
Ten things 
investors 
should know 
today
It’s true for all of us: Our biases influence our perceptions. As a 

result, our perceptions don’t always match reality. Today many 

investors seem to be acting based on their perceptions of what’s 

happening in the economy and the markets, but those notions don’t 

necessarily match up with what our top strategists are observing.

Our goal is to give you the facts on 10 issues we believe are critical 

for investors to understand. With intelligent planning and investing, 

investors should be able to realize their financial goals.
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Corporate America is still strong
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We think stocks are up because businesses are prosperous
History shows that over the long run, the stock 
market advances as U.S. businesses grow and 
prosper. We believe the U.S. stock market has hit 
new record highs earlier this year in large part due 
to corporate earnings having hit new record highs. 
Dividend payments to shareholders have also 
reached record levels in first quarter of 2014.

We think equities are attractive today because 
businesses are in better financial shape than they 
have been in more than two decades. Profit margins 
are near historic highs, and corporate balance sheets 
are the strongest in 20 years. Companies have a lot 
of liquid assets, and they have been reducing debt 
levels. For example, cash as a percent of total assets 
for companies in the S&P 500® hit a 20-year high in 
2013. In addition, corporate debt as a percentage of 
total capital dropped in the past year to its lowest 
level in 20 years.

On the economic front, businesses are becoming 
more optimistic and are hiring more workers. Job 
growth has improved with job openings increasing 
this spring to the highest level in seven years. At the 
same time, layoffs have dropped to a level last seen 
in 2007.

Consumer spending is also recovering as 
household finances are in better shape. Declining 
unemployment generally makes consumers more 
optimistic and willing to purchase big-ticket items. 
As a result, car and truck sales have increased 
in 2014 to the highest level since 2007,1 and the 
increased demand for homes has pushed the 
median existing single-family home price up 
to its highest point since 2007.2

These and other factors discussed in this report 
paint a long-term positive outlook for the U.S. 
economy and stock market, in our opinion.

Sources: Standard & Poor’s, Haver Analytics, and Wells Fargo Advisors
1 Source: Wards Automotive
2 Source: Federal Housing Finance Agency Home Price Index
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Record earnings help explain higher stock prices
Stock prices vs. earnings
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2 Stock valuations appear in line 
with profits
We think it’s still time to be a buyer
Many analysts are starting to get nervous about 
the stock market in the wake of the S&P 500 index’s 
run higher since the March 2009 lows. While 
this rally is one of the more impressive in terms 
of magnitude over the last 35 years, domestic 
companies’ underlying fundamental performance 
supports current market valuations, in our opinion.

Did you know that earnings for the S&P 500 have 
been breaking records since 2011? You may be 
surprised by that fact, especially given the slow 
pace of economic growth in this recovery. American 
companies have figured out how to make money 
in this environment. Efficiency efforts have paid off 
as many companies have become more lean and 
productive. The stock market has reacted positively 
to these efforts and the outlook for economic growth 
over the coming year.

But here’s the question: Are stocks too expensive?

One useful tool when looking at the broad stock 
market is the price-to-earnings, or P/E, ratio. It 
measures how much investors are willing to pay 
for each $1 of earnings. The chart below plots the 
ratio for the S&P 500 back to 1986. The red line 
represents the median P/E (16.7 times reported 
operating earnings). As you can see, stocks are 
currently in line with their median valuation 
since 1986.

We believe the modest growth/inflation 
environment we have been living with for the last 
several years is likely to continue through 2016 and 
possibly longer. Stocks can offer attractive returns 
in this scenario. We think valuations appear in 
line with profits and this bull market has more 
room to run.

Sources: Standard & Poor’s and Wells Fargo Advisors. Chart shows third-quarter data.

Stock prices appear in line with earnings
S&P 500 price-to-earnings (P/E) ratio vs. median P/E
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Most investors’ results fall short 
of the market
Emotions can be barriers to reaching your goals
We believe successful investing starts with having 
a plan calibrated to help you work toward your goals 
(enjoying a financially stable retirement, affording 
higher education for children or grandchildren, etc.). 
Notice the plan’s focus should be on achieving goals 
and not on matching or beating an index (the S&P 
500, for example) or benchmark, a strategy that may 
require you to take on more risk than necessary. It is 
focusing on achieving your goals that should lead 
to financial success.

Once a plan is established, it needs to be 
implemented with an appropriate asset allocation 
(mix of asset classes, such as stocks, bonds, and 
cash alternatives), regular monitoring, and 
rebalancing as needed.

If investing were that simple, we believe investors 
would be well on their way toward realizing their 
goals. However, most investors simply lack the 

discipline to stick with a plan, and they often allow 
emotions and fear to impact their decision making. 
And when emotions and fear enter the equation, 
decisions are likely to be made based on market 
movements rather than on sound investment 
principles.

Historically, one of the most common mistakes 
investors have made is selling during a market 
decline and not participating in the market’s rise. 
As a result, investors have not only failed to 
outperform the market but instead have 
underperformed it (see chart).

When investors are most uncomfortable with the 
markets, they tend to make the wrong decisions. We 
believe they should stick with their plan and “learn 
to be comfortable while being uncomfortable.” This 
strategy should provide a better opportunity to 
achieve long-term investment goals.

Source: “Quantitative Analysis of Investor Behavior” by Dalbar, Inc. (March 2014) and Lipper. Dalbar computed the “average stock fund investor return” by using industry cash 
flow reports from the Investment Company Institute. The “average stock fund return” figure represents the average return for all funds listed in Lipper’s U.S. Diversified Equity 
fund classification model. Dalbar also measured the behavior of an “asset allocation” investor that uses a mix of equity and fixed income investments. The annualized return for 
this investor type was 2.5% over the time frame measured. All Dalbar returns were computed using the S&P 500 index. Returns assume reinvestment of dividends and capital gain 
distributions. The fact that buy and hold has been a successful strategy in the past does not guarantee that it will continue to be successful in the future. The performance shown 
is not indicative of any particular investment. Past performance is not a guarantee of future results.

Investor returns have substantially lagged the markets
1994 – 2013 

Average stock fund
investor return

Average stock fund return
10%

2%

4%

6%

8%

Investor behavior penalty

5.0%

8.7%

Av
er

ag
e a

nn
ua

l r
et

ur
n

3



Ten things investors should know today 5

Asset allocation can help 
drive performance

■	 Barclays 1-3 Month U.S. Treasury Bill

■  BofA Merrill Lynch U.S. Corporate/Government Master

■  S&P SmallCap 600

■  MSCI (Morgan Stanley Capital International) EAFE (Europe, Australasia, Far East)

■  S&P 500
Sources: Bloomberg and Wells Fargo Advisors. As of Dec. 31, 2013. Past performance is no guarantee of future results. An index is unmanaged and not available for direct 
investment. Different investments offer different levels of potential return and market risk. Please see page 12 for the descriptions of the risks associated with these asset classes 
and definitions of the indices.
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Having the right mix of investments may help you reach your goals
Events over the past 10 years have left investors 
feeling “once bitten, twice shy.” But rather than living 
in a constant fear of the unknown, we think a better 
response is asset allocation.

Think about the last time you packed for a long trip. 
Odds are you brought along a variety of clothing 
so you were prepared to face changing weather 
conditions and enjoy different activities. Planning 
for an uncertain investment environment is similar.

The chart below shows various asset classes’ recent 
performance. Notice how even a relatively stable 
asset class like bonds was sometimes the best 
performer, sometimes the worst, and just about 
everything in between. Because it’s so difficult to 
predict performance, we recommend “packing” 
your portfolio with a strategic mix of investments 

so you’re reasonably prepared to face whatever 
the future may hold.

How important is asset allocation? Wells Fargo 
Wealth Management conducted a study and found 
that asset allocation accounted for an average of 
78.7% of the variation of returns over the 1970 to 
2008 period. Security selection, timing, and other 
factors accounted for the rest.

Once your asset allocation is set, it’s important to 
annually rebalance your portfolio back to your 
intended allocation if the markets have moved 
significantly or you’ve experienced a noteworthy 
life event (a birth, death, divorce, etc.) It’s likely 
you’ll be better off ignoring what goes on day-to-day 
in the markets and focusing instead on your 
long-term plan.

It’s difficult to predict performance from year-to-year
2004 – 2013 

4



6

Being “home alone” may hamper your portfolio’s performance
There are real and important reasons to hold a 
home bias, that is, keeping most of your investments 
close to home and in your local currency. But we 
recommend you consider not staying “home alone.” 
Keeping a portion of your money invested in 
international markets may improve your portfolio’s 
performance. After all, it’s hard to know what 
surprises may cause the markets of one or another 
group of countries to outperform the U.S. markets. 
One thing is clear: The U.S. economy is growing 
below its postwar average and could be vulnerable 
to surprises.

In our view, the rest of the world will have some 
potentially important advantages in the coming 
years. The European and Japanese economies, for 
example, can follow their own patterns, which could 
differ from the U.S. pattern. In the last 20 years, 

Europe skipped over the 1990-91 and 2001 U.S. 
recessions. Australia did not have a single recession 
between 1991 and 2012.

Countries such as Japan, Australia, Canada, and the 
developed economies in Europe can be significant 
sources of investment opportunities. Their legal 
systems and standard of living are similar to the 
United States, and they are considered “developed.” 
What’s more, their bond and equity markets are 
large and liquid, meaning they’re relatively easy 
to enter and exit.

You don’t have to read newspapers from around the 
world to make the right choices. Many investment 
products diversify across regions or particular 
countries and can give you a core international 
exposure.

Adding international stocks may reduce portfolio risk
Return is the same, but global portfolio has lower risk

Domestic portfolio Global portfolio

U.S. government
bonds 40%

U.S. stocks 60%

U.S. government
bonds 40%

International stocks 14%

U.S. stocks 46%

Return .%
Risk .%

Return .%
Risk .%

This information is hypothetical and for illustrative purposes only. Results may not represent the experience of individual investors. Past and hypothetical performance are no 
guarantee of future results. An index is unmanaged and not available for direct investment. Different investments offer different levels of potential return and market risk. Please 
see page 12 for descriptions of the risks associated with these asset classes and definitions of the indices. Diversification does not guarantee a profit or protect against loss in a 
declining market.
Risk and return are based on annual data over the period 1970–2013. U.S. stocks are represented by the Standard & Poor’s 500® index. U.S. government bonds are represented by 
the five-year U.S. government bond and international stocks by the Morgan Stanley Capital International Europe, Australasia, and Far East (EAFE®) Index. All values are expressed 
in U.S. dollars.
Risk and return are measured by standard deviation and compound annual return, respectively. Standard deviation measures the fluctuation of returns around the arithmetic 
average return of the investment. The higher the standard deviation, the greater the variability (and thus risk) of the investment returns. The data assumes reinvestment of all 
income and does not account for taxes or transaction costs.

5 International investing deserves 
another look
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The volatility of stocks is likely 
to increase
Investors should consider rebalancing in case upturn occurs
Currently, stock market volatility, as measured by 
the Chicago Board Options Exchange Volatility 
Index (VIX), is close to its lowest point since the 
financial crisis and has been below its historical 
average of 20 since early 2012.

This extended period of low volatility has led to 
market worries about investor complacency or, put 
another way, stubborn optimism. When market-
moving events (Ukraine, the Middle East, etc.) are 
unable to cause stocks to sell off, investors are so 
afraid of missing out that even serious events cannot 
prompt them to sell equities. In the past, this fear 
of missing out has been a precursor to greed, which 
tends to be widespread when the market peaks.

Although we believe investors should be concerned 
about complacency in markets, low volatility alone is 
not a reliable indicator of an impending stock market 

decline. For example, after breaking below 20 in 
1991, the VIX remained below average until 1997, 
as shown in the chart below. And even then, stock 
prices continued to appreciate until the technology 
bubble burst in March 2000. Similarly, after dipping 
below 20 in 2003, the VIX remained low until the 
markets topped out in 2007. These periods show 
that even if the low volatility environment ends 
soon, it doesn’t necessarily mean we should expect 
a large increase in market gyrations or a sharp 
market selloff.

Instead, we expect volatility and the magnitude of 
market movements will gradually move toward their 
historical norms. Disciplined investors should stick 
to their plans and rebalance portfolios in line with 
their tolerances and return objectives. This should 
help ensure complacency has not lured them into 
assuming too much risk.

Past performance is no guarantee of future results.

Source: Chicago Board Options Exchange (CBOE) and Wells Fargo Advisors. The Chicago Board Options Exchange Volatility Index (VIX) reflects a market estimate of future volatility 
based on the weighted average of the implied volatilities for a wide range of strikes.
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Saving regularly may help you 
reach your goals
Help put time on your side
By starting early and saving regularly, you can 
make time your ally in helping you work toward 
your financial goals. All it takes is planning 
and consistency.

For example, investing $5,000 annually and 
earning a hypothetical 5% average compounded 
return could have generated a portfolio worth about 
$600,000 in 40 years. (The S&P 500 index’s 
average return since 1928 has been approximately 
9.5%.) However, starting to save just five years later 
trims about $150,000 off that figure, and 10 years 
later cuts it nearly in half.

According to the National Association of Colleges 
and Employers, the average starting salary for 
a college graduate in 2013 was approximately 
$45,000, so for younger workers a few thousand 
dollars per year may seem out of reach. But starting 

small and starting early may deliver a robust 
portfolio, especially if you increase your savings 
as you receive raises, promotions, or bonuses.

Many employers offer matching contributions 
into their retirement plans. Unfortunately, a recent 
Wells Fargo retirement study revealed many 
employees fail to participate in the plan or don’t 
contribute enough to receive the full match. It’s free 
money, and it may make a significant difference 
in your retirement portfolio’s value.

If you haven’t started saving, it’s not too late. Even 
a modest portfolio can provide a financial cushion. 
For example, saving $10,000 per year for 10 years 
at a 5% average compounded return could 
potentially deliver a portfolio of about $125,000.

The lesson: Start early, save consistently, and help 
make time your ally.

This information is hypothetical and for illustrative purposes only. Results may not represent the experience of individual investors.
Source: Wells Fargo Advisors.

Saving regularly can have a powerful impact
Assuming a hypothetical 5% compounded annual return 
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Fixed income carries higher risk 
than in the past
But investors are still gravitating toward it as a potential “safe haven”
After 30 years in which interest rate trends provided 
fixed income investments with a strong tailwind, 
rates do not have much further to fall. However, 
we still see investors chasing past performance, 
continuing to purchase lower-credit-quality and 
longer-term fixed income positions, and locking 
in historically-low income streams for significant 
time periods.

The Fed continues to reduce its new asset purchases 
and should complete its quantitative easing 
purchases at the end of October. As this occurs, 
we expect the market to gradually adjust to a slow 
increase in short-term rate policy, which is the 
Fed’s next logical step.

As we move closer to the first rate increase, it’s likely 
the market will react by moving yields higher on the 
short end of the yield curve; we also expect longer-

term rates to move higher, but in a measured 
and contained manner. A small move higher in 
long-term rates will have a bigger price impact 
than a significant increase in short-term rates. 
For example, a two-year Treasury security would 
experience just 0.09% of negative total return should 
short-term rates increase 1% over the course of 12 
months. A similar move in 10-year Treasury 
securities would result in a loss of over 5%.

We anticipate interest rates will remain at relatively 
low levels in the near term. Investors purchasing 
longer-dated bonds will face an investment horizon 
that may include significantly higher yields, which 
would negatively impact existing bond prices. It is 
important that investors not become complacent as 
the timing of significant rate moves often take the 
market by surprise.

Source: Wells Fargo Advisors
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In 2000, 10-year yields were near
6.50%; the yield cushioned investors
from potential interest rate increases.

Today the cushion is gone; an
increase of 1% would leave an
investor with a loss of over 5%.

Fixed-income securities have lost their cushion against rising interest rates
Hypothetical one-year total return of 10-year Treasuries if interest rates increase by 1%

8



10

Cost of health care in retirement 
may surprise you
Starting to plan now may help you have enough money to afford it
It should come as no surprise that health care is 
one of the largest expenses individuals face in 
retirement, following closely behind housing and 
transportation. According to the U.S. Bureau of 
Labor Statistics’ Consumer Expenditure Survey, 
between 6% and 7% of all consumers’ total expenses 
were dedicated to health care in 2012. These figures 
go up significantly for retirees, reaching between 
11% and 15% of total expenses for people over age 65.

The Employee Benefit Research Institute (EBRI) 
conducted a study to determine the amount of 
savings needed to retire in 2012 and be able to cover 
health care costs. The study assumed individuals 
would use Medicare coverage, Medicare supplement, 
and Medicare Part D. The results showed a couple 
would need to have saved $283,000 to have a 90% 
chance of being able to cover health care expenses, 

excluding long-term care expenses. Savings would 
need to be higher for individuals who retire prior to 
becoming eligible for Medicare.

To save enough, an investor needs to have an idea of 
what type of coverage they will need in retirement, 
taking age, personal and family medical history, 
projected longevity, and other relevant factors into 
consideration.

There are many vehicles available to help save 
for health care costs, including maximizing 
contributions to IRAs and 401(k) or 403(b) plans, 
or using additional tax-friendly tools, such as a 
Retiree Health Savings Plan (sometimes provided 
by employers to complement retirement plans) or 
through a Health Savings Account (associated 
with high-deductible health insurance plans).

Personal insurance/pensions 11%

All consumers 65 years and older

Housing 33%

Food 13%

Transportation 17%

Health care

Entertainment 5%

Miscellaneous 10%

Cash contributions 4%

Personal insurance/pensions 5%

Housing 34%

Food 13%

Transportation 16%

Entertainment 5%

Miscellaneous 8%

Cash contributions 6%

 %
Health care  %

Source: U.S. Bureau of Labor Statistics Consumer Expenditure Survey

Health care eats up more of our budget as we age
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Your retirement is your responsibility
The traditional pension plan’s decline makes retirement planning vital
For most of us, long gone are the days when 
you retired and began receiving income from a 
traditional pension or defined benefit (DB) plan. 
The responsibility for funding retirement has made 
a dramatic shift from employers to employees 
over the past 35 years. In 1979, 84% of employees 
having access to any form of retirement plan had an 
employer-funded DB plan. That number declined to 
31% in 2011. During that time, defined contribution 
(DC) plans, such as 401(k) and 403(b) plans, 
primarily funded by employees increased from 
38% to 93% of covered employees.

The issues driving this trend have been numerous 
and show no signs of abating. Companies need to 
be more competitive globally, and pension plans 
can have a significant negative impact on earnings, 
especially when poor market returns force employers 

to make larger plan contributions. The increasing 
cost of employee health care has also caused 
companies to redirect their employee-benefit costs to 
medical versus the traditional pension plan. Finally, 
employees have become much more mobile over the 
past few decades and tend to prefer the ownership 
and portable nature of DC plans.

With the shift from companies funding DB plans 
to employees being primarily responsible for 
funding their own DC plans comes the critical 
need for increased planning and prudent savings 
and investment strategies. It’s important to know 
whether a DB plan is a part of your overall retirement 
plan. Assuming it’s not (a safe assumption), you 
need an investment plan that defines your goals, 
how much you need to save, and what mix of 
investments should help you work toward them.

Source: U.S. Department of Labor Form 5600 Summaries 1979-1998. Pension Benefit Guaranty Corporation. Current Population Survey 1999-2011. EBRI estimates 1999-2010.
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Index definitions
Barclays 1-3 Month U.S. Treasury Bill index includes all publicly issued zero-coupon U.S. Treasury bills that have a remaining maturity of less than three months and more than 
one month, are rated investment grade, and have $250 million or more of outstanding face value. In addition, the securities must be denominated in U.S. dollars and must be fixed 
rate and nonconvertible.

BofA Merrill Lynch U.S. Corporate/Government Master index measures the total return on taxable U.S. corporate and government bonds, including price and interest 
income, based on the total mix of these bonds in the market.

MSCI (Morgan Stanley Capital International) EAFE (Europe, Australasia, Far East) index is a free float-adjusted market capitalization index that is designed to measure 
the equity market performance of developed markets, excluding the U.S. and Canada. The index comprises the following 21 developed-market country indices: Australia, Austria, 
Belgium, Denmark, Finland, France, Germany, Hong Kong, Ireland, Israel, Italy, Japan, the Netherlands, New Zealand, Norway, Portugal, Singapore, Spain, Sweden, Switzerland, 
and the United Kingdom.

S&P 500 index is a market capitalization-weighted index comprising 500 widely held common stocks and is generally considered representative of the U.S. stock market.

S&P SmallCap 600 index measures the small cap segment of the U.S. equity market. The index is designed to be an investable portfolio of companies that meet specific inclusion 
criteria to ensure that they are liquid and financially viable.

Asset class risks
Equity investment risk – Equity investments are subject to market risk, which means their value may fluctuate in response to general economic and market conditions, 
the prospects of individual companies, and industry sectors.

Fixed income risk –  Bond prices fluctuate inversely to changes in interest rates. Therefore, a general rise in interest rates can result in the decline of the value of your investment. 
Investing in fixed income securities involves certain risks, such as market risk if sold prior to maturity and credit risk, especially if investing in high yield bonds, which have lower 
ratings and are subject to greater volatility. All fixed income investments may be worth less than original cost upon redemption or maturity. U.S. government securities, unlike 
stocks, are guaranteed as to payment of principal and interest by the U.S. government if held to maturity.

Foreign risk – 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.

Small-company risk – The prices of small-company stocks are generally more volatile than large-company stocks. They often involve higher risks because smaller companies 
may lack the management expertise, financial resources, product diversification, and competitive strengths to endure adverse economic conditions.

Envision® is a registered service mark of Wells Fargo & Company and used under license.

Wells Fargo Wealth Management provides 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.

Investment and Insurance Products:  NOT FDIC Insured  NO Bank Guarantee  MAY Lose Value

Wells Fargo Advisors is the trade name used by two separate registered broker-dealers: Wells Fargo Advisors, LLC and Wells Fargo Advisors Financial Network, LLC, Members SIPC, non-bank affiliates 
of Wells Fargo & Company. First Clearing, LLC is a registered broker-dealer and non-bank affiliate of Wells Fargo & Company. © 2014 Wells Fargo Advisors, LLC. All rights reserved.

Planning is at the heart of it all
When developing an investment plan, you must consider your goals, concerns, risk tolerance, and financial 
circumstances. Having this investment plan helps you to feel confident in your future, effectively monitor 
where you stand in relation to your goals, and track your progress toward them. Life can be full of surprises, 
so your goals may change over time or markets may throw your investment plan off track.

With the constant barrage of information available in today’s 24/7 world, the key is to not get caught up 
in the day-to-day market volatility and news headlines. During times of volatility, it is often easy to make 
investment decisions based on emotions. However, making investment decisions based on short-term market 
activity can make it more difficult for you to work toward your long-term goals. Having an investment plan 
allows you to focus on the long-term while still giving you the flexibility to make changes when necessary.

The Envision® process can help you with your investment planning. For more information, please 
contact your Financial Advisor.


