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The economic boom is here
Job gains fall short in April, but economic growth remains strong
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Economic growth spiked in the first quarter and recent data suggest that it surged even more quickly in the
second. Although consumer spending should slow from March’s near-record jump, which was boosted by
another round of stimulus checks, rising consumer confidence and the highest pace for vehicle sales since
2005 suggest that the propensity of consumers to spend is still high. On the downside, April’s employment
report was disappointing, and the unemployment rate rose for the first time in a year.

Earnings roar
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The S&P 500 Index added more than five percent in April as first-quarter earnings were strong. But as
this report was being written, stock indices stumbled, led by sharp declines in tech stocks.
Commodities also participated in the April rally, with producers unable to quickly increase production
to meet the surge in orders. After yields rose in the first quarter, interest rates were relatively stable
over the past month.

Inflation set for a COVID-driven spike
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The COVID pandemic may be finally winding down in the U.S., but its impact on the economy is likely
to linger for some time. Consumer price inflation, for example, is already being lifted by several virusdriven effects. But while the inflation rate is now spiking, a lasting rise in price pressures still appears
unlikely.

Charts & Commentaries
Forecast Table

Pages 6-9
Page 10

What’s happening and why in the economy and financial markets
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The COVID-19 recession began in February 2020 and positive data since last May
suggest that it likely ended in the second quarter of last year. That would make this
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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Yield Curve Update

Percentage points

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

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

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 month,
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.
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Economic Review

Job gains fall short in April, but economic growth remains strong
Economic growth spiked in the first quarter and recent data
suggest that it surged even more quickly in the second.
Although consumer spending should slow from March’s nearrecord jump, which was boosted by another round of stimulus
checks, rising consumer confidence and the highest pace for
vehicle sales since 2005 suggest that the propensity of
consumers to spend is still high. On the downside, April’s
employment report was disappointing, and the unemployment
rate rose for the first time in a year.
Real GDP surged in the first quarter
The economy grew at an annualized pace of 6.4 percent in the
first quarter. Aside from the post-lockdown surge last year, this
was the largest quarterly growth in real GDP since 2003.
Consumer spending was the biggest contributor to growth,
skyrocketing at an annualized rate of 10.7 percent (the second
fastest since 1965, again behind last summer) during a quarter
that featured two separate rounds of stimulus check
distributions. Growth was particularly strong for durable goods
expenditures as households used the extra cash from a
combination of stimulus money and an improving labor market
on autos, furniture, and recreational goods.
Business fixed investment grew by nearly 10 percent and was
particularly strong for equipment and intellectual property as
firms continue to evolve in a way that makes working remotely
easier and more productive. On the negative side, the decline in
private inventories was the second largest on record, a
symptom of the pervasive supply chain issues that persist due
to lingering COVID dynamics. As these issues start to subside,
and with personal consumption likely to remain strong for some
time, real GDP growth is expected to be even higher in the
second quarter, possibly surpassing the 10 percent (annualized)
mark.
Job growth surprises to the downside
Nonfarm payroll growth in April slowed to 266,000, far below
the consensus expectation of one million. Large declines were
seen in transportation, and professional and businesses
services, while educational and health services saw a more
modest contraction. The goods sector also lost jobs due

entirely to a decline in manufacturing. The re-opening leisure
and hospitality sector had the largest job gain.
Even with the U-3 unemployment rate rising to 6.1 percent (its
first rise in a year), there does not appear to be a labor demand
problem; in fact, firms are reporting difficulty in filling open
positions, which are plentiful. The latest JOLTS data showed
that job openings soared to a record 8.1 million for March.
Labor supply, on the other hand, is facing headwinds such as
increased unemployment benefits, significant skills mismatches,
and many furloughed workers not looking for a new job as they
wait to be recalled. Moreover, seasonal adjustments may be
having trouble accounting for last year’s once-in-a-lifetime
collapse in payrolls – with not-seasonally-adjusted payrolls up
by 1.1 million. It’s likely that April’s disappointing increase was
the result of all these factors.
April’s employment report does not change the expectation for
very strong job gains in coming months, with the
unemployment rate falling below 5.0 percent by year-end.
Consumer confidence on the rise
Consumers are feeling better about current economic
conditions in the economy as well as expectations for
economic conditions, with the consumer confidence index
rising in April to its highest level since the onset of the
pandemic. While consumer spending metrics are generally
expected to slow for April after a third round of stimulus
checks fueled an explosion of consumer activity for March, light
vehicle sales surprisingly surpassed March’s already-fast pace.
The annualized pace of 18.5 million units was the fastest since
2005 and is an indication that consumer spending remained
robust in April, even if it is unlikely that it kept pace with a
month prior.
Elsewhere, new home sales rose to their highest level since
2006 for March, although existing home sales fell because of
worse-than-usual weather in February that kept sales contracts
from being signed. Demand remains very strong as contract
signings for existing homes rose in March and homebuilder
expectations remain high. But the supply of existing homes for
sale is still at all-time lows and the price of lumber is soaring –
pushing new home prices higher.
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Sources: Bureau of Economic Analysis; Haver Analytics
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Financial Markets Review

Earnings roar
The S&P 500 Index added more than five percent in April as
first-quarter earnings were strong. But as this report was being
written, stock indices stumbled, led by sharp drops in tech
stocks. Commodities also participated in the April rally, with
producers unable to quickly increase production to meet the
surge in orders. After yields rose sharply in the first quarter,
interest rates were relatively stable over the past month.
Along with real estate, the communication services and
consumer discretionary sectors led the market higher in April.
Blowout earnings showed the value of scale achieved by
leading names, furthering their consolidation of the consumers’
wallet and providing investors with upside surprises. An
example is the discretionary sector, which was expected to
double earnings from the first quarter of 2020. The actual result
looks to be closer to a 200 percent increase, as lean cost
structures allow revenues to flow seemingly straight to the
bottom line. Dislocations only add to the opportunities for
these operators.

closed since the pandemic started, making it difficult to meet
the flood of orders and pushing prices higher.
Agricultural prices last month were impacted by a healthy rise
in global purchases, especially from China, reflecting better
economic growth. Corn added more than 30 percent in April,
while wheat (20 percent) and soybeans (9 percent) followed.
Additionally, increasingly severe drought in the western and
central U.S. is reducing expected crop yields and pushing
prices up further.
Fixed income market sits on the bench
The yield on the U.S. Treasury 10-year Note finished slightly
above 1.60 percent at the end of April, a modest decline from
the start of the month, and seemingly resting from the 80-basis
point jump in the first quarter. More stable rates helped highquality corporate bonds return a modest gain in April.

Commodities lift shipping activity
Logistics companies continued their rally last month, with the
much-ignored Dow Jones Transportation Average recording its
13th weekly gain – the longest streak since 1899. Dominant
industries such as railroads, trucking, and parcel delivery firms
were winners, collecting the annual high-single-digit increases
in transportation costs. These businesses sit at the epicenter of
the supply chain, with strong revenues showing both high
transaction volumes and the logistic stresses facing both raw
material and finished goods providers.

Yields on U.S. Treasury Inflation-Protected Securities (TIPS)
moved down by more than their nominal counterparts. This is
important because the difference between nominal Treasury
yields, and TIPS yields of the same duration, is a measure of the
financial market’s expectation of inflation. The implied 5-year
inflation rate jumped to over 2.70 percent for the first time
since early 2008 in mid-May, while the implied 10-year inflation
rate rose to over 2.50 percent for the first time since 2013.
While inflation is expected by financial markets to be higher on
average over the next five and ten years, the lower implied rate
over ten years suggests that markets look for inflation to ebb
after five years. This implied 5-year forward inflation rate
(between years 5 and 10) is up to nearly 2.40 percent. Since
this is a measure of CPI inflation, and the CPI often runs above
the Fed’s preferred inflation measure (the price index for
personal consumption expenditures), markets are looking for
long-run inflation to be close to the Fed’s 2.0 percent goal,
even if they expect it to run above it for the next five years.
How transitory this would be is in the eye of the beholder.

The commodity rally was broadly base for April, lifting metals
and agricultural raw materials. The price of copper, sensitive to
global economic activity, added about 12 percent in April, now
up almost 100 percent since last April. There seems no
stopping lumber as the futures price passed $1,600 per 1,000
board feet in early May. Some lumber processing facilities have

The dollar retreated from its late first-quarter rally in April,
continuing the downtrend seen over the past year. The dollar
surged to an all-time early in the worldwide COVID downturn
as investors sought safety. With the global economy
recovering, the dollar is moving away from its unsustainably
strong level of 14 months ago.

Expectations are also rising for future earnings. In just April,
forecasts for second-quarter profits for the S&P 500 rose
significantly, nearly matching the best gain during the last 20
years. Rising optimism comforted investors who are concerned
about lofty valuations.

Asset Class Performance

1-month

6-months

12-months

S&P Composite 500 Index

5.34%

28.85%

45.98%

S&P Midcap 400 Index

4.50%

44.34%

Total returns represented as of 4/30/21
1

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

67.90%

2

Federal Reserve trade-weighted broad currency index

3

Commodity Research Bureau; commodity futures
price index

S&P Smallcap 600 Index

2.04%

54.44%

76.85%

EAFE1

2.73%

27.44%

36.85%

4

Index of 1-year to 10-year Treasury notes

-1.53%

-3.51%

-8.38%

5

Index of 10-year and longer Treasury notes and bonds

CRB Commodity Index3

5.01%

40.86%

50.64%

6

Index of U.S. investment-grade corporate bonds

Intermediate Treasuries4

0.38%

-1.24%

-1.17%

Long Treasuries5

2.33%

-11.49%

-15.55%

1.11%

-0.47%

4.46%

U.S. Dollar

Index2

Investment-grade Corporate Bonds6

Sources: Bloomberg; Haver Analytics
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The Outlook

Inflation set for a COVID-driven spike
The COVID pandemic may be finally winding down in the U.S.,
but its impact on the economy is likely to linger for some time.
Consumer price inflation, for example, is already being lifted by
several virus-driven effects.
Base effects pushing 12-month trend inflation rates
Most obviously, the plunge in retail prices last spring has set
the stage for the jump in the annual inflation rate that is now
unfolding. The consumer price index hit its highest year-overyear pace since 1995 in April thanks largely to an easy
comparison with 2020 and one-time price level adjustments as
portions of the economy reopen. This effect will be sustained
for still another month given the further drop in the index last
May.
A reopening reset
In addition, the reopening economy is leading to a resetting in
prices for services that had been largely shut down over much
of the past year. Airline fares, hotel stays, admissions to movie
theaters and sporting events, and intercity mass transit are
among the pandemic-impacted categories that have seen large
price increases in recent months as restrictions have been
lifted, comfort levels have improved, and demand has started
to return. This is likely to be a multi-month process as the virus
continues to recede.
Supply chain disruptions adding to the risks
More fundamentally, COVID has driven severe short-term
dislocations in supply chains, which have already boosted
prices at the wholesale level. The combination of lockdowns,

labor shortages, and surging demand for goods from
homebound consumers has given rise to shortages and
backlogs, raising prices to suppliers. The ISM’s prices paid index
for manufacturing has spent the entirety of 2021 north of 80.0
and in April hit a 13-year high 89.6, as commodity prices
climbed at their fastest annual pace in more than four decades.
Some of this will eat into profit margins, but some will also
likely show up at the cash register; in recent weeks, Procter &
Gamble, Kimberly-Clark, Coca-Cola, and General Mills among
several others have announced price hikes. Small businesses
have not been immune to price pressures either, with the
highest share raising average selling prices since 1981,
according the NFIB small business economic trends report.
Lasting inflation still unlikely
But while the inflation rate is now spiking, a lasting rise in price
pressures still appears unlikely. As noted in this space a month
ago, inflation is a lagging indicator and tends to not pick up
sustainably until the latter stages of the business cycle. In
addition, the drivers of near-term price pressures are virtually
all COVID-related and should fade in waves as the pandemic
runs its course. Commodity prices are mean-reverting even in
normal times and will be especially prone to a reversal in this
cycle as supply chains normalize and production responds to
the post-recession bounce in demand. The numbers in the
months ahead will be attention-grabbing, but they should be
viewed as among the last vestiges of one of the biggest shocks
in modern economic history rather than as the beginning of a
new long-term trend.
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Charts & Commentaries

Employment better but still down sharply in most states over the past year
• While job losses were substantial in March 2020, most of the COVID impacts were felt in April. Over the past 12 months, payroll
employment declined by more than 5.0 percent in 18 states — although only Hawaii (not shown) showed a double-digit decline.
• The labor markets in the Intermountain West, Great Plains, and Southeast saw relatively smaller job losses on average, paced by
modest positive job growth in Idaho and Utah.

Vermont: -7.6%

Rhode Island: -7.0%
Delaware: -4.3%

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

State unemployment rates continue to improve
• Unemployment readings in the middle of the country have dropped to near 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).
• Many states still have unemployment rates well above their pre-COVID levels — led by six states above 8.0 percent (including
Hawaii, not shown, as well as California and New York).

Vermont: 2.9%

Rhode Island: 7.1%
Delaware: 6.5%

Sources: Bureau of Labor Statistics; Haver Analytics
Civilian unemployment rate, March 2021
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Charts & Commentaries

Homeownership on the rise in many states
• Most states have a higher homeownership rate than the national average of 65.6 percent. The larger renter shares in the populous
states of California and New York pull down the national readings.
• With demand for single-family housing sky high since early in the pandemic, homeownership rates are expected to increase both
nationally and at the state level over at least the next year.

Sources: Census Bureau; Haver Analytics
Homeownership rate, 2021Q1

Drought conditions worsening in the West
• The Four Corners region (and beyond) is seeing extreme drought conditions, the culmination of a megadrought that is
estimated to have started around 2000.
• Recent drought readings have expanded into the Dakotas and several other Great Plains states and could be threat to
agricultural production and crop yields in these areas — one factor helping to drive up grains prices this year.

Sources: National Drought Mitigation Center
U.S. Drought Monitor; April 29, 2021
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Charts & Commentaries

Job gains unexpectedly slow for April
• Nonfarm payrolls rose by 266,000 for April, solid but far weaker than expectations. Despite recent gains, total payroll
employment remains more than 8.2 million below its peak from February 2020.

Millions

Percent

• The U-3 unemployment rate edged up to 6.1 percent for April. The level remains higher than the 50-year low of 3.5 percent
achieved just before the pandemic hit but has improved markedly over the past year.

Change in nonfarm
payroll employment (L)
Civilian unemployment
rate: 16 years+ (R)

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

Real GDP growth expected to accelerate soon
• The Weekly Economic Index (WEI) from the Federal Reserve Bank of New York tracks closely with year-over-year real GDP
growth. The surge in the WEI during April and into early May suggests a sharp acceleration in growth in coming months.

Percent

• Based on the recent WEI data, real GDP growth for the second quarter could rise by around 13 percent from a year earlier, a
pace not seen since 1950 – helped by the collapse in growth in the spring of 2020.

Weekly Economic Index
(Scaled to Y/Y GDP)
Four-quarter change in
real GDP

Sources: BEA; FRB New York; Haver Analytics; Real GDP – 2021Q1; WEI – May 1, 2021
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Charts & Commentaries

Fiscal stimulus drives record personal income growth
• Personal income shot up by a record 21.1 percent for March as stimulus checks flowed into the bank accounts of households. The
12-month change in personal income spiked to nearly 30 percent, compared with the start of the COVID recession last March.
• The jump in income provides significant wherewithal for consumer spending and should add a further tailwind for spending over
the coming months.

Percent change

Current value

Sources: Bureau of Economic Analysis; Haver Analytics
Monthly percent change in personal income; March 2021

Core inflation seeing a spike – hopefully temporary
• The core price index for personal consumption expenditures rose sharply in March and is projected to climb above the Fed’s 2.0
percent long-term inflation goal for April, according to estimates from the Cleveland Fed.
• The Fed has stated that the sharp rise in inflation readings will be transitory as a result of base effect comparisons to a year ago
and a resetting of prices coming out of the pandemic. As such, the policy outlook is not expected to change for some time.

Percent change

x

Cleveland Fed estimate for April 2021

Fed’s long-term inflation goal

Sources: Bureau of Economic Analysis; Federal Reserve Bank; Haver Analytics
12-month change in the core PCE price index , March 2021
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Forecast

Nationwide Economics Forecast
Actual

As of May 2021
Real GDP

Inflation (CPI)

2021

2022

2023

2024

2025

2.2%

-3.5%

6.5%

4.5%

2.4%

2.0%

1.8%

3.7%

8.1%

5.4%

4.1%

3.8%

3.7%

3.9%

2.0%

1.2%

2.8%

2.3%

2.4%

2.5%

2.6%

6.03

6.45

6.95

6.65

6.30

6.00

5.85

3.7%

10.4%

8.5%

5.1%

4.3%

3.8%

3.2%

16.9

14.5

17.0

16.8

16.4

16.2

16.0

1.50%

0.00%

0.00%

0.00%

0.25%

0.50%

0.75%

1.59%

0.10%

0.10%

0.15%

0.50%

0.70%

0.90%

1.69%

0.36%

0.90%

1.10%

1.20%

1.40%

1.60%

1.92%

0.93%

1.75%

2.00%

2.25%

2.50%

2.70%

3.74%

2.67%

3.15%

3.45%

3.80%

4.10%

4.30%

1.55%

0.47%

0.14%

0.14%

0.22%

0.48%

0.74%

2,7

5

Total Home Sales

3,7

S&P/Case-Shiller Home Price Index
Light Vehicle Sales

9

3,7

Federal Funds Rate

2,4,6

1-Year Treasury Note

2,4

5-Year Treasury Note

2,4

10-Year Treasury Note

2,4

30-Year Fixed-Rate Mortgage
Money Market Funds

2,4

2,8

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

Forecast

2020

1

Unemployment Rate

Estimate

2019

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

1

5

2

6

9

Percent change Dec-to-Dec

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

Major forecast changes from last month:
1) Real GDP surged at an annualized rate of 6.4 percent for the first quarter and could be even stronger during the second
quarter. This better-than-expected start to the year pushes up the annual GDP forecast for 2021 to 6.5 percent which
would be the second fastest year for economic growth over the past 50 years. The upward shift for 2021 also slightly
increases the expected growth for 2022.
2) Demand for single-family housing continues to grow — fed by still low mortgage rates, faster job/income gains, and a
desire for space driven by the pandemic. We now expect 6.95 million total home sales for 2021 (which would be the
fastest rate since 2006) and a still strong 6.65 million sales pace in 2022. The surge in demand combined with very low
supply of homes on the market is pushing up prices rapidly with higher expectations for price gains this year and in 2022.
3) Many of the same trends that are driving housing demand are pushing up auto sales, too. Light vehicle sales have
averaged 17.4 million units per month through April, raising the outlook for total sales this year and for 2022.

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.
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