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Hope for good, but not great
Key takeaways

« It all comes down to what potential effect an accumulation of data might have on the Federal Reserve’s (Fed)
monetary policy decisions.

» Stronger-than-expected economic news is likely to be interpreted as giving the Fed a green light to hike rates
further.

The trading week of August 28 through September 1 is a good example. Economic data showed that the number of job
openings tumbled, consumer confidence fell, personal income was weaker than expected, and the gain in average hourly
earnings was down from the prior month. In addition, second-quarter growth was revised noticeably lower than initially
reported. The stock market’s reaction to all this weaker-than-expected economic data? The S&P 500 Index finished the
week with a robust 2.5% gain. The following week (last week), the economic data overall was stronger than expected and
the S&P 500 Index lost more than 1%.

You might be asking yourself, “That trading week is a good example of exactly what?” It is a good example of the equity
market reacting to economic news differently than many investors might expect. The reports were weaker than expected,
but stocks rallied. Then, with better-than-expected data, equities fell. This strategist would argue that, right now, economic
news that is too good is being taken as a negative by investors while weaker news is a positive. That may sound strange and
nonsensical. After all, how can stronger economic data be considered anything but a big positive for the stock market?

It all comes down to what potential effect an accumulation of this data might have on the Fed’s monetary policy decisions.
These decisions, in the vast majority of occasions, decide whether a cycle lives or dies. Monetary policy that is too tight can
create headwinds. Inflation generally starts to increase as the economy accelerates, input costs rise, and the labor market
tightens. That was especially true in the pandemic period, where the government pumped trillions of dollars into the
economy and resulting demand for goods overwhelmed global supply chains. And currently, post-pandemic stimulus
spending by the U.S. government has helped drive consumer spending,

The Fed and the stock market have been laser-focused on wages and inflation. Our central bankers believe that strong wage
increases put meaningful upward pressure on inflation. Investors know that higher wage costs cut into corporate profit
margins. Housing and shelter inflation has also fueled the fire. Higher inflation that sticks around for longer and forces the
Fed to continue to hike interest rates and leave them higher for longer is a combination that is rarely good for stocks. We
continue to see a higher-for-longer rate environment leading to a recession at some point over the next 12 months.

At this point, we believe that stronger-than-expected economic news is likely a negative for stocks. We expect investors
will interpret strong economic news as giving the Fed a green light to hike rates further. In our view, for now, especially in
terms of economic growth, hope for good, but not great.
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Risk considerations
Forecasts are not guaranteed and based on certain assumptions and on views of market and economic conditions which are subject to change.

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, especially foreign markets, are volatile. Stock values may fluctuate in response to general economic and market conditions, the prospects of individual companies,
and industry sectors.

General Disclosures

Global Investment Strategy (GIS) is a division of Wells Fargo Investment Institute, Inc. (WFII). WFIlis 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
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