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We Do Not Expect a Repeat of the Taper Tantrum

The Federal Reserve appears poised to begin raising the federal fund rates but should be able to avoid a
repeat of the Taper Tantrum, which upended the mortgage market back in 2013.

The Fed’s Brave New Normal Fed Funds Target Rate Expectations
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the Fed has a more immediate goal of normalizing monetary policy e.0%
(moving the funds rate away from zero) without upending the financial
markets. The latter risk is perhaps the most immediate. The decision to 5.0%
taper securities purchases in 2013 shocked the financial markets, leading to

a surge in mortgage rates (middle graph) and collapse in home sales that 40% |
may have set the housing recovery back by two years or more. The Fed will
go to great pains to avoid a repeat.
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Global events might still push the first rate hike into late this year or 2016,
but we are holding to our forecast that the Fed will raise the target for the
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Fed’s first interest rate hike and the recent volatility essentially means that New Home Sales vs. Mortgage Applications
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Source: Federal Reserve Board, Bloomberg LP, FHLMC, MBA, U.S. Department of Commerce and
Wells Fargo Securities, LLC
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Wells Fargo U.S. Interest Rate Forecast

Actual Forecast
2015 2016 2017
1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q
Quarter End Interest Rates

Federal Funds Target Rate 0.25 0.25 0.50 0.50 0.75 1.00 1.25 1.50 1.75 2.00 2.25 2.50
3 Month LIBOR 0.27 0.28 0.60 0.70 0.95 1.20 1.45 1.70 1.95 2.20 2.45 2.70
Prime Rate 3.25 3.25 3.50 3.50 3.75 4.00 4.25 4.50 4.75 5.00 5.25 5.50
Conventional Mortgage Rate 3.77 3.98 4.00 4.15 4.23 4.28 4.37 4.63 4.75 4.76 4.84 4.93
3 Month Bill 0.03 0.01 0.10 0.13 0.56 0.84 1.17 1.34 1.63 1.81 2.12 2.38
6 Month Bill 0.14 0.11 0.25 0.30 0.61 0.89 1.23 1.43 1.66 1.94 2.19 2.41
1 Year Bill 0.26 0.28 0.55 0.68 0.96 1.23 1.59 1.80 2.09 2.29 2.38 2.57
2 Year Note 0.56 0.64 0.75 0.85 1.07 1.26 1.71 1.92 2.27 2.39 2.50 2.62
5 Year Note 1.37 1.63 1.65 1.73 1.87 1.99 2.20 2.34 2.52 2.60 2.69 2.78
10 Year Note 1.94 2.35 2.38 2.40 2.49 2.53 2.63 2.77 2.83 2.88 2.95 3.03
30 Year Bond 2.54 3.11 3.14 3.16 3.23 3.26 3.33 3.58 3.66 3.73 3.81 3.89

Forecast as of: September 9, 2015

Wells Fargo U.S. Economic Forecast and FOMC Central Tendency Projections

2015 2016 2017

Change in Real Gross Domestic Product

Wells Fargo 2.2 2.7 2.2

FOMC 1.8t02.0 24to2.7 2.1to2.5
Unemployment Rate

Wells Fargo 5.0 4.6 4.4

FOMC 5.2to0 5.3 4.9to 5.1 49to5.1
PCE Inflation

Wells Fargo 0.9 1.9 1.9

FOMC 0.6to 0.8 1.6to1.9 1.9to2.0

Forecast as of: September 9, 2015

NOTE: Projections of change in real gross domestic product (GDP) and in inflation are from the
fourth quarter of the previous year to the fourth quarter of the year indicated. PCE inflation is
the percentage rate of change in the price index for personal consumption expenditures
(PCE). Projections for the unemployment rate are for the average civilian unemployment rate in
the fourth quarter of the year indicated.

Fed Data as of: June 17, 2015

Source: IHS Global Insight, Bloomberg LP, Federal Reserve Board and Wells Fargo Securities, LLC
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