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Splitting hairs
Key takeaways
« Our expectation that the Federal Reserve (Fed) will not cut rates this year is a key reason we believe the economy
will slow further and eventually tip into a recession later this year.

« Some investors may be focused on whether the Fed will hike interest rates 25 basis points (0.25%) one or two more
times. To us, that is splitting hairs.

The debate has been “raging” in the financial media for the past month or so. And granted, there is a lot of time to fill each
and every business day on financial-oriented cable television. The big issue is whether the Fed will hike rates by 25 basis
points at the May and June Federal Open Market Committee (FOMC) monetary policy meetings or if the central bankers
will be finished with their aggressive rate-hiking agenda after one more increase. Note that our call is for a 25 basis-point
hike at both the May and June meetings. After seeing the Fed hike the federal funds target rate from virtually zero in early
2022 to the current 4.75% to 5% range, it seems this debate would be better spent on another topic: Just how long will we
be at the “terminal” rate?

The Fed has made it clear that knocking inflation back close to the long-term 2% goal is job one. Our strategy is based on
the foundational belief that the Fed will give up some growth (and even help trigger a recession) to get inflation down to the
desired level and will not ease rates until it is clear the goal will be achieved. We do not believe that the Fed will cut rates
this year.

However, per Bloomberg data, the fed funds futures market is currently pricing in a series of rate cuts that could start as
early as September (49% chance of a cut at the time of this writing). The same data suggest the probability of a cut at the
November FOMC meeting is 69.3% and is higher still at the December meeting (72.8%). We think rate cuts will not occur
until 2024 as further inflation deceleration becomes more apparent and the Fed is more confident its goal is close at hand.

Our expectation that the Fed will not cut rates this year is a key reason we believe the economy will slow further and
eventually tip into a recession later this year. Given that, we further believe that earnings estimates on the Street are still
too high, even after taking into account recent consensus adjustments to the downside. As a result, we believe the S&P 500
will likely trade in a range with the upper end near current levels and downside support near 3,700 or just below. Bond
yields also are likely to trade toward their highs of the past few months in our view. We would not chase the recent rallies in
stocks and fixed income but would patiently put money to work as prices trade toward recent lows.

For now, we continue to recommend a more defensive posture focused on adding to high-quality equity and bond
positions as prices fall. Some investors may be focused on whether the Fed will hike rates 25 basis points one or two more
times. To us, that is splitting hairs, and we choose to focus on the slowdown in the economy and earnings and the
opportunities any downside in equity and fixed-income prices might offer toward the lower end of their trading ranges.

Investment and Insurance Products: » NOTFDICInsured » NOBank Guarantee » MAY Lose Value

© 2023 Wells Fargo Investment Institute. All rights reserved. Page1of 2


https://www.wellsfargoadvisors.com/research-analysis/strategists/scott-wren.htm

Market Commentary | April 19,2023

Risk considerations

Each asset class has its own risk and return characteristics. The level of risk associated with a particular investment or asset class generally correlates with the level of return the investment or asset
class might achieve. Stock markets are volatile. Stock values may fluctuate in response to general economic and market conditions, the prospects of individual companies, and industry sectors.
Bonds are subject to market, interest rate, price, credit/default, liquidity, inflation and other risks. Prices tend to be inversely affected by changes in interest rates.

General Disclosures

Global Investment Strategy (GIS) is a division of Wells Fargo Investment Institute, Inc. (WFII). WFll is a registered investment adviser and wholly owned subsidiary of Wells Fargo Bank, N.A., a bank
affiliate of Wells Fargo & Company.

The information in this report was prepared by Global Investment Strategy. Opinions represent GIS’ opinion as of the date of this report and are for general information purposes only and are not
intended to predict or guarantee the future performance of any individual security, market sector or the markets generally. GIS does not undertake to advise you of any change in its opinions or the
information contained in this report. Wells Fargo & Company affiliates may issue reports or have opinions that are inconsistent with, and reach different conclusions from, this report.

The information contained herein constitutes general information and is not directed to, designed for, or individually tailored to, any particular investor or potential investor. This report is not
intended to be a client-specific suitability or best interest analysis or recommendation, an offer to participate in any investment, or a recommendation to buy, hold or sell securities. Do not use this
report as the sole basis for investment decisions. Do not select an asset class or investment product based on performance alone. Consider all relevant information, including your existing portfolio,
investment objectives, risk tolerance, liquidity needs and investment time horizon. The material contained herein has been prepared from sources and data we believe to be reliable but we make no
guarantee to its accuracy or completeness.

Wells Fargo Advisors is registered with the U.S. Securities and Exchange Commission and the Financial Industry Regulatory Authority, but is not licensed or registered with any financial services
regulatory authority outside of the U.S. Non-U.S. residents who maintain U.S.-based financial services account(s) with Wells Fargo Advisors may not be afforded certain protections conferred by
legislation and regulations in their country of residence in respect of any investments, investment transactions or communications made with Wells Fargo Advisors.

Wells Fargo Advisors is a trade name used by Wells Fargo Clearing Services, LLC and Wells Fargo Advisors Financial Network, LLC, Members SIPC, separate registered broker-dealers and non-bank
affiliates of Wells Fargo & Company. CAR-0423-02748
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