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Global Real GDP Growth*

*Quarterly annualized growth rates including developed and emerging economies.
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The “EMERGING WORLD ASSET”!!1?

Annual Global Real GDP Growth

Emerging vs. Developed Countries*
*Based on the developed and emerging economies defined by Global Insight. Third
quarter real GDP based on countries which have thus far reported.
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Economic Outlook? Six Major Forces for Growth!!!

1.

2.

Massive Policy Push!

Reverse Corporate Purge!!

. A Returning Calm/Confidence!!!

. Addition by Less H&A Subtraction!!!!
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Stimulus Galore

Inflation-Adjusted Annual M2
Money Supply Growth
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Government Has Done Enough?

"Fiscal-Adjusted"” M2 Money Supply Growth*

Annual Real GDP Growth vs.
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*Annual change in M2 money supply plus annual increase in federal net outlays or less the annual reduction in net
federal government outlays (i.e., federal outlays less receipts) as a percent of initial base of M2 money supply one

year earlier.
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NonFarm Payroll Employment New Orders for Capital Goods
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Improved Confidence!!!!
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Sidelined Buying Power?
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Private-Sector Cash Holdings to GDP Ratio*
*Sum of cash holdings from Households, NonFinancial Corporations, and
NonCorporate Businesses as a Percent of Nominal GDP. Source: Tables B.100,
B.102, and B.103 of Federal Reserve Flow of Funds Report (Z.1).
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Housing & Autos
Quarterly Contribution to Total Real GDP Growth
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U.S. Real Net Exports
4-Quarter Contribution To Total Real GDP Growth
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Cloning the U.S. Consumer!!??

Total Private Consumption Expenditures in U.S. Dollars
Emerging Market Economies* as a Percent of U.S.
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Emerging World Is New Force for Global Growth!!!

Emerging World "Headliner" Imports U.S. Emerging Markets* Trade Balance
as a Percent of Total World Imports* *Trailing 12-month sum of monthly net exports with the 22 countries
*Imports from China, India, and Mexico as a percent of total world imports. comprising the Morgan Stanley Emerging Market Stock Price Index.
Value is in Billions of U.S. Dollars.
12% - .50 -
-100
10% -
-150 -
8% - -200 -
-250 -
6%
-300 -
-350 -
4% -
-400 -
2% T T T T T T T T T T T T T T -450 T T T T T T T T T T T
1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

WELLS CAPITAL MANAGEMENT

W

Economic and Financial Market Outlook — January 2010 13




U.S. Household Savings Rate vs. U.S. Trade Deficit

SOLID LINE—U.S. Household Savings Rate
DOTTED LINE—U.S. Net Exports as a Percent of Nominal
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Two Negative Forces Stalled

Bankrate’s National Average
30-Year Mortgage Rate

Crude Oil Futures
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Profits to Rescue Jobs!!??

Profit Per Job vs. NonFarm Payroll Employment
Open Circle—Represents payroll level when profit . “ T 4.9
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Business-Led Recovery!!!?

U.S. Corporate Cash Flow to Capital Spending Ratio
vs. Real Capital Spending Growth*
*U.S. Corporate Cash Flow-Cap Spending Ratio is pushed forward

- (or leading) real capital spending growth by 1-year .
3 T25% O
£ 110% £
-l -
2 105% - T20% T
3 I g : =
= 100% - o n X Lise A
£ os% - SEEE I RS 0w o
i Poraogtl PR U I T1% 5
> 90% - ' Lo ' S EH 1% 5
E e oo R '.. £ 5% o
2 ss% Al Y -' '- @
8_ ; e 8
M ' 4 0, o —

N 80%:: v 0% 5
— ‘: “: e ’ N N il CU
S snd S e : i s 2
a ° ] L o E T g

o/
| 70% +-10% —
% 65% - <
2 L1 15% =
= 60% - " o
) - Q)
4L 909

8 55% - 20%  —
- =
g- 50% T T T T T T T T T T -25% c
O 1960 1965 1970 1975 1980 1985 1990 1995 2000 2005 2010 <

WELLS CAPITAL MANAGEMENT

W

Economic and Financial Market Outlook — January 2010 17



How Bad Is the Household Burden?
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U.S. Household Financial
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*Includes all debt payments (principal and interest) on outstanding mortgage and consumer debt, auto lease payments, rental payments on tenant-occupied property, homeowners’

insurance and property tax payments as a percent of Disposable Personal Income.

**Total Household Expenditures on Energy Goods and Services as a percent of Disposable Personal Income.

***Includes all debt payments (principal and interest) on outstanding mortgage and consumer debt, auto lease payments, rental payments on tenant-occupied property, homeowners’
insurance and property tax payments AND Total Household Expenditures on Energy Goods and Services. All these outlays shown as a
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U.S. Household Environment By April 2010!1?7?

 Debt/Energy Burden Significantly Improved!
« Job Gains For 2 to 3 months!!
e HH Net Worth “UP” Four Consecutive Quarters!!!

 Positive 401k Statements Four Consecutive Quarters!!!!
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Annual Growth in Total U.S. Private-Sector Debt Annual Growth in Total U.S. Private-Sector Debt
Inflation-Adjusted Growth
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2008 CRISIS “The Depression that Wasn’t”!11]

| eqgacy Question

How should public officials manage
Fear/Confidence????
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Half Full ... Or ... Half Empty????

Most Seem Focused On:

But Ignore:

¥ Overindebted/Undersaved U.S. Consumer?
» Aging Developed World Demographics?

¥ Leftward Shift in U.S.A. Politics/Economy?
» Only Average U.S.A. Equity Valuations?

» Fear/Lack of Animal Spirits?

» A Weak U.S.A. Dollar?

» Newfound Oversaved/Low Debt Emerging World
Consumers!

”» Young Emerging World Demographic with
Ballooning Desires!

» Surge in Free-Market Capitalism about the
Globe in Last 10-15 Years!

» U.S.A. Near-Price Stability (Core Inflation ~ 1%)
with Record-Low Interest Rates!

» Massive “Dry Powder” on the Sidelines!

» An Improving U.S.A. Global Competitive Position!
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Inflation Typically Falls “AFTER” Recessions!?!?

Annual Core Consumer Price Inflation Rate

vs. Recessions*
*Shaded Areas Represent Recessions
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Annual Change in Federal Government Debt Total U.S. Federal Debt as a Percent of Nominal GDP
in Trillions U.S. $
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Gold & Oil Both Look Too High!??!

Relative Price of Gold
Price of Gold divided by CRB Commodity Price Index
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Valuation?

U.S. Stock Market Price-Earnings Multiple* Stock Market Price-Earnings Multiple Adjusted for
*Data Sources: Shiller, Bloomberg, and Inflation/Interest Rate Environment**
Commerce Department Macrohistory Database *Sum of PE Multiple, the absolute value of the inflation or deflation rate,
and the level of the long-term U.S. Bond Yield
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“Rule of 20” Has Worked Pretty Well!??!

Valuation Rule of 20*
*S&P 500 Trailing PE Multiple (Solid) vs. 20 Less Annual CPI Inflation Rate (Dotted)
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Cyclical Or Defensive????

Economically Sensitive vs. Economically Defensive
Relative Stock Price Performance*
*Morgan Stanley’s Cyclical Stock Price Index divided by Consumer Stock Price Index
Shown on a Natural Log Scale.
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U.S. Stock Market
Shown on a Natural Log Scale W\
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Back to the Future Stock Market???!

S&P 500 Composite Stock Index

Price vs. Earnings*—1958 to 1970
SOLID—S&P 500 Stock Price Index shown
on a natural log scale
DOTTED—Trailing 12-month earnings per share
(3-month moving average)
Dotted line is shown as 15 times trailing earnings per share so that when the stock market
(i.e., solid line) touches the dotted line it is at a 15 price-earnings multiple.
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SOLID—U.S. 10-Year Treasury Yield
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What Falls HARD .... 7?7?77

Future Real GDP Growth vs. U.S. Unemployment Rate
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High Unemployment — Better Stock Market!!??

U.S. Stock Market Risk & Return
by Unemployment Rates*
229% - *Based on Monthly Data Since January 1948
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The Ghost of Crises Past!?!!
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Investors Take Note: “Fear Stronger Than Lust”!!!

“ .. the limbic system fires up far more intensely when it perceives a danger compared to when it senses a
reward. The arousal from danger also comes on faster, lasts longer, and is harder to budge. Even the strongest
toward emotion, lust, is unlikely to make you run, whereas fear can do so in an instant. The toward emotions
are more subtle, more easily displaced, and harder to build on, than the away emotions. This explains why
upward spirals, where positive emotions beget more positive emotions, are less common than downward
spirals, where negative emotions beget more negative emotions. Human beings walk toward, but run away.

An excerpt from “Your Brain at Work: Strategies for Overcoming Distraction, Regaining Focus, and Working Smarter All Day Long”
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Thank You

Wells Capital Management (WellsCap) is a registered investment adviser and a wholly owned subsidiary of Wells Fargo Bank,
N.A. WellsCap provides investment management services for a variety of institutions. The views expressed are those of the author
at the time of writing and are subject to change. This material has been distributed for educational/informational purposes only,
and should not be considered as investment advice or a recommendation for any particular security, strategy or investment
product. The material is based upon information we consider reliable, but its accuracy and completeness cannot be guaranteed.
Past performance is not a guarantee of future returns. As with any investment vehicle, there is a potential for profit as well as the
possibility of loss. For additional information on Wells Capital Management and its advisory services, please view our web site at
www.wellscap.com, or refer to our Form ADV Part 1, which is available upon request by calling 415.396.8000.
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