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Key takeaways 
• Uncertainty is an inherent part of investing. An investor’s key to success 

largely depends on how they respond to it. 

• We recommend four steps for investors to prepare for what could be ahead. 

‒ Start with a plan, which involves defining goals and determining a strategic 
asset allocation to help achieve them. 

‒ Construct a portfolio based on the chosen allocation strategy. 

‒ Globalize the portfolio with appropriate levels of international investments 
in addition to U.S. investments. 

‒ Maintain alignment to the plan to help ensure that the portfolio adheres to 
the target allocation despite market movements and the passage of time. 
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Dealing with the 
certainty of uncertainty 
Investors have myriad questions weighing on their minds these days, ranging 
from geopolitical risks at home and abroad to trade and tariff uncertainties 
to concerns over economic growth and inflation. While these are important 
questions, and the answers could have great bearing on the direction of 
financial markets, what many investors may really want to know is how each 
of these concerns will impact their individual financial circumstances today 
and tomorrow. 

For some investors, it may seem today’s markets are more complex and 
daunting than those of the past, and in some ways that may be true. However, 
investors invariably have to deal with an element of uncertainty. Although 
the questions and concerns may change over time, the inherent nature of 
uncertainty in investing is why we encourage investors to focus on the basics. 
We believe the greatest risk is not just a market downturn but the risk of not 
meeting their financial goals. 

We have identified four steps we believe will help investors meet their 
financial goals. In this report, we describe each of these steps. 

We believe the 
greatest risk investors 
face is not just a 
market downturn 
but the risk of 
not meeting their 
financial goals. 

1 
Start with a plan 

2 
Construct a 

portfolio 

3 
Globalize the 

portfolio 

4 
Maintain alignment 

to the plan 
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1. Start with a plan 
Each investor is unique. Just as one chooses their lifestyle according to personal preferences and circumstances, an investor 
should work with an advisor to develop an investment plan that is compatible with their individual financial needs. We 
believe the plan should be durable enough for the long term, yet stable enough to dissuade investors from abandoning it 
out of fear when times get tough. And while the plan should be flexible to accommodate major life changes, it should stay 
focused on the investor’s goals. 

Determine financial goals 

In developing a plan, an investor begins by identifying their financial goals. Each of these goals should be matched to a time 
when they will need the funds to accomplish the goal. Some will be near-term goals, like establishing a “rainy day fund” to 
help cover day-to-day bills should they experience an interruption in income. Others may be intermediate-term goals, such 
as paying for a child’s college tuition or buying a new or vacation home. Still others may be longer-term goals, like helping 
finance retirement or perhaps making a bequest for future generations or charitable organizations. 

Build a rainy day fund for unexpected expenses 

Starting with shorter-term goals means identifying how much liquidity, or readily accessible funds, an investor may need to 
cover day-to-day expenses should they experience an interruption in regular income or a significant unexpected expense. 
Carving out a cash fund to meet household expenditures can help investors prepare for rainy days by providing a cushion to 
pay these expenses for a period of time. Building sufficient cash reserves should allow investors to avoid selling investments 
that have fallen in value before they have a chance to recover. 

We believe investors should set aside an amount of cash necessary to remain committed to their long-term investment 
plan. Some investors might consider one or two years’ worth of living expenses as a reasonable amount. For others, six 
to nine months’ worth of living expenses may be sufficient. Like the investment plan, the appropriate level of reserves is 
unique for each investor. 
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Select investments appropriate for the goal 

With cash reserves set aside for emergencies, an investor can focus on 
intermediate- and longer-term goals. Keeping in mind the goals their investment 
plan is targeted to accomplish can help them decide which types of assets are 
appropriate for funding each of their goals. For example, if one is saving for 
college tuition for a newborn child, then stocks may be an appropriate choice. 
If stock prices should plunge in value, many years remain for the market to 
potentially recover before the child will need the funds. And by investing in 
stocks regularly over time, an investor could be purchasing more shares at lower 
prices. On the other hand, savings for a home down payment in two years may 
be better left in cash or short-term fixed income. 

Prepare for changing circumstances 

An important consideration when choosing an appropriate mix of assets is 
risk tolerance. Understanding tolerance for risk is essential to sticking to an 
investment plan. Asking how easily an investor panics when market volatility 
surges and the value of their portfolio fluctuates significantly is one way to 
determine risk tolerance. Determining how comfortable they are to look beyond 
short-term market dips and ride out the bad times without abandoning their 
long-term strategy can also assist in determining risk tolerance. 

We believe investors 
should set aside 
an amount of 
cash necessary to 
remain committed 
to their longer-term 
investment plan. 
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Keep emotions in check 

Human emotions, especially fear and greed, play an important role in investor 
behavior. Unfortunately, these emotions often do not lead to prudent 
investment decision making and often tempt investors to attempt to time the 
markets. Timing the market, or picking and choosing which days to be invested, 
can be costly because it requires the precision to be correct about each entry and 
exit point. Missing just a handful of the best days over longer time periods can 
drastically reduce the average annual return an investor could gain by simply 
holding on to their equity investments during market sell-offs. Additionally, 
our analysis shows that the best days in the S&P 500 Index tend to cluster in 
the midst of a bear market or recession, when the market is at its most volatile. 
History suggests that disentangling the best and worst days can be quite difficult 
because they have often occurred in a very tight time frame, sometimes even on 
consecutive trading days. 

The past two recessions provided examples of this phenomenon at its most 
extreme — following the 2007 – 2008 Global Financial Crisis (GFC) and the 
COVID-19 pandemic, with many of the 30 best and worst days occurring 
during these two recessions. In fact, three of the 30 best days and five of the 
30 worst days occurred during the eight trading days between March 9 and 
March 18, 2020. 

Attempting to time the market has proven costly 

Timing the market is made more complicated by the proximity of the best and worst days. 
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Sources: Bloomberg and Wells Fargo Investment Institute. Daily data: May 1, 1996 – April 30, 2026, for the S&P 500 Index. Best and worst days are calculated using daily returns. For illustrative 
purposes only. A price index is not a total return index and does not include the reinvestment of dividends. There are difficulties assessing index performance during certain correction periods, in 
part, because index results do not represent actual trading and cannot completely account for the impact financial risk has on actual trading. The S&P 500 Index is a market-capitalization-weighted 
index composed of 500 stocks generally considered representative of the U.S. stock market. The performance shown is not indicative of any particular investment. This illustration is hypothetical and 
for informational purposes only. It does not reflect actual investor outcomes, which can vary significantly based on timing, allocations, and individual circumstances. An index is unmanaged and not 
available for direct investment. See end of report for the list of the 30 best and worst days. Past performance is not a guarantee of future results. 
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The times when it is hardest to invest may present opportunities 

Historically, difficult periods have presented opportunities to invest in stocks. 

Performance of the S&P 500 Index, January 1965 – April 2026 
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Sources: Wells Fargo Investment Institute and Bloomberg, as of April 30, 2026. For illustrative purposes only. A price index is not a total return index and does not include the reinvestment 
of dividends. The S&P 500 Index is a market-capitalization-weighted index considered representative of the U.S. stock market. An index is unmanaged and not available for direct investment. 
Past performance is no guarantee of future results. There is no guarantee equity markets will perform similarly during other periods of uncertainty. All investing involves risks, including the 
possible loss of principal. Note that shaded areas reflect recessions. Individual results will vary significantly based on timing, allocation, and behavior. For illustrative purposes only and does not 
represent actual investor outcomes. Recovery periods can be prolonged and uneven and investors may experience extended draw downs. 
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Looking at the chart on page 7, it is clear that some of the best years for stock market performance were fraught with 
concern. Equity market performance since the GFC is a testament to this principle as investors who have avoided stocks 
due to fear of another crisis may have missed out on one of the most lucrative bull markets in the history of the U.S. 
stock market. 

The risks of fear or overconfidence 

Other poignant reminders of how stocks can outperform during periods 
of crisis include 1991, amidst the Iraq War and a U.S. economic recession, 
the years following the September 2001 terrorist attack, and the performance 
following the global pandemic. Clearly, investors may doubt their investment 
decisions in a downturn, when their portfolio value is declining, and become too 
conservative out of fear. Conversely, in a rising market, investors may become 
overconfident and invest too aggressively. Both of these are examples of failing 
to adhere to an investment plan to the detriment of future financial goals. 

Our advice for investors is to develop a plan that fits their unique circumstances 
and aspirations. Then, it is important to stick with that plan when markets are 
challenging and update the plan as their circumstances change. 
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2. Construct a portfolio 
Each of an investor’s financial goals has different attributes: priority; time 
horizon; and the need for liquidity, income, or growth. As a result, each goal has 
a unique investment objective — and a distinct combination of assets that is 
most likely to help achieve the goal. Establishing this combination (or strategic 
allocation) is one of the most important investment decisions. As shown on 
the following page, our research has affirmed that the strategic allocation — 
comprised of a U.S. stock-bond mix, global diversification, and asset class 
diversification — has historically been the biggest determinant of portfolio 
return variability (the year-to-year variation in returns). 

Asset allocation can be among the most 
important investment decisions 

Studies have shown asset allocation is often a crucial determinant of portfolio  
performance. The other factors shown in the chart on page 10 have historically had  
less impact on the variability of returns over time. While tactical asset allocation  
has a six- to 18-month time horizon, strategic asset allocation has a much longer  
horizon, covering multiple market cycles. Strategic allocation, therefore, deserves  
considerable focus and effort. 

While tactical asset 
allocation has a six- 
to 18-month time 
horizon, strategic asset 
allocation has a much 
longer horizon covering 
multiple market cycles. 
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The capital markets offer a variety of investments that perform different 
functions. In general, growth = stocks, income = bonds, stability = short-term 
Treasury bonds, and inflation hedge = gold. But this oversimplified view ignores 
the potential benefits of broader diversification. For example, income can come 
from a variety of sources beyond bonds, such as high-dividend stocks and real 
estate investment trusts (REITs), while commodities beyond gold can provide 
a hedge against inflation. For this reason, we recommend a wide range of asset 
types for a portfolio. 

Even so, investors may be tempted to look for a singular investment strategy, 
such as investing entirely in U.S. stocks because they outperformed during most 
of the previous bull market. Such a strategy would likely be counterproductive, 
however, in our opinion, because a single asset class rarely is the top 
performer for an extended period of time. The “quilt chart” on the next page 
shows that just as a performance trend for an asset class becomes established, 
we frequently observe a sharp reversal of that trend. 

Notice the moderate growth and income allocation (in white) has been neither 
the best nor the worst performer in any given year. It comprises a variety 
of asset classes that collectively have created a smoother return path even 
though, individually, the components may be quite volatile from year to year. 
Combining different assets in a diversified portfolio can help investors benefit 
from the overall upward trend in markets but with lower levels of volatility. 

Variability of returns by source 

Strategic asset allocation 
U.S. stock-bond mix 
Global diversification 
Asset class diversification 

Tactical asset allocation 
and security selection 

3.4% 
6.5% 

2.4% 

87.7% 

Sources: Wells Fargo Investment Institute, Bloomberg, and 
© Morningstar Direct, All Rights Reserved¹, 2024. Portfolio 
is the averages of the U.S. Moderate Income, U.S. Moderate 
Growth and Income, and Moderate Growth allocations: 
Please see page 21 for definitions of allocations. An index 
is not managed and not available for direct investment. 
Past performance is not a guarantee of future results. 
Individual results will vary significantly based on timing, 
allocation, and behavior. For illustrative purposes only and 
does not represent actual investor outcomes. 

Tactical asset allocation: Making of short-term 
adjustments to asset-class weights based on shorter-term 
expected relative performance. 

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. In our study, strategic 
asset allocation comprises U.S. stock bond mix, global 
diversification (asset groups), and asset class diversification. 

Asset allocation, including strategic and tactical asset 
allocation, does not guarantee investment returns or 
eliminate the risk of loss. 
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The value of asset allocation 

Being diversified has helped stabilize portfolio performance. 

Calendar-year asset class and Moderate Growth & Income allocation returns
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 Moderate Growth & Income 
Cash Alternatives: Bloomberg U.S. Treasury Bill (1-3 Month) Index 
Commodities: Bloomberg Commodity Index 
Developed Markets ex-U.S. Equity: MSCI EAFE (Europe, Australasia, Far East) Index 
Emerging Market Equity: MSCI Emerging Markets Index 
Investment Grade Fixed Income: Bloomberg U.S. Aggregate Bond Index 
Hedge Funds: HFRI Fund Weighted Composite Index 
High Yield Fixed Income: Bloomberg U.S. Corporate High Yield Bond Index 

Developed Market ex-U.S. Fixed Income: J.P. Morgan Governement Bond Index (GBI) 
Global ex-U.S. 
Emerging Market Fixed Income: J.P. Morgan Emerging Market Bond 
Index (EMBI) Global 
U.S. Large Cap Equity: S&P 500 Index 
U.S. Mid Cap Equity: Russell Midcap Index 
U.S. Small Cap Equity: Russell 2000 Index 

Sources: Bloomberg, © Morningstar Direct, All Rights Reserved1, and Wells Fargo Investment Institute, as of December 31, 2025. The historical returns for Moderate Growth & Income are rebalanced 
quarterly to target allocations at the beginning of each period. Index return information is provided for illustrative purposes only. Performance results for Moderate Growth & Income are calculated 
using blended index returns. Index returns do not represent investment returns or the results of actual trading nor are they forecasts of expected gains or losses a fund might experience. Index returns 
reflect general market results; assume the reinvestment of dividends and other distributions; and do not reflect deduction for fees, expenses, or taxes applicable to an actual investment nor do they 
constitute a recommendation to invest in any particular fund or strategy. An index is unmanaged and not available for direct investment. Unlike most asset-class indexes, HFR Index returns reflect 
deduction for fees. Because the HFR indexes are calculated based on information that is voluntarily provided, actual returns may be higher or lower than those reported. Past performance does 
not guarantee future results. Please see the end of the report for the risks associated with the representative asset classes and the definitions of the indexes. Please see page 21 for definition of 
Moderate Growth & Income. 
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3. Globalize the portfolio 
Outperformance by international developed and emerging market equities 
has recently put a spotlight on globalizing portfolios. Including international 
exposure can allow for investors to benefit during time periods that market 
shocks are U. S.-focused and international stocks are more resilient. While many 
investors gravitate toward easily recognizable U.S. companies, we encourage 
building a globally diversified portfolio, which means adding appropriate levels of 
international assets. Many large, internationally-based companies have become 
household names in the U.S. And historically, international stocks have benefited 
from a strengthening U.S. and global economy. We encourage investors to focus 
on the long-term positive outlook for global economic growth. 

International markets offer growth potential 

Some exposure to faster-growing emerging markets in addition to overseas 
developed markets can add another layer of diversification to a portfolio. As 
illustrated in the chart on page 13, emerging markets contributed more to global 
economic growth than developed markets. Countries like China, India, and Brazil 
are among the emerging economies that are helping drive this major shift in the 
composition of global economic growth. Rapid population growth combined 
with a younger population’s desire for a higher standard of living should 
contribute to global consumption and production in the coming decades. 

Historically, 
international stocks 
have benefited from 
a strengthening U.S. 
and global economy. 
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We also expect emerging market economies, particularly Taiwan, Singapore, and South Korea, to benefit if they shift focus 
to technology and secular growth away from manufacturing and commodities as we expect. One approach for investors 
to participate in the emerging world’s growth potential is through emerging market equity and bond funds that span 
geographies, sectors, and currencies. We expect emerging market equities and fixed income to potentially benefit from the 
heavier focus on tech. 

The more informed an investor is about the spectrum of investments available to them, the more confident they should 
become about embracing a variety of asset classes for a diversified portfolio. Becoming knowledgeable about different types 
of investments and their roles in a portfolio can also help investors establish reasonable expectations and plan accordingly. 
Longer-term risk and return assumptions can be estimated based on the historical and current performance of different 
types of investments. When assembled into a portfolio (the strategic allocation), reasonable expectations about future 
portfolio returns can be established. While expected returns are just that — expected — they can help an investor plan for 
an uncertain future. 

Emerging economies have overtaken developed economies 

The percentage of global GDP contributed by emerging economies eclipsed that from developed economies several years ago. 
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 Sources: International Monetary Fund (IMF) and Wells Fargo Investment Institute, as of December 31, 2025. Developed economies and emerging economies based on IMF World Economic Outlook 
country classification. GDP=gross domestic product. The percentage of GDP data is based on PPP (purchasing power parity) numbers. Purchasing power parity is a currency conversion rate that 
equalizes the purchasing power of different currencies. It is a way to compare the price levels of goods and services across countries. 

Four steps of successful investing | 13 



4. Maintain alignment to the plan 
A change in economic conditions or large market moves, upward or downward, can significantly alter a portfolio’s risk/ 
return profile. Failing to rebalance during a bull market can lead to overexposure to equities, drastically changing the 
risk profile of the intended allocation and potentially leaving the portfolio vulnerable if or when a bear market starts. 
Allowing the portfolio to drift during a bear market can likely result in a higher allocation to fixed income than intended 
as portfolio allocations depart from strategic targets and an investor’s desired risk level. This could impact the time it 
takes for a portfolio to recover once the bear market is over. As an example, a moderate growth and income investor 
who did not rebalance their portfolio during the 2020 – 2022 bull market would likely have an overweighted allocation 
to stocks, especially U.S. stocks, and an underweighted allocation to international and fixed-income investments. When 
the stock market entered a bear market in January 2022, our research has found that a portfolio that had drifted far 
above its strategic equity allocations exhibited more volatility during the market pullback than one that adhered to its 
recommended allocation. 

Rebalancing can help manage risk 
As shown in the following example, a portfolio that drifted away from its intended 60% stocks/40% bonds allocation 
achieved a higher return than the rebalanced portfolio, but its volatility was greater than the portfolio that did not drift (right 
portfolio). Even though the absolute return was higher for the portfolio that was allowed to drift, the rebalanced portfolio 
achieved the same risk-adjusted return with 11% less volatility. 

A constructive way to realign a portfolio, in our view, is to periodically trim those asset classes that have grown beyond 
target levels and invest in those that have dropped below target levels to bring the allocation back to its original targets. 
We believe this is an effective version of the “buy low, sell high” principle. But it is important to recognize that rebalancing 
a portfolio may trigger capital gains taxes, so tax-sensitive investors need to take this factor into consideration. A more 
subtle way of rebalancing is to direct any new funds into asset classes that are underweighted and to fund any cash needs by 
selling asset classes that are overweighted. 
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Portfolio drift during the last full market cycle 
(March 2020 – October 2022) 

 
 

Without rebalancing With quarterly rebalancing 
Allocation at the end of Allocation on 3/31/2020 Allocation on 3/31/2020 

bull market (2/19/2020) 

25% 

75% 73% 

27% 

Without rebalancing: 
Average annual return: 11.8%2 

Average volatility: 14.9%3 

Return-to-risk ratio: 0.794 

With quarterly rebalancing: 
Average annual return: 10.5%2 

Average volatility: 13.4%3 

Return-to-risk ratio: 0.794 

StocksBonds 

60% 

40% 

Sources: © Morningstar Direct, All Rights Reserved1, and Wells Fargo Investment Institute, as of April 2026. In this example, stocks are represented by the S&P 500 Index and bonds are represented 
by the Bloomberg U.S. Aggregate Bond Index. The indexes are unmanaged and not available for direct investment. Illustrations are for the period March 23, 2020, to October 12, 2022, with starting 
allocation of 60% stocks and 40% bonds on March 23, 2020. 

It is important to note that rebalancing does not always offer improved return, and can result in tax liabilities and transaction costs. Index return information is provided for illustrative purposes only. 
Performance results are hypothetical. Index returns do not represent investment returns or the results of actual trading nor are they forecasts of expected gains or losses a fund might experience. 
Index returns reflect general market results; assume the reinvestment of dividends and other distributions; and do not reflect deduction for fees, expenses, or taxes applicable to an actual investment 
nor do they constitute a recommendation to invest in any particular fund or strategy. An index is unmanaged and not available for direct investment. Past performance does not guarantee future 
results. Please see the end of the report for the risks associated with the representative asset classes and the definitions of the indexes. 

1. Some of the information contained herein: (1) is proprietary to Morningstar and/or its content providers; (2) may not be copied or distributed; and (3) is not 
warranted to be accurate, complete, or timely. Neither Morningstar nor its content providers are responsible for any damages or losses arising from any use of 
this information. 

2. Geometric average return considers the effects of compounding and is the standard metric for conveying return performance for investments. 
3. Volatility is measured using standard deviation of monthly returns, which is a statistic that reflects the degree of risk surrounding the outcome of an investment 

decision. The higher the standard deviation, the more the risk. 
4. The return-to-risk ratio is the geometric average annual return divided by the volatility of yearly returns. As the ratio increases, the amount of return for the level 

of risk goes up. 
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Stay the course 
While it is important to design a solid plan and then implement it using a mix of assets and proper diversification, these efforts 
may be all for naught if an investor is unable to adhere to the plan. The developments surrounding COVID-19 initially propelled 
equities into a bear market, followed by a vigorous rebound that resulted in a doubling of the S&P 500 Index. Shortly after, 
stocks entered another bear market in 2022 brought on by the Federal Reserve’s aggressive rate hikes to combat inflation. 
Just nine months later, the market bottomed and began steadily moving higher in a new bull market. Investors who sold their 
equity positions during either of these drawdowns and held the proceeds in cash would have missed out on the recoveries. 

U.S. large cap equity markets experience periodic bouts of volatility 
Volatility, as measured by the CBOE Market Volatility Index (VIX), historically has risen when the U.S. economy has faced 
challenges from slowing growth. 
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Sources: Bloomberg and Wells Fargo Investment Institute, as of April 30, 2026. 

For illustrative purposes only. The CBOE Volatility Index® (VIX®) shows the market’s expectation of 30-day volatility. It is constructed using the implied volatilities of a wide range of S&P 500 
Index options. This volatility is meant to be forward looking and is calculated from both calls and puts. The VIX is a widely used measure of market risk and is often referred to as the “investor fear 
gauge.” The S&P 500 Index is a market-capitalization-weighted index generally considered representative of the U.S. stock market. An index is unmanaged and not available for direct investment. 
Past performance is no guarantee of future results. 

We believe market volatility should be viewed as a potential opportunity rather than an obstacle for investors. Expectations 
for more normal volatility levels, with periodic spikes given today’s economic and geopolitical uncertainties, may offer 
greater rewards to patient and disciplined investors. In an effort to take full advantage of these changes, investors should 
make sure their portfolios are aligned with their plan. 

Periodically reevaluate your investment strategy 
There are legitimate reasons to change an investment plan. Milestones such as getting married, buying a home, starting a 
family, supporting a child through college, and retirement are just a few examples of significant life changes. As major life 
events approach, this offers an opportune time to reevaluate investment goals and determine whether any changes to the 
overall investment strategy are warranted. 

Material changes in net worth also provide grounds to reevaluate the investment asset mix. A market downturn and 
subsequent rebound may put some investors’ portfolios out of sync due to selling assets too early and/or waiting to 
rebalance. These “opportunity” losses could increase the need for portfolio growth and may even require more risk-taking 
in the portfolio. 
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Turning points that can affect an investment plan 
for individuals in their: 

20s •  Pursuing an advanced degree 
• Landing your first job 
• Getting married 

30s •  Buying a home 
• Starting a family 
• Establishing an investment plan 
• Starting a business 

40s •  Changing jobs 
• Saving for retirement 
• Saving for children’s education 
• Getting a divorce 

50s •  Losing a loved one 
• Receiving an inheritance 
• Caring for a family member 
• Shopping for long-term care 

60s •  Starting retirement 
• Shopping for health care insurance 
• Dealing with illness 
• Planning your legacy 

70+ •  Planning for charitable giving 
• Changing residences 
• Entering an assisted living facility 

Examples are for illustrative purposes only and may not reflect an individual’s own experience. 

Source: Wells Fargo Investment Institute 
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Rebalance to manage risk 
The questions on investors’ minds we mentioned at the beginning of this 
report reflect today’s economic and geopolitical uncertainty. Wars, disease, and 
changes in policy are examples of issues that markets and individuals struggle to 
comprehend. A well-constructed investment plan based on an investor’s unique 
circumstances that is rebalanced regularly can help alleviate anxiety over market 
uncertainty. This can be especially helpful during periods of heightened volatility 
that we expect from time to time in normally functioning markets. 

Some investors hesitate to invest after a significant increase in stock prices 
or wait until the markets are “normal.” Yet, as mentioned above, attempts 
at market timing have often been costly. Instead, we recommend periodic 
rebalancing as it can enhance investment performance even when the market is 
up by maintaining the portfolio’s desired risk profile. 

We recommend investors update their investment plans to help ensure they are 
not overextended in riskier assets, such as small-cap equities or international 
equities. Bond yields can offer sources of income and help provide stability to 
a diversified portfolio. However, longer-duration* fixed-income instruments 
and less creditworthy investments, while usually boasting higher yields, come 
with greater risks. We recommend investors properly diversify within their 
fixed-income allocation to both traditional and higher-yielding areas while 
targeting duration to match the portfolio’s time horizon. 

*Duration is a measure of a bond’s interest rate sensitivity. 
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Keep plan aligned with investment goals 

We recommend working together with an investment professional to 
develop an investment plan. If a plan is already in place, we suggest checking 
with an investment advisor to ensure the plan reflects current financial 
circumstances and goals. Once goals are identified and reviewed for 
reasonableness, they should serve as the basis for a well-constructed, long-
term strategy. 

But having a proper investment plan is not enough; an investor also needs 
to invest in line with the recommended allocations and maintain alignment 
with the plan over time. Comprehensive monitoring and maintenance of the 
plan should involve rebalancing regularly to help preserve gains, incorporating 
an element of robustness through diversification, and limiting the amount 
of risk in the portfolio based on an investor’s ability and willingness tolerate 
wide swings in asset prices. 

Periods of volatility may offer opportunities for investors with cash to add to 
their designated allocations. A diversified portfolio can help investors manage 
near-term uncertainty by enhancing risk-adjusted returns and smoothing 
performance over time. We believe now is an opportune time for investors to 
make sure a plan is in place and their allocation strategies are appropriately 
aligned with their investment goals. 

Four steps of successful investing | 19 



Notes 
Attempting to time the market has proven costly (page 6) 

30 best days: 10/13/2008, 10/28/2008, 4/9/2025, 3/24/2020, 3/13/2020, 3/23/2009, 4/6/2020, 11/13/2008, 11/24/2008, 3/10/2009, 11/21/2008, 3/26/2020, 3/17/2020, 7/24/2002, 
11/10/2022, 9/30/2008, 7/29/2002, 12/16/2008, 10/28/1997, 9/8/1998, 1/3/2001, 12/26/2018, 3/10/2020, 10/20/2008, 3/16/2000, 8/9/2011, 10/15/2002, 8/11/2011, 3/2/2020, 5/10/2010. 

30 worst days: 3/2/2009, 9/17/2008, 9/15/2008, 8/4/2011, 4/3/2025, 3/11/2020, 2/10/2009, 9/17/2001, 11/6/2008, 3/18/2020, 11/12/2008, 11/5/2008, 1/20/2009, 10/7/2008, 4/14/2000, 
6/11/2020, 4/4/2025, 10/22/2008, 11/19/2008, 8/8/2011, 11/20/2008, 8/31/1998, 10/27/1997, 3/9/2020, 10/9/2008, 9/29/2008, 12/1/2008, 10/15/2008, 3/12/2020, 3/16/2020. 

Asset-class risk disclosures 
Asset allocation cannot eliminate the risk of fluctuating prices and uncertain returns. Diversification cannot eliminate the risk of fluctuating prices and uncertain returns. 

Commodities: Exposure to the commodities markets may subject an investment to greater share price volatility than an investment in traditional equity or debt securities. Investments in 
commodities may be affected by changes in overall market movements, commodity index volatility, changes in interest rates, or factors affecting a particular industry or commodity. Products that 
invest in commodities may employ more complex strategies, which may expose investors to additional risks. 

Equity investments: Stocks offer long-term growth potential but may fluctuate more and provide less current income than other investments. An investment in the stock market should be made 
with an understanding of the risks associated with common stocks, including market fluctuations. 

Fixed income: Investments in fixed-income securities are subject to interest rate, credit/default, liquidity, inflation, prepayment, extension, and other risks. Bond prices fluctuate inversely to changes 
in interest rates. Therefore, a general rise in interest rates can result in a decline in the bond’s price. Credit risk is the risk that an issuer will default on payments of interest and/or principal. High-yield 
fixed-income securities (junk bonds) are considered speculative, involve greater risk of default, and tend to be more volatile than investment-grade fixed-income securities. If sold prior to maturity, 
fixed-income securities are subject to market risk. All fixed-income investments may be worth less than their original cost upon redemption or maturity. 

Foreign investments: Investing in foreign securities presents certain risks not associated with domestic investments, such as currency fluctuation, political and economic instability, and different 
accounting standards. This may result in greater share price volatility. These risks are heightened in emerging markets. 

Investments in gold and gold-related investments tend to be more volatile than investments in traditional equity or debt securities. Such investments increase their vulnerability to international 
economic, monetary and political developments. 

Hedge funds: Alternative investments, such as hedge funds, are speculative and 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 investing involves other material risks including capital loss and the loss of the entire amount 
invested. They are intended for qualified, financially sophisticated investors who can bear the risks associated with these investments. Hedge fund strategies, such as Equity Hedge, Event Driven, 
Macro, and Relative Value may expose investors to risks such as short selling, leverage, counterparty, liquidity, volatility, the use of derivative instruments, and other significant risks. 

Real estate: There are special risks associated with an investment in real estate, including the possible illiquidity of underlying properties, credit risk, interest rate fluctuations, and the impact of 
varied economic conditions. 

Small- and mid-cap companies: The prices of small- and mid-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. 

Although Treasuries are considered free from credit risk they are subject to other types of risks. These risks include interest rate risk, which may cause the underlying value of the bond to fluctuate. 
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Index definitions 
An index is unmanaged and unavailable for direct investment. 

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

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

Bloomberg U.S. Treasury Bill (1 – 3 Month) Index is representative of money markets. 

Bloomberg Commodity Index is a broadly diversified index comprised of exchange-traded futures on physical commodities weighted to account for economic significance and market liquidity. 

CBOE Volatility Index (VIX) is a key measure of market expectations of near-term volatility conveyed by S&P 500 stock index option prices. 

HFRI Fund Weighted Composite Index is a global, equal-weighted index of over 2,000 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 indexes have limitations (some of which are typical of other widely used indexes). These limitations include survivorship bias (the returns of the indexes 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 indexes, and, therefore, the index may omit funds, the inclusion of which might 
significantly affect the performance shown. The HFRI indexes 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, LLC. Results for funds that go out of business are included in the index until the date that they cease operations. Therefore, 
these indexes 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. 

JP Morgan GBI Global Ex United States Index (JPM GBI Global ex-U.S.) is a total return, market-capitalization-weighted, rebalanced monthly, consisting of the following countries: Australia, 
Germany, Spain, Belgium, Italy, Sweden, Canada, Japan, the United Kingdom, Denmark, the Netherlands, and France. 

JPM EMBI Global Index is a U.S.-dollar-denominated, investible, market-cap-weighted index representing a broad universe of emerging market sovereign and quasi-sovereign debt. While products 
in the asset class have become more diverse, focusing on both local currency and corporate issuance, there is currently no widely accepted aggregate index reflecting the broader opportunity set 
available, although the asset class is evolving. By using the same index provider as the one used in the developed market bonds asset class, there is consistent categorization of countries among 
developed international bonds (ex. U.S.) and emerging market bonds. 

Moderate Growth is composed of: 2% Bloomberg U.S. Treasury Bills (1 – 3 Month) Index, 60% Bloomberg U.S. Aggregate Bond Index, 4% Bloomberg U.S. Corporate High Yield Bond Index, 5% J.P. 
Morgan EMBI Global, 18% S&P 500 Index, 5% Russell Midcap Index, 4% MSCI EAFE Index, 2% Bloomberg Commodity Index. 

Moderate Growth & Income is composed of: 2% Bloomberg U.S. Treasury Bills (1 – 3 Month) Index, 30% Bloomberg U.S. Aggregate Bond Index, 6% Bloomberg U.S. Corporate High Yield Bond Index, 
5% J.P. Morgan EMBI Global, 30% S&P 500 Index, 10% Russell Midcap Index, 8% MSCI EAFE Index, 5% MSCI Emerging Markets Index, 4% Bloomberg Commodity Index. 

Moderate Income is composed of: 2% Bloomberg U.S. Treasury Bills (1 – 3 Month) Index, 60% Bloomberg U.S. Aggregate Bond Index, 4% Bloomberg U.S. Corporate High Yield Bond Index, 5% J.P. 
Morgan EMBI Global, 18% S&P 500 Index, 5% Russell Midcap Index, 4% MSCI EAFE Index, 2% Bloomberg Commodity Index. 

MSCI EAFE Index is designed to represent the performance of large- and mid-cap securities across 21 developed markets, including countries in Europe, Australasia, and the Far East, excluding the 
U.S. and Canada. 

MSCI Emerging Markets Index is a free-float-adjusted market-capitalization-weighted index designed to measure equity market performance of 24 emerging market countries. 

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 indexes or any securities or financial products. This report is not approved, reviewed, or produced by MSCI. 

Russell 1000® Index measures the performance of the 1,000 largest companies in the Russell 3000 Index, which represents approximately 90% of the total market capitalization of the 
Russell 3000 Index. 

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. 

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. 

Russell Midcap® Index measures the performance of the 800 smallest companies in the Russell 1000 Index, which represent approximately 25% of the total market capitalization of the 
Russell 1000 Index. 

S&P 500 Index consists of 500 stocks chosen for market size, liquidity, and industry group representation. It is a market-value-weighted index with each stock’s weight in the index proportionate 
to its market value. 
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Investment expertise and advice 
to help you succeed financially 

Wells Fargo Investment Institute is home to 200 investment professionals focused on 
investment strategy, asset allocation, portfolio management, manager reviews, and alternative 
investments. Its mission is to deliver timely, actionable advice that can help investors achieve 
their financial goals. 

For assistance with your investment planning or to discuss the points in this report, please talk to 
your investment professional. 
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Follow us on X at @WFInvesting 
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