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KEY POINTS
•

E quity indices appear expensive, but
there is value beneath the surface

•

 on-U.S. markets offer value,
N
especially emerging markets

•

Investors can benefit from diversifying
their sources of quality portfolio
income

•

 ommodities and liquid alternatives
C
could provide much-needed help in a
volatile environment

•

P rivate markets offer value and the
ability to underwrite through-cycle
themes

“No other sector than technology ended up with higher returns than the
S&P 500 itself in 2019.”

Erik noted how unusual recent years have been, with virtually all traditional and alternative
assets posting negative returns in 2018 and then virtually all assets posting positive returns
in 2019. In both instances, he argued, those returns were driven by shifts in monetary
policy, and that the need for central banks to hand the responsibility for stimulus to
governments would likely make 2020 a more volatile year with more dispersion of returns.
Overall, Erik identified five key investable themes for the year:
Global equities—look beneath the surface
At the index level, many equity markets, and especially the U.S. large-cap market, look
fully valued, given the modest, 5 – 7% earnings growth anticipated for 2020. However,
beyond the technology-dominated S&P 500 Index, Erik identified a number of potential
value opportunities: in value stocks versus momentum stocks; in cyclical stocks and sectors
versus defensive stocks; in smaller stocks versus larger stocks; and in non-U.S. markets,
where there tends to be more value and cyclicality available.
Emerging markets—equity and debt
Arguably the most attractive of those non-U.S. opportunities is in emerging markets, Erik
suggested. Growth acceleration in the developing world is beginning to outpace that in
the developed world again and the aggregate current account balance of the 10 biggest
emerging markets has moved into surplus. Against this improving fundamental backdrop,
emerging market equities offer better earnings growth prospects and more attractive
valuations then developed market equities, while emerging currencies remain undervalued
and real yields in the bond markets have tightened but remain positive. This view rests
in part on anticipation of a weaker U.S. dollar, and Erik noted that any persistent dollar
strength would trigger a re-assessment.
Pursue quality income
Erik argued that the textbook approach to late- and end-cycle investing would be to move
out of credit exposure early while hanging onto equity exposure to take advantage of a
potential late-cycle rally. However, because of the long, shallow trajectory of the current
expansion, Erik suggested that the coming downturn might also be shallow and extended,
which would make sources of quality income attractive. While credit spreads in general
indicate fair-to-full valuations, the income could remain useful in the whole-portfolio

context, he argued. However, traditional allocations such as investment grade credit and high dividend-paying equities do
appear expensive and are highly exposed to interest rate risk; instead, investors might consider diversifying with less obvious
sources of quality income, such as high-quality high yield, emerging market debt, REITS, collateralized debt obligations (CLOs),
corporate hybrid securities, preferred stocks and inflation-linked securities.
Prepare for volatility with true diversification
Anticipating a more volatile year with more return dispersion between asset classes, Erik re-emphasized the importance
of genuine portfolio diversification. He pointed to the historic tendency of commodities to offset geopolitical and latecycle inflation shocks; the capacity for certain hedge fund strategies to mitigate and even exploit volatile environments—
particularly, macro, momentum-trading and market-neutral strategies; and the potential for collateralized put option-writing
strategies to help investors maintain equity exposure with lower volatility and improved drawdowns.
Private equity comes into its own
Erik noted that, while the valuation gap between private and public equity markets has narrowed, it persists, and in a
low-return environment that 2 – 4 percentage points of extra expected return could be significant. Skillful private equity
managers have more scope to generate further returns through operational improvements to the business in which they
invest. Moreover, locking up capital for a multi-year investment program makes it easier to act opportunistically during the
period when late-cycle turns to end-cycle, which is why many of the highest-returning private equity vintages were raised at
the peak of the public-equity cycle; and it also helps investors to maintain the long-term discipline to underwrite themes that
extend through the cycle.
Erik conducted his regular survey of delegates’ return expectations for the year ahead. After a strong year for risky assets,
a high 70% voted for equities as the best performing asset class in 2020; commodities got 16% of the vote; fixed income
10% and cash 4%.

This document is addressed to professional clients only.
United Kingdom: This document is a financial promotion and is issued by Neuberger Berman Europe Limited, which is authorised and regulated by the Financial Conduct
Authority and is registered in England and Wales, at Lansdowne House, 57 Berkeley Square, London, W1J 6ER.
European Economic Area (EEA): This is a marketing document and is issued by Neuberger Berman Asset Management Ireland Limited, which is regulated by the Central Bank
Ireland and is registered in Ireland, at MFD Secretaries Limited, 32 Molesworth Street, Dublin 2.
Switzerland: For qualified investors use only. This document is provided to you by Neuberger Berman Europe Limited.
Neuberger Berman Europe Limited is also a registered investment adviser with the Securities and Exchange Commission in the US, and the Dubai branch is regulated by the
Dubai Financial Services Authority in the Dubai International Financial Centre. Neuberger Berman Europe Limited is an authorised financial services provider with the South
African Financial Sector Conduct Authority, FSP number 45020.
This document is presented solely for information purposes and nothing herein constitutes investment, legal, accounting or tax advice, or a recommendation to buy, sell or hold
a security.
We do not represent that this information, including any third party information, is complete and it should not be relied upon as such.
It should not be assumed that any investments in securities, companies, sectors or markets identified and described were or will be profitable.
Any views or opinions expressed may not reflect those of the firm as a whole.
All information is current as of the date of this material and is subject to change without notice.
Indices are unmanaged and not available for direct investment.
An investment in this product involves risks, with the potential for above average risk, and is only suitable for people who are in a position to take such risks.
Past performance is not a reliable indicator of current or future results. The value of investments may go down as well as up and investors may not get back any of the amount
invested. The performance data does not take account of the commissions and costs incurred on the issue and redemption of units.
The value of investments designated in another currency may rise and fall due to exchange rate fluctuations in respect of the relevant currencies. Adverse movements in currency
exchange rates can result in a decrease in return and a loss of capital.
Tax treatment depends on the individual circumstances of each investor and may be subject to change, investors are therefore recommended to seek independent tax advice.
No part of this document may be reproduced in any manner without prior written permission of Neuberger Berman Europe Limited.
The “Neuberger Berman” name and logo are registered service marks of Neuberger Berman Group LLC.
© 2020 Neuberger Berman Group LLC. All rights reserved.

425775 02/20© 2020 Neuberger Berman Group LLC. All rights reserved

Neuberger Berman
Lansdowne House
57 Berkeley Square
London W1J 6ER
United Kingdom
www.nb.com

