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Weekly perspective on current market sentiment October 12, 2022  

Capital preservation, not capital 
appreciation — for now 
Key takeaways 
• The stock and bond markets have already been hit by a storm and 

have been struggling in the unsettled seas. 

• However, our outlook calls for brighter skies to be on the horizon in 
the second half of next year.     

Driving around town, you might not get the feeling that a recession is likely near. Restaurants are busy, most stores 
seem to have plenty of shoppers, and everyone’s favorite online retailer has delivery trucks out on the streets in 
force. But as the saying goes, there is often calm before the storm. 

The stock and bond markets have certainly already been hit by a storm and have been struggling in the unsettled 
seas. Interest rates have surged higher while equities, here at home and around the globe, have tumbled. Most 
investors haven’t looked forward to opening their monthly statements, as there have been few places to hide since 
the S&P 500 Index notched its all-time record high on the first trading day of this year. There has not been too 
much to cheer about since then, with the S&P 500 Index down more than 25% from that record high and at the 
time of this writing. It historically hasn’t been often that both stocks and bonds lose ground three quarters in a row, 
but we view this as the case this time around. 

As our recent economic projections indicate, we see modest overall growth this year and a moderate recession 
(economic contraction) beginning late this year and into mid-2023. Stocks have been anticipating some degree of 
economic angst, but may not yet have priced in all the bad news that we expect to see over the coming six or nine 
months. This is why neither we nor anyone else can reliably call a stock market bottom at this point, and why we 
are aiming to keep portfolios in the more defensive posture that we have been favoring since March of this year. 

The Federal Reserve’s (Fed’s) rate-hiking strategy is aimed at cooling inflation by reducing the level of demand 
(spending) in the domestic economy. That policy approach is moving ahead with additional interest rate increases 
on the horizon at both the November and December Federal Open Market Committee (FOMC) meetings. Inflation 
remains at a high level, and our central bankers have made it clear that meaningfully reducing price pressures is Job 
One. We see inflation this year, as measured by the Consumer Price Index (CPI), coming in at 7.7%. While still well 
above what the Fed wants to see, the good news is we see headline CPI falling to 2.4% in 2023 as the domestic and 
global economies slow, U.S. consumer spending eases, and the unemployment rate climbs to just over 5% by the 
end of next year. 

Our outlook calls for brighter skies to be on the horizon in the second half of next year. Whether a short-term 
investor or a long-term investor, we favor patience. We believe this upcoming recession should not look or feel like 
2008 again, and potential buying opportunities are on our expected horizon in the coming months. In the 
meantime, capital preservation is key, and we favor quality equity sectors and short-term fixed income while we 
await broadly more positive market views.  

Scott Wren 
Senior Global Market Strategist 

Last week’s S&P 500 Index: +1.5% 
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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. 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 is a market capitalization-weighted index composed of 500 widely held common stocks that is generally considered representative of the US stock market.   

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-1022-01460 
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