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Title graphic: Capital Market Assumptions
Capital market assumptions, or CMAs, provide our expectations for asset-class performance and
risk. CMAs reflect what we believe investors may experience through at least one full market
cycle, including periods when financial markets rise and fall.
Title graphic: Developing our 2021-2022 CMAs
Our CMAs incorporate trends we expect over at least the next 10 years. We utilize a buildingblock approach starting with our long-term expectations for inflation and cash returns.
Graphic: Conceptual view of building-block risk premia
Using the building-block approach, we assume that investors demand compensation for taking
additional risks, including term risk, credit risk, equity risk, and illiquidity.
While we believe inflation will exceed 2% in 2021 and 2022, we expect it to return to a 2%
average for the remainder of the strategic time frame. We anticipate a cash discount to inflation,
similar to the discount over the past 10 years.
Overall, our CMA return assumptions for fixed income are lower this year due to the reduction in
cash return expectations, while returns for other asset groups reflect a positive environment for
risk assets and are similar to last year’s expectations.
Title graphic: Investor implications
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We use CMAs to develop strategic asset allocation recommendations that reflect an investor’s
goals and risk tolerance.
This year, changes to our strategic allocations include reductions in cash and fixed income in
favor of equity, commodities, and alternative investments for qualified investors. We adjusted
some allocations within the equity asset group, although we continue to favor U.S. and emerging
markets over international developed markets, and small caps over large caps.
We believe a well-diversified portfolio will help manage volatility over a strategic time horizon.
Comparing the risk-and-return characteristics of various asset allocations may help investors
choose the portfolio mix that best suits their needs.

Risk considerations
Different investments offer different levels of potential return and market risk. 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. 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. Foreign investing has additional risks including those associated with currency fluctuation, political
and economic instability, and different accounting standards. 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. Bonds are subject to interest rate, credit/default, liquidity, inflation and other risks.
Prices tend to be inversely affected by changes in interest rates. 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.
Alternative investments carry specific investor qualifications which can include high income and net-worth requirements as well as relatively high
investment minimums. They are complex investment vehicles which generally have high costs and substantial risks. The high expenses often associated
with these investments must be offset by trading profits and other income. They tend to be more volatile than other types of investments and present
an increased risk of investment loss. There may also be a lack of transparency as to the underlying assets. Other risks may apply as well, depending on
the specific investment product.
Private equity investments are less transparent than public investments and private equity investors are afforded less regulatory protection than
investors in registered public securities. Private equity funds are sold in private placements and may be offered only to individuals who are both “qualified
purchasers” (as defined in U.S. Investment Company Act of 1940, as amended) and “accredited investors” (as defined in the Securities Act) and for whom
the investment is otherwise appropriate.
General disclosures
The opinions expressed reflect the judgment of the speaker as of the recording date and are subject to change without notice. The material has been
prepared or is distributed solely for information purposes and is not a solicitation or an offer to buy any security or instrument or to participate in any
trading strategy. Past performance is no guarantee of future results. Additional information is available upon request.
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.
Wells Fargo Investment Institute, Inc. is a registered investment adviser and wholly owned subsidiary of Wells Fargo Bank, N.A., a bank affiliate of Wells
Fargo & Company.
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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.
© 2021 Wells Fargo Investment Institute. All rights reserved. CAR-0621-04349
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