January 25, 2011

Economics Group

Mark Vitner, Senior Economist
mark.vitner@wellsfargo.com e (704) 383-5635

Tim Quinlan, Economist
tim.quinlan@wellsfargo.com e (704) 374-4407

Consumer Confidence Rises Solidly in January

Consumer confidence jumped 7.3 points in January to 60.6. All the key components increased solidly during
the month, making this the best report for consumer confidence since the onset of the financial crisis.

Consumers Weigh in With Their Own State of the Union Consumer Confidence Index

Conference Board

More consumers now appear to believe the economy is on the mend. 10 160
Consumer confidence rose 7.3 points in January to 60.6, which brought the
index to its highest level since May 2010. All of the key components of the
survey improved during the month, including the categories relating to the
labor market. Consumer confidence is likely benefitting from the tax
compromise brokered between the President and the new Republican
Congress. Declining unemployment claims, increased hiring plans along
with December’s drop in the unemployment rate are also likely giving
expectations a boost.

While confidence has increased, consumers remain unusually guarded. The | Confidence Ye/NT % Chg: Jan @ 7.3% 1 wo
absolute level of consumer confidence remains exceptionally low. Confidence: Jan @ 60.6
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Moreover, consumers’ assessment of current economic conditions is only 2o R
marginally higher today (31.0) than it was two years ago (29.7). The low
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level of expectations likely reflects persistently high unemployment. The Conference Board Consumer Confidence

unemployment rate has remained above 9.0 percent for the past 20 . Present Situation and Expectations Index 250
months, which is a post-World War 11 record. Many of those out of work . | e o oY 5 Gt o @ 23.0% 1 2os
today have been without a job for a very long time. The Bureau of Labor || T_Fresen Sadn: = o oo 1 200

Statistics notes that 6.44 million people have been unemployed for 27
weeks or more.
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There is a Greater Sense Conditions Are Improving
While persistently high unemployment will likely continue to weigh on

125 T,
consumer confidence for months to come, there is clearly a greater sense ll ' A b |
that economic conditions are finally improving. The percentage of | \\/ [
households rating current business conditions as good rose 2.1 points in  *°7 \w\l 50
January to a post-recession high of 9.8 percent. More consumers also i |2
report that jobs are plentiful (5.2 percent) and fewer consumers report that O o o e a0 e e e
jobs are hard to get (43.4 percent). Both measures, however, remain near
their historic extremes. The gap between the two series, known as the labor Jobs Plentiful vs. Hard to Get
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market differential, rose 3.6 points to 38.2 in January. That improvement o 60%

——Jobs Hard to Get: Jan @ 43.4%

may cause some forecasters to boost their estimate for nonfarm Jobs Plentiful: Jan @ 5.29%
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employment growth in January and cut their estimates for the so% + 50%
unemployment rate. One caveat is that a negative feedback loop exists
between the unemployment rate and consumer confidence. Big drops in the 4% 7 T 40%
unemployment rate, like we saw in December, tend to trigger big gains in \\\
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consumer confidence the following month.

Regardless of whether the magnitude of the improvement in consumer ‘«,\/\N/
confidence has been exaggerated or not, the direction now seems much
clearer. Improvement is evident in nearly every key component of the 4, | 1 10%
survey, including expectations for employment and income. All of this

bodes well for consumer spending and the broader economy in 2011. 0% 0%
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Source: The Conference Board and Wells Fargo Securities, LLC.
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