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Insights

A once-in-a-generation opportunity

The current economic dispute is whether the economy will have a hard or
soft landing. A hard landing means economic recession. A soft landing
is the perfect outcome for investors because the economy would slow,
which alleviates the need for higher interest rates, but wouldn't slow
enough to hurt earnings. Many have called the soft landing scenario the

“Goldilocks” outcome because the economy would not be too hot nor too

cold.

Our view has been that the economy isn't actually landing. Furthering
the airplane metaphor, we see profits taking off. The data increasingly
suggests that investors should fasten their seatbelts, make sure carryon
items are placed under the seat in front of them, put their tray tables in
the upright and locked position, and be sure their seatbacks are upright
because corporate profits are accelerating and the overall economy looks
set to remain quite healthy.

Despite profits growth becoming more abundant, investors
generally continue to focus on the so-called Magnificent 7 stocks'.
Such narrow leadership seems totally unjustified and their extreme
valuations suggest a once-in-a-generation investment opportunity in
virtually anything other than those 7 stocks.

" Mag 7: Magnificent 7: Alphabet, Nvidia, Tesla, Microsoft, Apple, Amazon, Meta
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Insights | october 2023 Profits cycle has troughed

Over the past 30 years we have consistently emphasized the importance
of profits cycles relative to economic cycles because equity markets are
more influenced by profits than by overall economic growth.

Chart 1 shows our forecast for the global profits cycle through mid-2024.
Although global markets experienced a profits recession heading into
2023, it increasingly looks like global profits growth during 2024 will be

healthy.
CHART 1
ACWI Profits Cycle
(Dec. 2010 — Sep. 2023)
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Source: Richard Bernstein Advisors LLC, MSCI, Bloomberg Finance L.P.

Chart 2 compares the OECD Leading Indicators for the US with the S&P
500° profits cycle. Most important, the leading indicators have troughed,
and that goes against the consensus economic landing forecast. Second,
the Leading Indicators lead the profits cycle, so an upturn in the leading
indicators argues for increasing cyclical exposure. We see S&P 5007
earnings growth accelerating to 10-15% during 2024.

Although it may sound ridiculously simplistic, investors always need to
remember the profits cycle is always influenced by cyclicals. Stable
growth companies are just that, stable, and that inherent stability can’t
mathematically cause an up- or down-cycle to occur.
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CHART 2:
S&P 500° Reported EPS Growth & Leading Indicators
(YoY thru 9/30/23)
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Source: Richard Bernstein Advisors LLC, OECD, Bloomberg Finance L.P.

Interest rates rising accordingly

In early-July, the consensus forecast for 3Q23 real GDP growth was 0%. The
forecast was revised up to 3% by the end of September. The preliminary report
was recently announced at 4.9%. In other words, the GDP forecasts were revised
upward by 300 bps in a 3-month period, yet were still nearly two full percentage
points too low.

Some investors have been surprised by the rapid increase in long-term interest
rates, but the rise simply reflects how low growth expectations were going into the
3rd quarter versus the actual strength in the economy.

Nominal GDP growth is currently a whopping 8.5%. Chart 3 highlights this
quarter’s growth is the strongest since 2006 when one excludes the immediate
growth after the pandemic. In 2006, the 10-year yield was 5.1% when nominal
GDP growth was similar to today’s. It should not surprise anyone, therefore, that
the current 10-year yield is heading for 5%.
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Nominal GDP Growth
(Qtrly, Sep. 2003 thru Sep. 2023)

.Strongest Nominal GDP
since 2006!
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Source: Richard Bernstein Advisors LLC, Bloomberg Finance L.P.

Are the Magnificent 7 actually magnificent?

Seven stocks have dominated 2023's performance in what has been the
narrowest market in most investors’ careers. Our research has long showed that
narrow markets are economically justified when growth itself is scarce, like during
a profits recession, because investors gravitate toward the fewer companies

that can produce substantial growth. The extraordinarily narrow leadership of the
Magnificent 7 could be justified if growth was extraordinarily scarce.

Importantly, growth is not scarce and is actually accelerating. We screened US
companies for those with earnings growth of 25% or more. More than 130
companies passed the screen, but only 1 of the Magnificent 7 passed the screen
and ranked 111th. Chart 4 suggests there is nothing particularly magnificent about
the Magnificent 7.
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CHART 4:
The Magnificent 7 don’t appear so magnificent
MSCI US: Companies with > 25% Trailing EPS Growth (as of 10/15/23)
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Source: Richard Bernstein Advisors LLC, MSCI, Bloomberg Finance L.P.

Magnificent 7 valuations remain extreme

Because growth is starting to accelerate, it makes less and less sense to pay a
premium for growth. History suggests that investors become comparison shoppers
for growth as it becomes more abundant, so a movement toward the broader and
cheaper market seems consistent with history.

Financial theory clearly states valuation always drives long-term returns, and
empirical evidence does show that more conservative valuations result in higher
returns through time.

Chart 5 shows the valuation of the Magnificent 7 versus that of the Equal-Weighted
S&P 500°, the Equal-Weighted ACWI, the S&P Midcap Index, the MSCI EM ex.
China Index, the S&P Smallcap Index, and the MSCI Europe Index.

Virtually the entire global equity market is cheaper than are the Magnificent 7.
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CHART b:
PE Ratios
(as of 10/30/23 close)
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Source: Bloomberg Finance L.P.

The misbalanced seesaw presents a generational opportunity

The profits and economic cycles are stronger-than-expected and broad
equity valuations are conservative, yet investors’ portfolios remain
overwhelmingly concentrated in the Magnificent 7 stocks. Profits

and valuation, when combined with investors’ myopic views on the
Magnificent 7 suggest a generational investment opportunity in the
broader global equity markets.

Much like after the deflation of the Technology Bubble, investors could be

facing another “lost decade in equities” From 2000-2009, the S&P 500°
produced marginal negative returns and technology stocks suffered mightily, but
segments such as Energy and Emerging Markets performed very well.

Accordingly, the global equity markets again resemble a seesaw. On one side
of the seesaw sit the Magnificent 7, whereas everything else in the global
equity markets sits on the other side. Most investors favor the high side of the
seesaw with 7 stocks. As Chart 6 shows, our portfolios are squarely positioned
on the other side of the seesaw.
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RBA Global Risk-Balanced Moderate Strategy Active Sector Bets

Mag 7 -15.9
Tech ex Mag 7 1.5
Non Tech-Related Cyclicals 4.4
Defensives 1.0
Non-US 9.0
-20.0 -15.0 -10.0 -5.0 0.0 5.0 10.0

Positioning for the RBA Global Risk-Balanced Moderate Strategy as of 9/30/2023.
Source: Richard Bernstein Advisors LLC, Bloomberg. Weightings are calculated on
an equity-only basis. Allocations are subject to change due to active management.
Percentages may not total 100% due to rounding.Benchmark: MSCI ACWI Index.
Sector references are in accordance with the Global Industry

Classification Standard (GICS®) www.msci.com/gics
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INDEX DESCRIPTIONS:

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.

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 $15.0 billion collectively under management and advisement
as of September 30, 2023. 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 wwwv.
RBAdyvisors.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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