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Magnificent munis

Bottom line up top

Magnificent Seven becoming vulnerable? Last year, mega cap leaders 
Apple, Amazon, Alphabet, Meta Platforms, Microsoft, NVIDIA and Tesla —  
collectively known as the Magnificent Seven — saw strong performance 
(+107%) as a group, accounting for approximately two-thirds of the S&P 500’s 
26.3% total return. They’ve also delivered outsized outperformance since the 
onset of the pandemic (Figure 1). This performance dispersion has led to a 
disproportionate increase in stock valuations of the Magnificent Seven relative 
to the rest of the market. As we move forward into 2024, investor expectations 
for continued strong earnings and profits from these juggernauts have 
raised the bar for further gains. The adoption speed of generative artificial 
intelligence (AI) will also help determine their path. Ultimately, we believe 
investors may have reached an inflection point. Not only is the dominance of 
the Magnificent Seven vulnerable to pullbacks, but the overall equity market is 
looking for a catalyst to move higher following the current earnings season.

Therefore, consider diversification. At the same time, although inflation 
has continued to moderate, the U.S. Federal Reserve has pushed back on 
cutting interest rates until it has “greater confidence that inflation is moving 
sustainably down to 2%,” namely, the central bank’s target. Against that 
uncertain backdrop, investors with significant exposure to the Magnificent 
Seven may want to consider diversifying toward asset classes that were left 
behind in last year’s broad rally, yet still offer attractive risk/reward profiles.  
In our view, that calls for taking advantage of the opportunities in fixed 
income — municipal bonds in particular.
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FIGURE 1: MEGA CAP LEADERS DOMINATE PERFORMANCE

Magnificent Seven vs. S&P 500 Index
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Data sources: Strategas, Bloomberg L.P., 05 Feb 2024. Performance data shown represents past performance and does not predict or 
guarantee future results. Indexed to 100 on 01 Jan 2020.

Portfolio considerations
U.S. Treasury yields have risen across the curve in 2024, with the 10-year yield 
now more than 4%. Anticipating a slowdown in economic growth, we forecast the 
10-year yield to end 2024 at around 3.50%. The expected decline in yields should 
reward investors who extend duration in fixed income, especially in the tax-exempt 
space. Municipal-to-Treasury yield ratios have risen year-to-date, meaning AAA 
rated municipals with maturities from 1-10 years yield roughly the same as similar 
U.S. Treasuries on a taxable-equivalent basis (Figure 2). High quality municipals 
present an attractive opportunity for those overallocated to cash. We expect 
Treasury yields to decline and for investors locking in yields now to be rewarded.

Additionally, we see compelling value in lower-quality investment grade (BBB) munis, 
which are yielding nearly 200 bps more than their AAA muni counterparts across 
short- and long-term maturities. For those willing to take on credit risk, up-in-quality 
high yield municipals could deserve an allocation in a portfolio. 

This sector also offers longer duration than investment grade munis. Year-to-date, 
high yield mutual fund flows have turned positive and new issue deals are largely 
oversubscribed, with mutual fund demand exceeding supply. Supply is expected to 
stay constrained, and we expect credit spreads to remain stable, with default rates 
low and idiosyncratic. Both fundamental and technical catalysts support the high 
yield muni market. 

With the start of tax season, municipal selling typically occurs mid-March 
through the second week of April. Investors should take advantage of any technical 
weakness that may occur over this relatively short window. 

Not only is the 
dominance of 
the Magnificent 
Seven vulnerable 
to pullbacks, but 
the overall equity 
market is looking 
for a catalyst 
to move higher 
following the current 
earnings season.

02 | CIO Weekly Commentary  12 February 2024



OPINION PIECE. PLEASE SEE IMPORTANT DISCLOSURES IN THE ENDNOTES.

FIGURE 2: MUNICIPAL CURVE FAVORS EXTENDING DURATION 
Taxable-equivalent yield curve (%)
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Data source: Bloomberg, L.P., 05 Feb 2023. Performance data shown represents past performance and does not predict or guarantee 
future results. Representative indexes: U.S. Treasury: U.S. Treasury Actives curve; AAA municipal: Bloomberg Municipal AAA curve;  
BBB GO munis: U.S. General Obligation BBB Muni Yield curve. Yields are based on the highest individual marginal federal tax rate of 37%, 
plus the 3.8% Medicare tax on investment income. Individual tax rates may vary.

The expected decline 
in yields should 
reward investors 
who extend duration 
in fixed income, 
especially in the  
tax-exempt space.
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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

981041    GWP-3374793PG-E0224P

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.

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. 
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. Asset-backed and mortgage-backed securities are 
subject to additional risks such as prepayment risk, liquidity risk, default risk and 
adverse economic developments. Preferred securities are subordinated to bonds and 
other debt instruments in a company’s capital structure and therefore are subject to 
greater credit risk. 
Nuveen, LLC provides investment services through its investment specialists.
This information does not constitute investment research as defined under MiFID.
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