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Introduction
Our equity evaluation process remains consistent,
but we stand ready to be dynamic in 2023

All data is as of November 15,
2022, unless otherwise stated.

We continue to recommend that investors remain balanced, patient, and tilted toward quality
at the equity sub-industry level. We would define quality companies as those having high
margins, strong balance sheets, solid organic growth prospects, and earnings stability. The
importance of any of the factors may fluctuate at different points in the cycle, but we believe
they are all core parts of the process for selecting equities for long-term ownership.
Underlying these factors is likely to be some combination of the following characteristics:
high levels of market share, consistent pricing power, diversified end markets, a strong culture
of internal business development, and balanced capital allocation. Our sub-industry
guidance in the following pages is heavily influenced by this overall thought process, and we
will continue to balance our views on long-term structural factors with tactical
considerations. On this last point, particularly within more cyclical sectors, we could look to
take advantage of opportunities to become more constructive should the macro backdrop
improve moving forward.

Primary factors considered for quality
High
margins

Strong balance
sheets

Organic growth
prospects

Earnings
stability
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Equity sector and sub-industry preferences
Sub-industry guidance
Sector guidance

Sector guidance

Favorable

Sector

Favorable

Unfavorable

Energy

Integrated Oil; Midstream C-Corps

Refiners

Health Care

Life Sciences Tools & Services; Managed Care;
Medical Devices & Equipment

Generic Pharmaceuticals

Information
Technology

IT Services; Networking Equipment;
Payment Processors; Semiconductor
Equipment; Software

Storage & Peripherals

Communication
Services

Integrated Telecom Services; Interactive Home
Entertainment; Interactive Media & Services

Alternative Carriers; Publishing

Consumer Staples

Beverages; Food & Staples Retailing; Household
Products

Tobacco Products

Financials

Insurance Brokers; Property & Casualty
Insurance; Universal Banks

Business Development Companies;
Mortgage REITs

Industrials

Defense Contractors; Multi-Industrials;
Railroads

Airlines; Commercial Aerospace

Materials

Industrial Gases

—

Utilities

Electric Utilities; Independent Power &
Renewable Electricity Producers; Multi Utilities;
Water Utilities

—

Consumer
Discretionary

Automotive Retail; General Merchandise Stores;
Internet & Direct Marketing Retail

Automobile Manufacturers;
Homebuilding; Casinos & Gaming;
Restaurants

Real Estate

Self-storage REITs; Retail REITs;
Data Centers REITs

Apartment REITs; Single Family
Home REITs; Manufactured Homes
REITs; Office REITs,
Health Care REITs

Neutral

Unfavorable

Favored sub-subsectors by Wells Fargo Advisors Global Securities Research group. Favored sectors by Wells Fargo Investment Institute. As of December 6, 2022.
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Implementation ideas
1

Diversified Stock Income Plan (DSIP) List

The DSIP List focuses on companies that we believe will likely provide consistent annual dividend growth over a long-term
investment horizon. We subscribe to the view that an investor in a DSIP List company’s stock is an owner — a long-term
owner — of the business. For an investor seeking dividend growth over many years, this is relevant because we inherently favor
companies we believe can generate dividends through economic cycles — pullbacks and recessions included. Given that the
DSIP List operates on a long-term time horizon with historically minimal turnover, we believe it is valuable to acknowledge
that to potentially benefit from the DSIP List’s relatively low downside capture1 experienced in 2022, one must generally be
consistently invested in companies favored on this list. Note: Past performance does not guarantee future results.

2

Focus List

From a structural standpoint, the Focus List strives to allocate toward high-quality stocks, both within sectors and relative
to the S&P 500 Index. We would highlight that the Focus List’s sector allocation is aligned with guidance from Wells Fargo
Investment Institute’s Global Investment Strategy team. As a result, the list currently carries an overweight position in the
Information Technology, Health Care, and Energy sectors and an underweight position in the Consumer Discretionary and
Real Estate sectors. As noted in Wells Fargo Investment Institute’s 2023 Outlook, the strategy team believes there could be
opportunities to lean into more cyclical areas of the market as we move into next year. Given the Focus List’s relatively short
time horizon, we are prepared to adapt our sector allocation accordingly.

3

Equity Select List

We view the Equity Select List as style agnostic. This means it is not intended to target either value- or growth-oriented
equities. List construction involves a bottom-up process that is driven by each sector analyst evaluating their respective
sector for companies that are deemed to warrant inclusion. This results in a list of securities with a range of exposures to the
economic cycle and a variety of capital-allocation priorities. Thus, if you are an investor who favors a broad investment
universe with a breadth of characteristics — a blend of value, growth, cyclical, and defensive characteristics — the Equity
Select List could meet your needs. We highlight this list because while we could certainly be opportunistic in certain areas in
2023, it already offers a range of securities from which to choose as the backdrop evolves.

4

Small- and Mid-Cap (SMID) List

During holiday parties, if the conversation turns to the stock market, it is unlikely that companies on the SMID List will get a
mention. Their names are probably unknown to most partygoers (and many market observers), but investors likely have
encountered the businesses. SMID List companies operate destination snow ski resorts, provide insurance to horse owners,
and supply key back-office software for county courthouses, among other businesses. SMID List companies often operate in
narrow market niches that frequently feature durable revenues and embedded growth. Many have strong-to-dominant
market positions with only a few natural competitors. They are typically led by managers with significant amounts of their
own wealth invested in the company. And most SMID List names have some optionality, such as merger and acquisition
potential or other ways to surface value for shareholders.

1

Downside capture is the degree to which an investment strategy’s losses are less than the benchmark during a period of market weakness.
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Communication Services
Sector drivers/themes for 2023
Many companies within the sector benefited during the pandemic from several ongoing trends,
including cord-cutting, the 5G network buildout, increased social media usage, and elevated
gaming engagement. Although we believe the trends remain largely intact, numerous
headwinds have emerged across the sector. In hindsight, it appears demand was pulled forward
and, combined with a general uncertain macro backdrop, near-term growth could be subdued.

Thomas Christopher
Equity Sector Analyst

Ad-tracking and privacy changes have disrupted advertising platforms, forcing companies to
restructure existing platforms. Secular changes within the cable, wireless, and broadband
industries have forced investors to reassess future growth expectations. Further, lingering
antitrust actions and regulatory threats remain an overhang on big tech companies.
Consequently, these issues have weighed on overall performance within the space.
Ultimately, we would be selective within the sector, favoring high-quality large-cap
companies that enjoy competitive advantages relative to industry peers.

Where to invest
The Advertising sub-industry has remained resilient; however, overall ad spend growth is
expected to moderate in 2023 due to ongoing macro uncertainty and a lack of major recurring
events that could provide a tailwind (for example, elections or the Olympics). We believe
digital advertisers have a significant amount of legwork ahead as they adjust to recent
platform changes implemented mid-2021. Although we remain cautious around near-term
digital ad trends, in our view, the combination of growing e-commerce, expanding search, and
the launch of multiple ad-supported streaming platforms should help advertisers expand
their reach to targeted customers.
Advertisers tend to carefully evaluate their advertising budgets in challenging macro
environments. Digital advertising spending is often the first to be reduced in economic
downturns, yet the group is typically the first ad platform to rebound when the economy
recovers because it is more nimble than traditional channels. Search advertising tends to
perform well given strong measurability, flexibility, and solid returns on investment potential.
That said, we would be selective within the space, favoring the leading interactive media and
services companies due to their size, scale, technology, and enhanced targeting capabilities.
Although not immune to the headwinds, the leading firms within the space are often
considered more resilient during economic downturns.
While disruptions continue to plague the Advertising sub-industry, there have been bright spots
within select forms of advertising, particularly connected TV. Consumers continue to cut the
cord and shift away from traditional linear television. Within streaming, the cord-cutting trend
remains in place. Yet, we believe subscription fatigue continues to take root. Consumers have
too many choices, and subscription prices continue to rise. Streaming businesses have shifted
focus from growing their user base at all costs to one where profitability matters. Although
these businesses will continue to spend on content, they will likely be more selective.
Nonetheless, we continue to believe that core streaming platforms offering competitive pricing,
cutting-edge content, and strong distribution are best positioned going forward.

Favorable
• Integrated Telecommunication
Services
• Interactive Home
Entertainment
• Interactive Media & Services

Neutral
• Advertising
• Broadcasting
• Cable & Satellite
• Movies & Entertainment
• Wireless Telecommunication
Services

Unfavorable
• Alternative Carriers
• Publishing
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Valuation
The Communication Services sector currently trades at 15.0x the next 12 months
(NTM) consensus earnings per share (EPS) estimate of $11.31 — a discount to the sector’s
average five-year historical valuation of 19.3x.2 Relative to the S&P 500 Index, the
Communication Services sector is trading at 0.9x times relative to its historical level of
1.0x. Note that prior to September 21, 2018, valuation of the sector only included the
Telecommunications industry.

Risks
Cord-cutting is weighing on traditional TV services and affecting how media firms approach
customers. Ad tracking and consumer privacy changes continue to disrupt advertising
platforms. Lingering antitrust and regulatory risks remain an overhang on the space, and
significant policy shifts could hinder innovation. Telecommunication services companies
require large amounts of capital to maintain and enhance network infrastructure. Therefore,
these companies generally carry large amounts of debt on their balance sheets and require
ongoing access to capital markets. Rising interest rates could increase interest expenses while
an uncertain macro backdrop could limit access to capital markets.
Global smart media device (SMD) and smart TV shipments
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More consumers are cutting
the proverbial cord; however,
year-over-year (YOY) global
shipments of streaming media
devices and smart TVs have
declined over the past couple
quarters as represented in the
YOY percent change. We
believe this slowdown reflects
ongoing supply-chain
constraints, rising inflationary
pressures, and an unwinding of
pandemic-driven demand.
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Sources: Wells Fargo Advisors, S&P Global Market Intelligence. Data as of November 15, 2022. YOY = year over year.

2

All valuation and estimate data sourced from FactSet unless denoted otherwise.
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Consumer Discretionary
Sector drivers/themes for 2023
Consumer spending ran hot during 2020 and 2021 thanks in large part to heightened
government stimulus programs. But those forces are long gone, and we expect the secondhalf 2022 spending thrust to be highly promotional as retailers work tirelessly to optimize
inventory positions to end the year clean. The future path of spending in 2023 seems a bit
murkier in the face of high inflation, rising interest rates, and potential cleaner inventory
levels reducing the need for promotions. So, what will be the catalyst to induce consumers
to spend? We believe the most likely answer is ongoing inventory clearance to lure
consumers to open their pocketbooks, but that will be tepid at best over the coming
months. Within the consumer arena, with inflation running hot, we would focus on
businesses that can benefit from strong nominal growth rates and have high operating
leverage as well as a history of pricing power.

Brian Postol
Equity Sector Analyst

Where to invest
We anticipate seeing an extremely promotional cadence across consumer land during the final
weeks of 2022 and into early 2023 as retailers move aggressively to optimize heavy inventory
positions going into fall and the holiday period. In prior cycles of elevated inventory growth,
there has been roughly a five-quarter lag between peak inventory growth and the trough of both
sales and gross-profit dollar growth. If one assumes second-quarter 2022 was the peak of
inventory growth, this would suggest that sales and gross-profit dollar growth will not likely
bottom until second-half 2023. As such, there likely remains some downside risk to current
EPS estimates throughout 2023.
With rising interest rates, stubbornly high inflation, relatively high current inventory levels,
and broad management expectations for an elevated promotional environment ahead, we
believe consumer spending will remain highly volatile and less profitable for the foreseeable
future. Therefore, we suggest remaining in a defensive posture across the Consumer
Discretionary sector. Despite the high uncertainty for consumer spending trends in 2023,
we point out that U.S. consumers have time and time again proven resilient over the long
term. They did after the 1998 – 2000 dotcom bubble burst, 2001 terrorist attacks on the
U.S., and 2008 – 2009 financial crisis. Despite the ominous storm clouds having moved in
and currently hovering above the consumer, we believe blue skies are faintly appearing in
the distance and brighter days will return.
Our favored Consumer Discretionary sub-industries are Automotive Retail, General
Merchandise Stores, and Internet & Direct Marketing Retail. We like the defensive
characteristics of Automotive Retail as it has healthy underlying demand factors supporting
industry growth for automotive parts and accessories, including average age of light vehicles as
well as increasing trends in motor vehicle registrations and light vehicle sales. We also like the
defensive characteristics of General Merchandise Stores as consumers traditionally trade down
into lower-price, everyday necessity goods in the face of rising costs, benefiting this subindustry. Our favorable guidance toward Internet & Direct Marketing Retail stems from our
expectations that e-commerce will continue to outpace retail sales and online retailers will be
able to gain share in underpenetrated categories.

Favorable
• Automotive Retail
• General Merchandise Stores
• Internet & Direct Marketing
Retail

Neutral
• Apparel Retail
• Apparel, Accessories & Luxury
• Footwear
• Home Improvement Retail
• Hotels, Resorts & Cruise Lines
• Specialty Stores

Unfavorable
• Automobile Manufacturers
• Casinos & Gaming
• Homebuilding
• Restaurants
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Valuation
The Consumer Discretionary sector currently trades at 23.5x the NTM consensus EPS
estimate of $48.23 — a discount to the sector’s average five-year historical valuation of
28.1x. Relative to the S&P 500 Index, the Consumer Discretionary sector is trading at 1.4x
times relative to its historical level of 1.5x.

Risks
Increased return-to-work rates and ongoing economic expansion are positive for many of
the more traditional Consumer Discretionary industries. The shift away from brick-andmortar stores is likely to continue to support fundamentals for online retailers, while high
home values are a tailwind for home improvement companies as well as overall retail sales.
However, the sector remains overly concentrated in Internet & Direct Marketing Retail and
Automobiles — valuations appear stretched and earnings growth expectations have
flattened. Supply-chain bottlenecks and semiconductor shortages have not only impacted
product flows but have increased the costs of retail prices. Higher interest rates and fuel
prices have weighed on consumer confidence and could further suppress consumption.

Consumer Discretionary Index performance versus Consumer Staples and S&P 500 Indexes

Escalating input cost
pressures, rising gas prices,
ongoing supply-chain
bottlenecks, and risks of
heightened borrowing costs
have pressured the consumer
psyche. They have also
negatively impacted investor
sentiment regarding the
Consumer Discretionary
sector relative performance
compared to the more
defensive Consumer Staples
sector and broader market.
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Sources: FactSet, Wells Fargo Advisors. All data as of November 15, 2022. Data series begins November 15, 2021, and is indexed to 100 for
comparability. An index is not managed and not available for direct investment. Past performance is not a guarantee of future results.
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Consumer Staples
Sector drivers/themes for 2023
Consumer Staples stocks outperformed the broader markets in 2022 along with many
defensive sectors given geopolitical tensions, rising rates, and a generally nervous market. The
setup going into 2023 may continue to be favorable given the overall level of macro uncertainty;
potentially slowing economic growth and subsequent increased market volatility could boost
the relative attractiveness of defensive sectors like Consumer Staples. There are always
concerns, and these include consumers potentially trading down to private labels; rising rates;
and input and commodity costs, which are currently hurting margins at many Consumer Staples
companies. However, in good times and bad, long-term investors have come to appreciate the
merits of the sector, which include its pricing power, relative earnings stability, diversified
earnings growth in terms of products and geography, and the rising income and dividend stories
these stocks can provide (which can help offset the rising cost of everyday living).

Jack Russo, CFA
Equity Sector Analyst

Unsurprisingly, the sector has historically performed relatively well during recessionary
periods because consumers need to buy everyday Consumer Staples items like food,
beverages, and household products. However, the sector is far from being immune to
economic downturns — depending on the severity of a potential economic downturn,
consumers always have the option of buying fewer premium products within Consumer
Staples categories and trading down to private-label alternatives. Companies offer appeal on
many fronts, but one of the sector’s biggest selling points is its ability to generate free cash
flow (the cash flow a company has left remaining after paying operating expenses and
capital expenditures necessary for continuing business), which can be directed toward share
buybacks, mergers and acquisitions, debt paydown, and increasing dividends.

Favorable

Where to invest

• Packaged Foods

Given the overall macro uncertainty, we remain neutral on Consumer Staples overall. Our
sub-industry views too are unchanged. We favor Beverages, Food & Staples Retailing, and
Household Products the most out of the five sub-industries. We realize household products
companies currently face the most commodity cost pressure, but their pricing and brand
power could help them somewhat preserve margins, and they could benefit from ongoing
demand for cleaning supplies. Consumer Staples retailers should benefit from their private
brands and their size and scale. Beverages sub-industry growth could benefit given its strong
brands, vast international footprints, and emphasis in growing noncarbonated beverages
that represent healthier choices. Tobacco stocks continue to lose favor among investors due
to the ever-increasing popularity of social investing and heightened Food and Drug
Administration focus on nicotine reduction. The Packaged Foods sub-industry is challenged
longer term due to consumers’ desire for healthier foods as well as in the near term from
volatile grain costs that could impair margins.

Unfavorable

• Beverages
• Food & Staples Retailing
• Household Products

Neutral

• Tobacco
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Valuation
The Consumer Staples sector currently trades at 20.7x the NTM consensus EPS estimate
of $37.08 — a slight premium to the sector’s average five-year historical valuation of 20.0x.
Relative to the S&P 500 Index, the Consumer Staples sector is trading at 1.2x times relative
to its historical level of 1.1x.

Risks
Risks to companies within the Consumer Staples sector include intense competitive
conditions, geopolitical risk, and rising interest rates causing additional dollar strength that
is hurting multinationals’ reported sales and earnings. Other risks could include fluctuating
commodity costs, labor-cost pressures, and potential pricing compression from privatelabel competition. Higher interest rates could make Consumer Staples less valuable as bond
proxies with their above-average dividend yields.

Consumer Staples sector performance versus S&P 500 Index

Consumer Staples
outperformed the S&P 500
Index in 2022, and the setup
going into 2023 appears
somewhat positive too given
the overall macro uncertainty.
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Sources: Morningstar Direct, Wells Fargo Advisors. Data through November 15, 2022. Performance data indexed to 100 starting on August 1, 2020.
Past performance is not a guarantee of future results. An index is unmanaged and not available for direct investment. The S&P 500 Sector
Indices measure the performance of the widely used Global Industry Classification Standard (GICS®) sectors and sub-industries. Each index
comprises those companies included in the S&P 500 Index that are classified as members of their respective GICS® sectors. The S&P 500 Index is a
market capitalization-weighted index generally considered representative of the U.S. stock market.
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Energy
Sector drivers/themes for 2023
Energy has been the best-performing sector in 2022 (as of December 12, 2022) thanks to
the trifecta of structural industry changes, macroeconomic events, and geopolitics. Energy
companies have used the recent strength in commodity prices to solidify their balance
sheets while continuing to execute business strategies that prioritize shareholder returns
rather than growth. On the macroeconomic front, we expect the combination of discipline
among independent producers and the recent pivot to production cuts from OPEC+ (the
Organization of Petroleum Exporting Countries plus allies) to support Energy commodity
prices. While there is understandably some concern around the implications of a recession
on energy demand, we would expect this impact to be largely offset by continued supply
constraint. We also note that Energy has historically performed well during periods of broad
inflation. Geopolitics and economic concerns may drive increased volatility for the sector,
but we continue to see a favorable environment for Energy going into 2023.

Where to invest
Our favored positioning within Energy remains with integrated oil for broad exposure to the
sector. As we expect generally higher commodity prices through 2023, we also expect
increased volatility due to geopolitics and economic concerns. The diversification, flexibility,
and scale of the integrated oil companies tend to buffer some of this impact. For incomeoriented investors, we also maintain a favorable view on high-quality Midstream C-Corps,
which may benefit from a renewed interest in energy security.
For investors seeking more tactical exposure to Energy, oil and gas producers (also known as
exploration and production companies, or E&Ps) offer direct exposure to energy
commodities. Wells Fargo Investment Institute currently has a price forecast of $100 – $120
per barrel of West Texas Intermediate crude oil for year-end 2023, and we believe the current
environment has alleviated some of the structural risks to the E&P sub-industry.

Ian Mikkelsen, CFA
Equity Sector Analyst

Favorable
• Integrated Oil
• Midstream C-Corps

Neutral
• Exploration & Production (E&Ps)
• Oilfield Services

Unfavorable
• Refiners

We recently upgraded the Oilfield Services sub-industry to neutral. After several years of an
elongated industry down cycle characterized by overcapacity and fierce price competition,
we believe the Oilfield Services sub-industry is potentially primed for sustainably higher
pricing power. This is based on the needs of U.S. oil and gas producers to budget for higher
activity required to maintain production amid low spare capacity of equipment and labor.
Throughout 2022, Refiners have benefited from historically strong profitability due to
elevated crack spreads amid lean global product inventories, and near-term trends remain
strong. However, we believe the Refiners sub-industry faces increasing long-term
uncertainty due to higher operating costs, disrupted crude oil flows, upcoming global
industry capacity additions, renewable blending obligations, and first-order exposure to
potential demand destruction.
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Valuation
The Energy sector is currently trading at an enterprise value to earnings before interest, taxes,
depreciation and amortization (EV/EBITDA) value of 5.8x. The current EV/EBITDA ratio is
below the five-year average for the group of 7.0x. Relative to the S&P 500 Index, the Energy
sector has been trading at 0.5x EV/EBITDA, below the five-year historical average of 0.6x.

Risks
Risks include commodity price exposure, inflationary pressures on operating and capital
expenditures, the potential for additional COVID-19 variants to impact demand for oil and
related products, a slowing pace of economic activity, international competition from
foreign-government-owned entities, regulatory risks at both the state and federal
government levels, geopolitical risks, environmental concerns, volumetric risks, customer
concentration risk, and economically stranded assets.
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Higher commodity prices combined with lower spending has improved cash generation for
the Energy sector
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Sources: U.S. Energy Information Administration (EIA), FactSet, Wells Fargo Advisors. Quarterly data: first-quarter 2017 through fourth-quarter
2022. Data as of November 15, 2022. “E” indicates estimated figures according to Factset consensus estimates. Past performance is not a
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The chart compares quarterly
aggregate capital expenditures
to free cash flow generation for
the S&P 500 Energy sector
with an overlay of the average
West Texas Intermediate (WTI)
crude oil price for each quarter.
For capital expenditures and
free cash flows, we show actual
quarterly results from
first-quarter 2017 through
third-quarter 2022 and
consensus estimates for
fourth-quarter 2022. In the
fourth quarter of 2022, it is
expected that the sector will
generate $52.5 billion in free
cash flow compared to $22.3
billion in capital expenditures
(according to FactSet
consensus estimates).
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Financials
Sector drivers/themes for 2023
Central bank activity, whether maintaining orderly markets or getting control of inflation,
is the key driver in the sector. The secondary effects of those actions are not to be
discounted and can be seen in multiple ways, including through better investment yields in
securities portfolios, reduced liquidity, deposit mix, mortgage finance, and, perhaps, even
through credit. The Federal Reserve’s (Fed’s) efforts to tighten financial conditions can also
bring pressure on the poorly capitalized or those needing constant access to market
funding. For a decade, financing cost was not really a concern for many levered companies
as market liquidity was plentiful and central banks leaned on rates. But it may be an issue
now. Accompanying the monetary tightening are other economic, political, geographic,
and regulatory developments that have seasoned financial services executives with large
and small firms calling the current conditions the most uncertain environment for business
in decades.

Mike Ruesy, CFA
Equity Sector Analyst

Favorable

Where to invest

• Insurance Brokers

In complex and fast-moving markets, we think investors should stay focused on the classic
drivers of the sector — liquidity, capital, the demand for credit, interest rates, and loss cycles.

• Universal Banks

The Financials sector is not a single, uniform structure. Instead, there is variation in
business models, opportunity, equity appeal, and risk. In our opinion, there are pockets of
value in Financials. Within the sector, the Universal Banks look appealing. They have
comparatively low valuations, decent loan demand, and higher net interest income (NII)
courtesy of rising interest rates, which is helping generally weaker capital-markets-related
business. Credit still looks solid, even as net charge-offs rise from remarkably low levels.
Normalization in credit continues to be pushed further out into the future.

Neutral

Select commercial property and casualty (P&C) insurance companies also look attractive.
With hard market conditions, reduced capacity ahead, and better new money yields, we
think commercial P&C companies are positioned to benefit. With relatively short durations
in their fixed-income portfolios, we believe they can look forward to higher interest rates
and better investment income without needing to extend duration or dip down in credit
quality. Reinvestment rates are often meaningfully higher than their current portfolio
yields. As buy-and-hold investors of high-quality, liquid securities, we anticipate they can
withstand the near-term negative mark-to-market effect on the investment portfolio from
those same higher interest rates.

• Property & Casualty Insurance

• Asset Management &
Custody Banks
• Credit Card Issuers
• Financial Exchanges & Data
• Investment Banking &
Brokerage
• Regional Banks

Unfavorable
• Business Development
Companies
• Mortgage Real Estate
Investment Trusts

We would remain quite selective in bargain hunting among Regional Banks. While multiple
rate hikes have boosted NII, we prefer those regionals that are dominant players in their
markets and have very strong to exceptional records on credit given the possible return of a
default cycle.
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Valuation
The Financials sector currently trades at 12.6x the NTM consensus EPS estimate of $46.75
— a slight discount to the sector’s average five-year historical valuation of 13.1x. Relative to
the S&P 500 Index, the Financials sector is trading at 0.7x times relative to its historical
level of 0.7x.

Risks
Key risks to the Financials sector include the withdrawal of liquidity from markets, an end
to the accommodating period for credit, deterioration in underwriting conditions, higher
credit losses, tight lending spreads, financial leverage, changes in regulation, and weak asset
or capital markets. Some firms that are dependent on external financing may not be able to
access the capital markets on favorable terms or at all. Additionally, competitive conditions
are intense with financial technology (fintech) challengers aggressively pursuing perceived
market opportunities. These fintechs may even enjoy a near-term advantage since they
may not yet experience the same level of regulatory scrutiny as incumbents.
U.S. Treasury yield curve — Current versus one and two years ago
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For more than a decade, the
investment operations of P&C
insurance companies have
contended with a low-yielding
fixed-income investment
environment. Understandably
then, investors might
underestimate the positive
effect higher interest rates
can have on investment
income as we expect
insurance companies should
realize better new money
yields without having to
extend duration or dip down
in quality.

Sources: FactSet, Wells Fargo Advisors. Data as of November 15, 2022. Past performance is not a guarantee of future results. Current
performance may be higher or lower than the performance quoted above. Yields and returns will fluctuate as market conditions change.
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Health Care
Sector drivers/themes for 2023
The Health Care sector has outperformed the S&P 500 Index through November 15, 2022,
declining 4.4% versus the 15.1% decline for the S&P 500 Index. The sector has continued to
deal with a wide range of macro challenges throughout 2022, and from our perspective,
most companies in the sector have dealt effectively with these assorted issues. Some of
these issues or headwinds are unusual as compared to normal business cycles, including
supply-chain disruption, component shortages, and inflationary pressures. Nonetheless,
while the overall macro environment remains quite fluid, we believe many of these
challenges could ease in 2023 — this could provide a tailwind for the sector despite the
potential for a recession in 2023.

Greg Simpson, CFA
Equity Sector Analyst

Where to invest

Favorable

Looking at Health Care sector positioning for 2023, we continue to favor the Medical
Products/Devices sub-industry. Short-term pressures from deferred procedures, supply and
component shortages, and inflationary pressures have weighed on near-term results for
many medical-devices companies. However, we believe long-term fundamentals remain
positive, reflecting our expectations for favorable demographics, high margins, sustainable
pricing, and strong balance sheets across the group.

• Managed Care

We also remain favorable on the Life Sciences Tools & Services sub-industry despite some
near-term headwinds. Our positive stance reflects favorable long-term trends associated
with the continued increase in funding for research and development for pharmaceuticals and
biotechnology companies as well as the associated increase in the number of new products in
development. Meanwhile, we continue to have a favorable position on the Managed Care
sub-industry; this reflects the increasing relative attractiveness of Health Care in general in
the current environment along with our belief that managed-care companies offer defensive
and reliable revenue and earnings in difficult macro environments.

• Health Care Facilities

• Life Sciences Tools & Services
• Medical Devices & Equipment

Neutral
• Biotechnology
• Health Care Distributors
• Health Care Services
• Pharmaceuticals

Unfavorable
• Generic Pharmaceuticals

Finally, we remain neutral on the Pharmaceuticals sub-industry based on valuation, though
we continue to have a favorable leaning in the current environment. This view reflects the
relative attractiveness of the pharmaceutical sub-industry in a slowing-growth, elevatedinflation environment. In addition, we view the regulatory and political environment as
largely benign for pharmaceutical companies. While drug pricing legislation was enacted as
part of the Inflation Reduction Act (IRA), we believe the impact on pharmaceutical
companies is negligible, especially in the near-to-intermediate term.
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Valuation
The Health Care sector currently trades at 17.0x the NTM consensus EPS estimate of $91.41
— a premium to the sector’s average five-year historical valuation of 16.0x. Relative to the
S&P 500 Index, the Health Care sector is trading at 1.0x times relative to its historical level
of 0.9x.

Risks
Risks to companies within the Health Care sector include potential structural changes to
the health care system, competitive pressures, sales erosion due to cheaper versions (such
as generic pharmaceuticals or biosimilar products), research and development risk, and
exposure to third-party decision makers such as the Food and Drug Administration (FDA)
on products anticipated to enter the market. Additionally, companies can be exposed to
cuts in Medicare reimbursements (either based on yearly review or due to sequestration) as
well as imposition of industry fees by the government as part of the health care reform
efforts in the U.S.

We view recent
underperformance of the
Medical Products/Devices and
Life Sciences Tools & Services
sub-industries as attractive
opportunities for long-term
investors. We consider
valuations to be compelling as
we move into 2023. While
various macro headwinds
persist, we continue to favor
both sub-industries and
Managed Care as we move
into 2023.

Attractive valuations for Medical Products/Devices and Life Sciences Tools & Services

45
40
35
30
25
20
15
10

S&P 500 Health Care

S&P 500 Health Care Equipment

Aug. 2022

May 2022

Feb. 2022

Nov. 2021

Aug. 2021

May 2021

Feb. 2021

Nov. 2020

Aug. 2020

May 2020

Feb. 2020

Nov. 2019

Aug. 2019

May 2019

Feb. 2019

Nov. 2018

Aug. 2018

May 2018

0

Feb. 2018

5
Nov. 2017

One year forward price-to-earnings multiple

50

S&P 500 Life Sciences Tools & Services

Sources: FactSet, Wells Fargo Advisors. Data November 15, 2017, through November 15, 2022. Past performance is not a guarantee of future
results. An index is unmanaged and not available for direct investment. The S&P 500 Sector Indices measure the performance of the widely used
Global Industry Classification Standard (GICS®) sectors and sub-industries. Each index comprises those companies included in the S&P 500 that
are classified as members of their respective GICS® sectors. The S&P 500 is a market capitalization-weighted index generally considered
representative of the U.S. stock market.
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Industrials
Sector drivers/themes for 2023
We expect an up-and-down 2023 for the Industrials sector. Although the U.S. economy
appears poised to weaken, backlogs are likely to remain healthy entering the year across
many end markets for industrial companies. Several medium-term demand drivers, most
notably fiscal stimulus and the energy transition, should also continue to provide a
favorable backdrop for capital spending. However, a growing list of macroeconomic
headwinds has already started to result in reports of weaker demand internationally,
particularly in Europe. We expect these issues to intensify and would also anticipate
weakness in domestic general industrial markets as the economy-wide inventory
correction touches an increasing number of areas. Margins, meanwhile, will have both puts
and takes. Input cost pressures have eased meaningfully, and supply chains are healing, but
there remain acute issues (such as European power prices), higher labor costs could have a
long tail, and a slower pace of production inhibits the inherently high operating leverage of
this sector.

Lawrence Pfeffer, CFA
Equity Sector Analyst

Favorable
• Defense Contractors
• Multi-Industrials

Where to invest
We still prefer to remain up in quality and would retain the incrementally defensive tilt we
adopted in the early part of 2022. We are currently favorable on Defense Contractors,
Railroads, and Multi-Industrials; we view quality characteristics and industry structure as
providing strong long-term investment prospects. We expect Defense Contractors to
benefit from sustained upward pressure on defense budgets in the coming years while
providing above-average earnings stability in the near term. As it pertains to Railroads, we
would cite a few merits: the six large North American carriers effectively operate in regional
quasi-duopolies, hold very long-lived and difficult-to-replicate assets, and have balanced
end-market exposure with significant leverage to commodity shipments. Multi-Industrials,
meanwhile, are generally characterized by high margins; revenue diversity, both in terms of
portions of the economy they serve and stage of the cycle these are related to; and
disciplined capital allocation. We would acknowledge that these two sub-industries are still
cyclical, but we view them as well positioned relative to the remainder of the sector.
We continue to be less favorable on Commercial Aerospace and Airlines. For both areas, we
remain concerned that significant balance-sheet leverage, uneven execution, and cost
headwinds will result in continued choppiness in underlying earnings trends while
amplifying downside risk in a broader economic slowdown. It is important to stress that
the new year is likely one in which our Industrials sub-industry recommendations could be
highly dynamic. The most cyclical portions of the sector are likely to experience pressure
on earnings in the near term, but these areas are also likely to be amongst the earliest to
discount a broader recovery.

• Railroads

Neutral
• Agricultural & Farm Machinery
• Air Freight & Logistics
• Building Products
• Commercial Services &
Supplies
• Construction & Engineering
• Construction Machinery
• Heavy Truck Machinery
• Professional Services
• Trading Companies &
Distributors
• Trucking

Unfavorable
• Airlines
• Commercial Aerospace
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Valuation
The Industrials sector currently trades at 18.6x the NTM consensus EPS estimate of $45.35
— a discount to the sector’s average five-year historical valuation of 19.8x. Relative to the
S&P 500 Index, the Industrials sector is trading at 1.1x times relative to its historical level
of 1.0x.

Risks
The sector is highly exposed to the incremental rate of change in global economic activity.
End market conditions in areas such as housing, automotive, energy, and machinery can
change abruptly. Supply-chain challenges, changes in government policy, and input cost
pressures also can lead to changes in both end-market and margin trends. The sector also
tends to be heavily scrutinized on margins, cash flow, and capital allocation, which has
resulted in significant and prolonged pressure on certain large constituents in the past.
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Information Technology
Sector drivers/themes for 2023
Macroeconomic concerns, led by a hawkish Fed, contributed to Information Technology
(IT) weakness during 2022, driven primarily by a compression in earnings multiples. We
believe the rising risk of a recession in 2023 could lead to negative earnings estimate
revisions for cyclical technology companies.
In this environment, we prefer technology companies with strong balance sheets and large
competitive advantages that are selling at attractive valuations. We anticipate that
broadening adoption of digital payments by consumers, businesses, and governments along
with an ongoing recovery in cross-border travel will create a favorable backdrop for
payments companies. Additionally, we believe businesses will prioritize spending on
security and digital transformation to remain competitive.

Amit Chanda
Equity Sector Analyst

Bob Hammel
Equity Sector Analyst

We believe the uncertain macroeconomic environment presents both challenges and
long-term opportunities for technology companies. We remain bullish on the long-term
prospects of multiple IT sector themes including cloud computing, the Internet of Things,
digital payments, artificial intelligence, autonomous driving, and 5G.

Where to invest

Favorable

We remain neutral on the PC Hardware and Semiconductors sub-industries. We expect the
broad semiconductor down cycle, led by an inventory-correction cycle in personal computers
and smartphones and now spreading to other end markets, to last through the first half of 2023.

• Networking Equipment

The Semiconductor Equipment sub-industry came under pressure during the second half of
2022 as a correction in the memory end market began to unfold. The correction is expected
to last through the first half of 2023. Longer term, we expect the Semiconductor Equipment
sub-industry to benefit from the ongoing reshoring of semiconductor supply chains.

• Software

Enterprise-related demand remained healthy for most of 2022 and started showing signs of
cracking toward the end of 2022. We expect still elevated, albeit decelerating, U.S. hyperscale
cloud provider capital expenditure and relatively steady hybrid cloud computing demand. We
expect the Networking Equipment sub-industry to benefit from this trend.
Within the Software sub-industry, we prefer high-quality, large-cap software companies that
tend to generate healthy levels of free cash flow. In the event of a macro slowdown, we believe
large platform software companies will benefit as customers look to consolidate their enterprise
software spending. We also view high-quality cybersecurity software companies, notably
cloud-native platforms offering next-generation security solutions with recurring revenue
models, in a favorable light. These companies will benefit from the potential for rising levels of
cybersecurity spending as we expect the frequency and threats of security breaches to escalate
going forward.
We remain favorable on the Payment Processors sub-industry and are most constructive
on companies with broad exposure to the secular shift to card-based payments, strong and
durable competitive advantages, and shareholder-friendly capital-allocation policies. We
also favor companies that are well positioned to capitalize on important underlying themes
in payments, including the convergence of software and payments, omni-channel
commerce experiences, and business-to-business payments.

• IT Services
• Payment Processors
• Semiconductor Equipment

Neutral
• Electronic Equipment,
Instruments & Components
• PC Hardware
• Semiconductors

Unfavorable
• Storage & Peripherals
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Valuation
The Information Technology sector currently trades at 21.6x the NTM consensus EPS
estimate of $108.19 — a discount to the sector’s average five-year historical valuation of
22.6x. Relative to the S&P 500 Index, the Information Technology sector is trading in-line at
1.2x times relative to its historical level of 1.2x.

Risks
Risks for the IT sector include the rising interest-rate environment compressing valuation
multiples of long-duration, growth-oriented technology equities, a strong U.S. dollar, and
potential negative earnings revisions. Current weakness in consumer electronics,
enterprise, and industrial demand could spread to other end markets. A potential worldwide
macroeconomic slowdown could pressure corporate IT budgets, and supply-chain
bottlenecks could impede sector performance.

Information Technology sector performance versus S&P 500 Index

The Information Technology
sector underperformed the
S&P 500 Index through
November 15, 2022, on a
last-12-month basis as rising
rates, higher inflation, and
multiple compression
contributed to sector volatility.
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21

Materials
Sector drivers/themes for 2023
In the early part of 2022, broad swaths of the sector benefited as demand for consumer
goods rebounded against the backdrop of constrained supply. This in turn resulted in rising
prices for basic materials, many of which are incorporated into each other, creating a
consistent feedback loop of inflation that companies were generally quite successful at
passing through to end consumers. Supply has now had time to catch up just as demand
has begun to slow, resulting in gradually normalizing prices for basic inputs. As this
happens, we believe it is likely that the earnings trajectory for many companies within the
sector will become quite volatile. The depth and duration of an economic downturn and the
extent to which inflation retreats will be key to determining the degree to which earnings
power will reset here.

Lawrence Pfeffer, CFA
Equity Sector Analyst

Where to invest

Favorable

We continue to be selective within Materials as our sole favorably rated sub-industry is
Industrial Gases, which we are attracted to largely due to industry structure. The industry is
essentially a global triopoly — margins are high, pricing is consistent, and aside from
short-lived periods, earnings power is generally not significantly influenced by a single
commodity price (either in terms of input costs or selling prices). Bottom line, we view
these as high-quality companies within a sector where those characteristics are generally in
short supply.
Despite near-term headwinds, most underlying prices still remain above prepandemic levels
and valuations across the sector have factored in recessionary risks to a large extent. Our
investment strategy team maintains a favorable view on Commodities, which may support
higher prices and earnings power in the future for certain sub-industries. We would also note
that capital structure and capital allocation are currently more disciplined for most industry
participants than we have seen in recent decades, creating somewhat less risk going into an
economic downcycle than has typically been the case. For these reasons, we currently do not
have any industries within Materials rated in the less-favorable category.

• Industrial Gases

Neutral
• Coatings
• Commodity Chemicals
• Construction Materials
• Containers & Packaging
• Diversified Chemicals
• Fertilizers & Agricultural
Chemicals
• Mining
• Paper & Forest Products
• Specialty Chemicals
(excluding Coatings)

We could look to become incrementally constructive on more sub-industries in 2023 if
certain conditions are met. These would primarily come down to evidence of a trough in
certain key end markets (such as U.S. housing or European and Chinese heavy industry) or
persistent declines (or, at the very least, sustained stability in input costs).
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Valuation
The Materials sector currently trades at 16.3x the NTM consensus EPS estimate of $31.20
— a discount to the sector’s average five-year historical valuation of 17.4x. Relative to the
S&P 500 Index, the Materials sector is trading in-line at 0.9x times relative to its historical
level of 0.9x.

Risks
The sector generates a significant amount of revenues overseas, leading to a high degree of
exposure to foreign-currency fluctuations and global economic conditions. Commodity
price volatility can have a material impact on both input costs and revenues for various
companies in the sector. The level of supply in various end markets is driven by a variety of
global players and can often be challenging to clearly evaluate.
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Global supply-chain pressures,
while still above prepandemic
levels, have eased
considerably over the course
of 2022. We believe that as
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value-add sub-industries on
Materials while, for others, it
could lead to the prices for
their products normalizing.
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Sources: Federal Reserve Bank of New York, Global Supply Chain Pressure Index, https://www.newyorkfed.org/research/gscpi.html.
Data as of November 15, 2022. Standard Deviation is a statistical measure of the volatility of a portfolio’s returns. The higher the standard
deviation, the greater volatility has been.
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Real Estate
Sector drivers/themes for 2023
We believe the relative underperformance of equity real estate investment trusts (REITs)
during the first 10 months of 2022 was due in part to the quick increase in the 10-year U.S.
Treasury bond yield during this time period. While the prevailing interest-rate environment
is usually a factor in REIT total returns, we believe expectations for the Fed to potentially
continue increasing the federal funds rate in 2023 will make the interest-rate environment
especially meaningful for REIT total returns in 2023. The potential impact of continued
high inflation could also have an impact on REIT total returns during 2023.
Given the significant impacts on many REITs resulting from the COVID-19 pandemic, we
believe 2023 REIT total returns will be influenced by the pace of economic growth and a
return to more normal activities — for example, higher levels of travel, increased utilization
of office space by tenants, and greater comfort among the elderly to consider senior
housing — as a number of REIT sub-sectors are viewed as economically sensitive. Another
major influencer will likely be the ability of REITs to access attractively priced capital given
the high dividend payout ratios of most equity REITs. Finally, should the Real Estate sector
continue demonstrating consistent common-dividend growth in 2023 following a period
of dividend reductions in 2020, we believe REIT valuations would likely improve.

Where to invest
We believe that during a period of rising interest rates and higher inflation, REIT property
sub-sectors with shorter lease durations may outperform (such as Self-storage REITs).
REITs with shorter lease terms are generally viewed as better positioned to benefit from an
inflationary environment as they can increase rental rates faster than REITs with longer
lease terms.
Conversely, sub-sectors with longer lease terms (such as free-standing retail and certain
health care properties) or sub-sectors that could be negatively impacted by trends
resulting from the pandemic (for example, Office REITs) may lag the broader Real Estate
sector returns.
As noted below, REITs in the Hotel & Lodging and Health Care sub-sectors have
recently generated stronger relative total returns; should a return to normal economic
recovery not occur as expected, REITs in these more economically sensitive sub-sectors
could underperform.

John Sheehan, CFA
Equity Sector Analyst

Favorable
• Data Center REITs
• Retail REITs
• Self-storage REITs

Neutral
• Hotel & Lodging REITs
• Industrial REITs
• Infrastructure (Tower) REITs

Unfavorable
• Apartment REITs
• Health Care REITs
• Manufactured Home REITs
• Office REITs
• Single Family Home REITs
REIT sub-industry recommendations are
from Wells Fargo Investment Institute.
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Valuation
The Real Estate sector currently trades at 10.2x the NTM consensus funds from operations
per share (FFO/share) estimate of $14.19 — a discount to the sector’s average five-year
historical valuation of 20.1x. The Real Estate sector currently trades at a 3.6% dividend yield
compared to the average five-year historical yield of 3.1%.

Risks
Risks to companies within the Real Estate sector include changes in economic growth in key
markets, competition from new property developments, larger tenants encountering
financial difficulties lessening their ability to pay rental obligations, a rapid rise in interest
rates that makes other income-oriented investments more attractive, potential unexpected
common-dividend reductions, and changes in the cost or availability of attractively priced
capital that is necessary for REITs to complete acquisitions and new property developments.
Year-to-date REIT total returns by property sector
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Sources: FTSE Russell, FactSet, Nareit, Wells Fargo Advisors. Data through November 15, 2022. Past performance is not a guarantee of future results.
An index is not managed and not available for direct investment. The FTSE NAREIT All Equity REITs Index is a free-float adjusted, market capitalizationweighted index of U.S. equity REITs. Constituents of the index include all tax-qualified REITs with more than 50% of total assets in qualifying real estate
assets other than mortgages secured by real property.
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Utilities
Sector drivers/themes for 2023
We see several tailwinds related to clean energy but also a few headwinds. Opportunities
include adding renewables to the generation mix, facilitating electrification of buildings and
vehicles, advancing relatively new technologies like renewable natural gas and hydrogen,
and simply limiting gas leaks in systems. Rising interest rates, inflation, and bill
affordability, however, pose potential headwinds. Albeit delayed, higher interest expenses
generally flow through to utility customers, but that is not always the case. Inflation
increases the cost of providing a utility service. Some companies are more adept than
others at managing costs to minimize customer impacts. Utilities, regulators, and
customers keep a keen eye on customer bills. So while a utility may have plenty of
investment opportunities to meet safety, reliability, or environmental goals, if the
combination of interest, inflation, and investment pushes customer bills too high, too fast,
the investment component is usually what will flex lower.

Where to invest
The main appeal of the Utilities sector stems from its stability — earnings generally grow slowly
but consistently, providing cash flow to pay out dividends with attractive yields. Our approach
to the sector also prioritizes these attributes and we therefore generally suggest that the core
utility exposure of a portfolio should be concentrated in high-quality, well-run, regulated utilities
in supportive regulatory jurisdictions. Over the years, we have noticed that many of the same
companies that fit our desired core exposure are also among those taking leading roles in
advancing clean-energy goals.
We see an intersection between our core Utilities investing thesis and what we view as the
long-term trend toward clean-energy. Among the sector’s sub-industries, Electric Utilities and
Multi Utilities offer the most exposure to overlapping themes of quality and clean-energy
leadership. In our view, utilities in these sub-industries can potentially benefit from the
long-term transition toward clean-energy goals driven by state or federal requirements,
customer demand, and electrification, among other items. The Water Utilities sub-industry
does not have the same level of opportunity with regard to clean-energy, but it does have a
long runway of relatively low-risk growth (pipe replacement) and environmental appeal.
Independent power producers are generally more volatile than we prefer, but we believe
renewable electricity producers are attractive within the Independent Power & Renewable
Electricity Producers sub-industry. Our more sanguine view of Gas Utilities is driven by the
accelerating shift away from fossil fuels, natural gas included, in different regions of the
country. This sentiment goes hand in hand with the move toward lower-carbon energy. We
would note, however, that we believe gas utilities will continue to play an important role in
the U.S. energy landscape for the foreseeable future.

Joe Buffa
Equity Sector Analyst

Favorable
• Electric Utilities
• Independent Power &
Renewable Electricity Producers
• Multi Utilities
• Water Utilities

Neutral
• Gas Utilities
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Valuation
The Utilities sector currently trades at 18.2x the NTM consensus EPS estimate of $18.94
— a discount to the sector’s average five-year historical valuation of 19.0x. Relative to the
S&P 500 Index, the Utilities sector is trading at 1.1x times relative to its historical level of
1.0x. The Utilities sector currently trades at a 3.3% dividend yield compared to the average
five-year historical yield of 3.3%.

Risks
Regulatory risk remains a key uncertainty for the Utilities sector at both the federal and
state levels. Utilities companies typically carry high debt levels, and rising rates could
impact their overall borrowing costs. High debt levels could put a strain on credit ratings as
well, which would also limit the ability to finance capital expenditures.
Valuation? Depends on your perspective
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Utilities sector valuation
is a matter of perspective.
On a price-to-earnings basis,
the sector is relatively
attractive (solid line, lower is
cheaper) compared to average
over the past five years of
18.5x. Comparing the sector’s
dividend yield to the yield on
the 10-year Treasury note,
however, the sector looks
relatively expensive (dashed
line, lower on the chart is
cheaper) relative to a 5-year
average of 2.2x.

Sources: FactSet, Wells Fargo Advisors. Data as of November 15, 2022. Past performance is not a guarantee of future results. An index is not
managed and not available for direct investment.
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Other risk considerations
Forecasts are based on certain assumptions and on views of market and economic conditions which are
subject to change. All investing involves risks, including the possible loss of principal. There can be no
assurance that any investment strategy will be successful. Investments fluctuate with changes in
market and economic conditions and in different environments due to numerous factors, some of
which may be unpredictable. Each asset class has its own risk and return characteristics, which should
be evaluated carefully before making any investment decision. Some of the risks associated with the
representative asset classes discussed in this report include:
Wells Fargo Advisors publishes several theme-based lists of favored equity securities. Each list is based
on a specific investment objective and time horizon which may be different from the other lists. This
may cause Wells Fargo Advisors to add an equity security to one list and be removed from another list.
Thus, one list may contain different favored securities or conclusions that could result in short-term
price movements contrary to the securities on another list(s).
Equity securities
Equity securities are subject to market risk, which means their value may fluctuate in response to
general economic and market conditions and the perception of individual issuers. Investments in equity
securities are generally more volatile than other types of securities. There are no guarantees that growth
or value stocks will increase in value or that their intrinsic values will eventually be recognized by the
overall market. The return and principal value of stocks fluctuate with changes in market conditions.
The growth and value types of investing tend to shift in and out of favor.
There is no guarantee that dividend-paying stocks will return more than the overall stock market.
Dividends are not guaranteed and are subject to change or elimination.
The prices of small-cap company stocks are generally more volatile than large-company stocks. They
often involve higher risks because smaller companies may lack the management expertise, financial
resources, product diversification, and competitive strengths to endure adverse economic conditions.
Sustainable investing focuses on companies that demonstrate adherence to environmental, social, and
corporate governance principles, among other values. There is no assurance that social impact investing
can be an effective strategy under all market conditions. Different investment styles tend to shift in and
out of favor. In addition, a firm’s social policy could cause it to forgo opportunities to gain exposure to
certain industries, companies, sectors, or regions of the economy, which could cause it to underperform
similar portfolios that do not have a social policy.
Definitions
An index is unmanaged and not available for direct investment.
S&P 500 Index is a market capitalization-weighted index composed of 500 widely held common
stocks that is generally considered representative of the US stock market.
S&P 500 Communication Services Index comprises those companies included in the S&P 500 that
are classified as members of the GICS® communication services sector.
S&P 500 Consumer Discretionary Index comprises those companies included in the S&P 500 that
are classified as members of the GICS® consumer discretionary sector.
S&P 500 Consumer Staples Index comprises those companies included in the S&P 500 that are
classified as members of the GICS® consumer staples sector.
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S&P 500 Energy Index comprises those companies included in the S&P 500 that are classified as
members of the GICS® energy sector.
S&P 500 Health Care Index comprises those companies included in the S&P 500 that are classified as
members of the GICS® health care sector.
S&P 500 Health Care Equipment & Supplies Index comprises those companies included in the S&P
500 that are classified as members of the GICS® Health Care Equipment & Supplies industry group.
S&P 500 Pharmaceuticals Index comprises those companies included in the S&P 500 that are
classified as members of the GICS® Health Care Pharmaceuticals industry group.
S&P 500 Life Sciences Tools & Services Index comprises companies included in the S&P 500
that study living things and provide analytical tools, clinical testing services, and general contract
research services.
S&P 500 Managed Healthcare Index comprises those companies included in the S&P 500 that are
classified as members of the GICS® managed healthcare industry group.
S&P 500 Industrials Index comprises those companies included in the S&P 500 that are classified as
members of the GICS® industrials sector.
S&P 500 Information Technology Index comprises those companies included in the S&P 500 that
are classified as members of the GICS® information technology sector.
S&P 500 Materials Index comprises those companies included in the S&P 500 that are classified as
members of the GICS® materials sector.
S&P 500 Utilities Index comprises those companies included in the S&P 500 that are classified as
members of the GICS utilities sector.
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How can we help?
Start the conversation with your Wells Fargo professional today.
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