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HIGHLIGHTS

With this month’s Chart of The Month, the Multi-Asset Team highlights a recent development in the foreign exchange (FX) markets that is garnering little attention among 

investors: the disconnect of FX pairs from interest rate differentials. In our view, this may be due to investors’ focus shifting from fundamentals to the next market-moving social 

media post. Whether this endures is an open question.

• The above chart shows the five-year rate differential between U.S. Treasuries and German Bunds versus the EUR/USD exchange rate. As can be observed, a large 

disconnect has developed relative to what has been a stable relationship for the past few years. Namely, the euro has fallen more than the relative rate differential.

• Why is this important? A few decades ago, FX pairs showed robust correlations to current account deficits, growth differentials and even trade flows. The rate differential 

was important, but not the sole driver we have become accustomed to in recent years. 

• Aside from pursuing “carry strategies” where investors buy higher-yielding currencies funded by shorting lower-yielding currencies, the above-cited dynamic along with 

extremely low volatility has caused investors to largely overlook FX as an investment category.

• We believe this is about to change.  As the market embraces the idea that short-term interest rate differentials no longer exert the same impact on growth and, therefore, 

risk assets, along with the potential dispersions in fiscal as well as trade policy, the non-interest rate variables that determine foreign exchange rates are likely to be more 

relevant in determining underlying FX trends. 

• As a result, in the coming year we believe currencies could become a more fruitful source of return potential at a time when the market has understandably given up on the 

asset class as a source of non-beta returns.

• Despite not being able to find one sell-side research piece identifying “The Return of the FX Market” as a major theme of 2025, our team believes investors could find 

themselves surprised by the importance of this investment category in the coming year. 

Source: Neuberger Berman, Bloomberg, as of November 2024. For illustrative purposes only. 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. Indexes are unmanaged and are not available for direct investment. Investing entails risks, including possible loss of principal. Past performance is no guarantee of future results. 



Additional Disclosures

This material is provided for informational purposes only and nothing herein constitutes investment, legal, accounting or tax  advice, or a recommendation to buy, sell or hold a security. 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.  Neuberger Berman is 
not providing this material in a fiduciary capacity and has a financial interest in the sale of its products and services.   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.   Any views or opinions expressed may not reflect those of the firm as a whole. Third-party economic or market estimates discussed herein 
may or may not be realized and no opinion or representation is being given regarding such estimates. Neuberger Berman products and services may not be available in all jurisdictions or to all client types. Investing entails risks, 
including possible loss of principal. Diversification does not guarantee profit or protect against loss in declining markets. 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. 

The views expressed herein are generally those of the Neuberger Berman Multi-Asset team and tactical asset allocation views are based on a hypothetical reference portfolio. Any currency outlooks are not against the U.S. dollar 
but stated against the other major currencies. As such, the currency outlooks should be seen as relative value forecasts and not directional U.S. dollar pair forecasts. Currency outlooks are shorter-term in nature, with a duration of 
1–3 months. Regional equity and fixed income views reflect a 1-year outlook. Asset Allocation Committee members are polled on asset classes and the positional views are representative of an Asset Allocation Committee 
consensus. The views of the Multi-Asset team or the Asset Allocation Committee may not reflect the views of the fir m as a  whole and Neuberger Berman advisers and portfolio managers may take contrary positions to the views of 
the Multi-Asset team or  the Asset Allocation Committee. The Multi-Asset team and the Asset Allocation Committee views do not constitute a prediction or projection of future events or future market behavior. 

The information in this material may contain projections, market outlooks or other forward-looking statements regarding future events, including economic, asset class and market outlooks or expectations, and is only current as of 
the date indicated.  There is no assurance that such events, outlook and expectations will be achieved, and actual results may be significantly different than that shown here.  The duration and characteristics of past 
market/economic cycles and market behavior, including any bull/bear markets, is no indication of the duration and characteristics of any current or future be market/economic cycles or behavior.  Information on historical 
observations about asset or sub-asset classes is not intended to represent or predict future events. Historical trends do not imply, forecast or guarantee future results. Information is based on current views and market conditions, 
which will fluctuate and may be superseded by subsequent market events or for other reasons.

Discussions of any specific sectors and companies are for informational purposes only. This material is not intended as a formal research report and should not be relied upon as a basis for making an investment decision.  The firm, 
its employees and advisory accounts may hold positions of any companies discussed. Nothing herein constitutes a recommendation to buy, sell or hold a security.  Specific securities identified and described do not represent all of 
the securities purchased, sold or recommended for advisory clients. It should not be assumed that any investments in securities, companies, sectors or markets identified and described were or will be profitable.   

A bond’s value may fluctuate based on interest rates, market conditions, credit quality and other factors. You may have a gain or loss if you sell your bonds prior to maturity. Of course, bonds are subject to the credit risk of the 
issuer. If sold prior to maturity, municipal securities are subject to gain/losses based on the level of interest rates, market conditions and the credit quality of the issuer. Income may be subject to the alternative minimum tax (AMT) 
and/or state and local taxes, based on the investor’s state of residence. High-yield bonds, also known as “ junk bonds,”  are considered speculative and carry a greater risk of default than investment-grade bonds. Their market value 
tends to be more volatile than investment-grade bonds and may fluctuate based on interest rates, market conditions, credit quality, political events, currency devaluation and other factors. High yield bonds are not suitable for all 
investors and the risks of these bonds should be weighed against the potential rewards. Neither Neuberger Berman nor its employees provide tax or legal advice. You should contact a tax advisor regarding the suitability of tax-
exempt investments in your portfolio. Investing in the stocks of even the largest companies involves all the risks of s tock market investing, including the risk that they may lose value due to overall market or economic conditions. 
Small- and mid-capitalization stocks are more vulnerable to financial risks and other risks than stocks of larger companies. They also trade less frequently and in lower volume than larger company stocks, so their market prices tend 
to be more volatile. Investing in foreign securities involves greater risks than investing in securities of U.S. issuers, including currency fluctuations, interest rates, potential political instability, restrictions on foreign investors, less 
regulation and less market liquidity. The properties held by REITs could fall in value for a variety of reasons, such as declines in rental income, poor property management, environmental liabilities, uninsured damage, increased 
competition, or changes in real estate tax laws. There is also a risk that REIT stock prices overall will decline over short or even long periods because of rising interest rates. The sale or purchase of commodities is usually carried 
out through futures contracts or options on futures, which involve significant risks, such as volatility in price, high leverage and illiquidity. 

Neither Neuberger Berman nor its employees provide tax or legal advice. All investors are strongly urged to consult their own tax or legal advisors with respect to the impact on their personal situation of any potential strategy or 
investment. 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.
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