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As of today’s close, the U.S. stock market is down about 3% from the recent peak of 1850 for the
S&P 500. We think it may decline another 3%-t0-5% before the long term uptrend resumes. Stocks
have had a good run. The last pullback of more than 2% was in September/October when there was a 4%
decline. Before that were declines of 5% in August and 6% in May/June. We suspect that this time the
decline could end up bringing the S&P 500 down to around 1700, which would mean a drop totaling 8%,
because it has been a fairly long while without any real pullback in prices. Also, from a technical
perspective, the market would likely get some strong support at about the 1700 level, which is the current
200 day moving average. But the main point is that fundamentals and valuations continue to support
higher stock prices and we think this will be an opportunity to buy more stocks.

The market has been resisting negative news during the past couple months, but investors are
looking at the headlines and are now using them as a reason to take prices lower. Argentina and
Venezuela have both been following ruinous economic policies for a long time, and now have been
forced to devalue their currencies. Other “emerging markets” like Brazil have been struggling because of
declining commaodity prices, from where export earnings are made, and simultaneously facing rising
domestic prices. Other negatives include weak manufacturing data out of China, concerns about deflation
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in Europe and Fed “tapering.” But the markets seem to oscillate between periods from when bad news is
bad, and when bad news doesn’t matter. For the next couple weeks, bad is bad.

We don’t expect an economic and stock market peak for at least another two-to-four years. The
U.S. economy has been showing increasing signs of momentum and is still coming from a low base. The
housing market and construction is still well below the peaks of 2007 and there is pent-up demand for
housing because of demographic growth and the fact that people have held back during the downturn. The
current up cycle is still in the early stages. U.S. corporations have been extremely conservative with their
capital spending despite the fact that they are sitting on a two trillion dollar pile of cash. The capital
spending cycle is far closer to the recent bottom than the eventual top. U.S. exports have been growing
strongly at the same time that imports have been weakening thanks in part to “fracking” and the sharp rise
in domestic energy production. Labor costs are low and there is plenty of capacity for expansion.
Furthermore, the Federal Reserve is committed to maintaining financial conditions that will encourage
ongoing spending growth and further expansion.

Stock prices have been in a long-term upward trend and are expected to remain so until economic
conditions are extended, inflation starts to accelerate, and the Fed is forced to raise interest rates.
We are still a long way from that. Nominal spending growth in the U.S. has been running at a 3% year-
over-year rate. That is simply not fast enough to generate inflationary pressures and it would likely take a
couple years of faster spending for inflation to become an issue. In the meantime, the Fed can keep
monetary policies easy. The S&P is trading at 16 times earnings, but earnings growth has begun to
accelerate. Fourth quarter 2013 corporate earnings have been beating expectations and will be up about
8.5%. Earnings should rise more than 6% next year and with inflation running at only 1.5%, valuations
can expand. We expect the S&P 500 to surpass 2000 in the year ahead and provide a total return in excess
of 15%.

Some of the stocks we’d like to buy have had amazing run-ups and we plan to use this pullback as a
change to add to our client portfolios. Some of the areas that have done very well, like consumer
discretion, healthcare, financials and technology, still have plenty of upside and chances are good that
they will re-establish their leadership in the quarters ahead.

The information contained in this report is intended solely for the clients of F&V Capital Management, LLC in the
United States, and may not be used or relied upon by any other person for any purpose. Such information is
provided for informational purposes only and does not constitute a solicitation to buy or an offer to sell any
securities under the Securities Act of 1933, as amended, or under any other U.S. federal or state securities laws,
rules or regulations. Investments in securities discussed herein may be unsuitable for investors, depending on their
specific investment objectives, risk tolerance and financial position.

The information is obtained from specified sources and is believed to be reliable, but that accuracy is not
guaranteed. Any opinions contained herein reflect F&V's judgment as of the original date of publication, without
regard to the date on which you may receive such information, and are subject to change without notice. F&V may
have issued other reports that are inconsistent with, and reach different conclusions from, the information presented
in this report. Those reports reflect the different assumptions, views and analytical methods of the analysts who
prepared them. Past performance should not be taken as an indication or guarantee of future performance, and no
representation or warranty, express or implied, is made regarding future performance.
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