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Could It Finally Be Time for Value?

Why we think the recent reversal in growth stocks’ multiyear dominance could be set
to continue

After an extended period of significant outperformance by growth stocks over value stocks, we think we may have reached the turning
point—nbut first, let's look at the history.

The chart below illustrates the relative performance of large-cap growth and value relative to the Russell 1000 benchmark. Highlighted
in the chart is the spread during the dot-com bubble, at the time the largest performance spread we had ever seen. We are seeing
performance spreads today that make the 2000 dot-com bubble look like a small hill relative to the mountain we are standing on top
of today. The spread narrowed back in again during the early 2000s. Maybe it will be different this time, but then again, maybe not.

FIGURE 1. GROWTH OUTPERFORMANCE IS NOW NEAR AN ALL-TIME HIGH
Cumulative return spread between the Russell 1000 Growth and Value indices and the Russell 1000 Index, 1979 — 2020
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possible loss of principal. Past performance is no guarantee of future results.



Quarter-to-date, end of November the Russell 1000 Value Index has outperformed the Russell 1000 Growth Index by 547 basis points, driven by
economic acceleration and vaccine optimism. But this is still a drop in the bucket compared to the dominance of growth over the past several years.
Is it a head fake or the beginning of a trend?

We believe it's the very beginning of a change in the environment. With both monetary and fiscal stimulus being pumped into the system and a
post-pandemic environment on the horizon, we think the economic clock is resetting back to early cycle, and that tends to favor value over growth.
We also believe that inflation and interest rates will be higher in the medium term versus where they are today, and that has tended to benefit value
sectors such as Financials, Industrials and Materials.

Another important element in this environment is that large-cap markets are very concentrated in a handful of growth stocks that dominate

not only the growth indices, but the core indices, too. Some of those same names can be found in many large-cap value funds, which could be
creating significant unintended growth overweights and risk exposures in end investors’ portfolios. We believe that investors are likely to benefit
by diversifying their exposures with allocations to “true” value managers relative to the growth managers and core managers they are currently
invested with. Those who do not diversify may be surprised and disappointed if their supposedly active-management returns potentially end up the
same or worse than the market's. This concentration of risk has gone unnoticed with attractive performance over the past few years, but if we start
to see a normalization and mean reversion in valuation, investors could be exposed.

After such a long period of pronounced outperformance by one section of the market, it is not surprising to find that investors' positioning has
evolved. Consider the assets under management in different Morningstar categories as indicative of investors’ overall style exposure: large core has
$4.7 trillion, large growth $2.4 trillion and large value $1.2 trillion. Investors are overweight core and growth relative to value.

We may be on the verge of a turn in market leadership. Then again, this might just be a short-term hiccup in a new normal of persistent growth-stock
outperformance. But one thing is for sure in our view: when positioning is this extreme, markets tend to take the decision away from investors.

This material is provided for informational 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. Al 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.

Index Definitions

The Russell 1000 Index measures the performance of the large-cap segment of the U.S. equity universe. It is a subset of the Russell 3000 Index and includes approximately
1,000 of the largest securities based on a combination of their market cap and current index membership. The Russell 1000 represents approximately 90% of the U.S. market.

Russell 1000 Value Index: Measures the performance of those Russell 1000 Index companies with lower price-to-book ratios and lower forecasted growth values. The index
is market cap-weighted and includes only common stocks incorporated in the United States and its territories.

Russell 1000 Growth Index: Measures the performance of the large-cap growth segment of the U.S. equity universe. It includes those Russell 1000 companies with higher
price-to-book ratios and higher forecasted growth values.

Morningstar Large Value Category: Large-value portfolios invest primarily in big U.S. companies that are less expensive or
growing more slowly than other large-cap stocks. Stocks in the top 70% of the capitalization of the U.S. equity market are defined
as large cap. Value is defined based on low valuations (low price ratios and high dividend yields) and slow growth (low growth
rates for earnings, sales, book value and cash flow).
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