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Tax reform investment implications:
How much bang for the bucks?

Brian Nick Finally, after months of debate and shifting expectations, President Trump and the
Chief Investment Strategist ~ Republican Congress have their hallmark legislative victory as the 2017 Tax Cuts and
Jobs Act makes its way into law. But investors are still left with several key questions

Saira Malik about the changing political environment, the short- and long-term impact on the

Head of Equities economy and how tax law changes will affect their portfolios. While no one has

Lisa Black all of the answers, we can offer some views as to how investors may be affected in
2018 and the years ahead.

Head of Fixed Income

John Miller Political and policy impacts remain unclear

Head of Municipals From a political perspective, it's tough to gauge the effect that this bill will have. At present,

polling suggests this tax bill is broadly unpopular. At the same time, voters may only fully
realize positive effects after the 2018 midterm elections (since they will be filing 2018 returns
in early 2019). As such, it is hard to predict that tax reform will help Republicans in next year’s
elections. It is equally unclear whether the passage of this bill will translate into additional
legislative victories before the end of 2018. President Trump has indicated he would like

to move on to an infrastructure spending bill, while congressional Republicans seem more
interested in welfare and entitlement reform. In our view, neither seems likely to progress.

Key points

= The fiscal stimulus from tax cuts will likely provide a modest boost to U.S. growth
and inflation next year.

= We estimate tax reform will provide a 0.5% contribution to real GDP growth in
2018, but the longer-term effects depend on whether the incentives for business
investment in the bill add to worker productivity.

= Equity markets have rallied on expectations for lower individual and corporate tax
rates. Tax reform provides a clear tailwind for stock prices.

=  We expect a modest increase in Treasury yields and a slight tightening in corporate
credit spreads. Tax reform should benefit high quality corporate bonds.

= Despite earlier fears to the contrary, tax reform is unlikely to have a negative
effect on municipal bonds, and currently issued municipal bonds are not affected
by any changes.
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Investors also need to consider how tax reform and the associated fiscal stimulus will work
alongside shifts in monetary policy. The bill will cut taxes by $1.5 trillion over the next decade,
reducing federal revenues by the same amount (although some of that may be recouped in
the form of stronger economic growth). This represents a significant amount of fiscal stimulus
that is occurring nine years into an economic expansion. At the same time, the Federal
Reserve is in the process of tightening monetary policy. The combination of fiscal stimulus
and monetary tightening is rare and its effects are uncertain. It is possible that fiscal stimulus
could prompt the Fed to become slightly more aggressive in its rate hikes and probable that
we’ll see at least some additional inflation pressures as a result of these changes.

The economic impact appears front-loaded

Designed to boost both short- and long-term U.S. economic growth through increased
productivity and competitiveness, the tax reform bill contains across-the-board tax rate
reductions for households, small businesses and corporations, mixed with significant
changes in the laws governing exemptions and deductions. But how effective will it be?

We do expect to see a shortterm lift in economic growth as a result of the changes. The
reductions in individual tax rates should increase the low U.S. savings rate and lead to

a moderate upturn in household spending, especially among lower- and middle-income
households. Additionally, the lower corporate tax rate will bolster cash flows that will likely
be used for a variety of purposes, including pay raises, hiring, merger-and-acquisition activity,
capital expenditures and share buybacks and dividend increases. Other changes in the
corporate tax structure incentivize greater business investment and encourage expansion of
domestic operations. Together, all of these actions have the potential to boost productivity
and broader economic growth.

A key question is how much of this impact will be front-loaded as opposed to supporting
longer-term growth. Because of the way individual tax rate changes are implemented and
ultimately phased out, workers will see a much more notable tax cut in 2018 than they

will 10 years from now. From a corporate tax perspective, the fact that tax cuts will kick in
next year reduces the nearterm investment incentive for some tax write-offs, but should
immediately improve corporate cash flows. Altogether, we estimate that changes in the tax
laws should provide a 0.5% bump in real gross domestic product growth next year. But that
may begin to taper off by 2019.

Over the longer term, it is more difficult to forecast how the economy will be affected. Corporate
investment incentives may result in a prolonged boost in productivity, while incentives to

keep and expand corporate operations in the United States could benefit growth. But we

don’t believe these changes will result in a meaningful sustained increase in long-term U.S.
economic potential. Demographic challenges in the form of generational shifts (such as the
baby boomer retirement wave) remain the main challenge to U.S. economic growth, and this bill
does not address those issues.
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The income boost may be a short-term phenomenon

Percent change in after-tax income levels
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Source: Tax Policy Center. Income quintiles are based on expanded cash income percentages.

For equities, Tax reform is icing on the cake

Even before tax reform became a reality, we had a bullish view toward equity markets. Our
positive outlook remains in place, although some areas of the market should benefit more than
others. We will likely see a shift in U.S. market leadership from growth to value, with better
relative performance among specific sectors closely tied to accelerating economic growth.
Meanwhile, non-U.S. equities (notably in Europe and select emerging markets) also look
attractive given lower valuations and stronger economic growth rates than in the U.S.

Equity fundamentals appear sound

Many of the same factors that drove U.S. stock prices higher in 2017, including modestly
accelerating economic growth and strong corporate earnings, should continue in 2018. We
expect strong earnings growth in the low double digits this year, driving U.S. market returns,
while valuations will likely remain flat due to their already high levels.

Corporate tax cuts should provide a tailwind

The most notable aspect of the tax package from an equities perspective is, of course, the
reduction in corporate tax rates from 35% to 21%. Because these tax rates become effective in
2018, many companies will see an immediate jump in their levels of free cash flow. Corporate
management teams will have a variety of options for how to deploy this cash: increase hiring,
raise wages, invest in their businesses, fund corporate deal activity, increase dividends or
engage in share buybacks. All of these actions could help lift their stock prices.

Sector performance may vary

In general, as inflation and spending move higher, value-oriented sectors with stronger ties

to economic growth—such as financials, industrials and materials—should be the chief
beneficiaries of tax reform and lead the U.S. market. Energy and consumer-related sectors
appear poised to rise, too. In contrast, technology and health care companies already pay lower
effective tax rates and thus will not benefit from the cut in the corporate rate. Utilities and real
estate, which are more sensitive to rising interest rates, may be vulnerable to underperformance.
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U.S. stocks have been boosted by tax reform prospects

U.S. versus non-U.S. markets
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Source: Bloomberg. Daily data from 11/1/2016 through 12/15/2017. U.S. stocks are represented by the S&P 500 Index.
Non-U.S. stocks are represented by the MSCI All Country World ex-U.S. Index. Values are indexed to 100.

Tax-related market risks appear low

Although inflation and interest rates are likely to move a bit higher than they would have
otherwise, we expect increases to be modest in scope and frequency—not the type of
inflation or rate spikes that would derail the equity bull market. At the same time, we
acknowledge that the addition of fiscal stimulus to an already-expanding economy may
accelerate the business cycle, but we see very little risk of recession in 2018 and into 2019.

The bottom line is that tax reform is a plus for stocks

Equity investors have been eagerly anticipating tax reductions and markets have already
received a boost as prospects for tax reform have grown more certain. The accompanying
exhibit shows the relative performance of U.S. stocks versus non-U.S. stocks. Global
equities have been moving higher over the course of 2017, but the rally was, for the most
part, relatively uniform. Once serious debate began on the tax bill in early November,
however, U.S. stocks moved dramatically higher compared to equity markets in the rest

of the world. There is a reasonable question about how much of the expected rise in stock
prices is already “baked in” to the markets, but it seems clear that tax reform prospects are
equity-market friendly.

In taxable bond markets, high quality corporates should
fare best

In our view, tax reform will likely result in a modest increase in Treasury yields as well as a
slight tightening in corporate credit spreads. The lower corporate tax rate is bullish for cash
flows, but it is unclear how companies will use their newfound cash windfalls. Meanwhile,
the new interest deductibility cap at 30% of income is likely to be a negative only for the
weakest, most highly indebted companies. For most of the high yield market, the tax changes
are neutral to positive.
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Treasury yields should rise

Given the projected increase in the deficit, we expect yields on U.S. government bonds to
climb slowly and unevenly over the coming years, creating a challenging market environment
for Treasuries.

We have a favorable outlook for corporate bonds in general

As Treasury yields rise, corporate spreads should tighten modestly on stronger cash flows
and decreased debt issuance levels, made possible by the permanent cut in the corporate
tax rate. Cash flows should also increase given the combination of faster and immediate
expensing of investments, a lower tax rate on repatriation of overseas capital and a territorial
tax system whereby business taxes are assessed only on U.S. income (and not on income
earned worldwide).

As a result, we could see a meaningful jump in investment spending. But because the
individual tax cuts will be phased out over time, corporate investment may surprise to the
downside, as long-term rather than short-term prospects for consumer spending are more
likely to influence companies’ investment plans.

There are other caveats. Corporations may choose not to spend the excess cash on
higher wages or increased capex; instead, they could use it to fund more stock buybacks.
In addition, some businesses do not pay the existing corporate tax rate but a considerably
lower effective rate. This means the benefits of the cuts will not accrue evenly to

all corporations.

Among corporate bonds, investment grade credits should be the chief beneficiaries. For most
of the high yield market, the tax changes are neutral to positive, except to the extent that
the economy may run too hot, causing the Fed to raise rates more aggressively and risking a
recession sooner rather than later. Meanwhile, the weakest, most highly indebted companies
are likely to feel the negative impact of the new interest deductibility cap at 30% of income.

Impacts on other fixed income assets will vary

The effects of tax reform will also depend in part on characteristics such as industry, security
type, geography and duration, as well as idiosyncratic company-specific factors.

= |ndustries and companies that see the greatest benefit will include those that generate
most of their profits in the U.S., where corporate tax rates have been higher than those
of other countries; this would include many U.S. banks. Oil and gas companies will also
fare well, as they tend to pay among the highest effective tax rates, while technology
and pharmaceutical companies may benefit more from being able to repatriate
overseas earnings.

= We could see lower supply in mortgage-backed securities, as provisions for interest
deductibility favor pre-existing mortgages, providing a slight technical tailwind.
Commercial mortgage-backed securities could benefit because of considerable tax
reductions for commercial real estate sponsors and investors. In our view, there will be
minimal impact on asset-backed securities.
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= |t's reasonable to expect lower issuance from U.S. companies in tax-haven locales and
for bonds denominated in euros. A sustained strengthening of the dollar resulting from
higher U.S. interest rates would be a negative for emerging market debt, but this effect
could be countered by firmer short-term U.S. and global growth.

= Under tax reform, both short and long rates will rise initially, but over time the far end of the
yield curve will likely decline relative to the short end, causing further flattening. This argues
in favor of a shorter duration overall but a longer posture in the 30-year key rate duration.

Municipals (mostly) breathe a sigh of relief

As the tax policy debate wound through the House of Representatives and the Senate, many
investors focused on proposed and possible changes to the tax treatment of certain municipal
bonds. Early in the process, there were serious concerns that tax law changes would have a
drastic (and negative) effect on municipal bond supply. Fortunately, however, municipal bonds
were largely spared serious pain. We outline specific provisions below, but the main takeaway
is that all tax law changes apply only to newly issued municipal bonds, meaning existing
municipal debt will not be affected.

Private activity bonds were spared

This is probably the best news from a municipal bond perspective. The House version of the
legislation would have eliminated the tax exemption of private activity bonds (PABs) that are
used to fund hospitals, nursing homes, charter schools and university facilities. The final bill
retains PABs’ tax-exempt status. Given that these bonds make up between 20% and 30% of
the total municipal market, this is a welcome development for investors.

New issuance of advance refunding bonds will no longer be tax exempt

We do not expect these tax changes to have a significant impact on infrastructure spending,
but issuers of these bonds will likely lose some funding flexibility. The advance refunding
structure allowed issuers to refinance higher interest rate debt before the bond’s scheduled
call date. It was a common way for issuers to reduce interest expense. For investors, we could
see some supply and demand effects as new issue supply has been dominated by refunding
activity over the last five years. The lack of these types of bonds will reduce new municipal
bond supply going forward, which could result in positive market technical conditions for
existing bonds.

Changes to state and local tax deductibility could make municipal bonds
more attractive

The bill caps the deductibility of state and local taxes (SALT) at $10,000 for those

that itemize their taxes. The legislation allows for the $10,000 cap to be comprised of
any combination of property taxes and income or sales taxes paid to state and local
governments. This provision expires on January 1, 2026 and will revert back to prior law
barring any subsequent legislation maintaining the cap on the deductibility of SALT.

While the legislation could increase the combined federal, state and local tax burden on
certain individuals, the most direct implications are for state and local governments since
future efforts to raise property and income taxes could become more politically challenging.
Previously, any additional income and property taxes paid as a result of tax increases were
at least partially federally tax deductible for most taxpayers who itemize. Under the new
legislation, these taxes are no longer fully deductible.
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For more information,
please visit TIAA.org.

Because future state and local tax increases will be felt more acutely, there could be
more organized resistance to proposed tax increases, particularly in high-tax states. Some
state and local credit profiles could come under additional pressure over time if these
political challenges delay or prevent needed tax increases for priorities such as pension
contributions, capital investment and other governmental needs. The proposed changes
to the deductibility of state and local taxes likely increases the demand for tax-exempt
municipal bonds, particularly in states with high income and/or property taxes.

Overall, municipal bonds continue to look attractive

Other portions of the bill could have some indirect effects on the municipal market, such
as limits on mortgage deductions, excise tax on universities and colleges and the change
in demand from banks and insurance companies as municipal bond purchasers due to
corporate tax changes. On balance, we expect reduced supply in 2018 because of an
onslaught of issuance in late 2017 that occurred before we had clarity on any tax changes,
as well as from the elimination of tax-exempt advance refunding bonds going forward. We
expect this reduction in supply to be positive for performance of the municipal market.

Near-term boost offers an uncertain future

The rules of the road for U.S. tax policy have changed significantly. And the way in which
households and corporations respond to those changes will greatly impact the U.S. economy
in 2018. A nearterm boost to growth—and stronger support for equities and high quality
corporate bonds—seems all but assured. But the longer-term impact from incentivizing
businesses to invest and operate in the U.S. remains uncertain. The costs of the policy

in the form of more debt and higher inflation may lead to higher interest rates and hasten
the start of the next recession. Even so, for at least the next year or two, investors should
benefit from the Tax Cuts and Jobs Act.
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Definitions

S&P 500 Index is a capitalization-weighted index of 500 stocks designed to measure the performance of the broad domestic economy.
MSCI All Country World ex-U.S. Index captures large and mid cap representation across 22 of 23 developed markets countries (excluding the U.S.)
and 23 emerging markets countries.

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. Tax and other laws are subject to change, either prospectively or retroactively. Individuals should consult with
a qualified independent tax advisor, CPA and/or attorney for specific advice based on the individual’s personal circumstances. Examples included in
this article, if any, are hypothetical and for illustrative purposes only.

Risks and other important considerations

This report is for informational and educational purposes only and is not intended to be relied upon as investment advice or recommendations, does
not constitute a solicitation to buy or sell securities and should not be considered specific legal, investment or tax advice or analysis. The analysis
contained herein is based on the data available at the time of publication and the opinions of the authors. Information is current or relevant as of
the date indicated and such information may become outdated or otherwise superseded at any time without notice. Certain information contained in
this report is based upon third party sources, which we believe to be reliable, but are not guaranteed for accuracy or completeness. This analysis is
based on numerous assumptions. Different assumptions could result in materially different outcomes.

The report should not be regarded by the recipients as a substitute for the exercise of their own judgment. All investments carry a certain degree
of risk, including possible loss of principal, and there is no assurance that an investment will provide positive performance over any period of time.
It is important to review investment objectives, risk tolerance, tax liability and liquidity needs before choosing an investment style or manager.

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. Investing in global markets poses risks not typically involved in investing in the securities of
U.S. issuers, including foreign currency risks and the possibility of substantial volatility due to adverse political, economic, or other developments.

An investment in any municipal portfolio should be made with an understanding of the risks involved in investing in municipal bonds, such as
interest rate risk, credit risk and market risk, including the possible loss of principal. The value of the portfolio will fluctuate based on the value of
the underlying securities. Clients should contact their tax advisor regarding the suitability of tax-exempt investments in their portfolio. If sold prior to
maturity, municipal securities are subject to gain/losses based on the level of interest rates, market conditions and the credit quality of the issuer.
Income may be subject to the alternative minimum tax (AMT) and/or state and local taxes, based on state of residence. Income from municipal
bonds held by a portfolio could be declared taxable because of unfavorable changes in tax laws, adverse interpretations by the Internal Revenue
Service or state tax authorities, or noncompliant conduct of a bond issuer.

Fixed income securities may be sensitive to changes in prevailing interest rates. When rates rise, the value generally declines. There is no assurance
that the private guarantors or insurers will meet their obligations. An investment in taxable fixed income securities may be subject to certain
additional risks, including credit risk, foreign risk, and currency risk.

Nuveen, LLC, formerly known as TIAA Global Asset Management, delivers the expertise of TIAA Investments and its independent investment
affiliates. Nuveen Asset Management, LLC is a registered investment adviser and affiliate of Nuveen, LLC.

TIAA-CREF Individual & Institutional Services, LLC, Teachers Personal Investors Services, Inc., and Nuveen Securities, LLC, Members FINRA and SIPC,
distribute securities products.
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