
A Letter to Investors from Darrell Cronk
One truism of investing is that uncertainties are always with us, but successful investing is built on the premise that 
uncertainty can create opportunity. That’s how we are looking at the midpoint of 2017, and why we at Wells Fargo Investment 
Institute are calling our 2017 Midyear Outlook report “Seize the Opportunities.” I invite you to take a look within the 
following pages as we encourage you, the investor, to assess where you are in your investment plan and what is important to 
consider for the remainder of the year. As Henry Ford observed, “Obstacles are those frightful things you see when you take 
your eyes off your goal,” and thus we encourage you to keep your sights set on your investment goals and not see uncertainty 
as a roadblock.

One of the most frequent questions I’ve received this year is “Where are we in the economic recovery, and is there still room 
to run?” It’s a good question to ask because June will begin the ninth year of the current economic expansion, which officially 
began in June 2009. People ask the question because they are not certain how much longer we have in the expansion. The 
U.S. has enjoyed 11 official economic recoveries since World War II, and the one we are in today is the third longest, only 
surpassed by expansions from February 1961 to December 1969 and March 1991 to March 2001. In general, around the 
midpoint of most cycles, confidence increases, volatility decreases, monetary policy moves from an easier path to one that 
tightens, and money flows from more conservative assets to riskier assets. These traits are pretty consistent with our 
landscape today.

Consider the fact that consumer confidence is setting a 16-year high, volatility is at cycle lows, the monetary tightening path 
is appearing to accelerate, and flows have only recently turned net positive once again for global equities. This recovery cycle 
does have some unique characteristics, and we think we are most assuredly past the midpoint. However, we see few signs 
today that this cycle is in danger of imminently ending, and this is why we feel investors should continue to focus on their 
investment plans and to seize opportunities that may exist.

Market uncertainty and volatility are always a part of investing. We know that the global economy’s normal ebbs and flows 
as well as geopolitical events can be cause for worry and a feeling of uncertainty. But even in the face of these potential risks, 
what matters most as investors is how we choose to respond to the inevitable events that move markets.

On behalf of Wells Fargo Investment Institute, it is our privilege to serve you by providing timely investment insights and 
actionable advice to help you reach your investment goals. We trust that you will find that guidance in the pages of our 2017 
Midyear Outlook. Thank you for being our clients, and I wish you much investment success for the remainder of the year.
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We’ve been through a lot in the first half of 2016. We began January with the worst start to a calendar year in history for 
domestic equities. Concerns about China’s growth rate, slowing U.S. growth, and a new downturn in oil prices had many 
questioning the viability of the recovery and an aging bull market.

A climax of negative sentiment finally arrived in February only to see markets fully recover in April and May to levels 
approaching 2015 highs. We also celebrated the seven-year anniversary of the current U.S. equity bull market in March, and 
by the end of April, we found ourselves in the second longest bull market in history, surpassed only by the bull market from 
1987 to 2000.

Let’s reflect on the five major changes we anticipated in our 2016 Outlook with an eye toward what we expect between now 
and year-end. We believe the five changes we discussed in our December report are as relevant today as they were then.

The first two changes, Changing Consumer Behavior and Change in the Political Landscape, are exactly where we expected 
them to be at midyear. Consumer spending remains the bulwark of U.S. and global economic growth. Despite a tepid start, 
spending is now accelerating at midyear as consumers benefit from lower energy prices and improved labor markets. We 
believe that the consumer is poised to increase spending even more in the second half of this year.

Separately, this election year is shaping up to be one of the more important in recent memory as all three branches of 
government (executive, legislative, and judicial) remain in flux. Divergent views, Washington gridlock, and important 
progress needed on key policy issues mean that investors will need to remain vigilant in understanding evolving political 
agendas and their implications for financial markets. Later in this report, we outline key factors about this election for investors 
to watch.

Last December, we also highlighted a continuing Shift in Monetary Policy. We had expected the Federal Reserve (Fed) to 
moderate its guidance for interest-rate hikes, and we forecast that other major central banks’ easing policy initiatives would 
widen the global interest-rate differentials. That is exactly what has transpired during the first half of this year as tepid growth 
and global instability led the Fed and the markets to downshift their interest-rate expectations closer to our outlook during the 
first quarter of 2016. Simultaneously, the Bank of Japan and European Central Bank continued down their paths of easing 
monetary policy.

Global Economic Transition continues to evolve at a rapid pace. Admittedly, global growth has remained underwhelming 
during the first half of 2016, consistent with the trend of this entire economic recovery dating back to 2009. However, it is 
important to note the resiliency of global growth at just over 3 percent for the past four years, even as it has weathered sizable 
shocks from intense currency movements, the second largest decline in oil prices in modern history beginning in mid-2014, 
and a long-standing extensive decline in emerging-market growth rates.

We expected Growing Uncertainty in 2016 and made recommendations to seek to benefit from it. One of our 
recommendations was to add high-yield bonds to our fixed-income allocations in an attempt to take advantage of the Fed 
remaining on hold during the first half of the year. We have continued to reduce our overall equity exposure within asset 
classes that traditionally have higher volatility and challenged fundamentals, like small-cap equities and emerging markets, 
while still favoring U.S. large-cap equities. In our opinion, heightened volatility and largely sideways movements in major 
equity and fixed-income indices during the first half of the year make it even more important for qualified investors to utilize 
alternative investment strategies such as hedge fund or private capital opportunities focused on unlocking value and 
complementing asset allocation in portfolios.

We expect many of the headwinds blunting progress early this year to turn and become tailwinds in the second half. We see a 
steadying U.S. dollar as favorable once again for profits, and expect the stabilization of energy prices to lift the weight on 
corporate earnings we observed during prior quarters. We also see consumers in a very healthy position and expect spending 
to accelerate in the second half of 2016. Despite those tailwinds, we expect volatility. Upcoming elections, both domestic and 
abroad; questions about future monetary policy; and the need for new sources of fuel for economic growth will create plenty of 
uncertainty during the second half of 2016. That means we’re more likely to experience a bumpy ride than smooth sailing—so 
keep your eyes on the horizon.
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