
 
 
June 12th, 2024 

Is it time to be max bullish? 
 

 
Investors must separate allocation from selection 
The distinction between equity allocation (what percentage of the portfolio should be held in stocks) and equity 
selection (which types of stocks to hold) is a critical component to portfolio construction. Currently, we are 
broadly bullish in our outlook for most sectors and regions of the market, but we do not view it is the appropriate 
time to be max overweight stocks as an asset class. 

 
Corporate profit growth is accelerating and broadening 
Perhaps the most important near-term support for the stock market is the ongoing acceleration of corporate 
earnings. Earnings growth has been accelerating since the end of 2022, and we forecast further acceleration over 
the next several quarters. Not only is growth accelerating, but critically, it’s also broadening out (Chart 1).  

Chart 1: Percentage of S&P 500® companies with >25% trailing 12-month net income growth 

 
Source: Richard Bernstein Advisors LLC, Bloomberg 

 

 

Stocks have strong near-term support from earnings, but this is not 2010 
Accelerating profit growth and ample liquidity strongly argue for investors to be overweight cyclicality within their 
portfolios, particularly in the areas of the market likely to generate superior earnings acceleration in the coming 
quarters. While this has also historically been a good time to be overweight stocks, there are other considerations 
that play into the asset allocation decision: 

• Selection vs. allocation: Historically, it has paid to separate the asset allocation decision from the equity 
selection decision. During the past three cycles, the optimal time to rotate away from the cycle’s dominant 
leadership has been anywhere from eight months to four years removed from the optimal time to go all-in on 
equities.  
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1. The Late 80s/Early 90s: The time to shift equity selection away from Japan and toward the rest of the 
world was around the peak of the Japanese stock market bubble in November 1988 after which Japan 
drastically underperformed other equity markets. However, the ideal time to be max weight in one’s 
equity allocation as a whole was much later, in January 1993 (Chart 2). While stocks did rise between 
1988 and 1993 with some parts of the equity market doing quite well (i.e. defensive US stocks), the 
bond market trounced the broad global equity markets during this period (59% vs. 10%). (See Chart 3) 

 

Chart 2: Relative return indices (USD) 1987 - 1995  Chart 3: Market returns Nov ’88 Jan ‘93 

 

 

 
Source: Richard Bernstein Advisors LLC, Bloomberg, MSCI 
Note: World: MSCI World; Japan: MSCI Japan; Stocks: MSCI World, Bonds: Bloomberg US Aggregate Bond Index 

 

 

2. The Tech Bubble: At the end of the Tech Bubble, the ideal time to shift out of Tech and into just about 
everything else was in March 2000, but the ideal time to overweight the equity asset class was over 
2.5 years later, at the bottom of the bear market in October 2002 (Chart 4). Between these two 
periods, bonds drastically outperformed equity markets broadly (Chart 5). 

 

Chart 4: Relative return indices (USD) 1998 - 2005  Chart 5: Market returns Mar ’00 – Oct ‘02 

 

 

 
Source: Richard Bernstein Advisors LLC, Bloomberg, MSCI 
Note: World: MSCI World; Japan: MSCI Japan; Stocks: MSCI World, Bonds: Bloomberg US Aggregate Bond Index 

 

3. The Global Financial Crisis: The optimal time to rotate equity selection away from the prior cycle’s 
leadership in energy stocks came in June 2008, marking the beginning of the sector’s subsequent 
decade of underperformance (Chart 6). However, the biggest equity allocation opportunity came eight 
months later after global stocks had fallen another 50% (Chart 7). 
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Chart 6: Relative return indices (USD) 2006 - 2012  Chart 7: Market returns Jun ’08 – Mar ‘09 

 

 

 

Source: Richard Bernstein Advisors LLC, Bloomberg, MSCI 
Note: World: MSCI World; Japan: MSCI Japan; Stocks: MSCI World, Bonds: Bloomberg US Aggregate Bond Index 

 

In each of these instances, the excitement over the cycle’s dominant leadership created incredible investment 
opportunities in other parts of the equity market. In terms of selection, investors should have been wildly bullish 
US Tech stocks in 1990, Energy stocks in 2000 and US Tech stocks again in 2008. But in each of these instances, 
there were much better opportunities to increase equity allocations. 

 

• Sentiment/valuation: With returns greatest when capital is scarce, the time to be most overweight an 
investment is when nobody wants to own it. Fifteen years into this secular bull market in US stocks, that is 
clearly not the situation today. Household equity allocations are at record highs (Chart 8), and the only month 
in the Conference Board survey’s history where survey participants were more bullish on stocks than they’ve 
been recently is at the start of 2018 (Chart 9). Meanwhile, the S&P 500® valuations in this post-pandemic 
period rival levels seen in the Tech Bubble. In addition to being strong predictors of long-term returns, 
valuation/sentiment are important risk indicators, suggesting that all else equal, the downside potential if the 
growth and liquidity environment were to weaken is higher today than normal. 

 

Chart 8: US household equity allocation  Chart 9: Conf Board Expecting Stocks to Rise (3m moving avg) 

 

 

 
Source: Richard Bernstein Advisors LLC, Fed Flow of Funds  Source: Richard Bernstein Advisors LLC, Conference Board 

 

• Relative attractiveness: The decision to overweight equities cannot be made in isolation, as it can only be 
achieved by underweighting another asset class. We expect that we are in the early stages of a period of higher 
inflation and higher interest rates. Structurally, this argues for a lower weight in traditional fixed income 
compared to stocks and cash. But comparing valuations across asset classes suggests that some of this may 
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already be reflected in markets. While some may take issue with comparing equity earnings yields to bond 
yields, the comparison gives you a sense for how the relative valuations have trended over time. Interestingly, 
the S&P 500® earnings yield is now lower than 10-year Treasury yields for the first time since the Financial 
Crisis and lower than cash yields for the first time since the Tech Bubble. Similarly, the S&P 500® dividend yield 
hasn’t lagged cash yields by this much since the 1980s! 

 

Chart 10: S&P 500 EPS yield vs. 10-yr and 3-mth Tsy yields  Chart 11: S&P 500 dividend yield vs. 10-yr and 3-mth Tsy yields 

 

 

 

Source: Richard Bernstein Advisors LLC, Bloomberg, S&P  Source: Richard Bernstein Advisors LLC, Bloomberg, S&P 

 
 
We see enormous opportunities within the stock market despite some challenges for the asset class 
Given the bifurcated equity market, equities as an asset class are not particularly attractive relative to bonds and 
cash. However, specific equity themes seem very appealing. Our portfolios currently reflect that dilemma, with a 
somewhat modest overweight in equities, but with sizeable exposures to the themes we believe are historically 
attractive. 

 
Dan Suzuki, CFA 
Deputy Chief Investment Officer 
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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 employees of Richard Bernstein Advisors, 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. Graphs, charts, and tables are provided for illustrative purposes only. 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. 


