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What to do now 
Key takeaways 

• Market participants appear to be hanging their hats on aggressive Federal Reserve rate cuts in 2024.      

• We believe there are actions investors can take to help portfolios benefit from the environment that lies ahead.  

The S&P 500 (the Index) has surged slightly more than 15% since the late-October lows. Over the same time frame, bond 
prices have also staged a robust rally, pushing the yield on the 10-year Treasury note from an intraday high of just over 5% 
to the current 3.92% at the time of this writing. These significant price moves have occurred as market participants appear 
to be hanging their hats on strong earnings growth, lower inflation, and aggressive Federal Reserve (Fed) rate cuts in 2024. 
We continue to be skeptical that earnings for the Index will increase as significantly and we expect only half the number of 
Fed rate cuts the federal funds futures are suggesting. The Index and long-term Treasuries look priced for perfection at 
current levels in our opinion. 

So, for many investors, the question becomes: What to do now? Equity valuations are high, and the Index is trading above 
the midpoint of our year-end 2024 target range (4,700). In addition, our target midpoint for the yield on the 10-year 
Treasury note at the end of next year is 5%. We do not favor chasing the Index or the price of the 10-year Treasury note 
higher. But given these rallies, we do believe there are actions investors can take that have the potential to add value in the 
6 – 18-month time frame. 

With the Index trading at an optimistic 21.5x our $220 earnings number for next year, we believe investors should 
consider taking action in select sectors. The Information Technology, Consumer Discretionary, and Communication 
Services sectors are the only sectors (out of 11 total) that have outperformed the Index on a year-to-date basis, and their 
magnitude of outperformance has been dramatic. It is likely that many investors are now overweight these sectors relative 
to their representation in the index. Our rating is neutral on Information Technology and Communication Services, and we 
are unfavorable on the Consumer Discretionary sector. We prefer to trim positions on all three sectors to bring them back 
in line with our ratings.  

With the proceeds from taking the above actions, we favor investing in our favorable-rated Health Care, Industrials, and 
Materials sectors. These high-quality sectors have not kept pace with the Index in this narrow equity rally but in our view 
offer attractive relative performance potential between now and the end of next year.  

Should excess funds be left over after taking the favored equity sector actions, we continue to favor short-term fixed 
income as a good place to “park” funds with the intention of putting that money back to work in stocks as anticipated 
opportunities arise as the economy and earnings slow. We still favor long-term fixed income but, as we foresee yields 
moving higher later in 2024, we prefer to be patient. Despite high equity valuations and lower interest rates, we believe 
there are actions investors can take to help portfolios benefit from the environment that lies ahead.  
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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, 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. High yield 
(junk) bonds have lower credit ratings and are subject to greater risk of default and greater principal risk. Although Treasuries are considered free from credit risk they are subject to other types of 
risks.  These risks include interest rate risk, which may cause the underlying value of the bond to fluctuate. 

General Disclosures 

Global Investment Strategy (GIS) is a division of Wells Fargo Investment Institute, Inc. (WFII). WFII 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. PM-06192025-6171596.1.1 
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