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Markets may not pivot until the Fed stops hiking rates
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Sources: Bloomberg and Wells Fargo Investment Institute. Daily data: January 1, 1970 – November 3, 2022. Vertical lines indicate major market bottoms. Left axis in log scale. An index is
unmanaged and not available for direct investment. Past performance is no guarantee of future results.

In rate-hike cycles since 1970, stock markets have not bottomed until the last Fed rate hike
In 2022, the Federal Reserve (Fed) has aggressively tightened monetary policy (raising rates and shrinking its
balance sheet), which has brought higher volatility and an equity bear market. The chart shows that the
historical relationship between Fed policy and the S&P 500 Index has been strong — in fact, no bear market has
found its bottom prior to the last rate hike in a Fed tightening cycle.
The latest Fed rate increase of 75 basis points (100 basis points equal one percent) has moved the federal funds
rate to 3.75% – 4.00%. With inflation still well above the committee’s target, our view is that the Fed will raise
the federal funds rate by another 50 to 75 basis points in December, followed by one or two smaller increases
early next year. By then, we believe the U.S. economy may be in recession, and we expect the Fed to be likely to
pause further tightening and begin to consider plans to reduce rates later in the year.
What it may mean for investors
With the Fed tightening monetary policy and our view of a recession looming, we have been defensively
positioned for much of 2022. This includes favoring U.S. equities over international equities, and higher-quality
large- and mid-cap equities over small-cap equities. We believe this guidance remains relevant until the Fed
signals a change of course, and interest rates stabilize or peak as we expect.
Chris Haverland, CFA, Global Equity Strategist
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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. Foreign investing has additional risks including those associated with
currency fluctuation, political and economic instability, and different accounting standards. These risks are heightened in emerging markets. Small- and mid-cap
stocks are generally more volatile, subject to greater risks and are less liquid than large company stocks.
Definitions
S&P 500 Index is a market capitalization-weighted index composed of 500 widely held common stocks that is generally considered representative of the US stock
market.
An index is unmanaged and not available for direct investment.
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.
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