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On hold

Key takeaways

« The market is pricing in around 125 basis points?! of Federal Reserve (Fed) cuts by the end of next year.

» That is overly optimistic in our opinion. We do not think the Fed will deliver what the markets are pricing in.

While the financial media have been hyping the potential outcomes for this week’s Federal Reserve Open Market
Committee (FOMC) meeting, the markets have priced in a very low probability of a rate hike. We think it is safe to say the
overwhelming majority of market participants are not expecting fireworks in any way, shape, or form this afternoon when
the decision is announced. We view today’s announcement largely as a reiteration of the stance our central bankers have
been taking for some time, and we expect the federal funds target rate to be held steady at the current 5.25% — 5.5% range.

The FOMC will also release a new set of policy median rate projections (the so-called “dot plot”) of Fed members along with
this decision. While inflation has fallen to a lower level more quickly than the committee anticipated six months ago, the
market will be looking at the updated estimates of where the target rate will be looking forward. The futures market has
started pricing in a better than 60% probability of a rate hike starting in May of next year. By the end of next year, the
market is pricing in around 125 basis points of cuts. That is overly optimistic, in our opinion. We believe the target rate will
end 2024 in the 4.75% — 5% range. Back in September 2023, the median projection fell in the 5% — 5.25% range.

So far, the market has been pricing in meaningfully more rate cuts than the FOMC is projecting. We doubt the market’s
more optimistic view will change substantially in the near term. Nor do we think policymakers will lower their median
projection in any meaningful way soon. It appears market participants do not believe this message that the Fed has been
broadcasting for the bulk of this year: Rates will need to stay higher for longer to help weaken the labor market, slow the
economy, and knock inflation down close to the 2% long-term average target level our monetary policymakers have set as
a goal.

Of course, some progress on inflation has been made, and the labor market and the economy are gradually slowing. Last
week the Fed released the latest Beige Book, which illustrates a wide swath of economic conditions in each of the 12 Fed
districts. The report pointed to conditions reflecting a consumer who is pulling back and more price conscious, a labor
market that is easing, credit conditions that are tightening (aka loans are tougher to get), and consumer delinquencies that
are rising. The report also noted that the pricing power of companies is waning — a headwind for corporate profits.

Equity valuations are stretched. We believe earnings estimates for next year are too high. In our view, investors should not
chase this rally and instead park funds in short-term fixed-income instruments that would be used to buy equities on
noticeable pullbacks. The bottom line is we do not think the Fed will deliver what the markets are currently pricing in.
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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. 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). 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
affiliates of Wells Fargo & Company. PM-06122025-6156647.1.1
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