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Asset Allocation Spotlight: Find the right allocation mix ................................ 2 
• Choosing the appropriate strategic asset allocation mix can be an important decision as strategic 

allocation has been an important determinant of portfolio performance. 

• Relying solely on a 60% stocks and 40% bonds allocation may not be appropriate for all investors. We 
believe an allocation should be constructed by taking into account an investor’s goals (such as income, 
growth, or a combination of growth and income) and risk tolerance (such as conservative, moderate, or 
aggressive). 

Equities: ESG—One ingredient in the investment recipe ................................ 4 
• Environmental, Social, and Governance (ESG) investing appeals to a variety of personal values and can 

potentially promote sound business practices. 

• Many stock characteristics can impact ESG score. As such, we believe ESG score should be balanced 
with other considerations in investment decision-making. 

Fixed Income: Leveraged loans — prospects remain attractive ................... 5 
• Currently, prices of leveraged loans are climbing, as positive investor sentiment toward this asset class 

continues to attract demand.  

• We currently have a neutral stance on leveraged loans for those investors seeking additional sources of 
yield. We continue to advocate for selectivity and active management in this space. 

Real Assets: Natural gas on fire .................................................................................. 6 
• Constrained supply and increased demand have led to tight inventories and an impressive rally in natural 

gas prices to multi-year highs. 

• We suspect the development of the U.S. liquefied natural gas (LNG) market as well as continued 
producer restraint likely will support natural gas price above recent norms. 

Alternatives: Hedge funds have provided strong absolute returns .............. 7 
• Hedge fund strategies have posted strong absolute returns through August across all strategies, 

allowing investors to participate in the upside of global equity markets while adding diversification.  

• We believe dislocations due to a myriad of issues, including the COVID-19 Delta variant, have enhanced 
the broader opportunity set for hedge funds, potentially creating unique opportunities for alpha (excess 
return) generation. 
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Asset Allocation Spotlight 
Find the right allocation mix 
Setting the appropriate asset allocation can be one of the most important investment 
decisions to help an investor achieve their financial goals. Studies1 have shown that the 
majority of variability — or in other words, volatility — in a portfolio’s returns over time 
comes from the strategic (10 to 15 years) asset allocation.2 Tactical asset allocation3 (6 
to 18 months), security selection, and other factors also contribute to a portfolio’s 
volatility, but they may have less of an impact than the strategic asset allocation. 
Because of the major impact that strategic asset allocation can have on portfolio 
performance, considerable care and effort should go into choosing the right asset 
allocation mix. 

The 60% stocks and 40% bonds allocation has been a widely used baseline allocation for 
many investors, regardless of that investor’s priorities, time horizon, or need for 
liquidity, income, or growth. And in recent years, that allocation paid off, as U.S. stocks 
soared and the decades-long bond bull market continued. Now, as bond yields have risen 
from last cycle’s lows and are expected to continue rising, many investors are concerned 
about the impact a large allocation to bonds will have in their portfolios. As bonds have 
become less attractive relative to stocks over the past few years, we have reduced our 
recommended strategic allocation to bonds in favor of equities and other diversifiers, 
like commodities and alternative investments. We don’t favor completely eliminating 
allocations to bonds, however. They historically have played an important role in 
portfolios, both for yield – even though yields are at relatively low levels currently – and 
to potentially limit downside participation during periods of heavy equity volatility, as 
they did during the 2020 bear market. 

Our strategic allocations to fixed income have come down over time

 
Sources: Wells Fargo Investment Institute. Chart shows the Illiquid (4AG) Moderate Growth and Income strategic allocation 
from 2009 to 2021. Bonds include U.S. Investment Grade Taxable Fixed Income, High Yield Taxable Fixed Income, Developed 
Market ex-U.S. Fixed Income, and Emerging Markets Fixed Income. Stocks include U.S. Large Cap Equities, U.S. Mid Cap 
Equities, U.S. Small Cap Equities, Developed Marked ex-U.S. Equities, and Emerging Market Equities. Real Assets includes 
Commodities, Public Real Estate, and Private Real Estate. Alternatives include Global Hedge Funds, Private Equity, and Private Debt. 

                                                                    
1 Sources: “Determinants of Portfolio Returns,” Wells Fargo Wealth Management, November 2011; Morningstar Direct; Roger G. Ibbotson and Rex A. Sinquefield, 
“Stocks, Bonds, Bills, and Inflation: Year-by-Year Historical Returns,” University of Chicago Press Journal of Business (January 1976); Standard & Poor’s; and Wells 
Fargo Wealth Management.   
2 Strategic asset allocation: An investor’s return objectives, risk tolerances, and investment constraints are integrated with long-term return assumptions to 
establish exposure to permissible asset classes.   
3 Tactical asset allocation: Making of short-term adjustments to asset-class weights based on shorter-term expected relative performance. 

Veronica Willis 
Investment Strategy 
Analyst 

Alternative investments, such as 
hedge funds, private equity, 
private debt and private real 
estate funds are not appropriate 
for all investors and are only open 
to “accredited” or “qualified” 
investors within the meaning of 
U.S. securities laws. 
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While our recommended allocation for investors with a moderate risk tolerance whose 
goals are balanced between growth and income includes roughly 40% in bonds and 60% 
in higher risk, equity-like assets, it’s not the only recommended allocation split between 
stocks and bonds. 

We believe the allocation investors choose should depend on their goals (income, 
growth, or a combination of growth and income) and risk tolerance (conservative, 
moderate, or aggressive). Investors who have more appetite for risk — or who have a 
goal more geared toward growth than income —may be able to withstand more 
volatility and may want to consider an allocation that has a heavier weight toward 
equity. Investors who are more risk averse — or who have a goal geared more toward 
income than growth — likely can’t weather the type of downside volatility that typically 
comes with a higher allocation to equities and may want to consider an allocation that 
has a heavier weight toward fixed income, compared with a Moderate Growth and 
Income allocation. 

Choosing an Investment objective based on goals and risk tolerance

 

Sources: Wells Fargo Investment Institute. Chart is conceptual and does not reflect any actual returns or represent any specific 
asset classifications. 

It can also be important for investors to make sure they are diversifying the types of 
stocks and bonds included in their allocations. We favor including global equity asset 
classes like Developed Markets (ex-U.S.) Equities and Emerging Market Equities to 
capture performance in international asset classes. Risk can also be mitigated by such 
diversification because performance in those regions generally doesn’t line up exactly 
with performance in the U.S. We also favor looking beyond traditional U.S. Investment 
Grade Fixed Income by incorporating Emerging Market Fixed Income and High Yield 
Fixed Income, which both can provide additional yield and a bit more return potential 
than traditional investment-grade fixed income. Finally, diversifiers like commodities, 
real estate, hedge funds, private equity, and private debt may also provide desirable 
return and risk characteristics to a portfolio. 
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Equities 
ESG—One ingredient in the investment recipe 

In recent years, the concept of Environmental, Social, and Governance (ESG) 
investing has gained significant popularity among investors, driven by its appeal 
to a variety of personal values. Through investments in such companies, ESG 
investing promotes environmentally sustainable and socially responsible 
business practices, as well as sound corporate governance structures.  

ESG consideration, which is often represented by a score or rating, can be 
impacted by other investment characteristics: 

• Asset class: Small-cap and emerging market stocks, on average, tend to 
show a distinctively lower ESG score than large-cap companies, owing 
to a relatively lower country or business standard. 

• Sector: The type of business can have a major impact on a company’s 
ESG score as well. For example, Materials, Energy, and Utilities 
companies generally have a higher carbon footprint, which can result in 
a lower ESG score than sectors like Information Technology. 

• Stock selection: Within the same sector, a higher ESG score is more 
often found in high quality, growth-oriented, and defensive companies. 

These interactions are often manifested in ESG performance. As shown in the 
chart below, over the past 12 months, as market leadership switched to lower-
ESG-score segments such as small-cap and cyclicals, the MSCI USA ESG Focus 
Index underperformed the broad market MSCI USA Index. 

To develop a diversified investment plan and potentially avoid concentrated 
risks, we prefer to integrate ESG into the portfolio construction process. ESG 
consideration can be a vital ingredient in the investment recipe, but it should 
not be the only one. 

Performance of MSCI USA ESG Focus Index

 
Sources: WFII, Bloomberg. As of 09/14/2021. The line shows the 12-month return moving average of MSCI USA 
ESG Focus Index in excess of MSCI USA Index. The MSCI USA Index is designed to measure the performance of the 
large and mid cap segments of the US market. The MSCI USA ESG Focus Index is based on MSCI USA Index. The 
Index is designed to maximize exposure to positive environmental, social and governance (ESG) factors while 
exhibiting risk and return characteristics similar to those of the MSCI USA Index. An index is unmanaged and not 
available for direct investment. Past performance is no guarantee of future results. 

Chao Ma, CFA®, PhD, FRM 
Global Portfolio and Investment 
Strategist 
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Fixed Income 
Leveraged loans — prospects remain attractive 

Leveraged loans (LLs) are senior secured bank loans made to companies that 
have a below-investment-grade rating, often outside the financial sector. For 
some time, reports from the Financial Stability Oversight Council and the 
Federal Reserve remained very cautious about this asset class. However, in 
December of last year, analysis by relevant regulators concluded that leveraged 
lending activities had not posed a significant threat to the stability of the U.S. 
financial system during the pandemic.4   

Fast forward almost nine months, and one can see that LLs have been one of the 
best performing fixed-income sectors so far this year at 4.2%.5  Currently, prices 
of LLs are climbing as positive investor sentiment toward this sector continues 
to attract demand from both retail investors and Collateralized Loan Obligations 
(CLOs), which are established to hold and manage pools of these loans. Credit 
fundamentals for LLs companies have been improving over the past quarters, as 
evidenced by strong revenues, encouraging profit margins, and declining distress 
and default rates.  

We believe that the positive economic backdrop, the eventual hike in rates we 
expect, and the overall low-yield environment will allow this asset class to 
continue to display positive performance for the remainder of the year and into 
2022. We currently have a neutral stance on LLs for those investors seeking 
additional sources of yield. We continue to advocate for selectivity and active 
management in this space, in line with our view on high-yield bonds. 

U.S. leveraged loan fund flows 

 
Sources: S&P Leveraged Commentary and Data, September 15, 2021. Monthly data: August 2020 to August 2021. 
Prime funds are loan participation mutual funds.   
                                                                    
4 United States Government Accountability Office, Report to Agency Officials, “Leveraged Lending”. GAO-21-167, December 2020. 
5 Based on the S&P/LSTA Leveraged Loan Index as of September 15, 2021. 

Luis Alvarado 
Investment Strategy Analyst 
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Real Assets 
“Memories of our lives, of our works, and our deeds will continue in others.”  —Rosa Parks 

Natural gas on fire 

Natural gas prices have surged recently. At the time of this writing, the price of 
natural gas was $5.46 per million British thermal unit (MMBtu), which is more 
than triple the 2020 lows. The last time we saw prices this high was briefly in 
2014 and 2010 — a time before the shale revolution gained momentum and 
unleashed a tidal wave of oil and natural gas supply (see chart below). What is 
driving natural gas prices? 

In short, constrained supply and increased demand. On the supply side, 
producers have exhibited impressive capital and production restraint despite 
the price increase, while Gulf of Mexico storms have taken some supply off line. 
Meanwhile, a hot summer, record U.S. liquefied natural gas (LNG) exports, and 
the ongoing rebound from the pandemic have increased demand. As a result, the 
natural gas market is fairly tight, with inventories below both last year’s levels 
and five-year averages. Light inventories, a restrained supply response, and 
increasing demand leave natural gas vulnerable to price spikes as we enter peak 
demand season. 

While prices that have increased as spectacularly as natural gas prices have tend 
to carry an elevated risk of reversal, we suspect that prices will not revert back 
to the $2 handle we have grown accustomed to these past five years. We believe 
the development of the U.S. LNG export market as well as producers’ paradigm 
shift from a “pump at will” to a “capital restraint” philosophy are likely to push 
prices to a new, and higher, “normal” range. In other words, we should all brace 
for higher heating and cooling bills going forward. 

U.S. oil and natural gas production  

 
Sources: U.S. Energy Information Administration (EIA), Bloomberg, Wells Fargo Investment Institute. Monthly 
data: 01/31/1972-08/31/2021.  

Austin Pickle, CFA® 
Investment Strategy Analyst 
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Alternatives 
Hedge funds have provided strong absolute returns 

In August, despite instability in Afghanistan and the impact of the COVID-19 
Delta variant on global markets, markets generally exhibited risk-on behavior, 
as global equity prices rose in tandem with bond yields. All major hedge fund 
strategies were able to post positive performance as estimates indicate that the 
HFRI Fund Weighted Composite Index posted a gain of 0.8% in August, 
underperforming the return of global equities (MSCI World Index) by 1.7% but 
outperforming fixed income (Bloomberg U.S. Aggregate Bond Index) by 1.0% and 
commodity markets (Bloomberg Commodity Index) by 1.1%. After a decline in 
July, hedge funds have gained 10.0% year-to-date through August, capturing 
approximately 55% of the upside of global equities while offering strong 
absolute returns relative to the fixed income markets.  

With four months left in the year, hedge fund returns across all strategies on an 
absolute basis are in line with some of the strongest years since the Global 
Financial Crisis —2009 was the only other year in which the average hedge fund 
was up 10% through the end of August. So, while the upside capture for hedge 
funds isn’t necessarily the strongest we have seen, 2021 has still been a strong 
year for hedge fund returns from an absolute return perspective. 

Hedge Fund Indexes August 2021 Year- to-Date 
HFRI Fund Weighted Composite Index 0.8% 10.0% 
HFRI Equity Hedge (Total) Index 1.2% 11.9% 
HFRI Event Driven (Total) Index 1.0% 11.4% 
HFRI Macro (Total) Index 0.2% 8.0% 
HFRI Relative Value (Total) Index 0.5% 6.8% 
Global Equity Index   
MSCI World Index 2.5% 18.3% 
Fixed Income Index   
Bloomberg U.S. Aggregate Bond Index -0.2% -0.7% 
Commodity Index   
Bloomberg Commodity Index Total Return -0.3% 23.0% 

Source: Bloomberg, Hedge Fund Research (HFR), August 31, 2021. An index is unmanaged and not available for 
direct investment. Past performance is no guarantee of future results. 

Heading into the last four months, hedge fund managers have expressed 
increased concerns regarding the possibility for an equity-market pullback due 
to multiple factors, including seasonality, slowing growth, inflation, and central 
bank tapering, among others. Despite this backdrop, aggregate positioning 
among hedge fund managers has remained fairly risk-on with both gross and net 
exposures near historical highs over the last 10-year period. In this 
environment, we continue to favor strategies such as Equity Hedge and 
Long/Short Credit. We believe both could benefit from increased volatility, 
providing a more fertile security selection landscape as the market cycle 
matures.  

James Sweetman 
Senior Global Alternative 
Investment Strategist 
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Alternative investments, such as hedge funds, 
private equity, private debt and private real 
estate funds are not appropriate for all 
investors and are only open to “accredited” or 
“qualified” investors within the meaning of U.S. 
securities laws. 
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Risk Considerations 

Each asset class has its own risk and return characteristics.  The level of risk associated with a particular investment or asset class generally correlates with the level 
of return the investment or asset class might achieve. Stock markets, especially foreign markets, are volatile.  Stock values may fluctuate in response to general 
economic and market conditions, the prospects of individual companies, and industry sectors.  Foreign investing has additional risks including those associated with 
currency fluctuation, political and economic instability, and different accounting standards. These risks are heightened in emerging markets. Small- and mid-cap 
stocks are generally more volatile, subject to greater risks and are less liquid than large company stocks. Bonds are subject to market, interest rate, price, 
credit/default, liquidity, inflation and other risks. Prices tend to be inversely affected by changes in interest rates. High yield (junk) bonds have lower credit ratings 
and are subject to greater risk of default and greater principal risk. Leveraged loans are generally below investment grade quality (“high-yield” securities or “junk” 
bonds).  Investing in such securities should be viewed as speculative and investors should review their ability to assume the risks associated with investments which 
utilize such securities. The commodities markets are considered speculative, carry substantial risks, and have experienced periods of extreme volatility.  Investing in 
a volatile and uncertain commodities market may cause a portfolio to rapidly increase or decrease in value which may result in greater share price volatility. Real 
estate has special risks including the possible illiquidity of underlying properties, credit risk, interest rate fluctuations and the impact of varied economic conditions. 

An investment’s social policy could cause it to forego opportunities to gain exposure to certain industries, companies, sectors or regions of the economy which could 
cause it to underperform similar investments that do not operate under a social policy. Risks associated with investing in ESG-related strategies can also include a 
lack of consistency in approach and a lack of transparency in manager methodologies. A socially responsible investing style may shift in and out of favor. 

Alternative investments, such as hedge funds, private equity/private debt and private real estate funds, are speculative and involve a high degree of risk that is 
appropriate only for those investors who have the financial sophistication and expertise to evaluate the merits and risks of an investment in a fund and for which the 
fund does not represent a complete investment program. They entail significant risks that can include losses due to leveraging or other speculative investment 
practices, lack of liquidity, volatility of returns, restrictions on transferring interests in a fund, potential lack of diversification, absence and/or delay of information 
regarding valuations and pricing, complex tax structures and delays in tax reporting, less regulation and higher fees than mutual funds.  Hedge fund, private equity, 
private debt and private real estate fund investing involves other material risks including capital loss and the loss of the entire amount invested. A fund's offering 
documents should be carefully reviewed prior to investing. 

Hedge fund strategies, such as Equity Hedge, Event Driven, Macro and Relative Value, may expose investors to the risks associated with the use of short selling, 
leverage, derivatives and arbitrage methodologies. Short sales involve leverage and theoretically unlimited loss potential since the market price of securities sold 
short may continuously increase. The use of leverage in a portfolio varies by strategy. Leverage can significantly increase return potential but create greater risk of 
loss.  Derivatives generally have implied leverage which can magnify volatility and may entail other risks such as market, interest rate, credit, counterparty and 
management risks.  Arbitrage strategies expose a fund to the risk that the anticipated arbitrage opportunities will not develop as anticipated, resulting in potentially 
reduced returns or losses to the fund. 

Definitions 

Bloomberg Commodity Index is comprised of 22 exchange-traded futures on physical commodities and represents 20 commodities weighted to account for 
economic significance and market liquidity.   

Bloomberg U.S. Aggregate Bond Index is a broad-based measure of the investment grade, US dollar-denominated, fixed-rate taxable bond market.  

HFRI Fund Weighted Composite Index is a global, equal-weighted index of over 2000 single-manager funds that report to HFR Database.  Constituent funds report 
monthly net-of-all-fees performance in U.S. dollars and have a minimum of $50 Million under management or a 12-month track record of active performance. The 
HFRI Fund Weighted Composite Index does not include Funds of Hedge Funds. 

HFRI Equity Hedge (Total) Index maintains positions both long and short in primarily equity and equity derivative securities. A wide variety of investment processes 
can be employed to arrive at an investment decision, including both quantitative and fundamental techniques; strategies can be broadly diversified or narrowly 
focused on specific sectors and can range broadly in terms of levels of net exposure, leverage employed, holding period, concentrations of market capitalizations, and 
valuation ranges of typical portfolios 

HFRI Event-Driven (Total) Index consists of Investment Managers who maintain positions in securities of companies currently or prospectively involved in 
corporate transactions of a wide variety, including but not limited to: mergers, restructurings, financial distress, tender offers, shareholder buybacks, debt 
exchanges, security issuance or other capital structure adjustments. Security types can range from most senior in the capital structure to most junior or 
subordinated, and frequently involve additional derivative securities. ED exposure contains a combination of sensitivities to equity markets, credit markets and 
idiosyncratic, company specific developments. Investment theses are typically predicated on fundamental characteristics (as opposed to quantitative), with the 
realization of the thesis predicated on a specific development exogenous to the existing capital structure. 

HFRI Macro (Total) Index consists of investment managers who trade a broad range of strategies in which the investment process is predicated on movements in 
underlying economic variables and the impact these have on equity, fixed-income, hard currency, and commodity markets. 
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HFRI Relative Value (Total) Index consists of Investment Managers who maintain positions in which the investment thesis is predicated on realization of a 
valuation discrepancy in the relationship between multiple securities Manager employ a variety of fundamental and quantitative techniques to establish investment 
theses, and security types range broadly across equity, fixed income, derivative or other security types. RVA position may be involved in corporate transactions also, 
but as opposed to ED exposures, the investment thesis is predicated on realization of a pricing discrepancy between related securities, as opposed to the outcome of 
the corporate transaction. 

Note:  HFRI Indices have limitations (some of which are typical of other widely used indices). These limitations include survivorship bias (the returns of the indices 
may not be representative of all the hedge funds in the universe because of the tendency of lower performing funds to leave the index); heterogeneity (not all hedge 
funds are alike or comparable to one another, and the index may not accurately reflect the performance of a described style); and limited data (many hedge funds do 
not report to indices, and, therefore, the index may omit funds, the inclusion of which might significantly affect the performance shown. The HFRI Indices are based 
on information self‐reported by hedge fund managers that decide on their own, at any time, whether or not they want to provide, or continue to provide, information 
to HFR Asset Management, L.L.C. Results for funds that go out of business are included in the index until the date that they cease operations. Therefore, these 
indices may not be complete or accurate representations of the hedge fund universe, and may be biased in several ways.  Returns of the underlying hedge funds are 
net of fees and are denominated in USD. 

MSCI USA ESG Focus Index is based on MSCI USA Index, its parent index, which includes large and mid cap stocks across the U.S. equity markets. The Index is 
designed to maximize exposure to positive environmental, social and governance (ESG) factors while exhibiting risk and return characteristics similar to those of the 
MSCI USA Index. The index is constructed by selecting constituents from MSCI USA Index through an optimization process that aims to maximize exposure to ESG 
factors for a target tracking error budget under certain constraints. The index is sector-diversified and targets companies with high ESG ratings in each sector. 
Tobacco and Controversial Weapons companies are not eligible for inclusion.  

MSCI USA Index is designed to measure the performance of the large and mid-cap segments of the US market. With 621 constituents, the index covers 
approximately 85% of the free float-adjusted market capitalization in the US. 

MSCI World Index is a free float-adjusted market capitalization weighted index that is designed to measure the equity market performance of 23 developed market 
countries including the United States.  

Note: MSCI makes no express or implied warranties or representations and shall have no liability whatsoever with respect to any MSCI data contained herein. The 
MSCI data may not be further redistributed or used as a basis for other indices or any securities or financial products. This report is not approved, reviewed, or 
produced by MSCI. 

S&P/LSTA Leveraged Loan Index – Bank loans represented by the S&P Leveraged Loan Index are intended to reflect the largest facilities in the leveraged loan 
market. It mirrors the market-weighted performance of the largest institutional leveraged loans based upon market weightings, spreads and interest payments.  

An index is unmanaged and not available for direct investment.  

General Disclosures 

Global Investment Strategy (GIS) is a division of Wells Fargo Investment Institute, Inc. (WFII). WFII is a registered investment adviser and wholly owned subsidiary of 
Wells Fargo Bank, N.A., a bank affiliate of Wells Fargo & Company. 

The information in this report was prepared by Global Investment Strategy.  Opinions represent GIS’ opinion as of the date of this report and are for general 
information purposes only and are not intended to predict or guarantee the future performance of any individual security, market sector or the markets generally. 
GIS does not undertake to advise you of any change in its opinions or the information contained in this report. Wells Fargo & Company affiliates may issue reports or 
have opinions that are inconsistent with, and reach different conclusions from, this report. 

The information contained herein constitutes general information and is not directed to, designed for, or individually tailored to, any particular investor or potential 
investor.  This report is not intended to be a client-specific suitability or best interest analysis or recommendation, an offer to participate in any investment, or a 
recommendation to buy, hold or sell securities. Do not use this report as the sole basis for investment decisions. Do not select an asset class or investment product 
based on performance alone. Consider all relevant information, including your existing portfolio, investment objectives, risk tolerance, liquidity needs and 
investment time horizon. The material contained herein has been prepared from sources and data we believe to be reliable but we make no guarantee to its accuracy 
or completeness. 

Wells Fargo Advisors is registered with the U.S. Securities and Exchange Commission and the Financial Industry Regulatory Authority, but is not licensed or 
registered with any financial services regulatory authority outside of the U.S.  Non-U.S. residents who maintain U.S.-based financial services account(s) with Wells 
Fargo Advisors may not be afforded certain protections conferred by legislation and regulations in their country of residence in respect of any investments, 
investment transactions or communications made with Wells Fargo Advisors.  

Wells Fargo Advisors is a trade name used by Wells Fargo Clearing Services, LLC and Wells Fargo Advisors Financial Network, LLC, Members SIPC, separate registered 
broker-dealers and non-bank affiliates of Wells Fargo & Company. CAR 0921-02198 
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