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HIGHLIGHTS

• President-elect Biden detailed his economic 
package, which was largely in line with 
expectations, leading to “sell-the-news” activity.

• Equity indexes are not the only statistics 
approaching record highs. Coronavirus-related 
metrics continue to sadly surpass previous high-
water marks, most notably in daily death tolls. 

• Earnings season is likely to be under greater 
scrutiny relative to 2020, given investors’ hopes 
for economic recovery in the wake of vaccine 
distribution.
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Lofty expectations lead to 
equity-market losses
The optimism-fueled rally that started the new year weakened last week, 
as U.S equities contracted for only the third time in the past eight weeks. 
The S&P 500 fell by 1.5%, led by declines in communications services 
(-3.6%), information technology (-2.6%) and consumer staples (-2.0%). 
The energy and real estate sectors gained the most, up 3.2% and 1.9%, 
respectively.
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Weekly overview

• Sector results continue to be mixed. Notably, 
the rally in cyclicals slowed as small cap 
stocks continue to outperform their large 
cap counterparts.

• Energy and real estate both benefited from 
stimulus headlines, as further fiscal aid stands 
to support both inflationary pressures and 
alleviate concerns surrounding commercial 
and residential rent collection.

• Last Thursday’s unemployment number 
of 965,000 was significantly more than 
expected, although stimulus headlines 
damped any negative effect on the market.

Market drivers & risks

• Have high expectations set up markets for 
increased near-term volatility? Equity market 
appreciation accelerated recently, especially within 
cyclical sectors, as vaccinations and further fiscal 
stimulus became foregone conclusions. However, 
last week’s pullback may indicate that both market 
drivers have disappointed, somewhat. 

 — The pace of vaccinations has indeed missed 
earlier goals thus far, with only 10 million 
people receiving doses versus original estimates 
of 20 million. These numbers are even more 
disappointing given that U.S. daily death tolls 
have reached 4,000.

 — The proposed $1.9 trillion stimulus package 
goes well beyond the package passed at the end 
of 2020, but falls just short of the $2.0 trillion 
that some may have anticipated (and may 
have even triggered some algorithmic selling 
late last week).

 — Though these issues are disappointing, we are 
still headed toward a vaccinated population 

and fiscal support. We suspect downside 
pressure caused by missed expectations will 
be short-lived.

• $1,900,000,000,000. President-elect Biden’s 
$1.9 trillion stimulus plan will provide additional 
direct payments of $1,400, as well as supplemental 
unemployment benefits of $400 per week. More 
than $415 billion is allotted to “combat the virus” 
and distribute vaccines, including $350 billion to 
state and local governments and $440 billion to 
relieve the hardest hit businesses.

 — We are confident the final bill will support our 
modest risk-on positioning by fueling economic 
growth and broadening equity leadership. We 
continue to favor U.S. small cap stocks and high-
quality cyclicals hit hardest by the pandemic.

• Earnings season kicks off solidly. We 
anticipate this year’s earnings seasons to take on a 
greater degree of importance. The S&P 500’s P/E 
multiple currently sits well above historical averages 
at around 20x, supported by vaccine and stimulus 
optimism, and we suspect there will be little room 
for “error” in results. Financials (namely banks) 
kick off this week, and we hope for solid results and 
positive outlooks given their largely untouched cash 
reserves and recent steepening of the yield curve.

 — Seven sectors reported either smaller declines or 
higher growth rates in earnings today compared 
with September 30 of last year.

 — Additionally, of the 26 S&P 500 companies 
reporting so far, 25 saw positive EPS surprises 
and 22 reported positive revenue surprises.

We anticipate this year’s earnings 
seasons to take on a greater degree of 
importance.”
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Risks to our outlook

We may see some turbulent trading this week, 
given tensions surrounding the U.S. presidential 
inauguration. We hope and trust that the events will 
proceed peacefully and allow everyone to move on 
from the events that unfolded over recent weeks. 

The next few months could remain challenging for 
investors, and continued high volatility and possible 
near-term market selloffs are likely. On the plus 
side, stock prices have been highly resilient in recent 
months, recovering quickly from declines.

Though its pace appears to be accelerating, sustained 
challenges in distributing vaccines could lead to 
worse-than-expected economic growth, which would 
be a negative for our modest risk-on positioning. 
Likewise, the sharp rallies in lower-quality stocks 
immediately after the U.S. election would be a 
risk, as we are looking for a more normalized 
trading environment. 

 

Best ideas

In focus

Opportunities in 
small-cap stocks 
Large cap equities dominated in 
2020, but we believe the market will 
broaden this year. The environment 
for small caps began to improve in the 
fourth quarter amid signs of economic 
strengthening and promising vaccine 
headlines. We believe an allocation to 
small caps remains a vital component of a 
diversified long-term portfolio, with three 
potential catalysts leading to compelling 
opportunities.

Historically, small cap stocks have 
often outperformed the broader 
equity market during economic 
recoveries. They are more nimble and 
can quickly increase their workforces in 
anticipation of an improving economy. As 
a result, small caps may generate larger 
increases in revenues and earnings. 

Small caps tend to suffer steeper 
declines early in a downturn as 
investors shift to larger, “safer” stocks. 
But this can create oversold conditions, 
which may set the stage for a stronger 
post-recession rebound. Notably, in 2020, 
the small cap Russell 200o Index suffered 
a sharper decline (-31%) than the large 
cap Russell 1000 Index (-20%) during the 
pandemic-driven recession. But the Russell 
2000 surged back, and outperformed its 
large cap counterpart, 59% versus 45%, 
between April and November.

Small caps have generated higher 
annual rates of return than any 
other U.S. equity or fixed income 
investment for nearly a century. Relative 
performance of small caps has varied over 
shorter periods, but recent dynamics suggest 
they may offer compelling opportunities.

We believe U.S. small caps offer value and are 
also favorable toward emerging markets equities. 
Overall, our key investment theme centers on 
looking for quality across geographies, sectors 
and industries. Dividend-paying (and growing) 
companies should remain attractive in a low-rate 
environment. However, we have observed an 
uptick in rates in 2021 and will monitor the space.
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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 group 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.
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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 
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.

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.


