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Growth scare
Key takeaways

» The market is concerned that economic growth is set to slow.

» But we see a slowing economy as something of a temporary air pocket in the nearer term, and we continue to
expect solid economic growth in 2025.

The yield on the 10-year Treasury note dropped from 4.8% in the middle of January to 4.18% at the time of this writing,
That is a very big move down in a short period of time. Consumers shopping for homes and taking out mortgages have to
be pleased. But why the big drop? The 10-year yield is sensitive to anticipated levels of economic growth and inflation. In
recent quarters, growth has remained quite good while inflation has either crawled slightly higher or held steady at levels
above the Federal Reserve’s (Fed) long-term targeted average (2%). It wasn’t that long ago when inflation fears created
headwinds for stock and bond prices and the economy was humming along at a strong pace. In addition, fourth-quarter
earnings grew at a strong 13.4% year-over-year pace.

But the market is concerned that economic growth is set to slow. Some of the economic data reported in February were
noticeably weaker than expected. To add fuel to the fire, on Monday morning, the Atlanta Fed released its latest growth
estimate, referred to as “GDPNow,” for the first quarter of this year. Its model now estimates real GDP (gross domestic
product adjusted for inflation) will fall 2.8%, largely due to much weaker than initially estimated personal consumption
expenditures and weak private fixed-investment growth.

Consumer sentiment and the latest reading on consumer confidence in February tumbled relative to previous readings. A
range of uncertainties were cited, including the effect of tariffs and potential weakness in the labor market. Many
economists are also blaming some of the growth slowdown and dicey data this year on the many bad weather events that
have occurred across most of the country at one point or another.

A key part of the slowdown is also likely due to what could be called a “pull forward” effect. By that we mean that
companies and consumers have made purchases in advance of what they fear might be higher prices for those goods once
tariffs proposed by the administration are implemented. One can point to the record higher trade deficit in January as one
indicator as imports (also a record) far outpaced exports as spending was pulled forward to beat tariff implementation.
Industrial supplies, a likely victim of imposed tariffs, were a huge component of overall imports.

But not all economic reports have been negative. Consumer spending for services (restaurants, vacations, etc.) during much
of 2024 was robust and continues to show potential for expansion this year. In addition, as mortgage rates have fallen,
applications for home purchases have improved. These factors represent meaningful support for the economy.

From our perspective, we see a slowing economy as something like a temporary air pocket in the nearer term, and we
continue to expect solid economic growth in 2025. We see market uncertainties creating opportunities in both equities and
fixed income as the year progresses. Be patient, but be ready to act.
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Risk considerations

Each asset class has its own risk and return characteristics. The level of risk associated with a particular investment or asset class generally correlates with the level of return the investment or asset
class might achieve. Stock markets, especially foreign markets, are volatile. Stock values may fluctuate in response to general economic and market conditions, the prospects of individual companies,
and industry sectors. Bonds are subject to market, interest rate, price, credit/default, liquidity, inflation and other risks. Prices tend to be inversely affected by changes in interest rates.
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Global Investment Strategy (GIS) is a division of Wells Fargo Investment Institute, Inc. (WFII). WFIl is a registered investment adviser and wholly owned subsidiary of Wells Fargo Bank, N.A., a bank
affiliate of Wells Fargo & Company.

The information in this report was prepared by Global Investment Strategy. Opinions represent GIS’ opinion as of the date of this report and are for general information purposes only and are not
intended to predict or guarantee the future performance of any individual security, market sector or the markets generally. GIS does not undertake to advise you of any change in its opinions or the
information contained in this report. Wells Fargo & Company affiliates may issue reports or have opinions that are inconsistent with, and reach different conclusions from, this report.

The information contained herein constitutes general information and is not directed to, designed for, or individually tailored to, any particular investor or potential investor. This report is not
intended to be a client-specific suitability or best interest analysis or recommendation, an offer to participate in any investment, or a recommendation to buy, hold or sell securities. Do not use this
report as the sole basis for investment decisions. Do not select an asset class or investment product based on performance alone. Consider all relevant information, including your existing portfolio,
investment objectives, risk tolerance, liquidity needs and investment time horizon. The material contained herein has been prepared from sources and data we believe to be reliable but we make no
guarantee to its accuracy or completeness.
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