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Updating Selected 2018 Forecasts and Target Prices 
Key takeaways 
» Recent changes in economic and market conditions require changes in a select group 

of our 2018 year-end economic and market forecasts and targets. 

» The most significant changes are unexpectedly large economic stimulus from tax cuts 
and new federal spending (which impacts the dollar’s value), and the fixed-income 
market’s new, higher inflation expectations (which moderately raise our interest-rate 
and gold-price targets). 

What it may mean for investors 
» Our outlook for modest U.S. (and international) inflation could create some 

additional volatility in equity prices, but should not impede the improvements we 
forecast in economic and earnings growth. Equity prices may have a bumpier ride this 
year, but in our opinion should still mark new record highs by year end. 

Table 1. Wells Fargo Investment Institute 2018 year-end target changes 

Source: Wells Fargo Investment Institute, March 1, 2018. *Percentage changes for target ranges are calculated from the midpoints of the new and 
prior ranges.  

  New Target Previous Target Change* 

Domestic unemployment rate 3.9% 4.2% -0.3 percentage points 

Fed funds rate 2.00%-2.25% 1.75%-2.00% +0.25 percentage points 

10-year U.S. Treasury yield 2.75%-3.25% 2.50%-3.00% +0.25 percentage points 

30-year U.S. Treasury yield 3.25%-3.75% 3.00%-3.50% +0.25 percentage points 

West Texas Intermediate 
crude oil price ($ per barrel) 

$50-$60 $40-$50 22.2% 

Brent crude oil ($ per barrel) $55-$65 $45-$55 20% 

Gold price ($ per troy ounce) $1250-$1350 $1150-$1250 8.3% 

Dollar/euro exchange rate $1.24-$1.32 $1.16-$1.24 6.7% euro appreciation 

Yen/dollar exchange rate ¥102-¥112 ¥110-¥120 7.0% yen appreciation 
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Drivers of change 

Recent changes in economic and market conditions require changes in a select group of 
our 2018 year-end economic and market forecasts and targets.  

A sharp and unexpected drop in U.S. oil inventories, along with international 
production constraints, have allowed oil prices to hover at higher levels than we had 
anticipated.  

The double dose in federal government stimulus from December’s tax cuts and 
January’s budget compromise is a more fundamental change. The new federal 
spending and tax cuts widen the budget deficit and mark a large stimulus to an 
economic expansion that is likely well into its second half and maturing. The extra 
stimulus has a currency impact, which alters our year-end dollar exchange rate targets.  

The most important development, however, is the fixed-income market’s inflation 
reassessment. Federal budget stimulus probably played a role in the timing, but bond 
investors raised their 2018 inflation expectations as the economic outlook brightened in 
late 2017. Our gold and interest-rate target revisions reflect these markets’ revised 
inflation expectations.  

We do not believe that U.S. inflation is on a new, more dangerous upward track. We 
have been expecting only modestly higher inflation this year, and still see little 
evidence that the drivers of inflation are set to prompt a sharp and sustained rise. The 
equity markets’ reaction to the bond market’s inflation reassessment was sharp and 
sudden, and equity markets may see further volatility this year. Still, we believe our 
modest inflation outlook this year should not endanger economic or earnings growth. 
Consequently, we have made no equity target changes at this time.  

Limited need for economic forecast revisions 

We are lowering our forecast for 2018 year-end U.S. unemployment to 3.9% from our 
original estimate of 4.2%. Payroll gains began to moderate in early 2017, and we 
projected that the unemployment rate would continue to mark smaller declines through 
2018. Instead, new payroll gains stabilized in late 2017 and still look stronger early in 
2018. With job growth still healthy, the unemployment rate should decline by somewhat 
more than our initial forecast.  

Adjusting 2018 year-end interest rate targets higher 

We are increasing our 2018 year-end interest-rate target ranges by a quarter-point 
each (Table 1) for the fed funds rate and the 10- and 30-year U.S. Treasury yields: 
from 1.75%-2.00% to 2.00%-2.25% on fed funds rate, from 2.50%-3.00% to 2.75%-3.25% 
on the 10-year Treasury, and from 3.00%-3.50% to 3.25%-3.75% on the 30-year 
Treasury. The fed funds rate change implies three Federal Reserve (Fed) rate hikes in 
2018, up from two previously.    

For the last several years, the bond market expected inflation to remain below Fed 
market targets. In recent months, however, this sentiment reversed sharply. An 
important trigger was the combination of tax cuts and a new federal spending bill. 
These two bills add significant new private and government spending during the next 
two years, which together markedly raise deficits and risk sparking overheating in  
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spending, and eventually, higher inflation. Market sentiment has responded with a 
meaningful increase in longer-term market based measures of inflation, especially 
since the New Year (chart below).  

Fixed-income markets are awakening to higher—but moderate—expected inflation 

 
Sources: Bloomberg and Wells Fargo Investment Institute, daily data March 1, 2017–March 1, 2018. Expected inflation shown in this chart measures expected inflation 
(on average) over the five-year period that begins five years from today. The measure is calculated based on the differences between unadjusted nominal and inflation-
adjusted Treasury yields. 

Our inflation outlook has been and remains for a pickup over the 2017 pace, but not 
enough to induce a more aggressive pace of Fed rate hikes or to measurably slow 
economic or earnings growth this year.  

Another factor that drives our outlook for limited additional interest-rate increases is 
the historically low global-bond yields. These have been a driving force in our below-
consensus yield targets. As international-developed economies continue to recover, we 
look for that headwind to moderate throughout the year. Consequently, we are raising 
our short- and longer-term interest-rate and bond-yield targets, but only by a quarter-
point each.  

Our new targets imply that we believe there will be low-single-digit total return 
opportunities in the domestic fixed-income asset classes through year-end 2018. Our 
new targets do not suggest, nor do we recommend, a change in our current tactical 
positioning. We currently recommend that investors maintain a neutral duration 
(interest rate sensitivity) profile for fixed-income portfolios. 

A weaker dollar is more likely 

We now forecast roughly an additional 7% depreciation of the dollar against the euro 
and the yen, as our target ranges move from $1.16-$1.24 to $1.24-$1.32 on the euro, 
and from ¥110-¥120 (per dollar) to ¥102-¥112 on the yen. These forecast changes 
reflect a new balance of currency-market fundamental factors. We now expect the 
dollar’s value to respond less to Fed rate increases, and more to increased bond 
issuance (the perceived worsening of the fiscal deficit) and a growing U.S. trade deficit, 
both of which lower overseas demand for dollars and raise expectations of depreciation. 
This shift in focus from the Fed and interest-rate differentials to the so-called “twin 
deficits” explains our weaker dollar outlook, even with higher federal funds rate and 
bond-yield targets. 
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Meanwhile, factors that actively support the euro—already rather strong—may have 
improved further. We expect the broad-based economic recovery to continue. And an 
end to the European Central Bank’s easy liquidity policy combining bond purchases 
with negative short-term rates (which weakened the euro in 2014-15) is now clearly in 
sight. The prospect of higher European interest rates is encouraging markets to 
anticipate more attractive European interest rates. 

We are still convinced that the Bank of Japan will continue its ultra-accommodative 
monetary policy (negative short-term rates, 10-year yields fixed at zero, large asset 
purchases), but this factor and the widening rate differential with the U.S. appear to be 
less powerful dollar drivers now. Also, the yen appreciation may push toward the 100 
yen/dollar mark, now that the market believes that the U.S. has a benign neglect of 
further dollar declines. This is part of the legacy of Treasury Secretary Mnuchin’s high-
profile comments earlier this year that “a weaker dollar is good for us as it relates to 
trade and opportunities.”1 

These forecast changes do not impact our outlook for emerging-market currencies. We 
continue to expect the relatively benign macroeconomic environment for emerging 
markets to persist in 2018, and anticipate continued moderate currency appreciation 
against the dollar as in 2017. 

More moderate declines in oil and gold prices 

Finally, we are raising our 2018 year-end price target ranges on oil and gold: from 
$40-$50 per barrel to $50-$60 on West Texas Intermediate (WTI) crude oil, from 
$45-55 per barrel to $55-$65 on Brent crude oil, and from $1150-$1250 per ounce to 
$1250-$1350 on gold. To be clear, long-term oversupply remains an issue for both 
major commodities. While our targets are being raised, we would not classify these 
moves as bullish, as the mid-points of the new targets are still below today’s market 
prices. For perspective, we began 2018 quite bearish on commodities and are now 
simply less bearish. 

We have been expecting that oil prices could slip back into the $40s. Oil remains 
oversupplied today, but not as much as we originally had anticipated. This is due to 
technical oil market dynamics, plus a strong global economy, which have conspired to 
shrink some of the excess supply. We expect global oil supplies to weigh on oil prices 
as 2018 progresses. Given these developments, we believe that a drop from the $60s to 
the mid-$40s now seems unlikely by year-end. At $63 per barrel currently, we believe 
that U.S. oil prices are too high, and that they will eventually find their way into the 
$50s—which is why the midpoint of our WTI new range is $55. 

Higher inflation-related numbers in recent months are the main cause behind our gold-
price target change. Gold, historically, has been used as inflation hedge by investors, 
and even moderately higher inflation in 2018 could stabilize gold prices. As with our oil-
price target, however, our target change in gold is not bullish, but simply less bearish 
for the remainder of 2018. 

                                                      
1“Trump Team at Davos Backs Weaker Dollar, Sharpens Trade War Talk”, https://www.bloomberg.com/news/articles/2018-01-24/mnuchin-says-weaker-dollar-is-good-
for-us-due-to-trade, January 24, 2018. 

https://www.bloomberg.com/news/articles/2018-01-24/mnuchin-says-weaker-dollar-is-good-for-us-due-to-trade
https://www.bloomberg.com/news/articles/2018-01-24/mnuchin-says-weaker-dollar-is-good-for-us-due-to-trade
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Targets and forecasts are based on our current view of market and economic conditions and are subject to change. Target yields are not 
guarantees of future performance which could differ substantially. 

Risks Considerations 

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. 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 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 0318-00170 
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