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Weekly perspective on current market sentiment February 23, 2023  

Higher terminal rate for longer = 
nervous market 
Key takeaways 
• The recent stall in downward inflation progress on a month-over-

month basis, while not unexpected, has impacted Federal Reserve 
thinking. 

• Higher-than-expected rates for longer than expected is causing 
market participants to wonder if the terminal rate could end up even 
higher than what Fed officials are suggesting.  

Financial markets can turn on a dime. The last handful of trading days is a perfect example. To understand the 
rationale that has taken the S&P 500 Index (SPX) down by a couple of hundred points or so from the recent rally 
highs, investors need to consider some very basic concepts that the market is focused on. This is not rocket 
science. The concern is the Federal Reserve’s (Fed) efforts to knock down inflation  are increasing the risks that a 
mistake will be made that will turn a mild or modest recession into something more severe which hammers 
corporate earnings more than what the current consensus expects. This is one of the ways the stock market sees 
the downside volatility we have been expecting in the nearer term. 

What took us to this newly heightened level of worry? From a trigger perspective, a robust January U.S. 
employment report, released on the first Friday of this month, caught the attention of investors. And while many 
market pundits and economists pointed out that seasonal adjustments by government number crunchers added to 
the strength of the report, there is no doubt the US labor market remains tight. The Fed has repeatedly and 
consistently pointed to the labor market as being one of the, if not the key, indicators  it is watching when making 
monetary policy decisions. The tighter the labor market the more upward pressure on wages and the more cash 
consumers have in their pockets. American consumers with cash in their pockets tend to spend it. The Fed wants 
demand to fall relative to supply, theoretically allowing price pressures to ease. A softer labor market would help. 

The next trigger was the Valentine’s Day Consumer Price Index (CPI) report for January. While the year-over-year 
downward inflation trend remained intact, on a shorter-term month-over-month basis, both headline and core 
readings came in higher than the December levels. The immediate read was this stall in downward inflation 
progress, while not unexpected, would likely impact Fed thinking.  This has been further confirmed in very recent 
comments by officials such as St. Louis Fed President Jim Bullard, who stated he believes the terminal rate should 
be 5.375% and stay there for some time. That would equate to a stated range of 5.25% to 5.5% or basically 50 basis 
points (100 basis points equals 1%) higher than what the market believed would be the case just a couple of weeks 
ago. Recent Fed comments have also dashed hopes for rate cuts at some point this year.  

Higher than expected rates for longer than expected is causing market participants to wonder if the terminal rate 
could end up  even higher than what Jim Bullard is suggesting. Given the meaningful run higher in the SPX since the 
end of last year, largely based on the hopes that the terminal rate would remain just below 5% and rate cuts would 
occur at some point in the second half of this year, it makes sense for stocks to give up some of the recent gains.  

For now, stay defensively positioned. We believe the downside will offer opportunities. Be patient.  

Scott Wren 
Senior Global Market Strategist 

Last week’s S&P 500 Index: -0.3% 

Market Commentary 

Investment and Insurance Products:       NOT FDIC Insured       NO Bank Guarantee       MAY Lose Value 



Market Commentary —| —February 23, 2023 

© 2023 Wells Fargo Investment Institute. All rights reserved. Page 2 of 2 

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.  

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.  

S&P 500 Index: The S&P 500 Index is widely regarded as the best single gauge of large-cap U.S. equities and serves as the foundation for a wide range of investment products. The index 
includes 500 leading companies and captures approximately 80% coverage of available market capitalization. 

SPX Index represents the derivative products in the S&P 500 Index. 

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-0223-03467 
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