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Key takeaways

Last Week’s S&P 500 Index:
+0.6%

» Currently, better-than expected economic data might well be frowned upon by equity
investors as it might give the Fed a reason to hike rates more than three times this
year.

» Typically, at some point in an economic cycle, investors look at economic data in
terms of how if might affect Federal Reserve (Fed) monetary policy.

The U.S. economy appears to have hit a bit more of a positive stride over the course of the last 12 months. Most of
the economic reports we hear each week and each month suggest the pace of growth in this long, long expansion
has picked up a bit. The new tax code should help increase capital expenditures in many industries as well as put
more money in the pockets of consumers, which will likely result in more incremental discretionary spending this
year. And keep in mind that in two of the last three quarters the American economy grew 3% or more. This year, we
continue to look for economic growth in the 2.9% area as the tax benefits broadly accrue. Another plus is that we
see slightly higher, but still modest, inflationary pressure over the balance of the year. As my grandfather, a farmer
and cattleman, used to say, “A little inflation is a good thing.” The Fed obviously agrees.
Just three weeks ago, the stock market was tumbling downward, in part, due to fears the domestic economy was
picking up enough speed to cause inflation to rise too quickly and push the Fed into hiking rates more than three
times this year. Just last week, in the midst of the bounce back from the February 9 low, the Federal Open Market
Committee briefly spooked investors with its Wednesday release of the minutes from the January monetary policy
meeting. The market interpreted the text as carrying a bit more of a hawkish tone than most expected, even
though the actual post-meeting press release was quite neutral. In response, the S&P 500 Index turned on a dime
and fell almost 1.5% from the intraday high on that day.
But net-net, over the last 10 trading days, market participants have had a change of heart. After six days of selling
following the release of the January employment data on the first Friday in February, which took the S&P 500
down just over 10% from its recent record high, the stock market staged a rally that has carried the index to within
3.5% of its all-time record high. Did investors stop worrying about the Fed hiking rates too many times this year?
Did the concerns over the potential for higher general inflation and a surge in wages suddenly evaporate? Not
quite. This strategist would argue that all of those worries and concerns still exist.
The stock market is going to be laser-focused in coming months on any news that potentially affects inflation,
wages, or Fed monetary policy. That means, for the time being, that equity traders could very well take better-thanexpected economic data as bad news. The January employment report was a perfect example. More jobs were
created than the average economist projected, and wage growth was higher. News like that sounds pretty good to
most Americans. But an improving economy that is creating jobs and paying workers higher wages could very
well lead to higher inflation and a Fed that is more prone to boost the pace of future rate hikes. And that, to put it
simply, is being perceived by the equity market as bad.
Be prepared, because for now, good news on the economy might be bad news for the stock market.
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Risks Considerations
All investing involves risks including the possible loss of principal. 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.

Definitions
An index is unmanaged and not available for direct investment.
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 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.
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 0218-04825
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