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How much will Rates Rise? According to Policymakers...

The 2017 median appropriate Fed funds rate remained unchanged at 1.38 percent and the 2018
median appropriate rate also remained unchanged at 2.13 percent.

Fed Fund futures are pricing at the lower end of the 2018 and 2019 forecasts.
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U-3 and U-6 Unemployment

U3, U4, U5 and U6
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But Concerns Remain...

Labor Force Participation Rate and Unemployment

The participation rate has followed the decline in the unemployment rate, suggesting some of
the decline in unemployment is not due to job creation.
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...and inflation remains below the 2 percent target...

The argument to keep rates low has been h?v‘f:ﬁlﬁh'””icnefrlgi'ig:]yv‘:’l‘ﬁlc’:’;swgﬁg j[;)a”d 1
focused on inflation, with international : . R /
. . . tightening resource utilization. r
weakness and low oil prices putting
downward pressure on inflation expectations. Fed Chair Janet Yellen;
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GDP Growth
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Market Expectations for Short-Term Rates



When will the Fed raise rates? Markets continue to trade
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Cash and Futures-Implied Yields

Eurodollar and Fed funds futures contracts have slightly subsided after rising sharply in
anticipation of rate hikes in early 2017.
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Market Expectations for the U.S. Economy and Policy Normalization

Source: IMF, Wells Fargo Securities, LLC
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Financial Conditions and Short-Term Rates



Macroeconomic Risks
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Credit Risks
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1.0 +
Higher 1 I I
risk
Lower
risk  -1.0 -
-2.0 -

Overall (8) Banking sector Corporate sector  Household
3) 3) sector (2)

Source: IMF, Wells Fargo Securities, LLC




Risk Appetite
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Monetary and Financial Conditions

Source: IMF, Wells Fargo Securities, LLC
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Market and Liquidity Risks

Market and Liquidity Risks
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Net Leverage of S&P 500 Companies

Source: IMF, Wells Fargo Securities, LLC
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Stages of a Stylized Credit Cycle

Source: IMF, Wells Fargo Securities, LLC

Stages of a Stylized Credit Cycle

August 2007 — March 2009

Falling credit growth

Falling profits, rising leverage,
weakened cash flow

Credit undervaluation

July 2004 — August 2007

Excessive risk taking

Rapid credit growth

Rising profits, rising leverage,
large-scale M&A and capex
Credit overvaluation

March 2009 — December 2009

Companies try to shore up
balance sheets
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Net Leverage of S&P 500 Companies by Sector
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Corporate Debt Service and Interest Rates

Corporate Debt Service and Interest Rates
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Macro Considerations for Short-Term Markets




Corporate Cash Holdings on Balance Sheet

Corporate Cash Holdings on Balance Sheet
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Unrepatriated Income by Sector

Source: IMF, Wells Fargo Securities, LLC

Unrepatriated Income, by Sector
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Sector Performance in a Rising Rate Environment




Does it make sense to move to floaters in a rising rate environment? It depends...

History shows that forward rates frequently overshoot actual movements in short-term rates,
making a case for not being heavily underweight duration just because rates are rising.

If investors move from fixed to floating and actual floating rates stay lower than
forward rates, the floating rate position underperforms the fixed-rate alternative

3-month LIBOR vs. 5-year forward rates
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Investment Landscape: U.S. Corporate Bonds (1-3 Years)

U.S. Corporate Bonds (1-3 Years)
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Investment Landscape: U.S. Corporate Bonds (1-3 Years)

U.S. Corporate Bonds (1-3 Years)
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Investment Landscape: Annual Returns for Short Duration Sectors
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Returns shown are the annual total returns of select Bank of America Merrill Lynch indices. This Table of Short Duration Returns is a comprehensive representation of relative sector
performance for a 12-year period through 12/31/2006.
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Debt Ceiling — This Time It's Different...



The Debt Ceiling: This Time It's Different?

Short-term Market Psychology is Oscillating
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All aboard the Debt Ceiling
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Sentiment about the likelihood of
technical default is shifting
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The Debt Ceiling: This Time It's Different?

Thoughts on the Debt Ceiling

Late Q3 — early Q4 remains best estimate for the
exhaustion of “extraordinary measures

Administration may be willing to allow a government

Politics
shutdown

Comments from the

Ad_m_lnlstratlon Sl_Jgg_e_St g - “Our country needs a good ‘shutdown’ in
willingness to prioritize . September to fix mess. ”
payments... ! — President Trump
% May 2, 2017
\—MMA'.

1. TSY cash position is likely to be squeezed
2. Could constrain bill supply
3. FOMC run-off caps could help

Source: Wells Fargo Securities, LLC
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Disclaimer

This publication is intended for institutional accounts only (as defined in FINRA Rule 4512), please do not forward.

This Commentary is a product of Wells Fargo Securities Fixed Income Sales and Trading and is not a product of Wells Fargo Securities, LLC’s Research, Economics and
Strategy. The views expressed herein might differ from those of Research, Economics and Strategy.

This communication is for informational purposes only, is not an offer, solicitation, recommendation or commitment for any transaction or to buy or sell any security or
other financial product, and is not intended as investment advice or as a confirmation of any transaction. Interested parties are advised to contact the entity with which they
deal, or the entity that provided this report to them, if they desire further information.

WEFS and its investment representatives do not act as Municipal Advisors and only provide investment advice or recommendations with respect to bond proceeds as
permitted by available exemptions.

Accuracy of Information

The information in this report has been obtained or derived from sources believed by Wells Fargo Securities, LLC to be reliable, but Wells Fargo Securities, LLC does not
represent that this information is accurate or complete. Any opinions or estimates contained in this report represent the judgment of Wells Fargo Securities, LLC at this
time and are subject to change without notice. Wells Fargo Securities, LLC and its affiliates may from time to time provide advice with respect to, acquire, hold or sell a
position in, the securities or instruments named or described in this report.

Important Disclosures Relating to Conflicts of Interest and Potential Conflicts of Interest

Wells Fargo Securities, LLC may sell or buy the subject securities to/from customers on a principal basis. Wells Fargo Securities, LLC has or may have proprietary positions
in the securities mentioned herein. The trading desk has or may have proprietary positions in the securities mentioned herein. The author's compensation is based on,
among other things, Wells Fargo Securities, LLC's overall performance, the profitability of Wells Fargo Securities, LLC's Markets Division and the profitability of the trading
desk.

About Wells Fargo Securities

Wells Fargo Securities is the trade name for the capital markets and investment banking services of Wells Fargo & Company and its subsidiaries, including but not limited
to Wells Fargo Securities, LLC, a member of NYSE, FINRA, NFA and SIPC, Wells Fargo Prime Services, LLC, a member of FINRA, NFA and SIPC, and Wells Fargo Bank,
N.A. Wells Fargo Securities, LLC and Wells Fargo Prime Services, LLC are distinct entities from affiliated banks and thrifts.

Copyright© 2017 Wells Fargo Securities, LLC

SECURITIES: NOT FDIC:-INSURED/NOT BANK-GUARANTEED/MAY LOSE VALUE



Wells Fargo Securities

SECURITIES

32



	The Short-term Investment Landscape�New Mexico LGIP Stakeholders Meeting 
	How much will Rates Rise? According to Policymakers…
	U-3 and U-6 Unemployment
	But Concerns Remain…
	…and inflation remains below the 2 percent target…
	GDP Growth
	Market Expectations for Short-Term Rates
	When will the Fed raise rates? Markets continue to trade  
	Market Expectations for the U.S. Economy and Policy Normalization
	Financial Conditions and Short-Term Rates
	Macroeconomic Risks
	Credit Risks
	Risk Appetite
	Monetary and Financial Conditions
	Market and Liquidity Risks
	Net Leverage of S&P 500 Companies
	Stages of a Stylized Credit Cycle
	Net Leverage of S&P 500 Companies by Sector
	Corporate Debt Service and Interest Rates
	Macro Considerations for Short-Term Markets
	Corporate Cash Holdings on Balance Sheet
	Unrepatriated Income by Sector
	Sector Performance in a Rising Rate Environment
	Does it make sense to move to floaters in a rising rate environment? It depends…
	Investment Landscape: U.S. Corporate Bonds (1-3 Years)
	Investment Landscape: U.S. Corporate Bonds (1-3 Years)
	Slide Number 27
	Debt Ceiling – This Time It’s Different…
	The Debt Ceiling: This Time It’s Different? 
	The Debt Ceiling: This Time It’s Different? 
	Disclaimer
	Wells Fargo Securities

