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Inflation reality check 
Key takeaways 

• Our guidance reflects a higher-for-longer inflation scenario where the Federal Reserve cuts rates twice between 
now and the end of next year. 

• We seek to lock in long-term yields while minimizing the near-term price volatility.  

You may have noticed that the financial media have seemed to put the topic of sticky “core” inflation on the back burner of 
late. Recall that the Federal Reserve (Fed) likes to look at inflation measures excluding the effects of food and energy; that’s 
core. The theory is that Fed monetary policy has little effect on the price of food or energy. Food and energy are often 
thought of as markets that are at the whim of weather patterns (for example, droughts and hurricanes in the gulf that affect 
energy production).   

Now let’s try to take this a step further without getting too far down into the weeds. The Fed’s favorite inflation gauge is 
core Personal Consumption Expenditures (PCE). The news media and general public tend to pay more attention to the core 
Consumer Price Index (CPI). Trying to sound like an economist, the main differences between the two are the way that 
housing and health care are tallied. Another important difference is that PCE takes into account a “substitution effect.” In 
other words, when certain goods a consumer wants to buy are perceived as too expensive, that consumer will substitute 
with different goods that cost less. CPI assumes you buy the same goods no matter the price. 

As of the latest readings, core PCE shows a 2.8% increase over the 12 months through October while core CPI shows a 3.3% 
increase. As most of our regular readers know, the Fed is targeting a 2% inflation level, on average, over the longer term. 
Clearly, the latest readings on both of these measures are well above where our central bankers would like to see them. On 
top of that, both inflation measures have ticked a tenth or two higher since midsummer. That’s not what the Fed wants to 
see. 

Our guidance reflects a higher-for-longer inflation scenario where the Fed cuts rates twice more between now and the end 
of next year. Considering this outlook for lower short-term rates, we suggest that investors with a long-term focus 
rebalance portfolios to a position that locks in long-term rates. That involves moving funds from short-term instruments 
into a laddered fixed-income strategy. Laddering starts by reallocating first into favored (overweight) intermediate 
maturities in the three-to-seven-year range.  

For another ladder rung, we would add cash to long-term fixed income, but in line with strategic allocations. We expect 
longer-term yields to move up and down sharply in 2025, and moves higher would push down the prices more for longer-
maturity bonds than for more intermediate maturities. The comparatively lower sensitivity of intermediate maturities to a 
given change in yield is a main reason why we’re overweighting intermediate maturities. Nevertheless, we expect price 
volatility to fade, which is why we would add some cash to long-term bonds, although for now not as much as to the 
intermediate maturities. Where we seek to lock in long-term yields, while minimizing the near-term price volatility, we 
favor adding longer-term maturities patiently, waiting to put cash to work as yields rise and prices fall.  
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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. 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. A bond ladder 
is a fixed-income portfolio in which each security has a different maturity date. This helps the investor to reinvest at regular intervals. It can be useful in a rising-rate environment. Keep in mind, bond 
laddering does not assure a profit or protect against investment loss. Nor does it eliminate interest rate risk as the price of bonds in the ladder will continue to fluctuate as interest rates change. In 
addition, an investor may still face periodic reinvestment risk. 

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-06102026-7428323.1.1 
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