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Timely guidance that may affect your investment strategy April 28, 2022 

Announcing 2023 targets, updated equity 
sector guidance 
Guidance changes 
• Global equities: We are upgrading the Consumer Staples sector to neutral 

from most unfavorable, and the Energy sector to favorable from neutral, 
in order to rebalance among growth and defensive sectors, and because 
we foresee further gains in oil prices in 2023. 

Forecast changes 
• Global economy and currencies: We are raising our 2022 forecast for U.S. 

inflation, reflecting greater inflation persistence, or stickiness. This change 
also implies higher developed market and global inflation. Sticky inflation 
in 2022 also should slow the U.S. economy somewhat more than our prior 
forecast. For 2023, slowing spending should cool inflation around the 
world. We expect a 2022-2023 eurozone recession. We believe a U.S. 
2022 recession is unlikely, but the 2023 risk is rising. The U.S. 2023 
unemployment rate should increase if labor demand weakens. We expect 
the U.S. dollar to strengthen against the euro and yen in 2022 but to 
depreciate modestly in 2023. 

• Global fixed income: We expect continued aggressive policy tightening 
from the Federal Reserve (Fed) in 2022 and 2023. Higher policy (fed funds 
target) rates, weaker demand for fixed income, and persistent inflation 
lead us to raise our 10-year and 30-year U.S. Treasury yield target ranges. 

• Global equities: The combination of a slower U.S. economy in 2022 and 
higher interest rates should reduce 2022 earnings growth and price-to-
earnings (P/E) multiples and limit price gains. Positive but below-average 
earnings growth and few catalysts for strong P/E expansion suggest 
modest upside in U.S. equity markets in 2023. 

• Global real assets: We are downgrading our 2022 commodity price target 
ranges. For 2023, however, we expect supply constraints, particularly in 
crude oil, to overshadow the slowing global economy and to accelerate 
commodity price gains. 

Allocation changes 
• We favor reallocating to the Energy and Consumer Staples equity sectors 

from a combination of unfavorable and possibly from other neutral-rated 
sectors. Table 2 shows target allocation ranges for each U.S. equity sector. 
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Table 1. WFII 2022 and 2023 year-end forecasts and market targets 

Global economy  Year-end 2023 target New 2022 year-end target Previous 2022 year-end target 
U.S. GDP growth 0.4% 2.2% 2.6% 

U.S. CPI Inflation 4.0% 7.7% 6.8% 

U.S. unemployment rate 4.0% 3.4% 3.4% 

Global GDP growth 2.2% 3.0% 3.1% 

Global inflation 4.3% 5.4% N/A 

Developed market GDP growth 0.7% 2.1% 2.2% 

Developed market inflation 3.8% 6.1% 5.7% 

Eurozone GDP growth -0.3% 2.0% 2.0% 

Eurozone inflation 2.2% 6.0% 6.0% 

Emerging market GDP growth 3.5% 3.8% 3.8% 

Emerging market inflation 4.8% 5.5% 5.5% 
 

Equities  Year-end 2023 target New 2022 year-end target Previous 2022 year-end target 
S&P 500 Index 4800-5000 4500-4700 4700-4900 

   S&P 500 earnings per share $230 $220 $225 

Russell Midcap Index 3300-3500 3100-3300 3200-3400 

   Russell Midcap earnings per share $162 $155 $155 

Russell 2000 Index 2050-2250 1950-2150 2050-2250 

   Russell 2000 earnings per share $88 $85 $85 

MSCI EAFE Index 2050-2250 1950-2150 2000-2200 

   MSCI EAFE earnings per share $140 $140 $140 

MSCI Emerging Markets Index 1050-1250 1000-1200 1050-1250 

   MSCI EM earnings per share $90 $90 $90 
 

Fixed income Year-end 2023 target New 2022 year-end target Previous 2022 year-end target 
10-year U.S. Treasury yield 2.50%-3.00% 3.00%-3.50% 2.00%-2.50% 

30-year U.S. Treasury yield 2.50%-3.00% 3.00%-3.50% 2.25%-2.75% 

Federal funds rate 3.25%-3.50% 2.50%-2.75% 1.50%-1.75% 
 

Commodities Year-end 2023 target New 2022 year-end target Previous 2022 year-end target 
WTI crude oil $100-$120 $90-$110 $120-$140 

Brent crude oil $105-$125 $95-$115 $125-$145 

Gold $2100-$2200 $2000-$2100 $2000-$2100 

Bloomberg Commodity Index 270-290 260-280 275-295 
 

Foreign currencies Year-end 2023 target New 2022 year-end target Previous 2022 year-end target 
Dollars per euro $1.06-$1.14 $1.02-$1.10 $1.02-$1.10 

Yen per dollar ¥116-¥126 ¥121-¥131 ¥114-¥124 

Source: Wells Fargo Investment Institute, April 28, 2022. GDP = gross domestic product; CPI = Consumer Price Index; WTI = West Texas Intermediate Forecasts, 
targets and estimates are based on certain assumptions and on our current views of market and economic conditions, which are subject to change. 
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Summary 

Political and policy factors have the greatest influence on our economic forecasts and market targets for the 
remainder of 2022 and through 2023. It is especially the interaction between policy and inflation that we expect 
will drive directions in capital markets. Shortages of food, fuel, and other commodities likely will persist globally if, 
as we expect, the war in Ukraine and Russian sanctions continue to disrupt production and sustain inflation. 
Likewise, zero-COVID policies amid ongoing COVID-19 outbreaks in Asia further interrupt production and 
shipping, and aggravate shortages and inflation. 

Most of all, the Fed’s singularly aggressive tightening campaign, and its unprecedented and untested plan to shrink 
its balance sheet, seek to cure inflation by slowing spending. Yet, inflation depends at least in part on unrelated 
political decisions elsewhere — in Beijing, Moscow, and Kyiv, and in NATO capitals — which means that the Fed’s 
economic treatment plan may slow the economy faster than it lowers inflation. That timing difference presents a 
policy challenge: We anticipate the Fed’s anti-inflation prescription is very likely to have its full impact sometime 
in 2023, if inflation slows the aging economic expansion significantly more as we expect.1 There is a growing risk 
that rapid interest-rate increases eventually may reinforce inflation’s negative effect on the already advanced 
economic cycle, and may tip the U.S. economy into a recession by 2023. 

Differentiating inflation and economic growth directions by global regions 

Rapidly slowing global economic growth, particularly after 2022: We believe that the eurozone will suffer an 
economic recession late in 2022 that spills over into 2023, given Europe’s dependence on increasingly scarce 
Russian energy and weak Chinese demand. Even a cheaper euro in 2022 (as we describe below) is unlikely to 
reverse these negatives. 

The U.S. economy may suffer less than Europe from commodity shortages, but persistent inflation and rising 
borrowing costs should undercut consumer spending, housing, and other parts of an economy grown increasingly 
interest-sensitive after years of ultra-low rates. We now expect that slowdown to begin later in 2022 and 
accelerate into 2023. The magnitude of the U.S. slowdown still depends on changeable policy decisions in Europe 
and in Washington, but there is a material risk of a 2023 U.S. recession. 

Higher 2022 U.S. and global inflation that only eases gradually in 2023: We are revising higher our 2022 U.S. 
inflation forecasts, which also implies a higher rate for developed markets and for the world. The upward revisions 
account for additional wage inflation, shortages due to still-accumulating sanctions against Russia, as well as the 
extension of COVID lockdowns in large Chinese cities. 

High inflation is likely to persist during the early part of 2023 because of past wage and other production cost 
pressures still working their way through the economy, and because of accelerating rent increases responding to 
tight supply over most of the forecast horizon. We expect inflation to slow gradually through 2023, but mainly for 
a bad reason, namely, rapidly decelerating global economic growth. Easing supply-chain disruptions also may help 
ease inflation globally by year-end 2023, but more so in Europe, mainly because of its lower wage inflation 
pressures than in the U.S. 

A modest increase in the U.S. unemployment rate: Lingering COVID-19 concerns should continue to limit the 
increase in the labor supply, but a slowing economy should weaken labor demand and ultimately push the 
unemployment rate higher in 2023. Still, the very gradual improvement in labor force participation is another 
reason why wage inflation may aggravate overall inflation. 

  

                                                      
1. Based on our research from 1963-2022, and covering 8 recessions, the time between the first Fed rate hike and a recession typically has been approximately 9 months to 3 years.. 
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Emerging economies are a little different: The emerging market economies’ dependence on commodity prices 
produces a mixed economic picture. Some of these economies benefit heavily from higher commodity prices 
because they rely on raw material exports. Still, all emerging economy consumers are vulnerable to higher 
commodity prices because food and energy are comparatively larger weights in the household budget than in 
Europe, Japan, or the U.S. The higher commodity prices we expect through 2023 should help export revenues 
enough to buffer the economic slowdown (by comparison with the developed economies), but the more limited 
slowdown also prevents inflation by falling as much, by comparison. 

U.S. dollar strength to persist in 2022, peak in 2023 

For the balance of 2022, we expect the U.S. economy to outperform those of the eurozone and Japan. The war in 
Ukraine exacerbates the stagflationary impact on the eurozone and Japanese economies and highlights the U.S. 
structural advantage from its lower fuel-price vulnerability. If U.S. economic growth slows as we expect and the 
eurozone starts to recover in 2023, the euro’s decline may halt. Downward pressure on the yen may abate in 2023 
as U.S. interest rates and bond yields peak and Bank of Japan policy tightens. 

Emerging market (EM) currencies mixed, but more resilient than the euro in 2022 

We expect a mixed EM currency performance against the dollar. Commodity-exporting economies and those with 
generally higher interest rates than in the U.S. should gain against the dollar, in our view, compared with those EM 
currencies more oriented to manufacturing. It may be difficult for EM currencies collectively to continue to 
outperform the dollar, especially as global growth continues to slow; but they may well do better than the euro and 
other developed currencies. 

Expecting an aggressive tightening policy from the Fed 

Headline and core U.S. inflation figures continue to climb to new cycle highs, but we are less focused on an inflation 
peak than on the likely persistence — or stickiness — of inflation across the economy’s sectors. Comments from 
several Fed officials after the March 16 meeting suggest that the Fed sees no choice but to hike rates aggressively 
through 2022 and into 2023. Therefore, we are increasing our year-end 2022 federal funds target rate by one 
percentage point. We also expect three additional quarter-point rate hikes in 2023. 

Higher yields across the curve despite an expected slowdown  

For 2022, we are adjusting our 10-year and 30-year U.S. Treasury yield target ranges significantly higher. Elevated 
inflation should force bond investors to contend with potentially lower overall demand for fixed-income securities 
as the Fed reduces the assets on its balance sheet. Our economic forecast for a slowdown developing in 2023 
should cause 10-year and 30-year Treasury yields to decline toward our 2023 targets. 

Lowering 2022 equity targets  

Historically, when the Fed tightened policy quickly, recession risks have risen and equity markets have struggled. 
Our new U.S. equity forecasts acknowledge this possibility and suggest modest upside from current levels. Higher 
interest rates, and inflation that slows more gradually than the economy, should combine to pressure price-to-
earnings (P/E) multiples lower. The trailing P/E multiple for the S&P 500 Index began this year around 23x, and our 
new forecast implies the multiple will decline to 21x, close to the 10-year average, by the end of 2022. 
Consequently, we are lowering our 2022 S&P 500 Index target range. In international markets, we expect 
downside as emerging economies deal with slowing growth and the eurozone likely faces a recession by the end of 
this year. 
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Introducing 2023 equity targets  

For the S&P 500 Index, we expect revenue growth to moderate from double digits in 2021 and 2022, to below 5% 
in 2023. Profit margins are likely to narrow from record highs to a range closer to pre-COVID levels, and we 
forecast below-average 2023 index earnings growth. While our earnings growth expectations are modest in the 
U.S., we expect them to outpace those in international markets in 2023. 

We expect some recovery in P/E ratios by the end of 2023 because we believe that investors will be looking toward 
a stronger 2024 economy. These somewhat higher valuations should support higher prices by year-end, 
particularly in the U.S. For international markets, our economic, earnings, and dollar forecasts imply limited upside 
over the coming 12 to 18 months. In this environment, we continue to favor high-quality U.S. Large Cap and Mid 
Cap Equities over U.S. Small Cap and Developed Market (ex-U.S.) and Emerging Market Equities. 

Positioning for late-cycle dynamics 

In recent months, we reduced exposure to highly cyclical areas such as Emerging Markets, U.S. Small Cap Equities, 
and the Industrials and Financials sectors. Our recent changes also emphasized quality and took a more defensive 
posture in our sector positioning by moving Heath Care to favorable.2 As the economic cycle ages, it’s appropriate 
to favor more balance among cyclical, defensive, and growth sectors. Therefore, we are upgrading our view on the 
Consumer Staples sector to neutral from most unfavorable and the Energy sector to favorable from neutral.  

The Consumer Staples sector has outperformed the S&P 500 Index year-to-date and features defensive 
characteristics, such as more predictable sales and earnings growth than most other sectors. While valuations 
slightly exceed historical averages, they are neutral compared to S&P 500 Index valuations. The sector also has 
generated an attractive return on equity. These defensive characteristics make this sector potentially attractive 
during market volatility and as the economy slows. Higher interest rates, rising input prices, and weakening 
consumer spending are headwinds. Weighing these factors, we see a balance of positives and negatives that 
supports a neutral rating. 

Oil and natural gas prices have surged in 2022 on a tight market, hesitant supply, rebounding demand, and 
geopolitical risks. The Russia-Ukraine war has exacerbated the situation by threatening to remove Russian supply 
from an already tight market. The energy price spike has helped the Energy sector significantly outperform the S&P 
500 Index year to date, as earnings growth estimates for 2022 continue to rise with the price of oil. Although we 
are lowering our 2022 oil price target somewhat, we believe prices and oil company earnings will continue to rise 
with chronic supply shortages in 2023. Despite the surge in prices, valuations remain attractive on an absolute and 
relative basis. Valuations, operational changes, our economic and commodity price outlook, as well as shifting 
market narratives should provide a solid foundation for continued — albeit likely less stunning — Energy sector 
outperformance over a tactical (6 to 18-month) horizon through 2023. 

We favor reallocating to the Energy and Consumer Staples sectors from a combination of unfavorable and possibly 
from other neutral-rated sectors (see Table 2). 

  

                                                      
2. Please see our most recent report, “Revising Equity, Fixed-Income Exposures as Cycle Matures”, March 30, 2022. 
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Table 2. Revised equity sector guidance ranges, April 28, 2022 

Sector S&P 500 weight (%) WFII guidance ranges Guidance 

Communications Services 9.6% -2% to +2% Neutral 

Consumer Discretionary 12.1% -2% to +2% Neutral 

Consumer Staples 6.1% -2% to +2% Neutral 

Energy 3.8% +2% to +4% Favorable 

Financials 10.9% -2% to +2% Neutral 

Health Care 13.5% +2% to +4% Favorable 

Industrials 7.7% -2% to +2% Neutral 

Information Technology 28.2% +2% to +4% Favorable 

Materials 2.6% -2% to +2% Neutral 

Real Estate 2.8% -2% to -3% Unfavorable 

Utilities 2.7% -2% to -3% Most unfavorable 

Sources: Bloomberg and Wells Fargo Investment Institute, April 28, 2022.  Notes: 1. Entries in bold indicate changes as of this report. 2. Our guidance ranges can be used to take sector 

allocations in the direction consistent with our guidance (favorable, unfavorable, neutral, and so on). Forecasts, targets and estimates are based on certain assumptions and 
on our current views of market and economic conditions, which are subject to change. 

Slowing economic growth expected to stall 2022 commodity price gains; picking back up in 2023 

The underlying driver behind record commodity prices in the first half was persistent supply shortages across most 
commodity markets. While supply remains an issue for some commodities, we suspect that slowing economic 
growth in the second half of 2022, and into 2023, will cool but not reverse the uptrends in commodity demand and 
prices. On March 10, we downgraded our tactical guidance on Commodities from favorable to neutral, and today 
we are reducing our target ranges. 3 

Looking into 2023, we are expecting most commodity prices to begin accelerating again, slowly, supported by 
ongoing supply challenges. Evidence still suggests that we began a new commodity bull super-cycle in March 2020. 
Bull super-cycles are multi-year periods of strong commodity price gains, underpinned by lingering supply issues. 
We are expecting commodity prices to continue to work higher over the coming years. Our favorite sectors in 
2022 and 2023 are Energy and Precious Metals, but for different reasons. 

Energy price gains likely to slow with economic growth 

Energy markets are facing some of the toughest structural supply constraints in the commodity complex. The 
world is struggling to balance climate change concerns against economic growth and the reliance on fossil fuels to 
power it. That said, slowing global economic growth may reduce overall demand for the remainder of 2022, 
masking the underlying supply issues. In response, we are reducing our year-end 2022 oil target ranges and 
introducing 2023 year-end target ranges. These 2022 and 2023 target ranges reflect the near-term reality of 
slowing economic growth, combined with the re-emergence of supply issues later in 2023. 

Precious Metals should benefit from defensive posture and structural shift in inflation expectations 

Since late 2020, investors have preferred to own economically sensitive commodities, and precious metals have 
lagged — gold specifically. We believe that investors may warm up to gold over the remainder of 2022 and into 
2023, however. Two reasons specifically stand out: 1.) gold’s defensive nature, which can be rewarded during 

                                                      
3. Please see our report, “Revising most of our 2022 year-end forecast targets”, March 10, 2022.  
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slower economic periods, and 2.) a growing realization by investors that long-term inflation expectations have 
likely reset to higher levels. Our year-end 2022 gold target range remains unchanged, even as we are reducing our 
overall commodity target ranges, and we expect gold to continue to climb higher in 2023. The greatest risk to 
higher gold prices appears to be the continued climb in nominal interest rates, but we anticipate that the economy’s 
slowdown will limit further rate gains. 
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Risks Considerations 

Forecasts, targets and estimates are based on certain assumptions and on our current 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. 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.  Foreign investing has additional risks including those associated with currency fluctuation, political and economic instability, 
and different accounting standards. These risks are heightened in emerging markets. Small- and mid-cap stocks are generally more volatile, subject to greater risks and are less liquid 
than large company stocks. 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. Although Treasuries are considered free from credit risk they are subject to other types of risks.  These risks include interest rate risk, which may cause the 
underlying value of the bond to fluctuate. The commodities markets are considered speculative, carry substantial risks, and have experienced periods of extreme volatility.  
Investing in a volatile and uncertain commodities market may cause a portfolio to rapidly increase or decrease in value which may result in greater share price volatility.  Investing in gold, 
silver or other precious metals involves special risk considerations such as severe price fluctuations and adverse economic and regulatory developments affecting the sector or industry. 
Currency risk is the risk that foreign currencies will decline in value relative to that of the U.S. dollar. Exchange rate movement between the U.S. dollar and foreign currencies may cause 
the value of a portfolio's investments to decline.  

Definitions 

Bloomberg Commodity Index is comprised of 22 exchange-traded futures on physical commodities and represents 20 commodities weighted to account for economic significance and 
market liquidity.   

MSCI EAFE Index is designed to represent the performance of large and mid-cap securities across 21 developed markets, including countries in Europe, Australasia and the Far East, 
excluding the U.S. and Canada. 

MSCI Emerging Markets Index is a free float-adjusted market capitalization index that is designed to measure equity market performance of emerging markets.   

MSCI makes no express or implied warranties or representations and shall have no liability whatsoever with respect to any MSCI data contained herein. The MSCI data may not be further 
redistributed or used as a basis for other indices or any securities or financial products. This report is not approved, reviewed, or produced by MSCI. 

Russell 2000® Index measures the performance of the 2,000 smallest companies in the Russell 3000® Index, which represents approximately 8% of the total market capitalization of the 
Russell 3000 Index. The Russell 3000® Index measures the performance of the 3,000 largest U.S. companies based on total market capitalization, which represents approximately 98% of 
the investable U.S. equity market. 

Russell Midcap® Index measures the performance of the 800 smallest companies in the Russell 1000 Index.  

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.   

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-0422-04264 
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