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• Though it is still early in our favorable cyclical call for Macro, we are encouraged by fact that trend 
followers generated positive returns despite being long many global equity indexes. 
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Equities spotlight 
Don’t turn your back to U.S. equities just yet 

Global equities appear to have hit a snag as central banks' hawkish tone prompts 
investors to re-price markets. So far this year, international equities have outperformed 
the U.S.; however, as we look ahead, we remain convinced that U.S. equities will recover 
and outpace their international counterparts. We believe risk in Europe and China, which 
accounts for significant weight in our Developed Markets (ex. U.S.) and Emerging 
Markets equities proxy, will prevent the two markets from outperforming the U.S. 

European equities  

European equities have been all the rage recently. In 2020, the European Union passed 
the most extensive stimulus package ever financed in Europe, worth over $2.3 trillion. A 
significant portion of the stimulus is targeted toward building a greener, more digital 
Europe. The bulk of the funding is set to distribute this year and next. While this 
presents an opportunity for select European firms and may add a few percentage points 
to gross domestic product (GDP), earnings growth remains tepid. Consensus growth 
expectations for the MSCI Europe Index is 3.1% and 5.9% for 2022 and 2023, 
respectively. That's compared to 8.2% and 10.2% for the S&P 500 Index.  

One reason for the disconnect between earnings growth and economic growth is that 
more than 30% of revenue for firms in the MSCI Europe Index comes from outside of 
Europe — with the majority coming from the U.S. (22.2%) and China (6.4%). 
Furthermore, the largest industries in the European market are cyclical (Industrials, 
Materials, and Financials make up approximately 40% of the index), and as growth slows 
in the U.S. and China, we expect this to limit revenue growth. 

From a U.S. investor's perspective, sustained outperformance for international equities 
historically has come during dollar weakness. Take last year as an example. The MSCI 
Europe Index had an impressive run, up 23.3%; however, when these gains are converted 
into dollar terms, return drops to 17%. The pace of monetary policy normalization 
remains divergent across major central banks. The Bank of England initiated its second 
rate hike in February; the U.S. is likely to make its first hike in March, while the European 
Central Bank is likely to hold off until the end of the year. This divergence in policy 
favors a more resilient dollar. 

Chinese equities 

Chinese equities were one of the worst performers in 2021, dropping 21.7% for the year 
(in U.S. dollar terms). Regulatory restrictions on big tech limited firms’ growth potential, 
and the real estate developer crisis resulted in stagnant consumption. The Chinese 
government has begun to aid its economy by lowering interest rates and loosening credit 
restrictions. These recent trends may boost short-term sentiment; however, COVID-19 
mandatory restrictions continue to weigh on longer-term economic growth. The 
projections are for the country to grow by just 5.2% in 2022 and 5.1% in 2023, well 
below trend levels. These broad risks have dampened valuation attractiveness. 

Ken Johnson, CFA 
Investment Strategy 
Analyst 
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International equities have tended to outperform in periods of sustained dollar 
weakness 

 

Sources: Bloomberg and Wells Fargo Investment Institute, February 9, 2022. MSCI EAFE Index relative to S&P 500 Index 
divides the MSCI EAFE Index by the S&P 500 Index. When the line increases it means that MSCI EAFE Index is outperforming 
the S&P 500 Index and vice versa. An index is unmanaged and not available for direct investment. Past performance is no 
guarantee of future results. 

Recent central bank rhetoric has sent a shock throughout markets. Although 
international equities have fared better than the U.S. so far, we believe growth and 
interest-rate differentials still favor U.S. equities. Investors should anticipate elevated 
volatility as we move into a higher interest rate regime with less manufactured liquidity 
from central banks. At this time, we believe investors should consider repositioning 
portfolios to include firms and sectors with high cash balances and return on equity, and 
stable earnings growth. Therefore, we maintain our view of U.S. over international 
equities, emphasizing U.S. Large Cap and Mid Cap equities.  
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Fixed Income 
Inflation shakes up ECB rates outlook 

At its monetary policy meeting earlier in February, hawks were in the ascendant 
in the European Central Bank (ECB). The ECB kept policy unchanged, but the 
market read the hawkish message as President Lagarde stated that “risks to the 
inflation outlook are tilted to the upside, particularly in the near term” and, 
significantly, failed to repeat her guidance from the December 16 meeting that a 
rate rise in 2022 was “very unlikely.” 

The proximate cause of this latest pivot was the eurozone’s flash estimate for 
January inflation, which accelerated to 5.1% year-over-year, its fastest pace 
ever. Price rises this far above the central bank’s 2% target change the balance of 
power in favor of the hawks on the Governing Council. A few days later, Klaas 
Knot, head of the Dutch Central Bank, stated in an interview that he saw 
potential for a 25-basis-point rise (0.25%) in the ECB’s -0.5% deposit rate as 
early as the fourth quarter of this year. 

Yet, as the chart below shows, the markets are already ahead of the central 
bankers. As of February 7, the market is already pricing a full 0.5% in rate hikes 
to take the policy rate back to zero before year-end. This is aggressive but 
certainly possible. At present, the ECB’s guidance states that the Governing 
Council “expects net purchases [of bonds] to end shortly before it starts raising 
the key ECB interest rates;” so if rates are to rise this much before year-end, 
then a decision to terminate the Asset Purchase Program by the third quarter 
would need to be made soon. Such a decision could well be discussed at the 
ECB’s next meeting on March 10. 

Who would have thought it? Negative rates out by year-end? 

 
Sources: Bloomberg and Wells Fargo Investment Institute, latest data as of February 7, 2022. Interest rate 
expectations are derived from the Overnight Index Swaps (OIS) market. An OIS is a fixed to floating interest rate 
swap where the floating leg is computed using a published overnight index rate, and these swap rates are 
commonly used (as here) to indicate market expectations of central-bank policy rates. Forecasts are not 
guaranteed and based on certain assumptions and on views of market and economic conditions which are subject 
to change. 

Peter Wilson 
Global Fixed Income Strategist 
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Real Assets 
“Worry never robs tomorrow of its sorrow, it only saps today of its joy.”  — Leo Buscaglia 

Can gold shine in the shadow of Fed rate hikes? 

Our 2022 year-end gold price target is $2,000 - $2,100 per troy ounce. We have 
outlined our bullish thesis in multiple reports for those interested. One of the 
more common concerns we hear is whether a hawkish Fed — set to hike rates 
in March — will render our positive gold outlook incorrect. Let us discuss.  

The argument that Fed rate hikes are a headwind for gold makes intuitive sense. 
As short-term rates increase, other assets that can provide investors an income 
stream appear more attractive than the zero-yield yellow metal. Also, gold tends 
to be used as an inflation hedge and, as the Fed hikes rates, it is combating 
inflation. These arguments suggest that higher federal funds rates could pressure 
gold. 

Yet, history tells us that this has not been the case. In fact, gold has typically 
bounced following initial Fed rate hikes. To illustrate this tendency, we created 
the chart below, which plots the average return of gold (solid gold line) around 
initial Fed rate hikes since 1994. We also plot the total return of the S&P 500 
Index (dotted pink line) as a reference for how stocks have performed. The two 
series are indexed to 100 as of the dates of the initial rate hikes (calendar day 0 
in the chart). Interestingly, gold, after struggling in the months leading up to the 
initial rate hike, has tended to rebound higher — and even outperform the S&P 
500 Index — in the months following. 

In other words, we believe gold can still shine in the shadow of Fed rate hikes. 
 
Gold versus stock performance around initial federal funds rate hikes 

 
Sources: Bloomberg and Wells Fargo Investment Institute. Average performance of gold and the total return of the 
S&P 500 Index around initial federal funds rate hikes since 1994. Gold price is represented by the spot price. 
Indexed to 100 as of the initial rate hike dates: February 4, 1994; June 30, 1999; June 30, 2004; December 16, 
2015. An index is unmanaged and not available for direct investment. Past performance is no guarantee of future results. 
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Austin Pickle, CFA 
Investment Strategy Analyst 
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Alternatives 
Macro hedge funds did their job in January 

It is certainly too early to ring the bell on our decision to upgrade Macro to 
favorable, but we are pleased with how the strategy performed in January. Early 
estimates have the HFRI Macro (Total) Index up around 0.9% versus -5.0% for 
the MSCI ACWI Index and -3.8% for a 60/40 blend of MSCI ACWI and 
Bloomberg Global Aggregate Total Return Bond Index. The overarching goal for 
an allocation to Macro at this point in the cycle is not to increase risk, but rather 
to diversify risk and mitigate losses. Mission accomplished, at least in January. 

Looking through to the drivers, or attribution, of performance, it is important to 
highlight that trend followers were able to generate positive returns in January 
despite being long most global equity indexes. This supports our view that the 
environment for Macro trading is improving and expanding into other sectors. 
In particular, we expect many of the headline Macro drivers to support trading 
across currencies, rates, bonds, and commodities. Inflation, divergent economic 
growth and monetary policy, and of course geopolitical risks (that is, U.S. 
tensions with Russia and China) all have the potential to increase volatility, but 
more importantly to generate cross-asset trends that are ripe for Macro trading. 
There will of course be potholes and trend reversals to navigate this year — 
likely coming from central bank policy decisions — but we are hopeful that a 
more diversified opportunity set for Global Macro strategies will allow them to 
navigate the trading environment. 

Trend-following macro funds withstood a weak equity market in January 

 

Sources: SG Prime Services, Bloomberg, and Wells Fargo Investment Institute. January 31, 2022. The chart shows 
the month-to-date (MTD) attribution for the SG Trend Indicator, which is a proxy for trend-following Global Macro 
strategies. 
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Justin Lenarcic 
Senior Alternative Investment 
Strategist 
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Hedge Funds – Relative Value 

 
Favorable  

Hedge Funds – Macro  

 

Unfavorable  
Hedge Funds – Event Driven 
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Private Debt 

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

Each asset class has its own risk and return characteristics.  The level of risk associated with a particular investment or asset class generally correlates with the level 
of return the investment or asset class might achieve. Stock markets, especially foreign markets, are volatile.  Stock values may fluctuate in response to general 
economic and market conditions, the prospects of individual companies, and industry sectors.  Foreign investing has additional risks including those associated with 
currency fluctuation, political and economic instability, and different accounting standards. These risks are heightened in emerging markets. Small- and mid-cap 
stocks are generally more volatile, subject to greater risks and are less liquid than large company stocks. Bonds are subject to market, interest rate, price, 
credit/default, liquidity, inflation and other risks. Prices tend to be inversely affected by changes in interest rates. High yield (junk) bonds have lower credit ratings 
and are subject to greater risk of default and greater principal risk. 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. 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 
appropriate only for those investors who have the financial sophistication and expertise to evaluate the merits and risks of an investment in a fund and for which the 
fund does not represent a complete investment program. They entail significant risks that can include losses due to leveraging or other speculative investment 
practices, lack of liquidity, volatility of returns, restrictions on transferring interests in a fund, potential lack of diversification, absence and/or delay of information 
regarding valuations and pricing, complex tax structures and delays in tax reporting, less regulation and higher fees than mutual funds.  Hedge fund, private equity, 
private debt and private real estate fund investing involves other material risks including capital loss and the loss of the entire amount invested. A fund's offering 
documents should be carefully reviewed prior to investing. 

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

Definitions 

Bloomberg 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. 

HFRI Macro (Total) Index consists of investment managers who trade a broad range of strategies in which the investment process is predicated on movements in 
underlying economic variables and the impact these have on equity, fixed-income, hard currency, and commodity markets. 

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

MSCI All Country World Index (MSCI ACWI) is a free float-adjusted market capitalization weighted index that is designed to measure the equity market performance 
of 23 developed and 26 emerging markets.   

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 index that is designed to measure equity market performance of emerging markets.   

MSCI Europe Index is a free float-adjusted market capitalization index that is designed to measure developed market equity performance in Europe. The index covers 
approximately 85% of the free float-adjusted market capitalization across the European Developed Markets equity universe. 
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Note: MSCI makes no express or implied warranties or representations and shall have no liability whatsoever with respect to any MSCI data contained herein. The 
MSCI data may not be further redistributed or used as a basis for other indices or any securities or financial products. This report is not approved, reviewed, or 
produced by MSCI. 

S&P 500 Index is a market capitalization-weighted index composed of 500 widely held common stocks that is generally considered representative of the U.S. stock 
market.   

SG Trend Indicator (NEIXTRND INDEX) is a market based performance indicator designed to have a high correlation to the returns of trend following strategies. 

U.S. Dollar Index (DXY) measures the value of the U.S. dollar relative to majority of its most significant trading partners. This index is similar to other trade-weighted 
indexes, which also use the exchange rates from the same major currencies. 

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 0222-02027 
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