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Taking advantage of volatility 
Key takeaways 

• Long-term investors should be patient and wait for the market to provide opportunities to put cash to work.   

• We believe investors should focus on pullbacks in U.S. Large Cap stocks with particular interest in the 
Industrials, Materials, and Health Care sectors. 

To say the least, recent months have produced big market moves up and down in both stocks and bonds. For investors, the 
question is how to play the volatility. Is it best to just sit on your hands and not get caught up in all the noise, or is there 
something to be done that can be a benefit in the longer term? A couple of things come to mind. 

First, we believe the S&P 500 Index (SPX) will close out next year in the 4,600 – 4,800 range. The good news is that is 
higher than current levels and well above where we think the index is likely to finish this year. The bad news is it is likely to 
be a bumpy ride between now and the end of next year. The market rarely moves up in a smooth, consistent manner, 
which can give market participants indigestion from time to time.  

Volatility is a basic part of investing. As we like to remind our readers, the SPX has experienced a 10% pullback on average 
every 10.5 – 11 months over the last 80 years, according to Bloomberg data. We believe the longer-term outlook for the 
domestic and global economies continues to point toward growth. We firmly believe that one of the best ways to 
participate in this growth is through the ownership of equities. Volatility can provide investors with opportunity.  

On one hand, when the stock market trades down, it offers investors the opportunity to put money to work in equities at 
more attractive levels as long as the positive forward-looking fundamentals are still intact. On the other hand, when the 
stock market trades higher than the forward-looking fundamentals might appear to justify, investors have the opportunity 
to take a little money off the table and/or wait patiently for a better (lower) point to reinvest those funds. Much of investing 
is about taking advantage of opportunities. 

The SPX appears to have settled into somewhat of a range. We think the top end of the range is near 4,600 with the bottom 
end coming just a bit below 4,100. The recent late-October pullback nearly touched 4,100 before the big 9% bounce higher 
we have seen over the last 12 trading days. We do not want to chase this rally as headwinds still exist. We do not see the 
risk-reward as attractive at current levels. Headwinds include higher long-term interest rates, worsening geopolitical 
tensions, and a slowing economic and corporate earnings outlook.  

We believe long-term investors should be patient and wait for the market to provide downside opportunities to put 
sidelined funds to work in equities. They should have a plan, and when opportunities present themselves, they should 
execute that plan. We are focused on putting sidelined cash to work on pullbacks in U.S. Large Cap equities with particular 
interest in the Industrials, Materials, and Health Care sectors.  
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Risk Considerations 

Forecasts and targets are based on certain assumptions and on views of market and economic conditions which are subject to change.  

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 are volatile. Stock values may fluctuate in response to general economic and market conditions, the prospects of individual companies, and industry sectors. 
Sector investing can be more volatile than investments that are broadly diversified over numerous sectors of the economy and will increase a portfolio’s vulnerability to any single economic, political, 
or regulatory development affecting the sector. This can result in greater price volatility. 

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 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 
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