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MACRO STRATEGY

Continued Federal Reserve (Fed) rate hikes and an 
intensifying trade war with China are a recipe for rising 
market volatility in 2019. 

THOUGHT OF THE WEEK

In a year characterized by relative outperformance of 
U.S. equities, Japan has performed relatively well in 2018, 
trailing the U.S. but handily outperforming Europe and 
emerging markets (EM)1. A number of factors make 
us optimistic on Japanese equities relative to other 
international developed equities and underscore the 
prudence of regional diversification in portfolios. 

GLOBAL MARKET VIEW

October has emerged—thus far—as a tumultuous time 
for investors. While market gains have been pared this 
month, we believe it’s too early to call an end to the equity 
bull market.

PORTFOLIO CONSIDERATIONS

Within equities we continue to overweight the U.S. relative 
to non-U.S. developed markets and are maintaining our 
slight overweight in EM equities for now. We view this 
latest sharp sell-off as a normal correction (albeit at a 
high velocity) of the significant outperformance of growth 
stocks and U.S. technology in the past 12 months.

CHINA AND THE FED DRIVING VOLATILITY

Robert T. McGee, Head of CIO Macro Strategy

Early this year, we identified the monetary tightening cycle 
and the return of inflation to the Fed’s target level as key 
reasons to expect equity market volatility to return to more 
normal levels. Exhibit 1 illustrates volatility (as measured by 
the Volatility Index (VIX) or Chicago Board Options Exchange 
(CBOE) Market Volatility Index) and a forecast (red dotted line) 
based on the Fed’s policy stance. The yield curve, which is a 
good indicator of monetary policy tightness or ease, tends to 
lead the VIX by about two years. Currently, it suggests that 
volatility should fundamentally trend up and average more 
historically normal levels by late 2020. 

Volatility averaged its lowest levels of the past 30 years during 
2017. By some measures, equity markets were the calmest 
going back to the 1920s. This should not be that surprising 
given the Fed’s commitment to restoring the health of the 
post-financial-crisis economy before trying to normalize 

Exhibit 1: Volatility Slowly Returning to Normal As “Fed Put”* 
Expires.
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* The Fed put is the general idea that the Federal Reserve is willing and able to adjust 
monetary policy in a way that is bullish for the stock market.

1 Nikkei 225, S&P 500, Euro Stoxx 50, and MSCI Emerging Markets, in dollar terms. 
Bloomberg as of 10/12/2018.
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interest rates. This so-called “Fed put” meant that the U.S. 
central bank has had the market’s back. Confidence in this 
fact caused investors to view price dips in equity markets 
as potential buying opportunities. This has limited downside 
movement and fueled a very strong, steady upward trend.

Inevitably, even with its very gradual pace of rate hikes, monetary 
policy is becoming less stimulative, and interest rates are moving 
into a more normal range consistent with a much healthier U.S. 
economy. It is therefore not surprising that volatility has been 
averaging higher levels this year (about 25% to 35% higher) than 
in 2017. Still, the VIX remains below normal, suggesting that 
investors will need to acclimate to a rising volatility trend over the 
next few years as the “Fed put” finally expires.

CHINA IN THE CROSS-HAIRS

The other major driver of market volatility has been trade 
policy. Investors had worried after the election in 2016 that 
the new administration’s alleged protectionist policies would 
undermine world economic growth. Instead, over 2017, pro-
business deregulation and tax policies were the focus causing 
a major upside surprise to growth and earnings. This lulled the 
markets into complacency over trade issues until early this 
year when the policy focus shifted back to trade.

As has been the case with this Administration from the beginning, 
the rhetoric has provided grist for various interpretations and 
appeared to sow confusion. Recently, however, thoughtful 
observers have begun to ascertain a method in the madness. 
Here is a good synopsis of Trump’s newly emerging trade policy 
by Neil Irwin in The New York Times on October 7, 2018:

“The strategy that has jelled goes something like this: the 
president has been beating up on traditional allies, including 
Canada, Mexico, the European Union, Japan and South Korea. 
He has been assailing them publicly, placing tariffs on their steel 
and aluminum, and threatening to tax their automobiles. But 
fundamentally, that was just about softening them up to extract 
moderate concessions favorable to American interests.

That has now been achieved with a trade deal with South Korea in 
late September and a new North American Free Trade Agreement 
(NAFTA), now to be called U.S.M.C.A. (for United States-Mexico-
Canada Agreement), struck last weekend.

Now that the administration has shown it can get to yes with 
those deals, similarly patterned agreements with Europe and 
Japan are expected to come next. After revised deals with those 
allies are in place, the administration will most likely seek a 
concerted effort among them to isolate China and compel major 
changes to Chinese business and trade practices.”

A provision in the new North America trade deal that verifies 
this focus on China threatens any party that negotiates a trade 
deal with a “nonmarket” economy with losing their favored 
treatment in U.S. markets. In essence, Trump’s bilateral trade 
deals are setting up a situation where allies will be aligned 
with the U.S. in the coming trade confrontation with China.

Most people agree that, as a “nonmarket” economy, China has 
persistently exploited trade and stolen intellectual property 
in violation of World Trade Organization (WTO) rules without 
penalty. The old establishment in the name of “free trade” has 
allowed this situation to persist to the point where a populist 
backlash in most democracies around the world has begun to 
force change. Trump is the global leader for this change.

As a result, the extent of China’s violations is beginning to 
be reported in the mainstream media. A major Bloomberg 
BusinessWeek story on October 4 documented China’s implant 
of chips for espionage into hardware equipment used by 
Western companies. An alleged Chinese industrial spy was just 
extradited from Belgium to the U.S. according to a Wall Street 
Journal story on October 11. 

The risk that Chinese manufactured technology hardware is 
infected for espionage purposes raises the risk that the supply 
chain built over the past generation will need to be restructured 
away from Chinese companies. Negotiations for trade deals and 
China’s reluctance to become a market economy with a Western-
style rule of law are likely to accelerate the focus on remaking 
supply chains around the world so that China cannot exploit them 
in violation of fair-trade norms. In essence, a totalitarian state 
without protections for individual and corporate property rights 
is incompatible with free and fair trade. The disruption that this 
implies for global supply chains, especially in technology, has begun 
to roil financial markets trying to identify likely winners and losers. 
This is going to be a major theme over the next year, and probably 
longer. It adds another element of volatility to global markets.

RELATIVE MARKET PERFORMANCE REFLECTS  
THESE FORCES

The relative performance of markets this year reflects the 
remixing of global growth implied by the looming restructuring 
of global trade and normalization of U.S. rates.

China is the biggest loser to date with its equity market first 
to fall into bear territory according to Bloomberg. Its difficulty 
finding a policy response to being forced into a fair-trade regime 
is a bad sign. Given its rigid communist political system, an 
open economy without nonmarket manipulation is unlikely to 
materialize. This suggests that a parallel system like that during

MACRO STRATEGY (Continued)
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the Cold War will eventually coalesce, with China and other 
like-minded regimes on the one hand, and the U.S. and other 
economies committed to a rule of law that respects property 
rights and free markets on the other. Essentially, the naïve 
expectation that China would eventually evolve into a free-market 
economy has proven a false hope.

Other EMs have been dragged down with China. Partly this 
reflects China’s sharp depreciation of its currency. This has 
caused commodity prices and other EM currencies to decline. Oil 
prices are an exception to the commodity price declines since 
the spring, when China devalued. Higher oil prices hurt China 
and other EM energy importers. China’s depreciation against 
the major currencies has raised concerns that it is engaged in 
competitive devaluation. It is interesting that President Trump’s 
attacks on the Fed’s rate-hiking policy have coincided with peaks 
in concern over Chinese currency depreciation. A currency war 
could become part of the trade war with China.

Certain EMs are also being affected by the rise in U.S. rates as 
well as currency depreciation. Both forces raise debt burdens, 
especially for companies that owe dollars and realize revenues 
in local currency. Big trade and fiscal deficits financed by dollar 
inflows are a recipe for disaster in an environment where the 
dollar is strong and U.S. rates are rising. In 2018, these countries, 
like Turkey and Argentina, have been the first victims of the Fed 

rate-hiking cycle. Next are likely to be developed economies that 
borrowed heavily when rates were low. Europe, in particular, is not 
ready for the removal of monetary accommodation the European 
Central Bank (ECB) has scheduled for 2019.

In fact, Europe is a major weak link in the global economy. 
Populism has spread and gained voters across the continent, but 
the old elites remain, albeit in a much weakened position, and 
are resisting the changes for which populists are agitating. The 
fundamental inconsistency between Europe’s attempt to make 
EU-wide policy and its fragmenting political union has strained 
the economy to the point where it is slowing again. Unlike the 
U.S. and Japan, where fiscal policy has helped restore growth, 
Europe’s old guard continues to keep the fiscal straightjacket 
on. The odds that the single currency can survive these rising 
tensions are declining. Italy is the canary in the coalmine.

Other countries, like Japan and Canada, where populist pressures 
are largely absent and policies more conducive to growth, are 
exceptions to the bleaker outlooks in China and Europe. Both 
countries are also further ahead in making trade deals with the U.S.

Ultimately, the U.S. is the main beneficiary of the new world order 
that is emerging out of the unfair trade regime that China was 
able to exploit over the past two decades. Rising volatility is likely 
as this new world order emerges and interest rates normalize. 
Both opportunities and downside risks are likely side effects. 

GLOBAL MARKET VIEW 
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THE BULL IS STILL KICKING

Joseph P. Quinlan, Head of CIO Market Strategy

Kathryn A. Cassavell, CFA, Vice President and Market Strategy Analyst

October has emerged—thus far—as a tumultuous time for 
investors. The sell-off last week, with the S&P 500 dropping 
5.3% in a two-day stretch, has triggered fears (and obituaries) 
about the U.S. equity bull market. The latter commenced on 
March 9, 2009, and has handed investors total returns of 
400% through October 12. While market gains have been 
pared this month, we believe it’s too early to call an end to the 
bull market. This beast is still kicking.

The recent sell-off was triggered by not one but multiple 
dynamics, notably the backup in U.S. interest rates and the 
speed with which the rise in yields occurred; elevated oil 
prices; a hawkish Fed; mounting signs of U.S. inflationary 
pressures; U.S.-China trade tensions; and Italian credit risks. 
Technical factors were also at play, with portfolio de-risking in 
long-favored growth plays (aka technology) adding to selling 

pressures and to the sharp rotational pullback from high-
momentum and high-valued segments of the equity market.

All of the above represents a massive wall of worry for 
investors but one, we believe, that is surmountable given 
prevailing economic/earnings fundamentals in the United 
States and, to a lesser degree, overseas. At home, the backup 
in interest rates reflects a U.S. economy that has convincingly 
broken free from the “secular stagnation” narrative of the past 
few years. Outside a widening trade gap, the economy is firing 
on all cylinders, powered by elevated consumer confidence and 
spending levels, robust capital expenditure levels, corporate tax 
reform and fiscal spending. The U.S. unemployment rate is at 
a 49-year low, while inflation hovers, remarkably, around 2%, or 
close to the Fed’s target level. 

Over the balance of this year, the global economic backdrop 
has shifted from one of synchronized global growth to a 
desynchronized expansion, led unequivocally by the United States. 
While the rest of the world has slowed over the past six months, 
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China included, the U.S. has powered ahead. Real growth remains 
modest but firm in the two largest economies excluding the 
U.S.—China and the European Union—but it’s the U.S. acting 
as the world’s locomotive. Given all of the above, U.S. monetary 
policy is becoming less stimulative—a fact that should hardly be 
surprising to the markets. As previously noted, by the head of CIO 
Macro Strategy “interest rates are moving into a more normal 
range consistent with a much healthier U.S. economy.” 

The normalization of rates, however, has raised market fears 
that the Fed will overshoot and move too aggressively and that 
the “Fed put” is fading. That said, remember, while the markets 
are relatively well braced for higher rates, it’s the speed with 
which rates rise that can notably haunt the capital markets. 
Speed kills—on the road and in the financial markets. As 
Goldman Sachs notes: 10-year U.S. Treasury yields have risen by 
30 basis points (bp) to 3.2% during the past month, representing 
a 1.7 standard deviation move.2 We think the spike in rates 
was a one-off, but nevertheless believe investors will need to 
acclimate themselves to reflation and potentially higher rates in 
the future. 

How much higher? No one really knows where peak yield may 
top out, but it’s worth noting amid the end-of-world headlines 
of late that rising rates, in many cases, are associated with 
rising stock prices (Exhibit 2).

Exhibit 2: Treasury Bond vs. Stock Returns when Rates are 
Rising & Falling.
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On balance, in periods of market extremes, it’s important to 
step back and assess the economic fundamentals to determine 
whether the broader economy is still producing the level of 
growth (in both economic and corporate earnings) needed to 
support the current level of interest rates. Business cycles 

2 Goldman Sachs, “U.S. Macroscope: Equities and Bond Yields – Speed Matters,” October 
4, 2018. 

can often produce mixed signals, particularly cycles that have 
included a record level of central bank liquidity and ones that 
have lasted as long as the current cycle. That said, we still 
expect more upside for equities. 

WHERE WE STAND

To summarize our market convictions:

One, the recent sell-off, in our opinion, was less about 
deteriorating market fundamentals and more about a re-
pricing of risk given higher yields and a correction of the 
excess built up in the high-growth, elevated valuations of 
pockets of the market (technology). Ergo, a technical, shorter-
term de-risking event that is likely to push valuations down 
to more acceptable levels, rather than a major change in the 
direction of the broader economy. 

Two, the current pullback may be more about sector rotation 
and widening market breadth; as opposed to the narrowly tech 
and growth rally of the summer, five sectors have outperformed 
since the start of the month: utilities, staples, energy, financials 
and healthcare. The rally is broadening. And in another example 
of rotation within equities, value outperformed growth stocks 
during the six-day sell-off (Exhibit 3). 

Exhibit 3: Shift from Value to Growth In Market Sell-Off.
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Source: Bloomberg. Data as of October 12, 2018.  
Past performance is no guarantee of future results.

Three, despite the backup in interest rates and tightening 
monetary conditions in the U.S., we expect U.S. real growth 
and earnings to moderate in the months ahead, not deteriorate 
or decelerate sharply. Confidence levels of both consumers 
and corporations remain elevated, and on a relative basis, the 
financial health of both parties currently remains stable. 

Four, as real growth slows in the quarters ahead, we do expect 
equity multiples to stabilize at a level that is more appropriate 
given the higher interest rates. Therefore, equity returns are 
likely to be closer to the level of corporate earnings growth 

GLOBAL MARKET VIEW (Continued)
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(6%–7%) or slightly below long-term historical returns. We 
still expect stocks to outperform bonds and do not believe the 
end of the full cycle is imminent. If the yield curve begins to 
invert, where short rates rise above long rates, or if oil prices 
move sharply higher toward $100 a barrel, or if yield spreads 
widen out dramatically, we would lower our risk budgets and 
re-position portfolios more defensively. 

Five, transitioning from a low-yielding, low-growth 
environment to a higher-yield, higher-growth climate typically 
leads to mixed signals and increased volatility. Therefore, 
in determining equity/bond portfolio allocations, we remain 
highly focused on the full Treasury yield curve, credit spreads, 

and whether or not earnings have peaked. At this stage, we 
still favor equities over bonds.

Six, we continue to favor long-term global secular investment 
opportunities related to the rise of the emerging market 
middle class; the global proliferation of the internet; the 
globalization of artificial intelligence and robotics; rising global 
health care expenditures; and exploding global demand for 
waste management. 

Finally, a key lesson of the past few weeks: Investors should 
maintain a high level of diversification across and within asset 
classes. Whether bull or bear markets, portfolio diversification 
remains a key driver and determinant of long-term returns. 

GLOBAL MARKET VIEW (Continued)

THOUGHT OF THE WEEK 

JAPAN: A BRIGHT SPOT AMONG INTERNATIONAL 
DEVELOPED EQUITIES

Brian Wilczynski, Macro Strategy Analyst

In a year characterized by relative outperformance of U.S. 
equities, Japan has performed relatively well, up 0.2% this 
year, trailing the U.S. (3.5%) but handily outperforming Europe 
(-12.3%) and emerging markets (-15.4%)1. While foreign 
investors have been net sellers of Japanese equities so far 
in 2018, according to Japan’s Ministry of Finance, we see a 
number of tailwinds through the balance of this year and 
into 2019.

Shinzo Abe’s re-election last month provides welcomed 
continuity for businesses. In March, the government enacted 
tax reform that provided a 15% tax credit on wage increases 
if companies hike salaries by 3% and make domestic capital 
expenditures of at least 90% of depreciation, which should 
support wage gains and productivity. Companies seem to 
be taking advantage, as capital spending by nonfinancial 
corporates rose 12.8% in Q2, the fastest since 2007. And 
with the Bank of Japan maintaining a negative policy rate 
and near-zero percent 10-year yield target, monetary policy 
remains accommodative, with low rates helping drive profit 
margins to an all-time high (Exhibit 4). A rising output gap 
should lead to higher inflation, supporting companies’ return 
on equity as firms are incentivized to re-leverage and manage 
working capital more effectively. We also expect continued 
progress on corporate governance initiatives, increasing focus 
to shareholder returns. The percent of firms on the Tokyo 

Stock Exchange with two or more independent directors 
rose from 22% in 2014 to 88% last year, while dividends and 
buybacks are expected to hit a record in 2018, according to 
Morgan Stanley. 

Consensus expects 20% earnings growth for Japan in 
2018, well above Europe (6%), which has been trending 
lower throughout the year3. While trade tensions, political 
developments in Italy, and Brexit may lead to yen appreciation 
and brief selloffs, the above factors make us optimistic 
on Japan relative to other international developed equities 
and underscore the prudence of regional diversification 
in portfolios.

Exhibit 4: Japanese Non-Financial Corporate Profit Margins 
Reach an All-Time High.
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3 MSCI Japan and MSCI Europe. FactSet as of 10/9/2018. 
1 Nikkei 225, S&P 500, Euro Stoxx 50, and MSCI Emerging Markets, in dollar terms. 

Bloomberg as of 10/12/2018.
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Asset Class Weightings (as of 7/11/18)

Negative Neutral Positive

Global Equities

U.S. Large Cap Growth

U.S. Large Cap Value

U.S. Small Cap Growth

U.S. Small Cap Value

International Developed

Emerging Markets

Global Fixed Income

U.S. Governments

U.S. Mortgages

U.S. Corporates

High Yield

U.S. Investment Grade 
Tax Exempt

U.S. High Yield Tax Exempt

International Fixed Income

Alternative Investments* see CIO Asset Class Views

Hedge Funds

Private Equity

Real Assets

Cash We are neutral

*  Many products that pursue Alternative Investment strategies, 
specifically Private Equity and Hedge Funds, are available only to 
pre-qualified clients.

MARKETS IN REVIEW

Economic and Market Forecasts (as of 10/12/18)
Q1 2018A Q2 2018A Q3 2018A 2016A 2017A 2018E 2019E

Real global GDP  
(% y/y annualized) – – – 3.1 3.8 3.8 3.7

Real U.S. GDP  
(% q/q annualized) 2.2 4.2 3.4* 1.6 2.2 2.9 2.7

CPI inflation (% y/y) 2.3 2.6 2.6 1.3 2.1 2.5 2.3

Core CPI inflation  
(% y/y) 1.9 2.2 2.2 2.2 1.8 2.1 2.3

Unemployment rate(%) 4.1 3.9 3.8 4.9 4.4 3.9 3.4

Fed funds rate,  
end period (%) 1.63 1.88 2.13 0.63 1.38 2.38 3.13

10-year Treasury,  
end period (%) 2.74 2.86 3.15 2.44 2.41 3.25 3.35**

S&P 500, end period 2641 2718 2914 2239 2674 3000 –

S&P earnings ($/share) 37 41 41* 118 132 162 172

U.S. dollar/euro,  
end period 1.23 1.17 1.16 1.05 1.20 1.20 1.25

Japanese yen/U.S. dollar, 
end period 106 111 114 117 113 115 105

Oil ($/barrel),  
end period 65 74 73 54 60 70 711

Figures represent economic and market data and forecasts provided by BofA Merrill Lynch Global Research.
Past performance is no guarantee of future results. There can be no assurance that the forecasts will be 
achieved. 
A=Actual  / E=Estimate  / *Estimate for Q3 2018  / **Estimate for Q3 2019.
1 Forecast represents a period average
Sources: BofA Merrill Lynch Global Research; Global Wealth & Investment Management Investment Strategy 
Committee.

S&P 500 Sector Returns
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Source: Bloomberg, Factset. 1 Bloomberg Barclays Indices. 2 Spot price returns. All data as of the 10/12/18 close. Past performance is no guarantee of future results.

Fixed Income1 

Total Return in USD (%)
Current WTD MTD YTD

Corporate & Government 3.48 0.4 -0.5 -2.3

Agencies 3.08 0.3 -0.2 -0.7

Municipals 3.01 -0.2 -0.8 -1.2

U.S. Investment Grade Credit 3.54 0.4 -0.5 -2.1

International 4.17 0.4 -0.7 -3.0

High Yield 6.59 -0.5 -0.9 1.7

Current
Prior  

Week End
Prior  

Month End
2017 

Year End
90 Day Yield 2.19 2.17 2.16 1.32

2 Year Yield 2.86 2.89 2.82 1.89

10 Year Yield 3.16 3.23 3.06 2.41

30 Year Yield 3.34 3.41 3.21 2.74

Commodities & Currencies
Total Return in USD (%)

Commodities Current WTD MTD YTD
Bloomberg Commodity 178.60 -0.7 1.3 -0.8

WTI Crude $/Barrel2 71.34 -4.0 -2.6 18.1

Gold Spot $/Ounce2 1,217.95 1.2 2.1 -6.5

Currencies Current
Prior  

Week End
Prior 

Month End
2017 

Year End
EUR/USD 1.16 1.15 1.16 1.20

USD/JPY 112.21 113.72 113.70 112.69

USD/CNH 6.92 6.90 6.88 6.51

Equities
Total Return in USD (%)

Current WTD MTD YTD
DJIA 25,339.99 -4.2 -4.2 4.3

NASDAQ 7,496.89 -3.7 -6.8 9.5

S&P 500 2,767.13 -4.1 -5.0 5.1

S&P 400 Mid Cap 1,871.25 -4.9 -7.3 -0.4

Russell 2000 1,546.68 -5.2 -8.8 1.7

MSCI World 2,063.44 -4.1 -5.5 -0.3

MSCI EAFE 1,850.76 -3.9 -6.2 -7.5

MSCI Emerging Mkts 980.09 -2.0 -6.4 -13.6
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generally exempt from Federal and state taxes for residents of the issuing state. While the interest income is tax-exempt, any capital gains distributed are taxable to the investor. 
Income for some investors may be subject to the Federal Alternative Minimum Tax (AMT).
Investments focused in a certain industry may pose additional risks due to lack of diversification, industry volatility, economic turmoil, susceptibility to economic, political or 
regulatory risks and other sector concentration risks.
Investments in real estate securities can be subject to fluctuations in the value of the underlying properties, the effect of economic conditions on real estate values, changes in 
interest rates, and risks related to renting properties, such as rental defaults.
Nonfinancial assets, such as closely-held businesses, real estate, oil, gas and mineral properties, and timber, farm and ranch land, are complex in nature and involve risks including 
total loss of value. Special risk considerations include natural events (for example, earthquakes or fires), complex tax considerations, and lack of liquidity. Nonfinancial assets are not 
suitable for all investors. Always consult with your independent attorney, tax advisor, investment manager, and insurance agent for final recommendations and before changing or 
implementing any financial, tax, or estate planning strategy. 
Investments in tangible assets are highly volatile and are speculative. There are special risks associated with an investment in commodities, including market price fluctuations, 
regulatory changes, interest rate changes, credit risk, economic changes, and the impact of adverse political or financial factors.
Alternative Investments such as private equity funds, can result in higher return potential but also higher loss potential. Changes in economic conditions or other circumstances may 
adversely affect your investments. Before you invest in alternative investments, you should consider your overall financial situation, how much money you have to invest, your need 
for liquidity, and your tolerance for risk.
Neither Merrill Lynch, U.S. Trust nor any of their affiliates or advisors provide legal, tax or accounting advice. You should consult your legal and/or tax advisors before 
making any financial decisions. 
The investments discussed have varying degrees of risk. Some of the risks involved with equities include the possibility that the value of the stocks may fluctuate in 
response to events specific to the companies or markets, as well as economic, political or social events in the U.S. or abroad. Bonds are subject to interest rate, inflation 
and credit risks. Investments in high-yield bonds may be subject to greater market fluctuations and risk of loss of income and principal than securities in higher rated 
categories. Investments in foreign securities involve special risks, including foreign currency risk and the possibility of substantial volatility due to adverse political, 
economic or other developments. These risks are magnified for investments made in emerging markets. Investments in a certain industry or sector may pose additional 
risk due to lack of diversification and sector concentration. Investments in real estate securities can be subject to fluctuations in the value of the underlying properties, 
the effect of economic conditions on real estate values, changes in interest rates, and risk related to renting properties, such as rental defaults. There are special risks 
associated with an investment in commodities, including market price fluctuations, regulatory changes, interest rate changes, credit risk, economic changes and the 
impact of adverse political or financial factors. Income from investing in municipal bonds is generally exempt from federal and state taxes for residents of the issuing 
state. While the interest income is tax exempt, any capital gains distributed are taxable to the investor. Income for some investors may be subject to the federal 
alternative minimum tax (AMT).
Technology stocks may be more volatile than stocks in other sectors.   
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INDEX DEFINITIONS
Securities indexes assume reinvestment of all distributions and interest payments. Indexes are unmanaged and do not take into account fees or expenses. It is not 
possible to invest directly in an index.
Indexes are all based in dollars.
The Standard & Poor’s 500 is an American stock market index based on the market capitalizations of 500 large companies having common stock listed on the NYSE or NASDAQ. The 
S&P 500 index components and their weightings are determined by S&P Dow Jones Indices.
CBOE Volatility Index, known by its ticker symbol VIX, is a popular measure of the stock market’s expectation of volatility implied by S&P 500 index options, calculated and published 
by the Chicago Board Options Exchange (CBOE).
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. It is considered a bellwether index for large cap investing.
Standard deviation—A measure of the dispersion of a set of data from its mean The more spread apart the data, the higher the deviation. Standard deviation is calculated as the 
square root of variance. In finance, standard deviation is applied to the annual rate of return of an investment to measure the investment’s volatility.


