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Richard Bernstein Advisors LLC (RBA)
is an investment manager focusing on
longer-term investment strategies that
combine top-down, macroeconomic
analysis and quantitatively-driven
portfolio construction. We strive to

be the leading provider of innovative
investment solutions for investors, and
our competitive edge is our research-
driven macro style of investing.

Our top-down macro approach
differentiates our firm from the

more common, traditional bottom-up
approach of most asset managers.
Our extensive array of macro indicators
allows us to construct portfolios
for clients that are innovative,
risk-controlled, and focused on
overall portfolio construction instead
of individual stock selection.
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The only two certainties for second
half of 2022
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The investing world seems highly uncertain these days. Investors are
understandably having trouble balancing earnings, the Fed, fiscal policy,
inflation, economic growth, disease control, and geo- and US politics.

However, there appear to be two relatively certain events central to our
current portfolio positioning: 1) the Fed will continue to tighten monetary
policy and 2) earnings will continue to decelerate.

If one had to construct a 2x2 matrix of potential market environments in
which choices had to be made between the Fed tightening or easing and
choices between earnings accelerating or decelerating, it is highly unlikely
investors would choose the combination of Fed tightening and profits
decelerating. That has historically been a less common but unfavorable
combination for the equity markets, but it does seem to be the one which
could confront investors during the second half of 2022.
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An uncommon and not particularly good combination

Chart 1 shows changes in the Fed Funds rate and the US profits cycle.
With the exception of the period directly after the Global Financial Crisis,
there was a reasonably high correlation between the Fed Funds rate and
the profits cycle, i.e., interest rates rose as profits accelerated and fell as
profits decelerated. That historical relationship implied monetary policy
was a good ballast to economic and profits growth.

CHART 1:
Year-on-Year Difference in the Fed Funds Rate and The US Profits Cycle
(Jan. 1972 — Mar. 2022)
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Source: Richard Bernstein Advisors LLC, FRB, S&P Global, Bloomberg Finance L.P.
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There have been periods when the Fed raised rates despite a
decelerating profits cycle (i.e., 1989 or 2005). However, if our forecast
for profits growth is on the correct path and the Fed continues to

hike interest rates, investors might be faced with this relatively rare
combination.

The matrix below shows the average S&P 500° quarterly return during
the various combinations of Fed policy and profits growth:
S&P 500° Quarterly Total Returns
(Mar. 1971 - Jun. 2022)

Fed
Easing Tightening

3.5% Avg return/ 26% 3.9% Avg return/18%

Accelerating Probability of a loss Probability of a loss

Profits

Decelerating | 2.6% Avg return/ 29% 1.7% Avg return/ 43%
Probability of a loss Probability of Loss

Source: Richard Bernstein Advisors LLC, FRB, S&P Global, Bloomberg Finance L.P.

The Fed is once again behind as it often has been in late-
cycles

There are three categories of economic indicators. Leading indicators that
tend to turn before the overall economy turns, coincident indicators that
tend to turn in tandem with the economy, and lagging indicators that tend
to turn after the economy turns.

For reasons we will never understand, investors are typically fascinated
by lagging indicators. For example, the unemployment rate gets much
attention despite being a lagging indicator, whereas weekly initial jobless
claims get little notice despite being a leading indicator. Inflation is also a
lagging indicator because bottlenecks and misbalanced supply/demand
do not tend to occur early in the economic cycle.

The Fed's mandate is price stability and full employment, i.e., inflation
and unemployment, which are two lagging indicators. The Fed, therefore,
by definition, is a lagging indicator itself. Their actions during the current
cycle epitomize their lagging nature.

By some measures the Fed is historically lagging during the current cycle.
The Fed has admitted being surprised by this cycle’s inflation and they
have been slow to react to the highest inflation rates in 40 years.

The real Fed Funds rate (i.e., the Fed Funds rate minus inflation) has
historically been considered a reliable gauge of how stimulative or
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restrictive monetary policy was through time. A positive real Fed Funds
rate was generally considered to reflect restrictive policy, whereas a
negative real Fed Funds rate was considered stimulative. Every recession
in the past 50 years was preceded by a positive real Fed Funds rate.

The average historical real Fed Funds rate is roughly 1%. It peaked at
about 10% during the inflation fighting Volcker Fed in the early-1980s.
Today, the real Fed Funds rate is close to historic lows. The real Fed

Funds rate is more stimulative than it was after the Global Financial Crisis.

(See Chart 2)

A historically negative real Fed Funds rate suggests the Fed could have
more difficulty fighting inflation than economists currently expect, and
further suggests the Fed might be forced to play catch-up and raise rates
despite a slowing profits cycle in order to maintain the price stability they
desire.

CHART 2:
The Real Fed Funds Rate
(July 1,2000 - July 1,2022)

Source: Bloomberg Finance L.P.

Defensive sectors lead when profits decelerate

Chart 3 shows sector performance during periods when the profits cycle
has historically decelerated. As one might expect, defensive sectors
tend to outperform. That's especially interesting because the current
discussion seems to center on whether one should accentuate cyclicals
or growth, with little mention of traditional defensive sectors.
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CHART 3:
Average Performance when Profits Decelerate: S&P 500° Sectors
(Sept. 1989 — Dec. 2020 Total Returns)
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Source: Richard Bernstein Advisors LLC.S&P Global, FTSE, Bloomberg Finance L.P. For Index
descriptions see Index Descriptions at end of document. Dec. 2020 was the end of the last full
profits deceleration cycle. Real Estate performance is proforma as it was not a stand alone sector
until 9/30/16 and was included within the Financials Sector. We use the FTSE Nareit All Equity
REITS Total Return Index as a proxy for its performance from 9/1989 through 10/2002 when

the GICS Real Estate Industry Index performance becomes available for data from that point

on. Communication Services was Telecom Services prior to GICS reclassification in 9/30/18.

Only 2 certainties

There are too many issues about which investors could worry about.
However, they seem to be ignoring the two relative certainties: 1) the
Fed will continue to tighten monetary policy and 2) profits will continue to
decelerate.

Because inflation is a lagging indicator we remain overweighted
traditional late-cycle sectors like energy. However, one cannot ignore that
profits are decelerating and that favors traditional defensive sectors like
Consumer Staples, Health Care and Ultilities.

Our portfolios shift through time to reflect the global economy. We have
been significant fans of Energy and continue to believe it's the best
long-term secular growth story. However, cycles tend to disrupt secular
stories and we are now more overweight Consumer Staples than Energy.
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The following descriptions, while believed to be accurate, are in some cases
abbreviated versions of more detailed or comprehensive definitions available from
the sponsors or originators of the respective indices. Anyone interested in such
further details is free to consult each such sponsor’s or originator’s website.

The past performance of an index is not a guarantee of future results.

Each index reflects an unmanaged universe of securities without any deduction for advisory
fees or other expenses that would reduce actual returns, as well as the reinvestment of all
income and dividends. An actual investment in the securities included in the index would
require an investor to incur transaction costs, which would lower the performance results.
Indices are not actively managed and investors cannot invest directly in the indices.

S&P 500®: S&P 500® Index: The S&P 500° Index is an unmanaged, capitalization-
weighted index designed to measure the performance of the broad US economy
through changes in the aggregate market value of 500 stocks representing all major
industries.

Sector/Industries. Sector/industry references in this report are in accordance with
the Global Industry Classification Standard (GICS®) developed by MSCI Barra and
Standard & Poor's.

Real Estate Sector Performance Proxy through 10/2022: FTSE NAREIT All Equity
REITS Total Return Index is a free float adjusted market capitalization weighted index
that includes all tax qualified REITs listed in the NYSE, AMEX, and NASDAQ National
Market.
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About Richard Bernstein Advisors

Richard Bernstein Advisors LLC is an investment manager focusing

on long-only, global equity and asset allocation investment strategies.
RBA runs ETF asset allocation SMA portfolios at leading wirehouses,
independent broker/dealers, TAMPS and on select RIA platforms.
Additionally, RBA partners with several firms including Eaton Vance
Corporation and First Trust Portfolios LP, and currently has $15.5 billion
collectively under management and advisement as of March 31st, 2022.
RBA acts as sub-advisor for the Eaton Vance Richard Bernstein Equity
Strategy Fund, the Eaton Vance Richard Bernstein All-Asset Strategy
Fund and also offers income and unique theme-oriented unit trusts
through First Trust. RBA is also the index provider for the First Trust
RBA American Industrial Renaissance” ETF. RBA's investment insights
as well as further information about the firm and products can be found
at www.RBAdvisors.com.

Nothing contained herein constitutes tax, legal, insurance or investment advice, or the
recommendation of or an offer to sell, or the solicitation of an offer to buy or invest in any investment
product, vehicle, service or instrument. Such an offer or solicitation may only be made by delivery to
a prospective investor of formal offering materials, including subscription or account documents or
forms, which include detailed discussions of the terms of the respective product, vehicle, service or
instrument, including the principal risk factors that might impact such a purchase or investment, and
which should be reviewed carefully by any such investor before making the decision to invest. RBA
information may include statements concerning financial market trends and/or individual stocks, and
are based on current market conditions, which will fluctuate and may be superseded by subsequent
market events or for other reasons. Historic market trends are not reliable indicators of actual future
market behavior or future performance of any particular investment which may differ materially,

and should not be relied upon as such. The investment strategy and broad themes discussed

herein may be inappropriate for investors depending on their specific investment objectives and
financial situation. Information contained in the material has been obtained from sources believed
to be reliable, but not guaranteed. You should note that the materials are provided “as is” without
any express or implied warranties. Past performance is not a guarantee of future results. All
investments involve a degree of risk, including the risk of loss. No part of RBA's materials may be
reproduced in any form, or referred to in any other publication, without express written permission
from RBA. Links to appearances and articles by Richard Bernstein, whether in the press, on
television or otherwise, are provided for informational purposes only and in no way should be
considered a recommendation of any particular investment product, vehicle, service or instrument
or the rendering of investment advice, which must always be evaluated by a prospective investor

in consultation with his or her own financial adviser and in light of his or her own circumstances,
including the investor’s investment horizon, appetite for risk, and ability to withstand a potential loss
of some or all of an investment’s value. Investing is subject to market risks. Investors acknowledge
and accept the potential loss of some or all of an investment's value. Views represented are

subject to change at the sole discretion of Richard Bernstein Advisors LLC. Richard Bernstein
Advisors LLC does not undertake to advise you of any changes in the views expressed herein.
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