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Expect volatility as the
focus returns to the Fed

Equity markets fell last week driven by investors’ reaction to the Federal
Reserve meeting, which underscored expectations for a strong economic
recovery, but did little to quell fears over rising inflation and bond yields.
From a sector perspective, energy lost nearly 8% following big gains

in oil prices and fears of a drop in European demand. Communication
services, health care and consumer staples appreciated for the week, by
0.6% or less.

HIGHLIGHTS

e The 10-year Treasury yield closed at 1.74% on Friday
after falling earlier in the week.
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Weekly overview

« Interest rates retreated at the start of

last week’s trading, allowing for tech and
momentum-driven stocks to continue their
rebound. However, dovishness expressed
by Fed Chair Powell following Wednesday’s
Federal Reserve meeting renewed the run-
up in Treasury yields, putting downward
pressure on stocks by the end of the week.

» Vaccination rates improved, as the Biden
administration’s goal of 100 million vaccine
doses was achieved on Friday. Additionally,
direct stimulus payments of $242 billion
reached 9o million Americans last week, just
over half of the total amount to be distributed.

« The Fed declined to extend relief to its
supplementary leverage ratio (SLR)
requirement for banks, previously enacted
to help battle the COVID crisis, causing bank
stocks to sink on Friday. It did, however, leave
the door open to adjustments to the SLR.

Market drivers & risks

« Fighting the Fed. Chairman Powell’s comments
following Wednesday’s meeting were largely in line
with expectations: The central bank will remain
accommodative as long as unemployment remains
high and inflation remains below target. The Fed
did not mention specific impending action to
combat rising yields, but several members projected
rate hikes in 2022 and 2023 in the “dot plot,”
acknowledging improving economic growth and
rising inflation prospects.

The next few months could remain

challenging for investors, with

continued high volatility and near-

term market selloffs possible.”

— Markets initially reacted positively to this
messaging, but reversed course on Thursday,
as investors remain skeptical of the Fed’s
ability to adjust rates based on real data rather
than expectations. We expect Fed policy and
statements to prompt higher volatility as
investors grapple with the growing pains of
an expanding global economy. Economic and
earnings growth should keep the reflation
trade intact, favoring small caps and COVID-
sensitive cyclicals, as rising rates may continue
to drag on growth and momentum stocks. This
should create pockets of opportunity and benefit
active management.

» Reopening realized. As U.S. states vaccinate
and make reopening adjustments at varying paces,
we think it is important to consider differing
expectations versus realities.

— Importantly, vaccination rates are not yet
indicators of economic growth. According to
Earnest Research, total consumer spending
remains highest in those states with lower
vaccination rates (<25% of population). In
contrast, travel booking growth has been the
highest among the most vaccinated states (>25%
of population), as are visits to gyms. Dining,
another bellwether consumer industry, has
also improved in states with higher vaccination
rates. We expect overall economic growth
should continue to improve broadly as the most
populous states with the strongest restrictions
(such as California) reopen.
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Risks to our outlook

The Fed itself may remain one of the most important
risks in the near term, simply due to market (over)
reaction to its comments and (in)actions. Investor
fears over “disorderly” rate growth and the Fed’s
ability and willingness to react has created rapid bouts
of volatility, such as what occurred on Thursday.

We are also mindful of possible shocks to the global
supply chain, as those could cause notable, but short-
term, inflation risks.

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

@ Best ideas

We see select opportunities in some growth and
technology-oriented companies made attractive
by the recent correction. We continue to believe
U.S. small caps remain favorable, as they are
poised to benefit from a re-opened economy and
stimulus. Overall, our key investment theme
centers on looking for quality across geographies,
sectors and industries. Additionally, technology
and consumer-related industries within emerging
markets appear attractive.

In focus

A fertile
environment
for active
management

We believe active managers have better
opportunities to add value when certain
factors are present:

When equal-weighted indexes
outperform cap-weighted, we expect more
active management opportunities. The
equal-weighted S&P 500 recently traded at a
52-week highs vs. the cap-weighted index.

Greater dispersion between winners
and losers should also create a more
favorable environment. Many stocks
outperforming the benchmark by a wide
margin signals a higher degree of dispersion
(and thus lower correlation) of returns.
Despite the recent bout of market volatility,
correlations for S&P 500 stocks remain near
post-recession lows.

Rising interest rates make corporate
earnings more important, since company
fundamentals matter more and require a
greater focus on those fundamentals. With
the U.S. economy beginning to emerge
from COVID-19, we expect interest rates to
continue moving unevenly higher, which
should benefit active management.

Narrowing credit spreads and an
improving economy should also benefit
active management, as accelerating
earnings growth forces and rewards greater
selectivity.

In our view, these factors should create an
improved market environment for active
managers and benefit those equipped to take
a long-term investment view.
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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.

Allinformation 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
or completeness of, nor liability for, decisions based on such information and it should not be relied on as such. For term definitions and index descriptions, please access the
glossary on nuveen.com. Please note, it is not possible to invest directly in an index.

A word on risk

Allinvestments 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..
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