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Nationwide’

is on your side

Nationwide Market Insights>"

One of the challenges of planning for a more secure financial future comes in understanding
the market and economic forces that affect investment performance and influence investment
decisions. With Nationwide Market Insights, we present insights and informative commentary
about the economy and the financial markets from Nationwide’s staff of economists. You

can share Nationwide Market Insights with clients to help answer questions about investment
performance and inspire greater confidence in the guidance you provide.

When you work with Nationwide, you not only get tools and resources from Nationwide
Economics, but also the strength and stability of a Fortune 100 company standing behind the
wide range of financial products we offer —from mutual funds and annuities to life insurance and
retirement plans.

Plus, you can count on consultative support from the Nationwide Team of Specialists for
assistance with the retirement planning challenges you and your clients face. Contact your
wholesaler to learn more about Nationwide Market Insights and other resources available from
Nationwide Economics or the many solutions Nationwide offers.



Executive Summary

Risk assets were mixed in the second quarter as core
inflation eased slightly, and the Federal Reserve took a
pause from its aggressive monetary tightening. For the
quarter, stocks and Treasury yields rose while credit
spreads and commodity prices slipped. The dollar was
little changed.

The economy showed mixed signs with employment
gains healthy and manufacturing activity decidedly
in recession territory. Risks remain elevated that a
recession will grip the economy by the end of the year.
Leading indicators continue to flash a red warning sign
for the economy while financial strains are appearing
for both households and businesses. Near the end of
the quarter, elevated jobless claims showed the strong
labor market is showing some cracks. An outright
downturn still does not appear to be imminent, but it
IS a growing probability in the quarters ahead.
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Financial Markets

Highlights

5 The stock market drop has been unusually large for this stage of the cycle
7/ Stock price performance has been mixed during recessions

22 Natural gas prices stay under $3, giving businesses and households a break
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Financial Markets

Stocks rise again

S&P 500° Index

The S&P 500® moved 5,000
higher for the third

straight quarter

even though the Fed

continued to rise rates. 4,000
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Financial Markets

The decline has been unusually large

Even after the bounce
back after the last three
quarters, the decline in
U.S. equities would still
rank among the worst in
a pre-recession period
on record.

Percent

Declines in the S&P 500° from cycle peaks prior to recessions
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Financial Markets

The pullback has come early

If a recession is in the
cards for 2023, the stock
market has flagged it
much earlier than usual.
The S&P 500°%, which
peaked in January of last
year, usually has fallen
into a bear market or
correction a median of
eight months prior to
economic downturns.

Nationwide Market Insights | 3@ Quarter 2023, data as of June 30, 2023

Lag between the outset of S&P 500° bear markets or corrections and beginning of recessions
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Financial Markets

Market performance has been mixed within recessions

Equity market
performance has
varied widely across
recessions, from

deep declines in the
1973-75 and 2007-09
contractions to double-
digit gains in the 1953-
54,1960-61, and 1980
downturns.

In most cases, however,
stocks have performed
poorly in the early

and middle stages of
economic contractions
and robustly in the
latter stages.

Percent
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Financial Markets

Earnings are contracting

Yearly changes in S&P 500° earnings and revenues

S&P 500° earnings 100
fell for the first time in
more than two years in
Q4 and are expected
to have continued to

80

slide in the first half of 60
2023. Revenues are still
growing. _ 40
s
S 20
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Source: FactSet

. ] ®
ﬂ Nationwide
Nationwide Market Insights | 3@ Quarter 2023, data as of June 30, 2023



Financial Markets

Trend of sliding earnings expectations continue

S&P 500° earnings expectations by year

The decline in earnings $300
expectations for 2023

and 2024 marks a
trend change from the ’-—\
prior dynamic of rising $250

forecasts.
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Financial Markets

New competition for vyield

Low interest rates over the
last decade led investors
to shift their focus to the
earnings yield (the inverse
of the P/E ratio) from
equities to improve yield
on their investments.

However, now the rapid
rise of interest rates has
leveled the playing field
as the competition for
yield between equities
and fixed income is now a
fierce battle.

Percent

Bl S&P 500° earnings yield
B 6-month Treasury yield
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A bounce back in higher beta sectors

Yearly changes in the S&P 500° sectors

The higher beta sectors 2014 2015 2016 2017

Utilities Discretionary Energy Technology
moved to the top of
the table at the Start Of Health Care Health Care Financials Materials
the year after largely 23% 5% 20% 21%
Underperforming in Technology Technology Telecoms Discretionary
2022 18 4% 18% 21%

2018

2019

2020

Financial Markets

2021 2022 2023 YTD

Health Care Technology Technology Energy Energy Technology
5% 48% 42% 48% 59% 42%

Discretionar Technology Utilities Telecoms
329 33% -1% 36%

Utilities
0%

Discretionary
0%

Financials Staples Industrials Financials
13% 4% 16% 20%

Staples S&P 500 Materials Health Care
13% -1% 14% 20%

S&P 500 Telecoms Utilities S&P 500

Percent

1% -2% 19%

Technology
-2%

S&P 500
-6%

Staples
-11%

Telecoms
31%

Financials
29%

S&P 500
29%

Industrials

Discretionary
26%

Telecoms
22%

Materials
18%

S&P 500
16%

Health Care
1%

Financials Staples Discretionary
33% -3% 32%

S&P 500 Health Care S&P 500
27% -4% 16%

Materials Industrials Industrials
25% -7% 9%

Health Care Financials Materials
24% -12% 7%

Discretionary Financials Technology Industrials Financials Staples Industrials Discretionary Materials Staples
8% -3% 12% 19% -15% 24 9% 24% -14% 0%
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8% -5% 10% 10%

Industrials
-15%
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5% -8% 4% 8% -16%
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Energy Energy Health Care Telecoms Energy Energy
-10% -24% b -6% -20% 8%

Source: Stamdard & Poor’s
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Financial Markets

Global stocks climb further

MSCI EAFE® Index

Developed market stocks 2,500
moved higher for a

second straight quarter

as economic growth

proved more resilient

than expected. 2,000

Index
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Financial Markets

Global underperformance has continued in this decade

Annualized changes in the S&P 500° and the MSCI EAFE®

Global stocks 20
outperformed the S&P
500° in the first six

months of the year, but

) .. 1
are still trailing the U.S. >
benchmark since the
outset of the decade. -
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Financial Markets

Many markets have underperformed substantially

Cumulative underperformance relative to the S&P 500° 2010-present

The S&P has outpaced 0
many markets
significantly since

the outset of the last
decade. The benchmarks
in nearly half of all

EAFE countries have
fallen short of the U.S.
bellwether by more than
200 full percentage
points over that time
frame.
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Kong Kingdom Zealand
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Financial Markets

A promising start to the year

Yearly changes in benchmark equity indices

It was an especially 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 YTD

China Japan Brazil Brazil Russia Japan us Brazil Russia
shortages threatened by 5% 52% 30% 29% 21% 23% 27%
the war in Ukralne falled Italy Canada Germany us Brazil us Italy
. | . 1% 21% 28% -6% 27% 16% 19%
to materla 1Ze. U us Brazil Russia Italy Germany Canada Germany
-1% 10% 25% -7% 26% 14% -15% 16%
Germany Japan Japan Canada Russia uUs
-2% 4% -10% 25% 15% 16%
Germany Japan Canada Germany
3% 23% 4% -17%

Percent

Germany Russia us Germany Italy Italy Italy Brazil
-10% -4% 19% 23% 4% 13% -18% 8%
Italy Canada China China us
-12% -19% 21% 8% -19%

Canada Italy Japan Russia Germany Japan Canada
14% -20% 20% -10% 7% -20% 4%

Canada China Germany Japan China China
-13% -25% 14% -22% -6% -22% 4%
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-45% 0% -29% -20% -18% -39%

Source: Bloomberg
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Financial Markets

The bond inversion deepened

Yields on the 2-year and
10-year have moved
more or less in lockstep
after the Fed hiked rates
in 2018 and for the first
year and half after the
start of the pandemic.
Lately, the 2-year has
reacted more than the
Fed’s tightening, pushing
the yield curve to a
meaningful inversion.

M 2-year
M 10-year

Percent

10-year and 2-year U.S. Treasury vields
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Financial Markets

Treasuries rally between tightening and easing cycles

Historically, yields have
fallen and the curve has
steepened in between
the last hike of a Fed
tightening cycle and
the first cut of the

subsequent easing cycle.

M 2-year
M 10-year

Percentage points

Changes in 10-year and 2-year U.S. Treasury yields between Fed tightening and easing cycles
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Financial Markets

Credit spreads drop as confidence in corporate performance increases

Credit spreads reversed
course by narrowing

in Q2 as confidence in
corporate performance
rose. This drop was a
meaningful change from
the six quarterly increases
in the previous seven
qguarters. The decline
may be a head fake as
recession fears loom and
the manufacturing sector
is already in contraction
territory.

Percent

M Investment grade
M High yield

Nationwide Market Insights | 3@ Quarter 2023,

Investment-grade and high-yield option adjusted spreads
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Inflation expectation disconnect

The seemingly tandem
movement of the 10-year
Treasury yield and inflation
expectations disconnected
in 2022, showing the
resurgence of real interest
rates.

B 10-year nominal Treasury yield
10-year inflation breakeven
M 10-year real TIPS yield

Nationwide Market Insights | 3@ Quarter 2023, data as of June 30, 2023
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Better fixed income performance in the first half of 2023

The fixed income asset
classes were broadly
improved in the first half
of 2023 after a rough
2022.

Percent

Yearly changes by asset class

2014

Treasuries
10.70%

Municipals
9.10%

Corporates
7.50%

Bloomberg Agg | Bloomberg Agg

Agencies
3.60%

High Yield
2.50%

Source: Bloomberg
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3.30%

Agencies
1.00%

Treasuries
0.90%
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-0.70%

High Yield

-4.50%
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2019
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High Yield
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2020
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9.90%
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Agencies
5.50%
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2021
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2022

Agencies
-7.90%

Municipals
-8.50%

MBS
-11.80%

High Yield
-11.90%

Bloomberg Agg

-13.00%

Corporates
-15.80%

Treasuries
-16.30%

2023 YTD

High Yield
5.38%

Corporates

3.21%

Municipals
2.67%

Bloomberg Agg

2.09%

Treasuries

1.78%

Agencies

1.64%
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Financial Markets

Commodities are in a downward trend

Commodity prices fell for
the third time in the last
four quarters.

Nationwide Market Insights | 3@ Quarter 2023, data as of June 30, 2023
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Financial Markets

Natural gas retreats

Price of Natural Gas

A surge in supply from 10
the Permian region has
stablized natural gas

prices after a rough ride 8
in 2022.
Energy prices shocked
businesses and provided 9 6
welcomed relief to =
consumers. a
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Financial Markets

A pullback in energy

Yearly changes in commodity prices

Energy retreated in the 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 YTD

first half of 2023 after
Precious Metals Industrials Precious Metals
-1N% 29% 23%

big gains in 2022.
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The dollar is off its high

The dollar was stable in
the second quarter as
the Fed wound down the
pace of tightening.

Index

Nationwide Market Insights | 3@ Quarter 2023,
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Financial Markets

A mixed quarter in FX

Annual currency changes

The dollar’s performance 2014

2015 2016 2017 2018
was mixed.

2019 2020 2021 2022 2023 YTD

Japanese Yen [EOEIEleIEIaNblelIFTS Dollar Index

Euro Euro Canadian Dollar
13.70% 19.10%

Dollar Index Dollar Index Japanese Yen
14.10% 13.70% 4.70%

10.06%
* X %

Dollar Index Canadian Dollar [ British Pound Japanese Yen
12.80%

Canadian Dollar British Pound
12.80%

0.70% . 5.13%

Percent

Canadian Dollar [ Canadian Dollar
-2.90% 6.50%

Japanese Yen

Canadian Dollar British Pound
2.00% -10.70% -0.59%

Dollar Index

British Pound Dollar Index Japanese Yen Japanese Yen
-12.00% -10.20% -16.30%

* X % * X %
* *

Canadian Dollar

DSOS

Source: Bloomberg
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U.S. Economy

Highlights

AS) The Fed’s aggressive tightening

30 Yield curve inflection point

33 Employment growth regionally concentrated, economy vulnerable in others
37 Leading indicator index flashes red light for the economy

Nationwide Market Insights | 3 Quarter 2023, data as of June 30, 2023
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U.S. Economy

Growth nearly steady over the last few quarters

Yearly change in real gross domestic production

An increase in consumer 15
and export demand has
kept economic growth
roughly stable even
though the Fed has
aggressively tightened.

Percent
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Consumer and trade drives late cycle growth

Since 2013, most of the
GDP components have
remained in positive
territory. As of 2022, the
investment component
has become a drag,
weighed down by higher
interest rates and stalled
housing activity.

Percent

Yearly change in the real GDP components

2013 2014 2015 2016 2017 2018

Investment Imports Imports Consumption Exports Investment
9.3% 6.5% 3.3% 2.3% 6.2% 4.8%

Exports Investment |Consumption Imports Imports Imports
5.2% 2.2% 5.3% 3.3%

Imports Consumption| Investment | Investment | Investment |Consumption

2.9% 5.3% 2.3% 1.8% 4.6% 2.5%

Consumption Exports Government | Government | Consumption| Government
1.9% 0.3% 1.6%

Government | Government Exports Exports Government Exports
-1.5% 1.3% 0.7% 0.2%

Source: Bureau of Economic Analysis
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2019 2020 2021 2022 2023Q1

Government | Investment Imports Exports Exports
4.0% 2.4% 10.1% 4.6% 7.2%

Consumption| Government | Investment Imports Government
8.6% 1.7% 2.7%

Exports Imports
0.8% 0.4%

Consumption|Consumption|Consumption

Investment |Consumption Exports Government Imports
6.5% 0.9% -1.8%

Imports Exports Government | Investment | Investment
-2.0% -10.0% 0.5% -3.8% -7.9%
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U.S. Economy

An aggressive Fed tightening cycle

Average Monthly Changes in the Federal Funds Target by Monetary Tightening Cycle

The Federal Reserve 35
has rapidly raised this
tightening cycle which 30
has seen the steepest
interest rate increase 25

of any completed

tightening cycle in the £ 50
last half century. 2
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U.S. Economy

The yield curve has hit a key inflection point

The yield curve, the
spread between long and
short-term interest rates,
is the indicator that best
encapsulates the stance
of monetary policy
relative to the state of
the economy.

Percent

As this has been proven
over time to be the most
prescient signpost of

a turn in the business
cycle, the deepening
inversion should be
taken as a sign that the
recession risks are rising.

Nationwide Market Insights | 3" Quarter 2023,
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U.S. Economy

Yield curve inversion still modest by historical standards

Not all yield curve
inversions lead directly
into recessions. The

gap between long- and
short- interest rates
typically flag a downturn
when it has been deeply
negative for a sustained
period.

The recent inversion is
an undeniable red flag,
but it is not yet signaling
that a contraction is
inevitable.

Months

Nationwide Market Insights | 3@ Quarter 2023,

Months in which the 10-year/federal funds spread has been negative prior to recessions
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U.S. Economy

Core goods and service less rent retreats, housing inflation persists

Core goods and services
less rents rapidly lifted
inflation after the pandemic.
Today, these readings have
moderated under the weight

of aggressive Fed tightening.

Rents inflation remains
elevated causing
affordability to plummet,
holding back residential
investment. A bright spot
is that housing inflation
typically moderates after a
recession takes hold.

B Core goods
Bl Rents
[l Core services less rents

Percent

Year-over-year change in core service less shelter and shelter inflation
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10

(2)

(4)
1998 2003 2008 2013 2018 2023

Shaded area depicts recessionary periods.
Sources: Bloomberg, Nationwide Economics
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U.S. Economy

Regional Labor Market

Changes in work dynamics

such as the transition to
work-from-home and
technology prevalence
have created a wide
division among regional
economies. Southeast
and Southwest show
employment and labor
force gains while weaker
growth areas like New
England and Rocky
Mountains have seen a
rise in jobless claims. The
uptick in claims foretells
the vulnerability of these
regions to the expected
economic downturn.

Thousands

Percent

Annual Change in Employment and Labor Force Growth by Region :E”;p'oime”t

1,000
800
600
400
200

0

-200
Southeast Far Southwest Mideast Great Plains New Rocky
West Lakes England Mountain
Annual Change in 4-week Average Initial and Continuing Claims :Icf’tﬁt:”umg
Nnitia

50
40
30
20
10

(¢}

-10

New Rocky Southwest Far Total Great Southeast Plains Mideast
England Mountain West Lakes

Source: Bureau of Labor Statistics

. ® ®
ﬂ Nationwide
Nationwide Market Insights | 3" Quarter 2023, data as of June 30, 2023 33



U.S. Economy

Revolving debt rising as inflation takes its toll on the consumer

Negative real wage
growth has forced
consumers to use an
increasing amount of
revolving debt.

Hl Revolving
B Inflation
B Wages

Percent

Year-over-year change in wages, inflation, and consumer revolving debt
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Shaded area depicts recessionary periods.

Source: Bureau of Labor Statistics, New York Fed Reserve Bank
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U.S. Economy

Resuming student loan payments should slow consumer spending

Student debt payments
are expected to resume
in the second half of
2023, with the 30- to-
39-year-old spenders
particularly vulnerable
to the loss of this
disposable income —
bad news for businesses
that cater to this primary
spending group.

B Student Loan Debt
W Student Loan Annual Payments

Nationwide Market Insights | 3@ Quarter 2023, data as of June 30, 2023
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U.S. Economy

Coincident indicators

Average monthly changes in the key coincident economic indicators prior to recession
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Leading Indicators

The Conference Board’s
Leading Index is flashing
a bright red warning sign
for the U.S. economy,
with weak readings in
consumer expectations
of business conditions
and ISM new orders
holding the index down
the most.

Percent

Nationwide Market Insights | 3™ Quarter 2023, data as of June 30, 2023
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Shaded area depicts recessionary periods.
Source: Conference Board

37



U.S. Economy

Where are we in the business cycle

Spending

. .
Expansions and 06‘6 ExpanSlon »

recessions are amplified S %
through the labor 2
market before being
ended via changes in
inflation and interest
rates. The inversion in
the yield curve late last
year is an indication
that this cycle may be
nearing its conclusion.
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U.S. Economy

Labor availability favors Southeast and Southwest

There has been healthy
labor force growth in the
overall southern region

of the country. Though,
worker scarcity persists in
other areas of the country
due to a shortage of
skilled workers.

Source: Department of Labor and Bloomberg
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Not a deposit ¢ Not FDIC or NCUSIF insured ¢ Not guaranteed by the institution ¢ Not insured by any federal government agency ¢ May lose value

The information in this report is general in nature and is 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 take into account any 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 will not reflect actual performance. We obtained certain information from sources deemed reliable, but we do not guarantee its
accuracy, completeness or fairness.

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.

S&P Indexes are trademarks of Standard & Poor’s and have been licensed for use by Nationwide Fund Advisors LLC. The Products are not sponsored, endorsed, sold or promoted by
Standard & Poor’s and Standard & Poor’s does not make any representation regarding the advisability of investing in the Product.

MSCI EAFE® Index: An unmanaged, free float-adjusted, market capitalization-weighted index that is designed to measure the performance of large-cap and mid-cap stocks in developed
markets as determined by MSCI; excludes the United States and Canada.

Bloomberg U.S. Aggregate Bond Index: An unmanaged, market value-weighted index of U.S. dollar-denominated, investment-grade, fixed-rate, taxable debt issues, which includes Treasuries,
government-related and corporate securities, mortgage-backed securities (agency fixed-rate and hybrid adjustable-rate mortgage pass-throughs), asset-backed securities and commercial
mortgage-backed securities (agency and non-agency).

Bloomberg® and its indexes are service marks of Bloomberg Finance L.P. and its affiliates including Bloomberg Index Services Limited, the administrator of the index, and have been licensed
for use for certain purposes by Nationwide. Bloomberg is not affiliated with Nationwide, and Bloomberg does not approve, endorse, review or recommend this product. Bloomberg does not
guarantee the timeliness, accurateness, or completeness of any date or information relating to this product.

Thomson Reuters/CoreCommodity CRB Index is calculated using arithmetic average of commodity futures prices with monthly rebalancing. The index consists of 19 commodities: Aluminum,
Cocoa, Coffee, Copper, Corn, Cotton, Crude Oil, Gold, Heating Oil, Lean Hogs, Live Cattle, Natural Gas, Nickel, Orange Juice, RBOB Gasoline, Silver, Soybeans, Sugar and Wheat.

Nationwide Investment Services Corporation (NISC), member FINRA. Nationwide Funds distributed by Nationwide Fund Distributors LLC (NFD), member FINRA, Columbus, Ohio, NFD is not
affiliated with any subadviser contracted by Nationwide Fund Advisors, with the exception of Nationwide Asset Management, LLC. NFD separate but affiliated with NISC.
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