The Hefter Report – January 2020
Hostilities with Iran appear to have deescalated for now, the phase one trade deal with China is anticipated to be signed on
January 15th, and the moderate candidates are currently leading the polls in the Democratic presidential primary race. As it
stands, I don’t know what to worry about. And that worries me.
This long term bull market has persistently climbed a wall of worry for over 10 years and now most fears, other than fear
itself, have largely been mitigated. Of course, people are still nervous primarily due to the length and breadth of the rally.
However as we’ve been saying, interest rates, unemployment and inflation remain low while the Fed remains on hold –
providing sufficient support for the relatively high current P/E ratio of 20. So, what happens next?
The key to market direction in our opinion will be corporate earnings. We believe expectations are low and that 2020 S&P
500 earnings will be better than expected at about $175 per share. If we are correct about earnings and the multiple remains
at 20, the S&P 500 should reach 3500, which is about a 7% return from current levels. With the US 10 year bond currently
yielding less than 2%, I don't feel there are many decent alternatives to stocks.
So why am I worried that there appears to be no worries? With retail investors beginning to show net inflows to stocks and
investor sentiment becoming more positive, I’m less comfortable than in 2019 when the headlines were more negative and
worrisome. As we’ve said for the past 12 months, our belief is that this bull won’t end until investors become euphoric and
there’s a capitulation to the upside. Although we’re not there yet, we do believe we have entered into the initial stages of
that predicament.
This does not mean we are negative or prone to immediate selling. With M2 money supply rising to 7.4% from 3.3% a
year ago, we see plenty of liquidity and do not expect a recession through 2020. Central banks across the globe remain
accommodative and we are beginning to see the effects of that as global GDP has begun to improve. We believe this
pickup in growth will lead to slightly higher inflation and higher interest rates as the year progresses.
We anticipate a decent although volatile year for stocks in 2020. We believe performance for small cap, mid cap, and
international stocks will begin to catch up with large cap US equities. Our favorite sectors are Industrials, Technology and
Communications. If we see bullish sentiment reaching historically high levels, we will reduce equity exposure. But we do
not expect that to occur until earnings are better than expected, GDP growth exceeds 2.5%, and inflation rises above 2%.
In our opinion, 2020 will not be a good year for fixed income. We prefer floating rate bonds and adjustable rate preferred
stocks.
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Disclosures
This report has been prepared for informational purposes only, is subject to change without notice, is not all encompassing and is not a solicitation or an offer
to buy any security or instrument or to participate in any planning or trading strategy. Wells Fargo Advisors Financial Network did not assist in the
preparation of this report. The opinions expressed in this report are those of the author(s) and are not necessarily those of Wells Fargo Advisors Financial
Network or its affiliates. Statistical information has been obtained from sources believed to bereliable, but its accuracy and completeness are not guaranteed.
All investing involves some degree of risk, whether it is associated with market volatility, purchasing power or a specific security, including the possible loss of
principal. Asset allocation and diversification are investment methods used to help manage risk. They do not guarantee investment returns or eliminate risk
of loss including in a declining market. Past performance is not a guarantee of future results and there is no guarantee that any forward looking statements
made in this report will be attained. Since each person’s situation is different you should review your specific investment objectives, risk tolerance and
liquidity needs with your financial professional before selecting a suitable planning, savings or investment strategy.
S&P 500 Index: The S&P 500 Index consists of 500 stocks chosen for market size, liquidity, and industry group representation. It is a market value weighted
index with each stock's weight in the Index proportionate to its market value.
Stocks are subject to market risk which means their value may fluctuate in response to general economic and market conditions, the prospects of individual
companies, and industry sectors. Investments in equity securities are generally more volatile than other types of securities. There is no guarantee that
dividend-paying stocks will return more than the overall stock market. Dividends are not guaranteed and are subject to change or elimination.
Investing in foreign securities presents certain risks not associated with domestic investments, such as currency fluctuation, political and economic instability,
and different accounting standards. This may result in greater share price volatility. Investing in emerging markets accentuates these risks.
Investments that are concentrated in a specific sector or industry may be subject to a higher degree of market risk than investments that are more diversified.
Investments in fixed-income securities are subject to market, interest rate, credit and other risks. Bond prices fluctuate inversely to changes in interest rates.
Therefore, a general rise in interest rates can result in the decline in the bond’s price. Credit risk is the risk that an issuer will default on payments of interest
and/or principal. This risk is heightened in lower rated bonds. If sold prior to maturity, fixed income securities are subject to market risk. All fixed income
investments may be worth less than their original cost upon redemption or maturity.
There are special risks associated with an investment in real estate, including credit risk, interest rate fluctuations and the impact of varied economic
conditions.
Lending and other banking services available through Wells Fargo Advisors (NMLS UI 2234) are offered by banking and non-banking subsidiaries of Wells
Fargo & Company, including, but not limited to Wells Fargo Bank, N.A. (NMLSR ID 399801), Member FDIC, and Wells Fargo Home Mortgage, a division of
Wells Fargo Bank, N.A. Certain restrictions apply. Programs, rates, terms, and conditions are subject to change without advance notice. Products are not
available in all states. Wells Fargo Advisors is licensed bythe Department of Business Oversight under the California Residential Mortgage Lending Act and
the Arizona Department of Financial Institutions (NMLS ID 0906158). Wells Fargo Clearing Services, LLC, holds a residential mortgage broker license in
Georgia and is licensed as a residential mortgage broker (license number MB2234) in Massachusetts.
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