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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. 

 

Key takeaways 
• Inflation creates a “drag” on investment returns by reducing 

value over time.  Central bankers, in their efforts to fight 
inflation, are removing liquidity and increasing interest rates, 
reducing the “thrust” that helped lift asset prices in recent years. 

• We believe alternative investments are uniquely positioned to 
help portfolios regain lost returns, or altitude. 

• We favor Macro and Relative Value strategies as a way to help 
mitigate the drag of higher inflation and interest rates. As we get 
closer to recession, we will shift focus to certain Private Capital 
and Hedge Fund strategies that can potentially benefit from a 
recovery in the economy and asset prices. 

Investment portfolios and aircraft have a lot in common. For a 175,000-
pound Boeing 737 to stay airborne, the lift it produces must be at least 
as much as it weighs. When a plane loses thrust — or increases drag — 
the lift decreases. In a similar vein, central bankers are dialing back 
thrust to reduce inflation, and investment portfolios have been losing 
altitude as a result. After two consecutive quarters of negative fixed 
income and equity returns, investors are growing worried. We believe 
that a selective approach across alternative investments can help 
portfolios during times of weakness in traditional equity and fixed 
income markets. 
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Regaining Altitude with Alternatives 
Can hedge funds and private capital help reduce an 
inflationary drag on portfolios? 
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Table 1. Midyear 2022 alternative investment guidance 

Strategy and sub-strategy Current guidance YTD return 1-year return 3-year return* 

Relative Value Favorable -1.91% -0.98% 3.53% 
     Arbitrage Favorable -0.44% -0.43% 4.79% 
     Long/Short Credit Favorable -5.72% -6.17% 3.11% 
     Structured Credit Neutral 0.43% 2.51% 3.19% 
Macro Favorable 8.61% 7.98% 7.63% 
     Systematic Favorable 15.04% 13.65% 8.23% 
     Discretionary Favorable -1.89% -7.30% 5.24% 
Event Driven Unfavorable -7.65% -7.08% 4.86% 
     Activist Unfavorable -19.36% -18.12% 3.12% 
     Distressed Credit Unfavorable -2.48% -1.61% 7.25% 
     Merger Arbitrage Favorable -1.59% 0.47% 5.74% 
Equity Hedge Neutral -11.97% -12.20% 6.34% 
     Directional Neutral -16.76% -16.65% 7.80% 
     Equity Market Neutral Neutral 0.17% 2.05% 2.57% 
Private Equity Neutral -1.29% 22.09% 23.92% 
     Large Cap Buyout Neutral -0.37% 23.04% 21.41% 
     Small- and Mid-Cap Buyout Favorable 

   

     Growth Equity Favorable -2.68% 7.81% 19.49% 
     Venture Capital Favorable -2.80% 21.81% 30.32% 
     Secondaries Neutral 

   

Private Debt Neutral 0.51% 12.02% 12.70% 
     Direct Lending Neutral 0.50% 9.62% 12.08% 
     Distressed / Special Situations Neutral 0.87% 14.76% 12.92% 
Private Real Estate Neutral 2.28% 22.79% 13.63% 
     Core & Core Plus Neutral 1.96% 22.04% 13.19% 
     Value-Add Neutral 3.33% 26.10% 14.92% 
     Opportunistic Neutral 2.08% 21.65% 13.03% 

    

   

S&P 500 Index  -18.27% -9.48% 10.62% 

Russell 2000 Index 
 

-21.78% -18.08% 5.30% 

MSCI World Index 
 

-19.53% -13.37% 7.52% 

Bloomberg U.S. Aggregate Bond  Index  
 

-9.80% -10.35% -0.75% 

Bloomberg U.S. Corporate High Yield Bond Index 
 

-12.66% -11.48% 0.78% 

Bloomberg Commodity Index 
 

14.91% 24.66% 14.71% 

Sources: Hedge fund returns are based on HFR Indices and come from Bloomberg as of June 2022. Returns greater than 1 year are annualized. Private Capital IRRs (internal rate of 
return) are provided by Burgiss and are through March 2022. They reflect all vintages available at the time of calculation. Public market returns are as of July 12, 2022. YTD=year-to-date. 
The indices reflect the historical performance of the represented assets.  An index is unmanaged and not available for direct investment. Past performance is no guarantee of future 
results. All investing involves risk including the possible loss of principal.   Please see page 16 for a description of the risks associated with each asset class.
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Reducing drag with hedge funds  

As shown in Chart 1, until recently, and save for a few 
brief periods in 2016 —the rolling two-year returns of 
hedge funds have lagged the returns of traditional 

benchmarks looking back to January 1992. Even the 
2020 recession, which came and went with 
unprecedented speed, saw hedge funds trail. As the 
chart shows, that trend appears to be changing. 

Chart 1. After over a decade, hedge funds have finally outperformed 

 
Sources: HFR, Bloomberg, Wells Fargo Investment Institute.  Data as of June 2022. This chart shows the historical performance trends between active and passive investing.  The line is 
calculated by taking the rolling two-year return of the HFRI Fund Weighted Index minus the rolling two-year return of the MSCI World Index and the Bloomberg Global-Aggregate Total 
Return Index, weighted at 60% and 40% respectively. Performance does not represent actual trading and the results achieved do not represent the experience of any individual investor. 
The indices reflect the historical performance of the represented assets.  An index is unmanaged and not available for direct investment. Past performance is no guarantee of future 
results. All investing involves risk including the possible loss of principal.   Please see page 16 for a description of the risks associated with each asset class.  

Through midyear 2022, the nominal rolling two-year 
return of a hypothetical passive global portfolio with a 
60% – 40% split between equities and bonds was up 
less than 4%.  The average hedge fund, on the other 
hand, has a rolling two-year return of over 20% (for 
calculation see below chart). Due to elevated inflation, 
the Federal Reserve (Fed) is likely unable to provide 

the liquidity needed to maintain “altitude”. The long-
term negative correlation between equities and fixed 
income has broken down as a result, with many 
investors experiencing losses in both. As shown in 
Chart 2, the lower left quadrant is not where investors 
want to be. 
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Chart 2. Double whammy! 

 
Sources: Bloomberg, Wells Fargo Investment Institute.  Data as of July 11, 2022. An index is unmanaged and not available for direct investment. Past performance is no guarantee of 
future results. Each dot represents the annual return of the MSCI AC World Index as well as the annual return of the Bloomberg Global Aggregate Total Return Index.   

Even considering the many geopolitical and 
socioeconomic risks that define our time, the single 
most important drag on investment expectations 
remains inflation. There are primary and secondary 
implications across nearly every asset from equities to 
credit, currencies and interest rates, and of course 
commodities. It could be months, quarters, or years, 

before inflation is sufficiently under control that the 
Fed can again reduce interest rates and inject the 
thrust needed for portfolios to regain altitude. As seen 
in Chart 3, over the past six inflationary periods, hedge 
funds on average significantly outperformed fixed 
income and performed in line with equities. 

Chart 3. Hedge funds have done well in past inflationary cycles 

 
Sources: Bloomberg, Wells Fargo Investment Institute.  Data through June 30, 2022. The indices used to represent hedge funds are the HFRI Relative Value (Total) Index, the HFRI Macro 
(Total) Index, the HFRI Event Driven (Total) Index and the HFRI Equity Hedge (Total) Index.  U.S. equities are represented by the S&P 500 Total Return Index.  US Fixed Income is 
represented by the Bloomberg US Aggregate Total Return Index.  Commodities are represented by the Bloomberg Commodity Index.  An index is not managed and not available for direct 
investment. Past performance is not a guarantee of future results. See page 15-16 for index definitions.
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Our strategy beginning last year was to position hedge 
funds as a means to diversify equity risk, and 
secondarily as a source of floating-rate yield. We 
favored hedge funds as a potential buffer if equity 
markets faced challenges, while also providing income 
with little interest-rate risk, or duration. Essentially, 
we wanted strategies that historically have performed 
well in periods of higher volatility, higher inflation, and 
higher interest-rate risk. For hedge funds, we believe 
that boils down to two of our core strategies: Macro 
and Relative Value. 

Fortunately, in 2022, we have seen some of the best 
returns for Macro strategies in decades, and Relative 
Value has materially outperformed traditional fixed 
income (Table 1). At this late stage in the cycle, we look 
for hedge funds to provide diversification and potential 
for positive returns that do not depend on strong 
economic growth or even supportive equity markets. 
Historically, hedge funds as measured by the HFRI 
Fund Weighted Composite Index have provided this 
benefit to portfolios, either in the 12 months prior to a 
recession (as shown in Chart 4), or during a recession 
(as shown in Chart 5). 

Chart 4 and 5. Maintaining altitude (performance) before….and during recessions 

 

 
Sources: Bloomberg, Wells Fargo Investment Institute.  Data as of June 2022. The bar charts show the performance of hedge funds, fixed income, equities, and real assets indexes for the 
twelve months prior to an NBER defined recession, as well as the performance during the NBER defined recession. Hedge funds are represented by the HFRI Fund Weighted Composite 
Index. Fixed Income is represented by the average returns of the Bloomberg U.S. Corporate High Yield Index, Bloomberg Global Aggregate Bond Index, JP Morgan EMBI Global Total 
Return Index, and Bloomberg U.S. Corporate Total Return Index. Equities are represented by the average returns of the Russell 2000 Index, MSCI World ex-USA Net Total Return Index, 
S&P 500 Index, S&P 400 Index, and MSCI Emerging Market Index. Real Assets are represented by the average returns of the S&P Global REIT USD Total Return Index, the Bloomberg 
Commodity Index, and the S&P Global Infrastructure Total Return Index. An index is unmanaged and not available for direct investment. Past performance is no guarantee of future 
results. . See page 15-16 for index definitions. 
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Alternative ways to potentially increase 
thrust…now 

While in the current environment we prefer hedge 
fund strategies that offer diversification, we also 
recognize that stress is building in the public credit 
markets. This stress, along with our expectation for a 
decline in private market valuations, should provide 
opportunities for more directional, risk-on strategies. 
Here is where we envision certain alternative 
investments may potentially provide near-term thrust 
to help recover performance. 

For example, as shown in Chart 6, the percentage of 
busted convertible bonds – defined as those trading 

below $80 — has increased dramatically this year, 
which has often been a canary in the coalmine for a 
broader distressed credit cycle. Because much of the 
convertible bond issuance in prior years came from 
high-growth technology companies that have seen 
valuation multiples plummet, these bonds effectively 
trade at prices similar to those of distressed debt. 
Isolating securities that are trading at deep discounts, 
but having the flexibility to hold these securities until 
the credit and economic cycles recover, is a critical 
way for hedge funds to potentially increase thrust for 
clients. Busted convertible bonds are an attractive 
long-term opportunity now, in our view, but we 
anticipate more to develop in the coming months and 
quarters. 

Chart 6. Convertible bonds are “busted” 

 
Sources: BofA Global Research, ICE Data Indices, LLC, Wells Fargo Investment Institute.  Data as of May 30, 2022. EMEA = Europe, the Middle East and Africa.    APAC = Asia-Pacific 

We are also paying careful attention to credit spreads, 
distress ratios, and default rates, all of which can 
indicate the depth and breadth of a potential credit 
cycle. As shown in Chart 7, yields across investment 
grade, high yield, and leveraged loans have risen 
meaningfully year-to-date and are approaching levels 

that indicate significant stress. Default rate projections 
remain muted for now, but we suspect they will move 
higher as we get closer to recession. Should this occur, 
we would look to distressed and special situations 
strategies to help investors augment returns as the 
economy recovers.
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Chart 7. Another credit cycle brewing, but it is too early to gauge depth and breadth 

 
Sources: Bloomberg, Wells Fargo Investment Institute. Data as of July 11, 2022.  An index is not managed and not available for direct investment. Past performance is no 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. Yield to worst is a 
measure of the lowest possible yield that can be received on a bond that fully operates within the terms of its contract without defaulting.  See page 15-16 for index definitions.

Regaining altitude with Private Capital and 
2023 vintage year acceleration 

We would broadly classify the current environment for 
Private Capital investing as balanced, which in our 
view warrants “neutral” guidance. Over the coming 
quarters, we anticipate a material markdown in Private 
Capital portfolios to reflect public market valuations. 
Stress could build in this environment, especially if the 
economy, inflation, or liquidity significantly 
deteriorate. Purchase valuations have certainly 
become more interesting for small- and mid-cap 
buyout, as well as venture capital and growth equity, 
Private Equity sub-strategies where we maintain a 
favorable view. But upon taking into consideration 
rising interest rates, persistent inflation, slowing 
economic growth, and the war in Ukraine, we felt it 
was appropriate to lower our guidance on Private Debt: 
Direct Lending, Private Real Estate: Value Add, and 
Private Real Estate: Opportunistic from favorable to 
neutral in anticipation of better entry points. 

We have always positioned Private Capital as a way to 
potentially increase long-term returns. Given the 
nature of drawdown funds1, which normally take 
between two and five years to invest capital, it is 
nearly impossible to time allocations with a credit or 

economic cycle. That is why we prefer a Private 
Capital strategy that methodically invests across each 
of the core Private Capital strategies annually, thus 
ensuring vintage2 year diversification. 

That said, we also recognize that during significant 
inflection points – such as the current one driven by 
above-trend inflation and a subsequent move in 
interest rates – risks and opportunities for Private 
Capital investors are elevated. A key risk is that 
navigating today’s complex economic environment 
requires manager experience. Considering the 
proliferation of “emerging” private capital firms over 
the last seven years – many of which are still seeking 
to deploy capital in their first funds – we think it is 
critical for investors to focus on managers that have 
experience investing through multiple cycles. 
However, we also recognize that major inflection 
points provide opportunities for investors to capitalize 
on dislocations or cheaper valuations. Vintage year 
acceleration offers a potential way for investors to add 
thrust by over-allocating to Private Capital funds that 
are fortunate to be investing during or immediately 
after recessions or periods of dislocation. While 
opportunities are presenting themselves in 2022, we 
are growing increasingly optimistic that 2023 may 
present the opportunity for vintage year acceleration. 

                                                                    
1. When clients invest in Private Capital fund, they commit a certain dollar amount, which is then called and invested periodically by the fund manager.  This is called a drawdown, as the 
capital is “drawn” over a period of years. 
2. The vintage represents the year that the private capital fund began to make investments. 
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Chart 8. Private Capital fund count by manager experience 

 
Sources: Pitchbook, Wells Fargo Investment Institute. Data as of March 31, 2022.  Emerging firms are defined by Pitchbook as managers who have launched three or fewer funds.

Private Debt: Rising Risks and Returns 

Of the three Private Capital strategies, we believe that 
Private Debt offers the greatest opportunity, but also 
the greatest risks. Entering 2022, we held a favorable 
view for the Private Debt: Direct Lending strategy, as 
we believed opportunities existed to lend to small- and 
middle-market companies that were either unable or 
unwilling to tap into traditional lending channels. We 
felt that the return differential between direct lending 
and the broadly syndicated loan market was attractive 
and that potential returns more than offset the risks. 

As seen below in Chart 9, last year Direct Lending 
returns outperformed Leveraged Loans by 760 basis 
points (bps, a basis point is 1/100 of a percent), which 
highlighted the attractive illiquidity premium that 
Direct Lending often provides. However, we also 
noticed gradually deteriorating underwriting standards 
amid heightened competition to deploy capital that 
coincided with a reduction in the excess spread, or 
illiquidity premium, historically provided to investors. 
In other words, we grew concerned that investors were 
not being compensated for the risks they were taking. 

Chart 9. Direct Lending vs Leveraged Loans 

 
Sources: Cliffwater, Bloomberg, Wells Fargo Investment Institute. Data as of March 31, 2021. An index is not managed and not available for direct investment. Past performance is not a 
guarantee of future results. See page 15-16 for index definitions.   
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Given the concerns around persistently high inflation 
and lower economic growth, we think the risks and 
rewards are balanced, warranting a downgrade to 
neutral for Direct Lending. We anticipate significant 
demand from Private Equity sponsors for loans to 
keep portfolio companies afloat through the recession, 
or simply to weather higher inflation and lower 
economic growth. We want to see how covenant 
packages and spreads react to the more challenging 
environment, and importantly, how portfolio 

managers deploy the large amount of capital raised 
over the last few years. As shown in Chart 10, Direct 
Lending funds represented on average 20% of private 
debt capital raised from 2007 through 2018, but that 
average increased to 41% from 2018 through 2021. 
Moreover, in its 10th annual Private Credit Insights 
Report, Proskauer Rose LLP noted that in 2021, 76% 
of the private credit deals the firm worked on had 
spreads of less than 700 basis points, compared with 
17% in 2015.3 

Chart 10. Private debt capital raised for direct lending has grown in recent years 

 
Sources: Pitchbook, Wells Fargo Investment Institute. * Data as of March 31, 2022.  Please see definitions at the end of this report.

                                                                    
3. https://www.proskauer.com/release/proskauer-releases-10th-annual-private-credit-insights-report 
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So far, private credit defaults have remained muted, 
with the Proskauer Private Credit Default Index ending 
first quarter (Q1) 2022 at 1.12%, only slightly higher 
than the 1.04% level at the end of 2021.4 We 
anticipate that defaults in both public and private 
credit markets have bottomed and should increase 
from cycle lows as we get closer to recession. We 
believe stress should in turn lead to wider spreads and 

more attractive forward-looking returns for investors. 
Distressed and/or mezzanine debt potentially could 
augment returns once the credit cycle bottoms. As 
shown in Chart 11, between December 2007 and 
March 2022 mezzanine debt — that has imbedded 
equity instruments attached — outperformed public 
high yield. 

Chart 11. Private Credit “thrust” with mezzanine debt 

 
Sources: Burgiss, Bloomberg, Wells Fargo Investment Institute. Data as of March 31, 2022. An index is not managed and not available for direct investment. Past performance is not a 
guarantee of future results. . See page 15-16 for index definitions. 

Private Real Estate: Stuck between inflation 
hedge and slowing economic growth 

We recognize increased challenges and risks for the 
Private Real Estate strategy heading into the second 
half of 2022, due to U.S. and eurozone recession risks 
around rising interest rates and elevated inflation. As a 
result, we are reiterating our neutral outlook for the 
Core/Core+ strategy but downgrading our favorable 
view on the Value-Add and Opportunistic strategies to 
neutral. 

While the outlook for core commercial real estate 
varies by sector, we are cognizant that risks have 
increased and shifted to the downside. We believe that 

                                                                    
4. https://www.proskauer.com/release/proskauer-releases-2022-q1-private-credit-default-index 

the Industrial and Multi-Family sectors are positioned 
for upside returns but that the Retail and Office spaces 
will need to adapt to post-pandemic trends that 
emphasize more working from home. Even if a 
recession develops, as we expect, disrupted supply 
chains and rising labor expenses are adding to the 
costs of construction and supplies. Out of this, we are 
seeing a fundamental reassessment of the Value Add 
and Opportunistic strategies, most notably in the U.S. 
In this near-term environment, we believe tempering 
our outlook for Value-Add and Opportunistic 
strategies is prudent and acknowledges the 
uncertainty of the economy entering the second half 
of 2022. 

0

50

100

150

200

250

300

350

400

In
de

x 
re

tu
rn

s 
(r

eb
as

ed
 to

 1
00

 a
s 

of
 D

ec
em

be
r 2

00
7)

Bloomberg U.S. Corporate High Yield Total Return Index Private Debt Private Debt - Mezzanine



In Depth |  Regaining Altitude with Alternatives  | July 28, 2022 

© 2022 Wells Fargo Investment Institute. All rights reserved. Page 11 of 16 

Private Equity: We favor Venture Capital and 
Growth Equity 

With the significant re-pricing of growth and 
technology related companies, we think Private Equity 
is in the early phases of recalibrating its investment 
approach to a new macro regime. Many of the long-
term technological trends should remain in place, but 
we believe valuations far exceeded rational growth and 
revenue projections, and as a result, we anticipate a 
period of lower-than-average internal rates of return 
and multiples for Private Equity funds. This re-pricing 
may be particularly acute within Venture Capital and 

Growth Equity, which are historically the most volatile 
sub-strategies. As shown in Chart 12, we have seen a 
material disconnect between the performance of 
companies that went public recently (represented by 
the Renaissance IPO Index) and the Nasdaq Composite 
Index. While this differential has been a painful 
adjustment for investors, we believe it also offers an 
attractive entry point for new capital. This is why we 
are maintaining a favorable view on Venture Capital 
and Growth Equity — we think both strategies offer 
much more attractive entry points than they have in 
recent memory. 

Chart 12. Initial public offering (IPO) performance has been challenging, but we sense an opportunity is 
emerging 

 
Sources: Bloomberg, Wells Fargo Investment Institute. Data as of July 11, 2022. An index is not managed and not available for direct investment. Past performance is not a guarantee of 
future results.  See page 15-16 for index definitions. 

We maintain our neutral cyclical guidance on the 
Private Equity sub strategies of large cap buyout and 
secondaries. With the recent deteriorating economic 
picture, prices have fallen sharply, and we expect that 
to continue to widen into the second half of 2022. We 
are more constructive on small- and mid-cap buyout 
strategies, as well as those focused on Growth Equity 
and Venture Capital. The lower end of the market has 
been disproportionately impacted by the economic 
disruption, and buyout funds pursuing deals in the 
lower middle market are better positioned to deploy 

capital at more attractive valuations and potentially 
outperform their Private Equity peers focused on the 
large and mega cap markets. With respect to Growth 
Equity, as public market valuations for companies 
recalibrate to reflect current challenges, we favor 
gaining exposure to these earlier stage businesses via 
sector-focused Growth Equity strategies. 

Within Venture, we continue to favor vehicles that 
have the ability to pivot among direct investments, 
secondaries, and primary fund commitments to 
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provide returns while mitigating some of the risks 
associated with traditional Venture such as access and 
high loss ratios. Venture Capital has benefited from the 
speed of technological innovation and adoption. This 
has resulted in robust fundraising that reached $94.1 
billion across 324 funds in Q1 2022. At the current 
pace, capital raised at year-end 2022 could surpass the 
record total from 2021. We anticipate venture 
presents opportunities at the “early” phase, when there 
is an as-yet-unproven product or business model with 
no net revenue but which may offer investors upside 
potential. 

Dial up Alternatives to potentially reduce drag 
and increase thrust 

This is a challenging time for many investors and, 
understandably, fear is rising. The portfolio turbulence 
feels discomforting for those of us who became 
accustomed to recent history of successive annual 
gains broadly in equity and many fixed income 
markets. We believe that alternative investments — 
including hedge funds and private capital — reduce the 
drag of higher inflation on portfolio returns, and are 
uniquely positioned to help investment portfolio 
performance. 

 

 



In Depth |  Regaining Altitude with Alternatives  | July 28, 2022 
 

© 2022 Wells Fargo Investment Institute. All rights reserved. Page 13 of 16 

Justin Lenarcic 
Lead Wealth Investment Solutions Analyst 

In his current role, Mr. Lenarcic researches alternative strategies, 
including developing strategy convictions, sourcing, constructing 
recommended portfolios, and publishing alternative investment 
commentary. Prior to joining Wells Fargo in 2007, Justin worked as a 
quantitative equity analyst. He has more than 18 years of experience 
in financial services. 

Justin earned a B.A. in history from the University of North Carolina at 
Chapel Hill. He is a Chartered Alternative Investment Analyst (CAIA℠) 
designee and is located in Charlotte, North Carolina.  

James Sweetman 

Senior Global Alternative Investment Strategist  

Mr. Sweetman formulates and leads strategy and asset allocation 
guidance for alternative investments, including hedge funds, private 
equity, private debt and private real assets. His responsibilities include 
the development and management of investment guidance around 
alternative strategies and collaborating and partnering with other 
teams in Wells Fargo Investment Institute to support Wells Fargo 
Wealth and Investment Management.   

Prior to joining Wells Fargo in January 2006, he worked with Bank of 
New York’s BNY Alternative Investment Services group and 
Prudential Financial in a variety of investment research, relationship 
management, and strategy roles. He has more than 29 years of 
experience in financial services, beginning his professional career in 
July 1992. 

Mr. Sweetman earned a Bachelor of Business Administration from 
Baruch College, The City University of New York. He is located in 
Charlotte, North Carolina. 
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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.  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. 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. 

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 suitable 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 

Activist: includes managers who may obtain or attempt to obtain representation of the company's board of directors in an effort to impact the firm's policies or strategic direction and in 
some cases may advocate activities such as division or asset sales, partial or complete corporate divestiture, dividend or share buybacks, and changes in management. 

Arbitrage: Multi-strategies employ an investment thesis predicated on realization of a spread between related yield instruments in which one or multiple components of the spread 
contains a fixed income, derivative, equity, real estate, MLP, or combination of these or other instruments. 

Bridge financing is a form of temporary financing intended to cover a company’s short-term costs. 

Core & Core Plus: investments in stable, income-generating properties that require little to no capital expenditure for renovations and/or the solving of various operational, 
management, or capital constraint issues.  Occupancy rates are expected to be very high.  Return is expected to be driven primarily by rental income. 

Credit special situations is investing in an unusual event related to a stock or other asset that is seen by investors as a buying opportunity. 

Direct Lending: debt investments that have first repayment priority over any other debt within the capital structure of a mature/stable entity.  Securities are generally senior term loans 
and may contain credit revolvers, unitranche securities (so long as they are “first out”/ have first repayment priority), and other debt securities broadly described as being senior in the 
absence of any other information.  Any instrument which is not “first out” would not be considered senior. 

Directional: includes manager that maintain 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. 

Discretionary: includes strategies that are primarily reliant on the evaluation of market data, relationships and influences, as interpreted by an individual or group of individuals who 
make decisions on portfolio positions; strategies employ an investment process most heavily influenced by top down analysis of macroeconomic variables. 

Distressed Credit: includes strategies which employ an investment process focused on corporate fixed income instruments, primarily on corporate credit instruments of companies 
trading at significant discounts to their value at issuance or obliged (par value) at maturity as a result of either formal bankruptcy proceeding or financial market perception of near term 
proceedings 

Distressed / Special Situations: debt investments into companies / tangible assets under stress or distress, resulting in a substantial discount to the securities’ par value. 

Equity Hedge: includes managers who maintain positions both long and short in primarily equity and equity derivative securities. 

Event Driven: includes managers who maintain positions in 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. 

Equity Market Neutral: includes strategies that employ sophisticated quantitative techniques of analyzing price data to ascertain information about future price movement and 
relationships between securities, select securities for purchase and sale. 

Growth Equity: equity investments in companies that are early in their development / lifecycle and are generating growing revenues and/or expected to become profitable in the near-
term future.  Wide range of returns can be expected. 

Infrastructure debt is the fixed income component of infrastructure assets. 

Large Cap Buyout: equity investments in mature companies that result in a change of control.  These are typically larger transactions that use leverage.  Relatively narrower range of 
returns can be expected. 
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Long/Short Credit: includes strategies in which the investment thesis is predicated on realization of a spread between related instruments in which one or multiple components of the 
spread is a corporate fixed income instrument. 

Macro: includes 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. 

Merger Arbitrage: includes strategies which employ an investment process primarily focused on opportunities in equity and equity related instruments of companies which are currently 
engaged in a corporate transaction. 

Mezzanine debt is a hybrid of debt and equity financing that gives the lender the right to convert the debt to an equity interest in the company. 

Opportunistic: investments in land or properties that are in need of major development or redevelopment, or are located in less developed or depressed markets.  Significant leverage 
may be used.  Return is expected to be driven by appreciation. 

Private capital definitions: The Burgiss Private Capital Classification System is the set of taxonomies used to classify private capital across all levels of investing, including funds, their 
underlying holdings, and direct investments. 

Private Debt: debt investments comprised of loans, bonds, credit derivatives and other related securities of companies, government entities, or tangible assets. 

Private Equity: equity investments in privately held companies or companies expected to become private because of a transaction. 

Private Real Estate: investments in properties or land to be zoned for properties. 

Real estate debt is a debt instrument that the borrower is obliged to pay back with a predetermined set of payments. The debt instrument is secured by a specified real estate property 
as collateral. 

Relative Value: includes investment managers who maintain positions in which the investment thesis is predicated on realization of a valuation discrepancy in the relationship between 
multiple securities. 

Secondaries: a fund of funds that invests in the secondary market by purchasing existing interests in mature funds. 

Small- and Mid-Cap Buyout: equity investments in less mature companies that normally do not result in a change of control.  These are typically smaller transactions that may or may 
not use leverage.  Relatively wider range of returns can be expected. 

Structured Credit: includes strategies in which the investment thesis is predicated on realization of a spread between related instruments in which one or multiple components of the 
spread is a fixed income instrument backed physical collateral or other financial obligations (loans, credit cards) other than those of a specific corporation. 

Systematic: includes strategies that have investment processes typically as function of mathematical, algorithmic and technical models, with little or no influence of individuals over the 
portfolio positioning. 

Value-Add: investments in properties that require moderate to significant capital expenditures for renovations and / or the solving of various operational, management, or capital 
constraint issues.  Occupancy rates are expected to be moderate to high.  Return is expected to be driven primarily by appreciation. 

Venture Capital: equity investments in small to medium private companies that are early in their development / lifecycle and in need of capital to grow their business.  Wide range of 
returns can be expected. 

Venture debt is a type of debt financing provided to venture-backed companies by specialized banks or non-bank lenders to fund working capital or capital expenses. 

 
Index 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 Global Aggregate Bond Index provides a broad-based measure of the global investment grade fixed-rate debt markets. It is comprised of the U.S. Aggregate, Pan-European 
Aggregate, and the Asian-Pacific Aggregate Indexes. It also includes a wide range of standard and customized subindices by liquidity constraint, sector, quality and maturity. 

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

Bloomberg U.S. Corporate High Yield Index covers the universe of fixed-rate, noninvestment-grade debt.  

Bloomberg U.S. Corporate Total Return Index measures the investment grade, fixed-rate, taxable corporate bond market.  It includes USD denominated securities publicly issued by US 
and non-US industrial, utility, and financial issuers. 

Cliffwater Direct Lending Index seeks to measure the unlevered, gross of fee performance of US middle market corporate loans, as represented by the asset-weighted performance of 
the underlying assets of Business Development Companies that satisfy certain eligibility criteria.  The CDLI Total Return Index includes three components: income return, realized 
gain/loss, and unrealized gain/loss. 

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.  

JP Morgan EMBI Global Total Return Index tracks total returns for traded external debt instruments in the emerging markets.  The index includes U.S. dollar-denominated Brady bonds, 
loans, and Eurobonds with an outstanding face value of at least $500 million. 
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MSCI Emerging Markets Index is a free float-adjusted market capitalization index that is designed to measure equity market performance of emerging markets.   

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.  

MSCI World ex-USA Net Total Return Index is a free-float weighted equity index.  It was developed with a base value of 100 as of December 31, 1969. 

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. 

NASDAQ Composite Index measures the market value of all domestic and foreign common stocks, representing a wide array of more than 5,000 companies, listed on the NASDAQ Stock 
Market. 

Renaissance IPO Index is a diversified portfolio of US-listed newly public companies that provides exposure to securities under-represented in broad benchmark indices,  IPOs that pass 
a formulated screening process are weighted by float, capped at 10% and removed after two years. 

Russell 2000® Index measures the performance of the 2,000 smallest companies in the Russell 3000® Index, which represents approximately 8% of the total market capitalization of the 
Russell 3000 Index. The Russell 3000® Index measures the performance of the 3,000 largest U.S. companies based on total market capitalization, which represents approximately 98% of 
the investable U.S. equity market. 

S&P MidCap 400 Index is a capitalization-weighted index measuring the performance of the mid-range sector of the U.S. stock market, and represents approximately 7% of the total 
market value of U.S. equities.  

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 Global Infrastructure Index provides liquid and tradable exposure to 75 companies from around the world that represent the listed infrastructure universe.  To create diversified 
exposure, the index includes three distinct infrastructure clusters: utilities, transportation and energy. 

S&P Global REIT USD Total Return Index serves as a comprehensive benchmark of publicly traded equity REITs listed in both developed and emerging markets. 

S&P/LSTA Leveraged Loan Total Return Index is a market value-weighted index designed to measure the performance of the U.S. leveraged loan market 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-0722-02390 




