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Sacrificing growth
Key takeaways
• Market bottoms are usually marked by some form of capitulation. So
far that has not occurred.
• We would caution against selling into this downturn as we believe a
good amount of negative news is already priced into the market.

This weekly piece has discussed the Federal Reserve (Fed) and the rate-hiking process numerous times in recent
months. We are going to do it again this week. The reasoning is clear as our central bank is in the thick of the
process of attempting to cool the highest domestic inflation readings in more than 40 years. That is no easy task
when dealing with a $22 trillion economy that has enjoyed easy monetary policies and low interest rates since the
Great Financial Crisis more than a decade ago. More recently, the COVID pandemic pushed governments around
the world to implement dramatic fiscal stimulus policies and central banks to push interest rates lower and money
supplies higher. The U.S. led the charge in this endeavor.
So now it is time to unwind these efforts. The effects of $7-plus trillion in fiscal stimulus is fading. However, some
are speculating that a smaller “Build Back Better” package in the range of $600 billion to $1 trillion is in the works.
Some in Congress will likely argue that additional stimulus does not need to be pumped into the economy at this
time. Additional stimulus could very well increase demand for everything from goods and services to energy. Keep
in mind that inflation and high gasoline prices are at the top of the list of concerns in most of the
consumer/electorate polls we have seen.
One of the questions we are getting most frequently is whether or not the stock market is near a bottom. We will
say that history shows most dependable market bottoms were marked by some form of capitulation. One example
would be a high reading on the Chicago Board Options Exchange (CBOE) put-to-call ratio. 1 Meaningful bottoms are
likely near when the put-to-call ratio registers readings above 95% and particularly at or above 110%. So far this
ratio has not indicated that a bottom is likely to occur in the very near term.
We began our process of reducing risk in portfolios in early March of this year. Broken down into a handful of
adjustments over the last 3½ months, the goal has been to reduce exposure to more cyclical asset classes and
sectors in favor of areas we believe will hold up better during the economic slowdown we are anticipating. We
would caution against selling into this downturn, especially given that this is the worst start to any calendar year in
history. We believe a good amount of negative news is already priced into both the equity and fixed-income
markets. With patience and the proper portfolio positioning, we believe long-term investors will be able to ride out
the volatility that is likely to occur in the near to intermediate term.
The bottom line is we think a recession is coming. We believe the Fed is willing to sacrifice economic growth in the
near term to tame inflation. There will likely be attractive entry points where long-term investors can take
advantage of further downside volatility as the market tries to stabilize and eventually find a bottom.
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1. The CBOE equity put-call ratio is calculated by taking the overall number of equity (individual stock and equity index) put options sold each day on the Chicago Board Options Exchange
and dividing by the overall number of call options sold.
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Risks Considerations

Different investments offer different levels of potential return and market risk. 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. Equity securities are subject to market risk which
means their value may fluctuate in response to general economic and market conditions and the perception of individual issuers. Investments in equity securities are
generally more volatile than other types of securities.
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. CAR- 0622-03075
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