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Market Technicals 
Over the past year, investors in the equity markets have participated in an epic rally, with 
the S&P 500 Index having climbed from the closing low of 676 on March 9, 2009, to the 
recent closing high of 1150 on January 19, 2010.  To be sure, the trough-to-peak surge of 
approximately 70% has proceeded largely uninterrupted, with the market failing to 
experience a pullback of 10%, classically defined as a “correction.” This is not to say that 
the gains have come without a double-dose of volatility and pain, as recent trading 
patterns would suggest. Yet the periods showing the greatest weakness in July and 
October of 2009 and in January and February of 2010 barely approached the definition of 

a correction. In each instance, the powerful combination of excess liquidity, solid technical support, and 
improving fundamentals proved to rein in the despair felt by investors, enabling the market to maintain a pattern 
of higher-highs and higher-lows. (See Chart 1.) 
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As is typical in a liquidity-driven environment, the market once again proved to be susceptible to headline risk, as 
investors collectively asked themselves, “Surely, this thing can’t keep going up, can it?” Recent culpable 
headlines have involved the possibilities for increased domestic bank regulation, higher bank reserve requirements 
in China, and sovereign debt challenges in Europe, most notably in Greece. While each of these examples could 
potentially pose a fundamental risk, and should not be dismissed by investors, we are struck by the market’s 
adaptability while still dealing with perceived slights. The most recent example is the European Union’s (EU) 
pledge to support Greece on Thursday, February 11. While there were no specific details about how the EU might 
help Greece, the Dow Jones Industrial Average managed to climb more than 100 points, seemingly in response to 
the prospect of Greece receiving help from the EU. 
 
CHART 1:  S&P 500 SHOWING HIGHER HIGHS AND HIGHER LOWS. 

 
 SOURCES: BLOOMBERG AND AUTHOR’S CALCULATIONS 
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Despite the erratic day-to-day trading patterns, we continue to believe that the equity market will generate solid 
levels of support at the low end of our anticipated, sustainable trading range for the S&P 500, which in our 
estimation would be in the neighborhood of 1000–1250 during 2010. 
  

1. Cash: Lots of cash lingers on the sidelines, with over $3 trillion sitting in money market accounts 
and funds, earning less than 1%, and perhaps waiting for an entry point into stocks. Also, billions 
of dollars sit at the short-end of the U.S. Treasury curve, the result of investors seeking safety as 
they wait for signs of improvement or for inflation worries to escalate, before returning to the 
stock market. 

2. Corporate Credit Spreads: Despite recent volatility in the equity markets, the spreads–or 
interest rate differentials—between investment grade corporate bonds and comparable U.S. 
Treasuries remain near two-year lows, which makes it appear as if the bond market is divorced 
from the equity markets.  

3. Equity Risk Premium (ERP): According to this analysis, stocks enjoy a relative valuation 
advantage when compared to bonds, as measured by the benchmark 10-year U.S. Treasury note, 
which currently yields approximately 3.7%. Assuming 2009 earnings of $57.00 for the S&P 500 
Index at 1070, the market’s price-to-earnings ratio (P/E) is approximately 19. The market’s 
earnings yield (the inverse of the P/E ratio) is therefore 5.3%. Subtracting the yield of bonds at 
3.7% from the earnings yield of stocks at 5.3% suggests a potential premium for equity investors 
of 1.6%, compared to the average difference of 1.0% that we’ve seen during the last ten years.   

4. Ratio Analysis: While debates will always exist around the expected level of earnings, we 
believe that the market is attractively valued considering current readings for Price to Book 
Value, Price to Sales, and Price to Cash Flow relative to their historical norms.     

5. Technicals: Solid support levels appear bunched together near the low end of our anticipated 
trading range. For example, the 10% correction from the market’s recent peak resides at the 1035 
level, potentially acting as an important psychological entry point for investors currently on the 
sidelines. In addition, the S&P 500’s 200-day moving average (DMA) hovers around the 1020 
level, and the market’s 38% retracement resides at 1015.  

 
From our perspective, the combination of any, or all, of these factors may provide the market with solid levels of 
support during even the most challenging periods. 
 
Market Fundamentals 
Despite all of the market-moving news, an area that has been seemingly lost in the minds of investors these past 
few weeks has been the better-than-expected news on corporate profits. According to Bloomberg, with more than 
75% of the companies having already reported, fourth quarter earnings for companies listed in the S&P 500 Index 
have beaten estimates by an average of 11%. Moreover, 72% of the companies have exceeded expectations and 
just 10% missed their projections. Perhaps more important, revenues have risen 7.5%, a necessary step to sustain 
profits, in our opinion, since earnings-per-share (EPS) gains have largely come from cost-cutting measures during 
these past few quarters.  
 
Given the improvement in top-line growth, along with the massive amounts of stimulus money still slated to enter 
the economy, the cyclical recovery appears to be gaining momentum. In addition, announcements about corporate 
earnings have been accompanied by improved visibility for profit growth over the next several quarters. 
Consequently, we are raising our 2010 operating EPS projection for the S&P 500 Index by $5.00, from $67.50 to 
$72.50. Primary drivers of these profits are expected to come from the beneficiaries of global stimulus packages 
that target energy, industrials and materials, along with technology, which we think could benefit from increased 
business spending on productivity-enhancing technologies. (See Chart 2.) 
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CHART 2: S&P 500 SECTOR EPS AND EPS GROWTH RATES 

S&P 500 2009 2009 2010 2010

As of 2/15/2010 EPS  

EPS
Growth 

Rate
EPS

(estimated)

EPS
Growth 

Rate
(estimated)

Sector      
Consumer 
Discretionary 4.75 -18% 5.50 16%
Consumer Staples 8.50 0% 9.25 9%
Energy 5.25 -57% 8.25 57%
Financial Services 4.00 N/A 8.50 113%
Health Care 11.25 4% 11.75 4%
Industrials 6.50 -25% 8.50 31%
Information Technology 9.75 -9% 13.00 33%
Materials 1.25 16% 2.00 60%
Telecom Services 2.25 7% 2.50 11%
Utilities 3.00 15% 3.25 8%
S&P 500 56.50 14% 72.50 28%

  
SOURCES: STANDARD & POOR’S STRATEGAS RESEARCH PARTNERS AND WELLS FARGO & COMPANY  
 

We continue to believe that the consensus projection of approximately $77.50 remains too high for the S&P 500 
Index for 2010. Economic growth is likely to level out in the second half of the year as GDP growth transitions its 
leadership from government spending, inventories, and exports to personal consumption and business investment. 
This moderation, along with the likelihood of less policy accommodation from the Federal Reserve, may result in 
a reduction in the consensus EPS forecast as 2010 progresses. Considering what we still expect to be a mild 
environment for interest rates and inflation, we anticipate that the market may trade at a P/E multiple of up to 17 
times our EPS forecast, leading the S&P 500 Index to be fairly valued in the 1225 range by the end of 2010.  
 
It should be noted that this fundamental estimate of fair value at 1225 coincides with our upside technical target 
of 1228, which represents a 62% retracement of the market’s losses from its high of 1570 in October, 2007 to its 
low of 670 in March 2009. Since periods of moderating economic growth are typically associated with increased 
market volatility, we continue to recommend a fully diversified investment strategy, whereby cash levels may be 
appropriately adjusted at the extreme ends of our anticipated trading range. 
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Market Index Descriptions  

The Dow Jones Industrial Average is a price-weighted index of 30 “blue-chip” industrial U.S. stocks. You cannot invest directly in an 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. You cannot invest directly in an index.  

Diversification does not assure or guarantee better performance and cannot eliminate the risk of investment losses. 

Important Disclosure: The information and statistics in this report have been obtained from sources we believe to be reliable but are not 
guaranteed by us to be accurate or complete. Any and all earnings, projections, and estimates assume certain conditions and industry 
developments, which are subject to change. The opinions stated are those of the author and are not intended to be used as investment 
advice. The views are subject to change at any time in response to changing circumstances in the market and are not intended to 
predict or guarantee the future performance of any individual security, market sector or the markets generally, or any mutual fund. 

Carefully consider a fund’s investment objectives, risks, charges, and expenses before investing. For a 
current prospectus, containing this and other information, visit www.evergreeninvestments.com for 
Evergreen Funds and www.wellsfargo.com/advantagefunds for Wells Fargo Advantage Funds. Read the 
prospectus carefully before investing. 
Evergreen Investment Management Company, LLC, is a subsidiary of Wells Fargo & Company and is an affiliate of Wells Fargo & 
Company’s broker/dealer subsidiaries. Evergreen mutual funds are distributed by Wells Fargo Funds Distributor, LLC, Member 
FINRA/SIPC, an affiliate of Wells Fargo & Company. Evergreen Investments(SM) is a service mark of Evergreen Investment 
Management Company, LLC. Copyright 2010. Evergreen Investment Management Company, LLC. 

Wells Fargo Funds Management, LLC, a wholly owned subsidiary of Wells Fargo & Company, provides investment advisory and 
administrative services for Wells Fargo Advantage Funds®. Other affiliates of Wells Fargo & Company provide subadvisory and other 
services for the Funds. The Funds are distributed by Wells Fargo Funds Distributor, LLC, FINRA/SIPC, an affiliate of  
Wells Fargo & Company. 120934 2-10 
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