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7 Reasons the Equity Market is Rallying 

1. It’s what the market does the year after a 25% decline.1 

AEA positioning:  Many stocks declined more than 25%.2 Adding depressed 
cyclical quality stocks. 

2. Declines happen the year before an earnings slowdown, rallies happen the year of the slowdown.3 
 
AEA positioning:  The time to be defensive was last year.   
 

3. Wall Street/investors are overwhelmingly bearish with epic levels of cash.4  
 
AEA positioning:  While always mindful of beta risk, fully invested in anticipation of equity cash capitulation  

as market rallies.5  
 

 
1 Since 1950, the S&P 500 has been up over the next 12 months, 9 of the 10 times it experienced a 25% decline.  Bloomberg. 
2 The NASDAQ declined 30%.  Bloomberg. 
3 Since 1950, there have been 11 greater or equal to -10% down earnings years. The S&P 500 produced a positive return in 9 of those  

11 years. Bloomberg. 
4 Average allocation to stocks is only 52%.  Historically, at these low levels, stocks generated positive returns 95% of time.  Bank of 

America.  March 1st, 2023. 
5 AEA equity strategies are 98%-99% invested. Only 1%-2% cash. 
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4. Excluding a handful of mega-cap tech stocks, the market is not that expensive.6  
 
AEA positioning:  Reduced very large companies relative to benchmarks.   
 

5. It’s not a bear market bounce.  Look at what is leading: Cyclicals, transports, Europe.  It’s a bull phase. 
  
AEA positioning:  Increased positioning in cyclical stocks and Europe. 
 

6. Mid-term returns historically weak (2022) while year 3 Presidential year positive 95% of time (2023).7  
   
AEA positioning:  First half of 2023 will surprise on upside. 
 

7. Inverted yield curve’s forecasting ability has diminished; consumer/corporate rate sensitivity has  
declined; Fed’s tightening less impactful on economy.8  
 
AEA positioning:  Respect the yield curve but listen to Main Street. 

 
Andrew 
 

 

 
6 The S&P is trading at 18 x 2023 consensus earnings.  Ex AAPL, AMZN, GOOGL, MSFT, NVDA, TSLA market trading at 15.5 x 2023 

earnings and 14.5 x 2024 earnings.  March 1st, 2023. Bloomberg. 
7 Year 3 of the Presidential cycle, the S&P 500 has been down once since 1939. 
8 Empirical Research.  March 3rd, 2023. 
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RISK CONSIDERATIONS 

THERE IS NO ASSURANCE THAT A PORTFOLIO 
WILL ACHIEVE ITS INVESTMENT OBJECTIVE. 
PORTFOLIOS ARE SUBJECT TO MARKET RISK, 
WHICH IS THE POSSIBILITY THAT THE MARKET 
VALUES OF SECURITIES OWNED BY THE 
PORTFOLIO WILL DECLINE AND MAY THEREFORE 
BE LESS THAN WHAT YOU PAID FOR THEM. Market 
values can change daily due to economic and other 
events (e.g. natural disasters, health crises, 
terrorism, conflicts and social unrest) that affect 
markets, countries, companies or governments. It is 
difficult to predict the timing, duration, and potential 
adverse effects (e.g. portfolio liquidity) of events. 
ACCORDINGLY, YOU CAN LOSE MONEY 
INVESTING IN THIS PORTFOLIO. PLEASE BE 
AWARE THAT THIS PORTFOLIO MAY BE SUBJECT 
TO CERTAIN ADDITIONAL RISKS. IN GENERAL, 
EQUITIES SECURITIES’ VALUES ALSO FLUCTUATE 
IN RESPONSE TO ACTIVITIES SPECIFIC TO A 
COMPANY. STOCKS OF SMALL-AND MEDIUM-
CAPITALIZATION COMPANIES ENTAIL SPECIAL 
RISKS, SUCH AS LIMITED PRODUCT LINES, 
MARKETS AND FINANCIAL RESOURCES, AND 
GREATER MARKET VOLATILITY THAN SECURITIES 
OF LARGER, MORE ESTABLISHED COMPANIES. 
INVESTMENTS IN FOREIGN MARKETS ENTAIL 
SPECIAL RISKS SUCH AS CURRENCY, POLITICAL, 
ECONOMIC, MARKET AND LIQUIDITY RISKS. 
ILLIQUID SECURITIES MAY BE MORE DIFFICULT TO 
SELL AND VALUE THAN PUBLICLY TRADED 
SECURITIES (LIQUIDITY RISK). NON-DIVERSIFIED 
PORTFOLIOS OFTEN INVEST IN A MORE LIMITED 
NUMBER OF ISSUERS. AS SUCH, CHANGES IN THE 
FINANCIAL CONDITION OR MARKET VALUE OF A 
SINGLE ISSUER MAY CAUSE GREATER 
VOLATILITY. 

DEFINITIONS 
The indexes are unmanaged and do not include any expenses, fees or 
sales charges. It is not possible to invest directly in an index. Any index 
referred to herein is the intellectual property (including registered 
trademarks) of the applicable licensor. Any product based on an index 
is in no way sponsored, endorsed, sold or promoted by the applicable 
licensor and it shall not have any liability with respect thereto. The S&P 
500® Index measures performance of the large cap segment of the 
U.S. equities market, covering approximately 75% of the U.S. market, 
including 500 leading companies in the U.S. economy. The Russell 
1000 Index is an index of approximately 1,000 of the largest companies 
in the U.S. equity market. The Russell 1000 is a subset of the Russell 
3000 Index. It represents the top companies by market capitalization. 

The Russell 1000 typically comprises approximately 90% of the total 
market capitalization of all listed U.S. stocks. The Russell 1000® 
Growth Index measures the performance of the large- cap growth 
segment of the US equity universe. It includes those Russell 1000 
companies with relatively higher price-to-book ratios, higher I/B/E/S 
forecast medium term (2 year) growth and higher sales per share 
historical growth (5 years). The Russell 1000® Value Index measures 
the performance of the large- cap value segment of the US equity 
universe. It includes those Russell. 1000 companies with relatively 
lower price-to-book ratios, lower I/B/E/S. The MSCI World Index is a 
free float adjusted market capitalization weighted index that is designed 
to measure the global equity market performance of developed 
markets. The term "free float" represents the portion of shares 
outstanding that are deemed to be available for purchase in the public 
equity markets by investors. The performance of the Index is listed in 
U.S. dollars and assumes reinvestment of net dividends. The MSCI 
Europe Index captures large and mid cap representation across 15 
Developed Markets (DM) countries in Europe. The Shanghai 
Composite Index is a capitalization-weighted stock market index 
designed to track the price performance of all A-shares and B-shares 
listed on the Shanghai Stock Exchange. Standard deviation is a 
measure that is used to quantify the amount of variation or dispersion 
of a set of data values. The MSCI China Index captures large and mid 
cap representation across China A shares, H shares, B shares, Red 
chips, P chips and foreign listings (e.g. ADRs). 

 
IMPORTANT INFORMATION  
The views and opinions and/or analysis expressed are those of the 
author or the investment team as of the date of preparation of this 
material and are subject to change at any time without notice due to 
market or economic conditions and may not necessarily come to pass. 
Furthermore, the views will not be updated or otherwise revised to 
reflect information that subsequently becomes available or 
circumstances existing, or changes occurring, after the date of 
publication. The views expressed do not reflect the opinions of all 
investment personnel at Morgan Stanley Investment Management 
(MSIM) and its subsidiaries and affiliates (collectively “the Firm”), and 
may not be reflected in all the strategies and products that the Firm 
offers.  

Forecasts and/or estimates provided herein are subject to change and 
may not actually come to pass. Information regarding expected market 
returns and market outlooks is based on the research, analysis and 
opinions of the authors or the investment team. These conclusions are 
speculative in nature, may not come to pass and are not intended to 
predict the future performance of any specific strategy or product the 
Firm offers. Future results may differ significantly depending on factors 
such as changes in securities or financial markets or general economic 
conditions. 

This material has been prepared on the basis of publicly available 
information, internally developed data and other third-party sources 
believed to be reliable. However, no assurances are provided regarding 
the reliability of such information and the Firm has not sought to 
independently verify information taken from public and third-party 
sources. 

This material is a general communication, which is not impartial and all 
information provided has been prepared solely for informational and 
educational purposes and does not constitute an offer or a 
recommendation to buy or sell any particular security or to adopt any 
specific investment strategy. The information herein has not been 
based on a consideration of any individual investor circumstances and 
is not investment advice, nor should it be construed in any way as tax, 
accounting, legal or regulatory advice. To that end, investors should 
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seek independent legal and financial advice, including advice as to tax 
consequences, before making any investment decision. 

The indexes are unmanaged and do not include any expenses, fees or 
sales charges. It is not possible to invest directly in an index. Any index 
referred to herein is the intellectual property (including registered 
trademarks) of the applicable licensor. Any product based on an index 
is in no way sponsored, endorsed, sold or promoted by the applicable 
licensor and it shall not have any liability with respect thereto. 

This material is not a product of Morgan Stanley’s Research 
Department and should not be regarded as a research material or a 
recommendation.  

The whole or any part of this material may not be directly or indirectly 
reproduced, copied, modified, used to create a derivative work, 
performed, displayed, published, posted, licensed, framed, distributed 
or transmitted or any of its contents disclosed to third parties without 
the Firm’s express written consent. This material may not be linked to 
unless such hyperlink is for personal and non-commercial use. All 
information contained herein is proprietary and is protected under 
copyright and other applicable law. 

NOT FDIC INSURED | OFFER NO BANK GUARANTEE | MAY 
LOSE VALUE | NOT INSURED BY ANY FEDERAL GOVERNMENT 
AGENCY | NOT A BANK DEPOSIT   

 
 
 

 
Please consider the investment objectives, risks, charges 
and expenses of the funds carefully before investing. The 
prospectuses contain this and other information about 
the funds. To obtain a prospectus for the Morgan Stanley 
Funds please download one at morganstanley.com/im or 
call 1-800-548-7786. Please read the prospectus carefully 
before investing. 

 
Morgan Stanley Distribution, Inc. serves as the distributor for 
Morgan Stanley Funds. 
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