
Friends,  
 
Happy New Year!  At the beginning of each year, most investment firms publish their predictions and 
prognostications for the coming months.  However, without the benefit of history and context, often 
these predictions hold limited meaning.  Which is why I find JPMorgan’s quarterly Guide to the Markets 
publication very helpful.  It’s light on predictions, but heavy on data so I like it as a snapshot of where we 
are at the moment relative to history. All of the following statistics have been taken from this source. 
 
ECONOMIC GROWTH 
The current economic expansion since the Great Recession is turning into one of the longest economic 
expansions on record; and 3Q 2016 GDP climbed to 3.5%, the strongest quarter in recent memory.  That 
being said, expectations from most economists going forward is for lower but steady growth in the 1.5-
2% range.  The overall economic fundamentals continue to look good: 

 Median home prices have recovered to pre-recession levels 

 Auto sales have recovered to pre-recession levels 

 Unemployment has fallen to 4.7%.  This is close to what most economists consider “full 
employment” for the US economy, which has led to,  

 Consumer confidence climbing well above the historical averages.  And yet,  

 Household debt-service ratios remain low and household net worth continues to climb, meaning 
that higher home prices and increased auto spending haven’t come due to an increase in 
consumer debt levels 

 Fuel prices, interest rates, and inflation remain low from historical perspectives, which should 
continue to act as a tailwind for the US consumer 

 
US STOCK VALUATIONS 
On the other hand, valuations for the US stock market are above average.  With the S&P 500 forward PE 
at 16.9x vs. the historical average of 15.9x, the overvaluation isn’t dramatic.  And historically, forward 5-
year returns from this level of valuation are still usually positive, and likely significantly higher than 
bonds.  That being said, since the election, I personally feel the level of optimism has risen significantly, 
and most of the positive news and greater optimism is priced in, meaning higher possibility of 
disappointment.   
 
INTERNATIONAL STOCK VALUATIONS 
The rest of the world paints a different picture however.  Global purchasing managers’ indexes for 
manufacturing (one proxy for GDP growth expectations) seem to be improving significantly in areas you 
might not expect.  The biggest recent improvements seem to be coming from Europe; including the UK, 
France, Germany, Italy, Spain AND Greece.  The picture in Asia also seems to be improving, if not quite 
as optimistic.  And MSCI EAFE valuations remain lower than the US and closer to its’ own historical 
average.  Considering the lower valuations, improving fundamentals, and relatively low expectations 
(developed and emerging market equities have underperformed the S&P 500 the last four calendar 
years), I feel overseas markets hold higher potential for positive surprise compared to US equities. 
 
BOND VALUATIONS 
2016 seemed to be the year for bonds in which the more aggressive the credit exposure, the greater the 
reward.  Munis and Treasuries were the worst performing sectors, while high yield and emerging market 
debt indexes both posted double-digit gains.  Expectations of a Fed rate hike prompted a significant sell 
off in Treasuries during 2H 2016, but the weakness only pushed the 10-year yield up to 2.45% by year 



end, hardly what I would call attractive compensation for 10 years of capital commitment (especially if 
there are more rate hikes in store for 2017).  As the economy continues to grow, personally I continue to 
like the more credit sensitive sectors of the fixed income universe, like high yield and convertible 
bonds.  Also, considering the unusual weakness in the muni market in 2H 2016, munis seem to be 
relatively attractive at the beginning of 2017.   
 
I hope this helps and hope you have all started off 2017 well.  Happy New Year! 
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Past performance does not guarantee future results and there is no guarantee that any forward looking 
statements made in this communication will be attained.  Wells Fargo Advisors Financial Network did 
not assist in the preparation of this report, and its accuracy and completeness are not guaranteed. The 
opinions expressed in this report are those of the author(s) and are not necessarily those of Wells Fargo 
Advisors Financial Network or its affiliates. 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. Investors cannot directly purchase any index.  Additional information 
is available upon request. 
 
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 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 
 
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. 
 
The S&P 500 Index consists of 500 stocks chosen for market size, liquidity, and industry group 
representation. It is a market value weighted index with each stock's weight in the Index proportionate 
to its market value. 
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The Morgan Stanley Capital International 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. 
 
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 bond.  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. 
 
Investment and Insurance products:  

NOT FDIC-Insured NO Bank Guarantee MAY Lose Value 

Investment products and services are offered through Wells Fargo Advisors Financial Network, LLC 
(WFAFN), Member SIPC, a registered broker-dealer and a separate non-bank affiliate of Wells Fargo & 
Company. WHF Wealth Management is a separate entity from WFAFN.  
 
 
 


