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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-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world of the COVID-19 pandemic and government responses to the virus superseded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. While having stabilized over the past few
months, and mindful that the coronavirus is still paramount, the yield spread between
10-year and 1-year Treasury notes (currently near the widest in about four years and
above its 40-year median) suggests little chance of a double-dip in economic activity
in the near term.

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

Demand is booming, but still held back by supply constraints
Economic data were strong for May, although mostly below
expectations. Demand is robust throughout the economy, but
many industries have been limited on the supply side. For
example, job openings are at an all-time high, but employers
are having trouble filling them; orders are rising rapidly for both
manufacturing and service industries, but so are delays in
supplier deliveries; and house prices are soaring in part due to
record-low supply. Even very strong light vehicle sales are now
being held back by computer chip shortages. While efforts are
being made by employers and state governments to bring
workers back into the labor market, other supply issues may
take longer to resolve.

A big number for jobs gains, but workers in short supply
Nonfarm payrolls grew by 559,000 in May, a strong number on
its own and roughly double the disappointing number from
April, but still below expectations. Growth was led by leisure
and hospitality, which continues to be the sector most
positively affected by the decreasing number of government-
mandated restrictions on in-person activity. The goods sector
saw little growth, and none outside of manufacturing. With job
listings at an all-time high, labor supply is holding back even
stronger job growth. Several states have opted out of the
federal addition to unemployment benefits in hopes of
increasing labor supply, and it could also be that parents with
children are waiting for the return of in-person schooling in the
fall to more aggressively search for work.

The U-3 unemployment rate fell to 5.8 percent, its first time
below six percent since the pandemic was just beginning in
March 2020. The labor force participation rate dropped slightly
to 61.6 percent but has been in a narrow range (between 61.4
and 61.7 percent) for the last 12 months. Even as the
unemployment rate remains elevated, evidence of a tight labor
market can be seen in wage growth, which was up by 0.5
percent for May despite many of the jobs added being in
relatively low-wage sectors. Firms are clearly offering higher
wages (among other perks) to entice workers back into the
labor market.

Fifteen months after the first employment decline related to
the pandemic, the economy remains 7.6 million jobs below its

pre-pandemic peak. After adding nearly 15 million jobs since
last April, there is still room for strong gains going forward.

ISM surveys indicate rapid business growth
The Institute for Supply Management (ISM) business surveys
indicated strong growth for May. The manufacturing index rose
in part due to faster growth in new orders. Supply chain and
labor supply issues were evident in the slowing growth of
production and employment, however, in addition to continued
high input prices.

Adding to the evidence that service industries are seeing the
largest benefit from diminishing COVID restrictions, the ISM
services index climbed to an all-time high for May (data back to
1997), Business activity and new orders accelerated, while
growth in employment slowed thanks to the challenge of
finding qualified workers to fill job openings, which are plentiful.
As with manufacturing, input prices remained on the rise as the
price component rose to its second highest reading ever
(behind only September 2005).

Shortages due to supply chain disruptions are expected to only
slowly abate in the coming months – continuing delayed
supplier deliveries, higher input prices, and output that is not
growing as quickly as it otherwise could. Still, demand should
continue to be strong and drive growth in both manufacturing
and services.

Home sales are solid, but low supply holds back sales
In a continuation of a theme seen in much of the economy,
housing numbers have been strong, but have nevertheless
failed to meet expectations mainly because of a lack of supply.
While total home sales have declined over the past three
months and are down by nearly 13 percent from their most
recent peak in October, they are still higher than in any month
from December 2006 to July 2020. A combination of robust
demand, a record-low supply of existing homes for sale, and
high input prices for home construction has resulted in soaring
home prices. The waning pandemic and high prices should
encourage more home listings, but there is a risk that supply
will remain low for the remainder of the year – continuing to
hold sales down.

Sources: Institute for Supply Management; Haver Analytics
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Growth rally paused
The S&P 500 index eked out a modest gain last month, as
investors fought the usual temptation “to sell in May and go
away.” Growth stocks were the most susceptible to selling
pressure as the S&P 500 Growth Index fell for the first time in
four months. Interest rates meandered while market
expectations of inflation edged lower, perhaps signaling a peak
in inflation expectations. Commodity prices were mixed with
metals higher as the global growth rebound continued and
agricultural prices lower with optimism rising about this year’s
planting season.

Value in the spotlight
Equity investors focused their buying interest on lower multiple
stocks in May. The S&P Value Index added almost two percent,
expanding its substantial 2020 year-to-date gains. Still, the
value-growth distinction is acute with the large-cap value
category trading at significantly lower multiples than growth.

Sector storylines contributed to the less-valued resurgence.
The finance sector, the largest weight in the S&P 500 Value
Index, rallied as optimism rose that major banks will reinstate
stock buybacks. Sagging cost pressures and the return of
ambulatory services gave healthcare a boost. Not to be
outdone, industrials gained as the upturn in manufacturing
activity continued.

The pause in the growth rally in May was also noteworthy.
Technology dominated the S&P 500 Growth Index at more
than 40 percent despite the reclassification of venerable names
to lesser sectors. Wary investors have waned on purchases of
these firms, wondering if they need to grow into their
valuations. Still, the broadness of the current expansion
suggests the pause – not the cancel – button has been pushed.

Equities in developed countries rode the building global growth
wave. Major stock indices in Germany and France increased by
almost four percent in May, while U.K. equities added nearly
two. The MSCI EAFE Index, a broad representation of
developed markets, posted its best 2021 monthly gain, trying to
catch up to U.S. equities. The impressive gains have lifted the
index to within three percent of its all-time high. The road back
from its record 2007 level has been long, with the recent
optimism about the recovery from the COVID-19 pandemic
helping to finish the mission.

Interest in global markets and rising optimism about the

recovery attracted investors to the euro, British pound, and
Canadian dollar in May. The euro is poised to pass its January
high, an appreciation of almost 15 percent from last March. The
pound is reaching a five-year high, and the Canadian dollar is
hitting a six-year high. The U.S. neighbor is a key source for
lumber and partner in auto production – both products
benefitting from strong U.S. demand. Not surprising, the trade-
weighted dollar has been weaker lately. More broadly, the
global recovery is positive for U.S. firms, looking forward to the
return of healthy export demand.

Commodity prices mixed
Copper, the most sensitive commodity to global growth,
continued its upward run in May. The price of this metal has
almost doubled over the past year, a vote of confidence in the
pandemic recovery. There were also signs that supply chains
are starting to heal. For example, lumber prices fell below
$1,300 per 1,000 board feet in early June after soaring to an all-
time high of $1,670 about a month earlier. While positive, this is
still well above the average of around $400 in the period
before the COVID recession.

La Niña ended in May, putting some downward pressure on
prices for agricultural commodities. The end of the pattern
associated with drought, particularly for California and the
southern U.S., increased optimism for the planting season.
Wheat and corn prices fell by more than 10 percent in May,
while soybeans dropped by almost three percent. With the
overall CPI rising, the prospects for lower food prices helped to
reinforce the transitory view of inflation.

Interest rates little changed; inflation expectations lower
Yields on longer-term Treasury notes edged down slightly over
the month, while shorter-term rates were about unchanged.
Despite the jump in reported inflation for May, investors
evidently expect this increase to be both modest and
temporary. The spread between 5-year Treasury note yields
and Treasury Inflation-Protected Security (TIPS) yields over the
same duration has moved a bit lower, suggesting that market
expectations for inflation over the next five years has dipped a
bit. The same is true for 10-year securities. Moreover, the
spread for the 10-year securities remains lower than that for 5-
year securities, suggesting that financial markets expect lower
inflation over the longer-term than the intermediate-term.

Asset Class Performance 1-month 6-months 12-months

S&P Composite 500 Index 0.70% 16.95% 40.32%

S&P Midcap 400 Index 0.20% 26.56% 56.77%

S&P Smallcap 600 Index 2.08% 33.40% 73.07%

EAFE1 2.89% 13.64% 35.30%

U.S. Dollar Index2 -1.28% -2.54% -9.32%

CRB Commodity Index3 3.09% 28.04% 49.42%

Intermediate Treasuries4 0.32% -1.05% -1.03%

Long Treasuries5 0.45% -12.15% -13.56%

Investment-grade Corporate Bonds6 0.77% -2.43% 3.64% 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; commodity futures 
price 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 5/31/21



Fed to tiptoe into tighter policy

Economic & Financial Market Monthly Review  |    

The Outlook

Nationwide Economics   |   June 2021

5

After a year of unprecedented monetary stimulus, there have
been signs in recent months that the Federal Reserve is inching
toward a less accommodative stance. At the March Federal
Open Market Committee (FOMC) meeting, four of the 18
participants indicated an expectation that an increase in the
federal funds target would be appropriate next year, up from
just one out of 17 three months earlier. At the subsequent
meeting in April, “a number” of policymakers suggested that it
might soon be time to begin discussing reducing the pace of
asset purchases. The first steps toward tighter policy are
already underway.

Policymakers remain cautious on balance
It is still likely to be some time, however, before the Fed begins
dialing down the level of accommodation, let alone actually
tightens policy. More than half of the FOMC members still
expect to hold benchmark rates steady until at least 2024 and
even the more hawkish faction within the committee is
advocating a go-slow approach.

The Fed has been slower to tighten
This caution is very much in keeping with the longer-term
trend, as the Fed has pivoted into tighter policy haltingly in
recent decades. Every rate hike cycle between the mid-1970s
and mid-1990s began with a jobless rate at 6.6 percent or
higher while none in the years since were launched until
unemployment had fallen to at least 5.6 percent.

An even more dovish Fed
The current incarnation of the Fed appears likely to take this
dovish trend several steps further. The FOMC projects that the

jobless rate will fall to 3.5 percent by the end of 2023 and yet in
aggregate expects to hold benchmark rates steady until at
least the following year.

A focus on broader labor market metrics
In fact, the rhetoric from policymakers in recent months can
been seen as representing another major shift. While an
improving labor market was enough to pull the Fed off the
sidelines in the 1970s and 1980s and a low headline jobless rate
elicited the same response in more recent years, current FOMC
members have indicated of late that it will take widespread
tightness to fuel rate hikes in this cycle. Fed Chair Jerome
Powell said earlier this year that the official goal of maximum
employment will not have been achieved if “pockets of
unemployment” remain. Given that the U-6 unemployment rate,
the broadest measure of joblessness produced by the Bureau
of Labor Statistics, is still in the low double-digits, it is likely to
be quite some time before the central bank feels that this key
objective has been met. Moreover, policymakers’ widespread
expectations that the current bout of inflation will prove to be
transitory should mean an even greater focus on the
augmented unemployment metrics in the interim.

The period of peak dovishness in this cycle may have already
passed, but the creeping hawkishness evident in recent FOMC
meetings is a good bet to continue playing out extremely
slowly as the labor market continues to heal. While the Fed
may slow its quantitative easing (QE) programs early next year,
we continue to project no outright Fed tightening until late
2023, and only modest moves thereafter.

The Unemployment Rate at the Outset of Federal Reserve Tightening Cycles

Sources: Federal Reserve Board of Governors; Bureau of Labor Statistics
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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 10.9 percent — paced at the state level by gains in Michigan, Nevada, Rhode Island, and Vermont. 

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

Job gains are up solidly from their COVID lows across the country

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

State unemployment rates continue to decline

Rhode Island: 6.3%

Delaware: 6.4%

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

Vermont: 2.9%

Delaware: 11.3%

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

• But many states still have unemployment rates well above their pre-COVID norms — led by six states at-or-above 8.0 percent 
(including Hawaii, not shown, as well as California and New York). 

Rhode Island: 17.1%

Vermont: 16.1%
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• Strong homebuyer demand mixed with very low supply (especially in the market for existing homes) is pushing up house prices 
across the country — led by gains above 10 percent over the past year in Idaho, Arizona, Utah, and Maine. 

• While more supply should enter the market this summer as pandemic concerns ebb, demand is likely to continue to outstrip 
supply in most markets with above-average price gains projected through at least 2022. 

House prices are accelerating sharply in many states

Sources: Federal Housing Finance Agency (FHFA); Haver Analytics
Four-quarter change in the FHFA House Price Index, 2021Q1

• Relative to the pre-COVID period in 2019, total miles driven this spring remained down in states along both coasts (and in parts
of the Midwest) as commuter traffic has not fully recovered. 

• But vehicle miles traveled were higher than in the same period in 2019 in many states in the Intermountain West and Great 
Plains regions (plus Arizona and Texas), reflecting the faster rebound from the downturn in these areas. 

Vehicle miles surpassing pre-COVID trends in some states

Sources: Federal Highway Administration; Haver Analytics
Change in vehicle miles traveled: March 2021 versus March 2019
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• Nonfarm payrolls rose by 559,000 for May, a very strong pace but weaker than expectations for a second consecutive month. 
Total payroll employment remains about 7.6 million below its peak from February 2020.

• The U-3 unemployment rate dropped to 5.8 percent for May. While the level remains higher than the 50-year low of 3.5 
percent achieved just before the pandemic hit, it has improved markedly over the past year. 

Stronger hiring for May

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

• While still down by about 25 percent from the same dates in 2019, TSA passenger counts showed that strong improvement 
continued through May as consumers increasingly look to travel again in a mostly post-pandemic country. 

• A surge in in-person activities coming out of the pandemic should lead to a strong recovery for the service sector this year and
into 2022, especially for the hard-hit restaurant, travel, and retail industries. 

Rising airline traffic is a sign of the upcoming services surge

Sources: TSA.gov
TSA passenger throughput compared to same date in 2019; May 31, 2021
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• While the overall CPI has spiked in recent months, much of the increase was limited to a relatively few categories, as the 
Cleveland Fed’s trimmed-mean CPI (excluding both the positive and negative outliers) has moved only modestly higher. 

• Ove the past 12 months, the overall CPI is up by 5.0 percent, while the Cleveland Fed’s trimmed-mean CPI (historically a better 
predictor of CPI growth for the next year or so) has increased by only 2.6 percent. 

Positive inflation news: price jumps mostly in relatively few categories

Sources: Bureau of Labor Statistics; Cleveland Fed; Haver Analytics; May 2021

• The Fed’s policy of letting inflation run higher for a while is based in part on inflation expectations remaining “anchored” – but 
expectations have risen in the past few months. 

• Near-term (one-year) inflation expectations jumped to 4.5 percent for May, with longer-term (five-year) expectations up to 3.0 
percent – levels that suggest that inflation might not be as anchored as the Fed had hoped.  

Negative inflation news: consumer inflation expectations are climbing sharply

Sources: University of Michigan; Haver Analytics; May 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 rose more sharply than expected through May in response to COVID supply chain disruptions and a
resetting of prices coming out of the pandemic. As a result, we have raised our 2021 estimate of CPI inflation to 3.4
percent. But with supply chains healing over the rest of this year and next, and the end of temporary base effects, inflation
should slow again in 2022 – although remain higher than the trend leading into the COVID recession.

2) The supply of single-family homes for sale continues to be depressed by COVID concerns, constraining existing sales and
driving up house prices rapidly in many markets. While we expect that more homes will be listed for sale in coming
months, the severe imbalance between supply and demand is expected to drive faster than expected price gains into at
least 2022 — pushing up our home price projections for the next couple of years.

3) Annualized real GDP growth projections for the second quarter have risen into double-digits as the economy moves
towards a full reopening. Combined with strong growth expectations for the second half of the year, we have increased
our estimate for annual real GDP growth for 2021 to 6.8 percent.

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 June 2021 2019 2020 2021 2022 2023 2024 2025

Real GDP 1 2.2% -3.5% 6.8% 4.4% 2.4% 2.0% 1.8%

Unemployment Rate 2,7 3.7% 8.1% 5.5% 4.2% 3.8% 3.7% 3.9%

Inflation (CPI) 5 2.0% 1.2% 3.4% 2.3% 2.4% 2.5% 2.6%

Total Home Sales 3,7 6.03 6.45 6.95 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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