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Key points

 A target date portfolio’s glide path represents the shift from equities to fixed income.
Investors often judge these portfolios by comparing the glide paths. This focus overlooks an
important dimension of performance: how efficient the portfolios are in gaining exposure to
equities and fixed income across the entire investment horizon.
 Conventional target date portfolios reduce market risk over time by shifting equity exposure
to fixed income exposure. However, this shift from equities to fixed income increases longevity risk, or the probability that the investor will outlive their assets.
 Factor-based strategies gain exposure to identifiable drivers of returns that are persistent
over time. Multi-factor strategies construct an optimal mix of stocks across a set of factors
more efficiently (compared with single-factor strategies or traditional capitalization-weighted
strategies), so that the factors are not working at cross-purposes.
 Multi-factor equity strategies in target date portfolios can reduce market risk and longevity
risk by making the equity exposure more efficient across the investment horizon. This lowers
volatility in the short run and improves performance in the long run.
 Wells Fargo target date portfolios, with multi-factor strategies researched and implemented
by Analytic Investors, can provide stronger downside protection than conventional target date
portfolios while participating meaningfully in market rallies. They are designed to improve
risk-adjusted returns and increase the probability of meeting the investor’s retirement needs.

Evolving with factors

Most target date portfolios use a mix of market capitalization–weighted index strategies,
avoiding the added cost and risk of actively managed strategies. What distinguishes one set
of target date portfolios from the others is the glide path, or how the mix of equities and fixed
income changes over time. Investors typically compare portfolios in terms of the steepness of
the glide path (or the rate at which the portfolio shifts into fixed income), the final mix of equities
and fixed income, and whether it is designed to take an investor “to” or “through” the target
retirement date. These are all important characteristics. But what is overlooked by this focus is
the efficiency of the exposure to equities and fixed income over the entire investment horizon.
Conventional target date portfolios hold index strategies that indiscriminately buy the market
portfolio regardless of the market environment. Many target date portfolios have been taking
on more market risk, expecting that higher risk will be rewarded with higher returns in this lowyield environment. Wells Fargo’s target date portfolios have fought this trend because they were
originally designed to be more conservative than the typical target date portfolio. Instead, the
portfolios aim to improve performance through greater efficiencies: maintaining the best attributes of market-cap indexes (transparency and low fees) while focusing on factors to deliver
better investment outcomes.
The goal is to capture the equity risk premium in a more efficient way. The equity risk premium
is the expected excess returns to investing in equities relative to risk-free securities like Treasury
bills. One way factor-based investing can do this is by protecting against the downside in the
short run while meaningfully participating in market rallies. We do this with factor-based
strategies that focus on five key drivers of returns at the security level: value, momentum,
quality, volatility, and size.

Greater efficiency with factors

Asset returns are driven by many different forces; some are common to a group of assets,
others are unique to an industry or specific to a security. The main drivers of a diversified
portfolio’s returns are macroeconomic forces, such as expectations and surprises to growth,
inflation, and real interest rates.
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Factors are features of assets that filter these fundamental macroeconomic forces, which are
identifiable determinants of returns that are persistent over time. While there are hundreds
of “factors” that have been identified in the equity markets alone, only a handful have been
shown to be stable over time.
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Take volatility as an example of how factors determine returns. All stocks have some degree of
volatility, from relatively low to relatively high. If we rank all stocks according to their volatility,
we find that (over time) stocks with lower volatility earn higher risk-adjusted returns than
stocks with higher volatility. This has been true over long periods, but there are certain market
environments in which this is not the case.
Different factors work in different market environments. A multi-factor approach diversifies
the portfolio across factors and across different factor-cycle lengths. By balancing factor
exposures across the full market cycle, we gain more efficient equity exposure. This increases
the opportunity for growth while maintaining a consistent risk target.
Figure 1 illustrates the performance advantage with historical data. Increasing the equity
exposure using multi-factor strategies improved returns on this hypothetical $1 million portfolio
by $414,000. It also decreased volatility by one-tenth. A multi-factor strategy can underperform
during short periods, but over a full market cycle, a multi-factor strategy may deliver higher
returns with lower risk.
Figure 1: Multi-factor strategies have shown higher returns and lower risk
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Source: Analytic Investors and eVestment. Hypothetical $1 million portfolio, October 2002 through June 2017. The start date reflects the first date
the strategy became active. The WF Factor Enhanced World Equity Sleeve (65% equities and 35% fixed income) is a multi-factor benchmark created
by Analytic Investors from the Passive Equity Sleeve (60% equities and 40% fixed income). The Passive Equity Sleeve is a global equity benchmark.
Note: The Simulated performance disclosure can be found at the end of the document.
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Figure 2 shows descriptive statistics for the two approaches in Figure 1. During this time-frame,
a passive 60/40 portfolio had an annualized return of 7.61% and standard deviation of 8.96%.
Although the factor-enhanced approach had a higher equity allocation, because the equity
allocation was managed by balancing factors instead of based on market capitalization, the
annualized return was 8.57% and the standard deviation was 8.97%. The factor-based
portfolio increased equity exposure without materially increasing the risk, resulting in more
favorable risk-adjusted performance.
Figure 2: The multi-factor equity approach may improve risk-adjusted performance
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Source: Analytic Investors.

Taking a closer look at the equity exposure, we can see how multi-factor portfolios performed
across different market geographies. Figure 3 shows improved risk and improved returns for
each benchmark, resulting in better Sharpe ratios.
Figure 3: Multi-factor equity strategies improved Sharpe ratios
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Sources: Analytic Investors and FactSet, April 2004-June 2017.

Getting the right exposure to factors

Even though factor strategies are transparent and rules-based, the ways in which they are
implemented across firms can vary dramatically and can lead to significant performance
differences. Thorough understanding of market principles and good execution matter most.
Wells Fargo’s multi-factor strategies are researched and implemented by Analytic Investors,
an investment team at Wells Fargo Asset Management. The firm has led the field in research
into factor-based investing. Their deep understanding and commitment to ongoing research
continues to provide greater insight into each factor and the market dynamics that influence
returns. Analytic’s research has been published in peer-reviewed journals such as The Journal
of Portfolio Management and the Financial Analysts Journal, and is frequently cited by practitioners and scholars.
The Multi-Asset Solutions team and Analytic Investors share the belief that an integrated
approach to multi-factor strategies (also known as a bottom-up approach) is more effective
than a segregated approach (or top-down approach). Both approaches are rules-based and
systematic, providing the transparency and low fees that investors expect. The differences are
in how portfolios are constructed and the efficiencies that follow.
Note: The Simulated performance disclosure can be found at the end of the document.
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With a segregated approach, single-factor portfolios are constructed separately and then
combined into a multi-factor portfolio. With an integrated approach, one multi-factor portfolio
is constructed that combines an optimal mix of stocks across all factors. The integrated
approach is more efficient, because single-factor portfolios often have unintended exposures
to other factors—there is no such thing as a “pure” factor portfolio. Combining single-factor
portfolios into a multi-factor portfolio can give an unbalanced exposure to the multiple
factors being targeted.
Everyday life is filled with examples of how a multi-factor approach to decision-making can
lead to better results. Consider the typical flight search on a travel website. A traveler may not
always want the cheapest flight, which often has a long duration and multiple layovers. On
the other hand, the shortest flight may be too expensive. Most of the time, travelers want to
balance various factors and find options that meet certain thresholds. A bottom-up multifactor approach does just that.
Our belief in this approach is backed by historical data that shows a substantial performance
advantage for the integrated approach to multi-factor portfolios, as shown in Figure 4.
Figure 4: Integrated multi-factor portfolios may result in a superior reward/risk ratio

Annualized return (%)

10
Integrated multifactor portfolio
9
8
Factor sub-portfolio
7
6
5

Market
12

13

14

15

16

Sharpe ratio
Market
0.37
Factor sub-portfolio
0.50
Integrated multifactor
portfolio
0.64
17

18

19

20

Annualized standard deviation (%)
Source: Analytic Investors, as described in Clarke, Roger, Harindra de Silva, and Steven Thorley, 2016, “Fundamentals of Efficient Factor
Investing,” Financial Analysts Journal, vol. 72, no. 6 (November/December): 9-26.

With Analytic Investors’ multi-factor strategies, the Wells Fargo target date portfolios can
maintain their focus on risk control while gaining more opportunity for growth. This is an
increasingly important issue, as we continue to face lower market return expectations and
higher life expectancies. Efficient target date portfolios are a powerful way to help investors
grow their nest eggs and preserve purchasing power in retirement.

A final word

Wells Fargo launched its first set of target date portfolios more than 20 years ago. Improvements since that time have included new asset classes, glide path enhancements, and more
investment horizon options. This new evolution with multi-factor equity strategies makes the
portfolios more efficient in how they achieve equity exposure, giving investors stronger
downside protection without sacrificing opportunity for growth.

| 4 |

Equity factors in focus for target date portfolios | October 2017
Brian Jacobsen, Ph.D., CFA, CFP
Senior Investment Strategist, Multi-Asset Solutions
Brian Jacobsen is a senior investment strategist on the Multi-Asset Solutions team at Wells Capital Management. He conducts
research on risk premia and factors; leads the thought leadership efforts by collaborating with team members across the
organization; consults on product development, enhancement, and management; and serves as one of the resident experts on
the economy, politics, and the markets for internal and external publications and appearances. Dr. Jacobsen also participates
on a number of investment councils and research councils. He is a frequent guest on national and international television and
radio networks, including CNBC, Bloomberg, and Fox Business News. He is often cited in the press as a source on the Federal
Reserve, world economies, and the global markets. He is an associate professor at Wisconsin Lutheran College. Dr. Jacobsen
earned a bachelor’s degree in finance from the University of Wisconsin, Madison, and a Ph.D. in economics from the University
of Wisconsin, Milwaukee. He also holds a law degree from Marquette University Law School. He has earned the right to use the
CFA and CFP designations.
Ryan Shelby, CAIA
Head of Factor Solutions, Analytic Investors
Ryan Shelby heads the Factor Solutions group at Analytic Investors which is responsible for developing factor-based investment solutions for institutional and retail clients.
Ryan has more than 15 years of investment experience and has been with Analytic investors since 2010. Previously, Ryan
was a Portfolio Manager at Northrop Grumman where he was responsible for managing over $25B in Defined Benefit and
Defined Contribution equity investments. Prior to that, Ryan was responsible for conducting asset allocation and investment
manager due diligence for Wilshire Associates’ Funds Management’s Group.

| 5 |

Equity factors in focus for target date portfolios | October 2017

Simulated performance results have many inherent limitations, some of which are described below. No representation is being made that any account will or is likely to achieve results similar to those shown. In fact,
there are frequently sharp differences between simulated performance results and the actual performance results subsequently achieved by any particular trading program.
One of the limitations of simulated performance results is that they are generally prepared with the benefit of hindsight. In addition, simulated trading does not involve financial risk, and no simulated trading record can
completely account for the impact of financial risk in actual trading. For example, the ability to withstand losses or to adhere to a particular trading program in spite of trading losses are material points which can also
adversely affect actual trading results. There are numerous other factors related to the markets in general or to the implementation of any specific trading program which cannot be fully accounted for in the preparation
of simulated performance results and all of which can adversely affect actual trading results.
Performance does not include advisory fees, brokerage or other commissions and other expenses a client would have paid. Results do not include the reinvestment of dividends and other earnings.
CFA® and Chartered Financial Analyst® are trademarks owned by CFA Institute.
Wells Fargo Asset Management (WFAM) is a trade name used by the asset management businesses of Wells Fargo & Company. WFAM includes but is not limited to Analytic Investors, LLC; ECM Asset Management Ltd.;
First International Advisors, LLC; Galliard Capital Management, Inc.; Golden Capital Management, LLC; The Rock Creek Group, LP; Wells Capital Management Inc.; Wells Fargo Asset Management Luxembourg S.A.; Wells
Fargo Funds Distributor, LLC; and Wells Fargo Funds Management, LLC.
Wells Capital Management (WellsCap) is a registered investment advisor and wholly owned subsidiary of Wells Fargo Asset Management Holdings, LLC. WellsCap provides investment management services for a variety
of institutions. The views expressed are those of the author at the time of writing and are subject to change. This material has been distributed for educational/informational purposes only, and should not be considered
as investment advice or a recommendation for any particular security, strategy or investment product. The material is based upon information we consider reliable, but its accuracy and completeness cannot be guaranteed. Past performance is not a guarantee of future returns. As with any investment vehicle, there is a potential for profit as well as the possibility of loss. For additional information on Wells Capital Management and its
advisory services, please view our web site at www.wellscap.com, or refer to our Form ADV Part II, which is available upon request by calling 415.396.8000.
Wells Capital Management does not serve as an independent advice fiduciary during the sales process to any investor.
Distribution in EMEA: Certain subsidiaries of Wells Fargo & Company under the trade name of Wells Fargo Asset Management provide investment advisory services to institutional clients. The rules contained under
the U.K. Financial Services and Markets Act 2000 (the ‘Act’) concerning the protection of retail clients do not apply, nor will the Financial Services Compensation Scheme be available.
The investment may be subject to sudden and large falls in value, and, if it is the case, there is the potential to lose the total value of the initial investment. Changes in exchange rates may have an adverse effect on the
value price or income of the product.
For professional clients only and should not be distributed to or relied upon by retail clients, as defined in the Markets in Financial Instruments Directive 2007. The Financial Conduct Authority rules made under the
Financial Services and Markets Act 2000 for the protection of retail clients will therefore not apply, nor will the Financial Services Compensation Scheme be available.
The information in this document has been obtained or derived from sources believed to be reliable, but Wells Fargo Asset Management does not represent that this information is accurate or complete. Any opinions or
estimates contained in this document represent the judgment of Wells Fargo Asset Management, at this time, and are subject to change without notice. Wells Fargo & Company and its affiliates may from time to time
provide advice with respect to, acquire, hold or sell a position in, the securities or instruments named or described in this document.
For the purposes of Section 21 of the Act, the content of this communication has been approved by Wells Fargo Securities International Limited and ECM Asset Management Limited, regulated persons under the Act.
This document has been approved for purposes of Section 21 of the UK Financial Services and Markets Act 2000 by Wells Fargo Securities International Limited for issue in the UK. Wells Fargo Securities International Limited is authorised and regulated by the UK Financial Conduct Authority. Recipients of this document should note that Wells Fargo Securities International Limited is not acting for or advising them. The Wells Fargo (Lux)
Worldwide Fund is marketed in Europe by Wells Fargo Asset Management Luxembourg S.A., who is authorised and regulated by the Commission de Surveillance du Secteur Financier (CSSF). Wells Fargo (Lux) Worldwide
Fund is a brand name, and both the Wells Fargo (Lux) Worldwide Fund name and logo are trademarks or registered trademarks of the Wells Fargo group of companies. Wells Fargo Asset Management is the trade name of
the investment management services provided by certain subsidiaries of Wells Fargo & Company.
This document and any other materials accompanying this document (collectively, the “Materials”) are provided for general information purposes. By accepting any Materials, the recipient acknowledges and agrees to
the matters set forth below in this notice.
Wells Fargo Bank National Association (“WFBNA”) makes no representation or warranty (express or implied) regarding the adequacy, accuracy or completeness of any information in the Materials. Information in the
Materials is preliminary and is not intended to be complete, and such information is qualified in its entirety. The views expressed in the Materials do not necessarily reflect the views of Wells Fargo & Company, WFBNA or
their affiliates. The information presented is based upon diverse sources that WFBNA believe to be reliable, though accuracy of the information is not guaranteed.
The Materials are distributed by WFBNA DIFC Branch. WFBNA DIFC Branch is regulated by Dubai Financial Services Authority. WFBNA DIFC branch only deals with Professional Clients as defined by the DFSA.
©2017 Wells Fargo Bank NA. All Rights Reserved.
Distribution in Latin America: Mexico, Chile, Brazil, Columbia and Peru: Wells Fargo & Company provides financial services in Asia, Canada, Europe, and Latin America through its duly authorized and regulated
subsidiaries. In Europe, banking services are provided through Wells Fargo Bank International (WFBI), directly regulated by the Central Bank of Ireland, and Wells Fargo Bank, N.A. London Branch, authorized by the Prudential Regulation Authority (PRA) and regulated by the Financial Conduct Authority (FCA) and the PRA. All products and services may not be available in all countries. Each situation needs to be evaluated individually
and is subject to local regulatory requirements.
Distribution in Canada: The foregoing materials (the “Materials”) are not an offer or commitment for any products or transactions. Our willingness to enter into any transaction is subject to final credit approval,
agreement on transaction terms and compliance to our satisfaction with all applicable legal and regulatory requirements, including onboarding and relationship documentation. Transactions will only be entered into
with qualified parties in permitted jurisdictions. Terms, rates, prices and structures in the Materials are indicative only, and should not be relied upon as the terms, rates, prices or structures on which we or anyone else
would be willing to enter into, terminate or transfer a transaction with you, or relied upon for any other purpose. Actual rates and prices may be higher or lower depending on market conditions at the time of execution.
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financial services will be prepared in accordance with the laws of the United States and not Australian laws.
Distribution in Hong Kong: This presentation is distributed in Hong Kong by Wells Fargo Securities Asia Limited (“WFSAL”), a Hong Kong incorporated investment firm licensed and regulated by the Securities and Futures
Commission to carry on types 1, 4, 6 and 9 regulated activities (as defined in the Securities and Futures Ordinance (Cap. 571 The Laws of Hong Kong), “the SFO”). This report is not intended for, and should not be relied on
by, any person other than professional investors (as defined in the SFO). Any securities and related financial instruments described herein are not intended for sale, nor will be sold, to any person other than professional
investors (as defined in the SFO). The author or authors of this presentation is or are not licensed by the Securities and Futures Commission. Professional investors who receive this presentation should direct any queries
regarding its contents to Ignatius Choong at WFSAL (email: ignatius@wellsfargo.com). Distribution in South Korea: This document is distributed in the Republic of Korea by Wells Capital Management, Incorporated.
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