September 20, 2017

Economics Group

Interest Rate Weekly

John E. Silvia, Chief Economist
john.silvia@wellsfargo.com e (704) 410-3275

Profits: Overlooked Contribution to Growth and Lower Rates

Profits serve as a source of funds that accomplish two important functions. First, profits are a source of funds
to support real economic growth. Second, profits provide an alternative to credit demands.
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In our work, we continue to emphasize the interactions between economic
growth/profits and credit markets/interest rates.
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Profits offer an alternative way to raise capital in a way to reduce the
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will lead to an improvement in sustained EPS. Moreover, improvement in
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Wells Fargo U.S. Interest Rate Forecast

Actual Forecast
2017 2018 2019
1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q
Quarter End Interest Rates
Federal Funds Target Rate 1.00 1.25 1.25 1.50 1.50 1.75 1.75 2.00 2.00 2.25 2.25 2.50
3 Month LIBOR 1.15 1.30 1.35 1.65 1.65 1.90 1.90 2.15 2.15 2.40 2.40 2.65
Prime Rate 4.00 4.25 4.25 4.50 4.50 4.75 4.75 5.00 5.00 5.25 5.25 5.50
Conventional Mortgage Rate 4.20 3.90 4.03 4.20 4.28 4.36 4.40 4.46 4.49 4.55 4.57 4.65
3 Month Bill 0.76 1.03 1.08 1.30 1.45 1.60 1.67 1.85 1.95 2.10 2.15 2.30
6 Month Bill 0.91 1.14 1.15 1.40 1.55 1.70 1.77 1.95 2.05 2.20 2.25 2.40
1 Year Bill 1.03 1.24 1.27 1.55 1.68 1.80 1.87 2.05 2.15 2.25 2.30 2.45
2 Year Note 1.27 1.38 1.46 1.72 1.83 1.93 2.00 2.15 2.23 2.33 2.38 2.50
5 Year Note 1.93 1.89 1.95 2.20 2.29 2.39 2.45 2.58 2.65 2.75 2.80 2.90
10 Year Note 2.40 2.31 2.30 2.49 2.57 2.66 2.71 2.78 2.82 2.88 2.91 3.00
30 Year Bond 3.02 2.84 2.95 3.19 3.29 3.41 3.49 3.58 3.62 3.68 3.71 3.80
Forecast as of: September 7, 2017
2017 2018 2019

Change in Real Gross Domestic Product

Wells Fargo 2.5 2.5 2.6
FOMC 2.1to0 2.2 1.8to 2.2 1.8 to 2.0
Unemployment Rate

Wells Fargo 4.3 4.0 3.8
FOMC 4.2t04.3 4.0 to 4.3 4.1to04.4
PCE Inflation

Wells Fargo 1.3 1.6 2.0
FOMC 1.6to 1.7 1.8 to 2.0 2.0to 2.1
"Core" PCE Deflator

Wells Fargo 1.4 1.8 1.9
FOMC 1.6to 1.7 1.8 to 2.0 2.0to 2.1

Forecast as of: September 7, 2017

NOTE: Projections of change in real gross domestic product (GDP) and in
inflation are from the fourth quarter of the previous year to the fourth
quarter of the year indicated. PCE inflation is the percentage rate of change
in the price index for personal consumption expenditures (PCE). Projections
for the unemployment rate are for the average civilian unemployment rate in
the fourth quarter of the year indicated.

Fed Data as of: June 14, 2017

Source: THS Global Insight, Bloomberg LP, Federal Reserve Board and Wells Fargo Securities
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