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Fixed Income Spotlight

Tony Miano, CFA, CAIA
Investment Strategy Analyst

High yield is changing: Why today’s market looks stronger than the past

Concerns about credit risk have increased in recent months, fueled by headlines around losses in areas of private
credit and leveraged loans. It is easy to assume that trouble in the other segments of the debt market could spill
over into public high yield bonds, but we believe today’s high yield market looks different from past cycles.

A higher quality high yield market

High yield bonds have long carried the nickname “junk” bonds — a label rooted in the market’s history of weak
balance sheets and higher default risk. But we believe that description overlooks how the high yield universe has
evolved over the last decade.

Borrowers today have financing options beyond the public bond market. The growth of private credit, especially
direct lending, has provided alternative funding sources, particularly for small private companies. As a result, many
of these issuers may bypass public high yield issuance altogether, relying instead on private markets to meet their
financing needs. This shift has materially changed the makeup of the Bloomberg High Yield Index itself. The share
of the riskiest bonds has declined meaningfully, while higher quality segments now make up a larger portion of the
market (see chart 1).

Chart 1. High yield index ratings quality has improved over last decade

NN
At
W?\

7
.

\\}\x w CC-D

0
7

7

7
.

4/29/2016 m CCC

)
iy

4/20/2026

=B

\\ _ <88

Sources: Bloomberg and Wells Fargo Investment Institute, data as of April 20, 2026, and April 29, 2016. Credit quality classifications are based on Bloomberg data,
which reflects an average of ratings from major credit rating agencies. Represented by credit ratings of constituents of the Bloomberg High Yield Bond Index. BB
represents the highest credit tranches contained in high yield indexes. Past performance is no guarantee of future results.

Importantly, many companies in high yield indexes are now larger based on market cap and more profitable. The
yield difference is narrow enough to incentivize some borrowers to remain at the high end of high yield (rated BB),
rather than cross into the lowest tier of investment grade. According to Moody’s, while high yield issuer defaults
have risen from exceptionally low post-pandemic levels, they remain close to long-term averages — supporting
our view that structural risks in high yield remain contained.

We believe the improved quality of the high yield market also helps explain why investor demand has remained
resilient. Over the past several weeks, flows into high yield bond funds have increased, suggesting that investors
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continue to view the asset class as an attractive source of income despite ongoing market uncertainty.* Yield levels
are a key driver of demand. The Bloomberg High Yield Bond Index is currently displaying a yield near 6.75% (as of
April 20, 2026), providing potential for compelling income without requiring investors to move into longer
maturity bonds with higher interest rate sensitivity.

Our neutral outlook on high yield

Despite these positives, our overall outlook on high yield remains neutral. While structural risks appear limited,
valuation is our primary concern. Credit spreads, or the additional compensation investors receive for taking on
credit risk, are tight by historical standards (see chart 2). Recent episodes of spread widening have been short-lived,
with spreads often retracing toward cycle lows even amid geopolitical tensions and persistent inflation pressures.

Chart 2. Credit spread widenings in high yield have been short lived
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Sources: Bloomberg and Wells Fargo Investment Institute, as of April 15, 2026. Measured by option-adjusted spread (spread relative to a risk-free interest rate) of
the Bloomberg High Yield Bond Index. The 10-year average credit spread was 3.84. Past performance is no guarantee of future results.

With inflation pressures lingering and the Federal Reserve (Fed) less likely to provide near-term rate relief, we
believe current spreads leave little margin for surprises. High yield also faces a growing maturity wall, with more
than half of outstanding debt set to mature over the next five years? — potentially increasing refinancing pressure
on issuers. Demand may be durable if the economy avoids sharp deteriorations in economic growth, but that does
not eliminate valuation risk and patience remains warranted.

For yield-focused investors, maintaining a strategic allocation to high yield can still be considered within
diversified portfolios. That said, we believe potential pullbacks driven by market volatility or uncertainty may offer
opportunities to selectively add exposure. At current levels, we continue to find investment grade bonds attractive,
offering potential for competitive yields with less credit risk, while waiting for potentially more compelling entry
points in high yield.

1. Lipper fund flows into U.S. high yield bonds, as of April 17, 2025.
2. Measures by Bloomberg Corporate High Yield Index, as of April 24, 2026.
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Equities

Alex Sagal
Investment Strategy Analyst

S&P 500 beneath highs, Al has driven returns

Equity markets have taken investors on a full round trip so far this year. The S&P 500 Index reached an all-time
high in January, fell to recent lows in March amid rising geopolitical and economic uncertainty, and then rebounded
sharply, ultimately returning to a new all-time high on April 16, 2026. Notably, this rebound marked the fastest
recovery by trading days to a new high following a drawdown of at least 8% since 1950. While we believe the speed
of the recovery underscores market resilience, participation has been uneven. Fewer than 60% of S&P 500 Index

constituents are trading above their 200-day moving average, highlighting continued dispersion beneath the
surface.

That dispersion may become easier to interpret as markets have shifted their attention away from geopolitics and
back toward fundamentals. While the outcome of the war with Iran remains uncertain, we believe equity markets
have lately looked through the conflict, once again grading companies and sub-industries primarily on their
exposure to Al In our view, the market’s report card is considered at the sub-industry level. Many of the
year-to-date leaders in the S&P 500 are either direct beneficiaries of Al capital spending or businesses largely
insulated from its potentially disruptive effects.

By contrast, some of the S&P 500 weakest performers have been sub-industries perceived to be most vulnerable
to Al-driven disruption. Business software, professional services, and consulting-based industries which were
previously awarded valuation premiums for seemingly durable competitive moats have struggled as investors
reassess how quickly Al could pressure pricing power and erode traditional advantages.

As prospects for de-escalation in Iran have improved, investor focus has returned to its core curriculum —
participating in secular growth trends with solid fundamentals. That shift helps explain our recent sector
recommendation changes. In our view, much of the geopolitical risk premium had been priced into oil by early April
when we downgraded the Energy sector. At the same time our expectations for more attractive valuations, durable
fundamentals, and renewed confidence in Al-driven growth led us to upgrade the Information Technology sector.

Chart 3. Year-to-date total return of S&P 500 index sub-sectors that are potential beneficiaries, disrupted and
insulated from Al
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Sources: Bloomberg and Wells Fargo Investment Institute. Data as of April 20, 2026. IT = Information Technology. An index is not managed and not available for direct
investment. Past performance is no guarantee of future results.
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Real Assets

Sameer Samana, CFA
Head of Global Equities and Real
Assets

Time to consider rebalancing out of commodities

Commodities have spent much of 2026 demonstrating their potential to diversify portfolios during environments
that have been tough for more traditional asset classes, such as stocks and bonds. The Bloomberg Commodity
Total Return Index (BCOMTR) is up 22.57% year-to-date through April 20, 2026, versus 0.79% for the Bloomberg
US Aggregate Bond Index and 4.21% for the S&P 500 Index. The positive performance within BCOMTR has been
broad-based and has been led by energy and precious metals.

The drivers of this recent performance have been a war in the Middle East, a still solid U.S. consumer and economy,
perky inflation, and a demand for materials related to the Al buildout. While some of these factors may lose
strength in the coming months, such as a wind-down of the conflict, it is hard to see most of them reversing any
time soon. Unfortunately, much of our thesis for commodities has largely played out and we now see signs that
prices for many commodities may be trading more off geopolitics and acute shortages than long-term supply and
demand fundamentals would suggest.

For this reason, we remain neutral on Commodities as an asset group, and we downgraded Energy commodities as
a sector within the asset group. We believe investors would be well served to consider if suitable, removing
exposure from commodities to stocks and bonds and within commodities to our favorable-rated precious and
industrial metals sectors.

The chart shows the BCOMTR Index (341) is in an uptrend, with the 50-day moving average (326) now trading
above the 200-day moving average (283). It should find support at the 50-day moving average (326) followed by
the 200-day moving average (283). Resistance sits at the recent high (351).

Chart 4. Commodities have run hard and fast
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Sources: Bloomberg and Wells Fargo Investment Institute. Daily data from April 20, 2023, through April 20, 2026. BCOMTR = Bloomberg Commodity Index Total
Return. SMAVG (50) = 50-day simple moving average. SMAVG (200) = 200-day simple moving average. RSI = relative strength index. An index is not managed and
not available for direct investment. Past performance is no guarantee of future results.
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Alternatives

Mark Steffen, CFA, CAIA
Global Alternative Investment Strategist

Large Al deals drive record Venture Capital (VC) quarter

VC deal activity surged in the first quarter of 2026, reaching a record $267 billion after several years of relatively
muted volumes. Al continues to dominate the landscape, with AT and machine learning (ML) companies accounting
for more than 89% of total deal value. This share has steadily increased over recent years, underscoring Al's growing
influence across the VC market.

However, a closer look reveals that this headline number masks some underlying weakness. The record quarter was
driven largely by a small number of extremely large transactions. The five biggest deals alone represented
approximately $196 billion of total deal value. This unusually narrow concentration in the first quarter suggests
that much of the broader VC market remains in a very slow recovery mode outside of these mega deals.

Many investors are hopeful that these outsized transactions will reignite broader activity and encourage capital to
flow back into earlier-stage and mid-sized opportunities. Expectations had also been building that a sustained cycle
of Fed interest rate cuts would support a new wave of dealmaking. However, those hopes may be challenged as
rising oil prices are renewing concerns about inflation, limiting the potential for additional rate cuts throughout the
rest of the year.

While the increase in first-quarter deal activity is encouraging, we remain cautious on the overall outlook for VC. Al
may indeed drive the next generation of innovative start-ups, but risks remain elevated as traditional business
models are disrupted and valuations continue to adjust. Given this environment, we currently favor lower-risk
strategies such as Growth Equity and Small- and Mid-Market Buyouts, which focus on more established
companies with proven business models and cash flows.

Chart 5. Quarterly VC deal and Al/ML percentage share of all VC deal value
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Sources: Pitchbook. Data as of March 31, 2026. Venture capital are generally investments in early-stage U.S. companies with high growth potential, often in the pre-
revenue or pre-earnings phase of a company’s life cycle. These companies are typically funded at the pre-seed or seed stage, the early stage (Series A or B), or the late
stage (Series C, D, or later). Q = quarter. Al = artificial intelligence. ML = machine learning. VC = venture capital. Please see end of the report for Pitchbook data disclosures.
Past performance is no guarantee of future results. 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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Tactical guidance*

Cash Alternatives and Fixed Income

Equities

Real Assets

Alternative Investments**

Source: Wells Fargo Investment Institute, April 27, 2026. Please see Wells Fargo Investment Institute's Asset Allocation Strategy Report for more detailed, investable ideas in each asset
group.

*Tactical horizon is 6-18 months

**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

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. Real estate has special risks including the possible illiquidity of underlying properties, credit risk, interest rate
fluctuations and the impact of varied economic conditions.

Forecasts, estimates, and projections are not guaranteed and are based on certain assumptions and views of market and economic conditions which are subject to
change.

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. The Energy sector may be adversely
affected by changes in worldwide energy prices, exploration, production spending, government regulation, and changes in exchange rates, depletion of natural
resources, and risks that arise from extreme weather conditions. Risks associated with the Technology sector include increased competition from domestic and
international companies, unexpected changes in demand, regulatory actions, technical problems with key products, and the departure of key members of
management. Technology and Internet-related stocks, especially smaller, less-seasoned companies, tend to be more volatile than the overall market.

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 Commodity Index is calculated on an excess return basis and reflects commodity futures price movements.

Bloomberg U.S. Corporate High Yield Bond Index covers the U.S. dollar-denominated, non-investment grade, fixed-rate, taxable corporate bond market.
S&P 500 Index is a market capitalization-weighted index composed of 500 stocks generally considered representative of the U.S. stock market.

Pitchbook Data - Pitchbook uses a variety of publicly available sources found in targeted online searches including more than 1,000,000 web crawlers using national
language processing and machine learning, secondary sources (those authored by someone not directly involved in the deal or fund), news (largest source of
information) and other online sources. Quality assurance uses preventive validations, corrective validations, and mutual reviews in an effort to ensure accuracy of
data. Data is educational and illustrative purposes only and there are no guarantees as to accuracy of data or content.

An index is unmanaged and not available for direct investment.

Bond rating firms, such as Moody’s, Standard & Poor's and Fitch, use different designations consisting of upper- and lower-case letters'A' and 'B' to identify a bond's
credit quality rating. '"AAA' and 'AA' (high credit quality) and 'A' and 'BBB' (medium credit quality) are considered investment grade. Credit ratings for bonds below
these designations ('BB', 'B', 'CCC', etc.) are considered low credit quality, and are commonly referred to as "junk bonds". Not-Rated securities are securities that have
not received a credit rating from one or more of the major credit rating agencies. These securities can present significant liquidity disadvantages to investors.

General disclosures
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Global Investment Strategy (GIS) is a division of Wells Fargo Investment Institute, Inc. (WFII). WFIl 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. [PM]-10242027-5424719
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