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¢ The Animal Spirits Index (ASI) had a soft close to 2024, dropping 0.44 points in Azhar Igbal

December to its lowest level all year. Though the ASI remained in positive territory for ~ Econometrician | Wells Fargo Economics

all of 2024, it has softened considerably relative to the beginning of the year. Azharlqbal@wellsfargo.com | 212-214-2029
e While oscillating consumer confidence and economic policy uncertainty weighed Delaney Conner

heavily on the ASI, financial markets showed remarkable strength and boosted the Economic Analyst | Wells Fargo Economics

index throughout the year. Delaney.Conner@wellsfargo.com | 704-374-2150

e We suspect 2025 will present downside risk to the ASI. Though we look for the FOMC
to continue its cutting cycle this year, which will likely boost the index, the potential
implementation of tariffs has the scope to weigh on all components of the ASI.
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Tariff Threat Shaking the Spirits
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The Animal Spirits Index (ASI) finished out 2024 on a soft note, hitting its lowest level since November
2023. The index dropped 0.44 points in December to 0.31—the largest monthly decrease in over a
year. Though the ASI remained in positive territory for all of 2024, it has softened considerably from a
five-year high of 0.96 in March (Figure 1). The ASI meaningfully dropped at the beginning of the fourth

quarter, and it has subsequently trended lower.

The ASI consists of five indicators: the S&P 500 Index, the Conference Board's Consumer Confidence
Index, the yield curve (i.e, the spread between the 10-year and 3-month Treasury yields), the VIX Index
and the Economic Policy Uncertainty Index. The policy uncertainty and VIX indices inversely affect the
ASI. In other words, a rise in uncertainty or volatility decreases the ASI, while a fall increases the ASI,

all else equal. Previous reports detail the index methodology, but on a basic level, an index value above
zero indicates optimism and a value below zero suggests pessimism.L In December, the S&P 500 Index,
Consumer Confidence Index and the VIX Index contributed negatively to the ASI.

The U.S. economy appeared to gently glide back to its long-run, or "normalized," state in 2024 as

the after-effects of the pandemic have faded. After keeping the fed funds rate at a 22-year high to
combat inflation, the Federal Reserve began its easing cycle in the latter half of 2024, cutting the
target range by 100 bps. Unlike most prior periods of monetary policy easing, rate cuts were not in
response to widespread economic weakness, but rather a response to the significant progress the Fed
had made in returning inflation back to its 2% target and the moderation seen in the labor market.
Though 2024 saw remarkable progress for the U.S. economy, tariffs pose a downside risk to 2025,
should they come to pass. In this report, we dive deeper into how the components of the ASI changed

throughout 2024 and provide a brief outlook for what to expect in 2025.
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Despite the strength in economic output, 2024 was a volatile year for consumers, and the ups and
downs were captured in the Consumer Confidence Index. The index faced a series of declines in the
first six months of the year but began to rebound in the second half. In November, the index hit its
highest level in over a year (112.8) before tumbling 8.1 points in December to 104.7. The Expectations
Index, which is based on consumers' short-term outlook for income, business and labor market
conditions, fell 12.6 points in December, which is the largest monthly change since 2021. The drop in
expectations was due to increased pessimism about business conditions, the labor market outlook and
income prospects. The share of consumers viewing jobs-as-plentiful fell over the year from 42.7% in
January to as low as 31.3% in September, though it rebounded in December to 37% (Figure 2).

In general, consumers' pessimism about the labor market last year reflects the gradual cool-down
experienced through 2024. Employers added 186K net jobs-per-month on average over the year,
well-below the overheated pace seen from 2021-2023. The unemployment rate also ticked up.
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The measure started 2024 at 3.7%, gradually increasing until it reached a two-year high of 4.2% in
November before decreasing a tenth of a percentage point to 4.1% in December. As we wrote in our
January U.S. Economic Outlook, we continue to expect payroll growth to moderate over 2025. While
we look for growth in the labor supply to slow down, tepid demand for new workers should help keep
the unemployment rate a little over 4% this year, even as we expect payroll growth to moderate to a
monthly pace of about 130K. So long as consumers continue to work, strong gains in real disposable
income will help to underpin growth in real consumer expenditures, potentially lifting the ASI.

Downside risks to the Consumer Confidence Index (and thus the ASI) in 2025 remain. In December,
mentions of tariffs increased in consumer responses, with 46% of consumers expecting tariffs to raise
the cost of living in the short term. Higher tariffs, if imposed, would impart a modest stagflationary
shock to the economy, resulting in higher prices and slower economic growth. Higher prices would
impart a negative shock to real income growth, thereby weighing on growth in real consumer
spending, which would soften purchasing power and confidence.

Economic Policy Uncertainty Index

The Economic Policy Uncertainty Index was elevated for much of 2024, sitting above its long-term
average of 100 for nine months of the year. This is unsurprising, considering the index has historically
risen ahead of presidential elections. Indeed, November marked the biggest jump in the index since
2020, increasing roughly 65 points over the month to 162.7. The index fell back down slightly in
December, but it remains elevated on a historical basis (Figure 3). Though the election is officially in
the rearview mirror, President Trump is continuing to iron out his policy agenda. During his first week
in office, President Trump signed a litany of executive orders spanning a number of areas, including
immigration, energy, foreign policy and trade. Notably absent, however, were executive orders on
tariffs. Although the president has alluded to a 25% tariff on imports from Canada and Mexico, some
of the other comments he has made have been less hawkish, highlighting how much trade discussions
remain in flux. Until an official policy has been decided, the Economic Policy Uncertainty Index is likely
to weigh on the ASI in the near term.

The Federal Open Market Committee (FOMC) cut its target range for the federal funds rate by 100
bps in 2024. However, progress on returning inflation to the Fed's target of 2% has been painfully slow
in recent months, with many FOMC members questioning the need for further policy accommodation
at this time. We currently look for the FOMC to maintain its target range at 4.25%-4.50% through

the first half of the year. In the second half, we have penciled in 25 bps rate cuts at the September

and December policy meetings. We then look for the FOMC to remain on hold at 3.75%-4.00%
throughout 2026. That noted, the FOMC's policy actions in coming months will be dictated in part

by policy choices, especially related to tariffs, that the Trump administration makes. In our view,
uncertainty related to the new administration's economic policy imparts uncertainty onto the outlook
for monetary policy, and thus has scope to weigh on the ASI this year.

Economics
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Yield Spread

The spread between the yield on the 3-month Treasury bill and the 10-year Treasury note sat in
negative territory starting in November 2022. In December—over two years later—the yield spread
finally returned to the green (Figure 4). Investors expect a positive yield spread between a long-dated
Treasury security and a short-dated one to compensate for the risk associated with locking up money
for an extended period of time. When the yield of a long-term Treasury drops below the yield of a
short-term Treasury, the yield curve inverts. Yield curve inversion is a famous recession predictor, as

it indicates that market participants feel pessimistic about near-term economic conditions. We look
for the yield curve to remain un-inverted and suspect yields at the long-end will fall somewhat as the
year progresses but not to a meaningful degree due to an elevated federal funds rate and higher term
premiums.

S&P 500 and VIX Index

The S&P 500 had a record-breaking year, beating its previously-set high nine times in 2024. The

index rose 21% in 2024, and it contributed positively to the ASIin all but three months (Figure 5).
Though an outsized portion of the S&P's rally was driven by the performance of big tech stocks, the
continued strength seen in the economy contributed to the gains as well. However, there remains
scope for the S&P 500 to weigh on the ASIin 2025. Potential trade policies implemented by the
Trump Administration may rekindle inflation and suppress growth, leading to a downshift in the index.
The VIX Index also poses another downside risk to the ASI. The index contributed negatively to the
ASl six times in 2024, and even reached its highest level since 2022 in October. The index ended the
year at 17.4, roughly three points higher than its level in January (Figure 6). Though the S&P 500 Index
outperformed throughout 2024, uncertainty of its future movements as measured by the VIX Index
could weigh on ASl in the coming months.
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Figure 5 Figure 6
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It's a Long Way Down

Historically, the ASI has been correlated with broader gauges of economic activity, and the gradual
softening of the ASIin the past year largely reflects the cool-down seen in the U.S. economy in

2024 as it has returned to its normalized state. Looking ahead, we see downside risk for the ASl as
President Trump irons out his policy agenda and potentially begins to implement tariffs on U.S. trading
partners. Should tariffs come to fruition, almost all components of the ASI have scope to contribute
negatively to the index in coming months. The modest stagflationary shock resulting from any tariff
implementation could cut into consumers' purchasing power, leading to a downshift in consumer
confidence. Additionally, slower economic growth would constrain activity in financial markets. In sum,
policy uncertainty imparts some downside risks to the economy, and thus the ASI, in coming months.

Endnotes

1 — Please see The Roar of the Animal Spirits: A New Index (January 2018) and Finding Neverland:
What Drives Animal Spirits? (January 2018). (Return)

Economics | 5


https://wellsfargo.bluematrix.com/links2/link/pdf/06cf3109-6abf-4f71-b875-066b70bb668f/f804ab52-b84f-42ee-8a3f-09ef8aec4c52
https://wellsfargo.bluematrix.com/links2/link/pdf/06cf3109-6abf-4f71-b875-066b70bb668f/da34a9ad-b6d2-40ce-91c0-129c08636ade
https://wellsfargo.bluematrix.com/links2/link/pdf/06cf3109-6abf-4f71-b875-066b70bb668f/da34a9ad-b6d2-40ce-91c0-129c08636ade

Special Commentary

Subscription Information

To subscribe please visit: www.wellsfargo.com/economicsemail

Via The Bloomberg Professional Services at WFRE

Economics Group
Jay H. Bryson, Ph.D.
Sam Bullard

Nick Bennenbroek
Tim Quinlan
Sarah House
Azhar Igbal
Charlie Dougherty
Michael Pugliese
Brendan McKenna
Jackie Benson
Shannon Grein
Nicole Cervi
Jeremiah Kohl
Aubrey Woessner
Delaney Conner
Anna Stein

Ali Hajibeigi

Coren Miller

6 | Economics

Chief Economist

Senior Economist
International Economist
Senior Economist
Senior Economist
Econometrician

Senior Economist
Senior Economist
International Economist
Economist

Economist

Economist

Economic Analyst
Economic Analyst
Economic Analyst
Economic Analyst
Economic Analyst

Administrative Assistant

704-410-3274
704-410-3280
212-214-5636
704-410-3283
704-410-3282
212-214-2029
212-214-8984
212-214-5058
212-214-5637
704-410-4468
704-410-0369
704-410-3059
212-214-1164
704-410-2911
704-374-2150
212-214-1063
212-214-8253
704-410-6010

Economics

Jay.Bryson@wellsfargo.com

Sam.Bullard@wellsfargo.com

Nicholas.Bennenbroek@wellsfargo.com

Tim.Quinlan@wellsfargo.com
Sarah.House@wellsfargo.com
Azhar.lgbal@wellsfargo.com
Charles.Dougherty@wellsfargo.com
Michael.D.Pugliese@wellsfargo.com
Brendan.Mckenna@wellsfargo.com
Jackie.Benson@wellsfargo.com
Shannon.Grein@wellsfargo.com
Nicole.Cervi@wellsfargo.com
Jeremiah.J.Kohl@wellsfargo.com
Aubrey.BWoessner@wellsfargo.com
Delaney.Conner@wellsfargo.com
Anna.H.Stein@wellsfargo.com
Ali.Hajibeigi@wellsfargo.com

Coren.Miller@wellsfargo.com


http://www.wellsfargo.com/economicsemail

Nobody Puts ASI in the Corner...Except Tariffs Economics

Required Disclosures

This report is produced by the Economics Group of Wells Fargo Bank, N.A. (“WFBNA”). This report is not a product of Wells Fargo Global Research and the
information contained in this report is not financial research. WFBNA distributes this report directly and through affiliates including, but not limited to, Wells Fargo
Securities, LLC, Wells Fargo & Company, Wells Fargo Clearing Services, LLC, Wells Fargo Securities International Limited, Wells Fargo Securities Europe S.A., and
Wells Fargo Securities Canada, Ltd. Wells Fargo Securities, LLC is registered with the Commodity Futures Trading Commission as a futures commission merchant
and is a member in good standing of the National Futures Association. WFBNA is registered with the Commodity Futures Trading Commission as a swap dealer
and is a member in good standing of the National Futures Association. Wells Fargo Securities, LLC and WFBNA are generally engaged in the trading of futures and
derivative products, any of which may be discussed within this report. All reports published by the Economics Group are disseminated and available to all clients
simultaneously through electronic publication to our public website. Clients may also receive our reports via third party vendors. We are not responsible for the
redistribution of our reports by third-party aggregators. Any external website links included in this report are not maintained, controlled or operated by WFBNA.
WFBNA does not provide the products and services on these websites and the views expressed on these websites do not necessarily represent those of WFBNA.

This publication has been prepared for informational purposes only and is not intended as a recommendation, offer or solicitation with respect to the purchase or
sale of any security or other financial product, nor does it constitute professional advice. The information in this report has been obtained or derived from sources
believed by WFBNA to be reliable, but has not been independently verified by WFBNA, may not be current, and WFBNA has no obligation to provide any updates
or changes. All price references and market forecasts are as of the date of the report or such earlier date as may be indicated for a particular price or forecast. The
views and opinions expressed in this report are those of its named author(s) or, where no author is indicated, the Economics Group; such views and opinions are not
necessarily those of WFBNA and may differ from the views and opinions of other departments or divisions of WFBNA and its affiliates. WFBNA is not providing
any financial, economic, legal, accounting, or tax advice or recommendations in this report. Neither WFBNA nor any of its affiliates makes any representation or
warranty, express or implied, as to the accuracy or completeness of the statements or any information contained in this report, and any liability therefore (including
in respect of direct, indirect or consequential loss or damage) is expressly disclaimed. WFBNA is a separate legal entity and distinct from affiliated banks, and is a
wholly-owned subsidiary of Wells Fargo & Company.

You are permitted to store, display, analyze, modify, reformat, copy, duplicate and reproduce this report and the information contained within it for your own use
and for no other purpose. Without the prior written consent of WFBNA, no part of this report may be copied, duplicated or reproduced in any form by any other
means. In addition, this report and its contents may not be redistributed or transmitted to any other party in whole or in part, directly or indirectly, including by
means of any Al Technologies (defined below) through which this report or any portion thereof may be accessible by any third-party. “Al Technologies” means

any deep learning, machine learning, and other artificial intelligence technologies, including without limitation any and all (a) proprietary algorithms, software, or
systems that make use of or employ neural networks, statistical learning algorithms (such as linear and logistic regression, support vector machines, random forests
or k-means clustering) or reinforcement learning, or curated data sets accessible by any of the foregoing or (b) proprietary embodied artificial intelligence and
related hardware or equipment. In addition, certain text, images, graphics, screenshots and audio or video clips included in this report are protected by copyright law
and owned by WFBNA, its affiliates or one or more third parties (collectively, “Protected Content”). Protected Content is made available to clients by Wells Fargo
under license or otherwise in accordance with applicable law. Any use or publication of Protected Content included in this report for purposes other than fair use
requires permission from WFBNA or, in the case of content attributed to any third party, the third-party copyright owner. You may not alter, obscure, or remove any
copyright, trademark or any other notices attached to or contained within this report. All rights not expressly granted herein are reserved by WFBNA or the third-
party providers from whom WFBNA has obtained the applicable information. © 2025 Wells Fargo Bank, N.A.

Important Information for Non-U.S. Recipients

For recipients in the United Kingdom, this report is distributed by Wells Fargo Securities International Limited ("WFSIL"). WFSIL is a U.K. incorporated investment
firm authorized and regulated by the Financial Conduct Authority (“FCA”). For the purposes of Section 21 of the UK Financial Services and Markets Act 2000 (the
“Act”), the content of this report has been approved by WFSIL, an authorized person under the Act. WFSIL does not deal with retail clients as defined in the Directive
2014/65/EU (“MiFID2”). The FCA rules made under the Act for the protection of retail clients will therefore not apply, nor will the Financial Services Compensation
Scheme be available. For recipients in the EFTA, this report is distributed by WFSIL. For recipients in the EU, it is distributed by Wells Fargo Securities Europe S.A.
(“WFSE”). WFSE is a French incorporated investment firm authorized and regulated by the Autorité de contréle prudentiel et de résolution and the Autorité des
marchés financiers. WFSE does not deal with retail clients as defined in MiFID2. This report is not intended for, and should not be relied upon by, retail clients.

SECURITIES: NOT FDIC-INSURED - MAY LOSE VALUE - NO BANK GUARANTEE

Economics |7



	Important Disclosures

