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The Fed’s pause highlights
value of diversification

The U.S. Federal Reserve paused rate cuts after three consecutive reductions. Stronger labor
data and robust consumer spending support our upgraded 2.0% growth forecast for 2026.
With valuations elevated and the Fed slowing cuts, investors might consider diversification
through dividend growers, senior loans and alternative assets like farmland.

Tony Rodriguez
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KEY TAKEAWAYS

e The Fed kept interest rates unchanged, with
the target policy rate range remaining at
3.50%-3.75%.

e Despite two dissents favoring a rate cut, the
policy statement leaned hawkish by
upgrading language on labor market
strength and economic growth.

e Chair Powell reinforced this hawkish tilt,
citing an improved economic backdrop.
However, he left the door open to rate cuts
later this year if inflation declines as
expected.

e With the Fed on pause and growth
remaining healthy, investors should consider
adding risk exposure to areas poised to
benefit from the optimistic backdrop while
managing downside risks.

WHAT HAPPENED?

The Federal Reserve held interest rates steady
today, pausing its rate cutting cycle after three
consecutive reductions to end 2025. The target
range remains at 3.50%-3.75%. The decision aligned
with market expectations and prior Fed
communications. The most recent dot plot of rate
forecasts showed one 25 basis point cut this year.

Fed Governors Waller and Miran dissented in favor
of a rate cut, but the policy statement leaned
hawkish. It upgraded labor market language, noting
the unemployment rate “has shown some signs of
stabilization” while removing a reference to
“downside risks to employment.” The statement also
described recent growth as “solid” rather than
“moderate.”

In his press conference, Chair Powell avoided
signaling a clear near-term policy path, saying the
Fed is “well-positioned to determine the extent and
timing of additional adjustments.” He then tilted
hawkish, noting “overall, it’s a stronger forecast”
than in December. Powell indicated inflation’s
trajectory will dictate future cuts, suggesting that if
inflation declines later this year, “that would be
something that tells us that we can loosen policy.”
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We continue to expect two additional rate cuts
totaling 50 bps during 2026. This outlook is based
on our macroeconomic forecast for moderating
inflation later in the year, labor market stabilization
and a more dovish stance from new Fed appointees.

BETTER LABOR MARKET DATA SIGNALS
STRONGER GROWTH

Recent economic data point to a more stable and
ultimately higher-growth outlook for 2026. The
labor market has improved, growth remains robust
and inflation should moderate later this year. We
upgraded our 2026 growth forecast to 2.0% to
reflect these improved fundamentals.

Labor market indicators show material
improvement. Despite late-2025 government
shutdown disruptions, recent readings signal a
healthier backdrop. December’s unemployment rate
fell 16 basis points to 4.4% — the sharpest drop this
cycle. The quits rate ticked higher and jobless claims
remain low, suggesting further labor market
strengthening ahead.

This healthier labor market supports consumer
spending. Retail sales run at a healthy pace, with
consumption set to boost fourth quarter headline
GDP by roughly 2 percentage points, matching the
prior two quarters. Strong IT infrastructure
investment further supports growth.

Inflation data were also affected by the shutdown,
skewing CPI readings lower due to methodological
factors. Core CPI declined to 2.6% year-over-year to
end 2025, but we expect core PCE inflation to rise
toward 3.0% or higher in coming months before
moderating to 2.5% by year-end 2026.

Our upgraded 2.0% growth forecast reflects stronger
consumer fundamentals and robust tech
investment. We expect unemployment to stabilize
near current levels and inflation to rise near-term
before declining in the second half.

WHAT DOES THIS MEAN FOR INVESTORS?

With slower Fed rate cuts, positive growth and full-
to-rich valuations, investors stand to benefit from

greater diversification. We see opportunities to
adjust portfolios for higher total returns with lower
volatility.

In equities, recent gains stem from Al enthusiasm,
strong earnings, share buybacks and retail flows —
pushing the S&P 500’s forward P/E to 22x, the 91st
percentile since 1990. While valuations appear lofty,
so are earnings expectations: 12-month EPS growth
for 2026 is estimated at 14%.

Volatility from macro, geopolitical, and policy
uncertainty — plus periodic Al sentiment shifts —
will likely persist. History shows dividend growth
companies have delivered higher returns with
lower risk than market peers and typically
outperform non-dividend payers during elevated
volatility. While dividends aren’t guaranteed, they
tend to be more predictable than earnings, helping
smooth market turbulence.

We favor less-liquid, out-of-benchmark sectors,
particularly senior loans. Loans returned nearly
6% in 2025 — their third consecutive strong year
and ninth positive year in the last decade, as
measured by the S&P UBS Leveraged Loan Index.
The asset class yields above 8%, even with two Fed
cuts priced in.

Loans may benefit from healthy growth: stronger
revenues support cash flows, while recent repricing
has allowed quality issuers to extend maturities and
reduce balance sheet risk. Many loans trade between
$75-$95, offering upside potential that can enhance
total return when combined with high income.

Asset allocators may benefit from less-conventional
sectors providing uncorrelated risk and better
risk/return profiles. We favor farmland, which can
improve portfolio efficiency through multiple
channels. As a relatively illiquid, non-traded asset,
farmland has rarely moved with conventional
markets. It provides bond-like lease income while
offering long-term capital appreciation from rising
land values. Farmland may also serve as an effective
inflation hedge — historically, farmland returns
have risen when inflation surprised to the upside.

OPINION PIECE. PLEASE SEE IMPORTANT DISCLOSURES IN THE ENDNOTES.



For more information, please visit us at nuveen.com.

Endnotes

Sources

Federal Reserve Statement, January 2026.

Bloomberg, L.P and S&P Markit.

This material is not intended to be a recommendation or investment advice, does not constitute a solicitation 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. Performance data shown represents past performance and does not predict or guarantee 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 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. Dividend yield is one component of performance and should not be the only consideration for investment. Dividends are
not guaranteed and will fluctuate.

Debt or fixed income securities are subject to market risk, credit risk, interest rate risk, call risk, derivatives risk, dollar roll transaction risk and income risk. As interest rates rise, bond
prices fall. Below investment grade or high yield debt securities are subject to liquidity risk and heightened credit risk. Foreign investments involve additional risks, including currency
fluctuation, political and economic instability, lack of liquidity and differing legal and accounting standards. These risks may be magnified in emerging markets. Senior loans are subject to
loan settlement risk due to the lack of established settlement standards or remedies for failure to settle. These investments are subject to credit risk and potentially limited liquidity, as well
as interest rate risk, currency risk, prepayment and extension risk, and inflation risk. Credit ratings are subject to change. AAA, AA, A, and BBB are investment grade ratings; BB, B,
CCCICCIC and D are below-investment grade ratings.

As an asset class, agricultural investments are less developed, more illiquid, and less transparent compared to traditional asset classes. Agricultural investments will be subject to risks
generally associated with the ownership of real estate-related assets, including changes in economic conditions, environmental risks, the cost of and ability to obtain insurance, and risks
related to leasing of properties.

Nuveen, LLC provides investment solutions through its investment specialists.
This information does not constitute investment research as defined under MiFID.
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