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KEY POINTS

•	 High valuations, a flattening yield curve, peaking 
growth and COVID-19 variants are likely to keep 
equity markets highly susceptible to volatility. 

•	 However, historically low interest rates should help 
produce solid economic growth through 2021.

•	 Though risks remain, global growth is likely to 
become more synchronized.

•	 We remain highly selective in the U.S., thanks to 
elevated multiples, focusing on reasonably priced 
growth stocks and value sectors that benefit from 
infrastructure spending, such as industrials.
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A wild ride to another 
record high 
Broad-based developed market indices were net gainers last week, while 
the MSCI Emerging Markets index lost over 2%. Monday’s volatility, 
largely driven by COVID-19 Delta variant headlines, led to one of the 
worst days for equities so far in 2021, but those losses were quickly 
reversed and the S&P 500, tech-heavy Nasdaq and DJIA all closed at 
record highs on Friday.
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Market drivers & risks

•	 Fueling the volatility engine. If “peak/slowing 
growth” is the engine driving recent equity market 
volatility, news regarding the COVID-19 Delta 
variant was a high-octane injection last Monday. 

	— It was the worst day for equity markets so far 
in 2021, but the pullback did not last long. 
Investors bought the dip and the S&P 500 closed 
at a record high on Friday. Trading at nearly a 
20% premium to their 5-year average P/E, U.S. 
equities may experience an increasing number 
of pullbacks in 2021. Stocks should also be 
supported by accommodative policy, as well as 
strong corporate and consumer balance sheets. 
It is important to remain selective, and we 
favor adding to high-quality companies within 
defensive sectors like consumer staples to help 
contend with pockets of volatility. 

•	 A double-edged sword. We remain confident 
that non-U.S. equity markets will eventually 
outperform as vaccinations allow for sequential 
global growth. However, vaccinations remain a 
double-edged sword for markets as the spread 
of the Delta variant creates a greater degree of 
volatility in different markets, likely due to lagging 
vaccinations rates.

	— We have already seen improvement in the 
distribution of vaccines globally, as well as 
economic data that indicates a corresponding 
recovery is occurring abroad. Eurozone PMI hit 
a 21-year high last week, though this has yet to 
translate into outperformance for international 
markets. However, S&P 500 constituents 
with greater sales exposure outside of the U.S. 
are experiencing higher levels of earnings 
growth, providing an optimistic ballast for 
sequential recovery.

•	 Earnings continue to surprise to the 
upside. According to FactSet, 88% of the 125 
S&P 500 constituents that have reported second 
quarter earnings have had positive EPS surprises. 

Additionally, blended earnings growth for the 
quarter hit 74.2%, nearly 20% higher than 
consensus forecasts on 30 June.

	— 100% of companies within health care, 
information technology, real estate and utilities 
have reported earnings above estimates, so 
far, while the energy sector has the lowest 
percentage of companies surprising to the upside 
at 75%. Additionally, companies with negative 
EPS surprises, in aggregate, are being punished 
less than they have been over the past five years, 
with their stocks experiencing a 25% smaller 
drop, on average, in the wake of their earnings 
releases. We continue to preach selectivity 
given these lofty growth rates, and prefer high-
quality companies that stand to benefit from 
future economic drivers such as increasing 
capital expenditures.

Highlights from last week

•	 Nine of the eleven GICS sectors ended in positive 
territory as better-than-expected earnings and 
a healthy manufacturing PMI helped outweigh 
concerns. Growth and tech names largely 
outperformed value and cyclicals, while small caps 
and large caps performed mostly in line.

•	 Monday’s losses were all but erased by Wednesday 
as investors found comfort in the lack of headlines 
pertaining to an expansion of economic restrictions. 
Company comments indicating the rise in Delta 
variant cases has not adversely impacted businesses 
also provided a ballast for equities.

The next few months could remain 
challenging for investors, as continued 
high volatility and possible near-term 
market selloffs are likely.”
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Risks to our outlook

Global equity markets proved last week just how 
volatile they can be as a result of spiking COVID-19 
data. We expect markets to remain highly susceptible 
to pullbacks as governments continue to deal with 
new variants. The reinforcement of economic 
restrictions will almost certainly lead to a slowdown in 
global growth.

Economic forecasting remains a challenge, and with 
decelerating growth taking center stage, we suspect 
equity markets may react poorly to economic data that 
miss consensus expectations. 

Though rate hikes are still likely far in the future and 
a flattening yield curve will hinder industries such 
as financials that are more sensitive to interest rate 
momentum, we suspect inflationary pressures may 
return as drivers including wage inflation may create 
more permanent effects. 

Any disruptions in the legislative process toward 
infrastructure stimulus could spark additional bouts 
of volatility.

Best ideas

In focus

Staples: Playing 
defense during 
volatility
The consumer staples sector has largely 
lived up to its reputation in the COVID-19 
era, providing defensive positioning during 
the most volatile periods, while lagging 
peers during the recovery in equity markets. 
This trend was highlighted again last week.

It should be noted, however, that the sector 
experienced a dichotomy of winners and 
losers as a result of economic restrictions: 
Manufacturers of household and personal 
care items struggled to keep up with demand 
as a hoarding mentality struck consumers 
in 2020, while leadership shifted to food 
suppliers and beverage producers thanks to 
consumers returning (with a vengeance) to 
restaurants and outdoor venues.

In the current environment, consumer 
staples may offer investors an opportunity 
for less volatility, not to mention a degree 
of protection against inflationary pressures 
thanks to pricing power. The sector also 
appears attractive from a relative valuation 
perspective, sitting at a roughly 5% premium 
to its five-year historical P/E average versus 
a nearly 20% premium for the broader 
equity market.

Looking forward, we believe non-U.S. 
markets provide some of the most attractive 
investment opportunities within consumer 
staples, particularly in Europe. In addition 
to Europe being among the most ESG-
conscious, it is also home to some of the 
most iconic brands within personal care 
and distilled spirits; industries with strong 
ties to two of the world’s biggest consumer 
markets: China and the United States.

We see opportunities in developed non-U.S. 
markets, particularly in Europe, which appears 
relatively inexpensive and should benefit from 
improved vaccination rates, solid earnings growth 
and a more cyclically oriented economy. In the 
U.S., reflation and expectations for higher yields 
could bolster returns for small caps, while select 
industrial companies should benefit from still-
improving economic growth. We are also bullish 
on emerging markets, specifically Brazil and areas 
such as China’s lodging and gaming sectors, which 
stand to benefit from easing travel restrictions. 
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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 EIC 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.

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 
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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.


