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Real Assets Spotlight: Natural gas — Growing demand, supply, and 
volatility ............................................................................................................................. 2 

• We believe that secular dynamics, including growth in liquefied natural gas exports and power 
demand, will lead to structurally higher demand for natural gas in the coming years. 

• We expect volatility in natural gas prices and believe that infrastructure is critical in balancing the 
evolving market, underscoring our favorable view on the Midstream Energy sub-sector. 

Equities: Understanding income risk in Financials.............................................. 4 
• Dividend stability varies widely across the Financials sector with banks, asset managers, and insurers 

displaying stronger resilience than business development corporations (BDCs) and mortgage real 
estate investment trusts (REITs) in a rate-cut environment. 

• For rate-sensitive sub-sectors like BDCs and mortgage REITs, dividend sustainability increasingly 
depends on fundamentals, including credit quality, leverage discipline, and spread management, not 
interest rates alone. 

Fixed Income: Will the Fed’s balance-sheet strategy change soon? .............. 5 
• Kevin Warsh’s nomination as Federal Reserve (Fed) governor and chair started to intensify the 

discussion around the Fed’s balance-sheet strategy given Warsh’s prior comments about reducing the 
balance sheet and restoring flexibility in setting policy rates. 

• In our view, implementing large changes to the Fed’s balance-sheet strategy will take time and 
coordination. We expect the new Fed chair to try to minimize abrupt impacts on liquidity and 
tightening of financial conditions. 

Alternatives: Secondaries continue to gain momentum ................................... 6 
• Private secondary transaction volume exceeded $220 billion for the first time in 2025, representing 

growth of over 40% compared with 2024. 

• Given the market’s increasing scale, diversified opportunity set, and differentiated risk-return 
characteristics, we maintain a favorable view on secondaries strategies. 
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Real Assets Spotlight 

Ian Mikkelsen, CFA 
Equity Sector Analyst, Energy 

Natural gas — Growing demand, supply, and volatility 

As we have written in the past, we believe that multiple secular factors are converging to drive increased structural 
demand for natural gas over the next several years. We expect this to result in higher natural gas prices on average, 
but also higher volatility as supply growth coincides with rising demand.  

While we have strong conviction in the direction of natural gas demand growth, the timing and magnitude of this 
growth is increasingly being debated by investors. There are a number of nuanced variables in play, and current 
forecasts vary widely based on differing assumptions. Recent spikes in natural gas prices have generated headlines 
at times, but this has been driven by weather trends and typical seasonality. As shown in Chart 1 below, natural gas 
prices have remained generally in line with historical levels. 

Chart 1. Recent natural gas prices have been in line with historical levels 

 

Sources: FactSet and Wells Fargo Investment Institute. MMBtu = million British thermal units. U.S. natural gas prices represented by Henry Hub benchmark. 

We see growth in U.S. liquefied natural gas (LNG) exports as the most pertinent near-term driver of higher natural 
gas demand. Exports have increased steadily over the past several years, and domestic LNG export capacity is set 
to grow by another 86% through the end of this decade based on projects that are under construction or fully 
sanctioned. However, there are some concerns of a potential global LNG supply glut emerging in conjunction with 
upcoming capacity additions from other countries. If this is the case, some U.S. LNG facilities may operate at a 
reduced capacity, which could have significant implications for natural gas demand. 
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Chart 2. Natural gas supply growth has coincided with increasing LNG exports 

 

Sources: Energy Information Administration (EIA) and Wells Fargo Investment Institute. Bcf/d = billion cubic feet per day. Dotted lines represent EIA forecast data as 
of February 10, 2026. 

As shown in Chart 2 above, U.S. natural gas production has expanded alongside rising LNG exports. We expect new 
LNG facilities to remain well supplied as additional capacity comes online. Two key areas for supply growth will be 
the Haynesville and Permian Basins. The Haynesville Basin will play a key role in meeting future demand given its 
reserves, scalable production, and proximity to Gulf Coast LNG terminals, though its relatively high production 
costs make its volumes more sensitive to price. Meanwhile, the Permian Basin is becoming an increasingly 
important source of low cost supply. Multiple new pipelines and expansions are set to increase Permian gas 
takeaway capacity by over 50% by 2030, which will connect existing production with improved access to high-
demand markets.  

Growing power demand is another important source of natural gas demand growth, largely driven by power needs 
of data centers as well as growth in industrial manufacturing and coal-to-gas switching. While we believe that an 
all-of-the-above approach is required to meet the nation’s growing power needs, challenges facing renewable and 
nuclear energy sources are placing a higher emphasis on natural gas for power generation, while affordability 
concerns are also pushing data-center developers to partner directly with utility companies for bespoke solutions. 

The evolving relationship between natural gas demand and supply growth may be uneven at times, and we expect 
periods of imbalances in the market to drive price volatility. We expect higher natural gas prices on average over 
the coming years but also note that periods of elevated volatility may offset some of the benefits of higher prices 
for producers. We continue to view infrastructure as the key enabler in balancing the market over time, 
underscoring our favorable view on the Midstream Energy sub-sector. 
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Equities 

Laurie Harlan Cheek 
Equity Sector Analyst 

Understanding income risk in Financials 

As policy rates drift lower, differences in how Financials generate income are becoming more apparent, 
underscoring the need to evaluate dividend stability across sub-sectors. 

Income profiles across public Financials behave very differently in a declining-rate environment. For banks, 
dividends are supported by core deposit franchises and conservative balance sheets that tend to be more resilient 
even as net interest margins compress. Business development corporations (BDCs) face a more rate-sensitive 
dynamic. Their predominately floating-rate portfolios have benefited from elevated base rates, leaving them 
vulnerable to lower portfolio yields as the Fed cuts rates further. In this environment, dividend durability will 
depend on credit selection, leverage discipline, and fee income rather than rate levels alone.  

Mortgage REITs encounter a more mixed backdrop. Lower rates typically support book values, but income 
generation remains largely tied to leverage and spread management. Historically, yield in the mortgage REIT 
industry has compensated investors for volatility rather than delivered stable total return. 

By contrast, asset managers and insurance companies experience relatively less earnings pressure from rate 
movements, in our view. Asset managers benefit from recurring management fee revenue and robust free cash 
flow (amount of cash left over after expenses), while insurers support dividends through underwriting profitability 
and excess capital. These industries offer comparatively stable income profiles through a Fed easing cycle. 

We believe income stability will vary widely across the Financials sector as the rate cycle turns and understanding 
where dividends are supported by fundamentals rather than interest-rate levels alone will be important. 

Chart 3. Yield versus volatility by Financials sub-sectors 

 
Sources: FactSet and Wells Fargo Investment Institute. Weighted average yield data from 2009 through 2025. Volatility refers to the variability of dividend yield 
over time, which services as a proxy for income stability. Past performance is no guarantee of future results. An index is unmanaged and not available for direct 
investment.   
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Fixed Income 

Luis Alvarado 
Co-Head of Global Fixed Income Strategy 

Will the Fed’s balance-sheet strategy change soon? 

Last October, the Fed announced a pivot to its balance-sheet operations, moving from quantitative tightening (i.e., 
balance-sheet reduction) back to a lite version of purchases. On December 1, 2025, the Fed started reinvesting all 
of its maturing holdings (including Treasuries, agency debt, and agency mortgage-backed securities) back into 
Treasury bills and other Treasury securities with remaining maturities of three years or less to maintain an ample 
level of reserves.  

Then, Kevin Warsh was nominated as Fed governor and chair on January 30, and the discussion around the Fed’s 
balance-sheet strategy began to intensify. Warsh has been a persistent critic of the Fed’s asset expansion following 
the global financial crisis, arguing that the central bank’s balance sheet has become excessively large. In Warsh’s 
view, the problem is that the Fed accumulates assets, raising its balance sheet, but pays for these additional assets 
with cash that goes into the economy and the financial markets. That extra cash can distort financial conditions by 
making it too easy to borrow. Warsh argues that a smaller balance sheet would avoid this distortion and thereby 
require fewer changes in interest rate policy.  

If the Fed eventually begins to step back from reinvesting in Treasuries, we believe this would be another factor 
that may cause longer-term Treasury yields to rise. The impact would be further widening of the spread between 
long and short-term Treasury yields, especially if investors demand higher compensation for reduced Fed support. 

Chart 4. The Fed’s balance sheet 

 
Sources: Bloomberg and Wells Fargo Investment Institute. Data as of February 11, 2026. Chart shows the securities held by the Federal Reserve.  
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Alternatives 

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

Secondaries continue to gain momentum 

Secondary transactions in private capital — where investors buy and sell existing fund interests — continued to 
grow in 2025, based on recently released data. 1, 2 Global transaction volume exceeded $220 billion (see Chart 5), 
representing the largest annual total on record and an increase of over 40% from 2024. This growth appears to have 
been supported by ongoing demand for distribution and greater confidence among buyers and sellers. 

The strength of the secondary market is also notable given that traditional exit routes, such as initial public 
offerings and mergers and acquisitions, began to show signs of recovery during 2025. 3 This suggests that 
secondaries have been increasingly viewed as a strategic option for investors seeking to exit existing interests. 

The range of secondary transactions also continued to expand.2 In 2025, both investors and fund managers 
actively initiated transactions, with each group accounting for roughly half of total market activity. At the same 
time, the buyer base broadened beyond dedicated secondaries funds to include institutional investors investing 
directly, as well as capital from evergreen vehicles. 

Private Equity Secondaries remained the largest segment, representing about 70% of total transaction volume.2 
However, secondary activity continued to expand into other private‑capital asset classes, including Private Debt, 
Private Infrastructure, and Venture Capital, reflecting broader adoption and a growing opportunity set. 

Pricing in the secondary market remained relatively stable, generally near long‑term historical averages across 
strategies.2 We believe this environment has allowed transactions to occur while balancing the interests of both 
buyers and sellers. 

Compared with primary private‑capital investments, secondaries may offer diversified exposure, improved 
visibility into underlying assets, and potentially attractive entry pricing. Investors should also consider risks such 
as limited liquidity, valuation uncertainty, and higher fees. 

Given the growth in scale and diversification, we maintain a favorable view on secondaries strategies. 

Chart 5. Secondary transaction volume has grown to over $220 billion 

 
Sources: Pitchbook, Evercore, and Wells Fargo Investment Institute. Data as of December 31, 2025. See disclosure for secondary transaction data collection. 
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.

 
1. Pitchbook, “US Market Insights,” February 6, 2026. 
2. Evercore, “2025 Secondary Market Highlights,” January 19, 2026. 
3. Pitchbook, “2025 Annual Global PE First Look,” January 6, 2026. 
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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 

U.S. Intermediate Term 
Taxable Fixed Income 

N/A 

Equities 

Most Unfavorable Unfavorable Neutral Favorable Most Favorable 

N/A U.S. Small Cap Equities Developed Market Ex-
U.S. Equities 

Emerging Market 
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 

Private Infrastructure N/A 

Alternative Investments** 

Most Unfavorable Unfavorable Neutral Favorable Most Favorable 

N/A N/A Hedge Funds—Equity 
Hedge 

Hedge Funds—Macro 
Hedge Funds—Relative 
Value 

Private Equity 

Private Debt 

Hedge Funds—Event 
Driven 

N/A 

Source: Wells Fargo Investment Institute, February 17, 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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R i s k  c o n s i d er ati o n s  

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. 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. 
High yield (junk) bonds have lower credit ratings and are subject to greater risk of default and greater principal risk. In addition to the risks associated with 
investment in debt securities, investments in mortgage-backed securities will be subject to prepayment, extension and call risks. Changes in prepayments may 
significantly affect yield, average life and expected maturity.  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. 

Investing in a Business Development Company (BDC) involves economic, credit and liquidity risks in addition to the special risks associated with investing in a 
portfolio of small and developing or financially trouble businesses.  BDCs are exposed to high credit risk amplified through leverage.  The use of leverage can magnify 
any price movements resulting in high volatility and potentially significant loss of principal.   

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. 

Def i n i ti o n s  

[Include any index definitions for any indexes which have been utilized in the report] 

Evercore gathers secondary market data primarily through its advisory role in fund manager-led (also known as GP-led) and investor-led (also known as LP-led) 
transactions, conducting extensive annual surveys of over 140+ institutional investors, including pension funds and family offices. As the largest secondary market 
advisor, they leverage this, alongside data from their large advisory teams to track transaction volumes, pricing, and investor behavior. Specific data sources are 
summarized below. 

• Advisory Position & Deal Flow: As a top-ranked advisor in private equity and private credit secondaries, Evercore uses internal data from transactions 
they facilitate to track market trends. 

• Annual Secondary Market Surveys: Evercore conducts detailed, annual surveys, collecting data from a wide range of investors (public/private pensions, 
sovereign wealth funds, family offices) to gauge sentiment and volume. 

• Market Monitoring & Estimates: Evercore analyzes data from the broader private credit and equity markets to monitor secondary deal volume and 
pricing trends. 

• Direct Interaction with Market Participants: The firm gathers data through ongoing dialogues with investors and private equity managers (GPs). 

An index is unmanaged and not available for direct investment.  

Gen er al  d i s c l o s u r es  

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. 
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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]-08152027-5216068 

©2026 Wells Fargo Investment Institute and subject to the CC BY-NC-ND 4.0 DEED. All rights reserved. v08.08.25 
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