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WHY DECLINING MARKET BREADTH IS A FALSE FEAR
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KEY POINTS

o While many see the recently falling market breadth as a negative, rapidly falling market breadth hasn't
foretold bear markets, and in fact, often proceeds very positive equity returns.

e While we agree Artificial Intelligence (Al) is a bit overhyped, the "bounce effect”"—the tendency for the
downturn’'s worst-performing equities to perform best as the market recovers—likely explains much of
what pundits deem "Al froth". Information Technology was among the worst performing sectors in the
2022 bear and therefore was poised for a sharp rebound in the recovery which followed.

e Many of the leading growth names commonly referred to as "Magnificent Seven” in the press, have still
not fully recovered from their 2022 downturn. Furthermore, different breadth indicators show US equities
outside the "Magnificent Seven” have broadly performed better than most think.

INTRODUCTION

The new bull market that we believe started in October 2022 has featured a classic "wall of worry"—a barrage
of investor fears that tamps down on sentiment as equities climb higher. Global equities have rallied despite
investor fears over aggressive rate hikes, inflation and recession expectations. Additionally, despite the
economic and political tailwinds behind this bull market, many pundits argue the current market environment
is fundamentally unstable. They say that this year's narrow market breadth—commonly defined as the
percentage of equities beating the broader market—makes the rally weak, set to fall again when Tech stops
leading. We believe this is a false fear and is a brick in the "wall of worry”, creating space for this new bull
market to continue.

THE 2023 MARKET RALLY & BREADTH FALL

While US equities strongly recovered in 2023, the traditional measure of market breadth (% of outperforming
stocks over the prior 12 months) rapidly narrowed in the year's first half. Market breadth peaked at January's
end as over 62% of S&P 500 equities beat the index over the prior year. However, by May's close, just 32%
did. That is this breadth measure's fastest plunge since reliable data started in 1965." Historically speaking,
traditional low market breadth is a late cycle indicator—leading investors to believe this rally is unsustainable.
However, there is more to this drop in breadth than most investors understand. Falling market breadth we
believe is a false fear and many of the fears surrounding this market rally seem misguided.

COMBATING INVESTORS' FALSE FEARS

FALSE FEAR: FALLING MARKET BREADTH IS A NEGATIVE FOR MARKETS

Pundits during this rally have insisted that the market has looked narrow, hollow and fragile—arguing that
the falling market breadth seen in the first half of the year is a bearish indicator. However, falling market
breadth isn't inherently bearish. As shown in Exhibit 1, this year's fall in market breadth was the steepest fall
in history. However, history suggests falls of this magnitude precede strong performance. Of the three other
breadth periods approaching 2023's record size: one in 1969 came mid-bear market and soon before a 32-
month bull market erupted, delivering 74% gains. The others came during early bull market corrections: one
in 1984 and one in 2003. Average +12M, +18M and +24M S&P 500 returns following these periods of large drops
in breadth were 7.0%, 15.0% and 30.8% respectively.
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Exhibit 1: Sharp Decline in the % of Stocks Outperforming the Market
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Source: Clarifi—Trailing 12M S&P 500 breadth (% outperforming), monthly through 31/5/2023. Drawdowns measured from the
max declines during a rolling 6M period vs front month.

Another common way of measuring breadth is by looking at how many equities close above their 200-day
average price. In June and September of 2022, this number fell below 15% for the S&P 500—only the eighth
and ninth times since 1990. Again, however, this drop in breadth historically proceeds booms, not busts.
Exhibit 2 shows that S&P 500 returns following the seven deep troughs before 2022 were higher 86% of the
time in the next 3 to 24 months. In fact, after 24 months, US equities on average were 33.4% higher.

Exhibit 2: % of S&P 500 Stocks Closing Above Their 200 Day Moving Average
% of S&P 500 Stocks Closing Above Their 200DMA
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Returns After the % of S&P 500 Stocks Above Their 200DMA Dips < 15%

16/10/1990 5.8% 29.7% 31.4% 39.2% 37.7%
26/09/2001 14.1% 13.1% -15.1% -13.6% -1.0%
18/07/2002 0.3% 2.3% 12.7% 29.3% 24.9%
07/10/2008 -9.0% -18.1% 6.2% 18.7% 16.2%

10/08/20T1 10.6% 19.8% 25.4% 35.4% 50.9%

26/12/2018 14.2% 18.1% 31.3% 21.9% 50.1%
13/03/2020 12.2% 23.2% 45.5% 64.8% 55.1%

Average 6.9% 12.6% 19.6% 28.0% 33.4%
% Freq. Positive 86% 86% 86% 86% 86%

Source: FactSet. Daily % of S&P 500 constituents above their 200 day moving average from 1/10/1990-31/8/2023. Current
periods beginning in 17/6/2022 and 27/9/2022 are not included in the summary statistics.
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Additionally, a low-breadth boom now is quite logical. In a slow growth environment with widespread
recession fears, few stocks can inevitably grow. Investors fearing risk crave the reliability of assured growth
and will pay up for it since that is now so scarce. So investors flock to large, high-quality growth-like equities
and market breadth shrinks. However, as pessimism falls and these false fears begin to diminish, breadth
should begin to rise again and we expect the bull market will continue its climb. This has been the case thus
far in 2023, with breadth narrowing in the first half of the year but rising so far in the second half—all while
equities have continued their strong run, illustrating that markets can move higher in both narrowing and
widening breadth environments. (Exhibit 3)

Exhibit 3: Equities Have Largely Ignored Market Breadth
S&P 500 Total Return Index (LHS)
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*Data shown from 1/7/2023-31/8/2023. Source: FactSet, as of 31/8/2023 in USD. Shows S&P 500 quarterly % of stocks
outperforming the index by count and S&P 500 Total Return Index with daily data.

FALSE FEAR: Al ENTHUSIASM IS THE PRIMARY REASON FOR TECH'S UPTURN

Another reason many pundits say the rally cannot continue is the recent emphasis on Artificial Intelligence.
Al has been a hot topic of late, and many believe enthusiasm over Al has led the Information Technology
sector higher—leading many to believe equities sharp rise will reverse when reality proves Al to be frothy.
While we agree Al is likely a bit overhyped, pundits are missing a key point: there are other factors involved
that matter more to Technology's bounce this year than Al.

In order to understand why large, growth-oriented companies are leading this year, we need to consider
what happened during the 2022 drawdown. A phenomenon we often discuss is called the "Bounce Effect”
the tendency for the downturn’'s worst-performing categories of equities to perform best as the market
initially recovers. This has happened following a majority of bear markets historically and has played out well
since this bull market began last October. Despite strong fundamentals, large growth equities—
predominantly found in sectors such as Information Technology and Communication Services—fell hard in
2022's bear market, but in the recovery they are rebounding strongly. (Exhibit 4)
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Exhibit 4: The Bounce Effect

Decile Performance During Bear and Recovery
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Top Chart Source: FactSet. MSCI World Price Returns from 04/01/2022-12/10/2022 and 12/10/2022-31/8/2023. Deciles are
bucketed by performance in drawdown. Bottom Chart Source: FactSet. MSCI World Sector Total Returns from 04/01/2022-
12/10/2022 and 12/10/2022-31/8/2023. Data in USD.

Beyond this, slow overall economic growth favours Tech and growth generally, given their better ability to
deliver sales growth in that environment. Many economists continue forecasting recession or at best, sluggish
growth. That fuels fears of a low-growth world hampering companies dependent on booming demand—like
smaller, value firms. Therefore, investors want to own companies capalble of churning out earnings in a slower
global economy. These are true growth equities. Their rise is a simple, logical result of tight supply and high
demand. Hence, we think concerns over Tech's rise this year is a false fear. And false fears are bullish—lbricks
in the wall of worry.

FALSE FEAR: THE MARKET RALLY ISN'T SUSTAINABLE AND HAS BEEN DRIVEN BY A FEW NAMES

Similar to breadth fears already discussed, pundits have touted the "Magnificent Seven” stocks (Apple,
Amazon, Alphabet, Meta, Microsoft, Nvidia and Tesla) as the primary driver of this year's market bounce. The
argument many pundits make is that the concentration of these equities is the primary driver for the strong
equity returns this year—which is not sustainable given these stocks are now overvalued and therefore have



FISHER INVESTMENTS EUROPE"

little room to run. Similar to other investor concerns on breadth, this fear is a bit misunderstood and misses a
lot of context.

First, while these names have strongly rebounded this year and helped drive markets up, as previously
discussed: what falls the most in the drawdown tends to bounce the most in the initial recovery. Aimost all of
these names meaningfully underperformed during the drawdown (except Apple) and therefore were poised
to strongly bounce in the initial recovery. Second, while the "Magnificent Seven” have performed well this
year, they likely haven't performed as well as many may lead you to believe. Exhibit 5 shows that while the
“Magnificent Seven” have rebounded, only three of the seven have outperformed the S&P 500 since the
beginning of 2022 and only Nvidia has meaningfully reached new highs. More specifically said, excluding
Nvidia, all of these stocks have either significantly underperformed or performed in-line with the S&P 500
since the start of 2022. This is a far cry from the narrative that all of these equities have drastically
outperformed, are overvalued and have little room to run.

Exhibit 5: The Not So Magnificent Seven

Cumulative Return - S&P 500 and the Magnificent Seven
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Source: FactSet, as of 31/8/2023 in USD. Shows stock returns and S&P 500 Total Returns from 1/1/2022-31/8/2023 with daily
data.

Furthermore, traditional market breadth typically overshadows the actual amount of equities outperforming
in a given index due to the cap-weighted nature of these indexes. This is the case in a US index like the S&P
500 with a few heavily weighted names. There are a few ways to illustrate this. First, as shown in Exhibit 2, at
the end of August, 53% of S&P 500 stocks closed above their 200 day moving average—at a healthy level
and up significantly from their 2022 lows. Second, we can strip out the cap-weighting effects and examine
how many stocks outperform the S&P 500 Equal Weighted index. Year-to-date through the end of August,
47% of stocks have outperformed the S&P 500 Equal Weighted index—which is in line with historic averages
and even higher than several of the past few years'.

CONCLUSION

As headlines continue to provide reasons this bull market cannot continue, we believe many of these are
false fears. Falling market breadth historically has proceeded strong equity returns and the many
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overarching arguments surrounding breadth and Al enthusiasm miss a lot of important context. Market
breadth is yet another illustration of what Ken Fisher calls "the pessimism of disbelief"—the idea that in new
bull markets people will continue dismissing the rally and seek reasons to be bearish or reasons the rally
cannot continue. Today's economic data, while not stellar across the board, keep beating expectations and
this bull market has continued its run despite a mound of investor worries: from inflation to earnings to low
market breadth. This is encouraging, and this “pessimism of disbelief” likely gives equities plenty of room to
run going forward.

' Source: Clarifi, as of 9/6/2023. S&P 500 breadth, defined as the percentage of constituents leading the
index over the past 12 months.

" Source: FactSet. Data based on the S&P 500 Equal Weighted Index from 01/01/2023 — 31/08/2023. Data in
USD. Historic averages based on last 20 years of calendar year data.
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DISCLOSURES

Fisher Investments Ireland Limited trades as Fisher Investments Europe (FIE) and is regulated by the Central
Bank of Ireland. Fisher Investments Ireland Limited and its trading name Fisher Investments Europe are
registered with the Companies Registration Office in Ireland under numbers 623847 and 629724. Fisher
Investments (FI) is an investment adviser registered with the United States Securities and Exchange
Commission. FIE is wholly-owned by Fisher Asset Management, LLC, trading as Fisher Investments (Fl), which
is wholly-owned by Fisher Investments, Inc.

Fisher Investments (Fl) is an investment adviser registered with the Securities and Exchange Commission. As
of 30 June 2023, Fl managed $211 billion, including assets sub-managed for its wholly-owned subsidiaries. Fl
and its subsidiaries maintain four principal business units — Fisher Investments Institutional Group (FIIG), Fisher
Investments Private Client Group (FIPCG), Fisher Investments International (Fll), and Fisher Investments 401(k)
Solutions Group (401(k) Solutions). These groups serve a global client base of diverse investors including
corporations, public and multi-employer pension funds, foundations and endowments, insurance
companies, healthcare organisations, governments and high-net-worth individuals. Fl's Investment Policy
Committee (IPC) is responsible for investment decisions for all investment strategies.

For purposes of defining “years with Fisher Investments,” Fl was established as a sole proprietorship in 1979,
incorporated in 1986, registered with the US SEC in 1987, replacing the prior registration of the sole
proprietorship, and succeeded its investment adviser registration to a limited liability company in 2005.
“Years with Fisher Investments” is calculated using the date on which FI was established as a sole
proprietorship through 30 June 2023.

Fl is wholly owned by Fisher Investments, Inc. Since Inception, Fisher Investments, Inc. has been 100% Fisher-
family and employee owned, currently Fisher Investments Inc. beneficially owns 100% of Fisher investments
(Fl), as listed in Schedule A to FI's form ADV Part 1. Ken and Sherrilyn Fisher, as co-trustees of their family trust,
beneficially own more than 75% of Fisher Investments, Inc., as noted in Schedule B to Fl's Form ADV Part 1.

FIE outsources portfolio management to Fl. FI's Investment Policy Committee (IPC) is responsible for all
strategic investment decisions. The Joint Investment Oversight Committee (IOC) is responsible for overseeing
FlI's management of portfolios that have been outsourced to Fl,

This document has been approved and is being communicated by Fisher Investments Ireland Limited.

The foregoing information constitutes the general views of Fisher Investments and should not be regarded
as personalised investment advice or a reflection of the performance of Fisher Investments or its clients.
Investing in financial markets involves the risk of loss and there is no guarantee that all or any capital invested
will be repaid. Past performance is never a guarantee nor reliable indicator of future results. Other methods
may produce different results, and the results for individual portfolios or different periods may vary depending
on market conditions and the composition of a portfolio or index. The value of investments and the income
from them will fluctuate with world financial markets and international currency exchange rates. If you have
asked us to comment on a particular security then the information should not be considered o
recommendation to purchase or sell the security for you or anyone else. We provide our general comments
to you based on information we believe to be reliable. There can be no assurances that we will continue to
hold this view; and we may change our views at any time based on new information, analysis or
reconsideration. Some of the information we have produced for you may have been obtained from a third
party source that is not affiliated with Fisher Investments. Fisher Investments requests that this information
be used for your confidential and personal use.
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