nuveen

A TTAA Company

ClO Weekly Commentary
07 November 2022

CIO VIEWS: STRATEGY AND PORTFOLIO CONSTRUCTION

Quality transcends growth

versus value

Bottom line up top:

Comparing growth against value is a longstanding tradition.
The discussion typically focuses on which equity investment style will
outperform in what type of environment. Historically, growth has tended
to perform best in weak, but positive, economic growth scenarios, and
usually in the 12 months leading up to a recession. In contrast, value has
proved to be more cyclical, outperforming during periods of accelerating
and above-trend economic growth. History also shows that value has
generally beaten growth in the 12 months after core CPI inflation peaks.
But is this the best lens for viewing today’s challenging market landscape?

Bucking the trends. During the bear market of 2022, neither growth
nor value has behaved as history might suggest. In part, this is because
the “abnormal normalization “of conditions in the post-Covid era has
forced the U.S. Federal Reserve to prioritize inflation over economic
growth to an extreme degree. The increased likelihood of a recession is
primarily a function of the Fed’s contractionary monetary policy and not
part of a typical economic cycle.

A shift in emphasis is called for. Rather than try to divine how
growth and value might perform heading into year-end and 2023,
investors may be better served by focusing on other factors to inform
their equity allocation decisions. In particular, quality characteristics,
like those shown in Figure 1, have delivered consistently strong returns
this year and over longer periods. In our view, these factors are likely to
outperform should the U.S. economy enter a recession. Dividend growers
exhibit these quality attributes — an area of the market we explore
further in the following analysis.
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FIGURE 1: DON’T QUIBBLE WITH QUALITY

Quality factors have outperformed over time

Factor 10 years

1-yr earnings growth 6.7 % -2.5% 10.6 %

Book value to price 16.4 % 0.6 % 0.3%

Return on assets 2.9 % 55.8 % 45.3 %
Quality Net profit margin 29.6 % 6.8 % 34.4 %

Net debt/EBITDA* 4.3 % 16.2 % 40.6 %

Data source: Bloomberg L.P. 03 Nov 2022. Past performance does not predict or guarantee future results. Reference universe is the Russell
3000 Index. Factor performance is measured as the relative performance of quintile 1 less quintile 5. The quintiles are formed by ranking the
universe on each factor and splitting it into 5 groups of equal-weighted single equities. Quintile 1 has the highest raw score and quintile 5 the
lowest. *Inverted so that the positive returns indicate the performance of low raw scores, which we consider to indicate high quality, e.g. lower
debt-to-assets is considered higher quality than high debt-to-assets.

Portfolio considerations:

Rumor has it that Albert Einstein once described compound interest as
“the most powerful force in the universe.” While the attribution of that quote
is dubious, the underlying concept about the power of compounding is sound. For
equity investors, the compounding of dividends harnesses the same kind of power.
As shown in Figure 2, U.S. dividend growth strategies have not only generated
above-market performance over the past 20 years, but have also done so while
exhibiting defensive attributes. This is evident from their higher annualized returns
and lower beta profile relative to the broad market. Additionally, dividend growth
stocks have a favorable upside (92.6%) versus downside (79.8%) capture that has
allowed the strategies to win by not losing. Investors seeking to cushion downside
exposure given a looming recession, yet also wanting to participate in the eventual
economic recovery, may find dividend growth to be a particularly compelling
equity allocation.

FIGURE 2: DIVIDEND GROWERS OUTPERFORMED WITH LOWER
BETA

10-year performance statistics

Annualized Up capture
20 years return ratio

Down capture
ratio

U.S. dividend growth 11.3 2.4 0.87 92.6 79.8

U.S. quality 10.5 1.4 0.91 94.9 87.7

S&P 500 Index 9.8 0.0 1.00 100.0 100.0

Data source: Morningstar. Data are monthly from 01 Nov 2002 to 31 Oct 2022. Past performance does not predict or guarantee future
results. Note: U.S. dividend growth is represented by the S&P 500 Dividend Aristocrats Index. U.S. quality reflects the MSCI USA Quality Index.
Alpha = a measure of excess return vs. a benchmark. The higher the alpha, the greater the degree of outperformance vs. the benchmark. Beta
= ameasure of volatility vs. a benchmark. A beta of <1.0 indicates less volatility than the benchmark. Upside capture compares performance
against a benchmark during periods when the benchmark’s performance is positive. Downside capture compares performance against a
benchmark during periods when the benchmark’s performance is negative.
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Investors

would be
Better than quality at a more favorable price. U.S. quality equities that
reflect the fundamental metrics shown in Figure 1 have performed similarly well-served to
to dividend growth. But valuations for dividend growers are currently cheaper consider lower-
relative to their history, while quality names are more expensive (Figure 3). In

assessing which defensive, quality-related equity themes or strategies may be p riced assets

best positioned for success in today’s environment, investors would be well- that provide a
served to consider lower-priced assets that provide a valuation tailwind, while .

also avoiding the potential unwinding of valuation premiums among more valuation
expensive options. tathwind.

FIGURE 3: DIVIDEND GROWERS ARE ATTRACTIVELY PRICED

Relative valuation of quality styles
= U.S. quality = U.S. dividend aristocrats
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Data source: Bloomberg L.P, 28 Oct 2022. Past performance does not predict or guarantee future results. Z-score is the number of
standard deviations between the current spread level and the average spread level.
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About Nuveen’s Global Investment Committee

Nuveen’s Global Investment Committee (GIC) brings together the most
senior tnvestors from across our platform of core and specialist capabilities,
including all public and private markets.

Regular meetings of the GIC lead to published outlooks that offer:

« macro and asset class views that gain consensus among our investors

« insights from thematic “deep dive” discussions by the GIC and guest experts
(markets, risk, geopolitics, demographics, etc.)

 guidance on how to turn our insights into action via regular commentary

and communications

For more information, please
visit nuveen.com.

Endnotes

Sources
All market and economic data from Bloomberg, FactSet and Morningstar.

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
does not predict or guarantee 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.

Important information 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. Investing in municipal bonds involves risks such as interest rate risk, credit
risk and market risk, including the possible loss of principal. The value of the portfolio
will fluctuate based on the value of the underlying securities. There are special risks
associated with investments in high yield bonds, hedging activities and the potential
use of leverage. Portfolios that include lower rated municipal bonds, commonly referred
to as “high yield” or “junk” bonds, which are considered to be speculative, the credit
and investment risk is heightened for the portfolio. Credit ratings are subject to change.
AAA, AA, A, and BBB are investment grade ratings; BB, B, CCC/CC/C and D are below-
investment grade ratings. As an asset class, real assets are less developed, more
illiquid, and less transparent compared to traditional asset classes. Investments will be
subject to risks generally associated with the ownership of real estate-related assets
and foreign investing, including changes in economic conditions, currency values,
environmental risks, the cost of and ability to obtain insurance, and risks related to
leasing of properties. Socially Responsible Investments are subject to Social Criteria
Risk, namely the risk that because social criteria exclude securities of certain issuers
for non-financial reasons, investors may forgo some market opportunities available
to those that don't use these criteria. Investors should be aware that alternative
investments including private equity and private debt are speculative, subject to
substantial risks including the risks associated with limited liquidity, the use of leverage,
short sales and concentrated investments and may involve complex tax structures and
investment strategies. Alternative investments may be illiquid, there may be no liquid
secondary market or ready purchasers for such securities, they may not be required
to provide periodic pricing or valuation information to investors, there may be delays
in distributing tax information to investors, they are not subject to the same regulatory
requirements as other types of pooled investment vehicles, and they may be subject
to high fees and expenses, which will reduce profits. Alternative investments are not
appropriate for all investors and should not constitute an entire investment program.
Investors may lose all or substantially all of the capital invested. The historical returns
achieved by alternative asset vehicles is not a prediction of future performance or a
guarantee of future results, and there can be no assurance that comparable returns will
be achieved by any strategy.

Nuveen provides investment advisory services through its investment specialists.
This information does not constitute investment research as defined under MiFID.
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