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Inflation — How cyclicals have risen to the occasion
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Sources: Bloomberg and Wells Fargo Investment Institute. Data as of October 29, 2021. Cyclical sectors include Industrials, Financials, Energy, and Materials. Secular growth sectors
include IT and Consumer Discretionary. Defensive sectors include Health Care, Consumer Staples, and Utilities. Real Estate and Communication Services were not included due to short
history or material membership change in recent years. High inflation periods are months: (1) between 1990 and 2020 (2) when year-over-year consumer price index change was above
3.5% (3) that did not overlap with recessions. High wage growth periods are months (1) between 1990 and 2020 (2) when the year-over-year wage increase was above 4% (3) that did not
overlap with recessions. An index is unmanaged and not available for direct investment. Past performance is no guarantee of future results.

Average profit margin change during periods between 1990 and 2020, and in 2021
High-inflation periods have been infrequent in recent decades but have generally occurred when manufacturers
found it difficult to keep up with surging consumer demand. The chart shows that in high-inflation periods, the
headwinds from higher input prices typically didn’t negate the tailwinds from economic growth as companies
have been able to pass the higher cost to consumers.
Cyclical sectors (purple bar, diagonal lines) historically have posted strong profit margin growth (relative to the
S&P 500 Index) in inflationary periods because they have generally felt less impact from rising input costs. This
has been the case in 2021 as well.
What it may mean for investors
We expect operating margins to remain elevated in 2022, despite potential above-average inflation and wage
growth. Ultimately, a key support of high profit margins is the soothing of imbalances in the global supply chain,
retail market, and workforce. We expect these factors to improve in 2022, supporting margins at record levels
and maintaining healthy fundamentals for the S&P 500 Index.
Chao Ma, CFA, PhD, FRM, Global Portfolio and Investment Strategist
Excerpted from the Investment Strategy report dated December 6, 2021.

Investment and Insurance Products:  NOT FDIC Insured  NO Bank Guarantee  MAY Lose Value
© 2021 Wells Fargo Investment Institute. All rights reserved.

Page 1 of 2

Chart of the Week —| —December 14, 2021
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.
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 1221-02404
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