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Executive Summary


Investor anticipation about when and how quickly the Fed raises interest rates will
influence markets almost as much as the hikes themselves; expect ongoing volatility.



While the coming increase in rates will likely spark temporary weakness in equities, the
Fed’s action is fundamentally positive as it reflects steady U.S. economic growth.



Above-average valuations and low earnings growth potential in the U.S. mean
international equity markets are more attractive, but U.S. investors need to be mindful of
currency risk.



The increase in U.S. Treasury interest rates will be driven not only by Fed hikes but by
mounting inflation expectations; foreign demand, though, will moderate the rise in yields.



The income from higher-yield, higher-risk parts of the bond market will bolster total
returns even as rates rise, though selectivity is key.

Daniel Morris, CFA
Global Investment Strategist

For an in-depth
analysis, please
see our full
2015 Second
Quarter Investment
Outlook:
https://www.tiaacref.org/public/pdf/2q15_
outlook_watching_the_fe
d.pdf
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Data as of March 31, 2015.  = overweight;  = underweight. Please note the forecasts above concern asset
classes only and do not reflect the experience of any product or service offered by TIAA‑CREF.
These forecasts are for informational purposes only and should not be considered investment advice or
constitute a recommendation to purchase or sell securities. Market forecasts are subject to uncertainty and
may change based on varying market conditions, political and economic developments. Past performance
is not an indicator of future results.

Economic and Investment Outlook is prepared by TIAA-CREF Asset Management and represents the views
of Dan Morris. These views may change in response to changing economic and market conditions. Past
performance is not indicative of future results. The material is for informational purposes only and should
not be regarded as a recommendation or an offer to buy or sell any product or service to which this
information may relate. Certain products and services may not be available to all entities or persons.
TIAA-CREF Asset Management provides investment advice and portfolio management services to the
TIAA‑CREF group of companies through the following entities: Teachers Advisors, Inc., TIAA -CREF
Investment Management, LLC, TIAA-CREF Alternatives Advisors, LLC and Teachers Insurance and
Annuity Association of America ® (TIAA®). TIAA-CREF Alternatives Advisors, LLC is a registered investment
advisor and wholly owned subsidiary of Teachers Insurance and Annuity Association of America (TIAA).
Please note equity and fixed-income investing involves risk. Foreign investments are also subject to
political, currency and regulatory risks.
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United States
Economy
The U.S. recovery is continuing at a modest pace. Pent-up consumer demand and rising
housing activity are likely to support economic growth for several years.

Stocks
U.S. equity valuations appear stretched and the outlook for earnings growth is weakening.
We look for growth to outperform value, while higher-yielding sectors might lag once interest
rates move up.

Bonds
The Fed is expected to begin raising interest rates in the second half of 2015. Higher-yielding
parts of the market, both domestically and abroad, should offer some protection against price
declines.

International
Economy
Quantitative easing (QE) in Europe and Japan ought to lead to weaker currencies and a
higher level of exports. Reform efforts in Europe may finally be gathering steam, adding a
boost to the cyclical recovery already in place.

Stocks
Liquidity from QE and pension fund allocation changes in Japan should support equity
markets. Margins in Japan are low compared to those in the U.S., so potential earnings
growth is commensurately higher.

Bonds
Central bank support means international bond yields are likely to remain low, while they
appear poised to rise in the U.S. Weaker currencies, however, will offset some of the gains
for U.S. investors.

Emerging markets
Economy
China’s growth rate continues to disappoint, though service and domestic-oriented sectors
are doing better. To appeal to foreign investors, some emerging-market central banks will
need to follow the Fed in raising interest rates, adding a drag on economic growth.

Stocks
More modest currency depreciation should allow U.S. investors to capture more of the gains
in emerging-market equities. Asia is the more attractive region, as scandals in Brazil and the
crisis in Russia hinder the other regions.

Bonds
The spread over developed-market bonds is attractive, particularly for U.S. dollar debt, but
depreciating currencies pose a threat to some high-yield issuers. Selectivity is key.
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