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Is Credit Growth Driving Economic Growth?

We find that economic growth leads credit growth, not the other way around. Drawing on international
examples solidifies the point that credit growth is simply one ingredient in sustaining economic growth.

The Relationship Between Credit Growth and Economic Growth
U.S. Real GDP, PCE and BFI
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The tame performance of credit over the current expansion is particularly
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A Brief Analysis of International Credit Conditions

From an international perspective, credit growth has followed a similarly Total Non-Financial Credit Growth
modest trend over the past several years (bottom chart). In China, for g, Year-over-Year Fercent Change 0%
example, credit growth has slowed as the country continues its transition —China: Q4 @ 11.4%
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attempting to reign in the explosive pace of business debt seen over the past
decade, even as economic growth has remained steady. In the Eurozone, 25% |
where the structure of the economy more closely aligns with that of the 20% 1
United States, credit growth also remains lower relative to the pre-crisis 1se
period, rising on average just 4.7 percent over the past 17 years.
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These trends of slower credit growth amid solid overall economic growth
lead us to believe that there could also be a similar relationship between
credit and economic growth on an international basis. Sustained GDP

growth therefore likely requires broader stimulation of the economy ;0" o  os o6 o8 10 12 14 16 18
beyond simply fostering favorable credit conditions.
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Source: U.S. Department of Commerce, Bank for International Settlements and Wells Fargo Securities
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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 1.75 2.00 2.25 2.50 2.50 2.75 2.75 3.00
3 Month LIBOR 1.15 1.30 1.33 1.69 2.31 2.34 2.50 2.65 2.65 2.90 2.90 3.15
Prime Rate 4.00 4.25 4.25 4.50 4.75 5.00 5.25 5.50 5.50 5.75 5.75 6.00
Conventional Mortgage Rate 4.20 3.90 3.81 3.94 4.44 4.57 4.59 4.70 4.85 4.94 4.99 5.04
3 Month Bill 0.76 1.03 1.06 1.39 1.73 1.93 2.15 2.40 2.60 2.65 2.70 2.75
6 Month Bill 0.91 1.14 1.20 1.53 1.93 2.11 2.30 2.55 2.70 2.75 2.80 2.85
1 Year Bill 1.03 1.24 1.31 1.76 2.09 2.33 2.55 2.75 2.95 3.03 3.10 3.20
2 Year Note 1.27 1.38 1.47 1.89 2.27 2.52 2.70 2.90 3.05 3.12 3.19 3.26
5 Year Note 1.93 1.89 1.92 2.20 2.56 2.73 2.84 2.97 3.12 3.24 3.31 3.38
10 Year Note 2.40 2.31 2.33 2.40 2.74 2.85 2.94 3.10 3.25 3.34 3.39 3.44
30 Year Bond 3.02 2.84 2.86 2.74 2.97 2.98 3.09 3.30 3.50 3.60 3.65 3.73

Forecast as of: July 11, 2018

Wells Fargo U.S. Economic Forecast and FOMC Central Tendency Projections

2018 2019

Change in Real Gross Domestic Product

Wells Fargo 3.2 2.7

FOMC 2.7 to 3.0 2.2to 2.6
Unemployment Rate

Wells Fargo 3.8 3.5

FOMC 3.6 to 3.7 3.4to0 3.5
PCE Inflation

Wells Fargo 2.2 2.3

FOMC 2.0to 2.1 2.0to 2.2
"Core" PCE Deflator

Wells Fargo 2.0 2.2

FOMC 1.9to 2.0 2.0 to 2.2

Forecast as of: July 11, 2018

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 13, 2018

Source: Federal Reserve Board, THS Markit and Wells Fargo Securities
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Wells Fargo Securities Economics Group publications are produced by Wells Fargo Securities, LLC, a U.S. broker-dealer registered with the U.S. Securities
and Exchange Commission, the Financial Industry Regulatory Authority, and the Securities Investor Protection Corp. Wells Fargo Securities, LLC, distributes
these publications directly and through subsidiaries including, but not limited to, Wells Fargo & Company, Wells Fargo Bank N.A.,
Wells Fargo Clearing Services, LLC, Wells Fargo Securities International Limited, Wells Fargo Securities Asia Limited and
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Wells Fargo Securities, LLC does not compensate its research analysts based on specific investment banking transactions. Wells Fargo Securities, LLC’s
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Important Information for Non-U.S. Recipients

For recipients in the EEA, this report is distributed by Wells Fargo Securities International Limited ("WFSIL"). WFSILis a U.K. incorporated investment firm
authorized and regulated by the Financial Conduct Authority. The content of this report has been approved by WFSIL a regulated person under the Act. For
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defined in the Markets in Financial Instruments Directive 2007. The FCA rules made under the Financial Services and Markets Act 2000 for the protection of
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