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The Modern Day “Gold Rush”
With the price of gold surging to record highs—recently breaching the $1800 per ounce barrier

for the first time—the beautiful, shiny yellow metal has grabbed the attention of many investors
around the world. In this Quick Market Update, we discuss the popularity of this commodity,
drivers of demand for it and our views on current market activity.

Let’s begin by discussing the popularity of gold. Here are some interesting anecdotes that
underscore the popularity of the precious metal:

®= In June and July, the Bank of Korea announced that it purchased 25 metric tons of gold,
or over 800 thousand ounces, more than doubling its total gold holdings.

= The physical holdings of gold held by the wildly popular gold Exchange Traded Funds
(ETFs) now total approximately 75 million ounces. Were it a central bank, the aggregate
of these ETF gold holdings would make it the sixth largest central bank gold “reserves”
in the world—even larger than the gold holdings of the central banks of China,
Switzerland, Russia, and Japan.

Gold, How Do Investors Love Thee? Let Us Count the Ways
Some of the more typical reasons that we hear from investors for their veneration of gold,

include:

= Past performance, e.g. “The price of gold has gone up a lot already, therefore it likely
will keep going up.”

® Hedge against currency instability, e.g. “lI don’t have confidence in the stability of fiat
currencies such as the U.S. Dollar, the euro, or the yen; therefore, | will buy gold.”

= Historical store of monetary value, e.g. as the television commercials tell us, “Since the
time of the Pharaohs of Egypt gold has been recognized for its monetary qualities.”

®= Hedge against inflation, e.g. “l will buy gold in case inflation sky-rockets.”

® Hedge against societal calamity, e.g. “If the world goes to ‘hell in a hand basket’, at
least | will be able to buy things with gold.”

®= Flight-to-safety, e.g. “Everywhere | look there seems to be risk. Gold is a safe harbor to
ride out these storms.”
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*= Low interest rates. Many investors believe a positive impact on gold prices from the
negative real interest rates (interest rates minus inflation) that we are currently
experiencing with short to intermediate interest rates, will support gold over an
extended period.

= Declining value of the dollar. Since gold is solely denominated in U.S. Dollars, if the
dollar continues to move lower against other major world currencies, it will add further
price support to commodities like gold.

We View Gold in Bubble Territory
We believe that we have reached the point where we can confidently state that interest in gold

investing has reached the level of a speculative bubble. Prudent investors should be very wary
of having substantial investment exposure to this precious metal in their portfolios.

Wells Fargo has a rich history of trading, transporting, and safekeeping gold. However, we have
seen the economic damage that other past speculative bubbles (e.g. housing bubble, Internet
bubble, Nikkei bubble) have done in luring unsuspecting investors by the prospects of being
“safe”, “stable”, and “sure things” and feel compelled to ring the warning bells. As with all
bubbles, we know that we run the risk that our view may turn out to be wrong (“early” would
be our preferred euphemism) in the short run; however, we believe that we will be proven right
in the long run. Some will vehemently call us “crazy” and “naive” for being unenlightened to
gold’s zero gravity investment properties, but that will only help to steel our convictions (we
similarly took our licks from critics in the past when we expressed concerns about speculative

bubbles in technology stocks and housing).

Reasons Gold may be in Bubble Territory

Volatile Price Movements: With very little warning, the bottom can drop out on gold prices
very quickly. For example, during six short months in 2008, gold lost more than 30 percent of
its value. In the 1980s, in a little more than two years, the price of gold dropped approximately
65 percent. When fear subsides, inflation doesn’t sky-rocket, and everything begins to return to
“normal,” demand for gold can fade away quickly. Last week in response to rising volatility in
gold prices the Chicago Mercantile Exchange (CME), the world’s largest futures market, raised
the margin requirements for trading gold futures contracts by 22 percent. The CME has a
history of raising margin requirements on futures contracts when price volatility increases as a
way of further protecting investors’ interests.

No Income: Most investments have some sort of cash flow potential: stocks have dividends,

bonds have coupons, and real estate has rent. This flow creates intrinsic value. However, gold,
like many other commodities, does not have any simple, inherent cash flow. In fact, when one
factors the incumbent costs of ownership (transportation, storage, insurance, protection, assay
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fees, etc.), gold, in its physical or derivative form, can actually be considered to have a
negative yield.

Greater Fool Dependence: Because it has no inherent earnings power and little intrinsic
value, investors in gold are hoping that other investors will come along to bid up their holdings
in the future. While a common tactic of speculators, the “greater fool” approach is rarely a good
long-term investment strategy. In fact, it was this strategy that led us to the recent housing
market crisis. During that period, lenders, homeowners and real estate investors assumed that
home prices would continue to climb into perpetuity.

Central Bank Activity: Lately, there has been a great deal of attention in the news about
central bank purchases of gold. However, it is important to note that, in aggregate, the central
banks of developed countries have been net sellers of gold in recent years. That trend may
change since the political back-drop of future supply and demand dynamics of central banks is
quite difficult to predict.

Inflation Fighting Properties are Overstated: The chart below challenges the idea that gold
is an effective hedge against inflation, as it shows that stocks have experienced a far superior
after-inflation-adjusted return over the past 25 years. This longer time-frame view of gold puts
into perspective a more realistic time horizon for many investors.

Stocks Beat Gold

Cumulative, Inflation-Adjusted Returns Beginning January 1985
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Warren Buffet’s View on Gold Values: In a recent interview on CNBC, the renowned
investor Warren Buffett crystallized the concerns that prudent investors have with gold at
current price levels:

. .if you took all of the gold in the world it would roughly make a cube 67 feet on a
side and that would be the whole thing. Now for that same cube of gold it would be
worth at today's market prices about $7 trillion. That's probably about a third of the
value of all the stocks in the United States. So you could have a choice of owning a third
of all the stocks in the United States or you could have a choice of owning that little
block of gold, which can't do anything but kind of shine there and make you feel like
Midas or Croesus or something of the sort.

Now, for $7 trillion, there are roughly a billion of farm-acres of farmland in the United
States. They're valued at about $2 1/2 trillion. It's about half the continental United
States, this farmland. You could have all the farmland in the United States, you could
have about seven ExxonMobils, and you could have $1 trillion of walking around money.
And if you offered me the choice of looking at some 67-foot cube of gold and looking at
it all day, you know, | mean touching it and fondling it occasionally, you know, and then
saying, you know, ~Do something for me," and it says, ~| don't do anything. | just stand
here and look pretty.' And the alternative to that was to have all the farmland of the
country, everything, cotton, corn, soybeans, seven ExxonMobils. Just think of that. Add
$1 trillion of walking around money. |, you know, maybe call me crazy but I'll take the
farmland and the ExxonMobils.™

You Can’'t Eat Gold: For all the talk of gold’s antidotal properties vis-a-vis fiat currencies,
beyond its few industrial and jewelry uses, it is hard to see that gold has much intrinsic value.
Gold doesn’t readily produce cash flow, doesn’t provide shelter, can’t be eaten, nor does it
provide efficient clothing. There is certainly some intrinsic value, but, in our view, not $1,800
per ounce worth of intrinsic value. Further, all sound investments provide some element of
societal benefit. However, digging gold up out of the ground, refining it, forming it into bars,
and then burying it back in the ground again—specifically in elaborate, highly-protected
underground vaults—doesn’t seem to provide substantive economic value to society, other than
being a short-term speculative store of value.

Conclusion: Gold’s Role in a Prudent Investment Strategy

Given continued global economic uncertainty and recent volatility in capital markets, “hoarding”
gold may seem like the safest bet in the near term. In our view, gold is a commodity that
should be held as a part of a larger, diversified allocation to commodities that is frequently
rebalanced. We do not believe that gold should be utilized as a cash-equivalent no matter how

enticing the price returns have been in recent months.

1 Excerpt from CNBC Interview on March 2, 2011
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While we recognize the potential benefits of investing in gold, we are definitively not in the
“gold bug” camp (we’re not even “gold aphids™”!). In fact, we think the current price of gold is a
bubble that is poised to burst. Gold should be considered only as a part of a broader exposure
to commodities, including other precious metals such as silver and platinum, industrial metals
such as copper and aluminum, as well as agricultural and energy-related commodities.
Commodity allocations should be coupled with real estate, such as Real Estate Investment
Trusts (REITS), to ensure proper exposure to the real assets group. Real assets must be
combined with the three other major asset groups (stocks, bonds, and complementary assets)
to achieve a properly diversified portfolio within the Wells Fargo’s Asset Allocation-based
investment strategy. Investors should maintain the appropriate allocation to gold, and
understand how gold fits within a total portfolio strategy. We believe this offers a more prudent
strategy to address economic uncertainty and inflation rather than succumbing to the pressure
to jump on the gold bandwagon. Time will tell if we are right or just “early.”

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.
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.

Investing in foreign securities presents certain risks that may not be present in domestic securities. For example,
investments in foreign and emerging markets present special risks, including currency fluctuation, the potential for
diplomatic and potential instability, regulatory and liquidity risks, foreign taxation and differences in auditing and other
financial standards.
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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 affiliates may be paid a referral fee in relation to clients referred to Wells Fargo Bank, N.A.

Wells Fargo Bank, N.A. offers various advisory and fiduciary products and services. Financial Advisors of Wells Fargo
Advisors, LLC, a separate non-bank affiliate, may refer clients to the bank for an ongoing or one-time fee. 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 Financial Advisor does not provide
investment advice or brokerage services to Bank Accounts.

© 2011 Wells Fargo Bank, N.A. All rights reserved.

Investment Products: » NOT FDIC Insured » NO Bank Guarantee » MAY Lose Value

Securities offered through H.D. Vest Investment Services™", Member SIPC
Advisory services offered through H.D. Vest Advisory Services®",
6333 N. State Hwy. 161, Suite 400, Irving, TX 75038
(972) 870-6000.

The views and opinions presented in this article are those of Dean Junkans, Erik Davidson, Darrell Cronk,
Peter Donisanu at Wells Fargo and not of H.D. Vest Financial Services® or its subsidiaries.
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