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Happy New Year
Key takeaways

Last Week’s S&P 500 Index: +1.4%

• We look for modestly higher interest rates and inflation this year.
• This should be reflective of an improved economy with increasing
demand for goods and services.

Last week we looked ahead to the New Year and discussed our positive outlook for equities. The bottom line is,
from current levels, the S&P 500 offers an approximate 6% upside to the midpoint of our year-end 2021 target
range. Throw in a couple of percent for the index’s dividend yield and it adds up to an attractive return potential in
our opinion. We like equities.
But what about the fixed income and real assets investment classes? Those are the issues we will briefly cover in
this week’s commentary as we believe properly allocated portfolios should contain exposure to both. From a fixed
income view, our projections call for modest increases in interest rates and inflation. However, some investors
become nervous when they hear the word “higher” or “increase” when associated with either interest rates or
inflation, but one needs to consider the context.
At least in the early portions of a recession, interest rates and inflation have typically been lower than they were
during the previous economic expansion and reflect slower growth or contraction and less demand for goods and
services relative to supply (Econ 101). But early in a new economic cycle, post-recession, increases in both interest
rates and inflation (or inflation expectations) are a reflection of anticipated or resulting improvements in economic
activity from increased demand for goods and services. For now, with interest rates still low and the recovery
broadening out, we favor fixed income sectors such as high yield, preferreds and credit. Keep in mind that real
assets like commodities may also benefit from improved demand for goods and higher inflation.
And that is precisely what we view the case to be as this year plays out. A better economy this year will likely help
push interest rates higher. For example, we see the yield on the 10-year Treasury note trading in the 1% to 1.5%
range at year-end, only modestly higher than the current yield. We also see inflation, as measured by the Consumer
Price Index (CPI), rising from approximately 1% last year toward 2% this year. We currently rate commodities as
favorable and expect to continue to see the prices of oil along with raw material inputs such as copper and
aluminum supported by increasing demand as the global economy continues to recover. We also like gold at
current levels and believe this precious metal can trade up into the $2,100 to $2,200 range by year-end. A
modestly lower dollar, low-to-negative real (inflation adjusted) interest rates globally, and central bank money
printing efforts should all help gold.
All in all, modestly higher interest rates, inflation, and commodity prices could bring a smile to the faces of
investors as they would be a reflection of the improving economy that we believe lies ahead as we look out over
the next 12 months. Happy New Year to you and yours.
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Risk Considerations
Forecasts and targets are based on certain assumptions and on views of market and economic conditions which are subject to change.
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. 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. Preferred securities have
special risks associated with investing. Preferred securities are subject to interest rate and credit risks. Preferred securities are generally subordinated to bonds or other debt
instruments in an issuer's capital structure, subjecting them to a greater risk of non-payment than more senior securities. In addition, the issue may be callable which may negatively
impact the return of the security. 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. Investing in gold or other precious
metals involves special risk considerations such as severe price fluctuations and adverse economic and regulatory developments affecting the sector or industry.
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 0121-00368
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