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Weekly perspective on current market sentiment February 15, 2023  

Picking a fight 
Key takeaways 

• The old market bromide, “never fight the Fed” is a tried-and-true 
piece of advice that, if followed, has largely benefited investors over 
many decades. 

• The market has chosen to pick a fight with the Fed and downplay the 
deterioration in the economy and earnings. We have chosen not to 
participate.  

Let’s start with one of the conclusions: The stock market does not believe the Federal Reserve (Fed) when our 
central bankers tell us they have no plans to cut the federal funds target rate this year. Only recently, after the 
release of the robust January employment report, did the fixed-income market price in expectations that the 
“terminal rate” would reach 5% despite a concerted effort by Fed Chair Jay Powell & Company to hammer home 
that message for a number of months. The terminal rate refers to the peak level for the federal funds target in this 
Fed tightening cycle. At this point, after all the jawboning by the Fed, the market has continued to price in a small 
rate cut late this year and another early in 2024. 

I am reminded of advice given to me by my father just prior to my wedding day: “You need to learn to pick your 
battles.” Good advice indeed, even if it did take a few years to fully grasp his meaning. Market participants can 
apply that same bit of sage advice to heeding the message coming from the Fed. The old market bromide “never 
fight the Fed” is a tried-and-true piece of advice that, if followed, has largely benefited investors over many 
decades. 

With the Consumer Price Index (CPI) still showing a more than 6% increase over the last 12 months, prices are 
anything but stable. While the trend is down and well below the 9.1%, 40-plus year high reading back in June of last 
year, inflation is still far above the long-term average Fed target of 2%. That means the U.S. central bank has more 
work to do as it has reminded us constantly and consistently in recent months.  

The rule of thumb that it takes six to nine months for Fed rate adjustments to impact the economy implies that we 
are just now starting to feel the rate hikes announced at last year’s September policy meeting or even as far back as 
the June 2022 meeting. In other words, there are a number of rate hikes in the system that have theoretically not 
even begun to affect the economy at this point.  

As a result, we continue for now with our more defensive portfolio posture. We believe the Fed’s rate hikes will 
result in a moderate recession that is likely to begin soon and last for a couple of quarters. On a year-to-date basis, 
investors have bid up the prices of stocks in sectors that are sensitive to an economic upswing such as Consumer 
Discretionary, Real Estate, and Financials. These sectors were among the worst performers in 2022. Our analysis 
suggests the market is ahead of itself in rewarding these sectors with notable outperformance thus far in 2023.  

The market has chosen to pick a fight with the Fed and downplay the deterioration in the economy and earnings. 
We have chosen not to participate at this time but look to the second half of this year for better opportunities and 
brighter skies.  

Scott Wren 
Senior Global Market Strategist 

Last week’s S&P 500 Index: -1.1% 
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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. 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. Sector investing can be more volatile than investments 
that are broadly diversified over numerous sectors of the economy and will increase a portfolio’s vulnerability to any single economic, political, or regulatory development affecting the 
sector. This can result in greater price volatility. 

Definitions 

Consumer Price Index (CPI) produces monthly data on changes in the prices paid by urban consumers for a representative basket of goods and services. 

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. CAR-0223-02278 
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