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Stalled 
Key takeaways 

• We have been of the view that the decline in inflation, at some point and at some level, was likely to stall.  

• We see lower CPI readings in the earlier part of next year followed by higher inflation in the back half of the year.  

Stocks and bonds are clearly very sensitive to anticipated levels of inflation and what the Federal Reserve (Fed) might do 
about it. The yield on the 10-year Treasury note has surged in recent weeks, and the probability of Fed rate cuts keeps 
edging lower. Last week’s Consumer Price Index (CPI) report for March came in a bit “hotter” (higher) than expected (+3.5% 
year-over-year vs. +3.4%) from a headline perspective and the “core” reading, which excludes the effects of food and energy 
prices, remains stuck just below 4%. 

We have been of the view that the decline in inflation, at some point and at some level, was likely to stall. While much 
progress has been made from the 40-plus year highs for CPI we saw nearly two years ago at just over 9%, the latest readings 
remain well above the Fed’s long-term average target of 2%. Given the stickiness of inflation in some of the CPI’s 
components like rents (housing), we view the Fed as in no hurry to cut interest rates by any noticeable amount. We have 
penciled in just two cuts this year and only one additional cut in 2025 as inflationary pressures, overall, remain above the 
target of our U.S. central bankers. The last thing the Fed wants to do is cut rates too early and find itself having to reverse 
course at some point down the road if inflation rises.  

Our projections call for CPI to notch a 3% increase this year. That is lower than the March reading, but the path is not likely 
to be in a straight line. We continue to see the economy slowing as we move through the year, which should put downward 
pressure on the rate of inflation. It will not surprise us if we see some months of sub-3% year-over-year readings later this 
year. The 3% full-year 2024 result will likely be largely the product of higher levels early in the year that fade in coming 
quarters. 

We see the economy entering 2025 growing at a slower pace with inflation initially lower as well. However, as a modest 
economic recovery takes place as next year progresses, we see inflationary pressures increasing as well. Once again, the 
progression of inflation in 2025 is unlikely to be linear but actually the opposite of this year in terms of timing. In other 
words, we see lower CPI readings in the earlier part of the year followed by higher inflation in the back half of the year. The 
net outcome in 2025, just like this year, is expected to show a CPI increase of 3%. Again, as inflation remains well above the 
Fed stated longer-term target, the ability to cut rates significantly is hindered. 

Given our expectations, we believe portfolios should continue to lean toward large-cap U.S. equities, the highest-quality 
equity asset class we cover. Higher rates won’t help U.S. small-caps, and we retain our unfavorable rating. And we continue 
to favor U.S. over international equities. 
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Risk considerations 

Forecasts and targets are not guaranteed and are based on certain assumptions and on our 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.  

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. PM-10162025-6555425.1.1 
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