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“...we believe lowering 
risk and decreasing 
leverage could be 
the most important 
adjustments investors 
should consider in the 
second half of 2025.” 

Twin Perils: Slowing Economic 
Growth and Peaking Liquidity
Rapidly accelerating economic growth in the second quarter of 2025, combined with a massive 
first-half surge in global liquidity, fueled an against-all-odds rally in equity markets since their 
April trough. Now economic growth appears to be slowing and liquidity looks to be nearing a 
peak. In light of these consequential shifts, we believe lowering risk and decreasing leverage 
could be the most important adjustments investors should consider in the second half of 2025.

RAHEEL SIDDIQUI

Senior Investment Strategist

Liquidity refers to all the cash and near cash 
circulating within financial markets and 
underpinning global credit creation. 

Why does it matter?

Where is it headed? What are the potential impacts?

Liquidity is a primary driver of market 
performance, especially for risk assets such as 
equities, high yield credit and cryptocurrencies. 
When liquidity is rising, equity valuations 
and interest in speculative assets increase; 
when liquidity is declining, investor appetite 
diminishes, borrowing costs increase and 
volatility begins to simmer.

While liquidity remains ample, we believe it could 
peak or plateau in the second half of 2025 as the 
number of global central banks cutting interest 
rates diminishes and the U.S. Treasury fortifies its 
cash balances.

A twin slowdown in economic growth and 
liquidity would likely result in higher volatility 
and weigh on various risk assets. As volatility 
rises, higher-quality stocks and defensive sectors 
may prove more resilient than speculative assets, 
including high-beta stocks, unprofitable tech, 
lower-quality small caps and cryptocurrencies, 
as well as cost-of-capital-sensitive assets such as 
real estate and high yield bonds.

What is liquidity?
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Twin Drivers,  
Teflon Markets
GDP growth jumped from an annualized rate of -0.5% in 1Q 
to 3% in 2Q, while a $12 trillion surge in liquidity in the first 
half more than doubled the pace of liquidity expansion since 
Covid-19 pandemic. These twin drivers soothed the market’s 
concern about ongoing policy uncertainty, fueled a powerful 
equity rally, and led to extreme market distortions. Among 
other examples, in 2Q 2025, growth stocks outperformed 
value stocks by the second-largest margin since 1979; 
meanwhile, since the market bottom in early April, microcaps 
have outperformed every quadrant of the investment-style 
box, and retail investors’ ownership of speculative assets (such 
as unprofitable technology companies) rose to a record level.
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RECENT GDP GROWTH AND SURGING LIQUIDITY HAVE INCREASED APPETITE FOR RISK
Growth stocks have outperformed value stocks

Microcaps have outpaced every style quadrant (Style Box Performance Apr. 8 to July 28)

Source: Neuberger Berman and FactSet, data as of July 28, 2025.

Past performance is not indicative of future results. Nothing herein constitutes a prediction or projection of future events or 
future market behavior. Due to a variety of factors, actual events or market behavior may differ significantly from any views expressed.
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Twin Peak #1  
Slowing U.S. Growth
After a rebound in the second quarter, there is a 
growing consensus that U.S. economic growth will 
slow in the second half of the year. Goldman Sachs 
forecasts that U.S. GDP growth will slow from 3.0% 
(annualized) in 2Q 2025 to 1.0% in 2H 2025 (or 
perhaps even lower) driven by softening demand 
from government, corporations, manufacturers and 
consumers amid a potentially weakening labor market.

Source: Goldman Sachs, Neuberger Berman and FactSet, data as of August 11, 2025.

Past performance is not indicative of future results. Nothing herein constitutes a prediction or projection of future events or 
future market behavior. Due to a variety of factors, actual events or market behavior may differ significantly from any views expressed.
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Twin Peak #1  
Slowing U.S. Growth  
(a Key Indicator)
We believe a dependable gauge of economic growth is 
the change in employment within sectors that tends to 
track the underlying economic cycle. At this juncture, 
we note deceleration in both cyclical and noncyclical 
employment. This suggests to us that weaker jobs data 
haven’t been entirely driven by DOGE cuts, and we 
expect a softening labor market will weigh on consumer 
spending going forward.

Source: Neuberger Berman and FactSet, data as of July 31, 2025. 

Nothing herein constitutes a prediction or projection of future events or future market behavior. Due to a variety of factors, actual events 
or market behavior may differ significantly from any views expressed.
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Source: Neuberger Berman and FactSet, data as of July 31, 2025.

Nothing herein constitutes a prediction or projection of future events or future market behavior. Due to a variety of factors, actual events 
or market behavior may differ significantly from any views expressed.

Twin Peak #2  
Liquidity (Fewer Central 
Banks Are Easing)
Easing monetary policy can spur economic activity (with a 
lag). As a slew of central banks began cutting interest rates 
in November 2022, the global PMI New Orders Index (a 
measure of global manufacturing activity) began to recover. 
Yet since October 2024, fewer central banks have eased 
policy—a potential sign, in our view, that global liquidity 
may have less central bank support going forward.

FEWER CENTRAL BANKS HAVE BEEN EASING POLICY, WHICH COULD PRESSURE LIQUIDITY
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Source: Neuberger Berman and FactSet. Data as of August 8, 2025.

Nothing herein constitutes a prediction or projection of future events or future market behavior. Due to a variety of factors, actual events 
or market behavior may differ significantly from any views expressed.

Twin Peak #2  
Liquidity (The U.S. 
Treasury Is Fortifying 
the TGA)
In addition to easing by fewer central banks, the U.S. 
Treasury is set to curb liquidity by fortifying the Treasury 
General Account (TGA). When the government draws 
on the TGA, it effectively injects cash into the economy. 
Between April 2024 and April 2025, the TGA fell by 
roughly two-thirds, to less than $300 billion; in July, 
officials said they plan to build it back up to $850 billion, 
effectively reducing overall liquidity in the system.

TREASURY OFFICIALS PLAN TO REPLENISH THE PRIMARY U.S. CHECKING ACCOUNT
Building up the Treasury General Account reduces overall liquidity in the system
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The Links Between 
Market Liquidity  
and Risk Assets:  
Equity Returns
Excess liquidity makes its way to financial markets. The 
elevated correlation between market liquidity* and stock 
market returns in recent years suggests to us that liquidity 
is driving the market up and down more than it used 
to. Since 2022, the average correlation between market 
liquidity and the S&P 500 Index return has jumped from 
around 65% to north of 80%. We believe having a view on 
liquidity, therefore, is more important for investors today 
than it was in the past.

Source: GFR Macro, Neuberger Berman and FactSet, data as of July 25, 2025.

Nothing herein constitutes a prediction or projection of future events or future market behavior. Due to a variety of factors, actual events 
or market behavior may differ significantly from any views expressed.

* Market liquidity is reflected in equity bid-ask spreads. When liquidity rises, those spreads narrow, and vice versa.
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Having a view on liquidity may be more important today than it was in the past
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The Links Between 
Market Liquidity and 
Risk Assets: Equity 
Valuations and High 
Yield Bond Spreads
We find that liquidity is highly correlated with both the 
valuation component of equity returns, as well as with high 
yield (HY) bond spreads. With equities, as liquidity increases, 
valuations tend to rise, and vice versa. 

Since 2022, the correlation between market liquidity and 
the forward P/E ratio of the equally weighted S&P 500 Index 
is 72%. 

With HY bonds, as market liquidity increases, bond spreads 
tend to compress. On the other hand, as liquidity contracts 
(and investors grow more risk-averse), bond spreads tend to 
widen, increasing financing costs and potentially curtailing 
future growth. Since 2022, the correlation between market 
liquidity and HY spreads is nearly -70%.

Source: GFR Macro, Neuberger Berman and FactSet, data as of July 25, 2025.

Past performance is not indicative of future results. Nothing herein constitutes a prediction or projection of future events or 
future market behavior. Due to a variety of factors, actual events or market behavior may differ significantly from any views expressed.
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As liquidity ebbs, equity valuations tend to contract while HY spreads tend to widen



EQUITIES INVESTMENT STRATEGY  |  9AUGUST 2025  

The Links Between 
Economic Liquidity 
and Risk Assets: 
Money Supply
The correlation between economic liquidity and stock market 
returns has also risen in recent years. Unlike market liquidity, 
economic liquidity is measured by the money supply (M2): 
When global M2 rises, we find that risk assets tend to rise 
with it. Since 2023, the correlation between global M2 and 
the return on the Nasdaq 100 Index has been strong, recently 
hitting 87%. (We note the same correlation between M2 and 
the price of Bitcoin as well.)
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Source: Neuberger Berman and FactSet. Data as of August 11, 2025.

Past performance is not indicative of future results. Nothing herein constitutes a prediction or projection of future events or 
future market behavior. Due to a variety of factors, actual events or market behavior may differ significantly from any views expressed.

AS MONEY SUPPLY INCREASES, EQUITIES TEND TO RISE
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Past performance is not indicative of future results. Nothing herein constitutes a prediction or projection of future events or future market behavior. Due to a variety of factors, actual events or market behavior may differ significantly 
from any views expressed.

Plentiful Liquidity Increased the Market’s Appetite for Risk
As liquidity soared in the first half of 2025, equity investors embraced more risk, as shown by J.P. Morgan’s “High Beta Crowding” indicator. This proprietary 
metric captures the extent to which market returns accrue to the high beta factor (i.e. stocks with betas in the top decile of the overall market). In July, that 
crowding indicator recently reached the highest reading in 35 years. Extreme risk-driven distortions have historically signaled heightened vulnerability to reversals 
in equity markets and other risk assets.

SOARING LIQUIDITY HAS SENT INVESTORS FLOCKING TO HIGH-BETA (I.E. RISKIER) ASSETS
In July, J.P. Morgan’s proprietary “High Beta Crowding” indicator reached its highest peak in 35 years
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Source: Neuberger Berman Research and FactSet, data as of June 30, 2025. Note: Periods of growth acceleration are defined as 
improving 12-month OECD Composite Leading Indicator (CLI) growth; periods of growth deceleration are defined as declining 
12-month OECD (CLI) growth.

Past performance is not indicative of future results. Nothing herein constitutes a prediction or projection of future events or 
future market behavior. Due to a variety of factors, actual events or market behavior may differ significantly from any views expressed.
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What to Expect in 
a Twin Slowdown 
As economic growth decelerates, risk-adjusted equity 
returns tend to shrink. Over the last three decades, we 
find that economic slowdowns tend to persist for 15 to 
20 months, and that the S&P 500 Index tends to deliver 
meaningfully lower mid-single-digit annualized returns 
along with significantly higher volatility. If liquidity 
peaks as growth slows, we believe risk-adjusted equity 
returns could face further headwinds in the near to 
medium term and bring portfolio risk management 
once again into focus.

“...economic 
slowdowns 
tend to persist 
for 15 to 20 
months...” 

DECELERATING GROWTH TENDS TO SHRINK EQUITY RETURNS AND INCREASE VOLATILITY
If liquidity peaks as growth slows, risk-adjusted equity returns could face further headwinds
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Source (top): Neuberger Berman and FactSet, data as of May 30, 2025; source (bottom): Neuberger Berman and FactSet, data as of July 31, 
2025. Note: MSCI index and Bitcoin returns are calculated relative to the MSCI ACWI Index. Russell and Nasdaq returns are calculated relative 
to the Russell 1000 Index. HY spread sensitivity is calculated based on a 12-month change in spreads.

Past performance is not indicative of future results. Nothing herein constitutes a prediction or projection of future events or 
future market behavior. Due to a variety of factors, actual events or market behavior may differ significantly from any views expressed.

Tactical 
Considerations  
in a Twin 
Slowdown:  
Asset Classes 
Over the last five years, the riskiest, unprofitable and 
most speculative assets have exhibited significant 
sensitivity to changes in economic liquidity (i.e. the 
money supply). If economic growth slows and liquidity 
peaks (as we expect), we believe investors would be 
better positioned by rotating out of riskier asset classes 
and into higher-quality, lower-beta, and more defensive 
equities, such as value stocks, equity-income names and 
high-quality small caps.
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As M2 peaks, value stocks, equity-income names and high-quality small caps may outperform
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Tactical 
Considerations in 
a Twin Slowdown: 
Sectors 
If economic growth slows and liquidity peaks, we also 
believe investors would be better positioned by rotating 
out of higher-beta sectors, such as Technology and 
Consumer Discretionary, and into lower-beta, more 
defensive sectors, including Health Care, Utilities and 
Consumer Staples.

Note: The NTM P/E Ratios are calculated relative to the S&P 500 Index.

Source (top): Neuberger Berman and FactSet, data as of May 30, 2025; source (bottom): Neuberger Berman and FactSet, data as of July 31, 2025.

Past performance is not indicative of future results. Nothing herein constitutes a prediction or projection of future events or 
future market behavior. Due to a variety of factors, actual events or market behavior may differ significantly from any views expressed.
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HIGH-BETA SECTORS TEND TO BE MORE SENSITIVE TO MONEY SUPPLY
As M2 peaks, defensive sectors including Health Care, Utilities and Consumer Staples may outperform
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Plotting a Course Through the Twin Peaks
While we believe liquidity remains ample for now, we caution investors to watch for signals of fading growth and liquidity in the second half of 2025.  
Here are some considerations we feel investors should keep in mind in a potential twin-peak slowdown:

HY credit spreads could widen, raising 

borrowing costs and putting pressure on 

weaker companies. Additionally, real estate and 

other yield-driven assets may face headwinds as 

access to easy money further diminishes.

We believe the looming reversal of two meaningfully supportive 

market trends—rapid growth reacceleration and surging 

liquidity—could have significant implications for the second 

half of 2025. (If the U.S. dollar were to strengthen, it could 

tighten liquidity and quicken the arrival of the peak, while a 

weakening USD might delay it.) Considering these shifts, we 

recommend greater exposure to higher-quality, lower-beta, and 

moderately valued stocks and sectors, while reducing exposure 

to longer-duration, interest-rate-sensitive and higher-beta sectors. 

Furthermore, with volatility set to rise in 2H 2025, we also 

recommend reducing portfolio leverage and managing risk by 

focusing on corporate fundamentals, maintaining diversification 

and closely monitoring signals from central banks.

As liquidity-driven markets fade, equity gains 

may depend more on earnings growth than 

multiple expansion, suggesting to us that stocks 

with lower valuations and stronger cash flows 

may prove more resilient.

Equities

Other Risk Assets

Portfolio Considerations
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