
1/5

Stay Focused on Earnings
nb.com/en/global/insights/cio-weekly-perspectives-stay-focused-on-earnings

CIO Weekly Perspectives


Joseph V. Amato, President and Chief Investment Officer—Equities

April 2024

Should a sticky inflation release cause investors to revise their outlook for equities?

A growing chorus of voices has been fretting about “sticky” inflation over recent weeks. Last
week’s U.S. inflation data raised it to a clamor.

Investors, who had been pricing for six rate cuts in 2024 at the start of the year, are now
skeptical that the U.S. Federal Reserve will deliver even two. The market’s odds of a first
cut in July plummeted from near-certainty to fifty-fifty. Thereafter, favorable base effects on
the year-over-year inflation rate begin to fade and the U.S. election starts to loom,
potentially making it tricky for the Fed to act.

We have been arguing that a normalization of the economic outlook is encouraging
investors to focus on economic growth more than inflation, leading to a reversal of the
positive correlation between stocks and bonds and a broadening of equity market
performance.

Did last week mark a premature end to that new trend? We think not, for two reasons: The
inflation and rates concern may be overheated, and the earnings growth story
underappreciated.

Inflation
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On inflation, attention focused on month-over-month core CPI coming in at 0.4%, marking
the third consecutive month at this kind of level.

Except it didn’t really come in at 0.4%—it was 0.359%, rounded up. Never mind that it is
only one data point; had the number been one basis point lower, it would have been
rounded down to 0.3%, in line with expectations. While there is no doubt inflation is proving
stickier than many anticipated, the stickiness is appearing in the expected places; services
ex-shelter and owner-equivalent rents surprised on the upside while core goods surprised
on the downside. Moreover, last week also revealed that inflation is running cooler for U.S.
producer prices than for consumer prices, suggesting that the Fed’s preferred measure,
Personal Consumption Expenditures, could prove more benign when new data comes out
in two weeks.

It can be easy to miss the forest for the trees when a data release like this comes out. The
economy is expanding nicely and producing strong jobs growth. We believe that the risk of
a return to truly problematic inflation is low, and we still think the Fed will cut rates this year.
And even it if does not, sticky inflation is contributing to relatively high nominal growth,
which has helped sustain earnings and build many companies’ resilience against the
current level of rates.

The S&P 500 Index total return has been 25% in just the past five months and is due a
breather, but we think long-dated yields would have to be well above 5% before they cause
a substantial equity-market correction.

Earnings Outlook

With first-quarter earnings season just getting underway, analysts currently expect
something similar to the previous quarter. Earnings growth for the “big six” of Nvidia, Meta,
Amazon, Microsoft, Alphabet and Google combined is expected to be more than 40%, and
growth for the Technology, Internet Retail and Media & Internet sectors combined is
expected to be almost 30%, while earnings for the rest of the S&P 500 Index are projected
to have shrunk by 4%. Adding all that together would leave S&P 500 earnings up 4% or so
for the upcoming quarter.

That said, there are early signs of broadening performance; for instance, in the fourth
quarter of 2023, those “big six” names outgrew the broader Technology, Internet Retail and
Media & Internet sectors by 25 percentage points, whereas in the first quarter the difference
is expected to be half that.

As we move through the rest of 2024, analysts anticipate slower earnings growth from the
“Tech-plus” stocks and improving growth from the rest of the S&P 500 Index. By the fourth
quarter, the current consensus is that the growth rate for the “big six” will be almost the
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same as the growth rate for the other 494 companies, potentially delivering close to 10%
earnings growth for the broad Index this year.

This would be an important development in the equity market, in our view, as one of the key
vulnerabilities causing concern for investors coming into 2024 was the unsustainability of
mega-cap technology growth rates, given the high base set during 2023. Other sectors now
look set to take up the slack.

Risks

Even with this, risks remain.

It is too early to dismiss the possibility of another inflation spike entirely, particularly against
the current background of geopolitical tensions and conflict. And even as some of the
extreme bifurcation between certain sections of the equity market begins to recede, the split
between the “haves” and the “have-nots,” the cash-rich and the overleveraged, appears to
be growing. Credit-card delinquencies are on the rise, and the NFIB’s small business
optimism index, representing the sentiment of the thousands of companies that form the
backbone of the U.S. economy, hit an 11-year low last week.

Nonetheless, the risk that these dynamics will be the cause of the next substantial
drawdown in equity markets is, in our view, increasingly a tail risk—and a one-basis-point
miss in the core CPI data doesn’t change the fundamental growth outlook.

In Case You Missed It

U.S. Consumer Price Index: +3.5% year-over-year, +0.4% month-over-month (Core
Consumer Price Index +3.8% year-over year, +0.4% month-over-month) in March
China Consumer Price Index: +0.1% year-over-year in March
China Producer Price Index: -2.8% year-over-year in March
European Central Bank Policy Meeting: The ECB made no changes to its policy
stance
U.S. Producer Price Index: +2.1% year-over-year, +0.2% month-over-month in
March
University of Michigan Consumer Sentiment: -1.5 to 77.9; one-year inflation
expectations +0.2% to 3.1% in April

What to Watch For

Monday, April 15:
U.S. Retail Sales
China 1Q 2024 GDP
NAHB Housing Market Index

Tuesday, April 16:
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U.S. Building Permits
U.S. Housing Starts

Thursday, April 18:
U.S. Existing Home Sales
Japan Consumer Price Index
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This material is provided for informational and educational purposes only and nothing herein
constitutes investment, legal, accounting or tax advice. This material is general in nature and
is not directed to any category of investors and should not be regarded as individualized, a
recommendation, investment advice or a suggestion to engage in or refrain from any
investment-related course of action. Investment decisions and the appropriateness of this
material should be made based on an investor's individual objectives and circumstances and
in consultation with his or her advisors. Information is obtained from sources deemed
reliable, but there is no representation or warranty as to its accuracy, completeness or
reliability. All information is current as of the date of this material and is subject to change
without notice. The firm, its employees and advisory accounts may hold positions of any
companies discussed. Any views or opinions expressed may not reflect those of the firm as a
whole. Neuberger Berman products and services may not be available in all jurisdictions or
to all client types.

This material may include estimates, outlooks, projections and other “forward-looking
statements.” Due to a variety of factors, actual events or market behavior may differ
significantly from any views expressed.

Investing entails risks, including possible loss of principal. Investments in hedge funds and
private equity are speculative and involve a higher degree of risk than more traditional
investments. Investments in hedge funds and private equity are intended for sophisticated
investors only. Indexes are unmanaged and are not available for direct investment. Past
performance is no guarantee of future results.

This material is being issued on a limited basis through various global subsidiaries and
affiliates of Neuberger Berman Group LLC. Please visit www.nb.com/disclosure-global-
communications for the specific entities and jurisdictional limitations and restrictions.

The “Neuberger Berman” name and logo are registered service marks of Neuberger Berman
Group LLC.
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