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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.

Richard Bernstein Advisors

There are times when investors should be more aggressive and times to 
be more conservative. History clearly shows that most investors mistime 
their aggression. They are scared to invest when the opportunities are 
greatest and eager to invest as the opportunities dwindle.

Investors have been overly cautious during most of the bull market, and 
worried more about preserving capital than searching for opportunities. 
Individuals invested for “safe” fixed-income instead of equities, and 
institutions underweighted public equity for more expensive absolute 
return strategies. Chart 1 demonstrates conservative strategies’ 
opportunity cost during the bull market was enormous.

The bull market is now more than 10 years old, and investors are finally 
coming out of their defensive shells. Their typical metamorphosis from 
bears to bulls once again seems ill-timed. Rather than joining the party 
at this late hour, investors should be sobering up. It’s time to be your 
portfolio’s designated driver.

Be your portfolio’s designated driver

CHART 1:
Asset Class Performance During the Current Bull Market 

(Mar. 2009 – Mar. 2019)

Source: Bloomberg Finance L.P. For Index descriptors, see "Index Descriptions"  
at end of document.
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Reliable sentiment data show that investors are slowly but surely getting 
more bullish about equities. Some might say that the absurd valuations 
investors are paying for “unicorn” IPOs reflects excessive bullishness.  
The valuations afforded unicorns and disruptors do seem silly (see our  
March 2019 report https://www.rbadvisors.com/images/pdfs/Doomed_to_
repeat_the_Tech_Bubble.pdf), but sentiment toward equities as an asset  
class has been changing more gradually.

Chart 2 shows Wall Street’s consensus recommended asset allocation to 
stocks within a multi-asset portfolio. Note that Wall Street recommended 
underweighting equities during the current bull market as they did 
during the bull markets of the 1980s and 1990s. The only time the Street 
recommended overweighting equities was during and immediately after 
the Technology bubble. US equities performed miserably during the 
following decade. 

Wall Street’s recommendation to underweight equities mirrors investors’ 
anxiety during the past decade’s bull market. Wall Street is still 
recommending an underweight today, but a more bullish consensus is 
clearly forming.

Investors are not showing the classic euphoria that accompanies market 
peaks, but how can investors be more bullish today than at any time in 
the past 8 years?  It makes better sense to be incrementally cautious 
today when profits are beginning to decelerate and the yield curve is very 
flat versus 10 years ago when profits were accelerating and the curve 
was steep. 

                               

CHART 2:
Wall Street Sentiment Indicator 

(Aug. 1985 - Mar. 2019)

Source: Richard Bernstein Advisors LLC.

https://www.rbadvisors.com/images/pdfs/Doomed_to_repeat_the_Tech_Bubble.pdf
https://www.rbadvisors.com/images/pdfs/Doomed_to_repeat_the_Tech_Bubble.pdf
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CHART 3:
S&P 500® Reported  Y/Y Trailing GAAP EPS Growth 

(Dec. 1980 – Dec. 2018)

Source: Richard Bernstein Advisors LLC., Standard & Poor’s.

Profits are decelerating

RBA is renowned for our detailed analyses of global corporate 
profit cycles. Dating back to our original research in the early-1990s, 
we have shown that profits cycles are more influential to equity 
performance than are economic cycles.

The US profits cycle is poised to significantly decelerate in 2019. 
On a GAAP basis, 2018 S&P 500® profits growth exceeded 20%. 
RBA is forecasting profits growth for 2019 will slow to between 
0-5%. The risk of a full-blown profit recession could increase 
toward the end of the year. Chart 3 shows our forecast for  
S&P 500® reported GAAP profits growth.

Although some issues (such as trade war resolution) might alter 
the contour of our forecast, we very strongly doubt that any such 
issue will totally prevent the profits cycle from decelerating. 
Perhaps profits growth slows from 20-25% to 5-10% by year-end 
because of changes in policy, but the deceleration of corporate 
profits during 2019 seems certain.

History shows that it is generally beneficial for investors to sober 
up during periods when profits decelerate. Riskier strategies tend 
to perform better when profits accelerate.
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CHART 4:
Fed Survey of Senior Bank Lending Officers

(from 1990 on, quarterly)

Source: Federal Reserve Board

Liquidity is starting to dry up

Investors also should take a more sober approach because liquidity is 
starting to dry up. The flat/inverted US yield curve reflects that the credit 
markets are starting to get more conservative. Perhaps more important, 
bank lending standards now appear to be tightening.

Chart 4 highlights the Fed’s survey of senior bank lending officers. More 
lending officers are telling the Fed they are tightening lending standards 
when the line is above zero and standards are being eased when the line 
is below zero. The Fed’s most recent survey shows banks are tightening 
lending standards for the first time in roughly 3 years. 

There is plenty of liquidity still available within the economy.  This is not 
a dire situation. However, the flat/inverted yield curve and tighter lending 
standards may be signaling that investors should be calming down rather 
than becoming more enthusiastic and taking more risk in their portfolios.
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It’s never fun being late to a party. Everyone has been having a good time, 
and you’ve missed out. However, trying to jam all the fun into the party’s 
last hour is never a sensible idea. It’s probably better to simply admit you 
were late and be the designated driver for all your party-hardy friends.

The bull market started in March 2009 and is now more than 10 years old. 
Trying to recoup 10 years of missed excess returns into one’s portfolio at 
this late date probably isn’t sensible, but the data are suggesting that’s 
exactly what investors are starting to do. 

Investors are always the most bullish in the final stages of a bull market, 
and then subsequently regret their aggressive imprudence. At RBA, the 
combination of decelerating corporate profits, liquidity that’s starting to 
dry up, and investors’ incremental bullishness is starting to signal to us 
that we should consider being the designated driver at this party. No one 
knows when the party is going to end, but we feel confident that our 
budding conservatism will ultimately prove beneficial.

To learn more about RBA’s disciplined approach to macro  
investing, please contact your local RBA representative.  
www.rbadvisors.com/images/pdfs/Portfolio_Specialist_Map.pdf

http://www.rbadvisors.com/images/pdfs/Portfolio_Specialist_Map.pdf
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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.

MSCI ACWI® Index:  The MSCI ACWI® Index is a widely recognized, free-
float-adjusted, market-capitalization-weighted index designed to measure the 
equity-market performance of global developed and emerging markets. 

Bloomberg Barclays US Aggregate Bond Index:  The Bloomberg Barclays 
US Aggregate Bond Index is a broad-based benchmark that measures the 
investment grade, US dollar-denominated, fixed-rate taxable bond market. 
The index includes Treasuries, government-related and corporate securities, 
MBS (agency fixed-rate and hybrid ARM pass-throughs), ABS and CMBS 
(agency and non-agency).

Bloomberg Barclays US Floating Rate Notes Index:  The Bloomberg 
Barclays US Floating Rate Notes Index is a broad-based benchmark designed 
to measure the performance of U.S. dollar-denominated, investment-grade 
floating rate notes.

Hedge Fund Research HFRX Absolute Return Index: The HFRX Absolute 
Return Index is designed to be representative of the overall composition of 
the hedge fund universe. It is comprised of all eligible hedge fund strategies; 
including but not limited to convertible arbitrage, distressed securities, equity 
hedge, equity market neutral, event driven, macro, merger arbitrage, and 
relative value arbitrage.

Hedge Fund Research HFRX ED Distressed Restructuring Index:  The 
Hedge Fund Research HFRX ED Distressed Restructuring Index is designed to 
be representative of the composition of distressed restructuring firms. HFRX ED 
Distressed Restructuring Strategies employ an investment process focused on 
corporate fixed income instruments, primarily on corporate credit instruments of 
companies trading at significant discounts to their value at issuance or obliged 
(par value) at maturity as a result of either formal bankruptcy proceeding or 
financial market perception of near term proceedings. Managers are typically 
actively involved with the management of these companies, frequently 
involved on creditors' committees in negotiating the exchange of securities 
for alternative obligations, either swaps of debt, equity or hybrid securities. 
Managers employ fundamental credit processes focused on valuation and asset 
coverage of securities of distressed firms; in most cases portfolio exposures are 
concentrated in instruments which are publicly traded, in some cases actively 
and in others under reduced liquidity but in general for which a reasonable public 
market exists. In contrast to Special Situations, Distressed Strategies employ 
primarily debt (greater than 60%) but also may maintain related equity exposure.                  
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RBA Investment Process:

  Quantitative indicators and 
macro-economic analysis 
are used to establish views 
on major secular and 
cyclical trends in the market.

  Investment themes 
focus on disparities 
between fundamentals 
and sentiment.

  Market mis-pricings are 
identified relative to 
changes in the global 
economy, geopolitics 
and corporate profits.

About Richard Bernstein Advisors
Richard Bernstein Advisors LLC is an investment manager. RBA partners 
with several firms including Eaton Vance Corporation and First Trust Portfolios 
LP, and currently has $9.3 billion collectively under management and 
advisement as of March 31st, 2019. 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. Additionally, RBA runs 
ETF asset allocation SMA portfolios at UBS, Merrill Lynch, Morgan Stanley 
Smith Barney and on select RIA platforms. RBA's investment insights as 
well as further information about the firm and products can be found at 
www.RBAdvisors.com. 
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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, 
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Bernstein Advisors LLC does not undertake to advise you of any changes in the views expressed herein.
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