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Since the onset of the COVID-19 pandemic, many companies have built 
significant rainy-day funds by issuing debt to buffer against the risks of a 
potentially damaging economic fallout. In the U.S., companies issued a record 
$2.3 trillion of investment-grade and high-yield debt and also tapped lines of 
credit preemptively in 2020. This was done mainly to bolster balance sheets 
rather than to expand or reinvest in business opportunities.

Now corporate treasurers are asking what they should do with the cash they’ve 
raised, especially since it’s earning very little in today’s low-yield environment. 
To avoid the opportunity cost of sitting on huge cash balances, we believe now 
is the time to examine ways to segment balance-sheet cash in an effort to 
optimize the amount that is needed for liquidity and minimize the amount that 
is kept very short term, earning but a few basis points.

The levers available to generate income while ensuring adequate safety and 
liquidity—namely extending duration or adding lower-rated credits and more 
high-quality asset classes—are well known. But the question is: How do you 
(corporate treasurers) decide what to do with the large amount of cash on your 
balance sheet? We have some ideas, including a decision-making framework 
and strategies for strategic cash that isn’t needed in the short term.
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A decision-making framework
The very first step of planning a cash investment strategy is to understand a company’s specific needs 
and risk tolerance. We advocate not using a rule of thumb when setting a liquidity strategy or holding 
excessive amounts of liquidity, thereby potentially being overly conservative. Instead, we often work 
with our clients by discussing a decision-tree approach: 

1 The first decision is to determine how much cash is needed for daily liquidity, 
which flows to operating cash.

2 The second decision is to determine how much cash is needed on a less frequent 
basis up to one year, which flows to working capital.

3 The third decision is to determine the amount of cash needed beyond one year, 
which can then be allocated to a longer-term strategic cash strategy.

The decision tree on the following page shows potential solutions that progressively broaden the 
investment opportunity set beyond short-term investment strategies. It also asks questions about an 
investor’s investment policy statement (IPS) and cash flows, the answers to which may suggest the 
most appropriate path to invest strategic cash. Some strategies tend to be better suited when cash 
flows are well known and other strategies may be more appropriate for investors with uncertain cash flows.
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Exhibit 1:

Cash on balance sheet

Is cash needed for  
daily liquidity?YES NO

Operating 
cash

Working 
capital

A decision tree can be used to help segment cash

Strategic 
cash

Are size and 
timing of cash  

flow well known?

Cash-flow-driven 
investing (CDI)

Unconstrained 
multi-asset-class 

solution

YES NO

NO

YES

NO

Is cash needed within  
the next year?

Constrained by a 
restrictive IPS?

YES

Enhanced short-
term bond funds

Multi-asset risk-
balanced strategy
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Exploring the cash segment choices
Operating cash (1 day to 30 days) is used for immediate or frequent cash needs, such as payroll and vendor 
payments. It focuses on capital preservation and its liquidity is high, which can create a big opportunity  
cost when investing large amounts of cash in investment types earning very little in today’s market.

Working capital (1 to 12 months) is used on a less frequent basis for items such as quarterly tax 
payments or dividends that do not require same-day liquidity. This is where you can begin to use the 
levers available to diversify income while ensuring adequate safety and liquidity—namely extending 
duration or adding lower-rated credits and additional high-quality fixed-income asset classes. Because 
this segment takes on modest risk in the familiar dimensions discussed above, many treasurers have 
become comfortable with this choice for part of their cash balances. 

For more about investment choices for operating cash and working capital, read our recent publication, 
“A Guide to Segmenting Cash for Liquidity and Return Goals.”

Strategic cash (1 to 5 years) is appropriate for those who have cash needs beyond one year. This pool 
of assets opens up a broader set of investment opportunities, provided that cash/liquidity needs are 
understood and flexibility is retained. 

Exhibit 2: Spectrum of liquidity solutions

Segment Operating cash Working capital Stategic cash

Used for Payroll, operating 
expenses, etc.

Quarterly tax 
payments, capital 

expenditures

Long-term  
spending needs

Time horizon 1 day to 30 days 1 month to 12 months 1 year to 5 years

Risk/reward tolerance Low-risk, low-return 
overnight cash

Medium-risk, medium-
return enhanced cash

Higher-risk,  
higher-return  

limited duration

Investment type Money market funds, 
bank deposits

Ultra-short-term 
fixed income, separate 
accounts, self-directed 

investments

Short-duration fixed 
income, separate 

accounts, CDI,  
multi-asset solutions
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Innovative ideas for strategic cash
There is no one-size-fits-all approach, but instead different approaches may be used when suitable. We 
believe innovative ideas for maximizing the return on a pool of strategic cash include, but go beyond,  
extending duration and broadening traditional high-quality bonds. If you have the ability for more 
flexibility in your investment approach, more opportunistic bond strategies may offer higher yield, as 
might those strategies that are tuned to particular outcomes. Furthermore, and beyond fixed income, 
you might be better off diversifying the additional risk in a multi-asset portfolio, which better balances 
the risks and can potentially deliver more return per unit of risk. 

1  Enhanced short-term bond funds or separate accounts may provide alpha with 
more diversification and less concentration. 

Many cash investors use short-term bond funds for their strategic cash. However, 
an enhanced short-term bond fund or separate account that invests beyond 
the familiar short-term, investment-grade strategies of working capital may be 
appropriate for strategic cash. These enhanced bond funds include the short-
term plus, short-term high yield, income plus, and even core plus categories for 
consideration. 

2
CDI uses cash-flow matching designed to reduce risk and earn a bit more return 
if an institution’s cash-flow size and timing are reasonably well known. 

CDI matches near- and medium-term cash flows—such as known dividend 
payments or planned infrastructure spending—with dedicated investments, 
thereby seeking to reduce reinvestment risk to a minimum and take full advantage 
of available term to maturity without adding outcome risk (i.e., the premise is that 
money is available when needed). The explicit portfolio construction goal is to allow 
assets to be matched to cash-flow needs, thus benefiting yield. 

This strategy is implemented in separate accounts and is customized for each 
client. It can be adjusted and revised through the life of the portfolio, and it’s best 
implemented when strong fundamental credit research can be brought to bear 
in the portfolio construction process. Because it’s fully customized, many design 
points can be built in—from credit quality; to sector preferences; to items such as 
environmental, social, and governance or sustainability criteria.
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A multi-asset risk-balanced strategy may be used to invest strategic cash in an 
effort to maximize risk-adjusted returns.

Part of our risk allocator strategies, our off-the-shelf Risk Allocator Preserve 
(RAP) is designed to preserve wealth using a risk-balanced approach. We designed 
this strategy to improve a traditional balanced portfolio. Our model has delivered 
improved risk-adjusted returns with lower drawdowns compared with a 40% 
stock/60% bond portfolio. The return target is cash plus 2% to 3% over a five-year 
period with 4% to 5% annualized volatility.1 It’s also suitable for investors looking for 
higher returns who already have material duration and spread exposure.

Clients with the most interest in this strategy have been those with capital in 
excess of their known cash needs. As cash flows are modeled/estimated, the excess 
amount has been invested in our RAP strategy. While we currently manage assets 
in this fashion in separate account form, we are exploring adding additional RAP 
funding vehicles in the near future.

Exhibit 3: Hypothetical capital allocation of an RAP strategy
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28%

50%

12%

10%

Equities  
11%

Investment-grade credit
5%

High yield
4%

Emerging market debt 
(hard currency)

8%

Developed government bonds
50%

Commodities
4%

TIPS
8%

Alternative risk premia
10%

Growth Rates Inflation Alternatives

Source: Wells Fargo Asset Management. Numbers may not add up to 100% due to rounding.  
For illustrative purposes only. The hypothetical model is not managed as a live strategy at Wells Fargo 
Asset Management. Hypothetical performance is not indicative of future results. Please see important 
disclosures at end of material for more information regarding the model results. Hypothetical 
performance is not a reliable indicator of future actual results. The results are theoretical and do 
not represent returns any investor actually attained. Hypothetical performance results have many 
inherent limitations, including that they are prepared with the benefit of hindsight. Such results do 
not represent the impact that material economic and market factors might have on an investment 
manager’s decision-making process if the manager were actually managing client funds. In addition, 
hypothetical performance may not include, or be able to completely account for risks, fees and losses 
which can impact actual results. No representation is being made that any account will, or is likely 
to achieve, results similar to those shown. There may be sharp differences between hypothetical 
performance results and actual performance results subsequently achieved.

1.  Any target is indicative only and not guaranteed in any way. Target figures do not take into account any fees or charges on 
investment returns.
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4
An unconstrained multi-asset-class solution may be the purest choice in terms 
of maximizing return when there is a higher tolerance for risk.

A customized solution that is unconstrained by asset class and can deliver on 
client outcomes, be it preservation, growth, and/or income, may be appropriate for 
strategic cash. Our Multi-Asset Solutions (MAS) team works with clients to invest 
this portion of their cash by understanding their investment objectives and risk 
tolerances, including any constraints they may have. The MAS team then creates a 
customized solution of global investments to help meet the needs of institutional  
clients, including passive and fundamental investment strategies, which incorporate 
dynamic tactical asset allocation and downside risk management. 

Establishing good governance
Alongside an appropriate investment strategy, cash investors should have an IPS to document the 
goals and guardrails of an investment program over the long run. An IPS helps with several practical 
matters as well. It focuses everyone responsible for the management of an entity’s assets on its unique 
circumstances by documenting the objectives, return targets, risk tolerance, permissible investments, 
and constraints. It facilitates an informed discussion with an entity’s investment professionals about risk 
and reward trade-offs, parameters for liquidity, credit quality, and return. 

Because risk tolerance and return targets are at the heart of investment objectives, it’s worth a closer 
look with regard to each investment segment.

 Investment risk tolerance 
While a risk-averse cash investor is likely to seek capital preservation above all other objectives, 
there are a number of sources of risk to consider, such as credit risk, interest rate risk, liquidity 
risk, volatility limits, or maximum drawdown targets. The potential effect of these risks on a cash 
portfolio should help investors understand the nature of the risk they may be undertaking and 
the amount of risk they are willing to take. 

R eturn targets 
Here a cash investor should consider how much return is required to both meet their investment 
goals and compensate them for the risk. The type of return matters as well. Some cash investors 
prefer their returns in the form of income on a stable capital base. Others prefer total return via 
the growth of their capital and place less emphasis on income. 

Ensuring an IPS is appropriate for each cash segment
A best practice we’ve observed is segmenting the IPS by operating cash, working capital, and strategic 
cash. While the IPS sets out governance procedures in the beginning, each section has its own objectives, 
return targets, risk tolerance, permissible investments, and constraints. This provides the governance 
committee the flexibility to invest segments of cash according to their time horizon.  

The IPS should be revisited on a regular basis to ensure it’s providing useful, but not overly restrictive, 
guardrails. Today’s ultra-low yields and growing liquidity buffers present an opportunity to update the 
policy for more flexibility in terms of permissible investments or adding a section on strategic cash.   
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An IPS story 

We’ve worked with clients that would benefit from investing in enhanced short-term 
bonds via a short-term bond plus fund that meets their return and risk objectives. 
And the client, in turn, wants to move beyond their ultra-short-term income holding 
after having seen hypothetical scenarios and understanding the potential return and 
risk ranges of the short-term bond plus fund in question. But, there’s a roadblock.

This roadblock occurs when an IPS doesn’t specify that a specific category of bond 
funds is an allowable investment based on the fund’s duration and risk characteristics. 
For example, asset-backed securities (ABS) are commonly used in short-term bond 
plus funds but the client’s IPS may not allow ABS. This is an unintentional limitation 
because short-term bond plus funds generally have minimally more interest rate 
exposure or credit risk than an ultra-short income fund. The point is that the overall 
duration and credit risk of a bond fund is relevant, not an individual security within it. 

To rectify that situation, the permitted investments section of an IPS should describe 
the types of investments that are allowed. These should be consistent with liquidity 
needs, credit, and duration constraints and risk profiles needed for each cash segment. 

Common issues pertaining to permitted investments 

1
The ability to invest in a money market or fixed-income mutual fund.

Money market funds, ultra-short-term bond funds, and other bond mutual funds 
may be appropriate for one of the three cash segments. Here we’re talking about 
pooled investment vehicles that invest in short-duration fixed-income assets, with 
strategies for duration, credit, and security types as specified in their prospectuses. 

To the extent maximum position limits (as a percentage of the cash segment or 
portfolio at the time of purchase) are included in the IPS, care should be taken to 
differentiate between individual securities (or issuers) and funds. A single fund 
may be sufficiently diversified itself such that its underlying holdings do not violate 
any individual company or issuer limits, and it’s not necessary to hold the fund to 
the position limit. Diversified fund exposure could be sized such that the fund’s 
underlying positions would not violate any limits in an effort to meet the intent of 
the IPS.  

Additional considerations that may or may not be made explicit in an IPS regarding 
mutual funds:

 •  What categories of money market funds (stable net asset value [NAV] or 
floating NAV) or mutual funds are permitted? 

•  Should a maximum percentage of the overall cash segment or portfolio at 
time of purchase be stated?

–  For example, at the time of purchase, no more than 5% of the portfolio 
market value will be invested in any one issuer except for money market 
funds, mutual funds, U.S. Treasuries, and government-sponsored 
enterprise securities. 

•  Is the fund rated by a nationally recognized statistical ratings organization? 
What rating is acceptable?
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2
The ability to invest in multi-asset investments.

A number of the strategic cash strategies discussed above include longer-term 
and/or globally diversified investments. While these are seldom permitted 
investments for operating cash or working capital, they may be appropriate for 
certain types of strategic cash. That’s why it’s important to retain flexibility in an 
IPS that allows for these types of investments outside of fixed income, especially 
for diversification purposes. 

Conclusion
In order to achieve your desired investment objective, now is a good time to explore ways to optimize your 
cash portfolio’s investment strategy. That’s because the current federal funds target range of 0.00% to 
0.25% is expected to remain in place for the foreseeable future due to uncertainties related to the global 
pandemic. This anchors short-term yields and creates a big opportunity cost for investors holding large 
amounts of cash built up amid the pandemic. Cash investors across the board want to know if they may be 
better able to meet their return and risk objectives by expanding their opportunity set. 

In thinking about optimizing investments along the liquidity spectrum, it’s important to keep in mind 
that short-term bond funds as well as customized separate accounts are designed for cash investors for 
the majority of their cash asset pool. These types of investment strategies seek to efficiently manage 
cash with appropriate amounts of volatility by limiting interest rate risk, owning high-quality securities, 
and relying on experienced credit research teams.

Large pools of strategic cash, however, should be thought of differently. Suitable strategic cash 
strategies exist that expand the opportunity set beyond traditional approaches. Enhanced bond funds 
are often a choice for investors that are constrained by their IPS. Cash-flow-driven strategies may work 
well for those investors who know the size and timing of their cash flows beyond one year, and multi-
asset solutions can better diversify risk for a given amount of return when investors want to maximize 
risk-adjusted returns and have a flexible IPS. 
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We want to help clients build for successful outcomes, defend portfolios against 
uncertainty, and create long-term financial well-being. To learn more, investment 
professionals can contact us:

l  To reach our Liquidity Client Group team, contact our Institutional Sales Group at 1-888-253-6584, or visit our 
website at wfam.com. (Click “Select Your Role” in the top navigation and select “Institutional Cash Investor.”)

l  To reach our U.S.-based investment professionals, contact your existing client relations director,  
or contact us at WFAMInstitutional@wellsfargo.com.

l  To reach our U.S.-based intermediary sales professionals, contact your dedicated regional director,  
or call us at 1-888-877-9275.

l  To reach our U.S.-based retirement professionals, contact Nathaniel Miles, head of Retirement at  
Wells Fargo Asset Management, at nathaniel.s.miles@wellsfargo.com.

l  To discuss sustainable investing solutions, contact Hannah Skeates or Christopher McKnett, co-heads  
of Sustainable Investing at Wells Fargo Asset Management, at hannah.skeates@wellsfargo.com or  
christopher.mcknett@wellsfargo.com.

Risk Allocator Preserve: Hypothetical strategy performance

Risk Allocator Preserve is an unlevered risk-balanced strategy, it seeks to preserve wealth using a risk balanced approach, 
with a return target of Cash + 2% to 3% over a 5 year period with 4% to 5% annualized volatility and a focus on balancing 
exposure to macroeconomic drivers of return. The information shown is gross of fees and does not include fees or other 
expenses, which will reduce returns. The hypothetical model is not maintained as a live composite or portfolio at Wells Fargo 
Asset Management. It is for illustrative purposes only. Hypothetical data does not represent actual performance and should 
not be interpreted as an indication of such. This data is based on knowledge that was available after the fact and thus with 
the benefit of hindsight. Any forecast, projection, or target is indicative only and not guaranteed in any way.

The Risk Allocator Preserve hypothetical track record is composed of the listed components. The time period for the 
track record is June 2002 to December 2020. The portfolio weights are dynamic throughout the entire track record. The 
portfolio is rebalanced monthly.

Component Ticker Description
Global Equities (ACWI) NDUEACWF Index MSCI ACWI Net Total Return USD

Global Investment Grade Credit LGDRTRUH Index Bloomberg Barclays Global Aggregate Credit Total Return Index 
Value Hedged USD

Global High Yield LG30TRUH Index Bloomberg Barclays Global High Yield Total Return Index Value 
Hedged USD

Emerging Market Government Debt EMUSTRUU Index Bloomberg Barclays EM USD Aggregate Total Return Index Value 
Unhedged

Global Government Bonds LGAGTRUH Index Bloomberg Barclays Global Aggregate Government Total Return 
Index Hedged USD

Commodities BCOMF3T Index Bloomberg Commodity Index 3-Month Forward Total Return

TIPS LBUTTRUU Index Bloomberg Barclays U.S. Treasury Inflation Notes Total Return 
Index Value Unhedged USD

ARP N/A WFAM ARP Hypothetical Performance1

1. The WFAM ARP strategy hypothetical track record is being used to represent the ARP component for the Risk Allocator Preserve strategy. The live 
inception date of the ARP strategy is 1st February 2019, however the hypothetical track record, is being shown for the entire period noted (including after 
the live strategy launched) to demonstrate a longer track record, as for regulatory reasons we cannot blend live and hypothetic performance together. 
There is no guarantee hypothetical past performance will be similar to actual performance. Refer to the relevant slides and disclosures within this material 
for live and hypothetical calendar year performance for the ARP strategy.

mailto:WFAMInstitutional@wellsfargo.com
mailto:nathaniel.s.miles@wellsfargo.com
mailto:hannah.skeates@wellsfargo.com
mailto:christopher.mcknett@wellsfargo.com
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Hypothetical performance (excluding alpha1)

June 2002 to December 2020 Hypothetical risk allocator 
preserve portfolio

40%/60%  
Portfolio2 Cash + 2.5%3

Annualized return 5.6% 6.2% 3.8%

Annualized volatility 4.1% 6.5% 0.4%

Sharpe ratio 1.1 0.8 –

Max drawdown -10.9% -23.6% –

Source: WFAM, Bloomberg. The information shown here is hypothetical, modelling as at December 31, 2020. The data period is from June 30, 
2002 to December 31, 2020. This information is subject to change, 1. Excluding alpha means we have modelled the hypothetical portfolio using 
benchmark index returns rather than actively managed strategy returns that would include alpha (excess returns over the benchmark). 2. 40/60 
portfolio: 40% MSCI ACWI Index and 60% Bloomberg Barclays Global-Aggregate Total Return Index. 3. Cash +2.5%: Bloomberg Barclays 1-3m US 
Treasury Bill index+2.5% per annum. The Composite inception date for Risk Allocator Preserve is  October 1, 2020. 

Hypothetical performance is not a reliable indicator of future actual results. The results are theoretical and do not 
represent returns any investor actually attained. Hypothetical performance results have many inherent limitations, 
including that they are prepared with the benefit of hindsight. Such results do not represent the impact that material 
economic and market factors might have on an investment manager’s decision-making process if the manager were 
actually managing client funds. In addition, hypothetical performance may not include, or be able to completely 
account for risks, fees and losses which can impact actual results. No representation is being made that any account 
will, or is likely to achieve, results similar to those shown. There may be sharp differences between hypothetical 
performance results and actual performance results subsequently achieved. 

For government money market funds: You could lose money by investing in the fund. Although the fund seeks to preserve 
the value of your investment at $1.00 per share, it cannot guarantee it will do so. An investment in the fund is not insured or 
guaranteed by the Federal Deposit Insurance Corporation or any other government agency. The fund’s sponsor has no legal 
obligation to provide financial support to the fund, and you should not expect that the sponsor will provide financial support to 
the fund at any time.

For floating NAV money market funds: You could lose money by investing in the fund. Because the share price of the fund 
will fluctuate, when you sell your shares they may be worth more or less than what you originally paid for them. The fund may 
impose a fee upon sale of your shares or may temporarily suspend your ability to sell shares if the fund’s liquidity falls below 
required minimums because of market conditions or other factors. An investment in the fund is not insured or guaranteed by the 
Federal Deposit Insurance Corporation or any other government agency. The fund’s sponsor has no legal obligation to provide 
financial support to the fund, and you should not expect that the sponsor will provide financial support to the fund at any time.

For retail money market funds: You could lose money by investing in the fund. Although the fund seeks to preserve the value 
of your investment at $1.00 per share, it cannot guarantee it will do so. The fund may impose a fee upon sale of your shares 
or may temporarily suspend your ability to sell shares if the fund’s liquidity falls below required minimums because of market 
conditions or other factors. An investment in the fund is not insured or guaranteed by the Federal Deposit Insurance Corporation 
or any other government agency. The fund’s sponsor has no legal obligation to provide financial support to the fund, and you 
should not expect that the sponsor will provide financial support to the fund at any time.

Strategy Risks: All investments in securities include a risk of loss of principal and any profits that have not been realized. Stock 
values fluctuate in response to the activities of individual companies and general market and economic conditions. Bond values 
fluctuate in response to the financial condition of individual issuers, general market and economic conditions, and changes in 
interest rates. The use of derivatives, such as futures, options and swap agreements, presents risks different from, and possibly 
greater than, the risks associated with investing directly in traditional securities. The use of derivatives can lead to losses because of 
adverse movements in the price or value of the derivatives’ underlying assets, indexes or rates and the derivatives themselves, which 
may be magnified by certain features of the derivatives. Additional information on these and other risks is available upon request.
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