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 United States: Economy Still Climbing the Mountain

• The second estimate of Q2 real GDP posted a 0.6% quarterly decline, slightly better than the first-
reported 0.7% drop. New home sales fell 12.6% in July, reflecting the ongoing downshift in housing 
activity. Durable goods orders were essentially flat in July, while personal income and spending rose 
0.2% and 0.1%, respectively. U. Mich. consumer sentiment improved to 58.2 in August.

• Next week: Home Prices (Tue), ISM Manufacturing Index (Thu), Employment (Fri)

International: Eurozone Growth Pauses, U.K. Growth Slows

• This week's data from Europe offered insight on how the surge in inflation is weighing on the 
economy. In the Eurozone, the August services PMI fell more than expected and the manufacturing 
PMI also eased, which saw the economy-wide PMI fall to levels consistent with contracting GDP. 
In the U.K. the August services PMI showed some resilience, while the manufacturing PMI fell. 
Although U.K. activity is holding up for now, we still expect a U.K. recession in the quarters ahead.

• Next week: China PMIs (Wed), Eurozone CPI (Wed), Canada GDP (Wed)

Interest Rate Watch: Powell Delivers Hawkish Message at Jackson Hole

• Fed Chair Jerome Powell delivered a forceful speech in which he stressed that the Fed's 
"overarching goal" is to bring inflation back to its 2 percent target. He also stressed that rate may 
need to be held at a high level for an extended period of time to ensure that inflation is indeed 
wrung out of the economy.

Credit Market Insights: White House Proposes Student Debt Relief

• The White House announced its long-awaited student debt relief plan on Wednesday. Individuals 
making less than $125,000 a year and couples making less than $250,000 will qualify for student 
loan forgiveness of up to $10,000, or up to $20,000 if they were Pell Grant eligible. In our view, the 
proposal will not present major inflationary pressure to the current macroeconomic environment.

Topic of the Week: Corporate Profit Margins Widest in 72 Years, Although Inventories Spell Trouble

• On an after-tax basis, profit margins widened to 15.5%, the highest since 1950. However, big-box 
retailers are already cautioning a hit to revenues later in the year from a need to move undesired 
inventory through discounting. Companies are increasingly looking for space to store their 
inventory, swamping an already exceptionally tight warehouse market.

2020 2021 2022 2023

1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q

Real Gross Domestic Product 
1 6.3 6.7 2.3 6.9 -1.6 -0.6 2.4 0.0 -3.4 5.7 1.7 -0.4

Personal Consumption 11.4 12.0 2.0 2.5 1.8 1.5 2.0 -0.6 -3.8 7.9 2.3 -0.1

Consumer Price Index 
2 1.9 4.8 5.3 6.7 8.0 8.6 8.2 7.2 1.2 4.7 8.0 3.5

"Core" Consumer Price Index 
2 1.4 3.7 4.1 5.0 6.3 6.0 6.2 6.1 1.7 3.6 6.2 4.2

Quarter-End Interest Rates 
3

Federal Funds Target Rate 0.25 0.25 0.25 0.25 0.50 1.75 3.25 4.00 0.50 0.25 2.38 3.63

Conventional Mortgage Rate 3.17 3.02 2.88 3.11 4.42 5.81 5.20 5.25 3.12 2.95 5.17 4.83

10 Year Note 1.74 1.45 1.52 1.52 2.32 2.98 3.05 3.15 0.89 1.45 2.88 2.86

Forecast as of: August 11, 2022
1
 Compound Annual Growth Rate Quarter-over-Quarter

2
 Year-over-Year Percentage Change

3 
Annual Numbers Represent Average

2021 2022

Wells Fargo U.S. Economic Forecast

ForecastActualForecastActual

Source: U.S. Dept. of Commerce, U.S. Dept. of Labor, Federal Reserve Board and Wells Fargo Economics

Please see our full U.S. Economic Forecast and our updated Pressure Gauge.

All estimates/forecasts are as of 8/26/2022 unless otherwise stated. 8/26/2022 12:54:01 EDT. This report is available on Bloomberg WFRE

https://wellsfargo.bluematrix.com/links2/link/html/86a1906c-b330-4293-9e0b-ac42a92f5034/88d2eafa-3a64-4cca-b013-4093132d9c99
https://wellsfargo.bluematrix.com/links2/link/html/5f84b152-0cbb-4747-88b1-6c727d7e0e85/85511bdb-99a7-4e1c-92c3-b157ae9113d1


Weekly Economics

U.S. Review
Economy Still Climbing the Mountain
Wyoming is famous for three things: its wondrous national parks, world-class fly-fishing, and 
the annual Jackson Hole Economic Policy Symposium, which brings a swarm of central bankers, 
policymakers, economists, academics and journalists to the least-populated state in the nation 
every August. The conference's primary purpose is to supply a forum for public discussions on 
macroeconomic policy, but financial markets usually pay closest attention to the opening remarks 
provided by the Chair of the Federal Reserve. This year was no different. Fed Chair Powell's opening 
speech was hawkish in tone, reiterating the FOMC's laser-like focus on bringing inflation back down 
toward its 2% target through restrictive monetary policy. For more on the Jackson Hole Symposium, 
please see the Interest Rate Watch.

Powell's comments capped a busy week of economic data releases. The second estimate of Q2 GDP 
growth was published on Thursday. Like most economic data, the GDP figures undergo multiple 
rounds of revisions, which makes using the "two consecutive quarters of GDP declines" rule-of-thumb 
recession indicator difficult to use in real time. That noted, the updated data show the U.S. economy 
contracted at a 0.6% annualized pace in the second quarter, slightly better than the advance estimate 
of a 0.7% decline. The upward revision was mostly due to real personal consumption expenditures 
growing at a slightly stronger pace during the quarter than first reported. The second estimate of GDP 
also includes a first look at corporate profits. In Q2, nominal profits rose 6.1% (not annualized) during 
the quarter on a pre-tax basis. The $175 billion gain in profits in Q2 lifted overall corporate profits to a 
record $3.0 trillion, which is hardly consistent with the economy being in recession.

Another reason why we hesitate to classify this year's two straight quarterly drops in real GDP growth 
as a recession is that another measure of total economic growth, real Gross Domestic Income (GDI) 
growth, has been positive during that time. In theory, GDP and GDI should be equal. In practice, that is 
not always the case and the gap between the two has widened significantly this year. The difference is 
mostly likely due to measurement error. Still, GDI is more reflective of growth in consumer spending 
and business investment, or "core" parts of the spending side, which further adds to the argument that 
the economy is slowing but not yet contracting. To be clear, we currently forecast a mild recession to 
begin at the start of 2023; however, right now the economy still appears to be expanding.
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The broad economy is likely not currently in a downturn, but it is becoming increasingly apparent that 
the housing sector is. Real residential investment fell 16.2% in Q2, more than any other major sub-
component of overall GDP. The plummet in residential investment reflects the recent pullback in 
home buying brought on by higher mortgage rates. New home sales fell 12.6% in July, to a 511,000-
unit pace. Aside from May's modest gain, new home sales have fallen in each month of 2022 so far. 
Continued weakness in pending home sales suggest that home sales have further to fall. Pending 
home sales, which represent contract signings and lead closings by a month or two, fell 1% in July. 
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Similarly, mortgage application for purchase slipped 0.5% during the week ended August 19, a 21% 
year-to-year decline.

While home buying and selling has become more challenged recently, homeowners continue to 
enjoy record amounts of homeowner equity thanks to the fast run-up in home prices over the past 
two years. The robust rise in homeowner equity has bolstered household balance sheets and is 
likely helping consumers push through inflationary headwinds, That dynamic appears to be shifting, 
however. Real personal spending rose a modest 0.2% in July, well short of expectations. Meanwhile, 
personal income improved just 0.2% last month, another disappointing turn. Digging deeper, wages 
and salaries continued to push higher, rising 0.8% last month, which is a sign that still-tight labor 
market conditions are boosting wages just as inflation pressure show initial signs of cooling. The year-
to-year change in the core PCE deflator, the Fed's preferred measure of inflation, came in at 4.6% in 
July, softer than the 4.8% rise posted the month prior.

All told, more moderate inflation while a strong labor market boosts incomes means an improvement 
in consumer purchasing power. Real disposable personal income was up 0.3% last month, the largest 
gain in real income in 12 months. The boost appears to be feeding through to consumer sentiment. 
The University of Michigan reported that the Consumer Sentiment Index rose more than initially 
reported in August, with revisions bringing the first estimate up to a reading of 58.2. The modest 
improvement will come as welcome news, but the index is still hovering near record lows. Overall, 
the steep dropoff in consumer sentiment over the past several months is a reminder that, while the 
economy is still climbing the mountain, the peak grows nearer. (Return to Summary)

U.S. Outlook

Date Indicator Period Consensus Wells Fargo Prior

30-Aug S&P CoreLogic CS 20-City YoY NSA Jun 19.20% -- 20.50%

1-Sep ISM Manufacturing Index Aug 52.0 52.4 52.8

2-Sep Nonfarm Payrolls Aug 300K 325K 528K

2-Sep Unemployment Rate Aug 3.5% 3.5% 3.5%

2-Sep Average Hourly Earnings (MoM) Aug 0.4% 0.4% 0.5%

Forecast as of August 26, 2022

Weekly Domestic Indicator Forecasts

Source: Bloomberg Finance L.P. and Wells Fargo Economics

S&P CoreLogic Case-Shiller Home Price Index • Tuesday
Several measures of housing market activity and output have 
contracted in recent months. New home sales have fallen 39% since 
December, housing starts nearly have fallen back to pre-pandemic 
levels, and pending home sales have declined in eight of the past 
nine months. Yet so far, home prices have not shown nearly the 
same degree of retrenchment. The S&P CoreLogic Case-Shiller 20-
city home price index, which covers 20 major metropolitan areas in 
the United States, increased 1.3% in May and was up 20.5% year-
over-year. For context, the average monthly increase for the index 
in 2019 was slightly above 0.2%.

There are other signs that this torrid pace of home price growth 
is easing. With sales slowing, the inventory of homes for sale 
has risen, and slightly more supply and slowing buyer demand is 
leading to a softer pace of home price appreciation. The Bloomberg 
consensus looks for the Case-Shiller 20-city home price index to 
have increased 19.2% year-over-year in June. Still-tight supply is 
likely to support home values, but further moderation in terms of 
yearly gains appears to be on the horizon.
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ISM Manufacturing Index • Thursday
Like numerous other economic indicators, the ISM manufacturing 
index has been signaling an economic slowdown in recent months. 
In July, the headline reading of 52.8 was still consistent with 
expansion, but it was the slowest pace of expansion since June 
2020, when the economy was still emerging from the COVID 
lockdowns. The new orders component was in contractionary 
territory for the second month in a row, and backlog of orders was 
its weakest since July 2020. One bright spot was the prices paid 
component, which fell to its lowest reading since August 2020.

As we have written elsewhere, the task for the Federal Reserve 
is to slow the economy enough that inflation returns to a more 
acceptable rate without sending the economy into a tailspin. The 
ideal outcome for monetary policymakers next week would be to 
see another decline in the ISM's prices paid component, while the 
new orders, production and employment components show some 
resilience. 30
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Employment • Friday
July's employment report was a blowout, with nonfarm payrolls 
increasing 528K despite consensus expectations for "just" a 250K 
gain. Job growth was broad-based across most industries, and 
revisions to employment over the prior two months were mildly 
positive. However, the report likely still caused some indigestion 
for members of the FOMC. Wage growth came in stronger than 
expected, and the labor force participation rate fell by a tenth of 
a percentage point, putting it three-tenths of a percentage point 
below its March 2022 level.

Job growth of more than half a million new jobs per month is 
consistent with an economy that is experiencing robust economic 
growth. Yet, other indicators suggest the economy is slowing down, 
and monetary policymakers are charting a course that bring labor 
supply and demand more into balance. As a result, we would be 
surprised by job growth continuing anywhere near the July pace in 
the months ahead. We look for nonfarm payrolls to have risen 325K
in August. (Return to Summary)
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International Review
Eurozone Growth Pauses, U.K. Growth Slows
This week's data from Europe offered further insight on how this year's surge in energy prices, and 
inflation pressures more broadly, are weighing on the region's economy. The Eurozone August PMI 
surveys point to a further slowdown in growth over the second half of 2022. In particular, for the 
economically important service sector, the headline PMI fell more than expected to 50.2, essentially 
consistent with a stagnation in activity. While the index remained above the breakeven 50 level, it was 
still at the lowest level since March 2021. The new business sub-component also fell to 49.2, and while 
the price components eased, they are still at elevated levels. The Eurozone manufacturing PMI dipped 
to 49.7 in August, the second month below 50, and the new orders component hinted at the potential 
for further softening in months ahead. Finally, the composite (economy-wide) PMI fell to 49.2, broadly 
consistent with our view that the Eurozone may fall into recession in Q4 this year. Meanwhile, while the 
news from Germany was not as bad as feared, it was also consistent with the region's largest economy 
falling into recession in the months ahead. The IFO Business Climate index fell less than expected to 
88.5, with the expectations component easing slightly to 80.3—the latter a level that has historically 
been consistent with a marked contraction in Germany's economy.

In the United Kingdom, the signals from the August PMI survey were mixed. The services PMI was 
relatively resilient, easing only slightly to 52.5, and remaining at levels consistent with moderately 
positive growth. In contrast, the U.K. manufacturing PMI fell much more than expected to 46.0, which 
was the lowest reading since May 2020, while the new orders component also fell. While overall the 
PMI survey suggests a more resilient U.K. economy for the time being, we still expect the U.K. to fall 
into recession in the months ahead.
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Moderate Easing in Chinese Monetary Policy, with More to Come
Another significant event on the international front this week was the modest easing in monetary 
policy announced by the People's Bank of China (PBoC). The central bank announced a 5 bps reduction 
to its one-year loan prime rate, to 3.65% from 3.70%. The PBoC also announced a 15 bps reduction 
in the five-year loan prime rate, used as a reference for mortgages, to 4.30% from 4.45%. Some 
reduction in the loan prime rates was expected after the PBOC had earlier in August lowered the 
cost of borrowing via its one-year medium-term lending facility, as well as its seven-day reverse 
repo rate. The reduction in the loan prime rate should eventually filter through to borrowing costs 
for Chinese households and business, and are aimed at supporting Chinese credit growth and thus 
overall economic growth. Nonetheless, China continues to face economic challenges from a renewed 
outbreak in COVID cases, and its adherence to it zero-COVID tolerance policy, as well as strains 
that are evident in the real estate sector. As a result and even given monetary easing announced by 
the PBoC, we have lowered to 2022 GDP growth outlook for China further, to just 3.0%, from 3.3% 
previously. (Return to Summary)
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International Outlook

Date Indicator Period Consensus Wells Fargo Prior

31-Aug China Manufacturing PMI Aug 49.3 -- 49.0

31-Aug China Services PMI Aug 52.2 -- 53.8

31-Aug Eurozone CPI (YoY) Aug 9.0% -- 8.9%

31-Aug Eurozone Core CPI (YoY) Aug 4.0% -- 4.0%

31-Aug Canada Quarterly GDP Annualized Q2 -- 4.6% 3.1%

Forecast as of August 26, 2022

Weekly International Indicator Forecasts

Source: Bloomberg Finance L.P. and Wells Fargo Economics

China PMIs • Wednesday
Although China had initially shown tentative signs of a rebound in 
activity in Q3 following a slump in Q2, economic challenges remain 
and indeed may have become more pressing in recent weeks. As 
of late August, mainland China is recording over 2,000 confirmed 
cases per day. While 2,000 daily cases is well below the 25,000 daily 
count from April, the trend of infections and the quick lockdown 
response clearly appears to be having an impact on economic 
activity. In addition, in the real estate sector high levels of debt and 
increasing defaults are also restraining activity.

The concerns are likely to be reflected in China's PMI surveys. The 
consensus forecast is for the official services PMI to decline for 
a second month in a row, to 52.2 in August from 53.8 in July. In 
contrast, the August manufacturing PMI is expected to increase 
slightly to 49.3, though remain below the breakeven 50 level. 
The August Caixin PMIs are likely to send a similar message, with 
the services PMI forecast to fall to 54.0 and the manufacturing 
PMI forecast to fall to 50.1. Given the tentative nature of China's 
economic rebound, we have lowered our 2022 China GDP growth 
forecast further, to 3.0%.
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Eurozone CPI • Wednesday
Eurozone inflation has quickened dramatically over the past several 
quarters, and has been driven in particular during 2022 by a surge 
in energy prices (both oil and natural gas) stemming from Russia's 
invasion of Ukraine, and the associated disruptions to energy 
supply. As a result, the latest reading for July saw the Eurozone CPI 
rise 8.9% year-over-year, the largest increase on record. That said, 
inflation pressures are becoming more evident outside of energy 
as well. In July, core CPI inflation (which excludes energy, food, 
alcohol and tobacco) quickened to 4.0% year-over-year, and services 
inflation quickened to 3.7%.

For August, there are mixed signals on the energy price front. 
European consumers could get some mild relief from a recent drop 
in oil prices, but in contrast natural gas prices across Europe have 
generally remained elevated. As a result, consumers may not see 
any overall relief on the price front, with the consensus forecast for 
the headline CPI inflation edging slightly higher to a record high 
9.0% year-over-year. Meanwhile, core CPI inflation is expected to 
remain steady at 4.0%. Taken together, we think the trends in both 
headline and underlying inflation will remain worrisome enough for 
the European Central Bank to raise its Deposit Rate by another 50 
bps to 0.50% at its September monetary policy announcement.
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Canada GDP • Wednesday
Canada's Q2 GDP scheduled for release on Wednesday is expected 
show another solid quarter of growth for the economy. We forecast 
Q2 GDP growth to strengthen to 4.6% quarter-over-quarter 
annualized, from a 3.1% growth pace in Q1. Within the details, 
consumer spending will likely show another sturdy increase given 
the gains reported for real retail sales in every month of the quarter. 
The outlook for business investment is somewhat more cautious 
however, given some softening in the sales outlook from business 
sentiment surveys, and some weakness reported in manufacturing 
sales toward the end of Q2.

The GDP report will likely also be scrutinized for any signs of a 
possible slowdown in the quarters ahead, especially given the 
Canadian employment declines reported for June and July. In that 
context, market participants will pay attention to the pace of 
growth in final domestic demand to get a sense of the underlying 
momentum within the economy. Trends in household disposable 
income and the household saving rate will also be monitored 
for insights into whether the pace of consumer spending can 
be maintained going forward. For the immediate period ahead 
however, another solid quarter of growth combined with still 
elevated inflation should be enough for the Bank of Canada to 
deliver another large 75 bps policy rate increase at its September 
monetary policy announcement. (Return to Summary)
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Interest Rate Watch
Powell Delivers Hawkish Message at Jackson Hole
Since 1982, the Federal Reserve Bank of Kansas City has sponsored a conference in late August in 
Jackson Hole, WY. The conference attracts intense media and financial market attention because the 
Chair of the Federal Reserve usually makes a speech in which the economic outlook and implications 
for monetary policy are discussed, at least in part. Eyes have been glued to Jackson Hole all week in 
anticipation of Chair Powell's speech, which he delivered on August 26.

The speech was notable in that Powell did not address longer-term considerations for the economy, as 
some past speeches have. Instead, he led off by saying “my remarks will be shorter, my focus narrower, 
and my message more direct.” Powell devoted his relatively short speech to deliver the message that 
the FOMC's “overarching focus right now is to bring inflation back down to our two percent goal.” He 
also cautioned that “restoring price stability will take some time and requires using our tools forcefully 
to bring demand and supply into better balance.” Powell did not explicitly comment on the next FOMC 
meeting on September 21, but he reiterated his message, which he made at the conclusion of the July 
27 meeting that “another unusually large increase could be appropriate at our next meeting.”

The bottom line is that the Federal Reserve is determined to rein 
in inflation and will take whatever steps necessary to achieve that 
end. We currently forecast that the FOMC will lift its target range 
for the fed funds rate by 75 bps at the September FOMC meeting 
with another 50 bps rate hike in November and a follow-up 25 bps 
increase in December (see chart at right). That said, the outcome 
of the September 21 meeting will depend crucially on incoming 
economic data, especially the August labor market report, which is 
slated for release on September 2, and August CPI data (September 
13). If employment growth is weak and/or inflation recedes more 
than expected, then the FOMC may opt to hike rates by “only” 50 
bps on Septe.mber 21. But there was nothing in what Powell said in 
his speech that would indicate a 75 bps rate hike on September 21 
is off the table.

Powell also noted that “restoring price stability will likely require 
maintaining a restrictive policy stance for some time.” This is a 
message that other Fed officials have been delivering recently. In 
other words, the FOMC is not likely to start cutting rates if growth 
downshifts. A necessary condition for rate cuts will be credible signs 
that inflation is moving back toward the Fed's 2 percent target. In 
that regard, we forecast that the FOMC will keep its target range 
for the fed funds rate unchanged in the first half of next year even 
though the U.S. economy is experiencing a modest recession. For 
more details, see our most recent U.S. Monthly Economic Outlook. 
(Return to Summary)

0.0%

1.0%

2.0%

3.0%

4.0%

5.0%

6.0%

7.0%

0.0%

1.0%

2.0%

3.0%

4.0%

5.0%

6.0%

7.0%

00 02 04 06 08 10 12 14 16 18 20 22 24

Federal Funds Target Rate
Upper Bound

Federal Funds: Q2 @ 1.75%

Forecast

Source: Federal Reserve Board and Wells Fargo Economics

8 | Economics

https://wellsfargo.bluematrix.com/links2/html/4ea3439f-18ae-48a2-848a-b4b40789c118


Weekly Economic & Financial Commentary Economics

Credit Market Insights
White House Proposes Student Debt Relief
The White House finally made its months-awaited announcement on federal student loan debt relief 
this Wednesday. In the proposal by the Biden administration, individuals making less than $125,000 
a year and couples making less than $250,000 will qualify for student loan forgiveness of up to 
$10,000. Additionally, those who qualified for the Pell Grant during their studies will be eligible for 
up to $20,000 in total forgiveness. The administration also moved to extend the current pause on 
student loan repayment, interest accrual and collection through December 31, previously set to expire 
at the end of this month, in what it claims will be the final extension of a policy first implemented back 
in March 2020. Under the announced plan, undergraduate student loan payments will be lowered from 
a maximum of 10% down to 5% of an individual household's monthly disposable income when they 
resume at the start of 2023. Borrowers that had continued to make payments on their loans during 
the moratorium can expect a refund for them if they’re eligible, the White House has said. Uncertainty 
remains around some details of the proposal, and legal hurdles may arise, posing risks to its timeline 
and subsequent implementation.

The Current Student Loan Landscape
The amount of student loan debt outstanding has risen rapidly 
over the course of the past decade, tallying over $1.6 trillion in the 
second quarter this year. This cements student loans as the second-
largest source of household debt in the U.S., behind mortgages. 
Between the end of the Great Recession and the first quarter of 
2022, student loan debt outstanding has risen a striking 160% with 
auto loans as a distant second at 82%. Over 50% of borrowers have 
less than $20K of student loans outstanding, but they hold less 
than 20% of the total balance of student debt. The distribution 
of borrowers is skewed both for total borrowers and balances 
outstanding. The majority of borrowers have balances less than 
$20K, but less than 10% of borrowers constitute a group that 
has outstanding balances above $100K, holding a total of 37% of 
outstanding federal loan balances (chart).

Implications for Consumers
Student loan debt forgiveness is different from previous pandemic-
era fiscal stimulus in that it does not provide households with a 
direct cash infusion but rather reduces their debt liabilities. This 
may lead to a marginally stimulative effect on aggregate demand; 
however, the effect of this may be mitigated by the resumption of 
payments on these loans in January 2023. Moreover, for the small 
group of borrowers with outstanding balances higher than $100K, 
this proposal may prove to be a drop in the bucket of their total 
amount owed, if they are even eligible for it at all.

In our view, this proposal may provide moderate inflationary 
pressure to the current macroeconomic environment but will not 
become a massive inflationary catalyst. Fleshing out the extent of 
the impact this will have on the broad economic environment is 
hard to do at the moment, as data limitations present challenges 
to understanding how the household balance sheet will be affected.
(Return to Summary)
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Topic of the Week
Corporate Profit Margins Widest in 72 Years, Although Inventories Spell Trouble
The second estimate of Q2 GDP reported earlier this week also included the initial estimates on 
corporate profits for Q2. Nominal profits rose 6.1% (not annualized) during the quarter on a pre-tax 
basis, the fastest pace in a year. The $175 billion gain in profits in Q2 lifted overall corporate profits 
to a record $3.0 trillion. On an after-tax basis, profit margins widened to 15.5%, up from 14.0% the 
previous quarter, and the highest since 1950.

There is some dissonance in the data when it comes to profits, however. Operating margins for the 
S&P 500 point to declining profitability, even though the National Income and Product Accounts 
(NIPA) registered that margins improved slightly in Q2 (chart). These economy-wide estimates 
show that pre-tax margins rose to 12.2%, running above the 11.5% averaged in the previous cycle. 
This suggests companies continue to be able to pass on the rising costs of labor and materials to 
consumers, even as inflation has squeezed household balance sheets. We still expect profits to narrow 
later this year as persistent price pressures lead to a pullback in consumer demand, challenging the 
ability of firms to continue passing on costs.

Big-box retailers are already cautioning a hit to revenues later in the year from a need to move 
inventory through discounting. Some apparel retailers, for example, have turned to discounting and 
diverting inventory to off-price retailers to quickly shave off a glut of excess inventory that has built 
up this year. Retail sales growth has softened in recent months, with nominal sales flat in July. Higher 
inflation for necessities such as food and energy and a gradual pivot toward services has shifted 
consumer spending away from apparel and other discretionary items, leaving retailers with excess 
inventories ahead of the holiday season.
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Excess Inventory Swamps Dwindling Warehouse Space
Retail inventories have grown for nine consecutive months as of July. Companies are increasingly 
searching for space to store their inventory, swamping an already tight warehouse market. Net 
absorption for industrial properties, which includes warehouses, totaled 98.0M square feet in 
Q2-2022, a touch higher than the previous quarter. Despite some moderation, net absorption is still 
trending well above the pace of completions (chart). Absorptions have outpaced completions for 
seven straight quarters, pushing the vacancy rate to a new record low of 3.9%. Some markets that 
are transportation and distribution hubs have seen vacancy rates fall even lower than this. As a result, 
industrial rents continued to rise in Q2, growing 12.3% year-over-year, up from 11.2% the previous 
quarter.

The rise in rents has made leasing warehouse space more costly for retailers, which threatens to 
balloon distribution costs and narrow profit margins. Firms have devised a few creative solutions to 
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mitigate the increasing cost of storing excess inventory, with reports of shipping containers, trailers 
and parking lots increasingly being used for short-term storage. Such short-term solutions are often a 
seasonal strategy for larger retailers with their own trucking fleets. But demand for these short-term 
storage units from firms without trucking fleet has risen considerably. This does not come without 
consequence, as using trailers and containers for storage removes prevents these resources from 
being utilized at other points in the transportation network, which could potentially add further stress 
to a still-strained supply chain. (Return to Summary)
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Market Data • Mid-Day Friday

Friday 1 Week 1 Year Friday 1 Week 1 Year

8/26/2022 Ago Ago 8/26/2022 Ago Ago

SOFR 2.27 2.29 0.05 3-Month Euro LIBOR -0.58 -0.59 -0.57

3-Month LIBOR 3.01 2.98 0.12 3-Month Sterling LIBOR 2.40 2.25 0.07

3-Month T-Bill 2.77 2.65 0.04 3-Month Canada Banker's Acceptance 3.72 3.65 0.44

1-Year Treasury 3.12 2.98 0.05 3-Month Yen LIBOR -0.01 -0.01 -0.10

2-Year Treasury 3.38 3.23 0.24 2-Year German 0.90 0.82 -0.74

5-Year Treasury 3.19 3.09 0.85 2-Year U.K. 2.79 2.53 0.14

10-Year Treasury 3.07 2.97 1.35 2-Year Canadian 3.51 3.42 0.45

30-Year Treasury 3.28 3.21 1.95 2-Year Japanese -0.08 -0.08 -0.12

Bond Buyer Index 3.59 3.44 2.14 10-Year German 1.35 1.23 -0.41

10-Year U.K. 2.61 2.41 0.60

10-Year Canadian 3.06 2.94 1.24

Friday 1 Week 1 Year 10-Year Japanese 0.22 0.20 0.03

8/26/2022 Ago Ago

Euro ($/€) 0.999 1.004 1.175

British Pound ($/₤) 1.182 1.183 1.370 Friday 1 Week 1 Year

British Pound (₤/€) 0.845 0.848 0.858 8/26/2022 Ago Ago

Japanese Yen (¥/$) 137.010 136.970 110.090 WTI Crude ($/Barrel) 93.57 90.77 67.42

Canadian Dollar (C$/$) 1.294 1.299 1.269 Brent Crude ($/Barrel) 100.72 96.72 71.07

Swiss Franc (CHF/$) 0.964 0.959 0.918 Gold ($/Ounce) 1744.23 1747.06 1792.43

Australian Dollar (US$/A$) 0.697 0.688 0.724 Hot-Rolled Steel ($/S.Ton) 800.00 801.00 1936.00

Mexican Peso (MXN/$) 19.926 20.174 20.363 Copper (¢/Pound) 376.80 366.45 424.75

Chinese Yuan (CNY/$) 6.863 6.818 6.482 Soybeans ($/Bushel) 15.14 14.87 13.43

Indian Rupee (INR/$) 79.871 79.783 74.223 Natural Gas ($/MMBTU) 9.53 9.34 4.18

Brazilian Real (BRL/$) 5.110 5.169 5.214 Nickel ($/Metric Ton) 21,578     21,704     19,179     

U.S. Dollar Index 108.319 108.169 93.062 CRB Spot Inds. 608.91 609.18 620.51

U.S. Interest Rates Foreign Interest Rates

Foreign Exchange Rates

Commodity Prices

Source: Bloomberg Finance L.P. and Wells Fargo Economics
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