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4 Economic Review
Growth slowed in the third quarter, but should pick up again soon
Ongoing supply chain disruptions and labor shortages resulted in slower growth in the third
quarter, but recent high-frequency data suggest that growth conditions are improving as
Covid cases wane and as supply chains slowly heal. Job growth was strong again for October,
and the most recent housing data are the best since January. These factors all point to much
better growth to close out the year and provide reason for optimism that economic activity will
accelerate through at least the middle of 2022. But higher inflation is a growing risk.

5 Financial Markets

Strong earnings drive an equities rebound
The S&P 500 Index shot upward last month, quickly erasing the almost five percent retreat for
September. Third-quarter earnings propelled the rally as revenue growth and profit margins
were healthy. Short-term interest rates rose on anticipation of tightening by the Federal
Reserve next year, while long-term rates moved higher, then lower, but ended the month little
changed (but they have slipped again early this month). Additionally, oil prices remained
elevated, with OPEC+ announcing that it would not accelerate the rate at which it plans on
increasing production despite rising worldwide demand.

6
The Outlook

Rents add to near-term inflation risks
After moving up only tamely since the Covid recession ended early last year, residential rental
prices have accelerated noticeably in recent months. With rents accounting for nearly a third of
the consumer price index, the recent trend is yet another source of near-term upside inflation
risk.
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The COVID-19 recession was officially
the shortest on record — lasting only
for the two months ending in April
2020. Since then, the economy has
seen perhaps the fastest recovery
ever, with the level of real GDP now
above the pre-Covid peak.

There is still room to be made up with
labor and capacity utilization,
suggesting that there is enough of an
output gap that the economy should
be able to grow at an above-trend
pace for another year. Moreover, this
gap should allow inflation to move
lower once supply chains have healed
over the next year.

One of the best predictors of an economic downturn is a fully inverted yield curve, when
short-term interest 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 widened again in mid-October to
the highest level since early June but has since dropped to the lowest level since September.
Still, the spread is wide enough to not be considered a recession warning.
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Growth slowed in the third quarter, 
but should pick up again soon

Ongoing supply chain disruptions and labor shortages resulted in
slower growth in the third quarter, but recent high-frequency data
suggest that growth conditions are improving as Covid cases
wane and as supply chains slowly heal. Job growth was strong
again for October, and the most recent housing data are the best
since January. These factors all point to much better growth to
close out the year and provide reason for optimism that economic
activity will accelerate through at least the middle of 2022. But
higher inflation is a growing risk.

Slower growth in the third quarter
Real GDP grew at an annualized pace of 2.0 percent in the third
quarter, a significant slowdown from the second quarter. Most of
the deceleration was due to the Delta variant (which peaked in
mid-September), supply chain bottlenecks, and a lack of workers.

Shortages in input supply and labor were evident in areas of the
economy which saw slower or contracting growth. Personal
consumption expenditures grew by only 1.6 percent, but that
masked strong spending growth on services. On the downside,
goods spending plunged by 9.2 percent (akin to the decline during
the second quarter of 2020) mainly due to a sharp drop in motor
vehicle sales resulting from the semiconductor chip shortage.
Declining residential fixed investment (as home building slumped)
and net exports were also significant drags on growth in the third
quarter, while busines fixed investment slowed to a crawl.

Recent high-frequency data such as initial jobless claims (now
only modestly above pre-pandemic levels) point to continued
healing in the economy, and much stronger growth is expected in
the fourth quarter. Moreover, home sales accelerated again for
September despite near-record low numbers of homes for sale.
Still, supply chain disruptions could continue to limit growth and
push up prices into next year.

Strong October jobs report
Job growth was strong for October with a 531,000 increase in
nonfarm payrolls, as well as upward revisions for September and
August amounting to 235,000 jobs. October’s gains were broad-

based; service sector hiring posted its best month since July, while
the goods sector had its best month since March. Relatively strong
job growth was seen in manufacturing, construction, professional
and business services, as well as leisure and hospitality.

The unemployment rate fell for a fourth straight month to 4.6
percent. For comparison, the unemployment rate took 114 months
to reach this level following the spike during the Great Recession,
while the recovery to this lower rate from the peak of the Covid
recession has taken just 19 months. The sharp unemployment drop
since the peak has been aided by a much lower labor force
participation rate, which remains far below pre-pandemic levels. A
more complete recovery in labor force participation will likely be
necessary to erase the deficit of roughly 4.2 million jobs that still
exists compared with the peak from February 2020.

Strong wage growth continued for October as it has for most of
the year, a result of high labor demand and very low labor supply
(e.g., job openings and the percent of firms reporting few or no
qualified applicants both being at or near all-time highs for many
months). With labor demand unlikely to abate significantly any
time soon, tight labor market conditions are expected to continue
for some time.

A big jump in inflation
Consumer inflation has been moving up in recent months as faster
demand growth collided with supply constraints. This is most
clearly seen with the October consumer price index (CPI), which
jumped by 0.9 percent for the month, the fastest increase since
2005. This brought the 12-month trend rate up to 6.2 percent, a
pace not exceeded since late 1990. Energy prices have been
responsible for a significant portion of the recent inflation rise,
with crude oil supplies rising at a slower pace than the increase in
worldwide demand. But even core inflation (removing the volatile
food and energy components of the CPI) has jumped, with the 4.6
percent trend rate the fastest in 30 years. Much of the rise is still
likely transitory, with slower inflation ahead as supply chains heal.
But the risks of higher and longer-lasting inflation have increased.
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Strong earnings drive an 
equities rebound

The S&P 500 Index shot upward last month, quickly erasing the
almost five percent retreat for September. Third-quarter earnings
propelled the rally as revenue growth and profit margins were
healthy. Short-term interest rates rose on anticipation of tightening
by the Federal Reserve next year, while long-term rates moved
higher, then lower, but ended the month little changed).
Additionally, oil prices remained elevated, with OPEC+ announcing
that it would not accelerate the rate at which it plans on increasing
production despite rising worldwide demand.

Earnings fuel stock gains
The 7.0 percent S&P 500 Index gain for October ranked in the top
50 of the almost 900 months since 1947. Even better, the year-
over-year increase of almost 41 percent was in the top 15 – good,
but not quite equal to last March’s best-ever gain of nearly 54
percent. Earnings were a catalyst for the solid equity performance.
Third-quarter results were robust, with corporate income up by
almost 40 percent year-over-year and revenues up by 16 percent.
Standout were the materials and industrial sectors with earnings
gains of 86 and 69 percent, respectively. Not surprisingly, income
gains and equity performance has been robust over the last year.

Early forecasts for earnings next year also target healthy increases.
According to FactSet, the current bottom-up estimate for S&P 500
Index earnings gains for 2022 is $220. As this year started, the
expectation was $195, and the almost 13 percent uptick showed
analysts’ optimism. The recent announcement of a new non-vaccine
treatment for Coronavirus may create further upside risk for the
2022 estimate.

Short-term rates rise
Speculation about the start of the next tightening cycle lifted the
yield of the U.S. Treasury two-year note significantly in October. At
the beginning of the month, the yield was nearly 30 basis points.
Concerns about surging inflation and healthy employment gains
lifted expectations that the FOMC would hike interest rates in 2022,
pushing up the yield to almost 50 basis points. By way of
comparison, the two-year note rate started to rise more than two

years before the first-rate hike of the last cycle.

When the FOMC convened in early November, it announced that
the tapering of its asset purchases would start this month, marking
the beginning of the end of an historic easing cycle launched more
than two years ago. Asset purchases are expected to stop in June
2022, a faster pace than the 2014 taper which played out over ten
months. The current economic backdrop is quite different from
then, however, mostly from the unique circumstances caused by the
pandemic. With tapering expectations set, the course of inflation
and the unemployment rate will be closely watched in the coming
year for clues on when the Fed will shift to an outright tightening of
monetary policy.

With the focus now on the first-rate hike, it is worth taking a larger
view on the Fed’s policy stance. With the 10-year Treasury yield
around 150 basis points and the effective fed funds rate under ten
basis points, it could take about a dozen rate hikes of 25 basis
points before the yield curve flattened sufficiently for policy to
become truly restrictive (historically, the 10-year yield has climbed
at just under half the pace of the fed funds during tightening
cycles). But, for now, the end of the Fed’s accommodation has
begun, and tightening is not expected to begin until next year or the
year after.

Elevated energy prices have boosted inflation in recent months. At
month’s end, the benchmark WTI crude price rose to over $83 per
barrel, up by more than a ten percent for the month. The latest
OPEC+ meeting provided only a modest increase in supply.
Moreover, natural gas prices remained above $5 per MMBtu.
Concerns about higher heating costs this winter are likely well-
founded.

The U.S. dollar has increased this year with faster economic activity
and higher interest rates compared with much of the industrialized
world. For the year, the dollar us up by more than four percent with
a gain of 0.3 percent for the month. Still, the dollar is down
modestly from a year ago, reflecting its weakness last spring.

Sources: Bloomberg; Haver Analytics

1-month 6-months 12-months

S&P Composite 500 Index 7.01% 10.91% 42.91%

S&P Midcap 400 Index 5.89% 3.16% 48.90%

S&P Smallcap 600 Index 3.43% 2.92% 58.94%

EAFE1 2.38% 2.95% 31.20%

U.S. Dollar Index2 0.33% 1.90% -0.34%

CRB Commodity Index3 3.12 7.34% 39.45%

Intermediate Treasuries4 -0.57% -0.33% -1.57%

Long Treasuries5 1.86% 6.47% -5.76%

Investment-grade Corporate Bonds6 0.25% 2.66% 2.18%

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 October 31, 2021

Asset Class 
Performance
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Rents add to near-term inflation risks

After moving up only tamely since the Covid recession ended
early last year, residential rental prices have accelerated
noticeably in recent months. With rents accounting for nearly a
third of the consumer price index, the recent trend is yet another
source of near-term upside inflation risk.

Rents are following home prices higher
The Bureau of Labor Statistics calculates two different rent
metrics within the consumer price index (CPI), one a direct
measure and a second component based on the rates that owners
would theoretically pay to lease their own homes. Note that the
former rent measure has about one-third the weight in the overall
CPI calculation of the latter. The latter measure, owners’
equivalent rent (OER), has often been a swing factor owing to its
large weighting within the overall CPI (accounting for 23.6 percent
of the total), tends to be persistent, and has on balance followed
the trend in home price appreciation. It is understandably
worrisome, then, that it has started to perk up in recent months
amid an ongoing surge in home values. While the OER is up by 3.7
percent since the end of the recession last year, the CoreLogic
Case-Shiller house price index has surged by more than 20
percent over the same time frame. There is potentially ample
room for rents to further drive up the overall inflation rate.

Another pandemic-skewed indicator
Rents and home prices have likely been skewed by the pandemic,
however, and both can be expected to normalize to some degree
as the infection rate continues to abate. The pace of increase in
rents slowed noticeably last year as Covid fueled a boom in

remote work and many office workers left cities for the suburbs
and exurbs (note that the OER sample is heavily tilted toward
larger markets). That process is now reversing as offices are
reopening and residences closer to central business districts are
becoming more attractive. Rents have also been boosted by a lack
of available homes for purchase, a trend that has been driven by
pandemic-driven supply constraints and reticence on the part of
potential sellers. Both pressures should diminish as society
normalizes over the next year (or more).

Homeownership rate could be key
Moreover, it is not always the case that rents move in line with home
prices. As the housing market boomed in the early-to-mid 2000s,
rents moved up relatively modestly. Specifically, the OER was up by
just an annualized 2.2 percent from 2003 to 2005 even as the Case-
Shiller index was soaring at a 12.3 percent pace, a split that likely
owed in part to a steep rise in the homeownership rate. After falling
anew in the late 2000s and early 2010s, homeownership is now on
the climb again thanks to the low interest rate environment, the
healthy consumer balance sheet, and a pickup in migration patterns
occasioned by the pandemic. A continuation of this trend would
limit the downside in the rental vacancy rate and help to keep a lid
on OER. In any event, it is likely that rents will remain volatile as the
pandemic’s endgame continues to play out and will remain a source
of upside risk for a while. As with many indicators that have been
whipsawed since the pandemic began in March 2020, however, the
recent trend is unlikely to be much of a harbinger of the longer-term
outlook.

Source: Bureau of Labor Statistics 
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Solid job gains in most states over the 
past year

• Over the past 12 months, job 
gains were strongest in the 
West, Southwest, and Southeast 
regions — led by Nevada, Texas, 
and Washington (plus 
Massachusetts) with increases 
above 5.0 percent.

• Job growth over the past year 
was relatively slower across the 
middle of the country, although 
in most states the increase in 
employment was at-or-above 
the long-term average. 

More states reaching pre-Covid lows for 
unemployment rate

• The unemployment rates in 16 
states have dropped below 4.0 
percent – a very low level – while 
several additional states are at or 
just above that level as labor 
markets heal across the country. 

• But a few states still have 
unemployment rates well above 
their pre-Covid averages, led by 
California, Nevada, New York, 
and New Jersey above 7.0 
percent (with a few more states 
just below that level).

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

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

Rhode Island: 5.8%

Delaware: 5.4%

Vermont: 3.0%

Delaware: 1.7%

Rhode Island: 3.8%

Vermont: 2.8%
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Sources: Bureau of Labor Statistics; Haver Analytics
Quits rate, August 2021

Sources: Apple, Inc.
Apple mobility trends, U.S. driving index, Average from October 2021
Figures above 100 show more driving than during the January 13, 2020 baseline figure.
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Employee quits are up as the labor 
market tightens

• The quits rate is above the long-
term average in nearly every 
state (averaging around 2.0 
percent nationally), as workers 
seek new opportunities with 
demand for labor high. 

• The highest quits rates are in 
Kentucky, Georgia, and Idaho —
suggesting tighter labor market 
conditions in these areas 
compared with the national 
average.

Driving activity increased despite 
concerns about Delta

• Apple’s mobility data show that 
driving activity was at-or-near 
the highest levels since the start 
of the pandemic in all states 
during October. 

• Total vehicle miles traveled (not 
shown), remain modestly below 
pre-Covid levels but could pick 
up further if commuter traffic 
increases as Covid diminishes. 
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Strong hiring for October plus upward 
revisions

• Nonfarm payrolls grew by a 
strong 531,000 for October. 
After upward revisions to August 
and September, job growth has 
averaged a solid 442,000 over 
the past three months.

• The U-3 unemployment rate 
dropped to 4.6 percent for 
October while the broader U-6 
unemployment rate fell to 8.3 
percent — pandemic lows for 
both. 

Unemployment insurance claims closing 
in on pre-Covid levels

• Continued claims, the number of 
unemployed workers actively 
getting weekly benefits, dropped 
to 2.1 million in October as hiring 
was strong in the third quarter, 
within reach of the pre-Covid 
average of 1.7 million. 

• With job openings at record 
highs and wages climbing, these 
figures are likely to drop further 
through year-end — a positive 
for consumer spending and 
overall economic health. 

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

Sources: Department of Labor; Haver Analytics
Continued jobless claims, October 23, 2021
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Wage growth accelerates as employers vie 
for workers

• The year-over-year change in the 
Atlanta Fed’s wage growth 
tracker jumped to 4.7 percent in 
September, the highest reading 
in 14 years and the second 
highest since early 2002.

• Wags gains could remain above-
average in response to continued 
labor supply shortages and a 
dwindling pool of unemployed 
workers — an upside risk for 
inflation if not countered by 
stronger productivity gains. 

Fed balance sheet continues to rise to 
record levels

• The Fed’s tapering 
announcement in November will 
slow, but not halt, the increase in 
assets held by Federal Reserve 
banks as monetary policy 
accommodation slowly ebbs. 

• Once asset purchases end by 
next June as projected, the Fed 
is likely to maintain a balance 
sheet of over $9.0 trillion for 
some time through the 
reinvestment of maturing 
Treasury and MBS assets.

Sources: Federal Reserve Bank of Atlanta; Haver Analytics
Weighted overall wage growth tracker, September 2021

Sources: Federal Reserve Board; Haver Analytics
Total assets held by Federal Reserve banks, October 27, 2021
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Actual Estimate Forecast
2019 2020 2021 2022 2023 2024 2025

Real GDP 1 2.2% -3.4% 5.5% 4.4% 2.5% 2.0% 1.8%

Unemployment Rate 2,7 3.7% 8.1% 5.4% 4.1% 3.7% 3.6% 3.7%

Inflation (CPI) 5 2.0% 1.2% 6.0% 3.0% 2.3% 2.6% 2.7%

Total Home Sales 3,7 6.03 6.47 6.88 6.72 6.45 6.15 5.90

S&P/Case-Shiller Home Price Index 9 3.7% 10.3% 18.9% 8.9% 4.6% 3.8% 3.2%

Light Vehicle Sales 3,7 16.9 14.5 15.2 16.8 17.1 16.5 16.3

Federal Funds Rate 2,4,6 1.50% 0.00% 0.00% 0.00% 0.50% 1.00% 1.50%

1-Year Treasury Note 2,4 1.59% 0.10% 0.20% 0.25% 0.70% 1.15% 1.60%

5-Year Treasury Note 2,4 1.69% 0.36% 1.15% 1.20% 1.50% 1.85% 2.10%

10-Year Treasury Note 2,4 1.92% 0.93% 1.60% 2.00% 2.30% 2.60% 2.90%

30-Year Fixed-Rate Mortgage 2,4 3.74% 2.67% 3.05% 3.40% 3.65% 3.90% 4.15%

Money Market Funds 2,8 1.55% 0.47% 0.14% 0.14% 0.32% 0.82% 1.32%

Major forecast changes from last month
 Inflation readings continues to run hot in response to stronger demand and intensifying global supply chain disruptions and

higher energy costs — pushing up the year-end estimate for consumer price inflation to 6.0 percent. Supply chains should heal
slowly over the next year, allowing inflation to decelerate in 2022, although still at an above-trend at 3.0 percent.

 Housing activity has picked up over the past quarter despite the continued lack of supply of existing homes for sale. This has
increased our 2021 total home sales estimate modestly while also pushing up expected year-end house price appreciation — now
at a record 18.9 percent. Price gains, while slowing, should still be strong in 2022, ending the year up by nearly 9.0 percent.

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

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

9 Percent change Dec-to-Dec
a Actual

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

As of November 2021
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