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Keep the right longer-term thoughts in mind 
Key takeaways 

• We view equity valuations as stretched, especially for sectors such as Information Technology, Communication 
Services, and Consumer Discretionary.  

• Building wealth over time means taking advantage of pullbacks and buying equities when investors are nervous.   

The investing world is always paying attention to the latest “hot” idea and the stocks that are posting very large gains over 
short periods of time. Currently, artificial intelligence (AI) is clearly all the rage. While AI isn’t a new technology, the way it 
will be used in the future compared to how it has been used over the last 25 – 30 years (massive number-crunching 
exercises) is a book that is still to be written beyond the initial chapter. The technologies that have taken the world by 
storm such as the personal computer and the internet have all come about over the last 45 years, a virtual blink of an eye in 
human history. It is hard for most to imagine, much less guess, at where AI technology will take us over the next 45 years.  

Investors tend to overestimate innovation in the short run but underestimate it in the long run. So, in the short run, we 
view equity valuations as stretched, especially for sectors such as Information Technology, Communication Services, and 
Consumer Discretionary. But valuations alone are typically not a good timing mechanism. Fairly recent history (1999 – 
2000) shows that the market can push valuations to even greater extremes before a meaningful pullback occurs.   

What about the long run? We believe AI will be a positive disruptor, and we expect net gains — despite periodic pullbacks 
— in S&P 500 Index (SPX or the Index) performance. A chart of the Index’s past performance will show that over the last 
nearly 100 years its long-term trend has been up as the global population has risen and global gross domestic product (GDP) 
has grown over time, allowing companies to increase earnings. While there have been many stalls, stumbles, and tumbles 
along the way, some lasting for extended periods of time, the stock market has benefitted from the growth of the global 
economy and, in our view, should continue to do so in the decades to come. We firmly believe that one of the best ways to 
benefit from this long-term global growth trend is through the ownership of equities. 

Investors are often sensitive to equity-market pullbacks. That makes sense. Nobody wants to see the value of their 
portfolio go down. But it is important to grasp the concept that pullbacks in stocks happen frequently. Looking at 
Bloomberg data over the last 60 years, the SPX has experienced a 10% pullback every 10½ – 11 months on average. 

Part of this concept also revolves around an investor’s time horizon. We believe in the investment goal of building wealth 
over time. That means investing in stocks on a regular basis, often referred to as “dollar cost averaging.” It also means taking 
advantage of pullbacks and stepping in to buy equities when many investors might be nervous. Once again, time horizon is 
important. If there is a meaningful cash need over the next three or six months, then perhaps it is best to hold on to those 
liquid funds. But we believe if your time horizon is three, five, or more years, then buying stocks when the market pulls 
back is likely to be a good decision in the long run. 
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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. Stock markets, especially foreign markets, are volatile.  Stock values may fluctuate in response to general economic and market conditions, the prospects of individual companies, 
and industry sectors. A periodic investment plan such as dollar cost averaging does not assure a profit or protect against a loss in declining markets. Since such a strategy involves continuous 
investment, the investor should consider his or her ability to continue purchases through periods of low price levels. 

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. Communication services companies are vulnerable to their products and services becoming 
outdated because of technological advancement and the innovation of competitors. Companies in the communication services sector may also be affected by rapid technology 
changes; pricing competition, large equipment upgrades, substantial capital requirements and government regulation and approval of products and services. In addition, 
companies within the industry may invest heavily in research and development which is not guaranteed to lead to successful implementation of the proposed product. Risks 
associated with the Consumer Discretionary sector include, among others, apparel price deflation due to low-cost entries, high inventory levels and pressure from e-commerce 
players; reduction in traditional advertising dollars, increasing household debt levels that could limit consumer appetite for discretionary purchases, declining consumer 
acceptance of new product introductions, and geopolitical uncertainty that could affect consumer sentiment. Risks associated with the Technology sector include increased 
competition from domestic and international companies, unexpected changes in demand, regulatory actions, technical problems with key products, and the departure of key 
members of management. Technology and Internet-related stocks, especially smaller, less-seasoned companies, tend to be more volatile than the overall market. 

Definitions 

S&P 500 Index is a market capitalization-weighted index composed of 500 widely held common stocks that is generally considered representative of the US stock market.  

An index is unmanaged and not available for direct investment.  

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 
affiliates of Wells Fargo & Company. PM-09082025-6466390.1.1 
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