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Timely guidance that may affect your investment strategy May 18, 2022 

Adjusting targets and guidance for a likely 
recession 
Guidance changes 
• Global equities: We are upgrading the Utilities sector to neutral from most 

unfavorable, and downgrading the Consumer Discretionary sector to 
unfavorable from neutral, in order to rebalance further between cyclical 
and defensive sectors. 

Forecast changes 
• Global economy: We are making our base case a mild contraction of gross 

domestic product (GDP) growth in the U.S. and a sharper contraction in 
Europe. Their respective 2023 inflation rates should cool somewhat, to 
differing degrees. We also expect slightly higher U.S. unemployment. 
Internationally, we expect slower, but still positive, emerging-market 
growth and stronger inflation in 2022. We’ve also revised downward our 
developed-market and global GDP growth targets and adjusted our 
inflation forecasts.  

• Global currencies: Slower growth on both sides of the Atlantic should 
increase perceived risk haven demand that pushes the dollar even higher in 
2022, though we still expect some dollar moderation in 2023.  

• Global equities: With recession risks rising, we are reducing 2022 and 2023 
price targets, as well as 2023 earnings targets, across global asset classes.  

Allocation changes 
• We favor reallocating to our favored equity sectors, and taking Utilities to 

market weight, from a combination of unfavorable sectors (including 
Consumer Discretionary) and 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 
New year-end 2023 

target 
Previous year-end 2023 

targets 
New year-end 2022 

targets 
Previous year-end 

2022 targets 

U.S. GDP growth -0.5% 0.4% 1.5% 2.2% 

U.S. CPI Inflation 3.5% 4.0% 7.7% 7.7% 

U.S. unemployment rate 4.4% 4.0% 3.8% 3.4% 

Global GDP growth 2.0% 2.2% 2.5% 3.0% 

Global inflation 4.1% 4.3% 6.2% 5.4% 

Developed market GDP growth 0.0% 0.7% 1.5% 2.1% 

Developed market inflation 3.1% 3.8% 6.6% 6.1% 

Eurozone GDP growth -0.8% -0.3% 1.1% 2.0% 

Eurozone inflation 2.0% 2.2% 7.2% 6.0% 

Emerging market GDP growth 3.5% 3.5% 3.2% 3.8% 

Emerging market inflation 4.8% 4.8% 6.0% 5.5% 

 

Equities 
New year-end 2023 

targets 
Previous year-end 2023 

targets 
New year-end 2022 

targets 
Previous year-end 

2022 targets 

S&P 500 Index 4500-4700 4800-5000 4200-4400 4500-4700 

   S&P 500 earnings per share 210 230 220 220 

Russell Midcap Index 3000-3200 3300-3500 2800-3000 3100-3300 

   Midcap earnings per share 145 162 155 155 

Russell 2000 Index 1800-2000 2050-2250 1700-1900 1950-2150 

   Russell 2000 earnings per share 75 88 85 85 

MSCI EAFE Index 1850-2050 2050-2250 1800-2000 1950-2150 

   MSCI EAFE earnings per share 130 140 140 140 

MSCI Emerging Markets Index 950-1150 1050-1250 900-1100 1000-1200 

   MSCI EM earnings per share 80 90 90 90 

 

Currencies 
New year-end 2023 

targets 
Previous year-end 2023 

targets 
New year-end 2022 

targets 
Previous year-end 

2022 targets 

Dollars per euro $1.00-$1.08 $1.06-$114 $0.97-$1.05 $1.02-$1.10 

Yen per dollar ¥125-¥135 ¥116-¥126 ¥132-¥142 ¥121-¥131 

Source: Wells Fargo Investment Institute (WFII), May 18, 2022. GDP = gross domestic product; CPI = Consumer Price Index  Forecasts, targets and estimates are 
based on certain assumptions and on our current views of market and economic conditions, which are subject to change. Bold numbers indicate changes. 
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Summary 

Based on economic data trends we have been tracking, we believe the economy is now beginning to cross over a 
probability level that makes a mild recession our base case for the end of 2022 and early 2023, and we are 
continuing to shift our equity sector guidance and allocations to more defensive positioning. 

We have noted a growing recession risk since early this year, as inflation and interest rates have dialed in higher 
production costs and weaker household spending. Corporate margins broadly held firm during 2021, even as 
production costs rose, because revenue growth offset inflation in wages and materials. This year, consumer 
spending is faltering. Consumer prices are outpacing incomes by an even wider margin than last year, while rising 
interest rates are straining housing activity. 

Since January, we also have focused on the risk that monetary policy poses for growth while high inflation persists. 
The Federal Reserve (Fed) has committed to raising interest rates and to an unprecedented shrinking of its balance 
sheet. These policies are likely to slow the economy quicker than inflation cools, since the Fed has only indirect 
influence on inflation, made even stickier by China’s COVID lockdowns and the war in Ukraine. The economy 
might manage through any one of the inflation or policy shocks, but the rapid convergence of multiple shocks has 
reached a point where we expect a contraction in U.S. GDP growth for a few quarters, starting later this year and 
carrying into the second quarter of 2023. 

As these risks have evolved, we progressively have adjusted our market targets, shifted our preferred positioning, 
and emphasized patience. A central point of our guidance has been that investment opportunities typically arise 
throughout an economic cycle, but a recession requires extra patience. Although long-term investors usually 
diversify for times like these, we favor working with an investment professional to create a disciplined and 
incremental plan to deploy cash over the coming year, or longer, and to emphasize quality and defensive 
positioning to help preserve capital. Some short-term investment objectives may benefit from holding additional 
cash. Yet, in cases where the investor seeks short-term opportunities, we have been shifting our investment 
preferences systematically away from cyclically oriented to more quality-oriented and defensive assets, and we 
expect additional entry points in the coming months. This report reiterates these points and describes additional, 
related adjustments. 

Projecting a rising risk of recession 

Our 2022 Outlook, released last December, cited three main global economic growth risks: new COVID outbreaks 
and restrictions, higher-for-longer inflation, and a much stronger dollar.1 All three have developed, aggravated by 
the war in Ukraine and the Fed’s aggressive inflation countermeasures. These shocks are taking an economic toll. 
Events that influence the timing of our latest changes include: 

• Sentiment among manufacturers and service providers is losing momentum (see Chart 1). Services seem 
unable to drive spending as the chart shows they did last summer. 

• The University of Michigan’s March consumer sentiment index fell to its lowest level since 2011. 

• Broad-based declines in weekly consumer activity data through May 6 indicate accelerating weakness into 
May, particularly in labor income, which aligns with the negative household and business sentiment. 

• Another red flag is a series of sharply weak high-frequency economic data from mid-April to mid-May. 

                                                      
1. 2022 Outlook: Which Way to the Recovery?, Wells Fargo Investment Institute, December 2021.  
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The first quarter of 2022 delivered an economic contraction, thanks primarily to strong imports and inventory 
changes, but consumer activity has weakened since then. Unless the trends from Chart 1 change, the economy’s 
pace is likely to hover on the line between positive and negative. A broader economic contraction is closer. 

 
Chart 1. U.S. economic growth loses momentum in April 

 
Sources: Wells Fargo Investment Institute, Institute for Supply Management, IHS Markit, Inc.; Monthly data, June 2020 - April 2022. Note: Average of surveys by the 
Institute for Supply Management and IHS Markit, Inc.  

As we weigh the latest monthly and weekly data, the economy has crossed a probability level that makes a mild 
and short-lived recession our base case. For context, the peak-to-trough 1.3% contraction that our forecast implies 
for those three quarters of recession would be less than both the 3.8% decline during the global financial crisis in 
2008-2009 and the 2.6% drop during the deep recession in 1981-82, and well short of the pandemic-induced 
decline of more than 10% during the first half of 2020. However, it would be worse than the mild setbacks of 0.1% 
in 2001 and more in line with the mild 1.4% decline between 1990 and 1991. 

We are leaving our 7.7% U.S. inflation forecast unchanged for 2022, but the economy’s sharper slowdown should 
reduce year-end 2023 inflation somewhat more than our prior forecast — to 3.5% instead of 4.0%. A recession also 
should put some upward pressure on our target U.S. unemployment rate for year-end 2022 and 2023. We’ve 
increased our targets to 3.8% and 4.4% for 2022 and 2023, respectively, up from the earlier 3.4% and 4% targets. 

Revising eurozone economic growth lower 

Our proposed eurozone GDP growth targets anticipate a slightly longer and deeper recession than our previous 
estimates: 1.1% this year and -0.6% in 2023, down from 2.0% and -0.3% previously. The contraction could run 
between mid-2022 and mid-2023, but uncertainty about adequate energy supplies leaves downside risks. 

The implied peak-to-trough decline over the four-quarter recession is 2.9%. For context, the forecast contraction is 
more severe than the region’s 1.8% drop during the six-quarter recession tied to the 2011-2013 euro crisis, but 
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milder than declines of 4.7% and 4.4%, respectively, during the global financial crisis in 2008-09 and the short 
pandemic-related freefall in 2020. Finally, updated inflation data through April 2022 and the deeper recession in 
2022-23 are behind the changes to our 2022 and 2023 eurozone inflation targets — an increase to 7.2% and 2.0%, 
respectively, from the current 6.0% and 2.2%. 

Revising emerging market forecasts  

China’s COVID-related lockdowns and the U.S. dollar’s additional strength motivate our 2022 forecast changes for 
emerging markets (EM). Downward pressure on China’s economy because of the government’s lockdowns should 
weigh on aggregate EM economic growth, while the lockdowns aggravate supply chain disruptions and cause 
inflation in EM and around the globe. The dollar’s strength adds more inflation pressure, as dollar-priced 
commodities cost more in local currencies. Consequently, we are raising our 2022 EM inflation forecast. We are 
leaving unchanged our 2023 targets, however, because we continue to expect the lockdowns to end, which should 
ease inflation pressure and restart China’s economy. Looking outside China, the approximate balance also remains 
unchanged between stronger growth among commodity-producing countries but a weaker outlook for commodity 
consumers. 

Extending the period of dollar strength 

As global economic growth slows later in 2022, demand for perceived risk havens should add dollar appreciation 
pressure. Some economic recovery in 2023 should moderate dollar strength, but only slightly. Even if the U.S. slips 
into recession, the resource-poor and export-oriented eurozone and Japanese economies are likely to suffer 
comparatively more from higher imported energy prices and a slow recovery in global trade. In short, the structural 
advantages of a less trade-dependent U.S. economy and lower U.S. fuel-price vulnerability should continue to 
provide tailwinds for the dollar versus the euro and the yen, even as the world economy begins to strengthen.  

Moreover, persistent interest-rate differentials should remain the dollar’s enduring support through 2023. The 
European Central Bank may raise rates back above zero this year, but U.S. rates are likely to rise by far more into 
2023. Our target revisions still anticipate some euro and yen appreciation as global conditions improve, late in 
2023, assuming the dollar gains by more in 2022 than our prior targets. We are revising our target range for the 
euro lower: from $1.02- $1.10 per euro to $0.97-$1.05 for year-end 2022, and from $1.06-$1.14 to $1.00-$1.08 
for year-end 2023. Likewise, the Bank of Japan will likely keep its 10-year year yield target of 0% at least into early 
2023, in our opinion, and widening short- and long-term rate differentials should therefore continue to undercut 
the yen. We are therefore revising our target range for the yen lower also: from 121-131 yen per dollar to 132-142 
for year-end 2022, and from 116-126 yen per dollar to 125-135 for year-end 2023. 

Lowering 2022 equity targets  

Given our forecast for slower global economic growth, we are reducing our 2022 and 2023 price targets, and 2023 
earnings targets. Our view is that earnings likely will peak in 2022 and move lower in 2023 as the economy 
weakens, revenue growth stalls, and input costs remain elevated. Higher interest rates, and inflation that slows 
more gradually than the economy, should pressure price-to-earnings (P/E) multiples lower in 2022. Consequently, 
we are lowering our 2022 S&P 500 Index target range to 4200-4400. By year-end 2023, we believe investors likely 
will anticipate a 2024 recovery, sending multiples higher even as 2023 earnings contract. 

In international markets, we expect earnings and price downside as EM economies deal with China’s slowdown, 
inflation, and slower trade growth with the U.S. and eurozone. 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 international (developed and emerging) equities. 
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Further reducing cyclical exposure in favor of defensives 

This year we have shifted incrementally our sector guidance to areas that have tended to outperform in the late 
stages of the economic cycle. This includes upgrades to the Health Care and Consumer Staples sectors and 
downgrades to the Communication Services, Financials, and Industrials sectors. We now take another step by 
upgrading Utilities to neutral from most unfavorable, and downgrading Consumer Discretionary to unfavorable 
from neutral. Table 2 summarizes our U.S. equity sector guidance. 

Upgrading the Utilities sector to neutral from most unfavorable 

The Utilities sector has outperformed the S&P 500 Index year-to-date and has trended higher. The sector often 
performs as a bond proxy, displaying such defensive characteristics as more predictable sales and earnings growth 
and a higher dividend yield than most other sectors. While valuations slightly exceed historical averages, they tend 
to expand relative to the S&P 500 Index late in the cycle. Higher interest rates, record debt levels, and limited 
pricing power are headwinds, but the sector tends to outperform during Fed tightening cycles. Weighing these 
factors, we see a balance of positives and negatives that supports a neutral rating. 

Downgrading the Consumer Discretionary sector from neutral to unfavorable 

The highly cyclical Consumer Discretionary sector recently has underperformed the S&P 500 Index. The sector is 
now in a downtrend, and fewer than 10% of its constituent companies trade above their 200-day moving averages 
(as of May 17). Rising interest rates have weighed heavily on high-valuation sectors, and we believe rates could 
move higher this year, potentially pressuring valuations lower. We believe higher rates and sticky inflation, 
combined with already low consumer confidence, will depress discretionary spending later this year and into 2023, 
leading to continued sector underperformance. The Consumer Discretionary sector has been an earnings growth 
leader since the recession ended, but the sector now leads all others in downward earnings revisions. Also, the 
sector’s concentration risk can exacerbate relative performance, with two companies making up roughly 50% of 
the index. We believe the headwinds outweigh the tailwinds, supporting an unfavorable rating for the sector. 

Table 2. Equity sector preferences and target allocation ranges 

Sector S&P 500 weight (%) WFII Guidance Ranges Guidance 
Communications Services 9.0% -2% to +2% Neutral 
Consumer Discretionary 11.0% -2% to -4% Unfavorable 
Consumer Staples 6.9% -2% to +2% Neutral 
Energy 4.6% +2% to +4% Favorable 
Financials 11.0% -2% to +2% Neutral 
Health Care 14.4% +2% to +4% Favorable 
Industrials 7.9% -2% to +2% Neutral 
Information Technology 27.0% +2% to +4% Favorable 
Materials 2.8% -2% to +2% Neutral 
Real Estate 2.8% -2% to -3% Unfavorable 
Utilities 2.9% -2% to +2% Neutral 
Total 100.0%  

 
Sources: Bloomberg and Wells Fargo Investment Institute, May 18, 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.  
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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.  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. 

Sector Risks    

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. Communication services companies are 
vulnerable to their products and services becoming outdated because of technological advancement and the innovation of competitors. Companies in the 
communication services sector may also be affected by rapid technology changes; pricing competition, large equipment upgrades, substantial capital requirements 
and government regulation and approval of products and services. In addition, companies within the industry may invest heavily in research and development which 
is not guaranteed to lead to successful implementation of the proposed product.  Risks associated with the Consumer Discretionary sector include, among others, 
apparel price deflation due to low-cost entries, high inventory levels and pressure from e-commerce players; reduction in traditional advertising dollars, increasing 
household debt levels that could limit consumer appetite for discretionary purchases, declining consumer acceptance of new product introductions, and geopolitical 
uncertainty that could affect consumer sentiment. Consumer Staples industries can be significantly affected by competitive pricing particularly with respect to the 
growth of low-cost emerging market production, government regulation, the performance of the overall economy, interest rates, and consumer confidence. The 
Energy sector may be adversely affected by changes in worldwide energy prices, exploration, production spending, government regulation, and changes in exchange 
rates, depletion of natural resources, and risks that arise from extreme weather conditions. Investing in the Financial services companies will subject an investment 
to adverse economic or regulatory occurrences affecting the sector. Some of the risks associated with investment in the Health Care sector include competition on 
branded products, sales erosion due to cheaper alternatives, research and development risk, government regulations and government approval of products 
anticipated to enter the market. There is increased risk investing in the Industrials sector. The industries within the sector can be significantly affected by general 
market and economic conditions, competition, technological innovation, legislation and government regulations, among other things, all of which can significantly 
affect a portfolio’s performance. Materials industries can be significantly affected by the volatility of commodity prices, the exchange rate between foreign currency 
and the dollar, export/import concerns, worldwide competition, procurement and manufacturing and cost containment issues. Real estate investments have special 
risks, including possible illiquidity of the underlying properties, credit risk, interest rate fluctuations, and the impact of varied economic conditions. Risks associated 
with the Technology sector include increased competition from domestic and international companies, unexpected changes in demand, regulatory actions, technical 
problems with key products, and the departure of key members of management. Technology and Internet-related stocks, especially smaller, less-seasoned 
companies, tend to be more volatile than the overall market. Utilities are sensitive to changes in interest rates, and the securities within the sector can be volatile 
and may underperform in a slow economy. 

Definitions 

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 
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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-0522-03078 


