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In what has been described as the least fun bull market in history, the market is taking a pause as we 
ricochet from one new Washington policy proposal to the next. I’m constantly asked how long it will last 
and whether the rally is for real? While I will distance myself from the third rail of political commentary I 
have no problem with watching account values increase. That’s as real as it gets! It also appears that the Fed 
is finally beginning to move in a more deliberate fashion towards a higher interest rate policy. The most 
recent rate increase which happened on March 15th was met with positive market response, up 112 points 
on the Dow. Maybe the fears of Fed tightening were unfounded, or maybe it’s the fact that Wall Street has 
been predicting these increases for the past four years in what we refer to as “the worst kept secret on Wall 
Street”. The bottom line is that the economy is improving, business optimism is high and interest rate 
increases are the response. So good news is bad news is good news… go figure! 

 
Wells Fargo Investment Institute (WFII) has recently published a report stating that they feel that 

the bulk of the gains for the entire year of 2017 may have already been realized*. This is not to say that it’s 
time to sell, selling comes at a cost both in terms of transactional cost and capital gain realization. My point 
is that we may take a pause and that volatility may replace upward trajectory in the near term. At 17x 
forward estimates US market valuations (S&P 500) are not cheap in our view, but they are not dramatically 
overvalued either. Typically stocks go up for two reasons; their earnings increase or the price-to-earnings 
multiple expands. We believe that the P/E multiple expansion phase may have run its course and that any 
continued run up in stock prices would be earnings driven. WFII has projected earnings to be up 9+% from 
2016 estimates and the forward outlook continues to be positive. So far so good. We are also beginning to 
see increasing interest in the developed international markets after several years of underperformance. In 
aggregate, developed international markets like the EU are behind us on the economic recovery curve but in 
our opinion offer better valuations. Over the past 40 years, from 1970-2009 the EAFE (Europe and Far 
East) has produced an average annual return of 9.33% versus the S&P 500 of 9.85%. It’s only been since 
2010 that the performance differential has been significant with an average annual underperformance of 
8.47% per year for the EAFE. My point is don’t get lulled into thinking that it’s always been this way or will 
always continue to be this way as we move forward. The Wells Fargo Investment Institute (WFII) has 
recently increased their target objectives for both developed international markets as well as emerging 
markets. 
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As equity markets continue to move higher and bond valuations lower, rebalancing should be 
considered. Fixed income is vulnerable in a rising interest rate environment and it’s easy to make the case 
that investors will sell poorly performing assets (bonds) and move them to equities as interest rates move 
higher. At the same time, as rates increase, bonds yields become more attractive and will ultimately draw 
money back into the bond market. So what’s the best course of action? Keep your bond maturities short to 
medium-term to reduce principal risk and be prepared to extend maturities as interest rates start to ratchet 
higher. I expect this may unfold over the course of several years but ultimately, in this recovery cycle, higher 
interest rates are a sign of an improved economy and will ultimately help bond investors with higher cash 
flow. It’s about time the Fed positioned itself for growth instead of stimulus. 

 
 
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. These risks are heightened in emerging 
markets. 
MSCI EAFE® Index (Europe, Australasia, Far East): The MSCI Europe, Australasia and Far East (“MSCI EAFE”) Stock Index is an 
unmanaged group of securities widely regarded by investors to be representations of the stock markets of Europe, Australasia and the Far East. 
Source: MSCI. 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. 
The indices are presented to provide you with an understanding of their historic long-term performance and are not presented to illustrate the 
performance of any security. Investors cannot directly purchase any index. Past performance is no guarantee of future results.  
The report herein is not a complete analysis of every material fact in respect to any company, industry or security. The opinions expressed here 
reflect the judgment of the author as of the date of the report and are subject to change without notice. Statistical information has been obtained 
from sources believed to be reliable, but its accuracy and completeness are not guaranteed. Any market prices are only indications of market 
values and are subject to change. The material has been prepared or is distributed solely for information purposes and is not a solicitation or an 
offer to buy any security or instrument or to participate in any trading strategy. Additional information is available upon request. 
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 & Company and provides 
investment advice to Wells Fargo Bank, N.A., Wells Fargo Advisors and other Wells Fargo affiliates. Wells Fargo Bank, N.A. is a bank affiliate 
of Wells Fargo & Company. 
 
*WFII Global equity Strategy report published 3/15/2017.  Available upon request. 
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