
 

© 2025 Wells Fargo Investment Institute. All rights reserved. Page 1 of 9 

 

 

Equities Spotlight: AI still driving the bus, but capex could broaden ............. 2 
• Data center capital expenditure (capex) has been a dominant theme in equity markets in 2025, helping 

buttress earnings, economic growth, and markets more broadly. 

• We believe tailwinds could broaden somewhat into 2026. We thus think exposure to sectors levered 
to both artificial intelligence (AI) and an improving cycle is warranted. This includes Financials, 
Information Technology, Utilities, and Industrials.1 

Fixed Income: Fundamentals signal caution in long-term Treasuries ........... 4 
• While 10-year Treasury yields have recently fallen, we believe further declines will be limited by 

dynamics within key yield components, as well as by issues potentially affecting demand like lingering 
debt sustainability concerns. 

• Fundamental components to yields make it difficult to see yields falling considerably from current 
levels and as a result we remain unfavorable on Long Term U.S. Taxable Fixed Income. 

Real Assets: Focus on signal over noise..................................................................... 5 
• Copper prices have consistently made higher highs and higher lows over the past three years. 

• This uptrend demonstrates copper’s important global role in both traditional uses, such as 
manufacturing and housing construction, as well as cutting-edge technologies like renewable energy 
and AI. We remain favorable on the Industrial Metals commodities sector. 

Alternatives: Secondaries go mainstream ................................................................ 6 
• Secondaries market transactions surpassed $100 billion in the first half of 2025, marking the 

strongest half-year on record and underscoring their growing role as a key source of liquidity in private 
markets. 

• By offering portfolio diversification, faster capital return, and potential purchase pricing discounts, we 
believe Secondaries sub-strategies are well-positioned to sustain their growth. 

Current tactical guidance ................................................................................................ 7 
  

 
1. For details around our latest equity sector guidance changes and target adjustments, see our recent Institute Alert, "Adjusting targets and equity sector 
guidance," September 16, 2025. 
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Equities Spotlight 

Lawrence R. Pfeffer, CFA 
Equity Sector Analyst 

AI still driving the bus, but capex could broaden 

Business investment has remained resilient in 2025, but it has been a tale of two cities. In fact, current FactSet 
consensus estimates project S&P 500 Index capex — excluding the hyperscalers (the five largest providers of cloud 
computing capacity) — will increase 3% in 2025 (see Chart 2). Adjusted for current producer price inflation, this 
implies virtually no real growth in business investment. Why? Many companies appear to be responding to modest 
economic growth, policy uncertainty, and tariff-related cost pressures by conserving capital. Yet, the world is 
composed of  the sum of its parts, not the median or an average. And one part of the economy continues to 
experience strong growth conditions while also having become a more meaningful part of the whole. 

To put it another way —in a 1990 overtime win against the Cleveland Cavaliers, Michael Jordan accounted for 59% 
of the Chicago Bulls’ points scored. The punchline? The Bulls still won even if it came largely on the back of one 
player. 

What end market is playing the role of Michael Jordan today? We are, of course, referencing data center and its 
adjacent end markets. As a group, according to FactSet consensus estimates, the hyperscalers are expected  to 
deliver 51% capex growth this year. This activity has in turn been highly supportive of S&P 500 Index earnings and 
even overall economic growth. 

Chart 1. Data center, electric power, and electronics manufacturing as a percentage of non-residential 
construction spending 

 

Sources: Census Bureau and Wells Fargo Investment Institute. Data through August 2025. 
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Many are now familiar with the areas benefiting the most from this investment, notably tech hardware and power 
generation. What may still be underappreciated by some investors is the potential spillover impact on less directly 
impacted end markets. These include steel, cement, water infrastructure, equipment rental, industrial distribution, 
construction equipment, and severe-service trucks. All of these areas form the backbone of the broader industrial 
economy and could see growing contributions from data center capex as this end market mushrooms in size. 

Meanwhile, full expensing of capital equipment and research and development (R&D) expenditures, along with 
favorable changes to the taxable treatment of interest expense and foreign income, are all supportive of lowering 
after-tax hurdle rates for incremental capital spending. According to our analysis, we estimate that the median 
firm2 in the S&P 500 Index could see a 5% – 6% annualized benefit to free cash flow (cash from operations less 
capex)  from the capex and R&D expensing provisions of the OBBBA (One Big Beautiful Bill Act) alone. In particular, 
we see a potential benefit for short-cycle and lower-cash-margin businesses where meaningful cash tax incentives 
can be highly stimulative of an incrementally shorter trade cycle for customers. Many of the end markets that we 
believe have these characteristics (trucking, construction, and agriculture) are currently depressed.  

The right combination of catalysts — animal spirits, fiscal policy, interest-rate levels, broader economic growth — 
is typically required to drive a rebound here as these are mature industries. To this point, in addition to favorable 
tax policy, these businesses could also begin to benefit from interest-rate cuts in the coming months. Thus, we do 
believe that following a mixed year in 2025, the odds are rising that favorable tax policy could help drive stronger 
activity in more places in 2026. 

Chart 2. S&P 500 Index capital expenditures* year-over-year change 

 

Sources: FactSet and Wells Fargo Investment Institute. *Full data set reflects companies with data available for the entirety of the 2024-2026 period; 2024 is used 
as the comparison year for 2025; 2025-2026 based on consensus estimates. **Hyperscalers includes: Alphabet Inc., Meta Platforms Inc, Microsoft Corporation, 
Amazon.com, Inc., and Oracle Corporation. Data as of September 2025. An index is unmanaged and not available for direct investment.  

Our conclusion is that while one of the key stories of 2025 has been that artificial-intelligence-oriented (AI-
oriented) capex has overcome weakness in other parts of the economy, 2026 could see this strength broaden at the 
margin, particularly in the United States. We still expect data center capex to be a key theme, but we also believe 
that the potential for improving activity in other areas may not be as fully anticipated or priced in. So, we see less 
of an “either” environment and more of an “and” environment. We believe AI investment and broader economic 
momentum are supportive of our favorable guidance on the Information Technology, Utilities, Financials, and 
Industrials sectors.  

 
2. The median of the change for all companies in the index for which we have data.  
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Fixed Income 

Tony Miano, CFA, CAIA 
Investment Strategy Analyst 

Fundamentals signal caution in long-term Treasuries 

Following the Federal Reserve’s (Fed’s) September rate cut, 10-year U.S. Treasury yields find themselves in a 
difficult position. The consensus based on futures market pricing suggests that short-term interest rates will fall, 
while we expect other components of 10-year Treasury yields — like inflation expectations and the term 
premium, which is the additional yield investors demand for holding long-term over short-term bonds — to 
remain anchored or to rise. As we expect to see a moderate U.S. economic recovery gather momentum beyond the 
first quarter of 2026, real (inflation-adjusted) rates could also move higher. Therefore, current 10-year yield levels 
appear to us to be disconnected from the yield levels implied by fundamentals.  

The chart below shows two key components of 10-year yields that demonstrate this mismatch with inflation 
expectations remaining elevated and term premium still higher from early-2025 levels. Notably, term premium 
remains well below its 50-year average of 1.65%, and we believe concerns like debt sustainability issues may drive 
it higher in the future. This mismatch may be reasonable in periods of significant demand for Treasury securities, 
but with stock indexes near all-time highs and no recession in our economic outlook, it is hard to consider it 
warranted. Additionally, increased Treasury issuance to fund new debt required by the passage of the OBBBA and 
continued concerns on debt sustainability should impact the supply-and-demand balance of Treasuries in the 
future. 

Term premium and inflation expectations in 2025 

 
Sources: Bloomberg and Wells Fargo Investment Institute as of September 15, 2025. 10-year inflation expectations measured by the U.S. 10-year breakeven 
inflation rates. Term premium measured by the Adrian Crump & Moench 10-year Treasury term premium. 10-year yield measured by the generic yield on U.S. 10-
year Treasury Notes.  

We see this mismatch between implied and realized values for 10-year U.S. Treasury yields as a negative for long-
term Treasuries — as it indicates both that investors are not being properly compensated for the risks and that 
Treasury yields may have difficulty falling below current levels. We remain unfavorable on Long Term Taxable U.S. 
Fixed Income as a result, favoring instead Intermediate Term Taxable U.S. Fixed income as a better balance of risk 
and yields.  
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Real Assets 

Sameer Samana, CFA 
Head of Global Equities and Real Assets 

Copper: Focus on signal over noise 

Copper’s sensitivity to global growth means increased price volatility, especially during times of economic 
uncertainty. This year has brought the added challenge of fluctuating trade policy. The chart below illustrates the 
run-up in July 2025 following the announcement of a significant copper tariff, which was subsequently reversed in 
August when the policy was revised to exclude refined copper. We believe these sharp moves serve as a distraction 
from the broader price trend, which is clearly higher from the lower left to the upper right, and mirrors the uptrend 
in global demand for copper. 

Our reasoning for continued optimism around this demand comes from a possible recovery in U.S. housing, a 
bottoming in the Chinese economy, the build-out of AI data centers, and the related increase in power generation 
needs. U.S. housing should rebound as the Fed cuts interest rates, which might make home ownership more 
affordable and spur construction. With respect to China, a focus on supporting the domestic economy — which 
relies heavily on manufacturing — to offset the headwinds from global trade protectionism should increase 
demand for industrial metals. Lastly, AI has been a game-changer with respect to the building of data centers and 
the power needed to run them, both of which require the usage of copper and industrial metals. 

We recently upgraded the Industrial Metals sector within Commodities. This is largely due to the critical roles they 
play in many of the major technologies being developed today while retaining all their traditional industrial uses. 
We prefer investors take advantage of pullbacks during times of economic uncertainty to add exposure to the 
sector. 

Copper remains in an uptrend 

 
Sources: Bloomberg and Wells Fargo Investment Institute. Daily data from September 15, 2022 through September 15, 2025. HG1 = Generic 1st copper contract on 
the COMEX (the Commodity Exchange). SMAVG (50) = 50-day simple moving average. SMAVG (200) = 200-day simple moving average. RSI = relative strength 
index. An index is unmanaged and not available for direct investment. Past performance is no guarantee of future results.   
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Alternatives 

Chao Ma, PhD, CFA, FRM 
Global Portfolio and Investment Strategist 

Secondaries go mainstream 

The secondary transactions in private capital – where investors sell existing fund commitments to others – have 
evolved into an increasingly important method that fund managers and investors use to generate distributions.  

In the first half of 2025, global secondaries transaction volume surpassed $100 billion, marking the strongest half-
year on record (see chart below). This growth is notable given the broader slowdown in private markets, where 
fundraising and exit activities have been constrained by elevated interest rates, inflation, economic concerns, and 
policy uncertainties. 

According to Pitchbook3, fundraising for Secondaries sub-strategies is also on pace to exceed 2024’s record, 
supported by growing interest from both institutional and wealth-management investors. Additionally, 
secondaries market pricing has remained stable, hovering near historical averages across most strategies.3 

We believe this momentum reflects a broader trend: both qualified investors and fund managers are increasingly 
turning to the secondaries market to generate distributions and to actively manage their holdings in a shifting 
macro environment.  

While Private Equity Secondaries still leads the space by assets under management, Secondaries sub-strategies 
have expanded into Private Real Estate and Private Debt, signaling broader adoption across asset classes, according 
to Pitchbook data.3 Compared to primary private-capital strategies, we believe Secondaries sub-strategies have the 
potential to offer diversified exposure across industries and managers; improved visibility of underlying holdings; 
and potential discounts on entry pricing. 

As qualified investors continue to seek diversification, we believe Secondaries sub-strategies will continue to grow. 

Secondaries transaction volume surpassed $100 billion in the first half of 2025 

 
Sources: Pitchbook, Evercore, and Wells Fargo Investment Institute. Data as of June 30, 2025. 1H: first half; 2H: second half. 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.

 
3. Pitchbook Q3 (third quarter) 2025 Quantitative Perspectives US Market Insights, August 31, 2025. 
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Tactical guidance* 
Cash Alternatives and Fixed Income 

Most Unfavorable Unfavorable Neutral Favorable Most Favorable 

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

U.S. Short Term Taxable 
Fixed Income 

Cash Alternatives 

Developed Market Ex-
U.S. Fixed Income 

Emerging Market Fixed 
Income 

High Yield Taxable Fixed 
Income 

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

Equities 

Most Unfavorable Unfavorable Neutral Favorable Most Favorable 

N/A Emerging Market 
Equities 

U.S. Small Cap Equities 

Developed Market Ex-
U.S. Equities 

 

U.S. Large Cap Equities 

U.S. Mid Cap Equities 

N/A 

Real Assets 

Most Unfavorable Unfavorable Neutral Favorable Most Favorable 

N/A N/A Commodities 

Private Real Estate 

N/A N/A 

Alternative Investments** 

Most Unfavorable Unfavorable Neutral Favorable Most Favorable 

N/A N/A Hedge Funds—Equity 
Hedge 

Hedge Funds—Relative 
Value 

Private Equity 

Private Debt 

Hedge Funds—Event 
Driven  

Hedge Funds—Macro  

 

N/A 

Source: Wells Fargo Investment Institute, September 22, 2025.  

*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. 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. Investing in specialty 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. 

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. Investing in the Financial services 
companies will subject an investment to adverse economic or regulatory occurrences affecting the sector. There is increased risk investing in the Industrials sector. 
The industries within the sector can be significantly affected by general market and economic conditions, competition, technological innovation, legislation and 
government regulations, among other things, all of which can significantly affect a portfolio’s performance. 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. Utilities are sensitive to changes in interest rates, and the securities within the sector can be volatile and may underperform in a slow economy. 

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.  

Secondary investments are interests in existing private equity funds that are acquired in privately negotiated transactions after the end of the private equity fund's 
fundraising period. Typically these funds have portfolios of existing investments as well as capital available for new investments. 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. 

Definitions 

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.  

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. 
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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-03192027-8408682.1.1 


	Equities Spotlight: AI still driving the bus, but capex could broaden 2
	Fixed Income: Fundamentals signal caution in long-term Treasuries 4
	Real Assets: Focus on signal over noise 5
	Alternatives: Secondaries go mainstream 6
	Current tactical guidance 7
	Equities Spotlight
	AI still driving the bus, but capex could broaden

	Fixed Income
	Fundamentals signal caution in long-term Treasuries

	Real Assets
	Copper: Focus on signal over noise

	Alternatives
	Secondaries go mainstream
	Risk considerations
	Definitions
	General disclosures



	Investment Strategy
	Most Favorable
	Favorable
	Neutral
	Unfavorable
	Most Unfavorable
	N/A
	Cash Alternatives
	Developed Market Ex-U.S. Fixed Income
	Emerging Market Fixed Income
	High Yield Taxable Fixed Income
	U.S. Large Cap Equities
	Developed Market Ex-U.S. Equities
	U.S. Mid Cap Equities
	Most Favorable
	Favorable
	Neutral
	Unfavorable
	Most Unfavorable
	N/A
	Commodities
	N/A
	Private Real Estate
	Most Favorable
	Favorable
	Neutral
	Unfavorable
	Most Unfavorable
	Hedge Funds—Event Driven 
	Hedge Funds—Equity Hedge
	N/A
	Hedge Funds—Macro 
	Hedge Funds—Relative Value
	Private Equity
	Private Debt



