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HIGHLIGHTS

•	 The 10-year Treasury yield remained range bound 
for much of the week, closing at 1.56% on Friday as 
the yield curve continued to steepen.

•	 February non-farm payrolls added 379,000 jobs, 
predominantly in the hospitality sector, which is 
nearly double consensus expectations and a hopeful 
sign for economic recovery.

•	 The Senate approved the $1.9 trillion stimulus 
bill, paving the way for a more robust recovery, 
with unemployment benefits extended and direct 
payments in the coming weeks.
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Concern over rising rates 
persists
Equities struggled with another week of volatility driven by elevated 
rates. The S&P 500 finished in positive territory (+0.8%) thanks to a 
couple of daily gains of 2% or more, while the tech-heavy Nasdaq fell 
2.1%. Rising yields continued to pressure technology and growth areas, 
with the information technology and consumer discretionary sectors 
falling 1.4% and 2.8%, respectively. The energy (+10.1%) and financials 
(+4.4%) sectors added to their 2021 gains.
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Weekly overview

•	 The rising-rate environment and expectations 
for a robust, stimulus-fueled economic 
recovery continued to benefit value 
stocks. Small caps outperformed large 
caps last week.

•	 Crude oil prices rallied in response to OPEC’s 
surprise decision not to increase daily 
output. WTI rose by almost 10% after the 
announcement, and the energy sector has 
now gained over 40.2% year to date.

•	 COVID-19 data continued to improve, as 
the seven-day run rate of vaccinations 
neared 2 million per day last week, with 
nearly 3 million vaccinations given on 
Wednesday alone.

Market drivers & risks

•	 Can the Fed fight curve steepening? The short 
answer is “yes,” as seen with Operation Twist, which 
the Fed used in the past to stimulate the economy. 
Investors were hoping to hear Chairman Powell 
describe something to that effect during his public 
comments on Thursday, but were left disappointed. 
We think the better question may be “Will the Fed 
fight curve steepening?” 

	— Our answer is “no,” for now, as the run-up in 
yields has been more orderly than expected. The 
economy is not overheating as it might during 
a typical economic cycle, which could require 
the Fed to act to combat dysfunctional yield 
increases. Instead, we are in the nascent stages 
of an economic recovery, growing toward a more 
normalized environment. We expect the Fed 
to remain focused on long-term inflation and 

employment targets, taking a more measured 
approach to its dovish policies and short-term 
market volatility.

•	 Volatility presents opportunity. Losses for 
growth-oriented stocks continue to mount in 
conjunction with the rise in long-dated Treasury 
yields. The Nasdaq 100 is down 8% from its peak in 
February, with nearly one-third of its constituents 
in or near correction territory year to date (Peloton 
for example, is down approximately 30%). 

	— We continue to favor the value/cyclical 
rotation fueled by the 2021 reopening trade, 
but compressed valuations of certain growth 
stocks present compelling opportunities to add 
to stocks we believe could outperform over the 
intermediate and long term. 

•	 Regional re-openings begin. The governors 
of Mississippi and Texas recently signed executive 
orders ending all economic restrictions and mask 
mandates in their respective states. 

	— We will closely monitor these situations, as 
these actions are likely to have a ripple effect 
for the timing and pace of regional reopenings 
and significant implications for equities. If 
Mississippi and Texas maintain positive/
improving COVID-19 trends, we would expect 
more states to follow suit. Furthermore, with 
$2 trillion in excess savings and another round 
of fiscal stimulus coming, consumer spending 
should rapidly improve, providing a significant 
tailwind for the economy and stocks.

We expect the Fed to remain focused on 
long-term inflation and employment 
targets, taking a more measured 
approach to its dovish policies and 
short-term market volatility.”
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Risks to our outlook

Investor fears of disorderly yield growth and 
inflation risks remain a concern over the near-term, 
as markets have been quick to overreact (as we 
witnessed last week).

Though vaccination rates have improved, complacency 
and the swift, broad-based elimination of regional 
economic restrictions leading to spikes in COVID-19 
cases, or possibly a fourth wave, would likely result in 
a significant near-term market correction. 

Best ideas

In focus

Dividends return
Dividends have always been an 
important part of the equity market. 
Since 1930, dividends and reinvestments  
accounted for over 40% of the annualized 
return of the S&P 500. But 2020 marked 
the worst calendar year for dividend cuts 
and suspensions since 2009, as the policy 
response to control the pandemic resulted in 
earnings uncertainty. Subsequent monetary 
and fiscal stimulus disproportionately 
benefited some areas of the equity market, 
notably growth, technology and non-
dividend paying companies. As a result, 
dividend-payers lagged the broader market 
and appear relatively well valued, suggesting 
high-quality, dividend-paying companies are 
well positioned.

Dividend-paying companies offer 
attractive relative valuations, with 
their P/E multiples trading well below the 
10-year average, while non-dividend payers 
are trading well above their 10-year average. 
While not all dividend-paying companies are 
alike, we favor those with sustainable payout 
ratios, healthy balance sheets and a good 
track record of capital allocation, including 
returning capital to shareholders in the form 
of a growing dividend. The combination 
of strong capital flexibility and growing 
dividend payments may help mitigate future 
inflationary pressures. 

As the economy re-opens in this low 
rate environment, these companies 
should experience re-accelerating 
earnings growth while protecting against 
increased volatility associated with rising 
rates. Despite the rotation into many lower-
quality value and cyclical names, we see 
opportunities in health care, information 
technology and consumer discretionary. 

A correction in growth and technology-oriented 
sectors provides opportunity to revisit companies 
with “frothy” valuations. U.S. small caps offer 
value and remain attractive, as they may benefit 
from a re-opened economy and stimulus. We are 
focusing on quality across geographies, sectors 
and industries. Technology and consumer-related 
industries in emerging markets are also attractive.
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About the Equities Investment Council:

The Nuveen Equities Investment Council (EIC) includes the firm’s senior equity portfolio managers averaging 
three decades of investing experience. The group brings global expertise across different styles of equity investing 
and provides value-added insights to Nuveen’s investment process by refining and delivering the firm’s collective 
equity market outlook, including key risks and drivers, to clients. Led by Saira Malik, CIO & Head of Equities, the 
team shares best global equities ideas, while focusing on individual areas of expertise to help generate alpha.

For more information or to subscribe, please visit nuveen.com.

Sources
All market data from Bloomberg, Morningstar and FactSet
Employment data from the Department of Labor 

This material is not intended to be a recommendation or investment advice, does not constitute a solicitation to buy, sell or hold a security or an investment strategy, and is not 
provided in a fiduciary capacity. The information provided does not take into account the specific objectives or circumstances of any particular investor, or suggest any specific 
course of action. Investment decisions should be made based on an investor’s objectives and circumstances and in consultation with his or her financial professionals.
The views and opinions expressed are for informational and educational purposes only as of the date of production/writing and may change without notice at any time based on 
numerous factors, such as market or other conditions, legal and regulatory developments, additional risks and uncertainties and may not come to pass. This material may contain 
“forward-looking” information that is not purely historical in nature.
Such information may include, among other things, projections, forecasts, estimates of market returns, and proposed or expected portfolio composition. Any changes to assumptions 
that may have been made in preparing this material could have a material impact on the information presented herein by way of example. Past performance is no guarantee of 
future results. Investing involves risk; principal loss is possible.
All information has been obtained from sources believed to be reliable, but its accuracy is not guaranteed. There is no representation or warranty as to the current accuracy, reliability 
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A word on risk
All investments carry a certain degree of risk and there is no assurance that an investment will provide positive performance over any period of time. Equity investing involves risk. 
Investments are also subject to political, currency and regulatory risks. These risks may be magnified in emerging markets. Diversification is a technique to help reduce risk. There 
is no guarantee that diversification will protect against a loss of income. 
CFA® and Chartered Financial Analyst® are registered trademarks owned by CFA Institute.
Nuveen provides investment advisory services through its investment specialists.
This information does not constitute investment research as defined under MiFID.


