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We believe high nominal growth, peak rates and broadening earnings performance continue to underpin equity market performance.

Jerome Powell, Chair of the U.S. Federal Reserve, offered a memorable antidote to the gloomy sentiment at his last press conference on May 1: “I don’t see the
‘stag’ or the ‘flation’.”

It capped a performance that was less hawkish than investors had expected, acknowledging the stickiness of inflation while dismissing fears of another rate hike.
By highlighting the incongruity of investors cheering a soft landing in one month and fretting about stagflation the next, it also helped to lift some of the market
gloom.

As Powell observed, 1970s stagflation was a toxic mix of double-digit unemployment, almost double-digit inflation and virtually nonexistent growth. By contrast,
as we’ve been suggesting since our Solving for 2024 outlook back in November, current conditions appear to be more constructive for equity investors.

Haves and Have-Nots

The U.S. 10-year Treasury yield climbed by 50 basis points in the first three weeks of April. The S&P 500 Index slipped by 5.5%, and investors rotated out of
cyclical stocks back into quality and the mega-cap technology stocks.

What drove this change? U.S. inflation came in higher than expected for the third month in a row. GDP growth appears to have dropped to 1.6% in the first
quarter, after the Atlanta Fed’s GDPNow model suggested it would come in at 2.7%. Consumer confidence has taken a knock.

Last week’s quarterly Senior Loan Officer Survey from the Fed revealed tighter credit conditions and lower demand for borrowing among U.S. corporations, for
example—further signs that higher rates and bond yields could yet slow down economic activity. Lower-income consumers are feeling the pinch more than those
in the middle and upper brackets. As rates stay higher for longer, the gap between the consumer and corporate haves and have-nots widens.

The Destination, Not the Journey

Even so, while slower growth and higher inflation can be seen as having some stagflation characteristics, we remain convinced that inflation and rates are
trending lower.

The message we take from the past month is that, while rates may stay high as we cover the last mile of excess inflation, we believe it would take a considerable
and persistent upside surprise in consumer prices to trigger another hike.

Even at their most pessimistic moment in April, markets still priced at least one rate cut this year. Following some softer growth and jobs data, they are again
toying with the idea of two. And as Brad Tank and Ashok Bhatia wrote at the start of this year, the destination is more important for determining risk appetite than
the journey.

A return to trend in real GDP growth paired with sticky inflation leaves us with relatively high nominal growth; add modestly declining rates into that mix and in
our view it is not difficult to justify positive equity market sentiment.

Stagflation concerns may have persuaded some investors to sell in April. But it is more likely, in our view, that markets were simply due a bit of a breather after
bond yields dropped 120 basis points in two months at the end of last year, and U.S. equities rallied almost 30% from the end of October. As such, we think these
breathers represent opportunities to add equity market exposure.
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Broadening Bottom-Line Performance

Beyond macroeconomic fundamentals, another concern for investors—valuations—is really a concern about expensive mega-cap growth, tech and tech-related
stocks.

Outside these parts of the market, valuations are more reasonable. Setting aside pullbacks like the one we saw in April, this year investors have responded to these
diverging valuations by seeking more exposure to cyclical, value and small- and mid-cap stocks, in both the U.S. and beyond.

Fundamentals are also improving. As the latest earnings season got underway, we noted early signs of broadening bottom-line performance, and with more than
80% of the S&P 500 Index results now in, those signs have become clearer to us.

According to FactSet, both the number of companies reporting earnings above estimates and the amount by which estimates have been exceeded are ahead of the
10-year average, and eight of the 11 sectors have grown earnings, year-over-year.

To some extent, these upside surprises reflect the caution in management guidance; however, we can add that to the reasons why we think current prices in the
broader equity market may not fully reflect earning potential in a high nominal-growth environment.

Life Outside the Large-Cap ‘Fortress Balance Sheets’

While this broadening of fundamental performance is reassuring, we are still talking about the S&P 500 Index: among the world’s biggest companies, generally
characterized by fortress balance sheets, modest leverage and easy access to capital—and therefore less likely to be dependent on the path of interest rates.

That brings us back to the question of the haves and the have-nots.

We view their differing exposure to rates and the cost of capital as a major reason why the Russell 2000 Index has lagged the Russell 1000 Index by eight
percentage points over the past 12 months, and why the National Federation of Independent Business’s Small Business Optimism Index has hit an 11-year low at
the same time the S&P 500 Index is close to an all-time high.

If we were entering a period of genuine stagflation, those smaller businesses would be canaries in the coal mine, warning of trouble about to spread into mid- and
large-cap equities. We think it is more likely that declining inflation and rates will ultimately bring some relief to many of these smaller businesses, helping to
broaden fundamental strength still further, and bringing macroeconomic data in line with large-cap equity market performance.

A Cautious Eye

We therefore are maintaining a cautious eye on the consumer and corporate have-nots while rates remain at current levels. We would not want to see U.S. real
GDP growth weaken much further than it appears to have done in the first quarter. And, like everyone else, we await Wednesday’s inflation data with interest.

But we don’t see the “stag” and we don’t see the “flation,” and for that reason, we remain constructive on equities.

In Case You Missed It

Eurozone Producer Price Index: -7.8% year-over-year in March
University of Michigan Consumer Sentiment: -9.8 to 67.4; one-year inflation expectations +0.3% to 3.5% in May

What to Watch For

Tuesday, May 14:
U.S. Producer Price Index

Wednesday, May 15:
Eurozone Q1 GDP (Second Preliminary)
U.S. Consumer Price Index
U.S Retail Sales
NAHB Housing Market Index
Japan Q1 GDP (Preliminary)

Thursday, May 16:
U.S. Housing Starts
U.S. Building Permits
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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.
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