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MARKET UPDATE 

Are We Just Six Months to Clarity? 
Dean Junkans, CFA®, Chief Investment Officer                                                                   July 13, 2012 
Tracie McMillion, CFA®, Asset Allocation Strategist                                                         
 
 
In a repeat performance of the past two summers, economic data has simply been weak. 

However, unlike the past two years, the second half of this year likely holds the resolution of a 

number of open global issues. Events transpiring in the coming months should remove some of 

the ambiguity investors have faced in recent quarters. In this Market Update, we discuss 

several unresolved issues on which we expect to gain more clarity within the next six months.  

 

1) U.S. Presidential Election: The U.S. election is shaping up to be a close, brutal battle 

right up to election-day on November 6. Regardless of the outcome, we will know who 

holds the top U.S. leadership position within the next six months.   

 

2) The Debt Ceiling: If federal spending continues at its current pace, we project that the 

U.S. will hit its debt ceiling limit in late November, requiring Congress to pass a new 

debt ceiling resolution during a lame duck legislative session.  

 

 
3) The Fiscal Cliff: Unless a deal is struck by the end of this year, the Bush Tax cuts will 

expire on January 1, 2013, increasing the marginal tax rate for all Americans and raising 

the tax rates on capital gains and dividends back to their pre-Bush era levels. Taxes 

could also increase for some taxpayers to help fund the Affordable Care Act. At the same 

time, the Social Security Tax is scheduled to revert back to 6.2 percent from its current 

4.2 percent and $100 billion in discretionary spending cuts take effect.  Whatever the 

outcome, we will have more clarity on taxes and federal spending within the next six 

months. 
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If legislation is not enacted to blunt the impact of this “Fiscal  Cliff,”  then, collectively, 

these tax increases and spending cuts could erase approximately 3.5 percent from U.S. 

economic growth. A hit of that magnitude likely would push the U.S. economy back into 

recession. We likely will know the resolution plan by New  Year’s  Day. 

 

 
 

4) Operation Twist Will End: The Federal Reserve recently extended its program of selling 

short-maturity Treasury Bills and Bonds and purchasing longer-term Treasury debt, an 

effort to reduce longer-term interest rates known  as  “Operation  Twist.”  Unless the 

Federal Reserve takes additional action, the program which was originally scheduled to 

end in June, will run through year-end. We will know if it plans such an extension within 

the next six months. 
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5) Housing Trends: The U.S. housing market appears to be making a recovery.  According 

to realtors, there are too few moderately-priced homes for sale and, in some regions, 

residential price wars have erupted. Within the next six months, we should have more 

clarity on whether this trend will result in the long-awaited turnaround for housing. 

 
6) Employment Trends: The unemployment rate has dropped nearly a full percentage point 

over the past year, but job creation has begun to slow and the unemployment rate has 

stalled at 8.2 percent. The next six months should remove enough uncertainty to see a 

gradual improvement in hiring. 

 

7) Eurozone Bank Recapitalization: The European Banking Authority announced that by the 

end of June, European banks had increased their capital reserves by €94.4 billion ($116 

billion). Additionally, the European Financial Stability Fund (EFSF) will be used to assist 

in the recapitalization of  the  Eurozone’s  troubled  banks.  As  a  result,  we  expect  to  see  

healthier bank balance sheets within six months. European leaders also agreed to allow 

the European Central Bank (ECB) regulatory  control  of  the  region’s  banks  within  six  

months, although we believe this transition may take longer than projected. 

 
8) Greek Renegotiation or Exit: The newly elected Greek Prime Minister, Antonis Samaras, 

is attempting to renegotiate the terms of his  country’s  next loan installment from the 

troika (the ECB, the International Monetary Fund and European Commission). 

Renegotiation of lending terms is necessary because Greece has fallen behind agreed 

upon spending-reduction targets during two months of inactivity while the country 

prepared for elections. The need for the next loan installment is imminent, with Greece 

expected to run out of money within weeks. Mr. Samaras is pushing for a four-year 

fiscal adjustment plan rather than the two-year plan now in place. We expect the 

adjustment plan to be negotiated by year end.  

Source: Bloomberg Financial, LLP, 7/12

3

3.5

4

4.5

5

5.5

6

6.5

4.65 Million 
Home Sales 
Expected in 
June, 2012

S
al

es
 (

In
 M

ill
io

n
s)

U.S. Existing Home Sales Recovering

Spikes in sales 
due to expiring 
tax incentives.



 

CAR 0712-0454A 
 

4 

9) China Policy Effects: Having successfully lowered its inflation rate, the  People’s  Bank  of  

China cut interest rates for the first time since 2009 this past May.  Recently, the 

Chinese government also outlined specific policies to increase spending on direct 

investments by state-owned companies.  Changes to monetary and fiscal policy tend to 

have a more immediate impact on emerging economies than developed economies. 

Therefore, we should expect to know if China has successfully arrested its economic 

slowdown by year end. 

 

 
 

 

10) Mayan Calendar End: We are betting on the sun coming up on December 22, 2012! 

 
 

Conclusion 

 

Investors and capital markets prefer clarity over uncertainty. Recent weakness in the global 

economy is at least partially due to delayed economic activity in the face of so many unresolved 

matters. We have identified a number of issues on which we expect to receive more clarity 

within the next six months. Greater clarity in the economic and political environment could 

result in higher asset prices. As such, the months and days leading up to these important 

decisions may provide investors with attractive opportunities to bring their allocations in line 

with our current recommendations, including our suggested over-weights to  emerging  markets’  

debt and equity and high-yield debt. We believe that resolution of these issues may bring 

positive surprises to markets that have been weighed down by negative expectations for the 

better part of the year. 

China Lowers Interest Rates
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Data for this QMU was sourced from Bloomberg Finance, LLP, unless otherwise noted. 
 
Disclosures 
Wells Fargo Wealth Management provides products and services through Wells Fargo Bank, N.A. and its various 
affiliates and subsidiaries. 
 
The information and opinions in this report were prepared by the investment management division within Wells Fargo 
Wealth Management. Information and opinions have been obtained or derived from sources we consider reliable, but 
we cannot guarantee  their  accuracy  or  completeness.  Opinions  represent  Wells  Fargo  Wealth  Management’s  opinion  as  
of the date of this report and are for general information purposes only. Wells Fargo Wealth Management 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. 
 
Asset allocation and diversification do not assure or guarantee better performance and cannot eliminate the risk of 
investment losses. 
 
Past performance does not indicate future results. The value or income associated with a security may fluctuate. There 
is always the potential for loss as well as gain. Investments discussed in this presentation are not insured by the 
Federal Deposit Insurance Corporation and may be unsuitable for some investors depending on their specific 
investment objectives and financial position.  
 
This report is not an offer to buy or sell, or a solicitation of an offer to buy or sell the securities or strategies mentioned. 
The investments discussed or recommended in the presentation may be unsuitable for some investors depending on 
their specific investment objectives and financial position.  
 
Some alternative investments and complementary strategies may be available to pre-qualified investors only. 
 
Hedge strategies and private investments may be speculative and involve a high degree of risk. Hedge strategies and 
private investment performance can be volatile. An investor could lose all or a substantial amount of his or her 
investment.  There  is  no  secondary  market  for  the  investor’s  interest  in  a  hedge  fund  or  private  equity  investment  and  
none is expected to develop. There may be restrictions on transferring interests in a hedge fund or private equity 
investment. 
Some real assets may be available to pre-qualified investors only. 
 
Fixed income securities are subject to availability and market fluctuation. These securities may be worth less than the 
original cost upon redemption.  Certain high-yield/high-risk bonds carry particular market risks and may experience 
greater volatility in market value than investment grade corporate bonds.  Government bonds and Treasury bills are 
guaranteed by the U.S. government and, if held to maturity, offer a fixed rate of return and fixed principal value.  
Interest from certain municipal bonds may be subject to state and/or local taxes and in some instances, the alternative 
minimum tax. 
 
Indexes represent securities widely held by investors. You cannot invest directly in an index. S&P 500 Index is a 
capitalization-weighted index calculated on a total-return basis with dividends reinvested. The index includes 500 widely 
held U.S. market industrial, utility, transportation and financial companies. 
 
Wells Fargo and Company and its affiliates do not provide legal advice. Please consult your legal advisors to determine 
how this information may apply to your own situation. Whether any planned tax result is realized by you depends on 
the specific facts of your own situation at the time your taxes are prepared.  
 
Wells  Fargo  Bank,  N.A.  (the  “Bank”)  offers  various  advisory  and  fiduciary  products  and  services.  Wells  Fargo  affiliates,    
including Financial Advisors of Wells Fargo Advisors, LLC, a separate non-Bank affiliate, may be paid an ongoing or one-
time  referral  fee in relation to clients referred to the Bank. The role of the Financial Advisor with respect to Bank 
products and services is limited to referral and relationship management services.  The Bank if responsible for the day-
to-day management of the account and for providing investment advice, investment management services and wealth 
management services to clients. The views, opinions and portfolios may differ from our broker dealers: Wells Fargo 
Advisors, LLC and Wells Fargo Advisors Financial Network, LLC, Members SIPC, non-bank affiliate of Wells Fargo & 
Company. 
 
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. 
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