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US Economy 

Wages in the US have been rising at a steady, yet unspectacular, rate.  With the consumer driving 

roughly 70% of the US economy, a slowdown in consumer spending could have a significant effect on 

economic growth.  Yet, we believe the US consumer likely will continue spending at current levels, or 

potentially increase spending as the economic cycle continues to mature.  Rising wages also may 

contribute to higher levels of spending in the future.  In addition, the savings rate in the US has 

increased significantly since the last recession.  This potentially would allow the savings rate to decline, 

as in the past, and support higher spending levels without jeopardizing household finances. 

We believe that the consumer, along with solid business investment, will continue to support US 

economic growth.  While we may not see economic growth above 4% again in the near term, it should 

remain strong enough to keep the economy growing above trend for some time.  Household spending at 

these levels (or higher) is supportive of our favorable view on equities, despite recent volatility. 

US Markets 

As anticipated, October was a volatile month for equity markets.  As a refresher, October historically has 

been one of the most volatile months of the year.  On top of that, elections almost always add an 

additional element of choppiness, due to the added uncertainty of how the elections will pan out.  

Despite the recent pullback, we still anticipate equity markets could trend higher into year-end as the 

dust from the election settles and we move into what is historically a strong period for the markets and 

US economy. 

Fixed Income 

In recent years, as the Fed has transitioned to tighter monetary policy, we have seen meaningful yield-

curve flattening (the yield spread between long- and short-term interest rates narrows).  The interest-

rate curve follows fairly predictable long-term trends; steepening in an economic recovery before 

flattening into an eventual economic downturn.  This pattern has been repeated consistently over the 

past 30 years. 

While a flat yield curve is indicative of late-cycle bond market behavior, it does not indicate that a 

recession is imminent.  While recent curve flattening has been the trend, it is important to note that the 

yield curve remains positively sloped.  This suggests that the current economic growth environment 

should remain in place in the near term.  However, once the yield curve does invert, history suggests 

that it could still be as long as two years before a recession.  In fact, the relatively slow pace of curve 

flattening suggests that the US economic expansion could continue throughout 2019. 
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International Markets 

Market participants have grown increasingly worried about Italy in recent weeks.  One factor 

contributing to the broad market sell-off came as the Italian government presented a preliminary 

budget to European Union (EU) leaders that called for tax cuts and more spending in an environment of 

ballooning government debt (approximately 130% of gross domestic product) and structural weakness 

in Italy’s financial sector.  Ongoing Italian-government assistance to a banking sector still ailing from the 

global financial crisis adds to these challenges.  The EU’s budget position is focused on getting Italy to 

address its spending habits, so it can begin to reduce its debt load or (at the very least) slow its 

accumulation.  This is a position also held by private sector credit-rating agencies, which have 

threatened to downgrade Italian debt to junk status if it implements its proposed budget. 

While the risks are growing, we believe that Italy will continue to service its debts and that the likelihood 

of its problems spreading to the rest of the Eurozone are limited in the near-term.  We also believe that 

systemic risks are likely to be limited, given continued accommodative monetary policy in the Eurozone 

– and the fact that the European Central Bank (ECB) has the tools necessary to address contagion risk.  

For now, market volatility in Italy appears to be driven in part by politics and by the standoff between 

the Italian government and the EU.  We believe that appetite for risk assets will return to international 

markets once we get past the Italian budget showdown.  For now, disagreements about these budget 

discussions likely will introduce uncertainty, contributing to bouts of volatility in financial markets. 

Commodities 

On May 8, President Trump announced that the US would withdraw from the Iran nuclear agreement 

and that new US oil sanctions would be established as of November 2018.  Initially, the market had 

estimated a moderate decline in Iranian crude exports stemming from the sanctions.  But since the US 

has declined to grant waivers and put pressure on countries to comply, estimates for lost barrels have 

increased.  Iran’s crude-oil exports already have taken a hit as India and Europe, two of Iran’s largest oil 

customers, have substantially curtailed imports in anticipation of the November sanctions. 

Relief in the form of increased oil supply had been expected to follow from an OPEC+ (Organization of 

Petroleum Exporting Countries, plus others such as Russia) meeting in September, however, OPEC+ 

failed to deliver.  This spooked the market and drove oil prices to their highest levels since 2014.  While 

these developments are concerning, we believe that the majority of “bad news” already has been priced 

into oil markets.  We believe that oil prices will be volatile, but we expect them to end the year lower as 

supply growth continues to outpace demand growth. 

What Does This Mean To Me? 

Despite recent market volatility, we still believe that the US (and many global) equity markets could 

trend higher into year-end and into 2019.  If we zoom out and take a 30,000 foot view of the US 

economy, we still see many positives.  The US economy is growing, unemployment is extremely low, 

wages are starting to increase, inflation remains in-check, and the Fed has been very transparent about 

future rate hikes.  With that in mind, as investors, we have to remember that we are in what is 
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historically a choppy time for the markets.  As such, we continue to advise investors remain patient 

during the election-cycle and maintain a long-term outlook. 

 

If you have any questions or concerns, please do not hesitate to reach out to us at any time. 

 

Sincerely, 

 

Chad E. Mickelson, CRPC®, CFP®                               Clint A. Markin, CRPC®, CFP® 

Senior Vice President – Investments                   Senior Vice President – Investments 

Financial Advisor                         Financial Advisor 

       
This letter has been prepared for informational purposes only and is not a solicitation or an offer to buy any security or instrument or to 

participate in any trading strategy. Investing involves risk including the possible loss of principal.  The opinions expressed in this letter are those 

of the author(s), are subject to change without notice and are not necessarily those of Wells Fargo Advisors or its affiliates.  Statistical 

information has been obtained from sources believed to be reliable, but its accuracy and completeness are not guaranteed.  Past performance 

is not a guarantee of future results and there is no guarantee that any forward looking statements made in this letter will be attained. 

 

Stocks offer long-term growth potential, but may fluctuate more and provide less current income than other investments. An investment in the 

stock market should be made with an understanding of the risks associated with common stocks, including market fluctuations. 

 

Investing in commodities is not suitable for all investors. Exposure to the commodities markets may subject an investment to greater share 

price volatility than an investment in traditional equity or debt securities. The prices of various commodities may fluctuate based on numerous 

factors including changes in supply and demand relationships, weather and acts of nature, agricultural conditions, international trade 

conditions, fiscal monetary and exchange control programs, domestic and foreign political and economic events and policies, and changes in 

interest rates or sectors affecting a particular industry or commodity. Products that invest in commodities may employ more complex strategies 

which may expose investors to additional risks, including futures roll yield risk. 

 

There are special risks associated with an investment in real estate, including credit risk, interest rate fluctuations and the impact of varied 

economic conditions. 

 

Investing in foreign securities presents certain risks not associated with domestic investments, such as currency fluctuation, political and 

economic instability, and different accounting standards. This may result in greater share price volatility.   Investing in emerging markets 

accentuates these risks. 

 

Investments in fixed-income securities are subject to market, interest rate, credit and other risks. Bond prices fluctuate inversely to changes in 

interest rates. Therefore, a general rise in interest rates can result in the decline in the bond’s price. Credit risk is the risk that an issuer will 

default on payments of interest and/or principal. This risk is heightened in lower rated bonds. If sold prior to maturity, fixed income securities 

are subject to market risk. All fixed income investments may be worth less than their original cost upon redemption or maturity. 

 

Wells Fargo Investment Institute, Inc. is a registered investment adviser and wholly-owned subsidiary of Wells Fargo Bank, N.A., a bank affiliate 

of Wells Fargo & Company. 

 

 Wells Fargo Advisors is a trade name used by Wells Fargo Clearing Services, LLC, Member SIPC, a registered broker-dealer and non-bank 

affiliate of Wells Fargo & Company. 
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