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Market Overview

Economic growth should strengthen, but investing could grow more challenging
 W While global growth may be the strongest in a decade, inflation may start to creep higher.

 W Investors may have to work harder, take more risks and be more selective to achieve the 
portfolio returns they desire.

Equity Markets

Equities should benefit from improving earnings, but valuations may appear uneven
 W As long as global economic and earnings growth improve, global stocks should perform 

well in 2018.

 W Some areas of the market look more attractive than others, however, with our favorites 
including segments of Europe and emerging markets.

Fixed Income Markets

Focus on credit sectors in a tough income environment
 W Interest rates are likely to move unevenly and slowly higher, and credit sectors will likely 

outperform government areas.

 W Credit spreads have narrowed, meaning selectivity and nimbleness will be key in 
navigating fixed income markets in 2018.

Municipal Bond Markets

A fundamentally sound market continues to be resilient
 W Stable credit quality, a favorable supply/demand environment and potential for tax reform 

should all continue to benefit municipal bonds.

 W We favor taking advantage of narrowing credit spreads as an opportunity to add income 
in 2018.
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Private Markets

Competitive environment offers pockets of opportunity for higher returns
 W Robust merger-and-acquisition activity is creating private equity opportunities, but careful 

asset selection will be critical for managing high asset valuations.

 W Direct loans to smaller, middle market companies and infrastructure debt are sweet 
spots in private debt markets.

Real Assets

Global exposure may offer better value than U.S. markets
 W Farmland opportunities outside the U.S. offer relatively attractive risk-adjusted returns, 

while demand trends remain favorable for U.S. tree-nut and vineyard assets.

 W As U.S. core timberland returns have declined, Asia and Latin America offer attractive 
investments supplying global demand for hardwood pulp and fine tropical hardwoods.

Real Estate

We expect a year of stability with global growth sustaining the current cycle
 W The U.S. real estate market is slowing moderately, with attractive opportunities in the 

industrial warehouse, apartment, and high-performing retail property segments.

Responsible Investing

Six shifting sentiments: Why responsible investing is at a tipping point
 W Responsible investing continues to grow in popularity as investors increasingly seek to 

match their ethical views with portfolio positioning.

 W Despite myths to the contrary, we have found that responsible investment approaches 
have not sacrificed return potential.
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Market Overview
Economic growth should strengthen, but investing could 
grow more challenging 

What will the world look like in 2018? To start, we believe the global 
economy enters 2018 at its strongest point in more than a decade. Growth 
in the United States remains solid and most of the rest of the world is still 
at an earlier stage of the economic expansion, meaning there is still quite 
a bit of potential.

The U.S. economy is enjoying low unemployment, strengthening exports, higher levels of 
private investment and stronger levels of consumer and business confidence. U.S. growth 
is poised to pick up modestly after years of trending around a 2% real growth rate. In Europe, 
after nearly a decade of sluggish growth, the economy is picking up, propelled by a surge in 
business sentiment and looser credit conditions. Japan remains troubled by soft wage growth 
and low consumer spending, but is still trying to boost its economy through stimulative 
measures. Many emerging markets are seeing strong levels of coordinated growth as Brazil 
and Russia emerge from oil-related recessions and China continues to migrate toward a less 
investment-based economy.

Investors may need to grapple with inflation pressures

The question is whether this modest acceleration may lead to an increase in wage growth, 
higher consumer inflation and a possible squeeze on corporate profit margins. Overall, we 
expect inflation to accelerate gently from its current low level over the next 12 months. 
U.S. wage growth in particular bears watching as the labor market tightens amid plunging 
unemployment (Exhibit 1). Higher wages can be a positive if they drive consumer spending 
and improve confidence, but they can also translate into higher prices through rising labor 
costs. While we don’t expect inflation to reach uncomfortably high levels in 2018, even 
slowly rising inflation is an issue investors—or central banks—have not had to contend with 
in many years.

If growth improves and inflation picks up, the Federal Reserve and other central banks are 
likely to continue the slow path toward normalizing monetary policy. These moves have been 
well telegraphed and essentially priced into financial markets, so we do not view central bank 
policy as a significant risk in 2018 unless inflation picks up more than we expect.

Finally, the political backdrop. Since the 2016 U.S. elections, investors have been waiting for 
President Trump’s pro-growth policies, but his legislative agenda has been stuck in neutral. 
Counter-intuitively, that may have been a good thing for the U.S. economy, which has enjoyed 

Brian Nick 
Chief Investment Strategist

“We think investors will 
need to work harder to 
find opportunities, take 
more calculated risks and 
be more selective in their 
portfolios.”
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a pickup in growth without the higher inflation that could have come from fiscal stimulus. 
Tax reform could boost growth levels next year, but both the details of the plan and its 
likelihood of passage remain uncertain. More broadly, while geopolitical risks always remain 
in the forefront of investors’ minds, so far issues such as tensions with North Korea or 
turmoil in the Middle East have not had a significant impact on the global economy or 
financial markets.

More risk taking may be required

So what does all of this mean for the financial markets and investors? The following 
sections provide detailed outlooks, but consider these broad observations. First, while 
macroeconomic conditions are improving, we may not see the broad-based gains from 
stocks and other risk assets that occurred in 2017. Part of this is due to valuations looking 
more full in some areas such as U.S. equities, but markets and investors have already 
priced in a better economic environment. This means that some gains may have been 
“borrowed” from 2017. The good news is that fundamentals look pretty good. But with gains 
across markets looking more limited, we think investors will need to work harder to find 
opportunities, take more calculated risks and be more selective in their portfolios.

Exhibit 1: Wage growth might pick up
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Equity Markets
Equities should benefit from improving earnings, but 
valuations appear uneven 

As we approach 2018, a number of issues could affect global stocks, 
including shifting interest rate policies and political changes. But we 
think the most important factors that determine equity performance 
should be corporate earnings and valuations. And the good 
news is that we expect corporate earnings will climb next year, 
producing another solid year for global equities. Given that 
valuations are growing somewhat stretched in certain areas, we 
expect notable regional, sector and style differences around the 
world. Investors will need to choose carefully. 

In the U.S., we see better opportunities in cyclical areas 
In the United States, the economy should remain sound and we expect earnings growth to 
improve modestly, which should result in further equity gains. U.S. stocks appear more fully 
valued than other regions, so we think U.S. equities should be approached carefully. The 
United States also faces higher interest rates and political uncertainty in the form of ongoing 
tax and health care debates, as well as the 2018 mid-term elections. Amid that uncertainty, 
corporate earnings may rise if corporate tax rates are reduced and/or the issue of overseas 
repatriation is resolved. 

We think several U.S. growth areas that led the way in 2017 look less attractive than cyclical 
sectors that should benefit from better economic growth. In particular, we favor financials 
and industrials, which have compelling valuations. We also like areas of technology that 
are experiencing good growth prospects and could benefit from repatriation. We also think 
segments of the energy sector look compelling, given improving balance sheets and a 
stabilizing energy supply. Finally, we think small cap stocks could be attractive if economic 
growth picks up as we expect.

Our favorite global regions are european and emerging markets equities
In comparison to U.S. stocks, we expect other global regions may outperform in 2018, 
especially given relatively attractive valuations (Exhibit 2). Two of our favorite areas are 
European stocks and select emerging markets. The eurozone is finally moving past a 
prolonged period of economic weakness, and we should see notably stronger growth next 
year. At the same time, the European political environment is stabilizing. Earnings growth 
appears to have troughed, with many companies poised to improve earnings and profits. 
Finally, Europe looks particularly attractive on a valuation basis. Together, these factors 

Saira Malik 
Equities Investment Leader

“The good news is that 
we expect corporate 
earnings will climb 
next year, producing 
another solid year for 
global equities.”
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suggest European stocks could be in for a relatively impressive 2018. Within Europe, we 
favor cyclical areas that should benefit from improving growth, with a particular focus on 
financials (which should be helped by bank recapitalization) and industrials (which are 
experiencing solid earnings upgrades).

Emerging markets also look mostly attractive, given generally fair valuations, higher 
economic growth rates and good earnings prospects. While emerging markets have enjoyed 
exceptionally strong performance in 2017, room for upside remains. It’s important to note, 
however, that this is a country- and company-specific view rather than a view on emerging 
markets as a whole. As examples of countries we currently favor, Brazil and Argentina are 
benefitting from strong economic and earnings growth and have reasonable valuations. We 
also like Russia, which appears undervalued after the collapse in oil prices. In China, several 
areas have enjoyed a strong rally, but we are still seeing value in such industries as insurers 
and financials. In contrast, we would mostly avoid investments in South Africa, Columbia 
and Indonesia, which are experiencing shrinking growth rates, and in Mexico where we think 
valuations are too high.

The main risks to our generally optimistic outlook include the possibility of an economic 
slowdown that hurts earnings or an uptick in inflation that could hurt corporate profit 
margins. We peg the odds of either event as low, however, and believe that investors who 
approach global equity markets selectively should fare well in 2018.

Exhibit 2: The valuation gap between U.S. and international stocks is widening
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Fixed Income Markets
Focus on credit sectors in a tough income environment

Fixed income markets around the world are likely to be affected by most 
of the same themes that dominated 2017: Slowly improving global growth, 
modestly tightening central bank policies and intermittent signs of slightly 
higher inflation.

Modest tightening should push yields slightly higher 
Growth and inflation trends were covered in the overview, but it’s worth diving a bit deeper 
into central bank policy. In the U.S., the Federal Reserve prioritized transparency and data-
dependency under the direction of Janet Yellen, and we expect this to continue when Jerome 
Powell takes the reins. Powell largely represents a status quo choice to lead the Fed and 
is not as hawkish as other candidates. The Fed has currently scheduled its balance sheet 
reductions and penciled in three interest rate hikes in 2018. We expect two hikes and 
no changes to the runoff schedule. Outside of the U.S., some areas are still engaging in 
simulative monetary policy efforts, we expect the European Central Bank to also slowly 
tighten policy as European growth improves.

We expect another year of modest interest rate increases, given the backdrop of slowly 
improving growth, possible pockets of inflation and slight policy tightening from the major 
central banks. We will no doubt experience ongoing, periodic flights to quality that drive 
investors to bid down yields, but the fundamentals suggest a slow and uneven rise in rates. 
Unless inflation is stronger than we expect, we also believe the U.S. Treasury yield curve will 
remain flattish.

Credit sectors look attractive, but selectivity is critical
Given these views, we have a clear preference for credit-related fixed income sectors over 
government sectors across global fixed income markets. Government bonds offer extremely 
low yields, making them unattractive as an income source, and rising rates threaten 
these areas of the market. Relative value between different government bond markets 
could provide some opportunities. And agency spreads might widen as the Fed sells off 
mortgage-backed securities as part of its balance sheet wind-down, which could create some 
interesting tactical options. But overall, we suggest investors focus on credit opportunities.

The challenge is that credit spreads have narrowed sharply since the financial crisis  
(Exhibit 3), which limits their attractiveness as a tool for enhancing portfolio yield. We  
may see additional spread tightening if global economic growth improves slowly as we 
expect, but the pace is likely to be slower than recent years. There is not much room for 
spreads to tighten further, but there is little risk that spreads will widen unless we enter  
a global recession.

Lisa Black 
Fixed Income 
Investment Leader

“We expect intermittent 
periods of volatility, 
periodic pullbacks and 
spread widening. Such 
events may well create 
buying opportunities.”
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But we also see opportunities amid this challenge. Credit sectors are not monolithic, and 
definite pockets of value exist, particularly in corporate high yield markets and emerging 
markets debt. High yield fundamentals look solid and high yield investments should hold up 
well if and when interest rates move higher. Many emerging markets countries have reined in 
budget deficits and are enjoying strong economic growth. For both asset classes, however, we 
caution that their broad diversity requires detailed credit analysis and selectivity to identify 
the right opportunities. We also see solid opportunities in preferred securities. Additionally, 
we are also finding select opportunities in areas such as bank loans and commercial 
mortgage backed securities.

In addition to focusing on selectivity, it will likely pay to be tactical in 2018. Interest rates and 
credit spreads are unlikely to move uniformly, and we expect intermittent periods of volatility, 
periodic pullbacks and spread widening. Such events may well create buying opportunities.

Exhibit 3: Spreads have already declined, making opportunities harder to find
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Municipal Bond Markets
A fundamentally sound market continues to be resilient

The municipal market weathered heavy headline risk in 2017, but continues 
to be resilient. We expect municipal credit health to be favorable in 2018, 
as state and local tax revenues continue to increase with the improving 
U.S. economy. Given higher home prices and low unemployment, state 
and local municipal entities should see revenues grow. State and local 
governments are spending less and rainy day funds have been replenished. 
Defaults (excluding Puerto Rico) are trending lower as a result, and rating 
agencies have upgraded more municipalities than downgraded. All of 
these factors point to a solid 2018 for municipal investments.

Low global interest rates are positive for municipal bonds 
The Federal Reserve (Fed) is expected to welcome Jerome Powell as the new Fed Chair in 
2018, and we don’t expect the Fed’s philosophy of normalizing rates to change as a result. 
Throughout the tightening process, the Fed has been clear about its intentions and the 
market has digested higher fed funds rates fairly easily. We expect this approach to continue. 
In 2018, we believe the Fed will increase rates two or three times by 25 basis points each, 
assuming U.S. economic growth continues and inflation remains muted.

However, it becomes difficult to foresee long-term rates moving significantly higher. Demand 
for U.S. Treasuries should continue as long as global rates, specifically Europe and Japan, 
remain low and global central bank policy continues at a slow methodical pace. Until global 
growth accelerates more, this trend should continue. This is a positive for municipal bonds, 
as municipals are reporting higher yields, particularly on a taxable-equivalent basis.1

Municipal supply should decline in 2018, providing a tailwind
We saw municipal new issue supply decline in 2017 by approximately 15% to 20%, mainly 
due to reduced refunding activity (Exhibit 4). We expect this trend to continue in 2018 as 
the amount of refundable bonds declines. Also, tax reform proposals could interfere with 
municipal new issue supply, which would further reduce supply.

John Miller 
Municipal Bonds 
Investment Leader

“Municipal bonds should 
benefit from growing 
revenue bases, low 
defaults and a favorable 
supply/demand backdrop 
in 2018.”

10 2018 Economic and Market Outlook



  2018 Economic and Market Outlook 11

Until plans for tax reform become clearer, it will be difficult to forecast new supply for 2018. 
While we think certain aspects of the House tax reform proposal could reduce supply by as 
much as 40%, it is unlikely that either the House or Senate proposal will pass as currently 
written. We expect demand to continue regardless of lower federal tax rates. There has 
been little correlation between tax rates and municipal bond prices over four decades, as 
tax rates have increased and declined.2 Also, foreign demand for municipal bonds increased 
throughout 2017 due to low sovereign rates and diversification needs. As long as low global 
rates exist, this trend should continue and remain a positive for municipal markets.

We believe the market is fundamentally stable, and short-term movements in interest 
rates will not change that. As the Federal Reserve continues normalizing rates, the yield 
curve should flatten as demand for intermediate- and long-term bonds continues. Until 
the Fed pauses its rate normalization, we believe intermediate- and long-term bonds will 
remain attractive. And given the improving credit environment for municipals, we favor lower 
investment grade and below investment grade rated securities. Income will be the driver of 
returns in 2018.

Exhibit 4: New issuance should continue to slow next year
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Private Markets
Competitive environment offers pockets of opportunity

We expect investors searching for returns to continue pouring 
near-record capital into private markets in 2018, creating both attractive 
opportunities and challenging markets. Favorable economic conditions are 
likely to increase opportunities in private equity and debt as companies 
expand. Fierce competition for deals in crowded areas of the market, 
however, have increased asset prices, reduced expected returns, and 
raised access barriers. Risks have increased, with some deals using  
higher leverage to boost returns and others providing less protection  
in a downturn. 

Nonetheless, we believe private markets will remain rich sources 
of additional yield and capital appreciation—in exchange for lower 
liquidity and longer holding periods—as investors grapple with low 
returns in public markets. In particular, we see pockets of opportunity 
available through careful asset selection, conservative underwriting, and 
relationship-based proprietary deals in smaller middle market companies.

Private Equity: High valuations require careful asset selection 
Demand remains high: Global private equity attracted $338.2 billion in the first three 
quarters of 2017—an 18% increase over the same period in 2016—with a record $954 
billion waiting to be invested (Exhibit 6).3 Competition for infrastructure investments in 
traditional regulated monopolies, for example, has doubled pricing multiples to between 20x 
and 30x cash flow,5 reducing annual total returns to 6% to 7%. Investors willing to accept 
higher risk are finding more attractive returns in value-add infrastructure. Long-term trends 
in technology, urbanization, and renewable energy are creating opportunities in data storage, 
parking garages, and renewable power generation and storage. Less competition in this 
segment means more moderate pricing multiples of 10x to 15x cash flow, with expected 
annual total returns of 10% to 15% for operating assets and up to 25% for new development. 
Overall, robust merger-and-acquisition activity and ready financing are producing no shortage 
of opportunities. Careful asset selection—assessing a company’s true cash flow, risks, and 
potential value—is proving critical to managing high asset valuations. We see opportunities 
in outsourced business services, such as human resources, marketing services and 
logistics, and consolidated consumer health care services, such as optometry, dermatology, 
and physical therapy. With scale economies and low capital investment, these businesses 
can produce steady, high profit margins with double-digit returns.

Heather L. Davis 
Head of Nuveen 
Private Markets

“We see pockets of 
opportunity available 
through careful asset 
selection, conservative 
underwriting, and 
relationship-based 
proprietary deals.”
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Private Debt: Middle market direct loans and infrastructure debt are sweet spots
The surge in private equity deals has led to rapid growth in private debt investments to 
finance leveraged buyout (LBO) transactions. Total issuance of $69 billion in the first three 
quarters of 2017 represented a 44% increase over the 2016 period.5 Frothy debt markets, 
however, have created challenges for investors. Yields on large bank loans—known as 
broadly syndicated loans—fell 44 basis points to 4.49% during the 12 months ending 
10/31/2017.6 Loans with weaker protection against default—“cov-lite” loans—have  
spread into the upper middle market. As a result, conservative investors are finding 
opportunity in middle market senior loans offered with strict covenants. Their yields have 
held steady at 6% to 7% without leverage—a premium compensating for lower liquidity—and 
their floating-rate structure reduces the risk of rising rates. In contrast, markets for higher-
risk mezzanine and junior debt have been more competitive with yields declining slightly to 
10% to 13% for middle market opportunities. Selective opportunities in infrastructure debt 
offer potential for higher yields with less liquidity, compared to public debt, and covenant 
protection to help reduce default risk.

Exhibit 6: Fundraising grows steadily for private equity deals
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Real Assets
Global exposure may offer better value than U.S. markets

Overall, we expect U.S. natural resource markets to be more challenging, 
with lower expected returns compared to non-U.S. markets. Our outlook 
highlights the potential benefits of global and sector diversification. 
Farmland and timberland investors are likely to find better relative value in 
less-developed non-U.S. markets, despite higher risk.

We expect U.S. returns to be modest near-term as farmland prices recover from lower 
income levels and timberland appears fully valued in many markets. Non-U.S. investments 
can benefit from land development, lower production costs, and rising emerging-market 
demand. Overall, we think natural resource markets will remain tight, given low turnover and 
steady demand from institutional investors seeking diversification in less liquid assets.

Farmland: Attractive risk-adjusted returns outside the U.S. 
U.S. farmland returns have varied across crop types. In recent years, permanent crop 
performance has outpaced row crops, with vineyard properties leading the way. Vineyards 
have experienced double-digit total returns consisting of mid-single digit income returns 
and strong capital appreciation. Lower prices for almonds and walnuts mean softer overall 
returns compared to prior years (Exhibit 5). Long-term demand trends remain attractive for 
both vineyard and tree-nut properties. U.S. row crop assets have continued to experience low 
single-digit returns due to record-low capitalization rates for institutional-quality properties 
and flat-to-slightly negative capital appreciation. Global stocks-to-use ratios for corn and 
soybeans are forecast lower, which could provide commodity price support. Opportunities 
outside of the U.S. currently offer relatively attractive risk-adjusted returns. Australian 
land values have experienced steady growth as a result of improved producer profitability 
and favorable exchange rates in recent years. Investing in global permanent crops offers 
opportunities to diversify U.S. holdings with differing markets.

Timberland: Latin America and Asia offer premium-return potential
Core timberland returns in developed markets, such as the U.S. and Australia, have declined 
to mid-single digits due to lower discount rates, full valuations in many markets, and lower 
income returns on invested capital. Investments in Latin America and Asia, in contrast, offer 
expected return premiums of 200 to 500 basis points or more. Higher perceived country 
risk, foreign exchange exposure, and restrictions on foreign ownership, among other factors, 
account for higher expected returns. Latin America, in particular, has emerged as a standout 
location for timber investments owing to its positioning in several key important wood 
markets. Brazil and Uruguay have established themselves as global low-cost providers of 
hardwood pulp for packaging and tissue. In addition, limited supplies and growing demand 
for fine tropical hardwoods have created opportunities in Asia and Latin America. Investing 
in fine-hardwood plantations using sustainable practices offers the potential for premium 
returns with 10- to 20-year holding periods.

Justin A. Ourso 
Head of Nuveen 
Natural Resources
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Agribusiness: Global demand for protein creates selective opportunities
Selective opportunities in agribusiness subsectors have potential to generate unlevered 
mid-teen returns with holding periods of five to 10 years. Agribusiness offers diversification 
because it is driven by long-term trends—emerging-market growth and rising consumption 
of protein and clean-label foods—rather than volatile commodity prices. We see potential 
opportunities in value-add tree- nut and fish processing, and growing feed for salmon and 
shrimp farming.

Commodities: Outlook depends on synchronized global growth and inflation
Global commodity returns have been relatively low and volatile for many years.3 Still, many 
institutions maintain 3% to 5% allocations for inflation hedging. The case for commodities 
today rests on below-average valuations, potential for higher inflation, and diversification. 
Commodity prices are less than one-third of their 10-year highs. U.S. unemployment has 
declined to levels often associated with rising inflation. Finally, commodities are a natural 
diversifier for equities.
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Real Estate
A year of stability with economic growth sustaining the 
current cycle

We believe commercial real estate markets will remain stable in 2018, 
supported by faster economic growth as record-high prices curtail 
demand in the cycle’s late stage. Global returns are likely to remain 
relatively flat, but still attractive relative to other asset classes. Selective 
opportunities may be found in regions and sectors benefitting from 
megatrends, including urbanization, rising middle classes, rapid growth in 
Asia, and e-commerce.

When will the real estate cycle end?
Entering its seventh year of recovery, the commercial real estate cycle is nearing its end, 
although we don’t expect a downturn in the next year or two. Capitalization rates—the 
ratio of net operating income to property value—have fallen to record lows as real estate 
prices have risen faster than operating income. Although further capital appreciation is 
unlikely, global economic growth should sustain above-inflation income returns and property 
values (Exhibit 7). Despite record valuations, there are few signs of bubble conditions that 
developed at the end of the last cycle 10 years ago. Investors remain cautious in response 
to high valuations and rising interest rates as central banks unwind stimulus. They are 
reducing their return expectations as allocations to real estate continue to rise, pushing 
up prices and depressing yields. Overall, we expect 2018 will be a year of stability for real 
estate, with supply and demand generally in balance and fundamentals supportive.

U.S. Real Estate Market: Slowing moderately after years of outperforming
After nearly six years of double-digit total returns, the U.S. real estate market is slowing in 
response to high valuations and uncertainty. Overall, we expect total returns to decline to 
about 5% to 6% in 2018, from about 7% in 2017. E-commerce should drive strong growth 
in the industrial warehouse segment, while high-performing, experiential retail properties 
remain attractive. In multi-family housing, Class B apartments should see strong demand 
from middle-income renters. The office sector is likely to struggle with declining demand as 
tenants downsize to open floor plans. Investing in commercial mortgages offers potential 
to reduce downside risk and improve portfolio risk-adjusted returns, particularly at this late 
stage in the real estate cycle.

Alice Breheny 
Global Head of Research 
TH Real Estate

Melissa Reagen 
Head of Research, Americas 
TH Real Estate

“Selective opportunities 
include regions and 
sectors benefiting 
from megatrends—
urbanization, rising 
middle classes, rapid 
growth in Asia, and 
e-commerce.”
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Global Real Estate: Long-term growth in mid-sized cities dominating their regions
Asia—particularly emerging markets—is likely to experience stronger growth than other 
regions, benefiting most from urbanization and rising middle classes. Europe is varied, with 
more attractive values and higher risk in southern Europe. Total returns are likely to be in 
the 5% to 6% range in Western Europe and up to 10% in Asia. Overall, we see opportunities 
in locations combining attractive pricing and greater potential for long-term growth. This 
requires searching beyond gateway cities, such as London, New York, and Tokyo, to find 
mid-sized cities likely to dominate their regions in the next decade. These regional hubs will 
develop deeper real estate markets by offering infrastructure, amenities, and affordability 
attractive to technology employers and younger populations. Examples include Copenhagen 
and Stockholm in Europe, Shenzhen and Guangzhou in China, and Austin, Texas, in the  
U.S. From a sector perspective, we favor industrial logistics, health care and housing for the 
elderly, hotels, student housing, and self-storage.

Exhibit 7: Net operating income (NOI) growth outpaces inflation across sectors
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Responsible Investing
Six Shifting Sentiments: Why responsible investing is at a 
tipping point

Global macro trends, concurrent with notable shifts in society, are 
increasingly driving investors to not only live their values but also to 
reflect those values through their investments, driving a significant 
increase in responsible investing. Our 2017 Annual Responsible Investing 
Survey uncovers these meaningful shifts through several different lenses 
and demonstrates that the findings are clear: responsible investing is  
here to stay. 

1 
Politics

One year into the Trump administration is sparking 
investment action
More than 7 in 10 (72%) investors say “given today’s political 
climate, I prefer to invest in ways that will positively impact the 
environment.” Advisors report the same phenomena, with 34% 
saying their clients have become more interested in learning 
about adding RI to their portfolios since the presidential election. 
Globally, there is added interest in the United Nations Sustainable 
Development Goals that seek to end poverty, protect the planet 
and ensure that all people enjoy peace and prosperity.8

2 
Culture

Concern for the environment and society is endemic to 
American society and is translating to investment choices
Nearly 9 in 10 (88%) Americans recycle every day and 7 in 10 
(76%) prefer to use reusable bags. Additionally, three in four 
(76%) investors say they’d rather go to the dentist than invest 
in a company that pollutes the environment. This translates 
to increasingly more attention that investors place on these 
concerns and on the risks associated with climate change. 
Climate change criteria shape the investment of $1.42 trillion  
in assets under management, a more than fivefold increase  
since 2014.9

3 
Demographic

Millennials are now America’s largest generation10 and they 
want responsible investing
92% of Millennials said they would put ALL of their investments 
in responsible investing if they had the choice, compared to 52% 
of the general population. Financial advisors are keenly aware of 
this: 53% of advisors say RI is important to their current clients, 
while 79% say RI will be important for the next generation that 
will be inheriting substantial amounts of wealth. While Millennials 
may still be approaching their peak earning years, their focus on 
investing responsibly has already started.

Amy Muska O’Brien 
Managing Director, Head of 
Responsible Investing
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4 
Technology 

and 
Transparency

Technology changes investment perspectives 
Nearly half (46%) of Millennial investors have conducted an 
online search for the social and environmental track record of a 
company in which they invest, compared to 22% of non-Millennials. 
Investors, especially Millennials, are accustomed to on-demand 
information and they expect greater transparency in their 
investments. Over the last few years, the industry has experienced 
the introduction of new tools, ratings and ESG analytics designed 
to assist investors, advisors and consultants in the evaluation of 
ESG strategies and firm capabilities.

5 
Interest

Investor awareness, interests and preferences for RI soars; 
however, myths persist 
Compared to last year, we saw a significant investor uptick in RI 
familiarity (57% in 2017 versus 41% in 2016) and participation 
(49% in 2017 versus 34% in 2016). However, myths about 
responsible investments persist regarding fees, availability, rates 
of return and governance. Half of investors (53%) say RI does not 
provide the same rate of return as other investment strategies. 
80% of Americans indicate that they’d like their investments to 
have competitive returns while promoting positive social and 
environment outcomes. Fortunately, investors do not need to 
sacrifice when making these choices: Our analysis of leading RI 
equity indexes over the long term found no statistical difference 
in returns compared to broad market benchmarks.11 

6 
Business

Asset managers see the opportunity
RI is here to stay: From 2014 to 2016, the total U.S. AUM grew 
to $8.72 trillion, which represents a 33% increase.9 Professional 
asset management firms see the category as an opportunity, but 
many investors struggle to find partners such as Nuveen, which 
has been managing responsible investments for nearly  
five decades.

Shifting sentiments in our economy, society and culture are 
having profound effects across the globe, including the financial 
industry. Growing awareness and the demand to live—and 
invest—one’s values are not only shaping the direction of our 
business, but also enabling investors to allocate and invest their 
investments responsibly.

Unless otherwise noted, all statistics from the above are from Nuveen’s Third Annual Responsible Investing Survey (2017) 



Glossary
The MSCI USA Index is designed to measure the performance of the large- and mid-cap segments of the U.S. market and covers approximately 85% 
of the free float-adjusted market capitalization in the U.S. 

The MSCI All Country World ex-U.S. Index is designed to measure global stock market performance across 22 of 23 developed markets countries 
(excluding the U.S.) and 24 emerging markets countries.

The S&P/LSTA Leveraged Loan 100 Index is designed to reflect the performance of the largest facilities in the leveraged loan market.

The Bloomberg Commodity Index (BCOM) is a broadly diversified commodity price index distributed by Bloomberg Indexes.

The statements contained herein are based upon the opinions of Nuveen and its affiliates, and the data available at the time of publication of this 
report, and there is no assurance that any predicted results will actually occur. Information and opinions discussed in this commentary may be 
superseded and we do not undertake to update such information.

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.

Past performance is no guarantee of future results. Performance results are not intended to represent any Nuveen investment or predict future 
investment performance. Prospective clients should review their investment objectives, risk tolerance, tax liability and liquidity needs before choosing 
a suitable investment style or manager. 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. Foreign investments are also subject to political, currency and regulatory 
risks. Diversification is a technique to help reduce risk. There is no guarantee that diversification will protect against a loss of income.

An investment in any municipal or taxable fixed income portfolio should be made with an understanding of the risks involved in investing in bonds. 
The value of the portfolio will fluctuate based on the value of the underlying securities. If sold prior to maturity, bonds are subject to gain/losses 
based on the level of interest rates, market conditions and credit quality of the issuer. As interest rates rise, bond prices fall. Clients should contact 
their tax advisor regarding the suitability of tax-exempt investments in their portfolio. Income from municipal bonds may be subject to the alternative 
minimum tax (AMT) and/or state and local taxes, based on their state of residence. High yield or lower-rated taxable and municipal bonds carry 
greater credit risk and are subject to greater price volatility.

This material is prepared by Nuveen, LLC, and represents the views of Brian Nick, Saira Malik, Lisa Black, John Miller, Justin Ourso, Heather Davis, 
Melissa Reagen, Alice Breheny and Amy O’Brien as of November 2017. These views are presented for informational purposes only and are not 
intended to be a forecast of future events and are no guarantee of any future result. Information was obtained from third-party sources, which we 
believe to be reliable but are not guaranteed as to their accuracy or completeness. Certain products and services may not be available to all entities 
or persons. 

The TIAA group of companies does not provide legal or tax advice. Please consult your legal or tax advisor.

TIAA-CREF Individual & Institutional Services, LLC, Teachers Personal Investors Services, Inc., and Nuveen Securities, LLC, 
Members FINRA and SIPC, distribute securities products
Nuveen, LLC, formerly known as TIAA Global Asset Management, delivers the expertise of TIAA Investments and its independent investment affiliates.
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1. Data source: Bloomberg, L.P.

2. Data source: Maximum Tax Rate, Walters Kluwer, CCH, http://www.cch.com/WBOT2013/029IncomeTaxRates.asp, 
Bloomberg L.P., Thomson Reuters.

3.      Preqin Quarterly Update: Private Equity & Venture Capital Q3 2017, as of 9/30/2017. 

4. Defined as earnings before interest, taxes, depreciation, and amortization (EBITDA).  

5. Preqin Quarterly Update: Private Debt Q3 2017, as of 9/30/2017.

6. S&P/LSTA Leveraged Loan Index: Month-end yield to maturity for the largest 100 loans in the index for the period 10/31/2016 to 10/31/2017.

7. The diversified Bloomberg Commodity Index (BCOM) had an average annual return of 2.05% and standard deviation of 14.63% from its  
January 1, 1991 inception through September 30, 2017.

8. United Nations definition of Sustainable Investment Goals. 

9. USSIF Foundation “Report on US Sustainable, Responsible and Impact Investing Trends 2016”.

10. 2015 U.S. Census Bureau. Millennials, whom we define as those ages 18–34 in 2015, now number 75.4 million, surpassing the 74.9 million 
Baby Boomers (ages 51–69).

11. Nuveen: “Responsible Investing: Delivering Competitive Performance.” July 2017.


