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Worth Noting

e The U.S. equity market bounced nicely last week, following the end-of-quarter sell-off.

e One factor helping the market was the International Monetary Fund (IMF) forecast for
stronger economic growth this year.

¢ Unfortunately, emotions still appear to be driving the equity markets more than
fundamentals. In particular, investors seem to be worried more about losing money than
missing an opportunity to make money. This suggests that the market may need more time
to work off the excesses from the 80 percent, 13-month rally from March 2009 until April
2010.

Market Bounces

After spending several days in the Rocky Mountains last week, crossing the continental divide
several times, | was reminded that there is often a fine line between things flowing one way
versus the other. In the mountains, the water flows east or west from the divide. In the
markets, sentiment can seem to change its flow from one way to the other just as easily.

Last week, the equity markets finally rallied after falling sharply at the end of the second
quarter. Sentiment was very negative at the end of June, with the equity markets making a
new low for the correction that began in April. More important, the equity markets also dropped
below the February correction low. We have been saying for several months that if the equity
markets declined below the February low, it could signal a longer and deeper correction that
could last through the summer. Last week’s rally in the equity market does not change that
view.

The decline in the equity market since April is not because the economy is contracting again.
Rather, it is because investors are nervous that the economy may not be doing as well as they
thought earlier this spring. In other words, the market has been declining because investor
sentiment has shifted and is now flowing more to the negative side than the positive side.

The good news is the economy is still growing. In fact, last week, the IMF increased its forecast
for global economic growth this year from the 4.2% rate projected in April to 4.6% now. In
particular, the IMF increased its growth forecast for both the United States and China. This is a
positive sign that the global economy is still on track to recover further from the 2008-2009
global recession.

However, the IMF cautioned that policymakers need to do more to keep the economy on its
current track. Problems in Europe could hurt other countries and dampen the recovery.
Nevertheless, the global economy is doing better not worse, despite investors’ fears to the
contrary.

The latest IMF report is also consistent with our view that the probability of a double-dip
recession is low. According to the IMF director of research, a relapse into recession is “very
unlikely”. Of course, that does not mean that investors will not worry about a double-dip. It is

Please see page 3 of this report for Important Disclaimers

Page 1 of 3



The Week

only natural for the flow of sentiment to swing from positive to negative after the dramatic 80%
rally in 2009 and early 2010.

Last week, the stock market recovered very quickly after dropping below important support. This
is an encouraging sign that the market is not in a free fall as many investors feared at the end of
June. However, it is too early to say that the decline that began in April is complete. That’s
because sentiment is still the driving force in the market right now. Another round of bad news
and investors may quickly forget that the IMF has raised its forecast for global growth.

The big problem for the equity market is confidence not the direction of the economy. The
economy is growing. However, investors are worried that the economy could fall back into
recession, causing the market to drop like it did in 2008. At this point, we think there is more
downside risk in the equity markets, but we do not expect a repeat of 2008, unless some
unexpected event changes the direction of the economic flows.

Investing is always a tug of war between hope and fear. Investors hope that their assets will
appreciate in value as the economy recovers. However, they also fear that asset prices could
drop instead. After the 80 percent rally from the March 2009 low, investors are probably more
fearful than hopeful.

We continue to believe that the equity markets will be volatile this year. More important, we
believe there is further downside risk. That’s because investors seem to fear another big drop in
the market more than they expect the equity prices to rally again. Consequently, people are still
more likely to sell on bad news than buy on good news. Longer term, our year-end target for
the S&P 500 remains 1100-1140.

Latest International Monetary Fund (IMF) projections — World Economic Outlook
(WEO)

Projections Difference from April
2010 WEO
projections

2008 2009 2010 2011 2010 2011
World 3.0 -0.6 4.6 4.3 0.4 0.0
Output
Advanced Economies

2008 2009 2010 2011 2010 2011
Advanced 0.5 -3.2 2.6 2.4 0.3 0.0
Economies
United 0.4 -2.4 3.3 2.9 0.2 0.3
States
Euro Area 0.6 -4.1 1.0 1.3 0.0 -0.2
Emerging and Developing Economies

2008 2009 2010 2011 2010 2011
Emerging 6.1 2.5 6.8 6.4 0.5 -0.1
and
Developing
Economies
Central and 3.1 -3.6 3.2 3.4 0.4 0.0
Eastern
Europe
Developing 7.7 6.9 9.2 8.5 0.5 -0.2
Asia
Middle East 5.3 2.4 4.5 4.9 0.0 0.1
and North
Africa
Western 4.2 -1.8 4.8 4.0 0.8 0.0
Hemisphere

Source: International Monetary Fund
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Important Information, Risk Factors and Disclaimers:

Past performance is not a guarantee of future results.

An index is not managed and is unavailable for direct investment.

Investing in foreign securities presents certain unique risks not associated with domestic
investments, such as currency fluctuation and political and economic changes. This may result
in greater price volatility.

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

Information provided in this report is for educational and illustrative purposes only and should not be construed as
individualized investment advice. The investment or strategy discussed may not be suitable for all investors. Investors must
make their own decisions based on their specific investment objectives and financial circumstances. The Standard & Poor’s
indexes are unmanaged, weighted indexes of stocks providing a broad indicator of price movement. Individual investors
cannot directly purchase an index.

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.

H.D. Vest Investment ServicessM, Member SIPC, a non-bank subsidiary of Wells Fargo & Company, and an affiliate of Wells
Fargo Advisors.
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