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Weekly perspective on current market sentiment May 5, 2021  

Potential opportunity? 
Key takeaways 

• While we don’t know exactly what might create a potential buying 
opportunity in the stock market, the key is to have a plan to act. 

• One potential opportunity source in coming months may be higher-
than-expected inflation readings causing investors to worry about 
how the Federal Reserve (Fed) will respond. 

Many investors with funds on the sidelines have been wondering when a pullback might occur that would give 
them an opportunity to put that money to work in the stock market. The short answer is we do not know when 
downside volatility may present a chance to take advantage of lower stock prices. And we can’t be certain of the 
trigger. On top of that, a quick glance at a chart of the S&P 500 Index shows that anything approaching a 
meaningful pullback has not occurred since last October. We have had a relatively stable run higher as the major 
indexes have logged a long series of all-time record highs despite what some would consider a quite uncertain 
economic and investing environment. 

But markets do not move steadily in one direction forever. There are twists, turns, and bumps along the way. Given 
our positive economic outlook over the balance of this year and into 2022, a strategy of dollar cost averaging into 
the market has been recommended over the last year with the thought that at some point the road might get a 
little more rocky and a more noticeable pullback might occur. After all, looking back over the last 80 years of stock 
market history, the S&P 500 has experienced a 10% pullback on average approximately every 11 months. That 
means, typically, there are opportunities to put sidelined funds to work on a somewhat regular basis. We want to be 
ready to take advantage of potential buying opportunities given our outlook. 

We believe a key to being able to put sidelined funds intended for stock market investment to work is to have a 
plan. Know where the “holes” are in your portfolio and decide what you want to buy before the opportunity 
presents itself so that you are ready to act in a timely fashion. For example, if one’s portfolio is lacking 
recommended exposure to the Industrials sector (currently rated favorable), figure out what individual stocks or 
exchange-traded funds (ETFs) you prefer to buy to fill that need. Or, if more broad exposure is preferred, determine 
what financial instrument you will use to meet that need. Once again, planning ahead and knowing what you want 
to buy before the opportunity presents itself is an important part of the puzzle. 

While, as stated, we do not know exactly what will trigger a market pullback, we can make a guess at what might 
create a potential opportunity. In most cycles, rising inflation and what the Fed does about it have had a major 
impact on stock and bond prices. As the economy recovers from the pandemic, we are expecting a transitory jump 
in inflation. But the stock market will likely be very sensitive to any economic report that might imply an 
inflationary rise meaningfully in excess of what the consensus is currently expecting and cause concerns regarding 
what the Fed might do about it. This could offer a buying opportunity for stocks. Have a plan and be ready to act on 
that plan.  

Scott Wren 
Senior Global Market Strategist 

Last Week’s S&P 500 Index: +0.02% 
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Risk Considerations 

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.  

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.   

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. CAR 0521-00396 


	Potential opportunity?
	Key takeaways
	Risk Considerations
	General Disclosures


	Market Commentary

