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Economic and  

market indicators

Economic data remained mostly positive through 

the summer months with strong job gains, a 

surge in housing activity and expansion signals 

from the business sector. But the recovery 

appears to be decelerating with much of the 

pent-up demand from the lockdown satisfied, 

the initial fiscal stimulus mostly sunset, and 

renewed virus concerns and government 

responses flattening mobility. Despite double-

digit annualized growth forecasted for Q3, real 

GDP is expected to decline by 5.9 percent this 

year due to the COVID-19 recession. Even if the 

economy can maintain above-trend job gains 

and real GDP growth in coming years, we expect 

the gap created by this year’s downturn won’t be 

filled for at least a couple of years.

The economy added 1.4 million jobs during July as 

the surge in rehiring post-lockdown extended for 

another month. Spending by consumers climbed 

again, too, especially on vehicles and houses 

thanks to interest rates at or near record lows. 

Business sector activity also improved as demand 

rose with the reopening of local economies. 

There were some signs of weakness as consumer 

mobility has plateaued and jobless claims 

continue to run well above normal. This suggests 

the recovery may have downshifted from the 

reopening surge. With inflation continuing to run 

below its long-term goal, the Fed has signaled 

no discussion of tightening monetary policy will 

occur for a while—keeping interest rates low and 

liquidity plentiful.

Equity markets broke to record highs in August on 

optimistic assumptions about the economic rebound. 

Drivers of the strong market rally include Fed liquidity, 

hope on coronavirus vaccines and treatments, 

positive economic surprises and resilient corporate 

earnings. Moreover, with real rates currently negative 

(Treasury yields adjusted for inflation), investors are 

more willing to pay higher valuations for risk assets, 

including equities, credit and commodities. Volatility is 

likely to remain elevated given economic and political 

uncertainty. The Fed’s shift in its inflation framework 

assured markets that short-term rates would remain 

near zero until inflation moves above its long-term 

goal. With the prospect of Fed tightening far into the 

future, long-term interest rates continue to fluctuate 

within a narrow range at very low levels.
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Economic insight: Businesses bounce back,  
but risks remain

Business sector activity, which plunged in March and April, has 

bounced back strongly. The ISM Composite Index (which weights 

manufacturing and services by share of output) jumped back 

into expansion territory in June and rose further in July as total 

production and new orders rose significantly coming out of the 

downturn. This sharp recovery mirrors the surge in overall economic 

growth as state and local economies reopened. Many businesses 

remain tentative, however, due to the risk of further spikes in virus 

infections and potential restrictions on consumer activity. Many 

companies, especially within the service sector, continue to operate 

well below full capacity with reduced staffs compared to pre-COVID 

levels. This suggests that the recovery for businesses could be slower 

and more uneven over the rest the year.

Financial market insight: How long can growth  
and tech outperform?

While the S&P 500 Index is up nearly 10% for the year-to-date through 

August, a closer look at recent performance shows a wide gap between 

growth and value. The largest five members of the S&P 500--Apple, 

Microsoft, Amazon, Facebook and Alphabet/Google—are fueling 

growth stocks’ outperformance; an equal-weighted portfolio of these 

five tech behemoths would be up 51% for the year-to-date, while a 

portfolio of the remaining S&P 500 stocks would have lost 3%. While 

the strength of this group has been impressive, the market is now 

susceptible to weakness in one or more of these leading stocks. A 

comparison of recent valuations shows an extended price/earnings 

ratio for growth stocks at 32-times forward earnings, while value stocks 

are trading at 18-times forward earnings. Historically, value stocks 

outperform as the economy emerges from recession. However, little of 

the current cycle has followed historical norms. 
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Key takeaways
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1
While the COVID-19 recession is 

likely over, a long-term recovery 

is expected. 

2 3
Given continued uncertainty and 

likely volatility, investors should 

continue to check their emotions and 

stay focused on long-term goals.

Nationwide Financial Cycle Watch Commentary as of September 2020

Cycle Watch is a collaboration between Nationwide Economics and Nationwide’s Chief of Investment Research.  Our 

goal is to present a monthly update of where we are in the business cycle and insights from both perspectives to help 

investors and advisors understand the factors driving economic and financial market performance.

Investors remain optimistic about 

the recovering economy, but 

recent stimulus measures may 

have already run their course.
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