Wells Fargo Economics 37



The Debt Ceiling Looms

The debt ceiling is The Debt Ceiling Is Here

back in the spotlight. 53157 Trillions of Dollars 53157
$31.2T T $31.2T
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$30.6T + $30.6T
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Source: U.S. Department of the Treasuryand Wells Fargo Economics 38



Interest Rate Outlook

The expected path of Wells Fargo Rates Forecast
: : Through 2024
inflation and | = o —
monetary policy
continues to impact 5.0% T + 5.0%
the yield curve. 4.5% 4.5%
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Source: Bloomberg FinanceL.P. and Wells Fargo Economics 39



Housing Market

Lower mortgage Mortgage Rate vs. Existing Home Sales
rates appear to be . Mortgage Rate; SAAR, Millions .
ape s ) 0
stabilizing last year’s —30-Yr. Conventional Mortg. Rate: Apr @ 6.34% (Left Axis)
slide in home sales. —Existing Home Sales: Mar @ 4.4M (Right Axis)
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Source: National Association of Realtors, Freddie Mac and Wells Fargo Economics 20



Mortgage Payments

Rising incomes have o Mortgage Payment
provided some 8% Principal & Interest Payment as a Percent of Income 8%
offset to higher —Mortgage Payment as Percent of Income: Feb @ 24.1%
borrowing costs. 26% 4 |==6 Month Moving Average: Feb @ 25.4% 1 26%
However, as a share
of income, average 24% + ’ 1 249,
mortgage payments fv
are running the 22% -+ / ’ 1 220,
highest since the " |
early 1980s. 20% 1 \’ j\ ' T 20%
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18% +— 18%
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16% -+ )\/ ‘ T 16%
/ W ‘», \, W pVS
14% + w , / + 14%
12% + \ \ + 12%
10% I I I I I I I I I I I 10%
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Source: National Association of Realtors and Wells Fargo Economics a1



Home Construction

: SAAR, Thousands, 3-Month Moving Average
arg on the decline as 2,000 800
builders reassess the
rren man
cu .e t demand 1 750 + 1 00
environment.
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Source: U.S. Department of Commerce and Wells Fargo Economics 12



Commercial real
estate, in particular
the office market,
has been identified
as potential area of
strain.

Source: CoStar Inc. and Wells Fargo Economics
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Manufacturing Construction

The global semiconductor shortage and shift to vehicle electrification has brought about a surge in
domestic manufacturing projects.

Private Computer/Electronic/Electrical Manufacturing

Construction Put-in-Place
Billions of Dollars, SAAR

Private Manufacturing Construction Put-in-Place
Billions of Dollars, SAAR
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Breaking Down the Biden Infrastructure Framework

New Investment in the Infrastructure Bill

Infrastructure Billions of Dollars

spending will help
support construction

Roads & Bridges

as residential and Passenger & Freight Rail
nonresidential Public Transit
activity slows. Airports
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B Transportation
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" Environment
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Source: The White House and Wells Fargo Economics 45



Percent of March and April Job Losses Recovered — March 2023
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California Tech Employment

California Technology Employment

Sum of Prof & Tech Services and Info. in Thousands

Tech payroll growth

has leveled off 2,100 2,100

alongside macro m California: Mar @ 2,063.3K

uncertainty and

higher interest rates.
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Source: U.S. Department of Labor and Wells Fargo Economics 47



California Metro Employment Growth by MSA

California Employment Growth

March 2023
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California Labor Market

While still low, ] ]
. inch Seasonally Adjusted
are starting to inc 18% 18%
up across the state. -=--United States: Mar @ 3.5%
16% -+ _Callfornla: Mar @ 4.4% 4+ 16%
——San Diego MSA: Feb @ 3.5%
. —San Francisco MSA: Feb @ 3.2% .
14% T |—Los Angeles MSA: Feb @ 4.5% T 14%
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San Diego Labor Market

San Diego MSA Nonfarm Employment

Thousands, Seasonally Adjusted

Employment in the

San Diego metro has | 4 gg 1,600

returned its pre- —Nonfarm Employment: Mar @ 1,569.4K

pandemic trend.
1,500 + + 1,500
1,400 + T 1,400
1,300 + + 1,300
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San Diego Labor Market

San Diego MSA Employment Growth By Industry
Job grOWth hfas been Year-over-Year Percent Change of 3-MMA
broad based in San
. . Total Nonfarm T
Diego. Service
. . More
industries most Prof. & Bus. Svcs. |
affected by the c . Number of
. overnmen
pandemic saw the Employees
strongest growth in Educ. & Health Services Less
2022.
Trade, Trans. & Utilities l
Leisure & Hospitality 11.2%
Manufacturing
Construction
Financial Activities -0.2%
Other Services 9.5%
Information March 2023
-3% 0% 3% 6% 9% 12% 15%

Source: U.S. Department of Labor and Wells Fargo Economics 51



San Diego Population

Similar to other large San Diego MSA Population Growth

In Thousands, Series Breaks on Decennial Census Years

California metros,
San Diego
experienced net

resident outflow
over the past two
years.

40 = Natural Increase: 2022 @ 12.7K

® International Migration: 2022 @ 9.0K
B Domestic Migration: 2022 @ -18.6K
-60 I I I I I I I I I I I I I I I -60

91 93 95 97 99 01 03 05 07 09 11 13 15 17 19 21

Source: U.S. Census Bureau and Wells Fargo Economics 52



San Diego Residential Construction

San Diego MSA Housing Permits

Thousands, Seasonally Adjusted Annual Rate

New residential
construction

continues to be o1 —Single-Family, 12-MMA: Mar @ 3,020 || 4,
sluggish relative to —Multifamily, 12-MMA: Mar @ 5,427
history. Single-Family Average (1998-2003): 9,297
n A
9 & t9
6 L - 6
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Source: U.S. Department of Commerce and Wells Fargo Economics 53



San Diego Housing Market

Home price CorelLogic HPI: San Diego
. . Year-over-Year Percent Change

appreciation has 40% 40%

moderated following —San Diego: Feb @ 0.0%

the rap|d run_up —United States: Feb @ 4.4%
30% + —California: Feb @ -1.5% T 30%

seen recently.
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San Diego CRE

San Diego’s office San Diego CRE Vacancy Rates
market remains 18% 18%
under pressure. The —Apartment Vacancy: Q4 @ 3.7%
. . . —Qffice Vacancy: Q4 @ 10.9%
IndUStrlal and retall 160/0 T _Retall Vacancy: Q4 @ 4.00/0 T 160/0
markets appear to —Industrial Vacancy: Q4 @ 3.0%
be on stable footing, | 14% T T 14%
however.
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California Life Sciences

The Burgeoning Life Sciences Market

Bio tech and life Lab Average Asking Rent per Square Foot & Vacancy Rate
sciences WI|'| remain $140 Top 12 Markets, Q1-2023 35%
a growth driver for m Asking Rate
the state. $120 + ®Vacancy |+ 30%
$100 25%
$80 20%
$60 15%
$40 10%
$20 5%
$0 0%
(\
06?*
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U.S. Forecast

Wells Fargo U.S. Economic Forecast

Actual Forecast Actual Forecast
2022 2023 2024 2021 2022 2023 2024
1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q 1Q 2Q 3Q aQ
Real Gross Domestic Product * -1.6 -0.6 3.2 2.6 1.8 1.3 -0.9 -2.7 -1.0 3.2 2.1 2.4 5.9 2.1 1.2 0.2
Personal Consumption 1.3 2.0 2.3 1.0 4.4 0.3 -0.2 =8h3) -1.2 2.4 2.1 2.2 8.3 2.7 1.5 -0.1
Business Fixed Investment 7.9 0.1 6.2 4.0 1.8 1.7 -3.0 =5.2 -4.0 -0.2 2.1 3.4 6.4 3.9 1.5 -1.8
Equipment 11.4 -2.0 10.6 -3.5 -3.2 -0.2 -4.0 -8.4 -6.2 0.4 BES 4.1 10.3 4.3 -1.4 -3.0
Intellectual Property Products 10.8 8.9 6.8 6.2 6.5 3.8 -1.8 -1.8 -0.6 2.2 3.8 5.5 9.7 8.8 4.5 0.7
Structures -4.3 -12.7 -3.6 15.8 2.6 1.2 =35 -5.8 SV/5! -8.5 -6.8 =5.5) -6.4 -6.6 1.5 -6.1
Residential Investment -3.1 -17.8 -27.1 -25.1 =75 -4.3 B85 -2.9 -2.6 1.9 3.1 4.8 10.7 -10.6 -13.3 -0.9
Government Purchases -2.3 -1.6 3.7 3.8 3.0 1.5 1.4 1.3 1.0 1.0 0.9 0.8 0.6 -0.6 2.4 1.1
Net Exports 2 -3.1 1.2 2.9 0.4 -0.2 0.1 0.3 0.8 0.7 0.1 0.0 0.0 -1.7 -0.6 0.7 0.4
Inventories 2 0.2 -1.9 -1.2 1.5 =il.7/ 0.5 -0.8 =0.5 -0.4 1.1 0.1 0.1 0.2 0.7 -0.4 0.0
Nonfarm Payroll Change 3 561 329 423 284 345 145 38 -142 -233 -67 92 150 606 399 97 -15
Unemployment Rate 3.8 3.6 3.6 3.6 3.5 3.6 3.9 4.5 Bl 5.1 4.7 4.6 5.4 3.6 39 4.9
PCE Deflator * 6.4 6.6 6.3 5.7 4.8 3.6 3.0 2.5 2.0 2.0 2.1 2.3 4.0 6.3 3.5 2.1
Quarter-End Interest Rates °
Federal Funds Target Rate® 0.50 1.75 3.25 4.50 5.00 5.25 5.25 4.75 3.75 2.75 2.50 2.50 0.25 2.02 5.06 2.88
Secured Overnight Financing Rate 0.29 1.50 2.98 4.30 4.87 5.05 5.05 4.55 3.60 2.60 2.35 2.35 0.04 1.64 4.88 2.73
3 Month LIBOR* 0.96 2.29 3.75 4.77 5.19 5.30 = = = = = = 0.16 2.41 5.25 =
Prime Rate 3.50 4.75 6.25 7.50 8.00 8.25 8.25 7.75 6.75 5.75 5.50 5.50 3.25 5.02 8.06 5.88
Conventional Mortgage Rate 4.27 5.58 6.01 6.36 6.54 6.25 55 5.40 5885 5.10 4.90 4.75 3.03 5.38 5.99 5.03
3 Month Bill 0.52 1.72 3.33 4.42 4.85 5.05 4.95 4.45 3.45 2.45 2.35 2.35 0.04 2.09 4.83 2.65
6 Month Bill 1.06 2.51 3.92 4.76 4.94 5.05 4.75 3.85 2.95 2.45 2.40 2.40 0.06 2.51 4.65 2.55
1 Year Bill 1.63 2.80 4.05 4.73 4.64 4.70 4.10 3.10 2.65 2.50 2.45 2.50 0.10 2.80 4.14 2.53
2 Year Note 2.28 2.92 4.22 4.41 4.06 4.05 3.50 2.90 2.65 2.55 2.55 2.65 0.27 2.99 3.63 2.60
5 Year Note 2.42 3.01 4.06 3.99 3.60 3.60 3.15 2.85 2.75 2.70 2.70 2.80 0.86 3.00 3.30 2.74
10 Year Note 2.32 2.98 3.83 3.88 3.48 3.50 3.15 2.90 2.85 2.80 2.80 2.85 1.45 2.95 3.26 2.83
30 Year Bond 2.44 3.14 3.79 3.97 3.67 3.70 3.45 3.35 3.30 3.25 3.25 3.30 2.06 3.11 3.54 3.28
Forecast as of: April 13, 2023
! Compound Annual Growth Rate Quarter-over-Quarter 2 Percentage Point Contribution to GDP 3 Average Monthly Change *3 Month LIBOR will no longer be published after June 30, 2023
4 Year-over-Year Percentage Change SQuarterly Data - Period End; Annual Data - Annual Averages ¢ Upper Bound of the Federal Funds Target Rate

Source: U.S. Department of Commerce, U.S. Department of Labor, Federal Reserve Board, IHS Markitand Wells Fargo Economics 57
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