August 11, 2010

Economics Group

John Silvia, Chief Economist
john.silvia@wellsfargo.com ® 704.374.7034
Kim Whelan, Economic Analyst
kim.whelan@wellsfargo.com e 704.715.8457

Budget Deficit Narrowed in July—Challenges Remain

At -$165.0B for the month of July, the deficit is on pace to notch a near-record reading of -$1.3T in fiscal year
2010. Marginal improvement over 2009 stems from higher corporate profits and less emergency spending.

Deficit Remains a Challenge to Policymakers

e The slight narrowing over the fiscal year to date continued in
July with an outturn of -$165.0B. While the modest
improvement is welcome, the deficit remains uncomfortably
large at more than 9 percent as a percent of GDP.

¢ Revenue growth has come primarily from corporate income tax
receipts as corporations have posted large profit gains due to
easy prior-year comps, but the impact will likely begin to fade.

Short-Term Spending Moving Lower

e Slower spending is largely due to a slow down in emergency
programs, which this month included a large decline in TARP
outlays. Permanent spending items, however, such as national
health programs, continue to climb on a year-over-year basis.

e The dichotomy of high unemployment and an ominous budget
deficit will continue to threaten the strength and stability of the
current recovery—growth alone will not solve the imbalances.
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Federal Government Spending - Health
Year-over-Year Percent Change, 12-Month Moving Average
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Corporate Income Tax Receipts

Year-over-Year Percent Change, 12-Month Moving Average
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Federal Spending vs. Revenue
As a Percent of GDP
26%

26%

M Average 1982-2007
Average 2008 through Q2-2010 -+ 24%

24% +

229% + + 229%
20% + 20%
18% + + 18%
16% + + 16%
14% + + 14%

12% T 12%

10%

- 10%

Revenue Spending

Source: U.S. Department of Commerce, U.S. Department of the Treasury and Wells Fargo Securities, LLC



mailto:john.silvia@wellsfargo.com
mailto:kim.whelan@wellsfargo.com

Wells Fargo Securities, LL.C Economics Group

Mark Vitner

Diane Schumaker-Krieg

John E. Silvia, Ph.D.

Jay Bryson, Ph.D.
Scott Anderson, Ph.D.
Eugenio Aleman, Ph.D.

Global Head of Research (704) 715-8437

& Economics

Chief Economist

Senior Economist
Global Economist
Senior Economist

Senior Economist

(212) 214-5070

(704) 374-7034
(704) 383-5635
(704) 383-3518
(612) 667-9281
(612) 667-0168

diane.schumaker@wellsfargo.com

john.silvia@wellsfargo.com
mark.vitner@wellsfargo.com
jay.bryson@wellsfargo.com
scott.a.anderson@wellsfargo.com

eugenio.j.aleman@wellsfargo.com

Sam Bullard Senior Economist (704) 383-7372 sam.bullard@wellsfargo.com
Anika Khan Economist (704) 715-0575 anika.khan@wellsfargo.com
Azhar Igbal Econometrician (704) 383-6805 azhar.igbal@wellsfargo.com
Ed Kashmarek Economist (612) 667-0479 ed.kashmarek@wellsfargo.com
Tim Quinlan Economist (704) 374-4407 tim.quinlan@wellsfargo.com
Kim Whelan Economic Analyst (704) 715-8457 kim.whelan@wellsfargo.com

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 Advisors, LLC,
and Wells Fargo Securities International Limited. The information and opinions herein are for general information use
only. Wells Fargo Securities, LLC does not guarantee their accuracy or completeness, nor does
Wells Fargo Securities, LLC assume any liability for any loss that may result from the reliance by any person upon any
such information or opinions. Such information and opinions are subject to change without notice, are for general
information only and are not intended as an offer or solicitation with respect to the purchase or sales of any security or
as personalized investment advice. Wells Fargo Securities, LLC is a separate legal entity and distinct from affiliated
banks and is a wholly owned subsidiary of Wells Fargo & Company © 2010 Wells Fargo Securities, LLC.

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

WELLS
FARGO



