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Real Assets Spotlight 

John LaForge 
Head of Real Asset Strategy 

Mason Mendez 
Investment Strategy Analyst 

Gold’s central driver 

In a tough year for commodities, gold has performed quite well in 2023. We believe a gain of 7.1% is significant 
outperformance with the average commodity down 5.2%1. Gold’s performance has been especially impressive, 
after accounting for rising real interest rates and a strong U.S. dollar. These two macroeconomic factors, when 
trending higher, have historically combined to weigh on gold prices. Gold has not reacted much to these forces in 
2023, and it has been influenced by supply and demand. The demand side, especially, has begun to heat up with 
central banks buying record amounts of gold. 

In any given year, multiple factors can help move the price of gold. Real interest rates and the U.S. dollar have 
routinely been at the top of the most influential list, so it has been a bit surprising to see gold shrug off these factors 
in 2023. Let’s take a look at long-term real interest rates first, which most basically is an interest rate less an 
inflation rate. Some of the best macroeconomic environments for gold prices, historically speaking, have been 
periods of falling real rates (most commonly, falling interest rates but rising inflation). So far in 2023, real rates have 
risen, yet gold performance has not suffered. The U.S. 10-year Treasury yield, as an example, has risen from 3.9% to 
4.5%2, while the headline inflation rate has dropped from 6.5% to 3.7%, as measured by the Consumer Price Index. 
If we consider the trend, this measure of long-term real interest rates has trended from -2.6% at the start of the 
year, to +0.8% today.  

A rising U.S. dollar is another important macro factor that has traditionally weighed on gold prices, but not so much 
in 2023. Because the dollar and gold both tend to attract investors during times of uncertainty, they historically 
have been substitutes during years like this one, when geopolitical concerns have arisen. Nevertheless, the U.S. 
dollar is modestly higher by 2% so far this year, but gold’s rise has bucked the historical tendency.   

So, which factors are influencing gold prices today? The answers are supply and demand. Supply growth has been 
weak for years now, following the commodity bear super cycle from 2011 through 20203. Missing was a fresh 
spark in demand, which gold is now receiving (see chart 1). While each central bank has its own reasons for buying, 
many have voiced concerns regarding elevated global debt levels, rising interest costs, and the associated liabilities. 
Gold, on the other hand, can be physically purchased and stored, removing the potential liability of another 
country’s debt.    

The bottom line is that we continue to favor gold in 2023, and into 2024, and our year-end 2024 target range 
remains $2100 to $2200 per ounce. We suspect that gold demand will continue to outstrip supply next year, and 
by year-end, gold may even pick up two traditionally important macro tailwinds in falling real interest rates and a 
fading U.S. dollar.    

 

 

 

 

 

 
1. Bloomberg, year-to-date.  
2. December 31, 2022 – November 8, 2023, year-to-date.   
3. Metals Focus Ltd., and United States Geological Survey.  
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Chart 1. Central bank purchases of gold 

 
Sources: World Gold Council and Wells Fargo Investment Institute. Quarterly data is from Q1 2017 – Q3 2023. Data as of September 30, 2023.  
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Volatility can create opportunities 

It has been a wild couple of weeks in equity markets. On October 17, the S&P 500 Index closed at 4373. Since that 
close, the S&P 500 Index fell 6% to 4104, the intraday low on October 27, and subsequently recaptured the losses 
in just a handful of trading days. Despite this volatility, which has seen the S&P 500 Index trade both below and 
above its 50-day and 200-day moving averages, we believe markets will continue to be range-bound as the 
economy weakens further in the coming months. 

The factors capping it to the upside include long-term interest rates, which remain close to multi-decade highs, 
worsening geopolitics, and a slowing economic and corporate earnings outlook. In addition, we believe the Federal 
Reserve’s goal of taming inflation will keep monetary policy tighter for longer than markets expect. Where the S&P 
500 Index may trade to the downside will be a function of the length and severity of an economic slowdown, 
which now seems to be unfolding and will adversely impact corporate profits. As a reminder, our year-end target 
range for 2023 remains 4000 – 4200. 

While we believe it would be fair to describe the risk-reward at current levels as mildly unfavorable, at the recent 
lows (4104) the S&P 500 Index presented solid returns (about 14.5%) to the midpoint of our 2024 year-end target 
range of 4600 – 4800. We believe long-term investors will have to be disciplined about executing their investment 
plans as markets present these types of opportunities. Specifically, we would focus on putting excess cash to work 
with the U.S. Large Cap Equities asset class, with a focus on the Industrials, Materials, and Health Care sectors. 

S&P 500 Index with moving averages  

 
Sources: Bloomberg and Wells Fargo Investment Institute. Daily data from November 7, 2020, through November 7, 2023. Past performance is no guarantee of 
future results. 
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Fixed Income 

Luis Alvarado 
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Asymmetrical returns in long-term Treasuries 

As we approach a 5% yield level on the 10-year U.S. Treasury, we believe it is important for investors to evaluate 
the potential upside and downside returns of their bond holdings if interest rates move higher or lower from 
current levels. Doing some good old bond math comes in handy, especially taking into consideration a bond’s 
duration (which is a measure of the sensitivity of a bond’s price to a change in interest rate movements). Let’s look 
at a hypothetical example, one intended to show how returns can be asymmetrical, depending on whether prices 
are rising or falling. The table illustrates returns to short-, intermediate- and long-term Treasuries if interest rates 
move higher or lower by 100 basis points (bps), or 1%. Notably, the asymmetry in price returns becomes more 
evident in bonds with a longer duration.4  

Effects of yield curve moves on bonds with different duration 

U.S. Treasury 
bond 

Hypothetical 
yield on 

10/31/2023 
Duration 

Market value after 
instantaneous 100 bps 

increase in the yield 
curve 

Loss 

Market value after 
instantaneous 100 bps 

decrease in the yield 
curve 

Gain 

30-year 5.04% 15.77 86.22 -13.78% 117.30 17.30% 

10-year  4.88% 8.03 92.52 -7.48% 108.22 8.22% 

2-year  4.93% 1.93 98.14 -1.86% 101.91 1.91% 

Sources: Wells Fargo Investment Institute and Bloomberg. Data as of October 31, 2023. Hypothetical example to illustrate the effects of duration on the price of 
different Treasury bonds after an instantaneous increase and decline of 100 bps in the yield curve. 1% = 100 basis points.  

An investor who purchased a 30-year Treasury bond on October 31, 2023, would have received a hypothetical 
yield of 5.04%. If interest rates were to increase by 100 bps (or 1%), the price of the bond would fall by over 13%. 
However, a 1% decline in interest rates would generate a 17% gain in the market value of the bond. 

Moreover, the investor would still have a 5.04% yield on the 30-year U.S. Treasury bond regardless of what 
happens to the level of interest rates — in our view, this means that the current starting yields are offering an 
attractive cushion against a potential price decline. Further, we anticipate increased equity volatility and rising 
bond prices as the economy continues to weaken in the coming months, and so we favor holding long-term 
Treasuries as a potential risk hedge. 
 
 
 
 
 
 

 
4. Duration is a measure used to determine a bond’s or bond portfolio’s sensitivity to movements in interest rates. Generally, the longer the duration the more 
sensitive a bond or bond portfolio is to changes in interest rates.   
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Merger and acquisition environment remains subdued 

Merger and acquisition (M&A) activity remains well below long-term trends but has stabilized in recent quarters as 
market conditions have improved modestly. Quarterly volumes appear range-bound near the $800 – $900 billion 
mark, significantly down from the elevated levels witnessed in 2021 that exceeded $1.5 trillion. In addition, the 
average premium (or spread between buyer bids and current market prices) of announced deals has continued to 
widen through the first three quarters of 2023, registering near 46% in the third quarter. The increasing average 
premium continues a longer-term trend that has been in place since the third quarter of 2021 and reflects the 
continued uncertainty of deals making it to the closing stage.  

Increased regulatory scrutiny led to greater delays in closing deals early in the year. However, the environment has 
improved in recent months as several high-profile mergers received approval to move forward. Additionally, the 
pause in the Federal Reserve’s hiking cycle and a rebound in equity markets has stabilized M&A markets in recent 
periods, yet significantly higher financing costs and concerns related to persistent inflationary pressures continue 
to weigh on the outlook through the end of the year.  

Although conditions have stabilized, we maintain our unfavorable guidance on Merger Arbitrage strategies. The 
lower levels of deal activity, higher interest rates, and heightened geopolitical risks will all contribute to an 
environment that remains challenging for Merger Arbitrage strategies over the near-to-intermediate term. We 
remain patient for a more opportune entry point as the economy provides signs that it is on a path to recovery.  

Merger and acquisition deal volumes and average premia 

 
Sources: Bloomberg and Wells Fargo Investment Institute. Data as of September 30, 2023. Volume = the aggregate value of all announced deals on a global basis, 
which include pending, proposed, completed, withdrawn, and terminated deal status. Average Premium = the average premium all announced deals on a global basis 
that includes all pending, proposed, terminated, completed, and withdrawn deal status.  
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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Current tactical guidance 

Cash Alternatives and Fixed Income 

Most Unfavorable Unfavorable Neutral Favorable Most Favorable 

N/A U.S. Intermediate Term 
Taxable Fixed Income 

High Yield Taxable Fixed 
Income 

Cash Alternatives 

Developed Market Ex-
U.S. Fixed Income 

Emerging Market Fixed 
Income 

U.S. Taxable Investment 
Grade Fixed Income 

 

U.S. Long Term Taxable 
Fixed Income 

U.S. Short Term Taxable 
Fixed Income 

Equities 

Most Unfavorable Unfavorable Neutral Favorable Most Favorable 

U.S. Small Cap Equities 

 

Emerging Market 
Equities 

U.S. Mid Cap Equities 

Developed Market Ex-
U.S. Equities 

U.S. Large Cap Equities 

 

N/A 

Real Assets 

Most Unfavorable Unfavorable Neutral Favorable Most Favorable 

N/A N/A Private Real Estate Commodities N/A 

Alternative Investments* 

Most Unfavorable Unfavorable Neutral Favorable Most Favorable 

N/A N/A Hedge Funds—Event 
Driven 

Hedge Funds—Equity 
Hedge 

Private Equity 

Private Debt 

Hedge Funds—Relative 
Value  

Hedge Funds—Macro  

 

N/A 

Source: Wells Fargo Investment Institute, November 13, 2023. 

*Alternative investments are not appropriate for all investors. They 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. Please see end of 
report for important definitions and disclosures. 
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Risk considerations 

Forecasts are not guaranteed and 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.  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. 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. 

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. 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.  They are also exposed to the risk of severe price fluctuations in the price of gold bullion. Real estate 
has special risks including the possible illiquidity of underlying properties, credit risk, interest rate fluctuations and the impact of varied economic conditions. 

Sector investing can be more volatile than investments that are broadly diversified over numerous sectors of the economy and will increase a portfolio’s vulnerability 
to any single economic, political, or regulatory development affecting the sector. This can result in greater price volatility. 

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 

An index is unmanaged and not available for direct investment. 

 Consumer Price Index (CPI) produces monthly data on changes in the prices paid by urban consumers for a representative basket of goods and services. 

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.   

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. 
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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. PM-05102025-6090772.1.1 
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