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Business Cycle Update 

Positive economic growth numbers since May 

suggest that the COVID-19 recession, which 

began in February, may be the most severe and 

the shortest recession in the post-WWII period. 

Given the sharp gaps between the current levels 

of economic activity and what 

it would be at full employment, the economy 

should be able to grow at an above-trend pace 

for a while. But this is a double-edged sword, as 

the gaps are so large – given the record decline 

in economic activity in the March-April period 

– that it will take several years to close them. 
While non-farm payrolls grew by a solid 245,000 
for November, it was well below consensus 
expectations and by far the weakest monthly 
pace of the current recovery.
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Renewed government mandates to curtail the 

spread of COVID-19 had a significantly negative 

impact on hiring in November, with reported 

job losses among retailers and restaurants. The 

ISM Manufacturing Index dropped in November 

after hitting a two-year high in October. The ISM 

Services Index also edged down in November, 

but remained at a level showing solid expansion. 

Consumer sentiment also fell last month primarily 

due to a sharp decline in consumer expectations. 

With significantly less face-to-face consumer 

activity expected for the upcoming holiday season, 

businesses are likely to need fewer seasonal 

workers. This slowdown should prove temporary, 

as job gains are expected to pick up again in the 

first half of 2021 as effective vaccines become more 

available.
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Equity markets rallied to record highs in November, 

driven primarily by optimistic news about vaccine 

development. But other factors were also at 

play in the strong month for stocks, including a 

resolution to election season, continued support 

from the Federal Reserve, hope for an additional 

fiscal stimulus deal and a rebound in corporate 

earnings. The S&P 500® Index gained 11% for the 

month, amid strong gains for energy and financial 

stocks. Investors are now looking beyond elevated 

valuations and near-term economic uncertainty. 

Volatility eased and market participation improved, 

with recent leadership by small-caps and 

international indexes providing strong momentum 

into 2021. 



2

Nationwide Financial Cycle Watch Commentary as of December 2020

Financial market insight: Election outcome may shift 
consumer confidence

Historically, a shift in party control of the White House or Congress 

makes little difference in market performance. But consumer confi-

dence may switch in the wake of last month’s election results, with 

Democrats feeling more optimistic than before and Republicans less 

so in the new year. That would be consistent with similar shifts we saw 

in 2008, when Democrats brightened their outlooks after Obama’s vic-

tory, and in 2016 when Republican sentiment flipped to positive after 

Trump’s electoral win. (See chart at right.) It doesn’t make sense for 

confidence to change virtually overnight like it did after these elections, 

for reality is rarely as good as it feels when you are winning or as bad 

as it feels when you are losing. This political-based distortion could 

translate to investment distortions, with investors on either side of the 

spectrum following their emotions into buy or sell decisions. 
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Economic insight: Falling unemployment benefits 
risk Q1 growth

The number of recipients of state unemployment insurance benefits 

(continued claims) continues to decline—down to 6.1 million as of 

the week ending November 14 — as many businesses have ramped 

up rehiring in recent months. Unfortunately, a portion of the 

decline may be attributed to workers exhausting the standard 26 

weeks of state payments. Enrollment in the Pandemic Emergency 

Unemployment Compensation (PEUC) program, which provides 

extended coverage, increased to a total of 4.5 million in mid-

November, while an additional 9.1 million workers were getting 

payments from the Pandemic Unemployment Assistance (PUA). Both 

federal programs initiated by the CARES Act are slated to expire at 

year-end unless Congress steps in with additional benefits for the 

long-term unemployed. This represents a significant risk for incomes 

and overall spending at the start of 2021.
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Nationwide Financial Cycle Watch Commentary as of December 2020

1
The economic recovery remains 

on track, despite slowing job 

growth and consumer spending.

2
Effective COVID-19 vaccines, 

which are expected to become 

widely available in the first half of 

2021, are key for a strong recovery.

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.

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.

Except where otherwise indicated, the views and opinions expressed are those of Nationwide as of the date noted, are subject to change at any time and may not come to pass.

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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