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Not This Narrow

Today's release of October trade data brings a second consecutive monthly head-scratcher: despite
expectations for a widening, the actual number once again showed a sharp narrowing in the trade
deficit in October. One of the themes of our 2026 annual outlook dealt with our expectation for trade
to be less of a disruptive factor in 2026. We still anticipate that will be the case, but the government is
still getting caught up with economic indicators delayed during the shutdown, and we're still months

away from our first look at 2026 trade flows.

Ultimately this sharp narrowing in the October trade deficit is
almost entirely due to the movement of gold. Exports of non-
monetary gold (chart) and precious metals together increased

a total of $10 billion in October, more than offsetting declines
elsewhere responsible for 'only' the $7 billion gain in overall goods
exports. The rub is, this overstates the true narrowing in the trade
deficit today mainly because the BEA adjusts these flows to
discount any transfer of metal related to investment purposes

in GDP accounting, which tends to be a bulk of these monthly
categories. In simple terms, this surge in exports will not translate
to a massive boost to Q4 GDP growth of this magnitude, as seen
in the chart above which proxies the trade balance excluding non-
monetary gold. We also expect a reversal in this trend at some
point, whether that is in November or later, which will in turn likely
cause a sharp widening in the monthly trade deficit figures.

All of that aside, goods import growth was also weak, slipping

$12 billion, so even discounting the effects from trade in precious
metals for investment purposes, the trade deficit narrowed last
month and suggests net exports are tracking to boost GDP growth,
just not by as much as the headline figures suggest. But here too,
we can talk away the extent of some of the narrowing due to weak
imports mostly being tied to a drop in pharmaceutical preparations
specifically (down $14 billion). But while this category is volatile, it is
included in measured GDP. We expect net exports to boost fourth
quarter growth, though to what extent is unusually cloudy at the
moment.

The bottom line is that we can't read too much into recent moves
in trade at the moment. Not only are the figures disrupted by

the transfer of precious metals for investment purposes, but we
still believe trade flows are somewhat normalizing from tariff-
influenced decision-making early last year.

The rapid changes to trade policy over the past year took the
average effective U.S. tariff rate from less than 3% in 2024 to
north of 11% toward the end of 2025 (chart). The realized rate has
lagged stated or estimated rates for a number of reasons including
a shift in trade flows away from high tariffed countries to lower
tariffed ones as well as more compliance with pre-existing trade
agreements like the USMCA with Mexico and Canada, allowing
more goods to enter duty free than previously implied. Regardless,
the tariff burden to U.S. importers is up five-fold in the past 12 or
so months.

It remains to be seen how much more adjustment comes to tariffs.
The biggest consideration is how the Supreme Court rules on the
legality of the Trump administration to implement a large swath
of tariffs under the International Emergeny Economic Powers Act
(IEEPA), a decision that can come as early as tomorrow morning.
Even if the court strikes down the tariffs, the administration has
other options to reimpose tariffs, likely keeping them largely in
place near recent levels this year.

2 | Economics

Economics
Non-monetary Gold Exports
Billions of USD
$18 $18
[ —Non-monetary Gold: Oct @ $17.lB]

$16 + + $16
$14 1 + $14
$12 + + $12
$10 + + $10
$8 1 +$8
$6 + T $6
$4 1 1 %4
$2 1 T $2
$0 $0

10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25
Source: U.S. Department of Commerce and Wells Fargo Economics

U.S. Average Effective Tariff Rate

Federal Tariff Revenue Collected as Share of U.S. Goods Imports
21% 21%

[ —Effective Tariff Rate: Oct @ 11.4%
18% + 1 18%
15% + T 15%
12% + 1 129%
9% 1 9%
6% + T 6%
3% T T 3%
0% : 0%

1920 1930 1940 1950 1960 1970 1980 1990 2000 2010 2020

Source: U.S. Department of Commerce, U.S. Department of the Treasury
and Wells Fargo Economics



Trade Balance Improves, but Q4 Growth Impact Is Limited Economics

Subscription Information

To subscribe please visit: www.wellsfargo.com/economicsemail

Via The Bloomberg Professional Services at WFRE

Economics Group
Tom Porcelli

Tim Quinlan
Sarah House
Charlie Dougherty
Michael Pugliese
Brendan McKenna
Jackie Benson
Shannon Grein
Nicole Cervi
Delaney Conner
Ali Hajibeigi

Azhin Abdulkarim
Anagha Sridharan

Andrew Thompson

Chief Economist

Senior Economist
Senior Economist
Senior Economist

Senior Economist

International Economist

Economist
Economist
Economist
Economic Analyst
Economic Analyst
Economic Analyst
Economic Analyst

Economic Analyst

212-214-6422
704-410-3283
704-410-3282
212-214-8984
212-214-5058
212-214-5637
704-410-4468
704-410-0369
704-410-3059
704-374-2150
212-214-8253
212-214-5154
704-410-6212
704-410-2911

Tom.Porcelli@wellsfargo.com
Tim.Quinlan@wellsfargo.com
Sarah.House@wellsfargo.com
Charles.Dougherty@wellsfargo.com
Michael.D.Pugliese@wellsfargo.com
Brendan.Mckenna@wellsfargo.com
Jackie.Benson@wellsfargo.com
Shannon.Grein@wellsfargo.com
Nicole.Cervi@wellsfargo.com
Delaney.Conner@wellsfargo.com
Ali.Hajibeigi@wellsfargo.com
Azhin.Abdulkarim@wellsfargo.com
Anagha.Sridharan@wellsfargo.com

Andrew.L Thompson@wellsfargo.com

Economics | 3


http://www.wellsfargo.com/economicsemail

Economic Indicator Economics

Required Disclosures

This report is produced by the Economics Group of Wells Fargo Bank, N.A. (“WFBNA”). This report is not a product of Wells Fargo Global Research and the
information contained in this report is not financial research. WFBNA distributes this report directly and through affiliates including, but not limited to, Wells Fargo
Securities, LLC, Wells Fargo & Company, Wells Fargo Clearing Services, LLC, Wells Fargo Securities International Limited, Wells Fargo Securities Europe S.A., and
Wells Fargo Securities Canada, Ltd. Wells Fargo Securities, LLC is registered with the Commodity Futures Trading Commission as a futures commission merchant
and is a member in good standing of the National Futures Association. WFBNA is registered with the Commodity Futures Trading Commission as a swap dealer
and is a member in good standing of the National Futures Association. Wells Fargo Securities, LLC and WFBNA are generally engaged in the trading of futures and
derivative products, any of which may be discussed within this report. All reports published by the Economics Group are disseminated and available to all clients
simultaneously through electronic publication to our public website. Clients may also receive our reports via third party vendors. We are not responsible for the
redistribution of our reports by third-party aggregators. Any external website links included in this report are not maintained, controlled or operated by WFBNA.
WFBNA does not provide the products and services on these websites and the views expressed on these websites do not necessarily represent those of WFBNA.

This publication has been prepared for informational purposes only and is not intended as a recommendation, offer or solicitation with respect to the purchase or
sale of any security or other financial product, nor does it constitute professional advice. The information in this report has been obtained or derived from sources
believed by WFBNA to be reliable, but has not been independently verified by WFBNA, may not be current, and WFBNA has no obligation to provide any updates
or changes. All price references and market forecasts are as of the date of the report or such earlier date as may be indicated for a particular price or forecast. The
views and opinions expressed in this report are those of its named author(s) or, where no author is indicated, the Economics Group; such views and opinions are not
necessarily those of WFBNA and may differ from the views and opinions of other departments or divisions of WFBNA and its affiliates. WFBNA is not providing
any financial, economic, legal, accounting, or tax advice or recommendations in this report. Neither WFBNA nor any of its affiliates makes any representation or
warranty, express or implied, as to the accuracy or completeness of the statements or any information contained in this report, and any liability therefore (including
in respect of direct, indirect or consequential loss or damage) is expressly disclaimed. WFBNA is a separate legal entity and distinct from affiliated banks, and is a
wholly-owned subsidiary of Wells Fargo & Company.

You are permitted to store, display, analyze, modify, reformat, copy, duplicate and reproduce this report and the information contained within it for your own use
and for no other purpose. Without the prior written consent of WFBNA, no part of this report may be copied, duplicated or reproduced in any form by any other
means. In addition, this report and its contents may not be redistributed or transmitted to any other party in whole or in part, directly or indirectly, including by
means of any Al Technologies (defined below) through which this report or any portion thereof may be accessible by any third-party. “Al Technologies” means

any deep learning, machine learning, and other artificial intelligence technologies, including without limitation any and all (a) proprietary algorithms, software, or
systems that make use of or employ neural networks, statistical learning algorithms (such as linear and logistic regression, support vector machines, random forests
or k-means clustering) or reinforcement learning, or curated data sets accessible by any of the foregoing or (b) proprietary embodied artificial intelligence and
related hardware or equipment. In addition, certain text, images, graphics, screenshots and audio or video clips included in this report are protected by copyright law
and owned by WFBNA, its affiliates or one or more third parties (collectively, “Protected Content”). Protected Content is made available to clients by Wells Fargo
under license or otherwise in accordance with applicable law. Any use or publication of Protected Content included in this report for purposes other than fair use
requires permission from WFBNA or, in the case of content attributed to any third party, the third-party copyright owner. You may not alter, obscure, or remove any
copyright, trademark or any other notices attached to or contained within this report. All rights not expressly granted herein are reserved by WFBNA or the third-
party providers from whom WFBNA has obtained the applicable information. © 2026 Wells Fargo Bank, N.A.

Important Information for Non-U.S. Recipients

For recipients in the United Kingdom, this report is distributed by Wells Fargo Securities International Limited ("WFSIL"). WFSIL is a U.K. incorporated investment
firm authorized and regulated by the Financial Conduct Authority (“FCA”). For the purposes of Section 21 of the UK Financial Services and Markets Act 2000 (the
“Act”), the content of this report has been approved by WFSIL, an authorized person under the Act. WFSIL does not deal with retail clients as defined in the Directive
2014/65/EU (“MiFID2”). The FCA rules made under the Act for the protection of retail clients will therefore not apply, nor will the Financial Services Compensation
Scheme be available. For recipients in the EFTA, this report is distributed by WFSIL. For recipients in the EU, it is distributed by Wells Fargo Securities Europe S.A.
(“WFSE”). WFSE is a French incorporated investment firm authorized and regulated by the Autorité de contréle prudentiel et de résolution and the Autorité des
marchés financiers. WFSE does not deal with retail clients as defined in MiFID2. This report is not intended for, and should not be relied upon by, retail clients.

SECURITIES: NOT FDIC-INSURED - MAY LOSE VALUE - NO BANK GUARANTEE

4| Economics



	Important Disclosures

