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Equity sector spotlights
amid the fog of volatility

Bottom line up top

Volatility has its day in the dog days of summer. Last Monday
saw global stocks plummet and bond yields struggle to find direction.
The highlight (or lowlight) was the -12.4% drop in Japan’s Nikkei

225 Index, its largest decline since 1987, followed by the Dow Jones
Industrial Average falling more than 1,000 points. A combination of
factors drove the selloff, including rapidly changing Japanese and

U.S. monetary policy outlooks, a stronger-than-expected appreciation
of the yen versus the dollar and concerns about a sharp deceleration
of the U.S. economy. The drawdown came on the heels of market
weakness from the week before and reflected intensifying concerns that
the U.S. Federal Reserve had fallen behind the curve on rate cuts and
wouldn’t be able to “stick” a soft landing. Following Monday’s tumult,
markets stabilized for most of the rest of the week, although we expect
volatility to remain relatively elevated.

Fears of an economic crisis appear overstated. Fortunately,
last week also brought evidence of U.S. economic resilience. The

ISM (Institute for Supply Management) reading on the service sector
rebounded from 48.8 in June to 51.4 in July, led by the new orders and
employment subindexes (above 50 indicates expansion.) This ISM index
has now expanded 47 times in the past 50 months — an especially
compelling trend since services make up about 85% of U.S. GDP. And
though the services economy has felt some stress from higher interest
rates and weaker consumer spending, it remains a robust driver of
overall growth. Lastly, the Atlanta Fed’s GDP tracking estimate of
+2.9% third-quarter GDP growth (as of 6 August) also suggests it may
be premature to adopt a crisis mindset for the economy.
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Equity market challenges also present opportunities. While
volatility and risks to the economy aren’t going away any time soon, we see
pockets of opportunity. On balance, we generally prefer U.S. over non-U.S.
equities for their better defensive characteristics in case of an economic
slowdown. Within the U.S., health care and materials look intriguing based
on continuing improvement in the percentage of companies that have met or
beaten revenue and/or earnings per share (EPS) expectations (Figure 1).

FIGURE 1: EARNINGS RESULTS FOR THE HEALTH CARE AND
MATERIALS SECTORS ARE IMPROVING
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Data source: Bloomberg, L.P, 5 Aug 2024. Performance data shown represents past performance and does not predict or guarantee future
results. Health care and materials sectors reflect GICS sectors within the S&P 500 Index.

Portfolio considerations

Despite the recent pullback, U.S. equities remain relatively expensive
compared to historical averages. The forward price-to-earnings (P/E)

ratio of the S&P 500, for example, is 19% higher than its historical

average (Figure 2). P/Es for materials and health care, while also above
their respective long-term averages, are lower compared to the overall

S&P 500. And because both sectors have seen improved quarter-over-
quarter earnings, we believe they offer better value and have solid upside
potential — especially amid the volatility being driven by economic slowing,
geopolitical tensions and uncertainty around the upcoming U.S. election.

Material advantages. Within materials, the chemicals industry
continues to enjoy volume growth. Second-quarter earnings season has
highlighted strong demand for chemicals in the U.S. and, to a lesser
degree, certain European markets. Guidance from several chemical
companies has turned more positive after striking a bearish tone in
the previous earnings season. Additionally, consumer staples volumes
are rising, and supplier outlooks are becoming more favorable. New
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construction activity, which is key to the materials sector, is also
vibrant, belying the narrative of slowing trends in the broader economy.
Although the pace of construction is expected to ease from recent levels,
homebuilders continue to offer mortgage rate buydowns and other
incentives to keep demand firm.

A healthy health care sector. The health care sector is outperforming
the overall S&P 500 for the third quarter to date, in large part because
of an outstanding earnings season. In the medical technology (medtech)
space, we favor higher-quality, sustainable growers in the face of a
potentially broader risk-off environment. Medtech continues to benefit
from burgeoning demand for elective procedures that had been delayed
by the pandemic. As for managed care, company balance sheets are flush
with cash, and earnings season highlighted better operating earnings.
Utilization is likely peaking, but we expect strong results to continue for
hospitals. We're also keeping a close watch on the medical tools category
for its long-term potential. Slow biotech funding has been a headwind for
these companies, lasting longer than anticipated, but Q2 earnings results
indicated the beginning of a recovery in certain end markets.

FIGURE 2: HEALTH CARE AND MATERIALS SECTOR VALUATIONS
LOOK COMPELLING
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Data source: Bloomberg, L.P, 31 Jul 2024. Performance data shown represents past performance and does not predict or guarantee
future results. Representative indexes: materials: S&P 500 Materials Sector Total Return Index; health care: S&P Health Care Sector
Total Return Index.
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About Nuveen’s Global Investment Committee

Nuveen’s Global Investment Committee (GIC) brings together the most senior
investors 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. Performance
data shown represents past performance and 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. 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.

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