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Weekly Investment Commentary

Investors continued to mostly ignore escalating uncertainty in Washington 

and focused on the positives last week, mainly dovish comments from Federal 

Reserve Chair Janet Yellen. Stock prices rose for the week, with major indices 

hitting record highs.1 Technology led the way, while energy and materials also 

performed well.1 Telecommunications was the worst-performing sector and 

financials gave back some recent gains.1 Barring an unexpected exogenous 

shock, we expect volatility to remain relatively low through the summer..

Weekly Top Themes
1. U.S. monetary policy should remain equity-market friendly. In her comments 

last week, Janet Yellen stated that the neutral rate for the fed funds rate is 
“currently quite low,” and rates would not have to rise much more to become 
neutral. In our view, a neutral fed funds rate is closer to 2% than the 3% currently 
implied by the fed funds futures market.2 If this is accurate, it would likely be 
good news for economic growth, corporate earnings and the stock market.

2. Global monetary policy is starting to normalize, but still supports stocks. The 
Bank of China raised rates by 25 basis points last week and other central banks 
are becoming less dovish. We think this is good news since it reflects improving 
global economic growth, while overall policy remains easy. Central banks are still 
promoting liquidity, which should support equities and other risk assets. 

3.  Inflation remains surprisingly low. Although economic growth is improving 
and the Fed is normalizing, inflation has not increased similarly. Inflation should 
eventually react to tightening labor markets, but the process is taking a long time.

4.  If the “Goldilocks” environment persists, we think equities can continue 
to make all-time highs. Low inflation, slow-but-positive economic growth, 
climbing earnings and a cautious Fed have contributed to record-high stock 
prices. We think these conditions should remain in place for at least the next 6 to 
12 months.

5.  Active fund manager performance has improved. According to Merrill Lynch, 
54% of active large cap U.S. equity managers outperformed their benchmarks for 
the first half of the year and more than half also outperformed for the last four 
months.3 This is the longest such streak since Merrill Lynch began tracking this 
data in 2009, and it marks the first time a majority of managers outperformed for 
the first half of a year.3

Key Points

 ▪ Positive growth, low inflation, climbing 
earnings and an accommodative Fed have 
pushed equity prices to record highs.

 ▪ We think these trends can continue, but also 
believe investment selectivity is growing 
more important.
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Earnings Are the Focus as Monetary Policy Shifts
The world is slowly (and finally) starting to shift from the great monetary 
experiment of extremely low interest rate policies in place since the financial 
crisis. This process will be bumpy and take some time, but it seems clear that the 
emergency conditions that drove these policies are now in the rearview mirror. 
Elements of the global economy still look hazy, but the world economy appears in 
better shape now than it has been in years.

We expect the Federal Reserve and other central banks to gradually increase interest 
rates, but policymakers have made it clear they will err on the side of caution and 
moves will remain data-dependent. Inflation has yet to pick up noticeably, which 
puts less pressure on central banks to tighten aggressively. In our opinion, slow but 
gradual increases in rates will put upward pressure on bond yields, but shouldn’t 
derail the equity bull market.

There are risks for the stock market. A key one is that equities are not cheap and 
could become expensive if earnings do not improve and keep pace with prices. We 
have a positive view toward the earnings outlook, but think it will be critical for the 
economy to maintain a positive track for earnings and profits to improve. 

On balance, we expect economic and earnings growth to remain decent, which 
should be enough to provide an ongoing tailwind for stock prices. Conditions are 
growing trickier, however, and we think selectivity will be critical since some areas of 
the market look more attractive than others. ▪

“We expect economic and 

earnings growth to remain decent, 

which should be enough to 

provide an ongoing tailwind for 

stock prices.”

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

1 Source: Morningstar Direct, as of 7/14/17 2 Source: Bloomberg  3 Source: Bank of America 
Merrill Lynch

The S&P 500 Index is a capitalization-weighted index of 500 stocks designed to measure 
the performance of the broad domestic economy. The Dow Jones Industrial Average is 
a price-weighted average of 30 significant stocks traded on the New York Stock Exchange 
and the Nasdaq. The Nasdaq Composite is a stock market index of the common stocks and 
similar securities listed on the NASDAQ stock market. The Russell 2000 Index measures the 
performance approximately 2,000 small cap companies in the Russell 3000 Index, which is made 
up of 3,000 of the biggest U.S. stocks. Euro Stoxx 50 is an index of 50 of the largest and most 
liquid stocks of companies in the eurozone.FTSE 100 Index is a capitalization-weighted index 
of the 100 most highly capitalized companies traded on the London Stock Exchange. Deutsche 
Borse AG German Stock Index (DAX Index) is a total return index of 30 selected German 
blue chip stocks traded on the Frankfurt Stock Exchange. Nikkei 225 Index is a price-weighted 
average of 225 top-rated Japanese companies listed in the First Section of the Tokyo Stock 
Exchange. Hong Kong Hang Seng Index is a free-float capitalization-weighted index of selection 
of companies from the Stock Exchange of Hong Kong. Shanghai Stock Exchange Composite 
is a capitalization-weighted index that tracks the daily price performance of all A-shares and 
B-shares listed on the Shanghai Stock Exchange. MSCI EAFE Index is a free float-adjusted market 
capitalization weighted index designed to measure developed market equity performance, 
excluding the U.S. and Canada. The MSCI Emerging Markets Index is a free float-adjusted 
market capitalization index that is designed to measure equity market performance of emerging 
markets. Bloomberg Barclays U.S. Aggregate Bond Index covers the U.S. investment 
grade fixed rate bond market. The BofA Merrill Lynch 3-Month U.S. Treasury Bill Index is 
an unmanaged market index of U.S. Treasury securities maturing in 90 days that assumes 
reinvestment of all income. 

This material is not intended to be a recommendation or investment advice, does not constitute 
a solicitation to buy or sell securities, 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 advisors.

A WORD ON RISK
This information represents the opinion of Nuveen Asset Management, LLC and is not 
intended to be a forecast of future events and this is no guarantee of any future result. 
Information was obtained from third party sources which we believe to be reliable 
but are not guaranteed as to their accuracy or completeness. 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 investments are subject to market risk or 
the risk that stocks will decline in response to such factors as adverse company news or 
industry developments or a general economic decline. Debt or fixed income securities are 
subject to market risk, credit risk, interest rate risk, call risk, tax risk, political and economic 
risk, and income risk. As interest rates rise, bond prices fall. Non-investment-grade bonds 
involve heightened credit risk, liquidity risk, and potential for default. Foreign investing 
involves additional risks, including currency fluctuation, political and economic instability, 
lack of liquidity and differing legal and accounting standards. These risks are magnified  
in emerging markets. Past performance is no guarantee of future results.
CFA® and Chartered Financial Analyst® are registered trademarks owned by CFA Institute.
Nuveen Asset Management, LLC is a registered investment adviser and an affiliate of 
Nuveen, LLC.

2017 Performance 
Year to Date Returns

Weekly YTD

S&P 500 Index 1.4% 11.1% 
Dow Jones Industrial Average 1.0% 10.9%
NASDAQ Composite 2.6% 18.0%
Russell 2000 Index 0.9% 6.0%
Euro Stoxx 50 2.3% 19.5%
FTSE 100 (U.K.) 1.9% 11.9%
DAX Index (Germany) 2.4% 19.5%
Nikkei 225 (Japan) 2.3% 10.1%
Hang Seng (Hong Kong) 4.3% 22.2%
Shanghai Stock Exchange 
Composite (China) 1.4% 8.3%

MSCI EAFE (non-U.S.  
developed markets) 2.4% 16.4%

MSCI Emerging Markets 4.6% 23.4%
Bloomberg Barclays U.S.  
Aggregate Bond (bonds) 0.5% 2.4%

BofA Merrill Lynch 3-Month 
Treasury Bill (cash) 0.0% 0.4%

Source: Morningstar Direct and Bloomberg, as of 7/14/17.  
All index returns are shown in U.S. dollars. Past performance  
is no guarantee of future results. Index performance is 
shown for illustrative purposes only. Index returns include 
reinvestment of income and do not reflect investment 
advisory and other fees that would reduce performance in 
an actual client account. All indices are unmanaged and 
unavailable for direct investment. 


