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Key takeaways

Last Week’s S&P 500 Index:
+1.9%

» However, as equities have bounced higher over the last two weeks, “risk-on” sectors
have outperformed.

» From the September 20 record high in the S&P 500 Index through the Christmas Eve
close, stocks took on a “risk-off” tone.

The recent extreme volatility on display in the stock market has struck fear into the minds and hearts of many
investors (and maybe even some equity strategists). It took slightly more than three months for the S&P 500 Index
to fall a whopping 20% from the September 20 record high to the close on Christmas Eve. And if you think that
sounds extreme, consider that the index notched 16% of that loss in just the three weeks leading up to the close on
December 24. And to think, on December 3 we traded inside of our long-held 2018 year-end target range.
Frustrating to investors and equity strategists alike.
But the resulting bounce higher in stocks has been almost just as violent. The S&P 500, at the time of this writing,
is nearly 12% higher than the Christmas Eve close. The index ended the year down 4.4% (including dividends) after
sporting a 22% total return in 2017. It might help the psyches of investors to realize that the market ended down a
rather modest amount and the two-year return has actually been quite good.
You often hear the phrases “risk off” and “risk on” when the financial media are commenting on action in the
markets. A risk-off market is one where investors run for cover, moving funds to what are often considered “safe
havens” during uncertain times. In the stock market, risk off typically means moving money into largercapitalization equities in sectors that are at least somewhat insulated from fluctuations in the economy and
economic-growth fears. Think of sectors such as Utilities and Consumer Staples. Investors often flock to these
sectors in times of stress because their services and products are used whether the economy is good or bad. You
turn on the lights and take a hot shower no matter what the economy is doing (Utilities). Likewise, you purchase
toothpaste, deodorant, and laundry detergent whether economic growth is good or bad (Consumer Staples).
In a risk-on market, funds flow to sectors dependent on economic growth, such as Consumer Discretionary and
Industrials. A growing economy, high confidence, and a good labor market typically fuel increased consumer
spending on discretionary items like cars and furniture as well as business spending on equipment.
From the September record high in the S&P 500 thru the Christmas Eve close, the stock market had a risk-off tone
with Utilities and Consumer Staples being among the top three best performing sectors on a relative basis.
Investors were looking for places to hide as stocks dropped. But since trading resumed on the day after Christmas
through the early part of this week, the equity market took a risk-on mentality with the Consumer Discretionary,
Financials, and Industrial sectors being among the outperformers.
Whether the stock market is risk-on or risk-off comes down to whether investors are hiding and fearful or
assertive and confident.
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Risk Considerations
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. Equity securities are subject to market risk which means their
value may fluctuate in response to general economic and market conditions and the perception of individual issuers. Investments in equity
securities are generally more volatile than other types of securities.

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 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.
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 affiliates of Wells Fargo & Company. CAR 0119-01397

© 2019 Wells Fargo Investment Institute. All rights reserved.

Page 2 of 2

