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US Economy 

Stubbornly high inflation has forced global central banks to aggressively tighten monetary policy, leading 

to an economic slowdown worldwide.  In the US, rising mortgage rates contributed to a sharp decline in 

housing activity, while a resilient labor market continues to put upward pressure on wages.  The labor 

market remains tight despite a slowing economy, with nearly twice as many job openings as 

unemployed people.  Companies are reluctant to lay off workers following the labor disruptions that 

occurred during the pandemic.  Higher wages and shelter costs have kept inflation elevated with core 

consumer price index (CPI) recently climbing above 6%.   

A standoff between a solid labor market, rising interest rates, and tightening liquidity conditions may 

delay the recession’s start until early next year.  We still anticipate support for a moderate recession 

during much of 2023 to come from real incomes cushioned by a resilient job market and inflation’s more 

noticeable slowdown, which we also believe will be taking the pressure off interest-rate increases next 

year.  Goods inflation already is moving lower in response to the rotation of consumer demand toward 

travel, entertainment, and other services.  Our view is that slowing services inflation will extend beyond 

travel, entertainment, and other economically sensitive sectors, as the recession takes hold, to more 

bedrock categories like medical care and housing.  Furthermore, rental costs in the CPI (about 30% of 

the index) are set to cool next year in response to recent declines in leasing activity and more moderate 

increase in market-based rents.  Dollar strength that we foresee through early next year is creating an 

added headwind for inflation by suppressing import prices, which have been unchanged since the 

middle of this year. 

US Markets 

US equity markets moved higher in November, after better-than-expected inflation numbers eased 

investor concerns that the Federal Reserve will continue aggressively raising interest rates.  

Furthermore, despite high input costs and concerns about consumer spending, corporate profits 

generally appear to be healthy.  Nonetheless, we anticipate profits to peak in 2022 as the economy 

weakens, revenue growth stalls, and costs remain elevated.  Aggressive Fed tightening, stubbornly high 

inflation, and a likely US recession could weigh on business investment and consumer spending, 

suggesting downside risk to earnings in the remainder of 2022 and early 2023.  We believe that this 

likely will be followed by improvement in late 2023 as the economy begins to recover. 

Fixed Income 

The Federal Open Market Committee (FOMC) met in November and, as anticipated, increased the 

federal funds rate by 0.75% (matching the 0.75% increase from the June, July, and September meetings), 
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to 3.75% - 4.00%.  The FOMC stated recent indicators point to modest growth in spending and 

production.  Job gains have been robust in recent months and the unemployment rate has remained 

low.  That said, the Fed noted that inflation remains elevated, reflecting supply and demand imbalances 

related to this pandemic, higher food and energy prices, and broader price pressures. 

Looking forward, the FOMC anticipates that ongoing increases in the rate target range should be 

appropriate and that they anticipate inflation to return to 2% over time.  The FOMC is taking into 

account cumulative tightening of monetary policy, the lags with which monetary policy may affect 

economic activity and inflation, and economic and financial developments.  This is an acknowledgement 

that the Fed may consider slowing the pace of future rate hikes to better assess the impact on the 

economy from the actions it has already taken.  With this statement language, we believe the Fed could 

look for data-driven reasons to slow the magnitude of future rate hikes.  The inflation data between 

now and the December meeting will likely be key to its decisioning.   

International Markets 

The European energy crisis was the center of attention earlier this year, but Europe’s outlook seems 

brighter as countries have exceeded their gas storage requirements.  Following Russia’s conflict with 

Ukraine and suspicions that Russia would cut its supply of gas to Europe, global natural gas prices 

skyrocketed, up approximately 85% year-to-date (as of this writing).  In response, the European Union 

(EU) mandated that storage reserves be at least 80% full by November 1, 2022.  Recently, the EU 

reached this goal and reserves are 95% full, even higher than the 5-year average. 

So far, it has been a warm winter, which has eased prices and allowed countries to hold off on 

withdrawals and continue filling reserves.  Given that storage reserves are considerably above average 

and warm temperatures have pushed back withdrawals, Europe could have enough gas for the winter.  

Temperature swings remain a risk, but we do not anticipate Europe to find itself in a scenario where it 

completely runs out of gas.  Nevertheless, energy challenges remain ahead for Europe as the continent 

will need to continue to diversify their energy sources away from Russia. 

Commodities 

Steel prices have been on a roller coaster ride since 2020.  After strong gains in 2020 and 2021, steel 

prices have sunk over 50% in 2022 (as of this writing).  As the demand for steel began to rise in late 

2020, so did the price.  Producers eventually capitalized on the higher prices and boosted production.  

Demand was high and prices continued to increase until late 2021, when Chinese demand collapsed 

alongside its property sector.  Chinese construction activity has remained weak throughout 2022.  Steel 

producers have not helped either, as they have been slow to cut production.   

Fundamentals remain poor today, but we believe they have the potential to improve in 2023.  On the 

horizon, we anticipate slowing production, improving supply chains, and increased government 

spending.  The easing of China’s zero-COVID policy, increased spending from the US infrastructure bill, 
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and improving supply chains from automakers could help moderate the price downturn.  Overall, it is 

too early to call a bottom in steel prices, but we do see the potential for steel prices to recover in 2023. 

What Does This Mean to Me? 

2022 has been a challenging year for global markets and investors.  In the US, equity and bond 

benchmark indices both posted negative returns through the first eleven months of the year, a trend not 

observed since 1974.  Approaching year-end and looking ahead to early 2023, we anticipate challenges 

for markets and investors persisting as countries around the world brace for a global slowdown.  As 

markets face tightening Fed policy, high inflation, slowing economic growth, and geopolitical tensions, 

we recommend investors remain defensive, focus on their long-term plans, and employ a diversified 

portfolio strategy in an effort to achieve their financial goals.   

If you have any questions or concerns, please do not hesitate to reach out to us at any time. 

 

Sincerely, 

 

Chad E. Mickelson, CRPC®, CFP®                               Clint A. Markin, CRPC®, CFP® 

Senior Vice President – Investments                   Senior Vice President – Investments 

Financial Advisor                         Financial Advisor 
       

This letter has been prepared for informational purposes only and is not a solicitation or an offer to buy any security or instrument or to 

participate in any trading strategy. Investing involves risk including the possible loss of principal.  The opinions expressed in this letter are those 

of the author(s), are subject to change without notice and are not necessarily those of Wells Fargo Advisors or its affiliates.  Statistical 

information has been obtained from sources believed to be reliable, but its accuracy and completeness are not guaranteed.  Past performance 

is not a guarantee of future results and there is no guarantee that any forward looking statements made in this letter will be attained. 

 

Stocks are subject to market risk which means their value may fluctuate in response to general economic and market conditions, the prospects 

of individual companies, and industry sectors. Investments in equity securities are generally more volatile than other types of securities. 

 

Investing in commodities is not appropriate for all investors. Exposure to the commodities markets may subject an investment to greater share 

price volatility than an investment in traditional equity or debt securities. The prices of various commodities may fluctuate based on numerous 

factors including changes in supply and demand relationships, weather and acts of nature, agricultural conditions, international trade 

conditions, fiscal monetary and exchange control programs, domestic and foreign political and economic events and policies, and changes in 

interest rates or sectors affecting a particular industry or commodity. Products that invest in commodities may employ more complex strategies 

which may expose investors to additional risks, including futures roll yield risk. 
 

Investing in foreign securities presents certain risks not associated with domestic investments, such as currency fluctuation, political and 

economic instability, and different accounting standards. This may result in greater share price volatility.   Investing in emerging markets 

accentuates these risks. 

 

Investments in fixed-income securities are subject to market, interest rate, credit and other risks. Bond prices fluctuate inversely to changes in 

interest rates. Therefore, a general rise in interest rates can cause a bond’s price to fall.  Credit risk is the risk that an issuer will default on 

payments of interest and/or principal. This risk is heightened in lower rated bonds. If sold prior to maturity, fixed income securities are subject 

to market risk. All fixed income investments may be worth less than their original cost upon redemption or maturity. 
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