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This time isn’t different
“If you say this time is different and you are bullish, then people
think you are foolish. But, if you say this time is different and
you are bearish, then people think you are very insightful.”
Richard Bernstein, Chief Executive
and Chief Investment Officer

Richard Bernstein Advisors
Richard Bernstein Advisors LLC
(RBA) is an independent
investment adviser 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, riskcontrolled, and focused on overall
portfolio construction instead of
individual stock selection.
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Website: RBAdvisors.com
Twitter: @ rbadvisors
Phone: (212) 692-4088

– Anonymous

At RBA, our work on cycles has rarely identified a period which
was truly unique. We study cycles all around the world, and
profit fundamentals typically drive stocks. The exceptions have
subsequently proven to be financial bubbles like the technology
bubble in the late-1990s or the housing bubble during the mid2000s. We invest by the rule that “it’s not different this time”.
We search for gaps between perception and reality when
investor expectations differ from the objective reality of the cycle.
Some of our best success stories have originated by identifying
such gaps. Our avoidance of emerging markets and MLPs and
our enthusiasm for the US consumer are recent examples when
our disciplined investment strategy led to one-of-a-kind portfolios.
Our recent views have been similarly out of consensus.
The profits cycle seems to be in the process of forming a
trough and the Fed may be more cautious when raising rates
than investors expect. That combination is not at all unusual
(it’s normally called an earnings-driven stock market), and we
think it may be the fuel behind the next leg of the bull market.
The Fed is a lagging indicator

RBA spends considerable time determining whether indicators
are leading, lagging, or coincident. However, as investors, we
don’t really care whether indicators lead or lag the economy.
Rather, we care whether they lead or lag the financial markets.
With that in mind, investors may be paying too much
attention to the Fed. Of course, the Fed is hugely important
for the economy and the markets, but it is critical to
remember that the Fed is actually a lagging indicator. We
expect that to be the case throughout this cycle as well.
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Since the Fed began to target the Fed Funds rate in the early1980s, the Fed has never led the markets either when raising
rates or lowering rates (Chart 1). The chart marks the peaks and
troughs in the Fed Funds Rate and the 3-month T-bill rate. There
have been a couple of instances when one could argue that the
Fed’s moves were coincident with the markets’, but the Fed
typically lags the markets. Sometimes, the lag is as long as a
year or more.
The Fed’s recent guidance seems to be following the historical
norm. The uncertainty surrounding the US and global economies
is preventing the Fed from being the leading indicator that some
would like them to be. Recent comments indicate that the Fed
may prefer lagging. If the Fed tightens monetary policy too early
or too quickly, then they feel they may put the global economy at
risk. However, if they tighten too late or too slowly, they feel they
can always react to inflation and increase the pace and magnitude
of rate increases.
The current Fed’s perceived risk and return seems similar to those
of past Fed regimes. With the exception perhaps of the Volker
Fed, the Federal Reserve has historically responded to economic
conditions rather than set them. The current Fed’s “data
dependency” is really nothing new.

CHART 1:
Fed Funds Target Rate vs. The 3-Month T-Bill
June 1983 - March 2016
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Since the Fed began
to target the Fed
Funds rate in the
early-1980s, the
Fed has never led
the markets either
when raising rates
or lowering rates
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Source: Richard Bernstein Advisors LLC, Bloomberg LP, FRB.
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The profits cycle appears to have troughed

Profits cycles, rather than economic cycles, are central to our
positioning because history shows well that financial markets
generally react more to profits cycles than they do to economic
cycles. Accordingly, our outlook for corporate profits is more
important than is our outlook for the overall economy.
Our forecast for corporate profits suggests that the profits cycle
is in the process of troughing. Chart 2 highlights our expectations
for the profits cycle over the next year or so. It appears to us
that 4Q15 earnings season was probably the weakest of the
cycle, and that the profits cycle will gradually improve through
2016. Although we don’t expect the absolute level of profits to
trough, history suggests that the improvement in the profits cycle
could initiate leadership changes with the stock markets.
CHART 2:
The S&P 500® Profits Cycle
(Year-on-Year Percent Change in Trailing Reported EPS)
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Nothing unique going on: it’s still interest rates and profits

The combination of the Fed’s hesitancy to tighten monetary policy
and the profits cycle’s potential trough indicates two things to us: 1)
this cycle isn’t different and 2) the odds are the bull market continues.
Of course, if one wanted to posit that the Fed will be aggressive and
the trough in the profits cycle is several quarters away, then we’d be
very wrong because that would be a terrible environment for equities
(i.e., the Fed tightening into a deepening profits recession). However,
that combination would be highly unusual relative to history, and we
think it is an unlikely outcome.
This cycle isn’t unique. It’s still all about interest rates and profits.
If you’d like a deeper understanding about how RBA incorporates
these ideas into our portfolios, please contact your RBA product
specialist. http://www.rbadvisors.com/images/pdfs/Portfolio
Specialist_Map.pdf
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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®: Standard & Poor’s (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.
3-Mo T-Bill: Yield on the Generic United States
3-Month Government Bill (GB3)
Fed Funds Target Rate: The federal funds rate is the short-term
interest rate targeted by the Federal Reserve's Federal Open
Market Committee (FOMC) as part of its monetary policy. In
December 2008, the target "fed funds" level was replaced by a
target range, and this represents the upper bound of that range.
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RBA Investment Process:
➜ Q
 uantitative 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.
➜ M
 arket 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 independent investment
adviser. RBA partners with several firms including Eaton Vance
Management and First Trust Portfolios LP, and currently has
$3.1 billion collectively under management and advisement as
of March 31, 2016. RBA acts as sub‐advisor for the Eaton Vance
Richard Bernstein Equity Strategy Fund, the Eaton Vance Richard
Bernstein All‐Asset Strategy Fund and the Eaton Vance Richard
Bernstein Market Opportunities 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 and the First Trust RBA Quality
Income 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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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. 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. Past performance is,
of course, no guarantee of future results. 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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