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Coronavirus: economic, market
and portfolio implications

The spread of the coronavirus carries risks to the global economy beyond the obvious
human toll. We cannot yet fully evaluate the scope and severity of the risks, and
comparisons to previous pandemics are of little use given the dramatic increase in the size

and importance of China’s economy. The bottom line: While signs point to somewhat better
global growth this year, the coronavirus factor further affirms the latest guidance from
Nuveen’s Global Investment Committee for lower return expectations in 2020.

Commentary from
Nuveen’s Global Investment Committee

ECONOMIC INSIGHTS

Because of its genesis in China, the coronavirus is
both a demand and a supply shock to the global
economy. Outside of China, however, evidence
based on February’s survey data (U.S. consumer
sentiment and the eurozone purchasing managers
index) suggests that demand remains solid and
supply issues are the key risk.

That said, we believe there will be negative
production effects, even in less-affected economies
like the U.S. and Europe, because of the disruption
to global supply chains running through China as
well as Korea and potentially Japan. Initially, the
effect may not be strong, as producers who rely on
parts from these areas may be able to wind down
existing inventory. But if the Asian production
stoppages worsen or last well into the second

quarter, a global supply crunch will likely affect the
already-weak manufacturing sector.

That would mean an impact on jobs and the wider
global economy. Should the virus be contained in the
near future, however, much of the lost growth from
the first half of the year could be made up in the
second half as inventories rebuild and Chinese
consumers make up for lost spending.

But the damage done to global factory output may
already have put us on a path to lower global GDP
growth than we were expecting heading into 2020.
Most of that dent comes from slower expected
growth in China (even with a “bounce” in the second
half) but any expectations for a resurgence in U.S.
private investment or overall eurozone growth, for
example, need to be pushed back as well.

MARKET IMPLICATIONS

Over the past month, a pattern of market response to
perceived and actual threats from the coronavirus
has emerged: High-quality bonds, gold and safe-
haven currencies like the U.S. dollar have rallied
while more production-intensive commodities like

OPINION PIECE. PLEASE SEE IMPORTANT DISCLOSURES IN THE ENDNOTES.

NOT FDIC INSURED | MAY LOSE VALUE | NO BANK GUARANTEE



Coronavirus: economic, market and portfolio implications

oil have suffered, as have the stocks of companies
domiciled in or exposed to the affected areas. U.S.
stocks had not reacted much until Monday, 24
February, when the market swooned at the open of
trading.

The chief risk to markets from here remains high
valuations in the U.S. equity and credit markets.
U.S. risk assets were “priced to perfection” or
something close to it following the three Federal
Reserve (Fed) rate cuts last year and the resolution
of various trade deals. Even after Monday’s drop,
U.S. equity markets still reflect a very positive
outlook for earnings growth and the U.S. economy,
along with, potentially, a market-friendly status quo
result in the November election. All of that can be
thrown into doubt should the global impact of the
virus continue to spread.

In the near term, look for stocks and other risk assets
to respond negatively to signs of deterioration in
economic data.

OUR OUTLOOK

In Nuveen’s Global Investment Committee 2020
Outlook, we called for “a clearer path for growth,”
but the obstacles that have been cleared (trade and
Brexit) now have a new hurdle to take their place.

Still, there’s not much, at a high level, that we would
change to our outlook if given the opportunity.
While the virus remains a major downside risk, most
actual economic data have surprised on the upside so
far in 2020, so the news has been far from
unanimously bad.

For investors worried about the implications of the
coronavirus on portfolios, following are thoughts on
defensive positioning from Nuveen’s asset class
leaders and Solutions portfolio construction experts.
And for all investors, Nuveen continues to advocate
that taking a long-term view, diversifying portfolios
and deploying active management are methods to
address both the risks and the opportunities of major
market disruptions.

Equities

e We prefer defensive, yield-seeking stocks to ride
out times of market turmoil.

e On the other side of market dislocation,
affordably priced cyclical stocks could snap back
once the underlying health of the economy
resumes.

e Longer term, we prefer quality growth stocks,
favoring a sector that tends to do best amid
modest economic expansion.

¢ Global investors may look for value in countries
that are not yet exposed to the virus and have
strong fundamental reform stories underway, such
as India and Brazil.

Fixed income

e The move in fixed income markets year-to-date
has come primarily from the drop in interest rates
more than an acute widening of credit spreads on
investor de-risking.

e The latest bond market move is being dominated
by considerations of the coronavirus’ impact and
the likelihood that rates will need to go lower
sometime soon with more than two Fed cuts
priced in by year end.

e U.S. corporate credit spreads came into this
period at close to all-time tight levels, which
reflected too much complacency about the virus’
impact in addition to moderating signals around
global growth.

¢ Given the still-supportive fundamentals and
technicals for fixed income assets, we are looking
to exploit recent volatility to selectively add risk
in portfolios.

Real estate

e Our base case is that the coronavirus will have its
greatest effect on economies and real estate in
Asia Pacific in the first quarter, before growth
rebounds in subsequent quarters.

OPINION PIECE. PLEASE SEE IMPORTANT DISCLOSURES IN THE ENDNOTES.



Coronavirus: economic, market and portfolio implications

e Should the virus continue to spread into the where fundamentals were already weak, office
second quarter, further disruption in global supply rents should hold up better unless we see a true
chains, production and business profitability pandemic crisis.
would take a larger toll. e Logistics remain a favored investment, as do

e We anticipate more policy support to mitigate student housing in Australia and multifamily
near-term risks to economic growth. properties in Tokyo.

e Tactically, we expect more downside pressure on e Overall, commercial real estate remains an
retail rents. Except for China and Hong Kong, appealing risk mitigator for many investors.

For more information, please visit us at 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 advisors.

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.

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.

A word on risk

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.

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