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US Economy 

After the equity-market close on September 28, Standard &Poor’s (S&P) restructured its 11-sector 

Global Industry Classification Standard (GICS) lineup as announced late last year.  A new sector called 

Communication Services has replaced the current Telecommunication Services sector.  In addition to the 

existing Telecom companies (e.g. Verizon, AT&T, etc.), the Communication Services sector includes a 

number of select industry groups that resided in the Consumer Discretionary (Netflix, Walt Disney, CBS) 

and Information Technology (Facebook, Alphabet (parent-company of Google), and Twitter) sectors.  

The GICS reconfiguration was motivated by an evolution in how people communicate and connect 

through the internet, media, and wireless communication, and will better reflect the modern economy. 

Now that the GICS changes have gone into effect, the new Communications Services sector represents 

approximately 10% of the total market capitalization of the S&P 500 Index.  The current weighting of the 

Information Technology sector is now 20%, down from 26%.  The Consumer Discretionary weighting 

dropped from 13.2% to 10.1%.  The last change to the S&P GICS occurred on August 31, 2016, when 

listed Equity Real Estate Investment Trusts (REITs) and other listed real estate companies were removed 

from the Financial Sector to form a new Real Estate sector. 

US Markets 

US equity markets trended higher in September as news surrounding a preliminary trade deal with 

Mexico was announced, consumer and small-business confidence continued to increase, and the effects 

of the tax reform bill have begun to be felt in the economy.  Looking forward, we are closing in on the 

election season, which is historically a choppy period for the markets, due to rising uncertainty.  

Nonetheless, after the elections are over, we anticipate the markets could trend higher into year-end.  

As such, we recommend investors remain patient during this election-cycle, as market-volatility could 

rise in the near-term. 

Fixed Income 

As expected, the Federal Open Market Committee (FOMC) decided to increase the range for the federal 

funds target by 0.25% during their September meeting, with a new range of 2.00% - 2.25%.  The FOMC 

reiterated that it expects economic conditions to evolve in a manner that will warrant gradual increases 

in the federal funds rate.  The Federal Reserve (Fed) will increase its balance sheet reduction by $10 

billion in October.  The new monthly balance sheet reduction going forward will be $50 billion. 

The Fed continued to describe the path of future rate hikes as “gradual.”  The Fed’s newly released 

projections indicate that one additional rate hike this year is likely and that three additional rate hikes 
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are likely next year.  One item of note, in their statement, the phrase “monetary policy remains 

accommodative” has been removed, suggesting that the Fed views monetary policy as neither 

accommodative nor restrictive at current levels. 

International Markets 

Concerns over dollar strength and the magnitude of potential future Fed rate hikes, combined with fears 

of a global (non-US) slowdown, have contributed to a 20% sell-off in the MSCI Emerging Markets Index 

since late-January.  Dollar strength usually creates headwinds for emerging market (EM) equities as 

investors worry about commodities (priced largely in dollars) and EM debt denominated in dollars (a 

stronger dollar means that it would take more EM currency units to pay back debt).  Yet, our base case 

calls for a modestly weaker dollar, good global growth, and a Fed that is not overly aggressive over the 

next 12 months. 

As such, we have become more constructive on EM equities and EM debt.  EM equities look oversold 

when compared to our forward fundamental outlook for the asset class.  Consensus earnings-growth 

estimates suggest stronger performance for EM equities versus US large caps over the next 3 – 5 years.  

In short, valuations appear attractive on an absolute basis and relative to S&P 500 Index valuations. 

Commodities 

The US is producing and exporting historic amounts of crude oil.  Yet US crude-oil imports also have 

increased over the past few years.  If the US is producing (and exporting) record amounts of oil, why is 

the US importing more crude oil?  The answer boils down to history, economics, and crude oil 

heterogeneity.   

Crude oil is graded on how sweet or sour it is (a measure of sulfur content) – and also how light or heavy 

it is (a measure of density).  Oil from different countries and even from different areas within the same 

country can have vastly different properties.  Light/sweet crude oil tends to trade at a premium to 

heavy/sour crude oil, because it is easier to refine to produce high-value components such as gasoline 

and diesel.  But as the US was building its refining industry, the vast majority of available crude oil supply 

leaned toward the heavy/sour spectrum (oil from the Middle East, Canada, Mexico, Venezuela, etc.).  So, 

in order to satisfy the US’ oil appetite, refiners invested billions to be able to refine the most widely 

available crude oil, which was heavy/sour crude. 

This creates an interesting dynamic.  Despite the US producing record amounts of mostly light/sweet oil, 

US refiners still demand heavy/sour crude oil because it is cheaper, and they have equipment to process 

it.  Foreign refiners demand light/sweet oil because it is simpler and cheaper to refine.  This means that 

US refiners will continue to import heavy/sour oil on the cheap at the same time that US producers 

export their light/sweet oil for a premium. 

What Does This Mean To Me? 

Now that the election season is almost upon us, we anticipate that market volatility could increase.  

Nonetheless, the US economy appears to be on solid footing – consumer and small business confidence 
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continues to increase, unemployment remains low, inflation remains in-check, and the US economy 

continues to expand.  Looking globally, many (though not all) developed and emerging economies 

continue to expand, which we find encouraging.  While we do have our concerns (e.g. trade conflicts 

with China, fiscal uncertainties surrounding Italy), we continue to believe that the global economy could 

continue to expand in the near-term.  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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