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Sticky 
Key takeaways 
• The recent news coming out of Eastern Europe and China is a good 

example of why price pressures remain high. 

• Inflation’s stickiness makes it harder for consumers to afford goods 
and services, which creates headwinds for growth. 

At some point down the road, we think inflationary pressures will begin to ease. Inflation has risen to higher levels 
and has hung around at those higher levels for longer than what we initially expected. A year ago, we thought there 
would be a turn down in the rate of change of the Consumer Price Index (CPI) beginning in late summer or early fall 
of this year. The more likely time frame now is late this year and into the first half of 2023. There are a number of 
reasons why inflation has stayed higher for longer, but the recent news coming out of Eastern Europe and China is 
a good example of why price pressures remain.  

If you have been paying attention to international news headlines, then you are likely aware that Russian exports 
of energy, metals, and grains have been reduced or curtailed. You also may know that China has a “zero tolerance” 
COVID policy. In other words, the Chinese government is ready, willing, and able to basically lock down cities that 
are seeing an increase in any of the virus variants.  Currently, China’s second biggest city, Shanghai (population 24.3 
million) has been in the midst of just such a lockdown since last month with only minor easing.  Lockdowns are 
also occurring in about 45 other cities with well over 350 million people locked in their homes. 

As a result, inflation pressures remain. Countries like Canada, Australia, and South Africa can make up some of the 
lost supplies from Russia — but not all. Growth of the Chinese economy is slowing rapidly as manufacturing has 
been hit hard with many factories closed and logistics issues plaguing exports. Prices for these manufactured goods 
shipped to consumer-driven economies have risen dramatically as demand has far outstripped supply. Hundreds of 
ships are waiting offshore for cargo to be loaded at Shanghai ports. This situation has global ramifications. China 
will need to shift from lockdowns to stimulating its economy at some point in the near to intermediate term. 

For U.S. investors, the problems in China spill over into price pressure here at home and, ultimately, what the 
Federal Reserve (Fed) is going to do about it. And while the Fed can’t directly solve supply-chain issues, it can 
attempt to create headwinds that slow the strong demand for goods. The Fed is in the beginning stages of hiking 
interest rates with the goal of meaningfully slowing demand and resulting in easing price pressures. 

But inflation is likely to remain more “sticky” than most would prefer in the intermediate term. Goods and services 
prices that are fixed by contracts change only as the contracts are renegotiated. It takes time for those contracts to 
reset to higher prices, which means that price increases may continue, even after the issues in China and Ukraine 
ease. Inflation’s stickiness makes it harder for consumers to afford goods and services. Over time, we believe this 
will slow the economy into year-end and likely beyond. We continue to recommend a U.S. large- and mid-cap 
equity focus with a fixed-income allocation more in line with strategic portfolio targets.  

Scott Wren 
Senior Global Market Strategist 

Last week’s S&P 500 Index: -2.8% 
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Risks 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.  

Definitions 

An index is unmanaged and not available for direct investment.  

The Consumer Price Index (CPI) produces monthly data on changes in the prices paid by urban consumers for a representative basket of goods and services.  

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. 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. CAR 0422-04123 
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