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Spring in our step
“The trouble is, if you don’t risk anything, you risk even more.” – Erica Jong
One year ago, Saturday morning March 21, I sat in my New York City
office and penned a State of the Markets titled “4 Reasons for
Optimism.” The stock market had just finished its worst four-week
performance since 2008, with the S&P 500 Index declining 32% from
its February 19 peak to the March 20 close, commodity prices in free
fall, face masks and toilet paper equally scarce, and large sectors of the
economy shutting down for the first time since the Great Depression.
On our daily market volatility calls, investors asked whether equity
markets could go to zero and if they should exit markets altogether.
I had little intuition that morning as I packed up my papers that it
would be the last time I would see my office in a year, or that when we
published the piece on Monday, March 23, the stock market would
reach its final climactic trough on that very afternoon.
It has been said that there are moments in history best grasped by
silence. This could not be one of those moments. We needed to apply
lessons learned from history and logic to market fundamentals, and
investors needed to see — through the fog of fast-falling markets and
economic uncertainty — the offsetting factors at work. While there are
certainly others who have more eloquently said what I felt that
Saturday morning, a year later we can confidently say that we did
adapt, markets did work, policymakers did respond with fervor and
speed, and indeed there was undeniable opportunity on the other side.
A year later, we have three approved COVID-19 vaccines, a rapid
acceleration in vaccine distribution, and a return in the kind of
consumer spending that cranks the gears of the U.S. economy.
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We have spilled a lot of ink between that day and this writing about high-conviction portfolio ideas we thought
investors should consider implementing. The alpha within our business is almost always captured at a time
when we don’t have the benefit of absolute clarity or certainty. Many investors who stayed invested in stocks
through last year’s uncertainty can see the proof in their portfolios. The potential alpha opportunities have
clearly changed over the past year, however, and investors need to pay attention to how substantially the
landscape has altered.

A new landscape
Many of the previous decade-long secular trends have shifted. We expect the U.S. to print its strongest annual
gross domestic product growth since the early 1980s; value stocks are seven months into sizably outperforming
growth; U.S. small caps have outperformed large caps; interest rates and inflation are once again rising; we are
seeing decade-high prices on base metals and agricultural commodities; we expect earnings growth to race this
year to catch up with valuations; and we remain close to record highs on the S&P 500, Russell 2000, and MSCI
Emerging Markets indexes. We remain early in this new business cycle, checking all the boxes for a strong earlycycle recovery, and market action is reflecting this recovery, reflation, and reopening theme.
Optimism is high, but big market tops rarely, if ever, form when market breadth is this strong. Investors would
be wise to pay attention to these shifts within secular themes and position portfolios accordingly.
I will end where I began — with the first of those core tenets from a year ago. We adapt. I generally believe that
it’s a bad idea to bet against human ingenuity or our ability to mobilize around large problems and create a path
to a solution. If you are fortunate enough to work in this great industry of ours for many decades, as has been my
privilege, you realize years like this past one come along infrequently and there are countless lessons to be
embraced. I am not talking about once-in-a-century global health pandemics, but rather 30%-40% declines in
asset prices that create prodigious opportunities. The origins of every market crisis are different — that has been
the case throughout history and likely will be the case in the future — but the capitulation and intense fear that
comes with them and the rallies that follow can be innately predictable. For investors, enduring market scares
like the one last spring turns into experience, and that experience becomes wisdom.
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Risk 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. Small- and mid-cap stocks are generally more volatile, subject to greater risks and are less liquid
than large company stocks. The commodities markets are considered speculative, carry substantial risks, and have experienced periods of extreme volatility. Investing in a volatile and
uncertain commodities market may cause a portfolio to rapidly increase or decrease in value which may result in greater share price volatility.
Definitions
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.
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
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 Wealth and Investment Management, a division within the Wells Fargo & Company enterprise, provides financial products and services through bank and brokerage affiliates
of Wells Fargo & Company. Brokerage products and services offered through Wells Fargo Clearing Services, LLC, a registered broker-dealer and non-bank affiliate of Wells Fargo &
Company. Bank products are offered through Wells Fargo Bank, N.A.
Wells Fargo Private Bank offers products and services through Wells Fargo Bank, N.A. and its various affiliates and subsidiaries. Wells Fargo Bank, N.A. is a bank affiliate of Wells Fargo &
Company.
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 0321-03474
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