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Cycle Watch | Recovery on track
Economic and financial commentary as of October 2020

Business Cycle Update 

The recovery from the post-COVID recession 

continued at a strong pace through August 

and September with further improvement for 

the labor market and solid expansion from 

the business sector. The rebound in consumer 

spending and hiring should drive a record surge 

in Gross Domestic Product growth for Q3, when 

reported later this month. Following its shift 

in approach to average inflation targeting, the 

Federal Reserve signaled it is unlikely to tighten 

monetary policy until at least 2024 as it doesn’t 

expect inflation to rise to its 2.0 percent goal 

before then. Slower growth is expected in Q4, 

but the expansion should move forward at an 

above-trend pace in 2021 as vaccines become 

widely available.
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More signs of economic recovery appeared in 

recent weeks, including continued growth in the 

job market, a drop in the unemployment rate and 

further spending by consumers – especially for 

houses. Business sector readings were also positive 

for both manufacturing and services and optimism 

rose among small business owners. The housing 

market continued to soar with sales in August at 

their highest level since 2006. Leading indicators 

point toward more strength ahead with record low 

mortgage rates and a desire for “space” driving a 

surge in housing demand. Negative effects from the 

steep economic downturn remain with millions of 

workers still unemployed. Elevated jobless claims 

suggest continued stress on businesses with overall 

spending below pre-COVID levels.
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Nationwide Financial Market Dashboard, October 2020
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Equity markets searched for equilibrium in 

September as the broad-based indexes fell 

from the record highs of August. Even after 

declining nearly 4% in September, the S&P 500® 
Index remains in positive territory for the year to 

date, up 5.5%. Given the optimistic assumptions 

embedded in the market in late August, a period of 

consolidation is neither unhealthy nor unexpected. 

Long-term interest rates remain at very low levels 

with the prospect of Fed tightening far into the 

future. Volatility is likely to remain elevated due 

to continued uncertainty around the COVID-19 

pandemic, worries about the economic rebound 

and the upcoming presidential election.
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Nationwide Financial Cycle Watch Commentary as of October 2020
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Housing market appears back on track
Total new and existing home sales, in millions. August 2000 to August 2020

Source for chart data: U.S. Census Bureau (new home sales), National Association of Realors (existing home sales) 

Financial market insight: All eyes on the 
White House prize

Investors are closely watching presidential election polls, trying to 

gauge potential market winners or losers depending on all possible 

outcomes. Historically, there has been little discernable difference in 

market performance no matter which party controls the White House 

or Congress. Over the previous nine decades, most configurations of 

party control have resulted in similar returns for the S&P 500, with 

outliers due to issues unrelated to politics. Despite data showing party 

control doesn’t drive market performance, rising partisanship could 

cause investors to act emotionally. For example, consumer confidence 

was dramatically stronger among Democrats when Obama was in 

power. Trump’s victory in 2016 saw a sharp reversal, with Republicans 

suddenly more confident and Democrats despondent. As this year’s 

volatility has demonstrated, investing on market emotion is ill-advised. 

This is also true of investing on political emotion.
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Partisan politics hasn’t influenced long-term market returns 
S&P 500® Index average annual performance by political party control, 1933-2019
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Economic insight: Housing lifts the 
economic recovery

The Federal Reserve intends to maintain a low interest rate 

environment for some time in order to stimulate economic activity 

during the recovery. Housing is one area of the economy that has 

already benefited from the Fed’s stance as mortgage rates declined 

to record-lows this year. A surge in demand for single-family 

housing in the post-lockdown period pushed total home sales to an 

annualized pace of 7.01 million units for August – the best month for 

sales since 2006. The housing market is projected to expand further 

in 2021 as continued low mortgage rates and additional job gains 

spur demand from homebuyers. Strength from housing will support 

the economic recovery as home purchases typically lead to further 

spending on other household items and services. Home construction 

is also expected to climb over the next few years, adding a further 

boost to the economy.
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Key takeaways

Nationwide Financial Cycle Watch Commentary as of October 2020

1
Optimism about the recovering 

economy continues to grow, 

thanks to gains in the labor 

market and strength in housing. 

2
While the COVID-19 recession 

appears to be over, a long-term 

recovery is expected.

3
Investors should continue to check 

their emotions as markets are likely to 

remain volatile through year-end.

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.

Nationwide is on 
your side

This material is not a recommendation to buy, sell, hold or roll over any asset, adopt an investment strategy, retain a specific investment manager or use a particular account type. It does not take into 
account the specific investment objectives, tax and financial condition or particular needs of any specific person. Investors should discuss their specific situation with their financial professional.

S&P 500® Index: An unmanaged, market capitalization-weighted index of 500 stocks of leading large-cap U.S. companies in leading industries; gives a broad look at the U.S. equities market and those 
companies’ stock price performance.
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