
What’s happening and why in the economy and financial markets

Post-pandemic boom continues, but held 
back by supply-chain problems and 
workforce constraints

Inflation peaking during a bumpy transition out of the pandemic Page 3

Widespread supply shortages are limiting the recovery in many sectors and causing production
backlogs as producers have difficulty keeping up with the surge in demand. Sharply higher prices for
many goods and materials have been another consequence of limited supply — helping to push up
inflation to among the highest readings over the last 40 years. Still, riding a tidal wave of consumer
demand, the economy continues to show signs of strong growth this year.

Long-term interest rates drop Page 4

The S&P 500 index rose for the eighth straight month in June, lifting 2021’s first-half total return to a
gain of more than 15 percent. But even with the glowing performance of equity markets, long-term
interest rates dropped in June (and fell still more in early July), despite the fastest economic growth in
decades and the highest inflation since 2008. Since peaking in late March at 1.74 percent, the yield on
the 10-year Treasury note has dropped to around 1.30 percent — the lowest level since mid-February.
Better prospects for the economy and the recent jump in inflation caused some members on the FOMC
to bring forward their projection of when the Fed might start to tighten monetary policy, boosting
short-term rates — and making the decline in long-term rates even more surprising.

Booming growth is transitory, too Page 5

Data to be released in late July are likely to show that real gross domestic product (GDP) boomed
again in the second quarter to complete a full retracement of the plunge in the first half of last year.
Other metrics were similarly vibrant. Nonfarm payrolls, for example, have risen by more than three
million thus far in 2021 and are on track for their largest annual increase on record.

Charts & Commentaries Pages 6-9

Forecast Table Page 10

July 2021



Business Cycle Update

Economic & Financial Market Monthly Review  |    2

Economic Review

Nationwide Economics   |   July 2021

Sources: Bureau of Labor Statistics; Haver Analytics
Shaded areas depict recessionary periods

Yield Curve Update

The COVID-19 recession began in February 2020 and positive data since last May
suggest that it only lasted for two-to-three months. That would make it both the most
severe and the shortest recession in the post-WWII period. Given the still large gaps
(albeit shrinking) between the level of economic activity, the level of employment, etc.,
and their full-utilization/employment levels, the economy should be able to grow at an
above-trend pace for at least another year.
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One of the best predictors of an economic downturn is a fully inverted yield curve,
when short-term rates are above long-term rates for a sustained period. But the new
world of the COVID-19 pandemic and government responses to the virus superseded
the usual recession rules early last year. The yield spread between 10-year and 1-year
Treasury notes has dipped recently to the lowest level since February, but at around
125 bps it remains above the long-term average and suggests continued growth ahead.

Spread between 10-year and 1-year U.S. Treasury note yields
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Economic Review

Inflation peaking during a bumpy transition out of the pandemic
Widespread supply shortages are limiting the recovery in many
sectors and causing production backlogs as producers have
difficulty keeping up with the surge in demand. Sharply higher
prices for many goods and materials have been another
consequence of limited supply — helping to push up inflation to
among the highest readings over the last 40 years. Still, riding a
tidal wave of consumer demand, the economy continues to
show signs of strong growth this year.

Inflation up sharply but not broad-based
The 12-month change in the consumer price index (CPI)
reached 5.0 percent for May, the first time since 2008 and only
the fourth since 1991. In addition to base effects that will shortly
dissipate, the reopening of the economy helped to spur sharp
monthly CPI increases for April and May as demand for goods
and services surged, especially among a few service sector
categories. The core CPI — excluding the volatile food and
energy components — rose to the fastest annual pace in nearly
30 years at 3.8 percent.

Producers were at the front end of the price pressures as
COVID-related supply constraints pushed up input costs for
industrial metals and lumber, among other materials. The prices
index within the ISM manufacturing survey rose in June to its
highest level since 1979, reflecting the higher costs and
shortages within supply chains. As supply conditions have
improved, lumber prices dropped by more than 50 percent
during June while metals prices have pulled back from recent
peaks – perhaps signaling an easing of inflation readings ahead.

Importantly, the jump in inflation has been driven mostly by
outliers tied to COVID-specific impacts (e.g., a 29.7 percent
annual jump in prices for used cars and trucks with new car
production limited by microchip shortages) rather than a broad
uptick in all categories. Inflation measures that exclude outliers
have been better predictors of future price moves than the
overall CPI — and while up, they suggest gains in the 2.5-3.0
percent range for next year.

Lack of supply hurting housing and autos
Housing activity cooled this spring as historically low for-sale
inventories and sharply higher prices created challenges for

buyers. Listings of existing units have continued to lag, with the
few homes on the market selling very quickly. New home
construction has also slowed, owing to a lack of buildable lots,
labor shortages, and rising costs. While total sales were down
for May from their recent peaks, they remain elevated due to
exceptionally strong demand, and we continue to expect the
strongest sales since 2006 this year.

Light vehicle sales are also being hit by COVID-caused supply
chain problems, dropping sharply for June to an annualized
pace of 15.4 million units. Auto production has slowed this year
in response to the microchip shortage, delaying some sales
until the problem is resolved – probably later this year.

Strong job gains a sign that the growth surge continues
Nonfarm payrolls spiked by 850,000 during June, capping a
strong second quarter which saw 1.7 million in job gains. Leisure
and hospitality led the way — adding a total of 977,000 jobs
from March to June as in-person activities were mostly
reopened. Other service industries also saw strong gains for
June as the economy returns to pre-pandemic workplace
capacities.

Finding workers remains a concern for many businesses,
however, and is likely preventing even stronger job growth. The
labor force increased again for June, but the labor force
participation rate has been little changed for about the last
year. The U-3 unemployment rate ticked higher to 5.9 percent,
but this may be explained in part by record-high quit rates as
workers recognize how strong the job market is. Nearly 60
percent of small businesses reported few or no qualified
applicants in June, according to data from the National
Federation of Independent Business. In the same survey, a
record share of firms raised compensation in order to attract
talent or to keep the workers that they do have.

Demand for workers is at a record high while business sector
readings continue to show strong expansion. Supply stresses
should ease in the second half of the year, allowing production
to catch up with consumer demand while reducing inflationary
pressures across the economy.

Sources: BLS; Haver Analytics
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Long-term interest rates drop
The S&P 500 index rose for the eighth straight month in June,
lifting 2021’s first-half total return to a gain of over 15 percent.
But even with the glowing performance of equity markets,
long-term interest rates dropped in June (and fell still more in
early July), despite the fastest economic growth in decades
and the highest inflation since 2008. Since peaking in late
March at 1.74 percent, the yield on the 10-year Treasury note
has dropped to around 1.30 percent — the lowest level since
mid-February. Better prospects for the economy and the
recent jump in inflation caused some members on the FOMC to
bring forward their projection of when the Fed might start to
tighten monetary policy, boosting short-term rates — and
making the decline in long-term rates even more surprising.

Why has the yield curve flattened?
Shorter-term interest rates – those with terms out to around
five years — bumped higher in mid-June after the most recent
FOMC meeting. Some FOMC members projected rate hikes
starting in 2022 and still more in 2023 rather than 2024 or
beyond. The expected path of the federal funds rate has a
significant impact on other short-term interest rates, so the rise
in those rates is not a surprise — although the level of rates
remains historically low as any Fed tightening in the next few
years is expected to be modest.

But what explains the sharp decline in long-term rates and
resulting flattening of the yield curve? While there are many
possible explanations, three seem most likely (note that these
are not mutually exclusive). (1) Peak inflation: despite the
recent jump in inflation, financial market participants may
believe that the rise will be transitory — as the Fed has stated.
(2) Peak growth: real GDP growth in the second quarter is
expected to be very strong, with growth for all this year the
fastest since 1984. But activity should slow next year and still
more in future years — even the Biden Administration’s 10-year
real GDP growth estimates in the most recent budget assume a
bit less than 2.0 percent on average. (3) Temporary supply-
demand factors: it appears that the entire supply of Treasury
note issuance over the past couple of months (temporarily
lower than it has been or likely will be) has been taken up by
the Fed’s QE purchases. This demand “crowding out” by the
Fed has left little to be purchased by other investors — pushing
prices higher and yields down.

While we have sympathy with the peak inflation and growth
views — our forecast, after all, is for growth to slow and

inflation to move lower — if trend inflation falls to a pace a bit
above that seen before COVID and economic growth slows to
around the pre-COVID trend, why should interest rates fall to
levels well below what we saw in that earlier period? Of course,
markets may be looking for either much slower inflation or
growth than we expect, but the market is approaching
recessionary rate levels.

The technical supply-demand issues appear to be the most
important determinant in the recent rate drop. But once
Treasury issuance picks up and the Fed starts to taper its QE
purchases of Treasury notes, we would expect rates to rise —
perhaps sharply. But it may be a few months before that starts
to occur.

Equity markets continued their rally as earnings expectations
climbed further on the back of robust economic growth
prospects for the remainder of the year. Large-cap names beat
smaller-caps with technology and consumer businesses popular
among investors. Still, on a year-to-date basis, small firms
reigned — benefitting from the recovery’s strength. Across the
capitalization spectrum, energy firms benefitted from the rise in
the price of oil and natural gas.

Energy costs rise
The cost of a barrel of oil moved past $70 in June, nearly
topping $75 by the end of the month. OPEC+ remained
disciplined, coordinating only modest supply increases. At the
time this report was created, U.S. gasoline demand was roughly
95 percent of 2019 levels. A drawdown in inventories last
month suggested continued upward pressure on the price of oil
as the recovery in demand outpaces new supply.

Robust electricity demand boosted the price of natural gas in
June and furthered energy inflation. A record heatwave in the
Northwest only added pressure to the limited inventory of gas.
The supply of renewable energy continues to rise, but not
enough to meet June’s demand. As a result, producers were
forced to rely on natural gas and coal.

The price of lumber fell significantly in June as some Canadian
suppliers shifted their capacity to the U.S. market. Similarly,
metals retreated as suppliers increased production to meet
better global demand. Prices in the agricultural complex were
mixed, showing the uneven response to the uptick in prices.
Still, some price weakness gives raw material users relief. And
in June, the dollar benefitted from the surge in the price of oil.

Asset Class Performance 1-month 6-months 12-months
S&P Composite 500 Index 2.33% 15.25% 40.79%

S&P Midcap 400 Index -1.02% 17.60% 53.24%

S&P Smallcap 600 Index 0.33% 23.56% 67.40%

EAFE1 -1.25% 7.33% 29.45%

U.S. Dollar Index2 1.63% 1.16% -6.57%

CRB Commodity Index3 1.36% 25.28% 54.39%

Intermediate Treasuries4 -0.07% -1.14% -1.18%

Long Treasuries5 3.57% -7.92% -10.58%

Investment-grade Corporate Bonds6 1.63% -1.27% 3.30% Sources: Bloomberg; Haver Analytics

1 Index measuring equity performance of developed 
markets outside of the U.S. and Canada

2 Federal Reserve trade-weighted broad currency index

3 Commodity Research Bureau; CRB spot index

4 Index of 1-year to 10-year Treasury notes

5 Index of 10-year and longer Treasury notes and bonds

6 Index of U.S. investment-grade corporate bonds

Total returns represented as of 6/30/21
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Data to be released in late July are likely to show that real
gross domestic product (GDP) boomed again over the second
quarter to complete a full retracement of the plunge in the first
half of last year. Other metrics were similarly vibrant. Nonfarm
payrolls, for example, have risen by more than three million
thus far in 2021 and are on track for their largest annual
increase on record.

Pace of expansion to normalize
Of course, these outsized numbers are largely a function of the
unique nature of this cycle. The economy is still recovering
from a massive supply shock, a turnaround that has gathered
steam of late as the pandemic has faded and restrictions on
activity have been mostly lifted. As societal normalization runs
its course, the broad economic growth rate should normalize,
as well. Even an economy as well positioned as this one is
currently is unlikely to maintain a pace of expansion so far in
excess of its long-run potential (perhaps 1.5-2.0 percent per
year) for long.

Outsized growth is rarely sustained
In fact, the recent retreat in long-term Treasury yields is in part
a function of downshifting growth expectations, as pent-up
demand is already in the process of diminishing and
comparisons are becoming more challenging. It should come as
little surprise that GDP has rarely sustained outsized annual
growth rates historically, as there haven’t been back-to-back
advances in excess of 4.0 percent since the late 1990s and
none surpassing the 5.0 level since the Vietnam War/Great
Society-driven boom in the mid-1960s. This still-young

expansion is highly unlikely to be imperiled anytime soon, but it
is similarly a safe bet that it won’t revisit the growth heights
that it is touching currently.

Moderating activity could impact Fed timeline
This downshift in growth will have implications for both
inflation and monetary policy. As the pace of increase in
demand inevitably moderates, the upward pressure on prices
should ease as well, likely curbing some of the hawkish rhetoric
emanating from an increasingly vocal faction within the FOMC
in recent months. Perhaps just as importantly, slowing
economic growth could at least temporarily put the brakes on
what has to this point been a robust recovery in asset prices.
This is typically the stage of the cycle in which the equity
market tends to hit its first speed bump, as the S&P 500 index
has fallen into a correction in the second year in nine out of the
last 11 bull markets.

It is noteworthy, then, that the Fed has generally refrained from
tightening monetary policy when the stock market has been in
retreat. In fact, the S&P 500 has been in positive territory on
both a three-month and a one-year basis at the outset of every
rate hike cycle in the last five decades, averaging solid
increases of 4.8 percent over the former time frame and 17.1
percent across the latter. Corrections are regularly recurring
features of bull markets — there were five in the last cycle
alone — and often take hold when the pace of real GDP growth
is decelerating. For both financial markets and the
macroeconomy, the backdrop that has driven the recent shift in
Fed tightening expectations is unlikely to persist.

Changes in the S&P 500 index in the year prior to the onset of Fed tightening cycles

Sources: Standard & Poor’s
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• April 2020 was the low point for payroll employment during the pandemic. Over the past 12 months, national payrolls climbed 
by 9.0 percent — paced at the state level by double-digit gains in Nevada, Michigan, and Rhode Island. 

• Job growth over the past year was weaker on average in the middle of the country where there were relatively fewer job losses
during last year’s downturn. 

Job gains are up strongly in many states over the past year

Sources: Bureau of Labor Statistics; Haver Analytics
Twelve-month growth rate in nonfarm payroll employment, May 2021

State unemployment rates continue to improve

Rhode Island: 5.8%

Delaware: 5.9%

Sources: Bureau of Labor Statistics; Haver Analytics
Civilian unemployment rate, May 2021

Vermont: 2.6%

Delaware: 9.9%

• Unemployment readings in the middle of the country have mostly dropped to pre-COVID levels, with 11 states at-or-below 4.0 
percent in the Intermountain West and Great Plains regions (plus Vermont, New Hampshire, Alabama, and Indiana). 

• But multiple states still have unemployment rates well above their pre-COVID norms, although only Hawaii (not shown) and 
New Mexico were at-or-above 8.0 percent for May. 

Rhode Island: 13.0%

Vermont: 10.1%
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• Most states showed a four-quarter increase in gross state product (GSP) during the first quarter — led by increases greater than
2.0 percent in Utah, Washington, South Dakota, Arizona, and Iowa. 

• The level of GSP in 35 states was still below pre-pandemic peaks, including significant remaining gaps in Hawaii (not shown), 
Wyoming, and New York among others. 

Annual state real GDP growth turned positive for many states

Sources: Census Bureau; Haver Analytics
Four-quarter growth rate in state gross domestic product, 2021Q1

• Estimates for the national resident population in the first quarter showed a meager 0.25 percent growth rate over the past year,
the slowest pace since WWII. 

• States in the Midwest and Northeast (plus California) continue to see modest contractions in population while many states in 
the Intermountain West and Southeast regions had above-average population increases. 

Population growth slowed sharply during the pandemic

Sources: BEA; Haver Analytics
Four-quarter change in the resident population, 2021Q1
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• Nonfarm payrolls grew by a strong 850,000 for June, led by service sector industries that are being unleashed to conduct in-
person activity. Even so, total payroll employment remains about 6.8 million below its peak from February 2020.

• The U-3 unemployment rate ticked higher to 5.9 percent for June. The downtrend trend in unemployment has slowed in recent 
months as the civilian labor force has increased with more people reentering the workforce . 

A jump in job growth for June

Sources: Bureau of Labor Statistics; Haver Analytics
Monthly change in nonfarm payroll employment; level of the civilian U-3 unemployment rate, June 2021

• Riding record fast money growth and continued optimism for forward economic growth and corporate earnings, the S&P 500 
index rounded out a strong first half of 2021 — closing on June 30 at an all-time high, up by 14.4 percent (price return) year-to-
date. 

• Rising equity markets (and higher house prices) should lift household net worth to a new record in the second quarter, an 
additional boost to consumer spending trends this year.

Stock prices continue to reach new heights

Sources: Standard & Poor’s; Haver Analytics
S&P 500 stock index, June 30, 2021
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• Delayed supplier deliveries and rising input prices have cut into production for many manufacturers, pushing up the backlog of 
orders measure within the ISM manufacturing survey to a record high for May (improving some during June). 

• Supply chains are expected to heal over the second half of the year and into 2022, reducing the production and cost pressures
faced within the manufacturing sector. 

Supply shortages are driving a backlog of orders

Sources: Institute for Supply Management (ISM); Haver Analytics
Backlog of orders index, June 2021

• The spot lumber composite price peaked during the week of May 10, 2021, at $1,630 per 1,000 board feet — more than 
quadruple the price trend prior to the pandemic. 

• As the supply of cut lumber has ramped up from sawmills coming out of the pandemic, lumber prices dropped substantially 
during June — although they remain elevated compared to pre-COVID levels and prices to builders remain high for now.

Lumber prices have fallen sharply, but still high

Sources: FIBER; Haver Analytics
Lumber composite price, June 30, 2021
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Nationwide Economics Forecast

Forecast

Nationwide, the Nationwide N and Eagle and Nationwide is on your side are service marks of Nationwide Mutual Insurance Company.
(c) 2021 Nationwide   
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The information in this report is provided by Nationwide Economics and is general in nature and not intended as investment or economic advice, or a
recommendation to buy or sell any security or adopt any investment strategy. Additionally, it does not consider the specific investment objectives, tax and
financial condition or particular needs of any specific person.

The economic and market forecasts reflect our opinion as of the date of this report and are subject to change without notice. These forecasts show a broad
range of possible outcomes. Because they are subject to high levels of uncertainty, they may not reflect actual performance. We obtained certain information
from sources deemed reliable, but we do not guarantee its accuracy, completeness or fairness.

Major forecast changes from last month:

1) Inflation readings should continue to remain elevated, although slipping, through year-end due to the already seen price
jumps coming out of the pandemic. This again lifted our estimate for the consumer price index (CPI) for 2021. But with
healing supply chains reducing prices pressures for many materials and goods, and the end of temporary base effects,
inflation should decelerate over the second half of this year and into 2022 — although remaining higher than the pre-
COVID trend.

2) With the supply of existing homes for sale continuing to remain historically low while home construction faces price, land,
and labor challenges, we modestly reduced our forecast for total home sales this year — although the pace should still be
the highest since 2006.

1 Percent change year-to-year
2 Percent
3 Million units
4 Year end

Sources: Haver Analytics (actuals); Nationwide Economics (estimates and forecasts); except Money Market Funds (all data from Nationwide Economics)

5 Percent change Q4-to-Q4
6 Target rate, lower limit
7 Year average
8 Annual return

9 Percent change Dec-to-Dec

Actual Estimate Forecast
As of July 2021 2019 2020 2021 2022 2023 2024 2025

Real GDP 1 2.2% -3.5% 6.7% 4.4% 2.4% 2.0% 1.8%

Unemployment Rate 2,7 3.7% 8.1% 5.6% 4.2% 3.8% 3.7% 3.9%

Inflation (CPI) 5 2.0% 1.2% 3.9% 2.4% 2.5% 2.6% 2.7%

Total Home Sales 3,7 6.03 6.45 6.85 6.65 6.30 6.00 5.85

S&P/Case-Shiller Home Price Index 9 3.7% 10.4% 9.8% 5.7% 4.5% 3.8% 3.2%

Light Vehicle Sales 3,7 16.9 14.5 16.9 16.8 16.5 16.4 16.2

Federal Funds Rate 2,4,6 1.50% 0.00% 0.00% 0.00% 0.25% 0.50% 0.75%

1-Year Treasury Note 2,4 1.59% 0.10% 0.05% 0.10% 0.50% 0.70% 0.90%

5-Year Treasury Note 2,4 1.69% 0.36% 0.95% 1.15% 1.35% 1.55% 1.75%

10-Year Treasury Note 2,4 1.92% 0.93% 1.85% 2.10% 2.25% 2.40% 2.55%

30-Year Fixed-Rate Mortgage 2,4 3.74% 2.67% 3.20% 3.40% 3.55% 3.70% 3.85%

Money Market Funds 2,8 1.55% 0.47% 0.14% 0.14% 0.22% 0.48% 0.74%
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