
Capital Market Outlook
Chief Investment Office

NOVEMBER 26, 2018

Merrill Lynch Wealth Management makes available products and services offered by Merrill Lynch, Pierce, Fenner & Smith Incorporated 
(MLPF&S), a registered broker-dealer and Member SIPC, and other subsidiaries of Bank of America Corporation (BofA Corp.).
Investment products:

Are Not FDIC Insured Are Not Bank Guaranteed May Lose Value

The opinions are those of the author(s) and subject to change.

Data as of 11/26/2018 and subject to change.

MACRO STRATEGY

The oil market has not escaped intensifying risk-off 
sentiment pervading financial markets over the past month or 
so.  While the sharp reversal in oil prices has been attributed 
to worries about oil-market fundamentals, with Iran sanctions 
having already removed more than 1 million of barrels per day 
(mb/d) of supply from the market and Venezuela in decline, 
the market is barely oversupplied, in our view. 

GLOBAL MARKET VIEW

As we look ahead to the start of the 116th U.S. Congress, 
we examine past patterns of market returns around 
midterm elections and consider some of the major sectors 
that may be affected by the policy agenda of the incoming 
Democratic House.

RISK-OFF SENTIMENT AND RELATED DOLLAR 
STRENGTH TROUNCE OIL PRICES

Chief Investment Office Macro Strategy Team

Revisions to global oil supply and demand data now show higher 
production than consumption for the first-half of 2018 compared 
to a previously reported supply shortfall. Sustained rebounds 
from large early-year production setbacks in Libya and Nigeria 
together with a substantial relaxation of Organization of the 
Petroleum Exporting Countries (OPEC)-plus-Russia production 
caps in anticipation of Iran sanctions further boosted production 
estimates in excess of consumption in the third quarter. 

This, combined with stronger-than-expected U.S. oil production 
and unexpected Iran import waivers—granted for six months to 
eight countries, accounting for about 75% of Iran exports—has 
exacerbated fears of a supply glut into 2019, causing a sharp 
reversal in oil prices over the past month. In our view, however, 

THOUGHT OF THE WEEK
Corporations have never been as generous in returning 
capital to shareholders via buybacks and dividends than they 
have been this year. However, this corporate generosity 
has not done much to boost equities for a number of 
reasons, ranging from the one-off nature of returns and the 
overpowering/negative effects of the Federal Reserve (Fed) 
tightening and simmering U.S.-Sino trade tensions.

PORTFOLIO CONSIDERATIONS
We continue to maintain our favorable view on equities 
and would continue to have a higher allocation in shorter-
dated fixed income (inclusive of cash) relative to longer 
duration. Within equities, we maintain our higher quality bias 
with a preference for the U.S., and we are still neutral on 
commodities and non-U.S. developed markets, given Europe’s 
political and economic headwinds.

the market is not much oversupplied because part of the 
apparent excess production is banned from the market by the 
Iran sanctions.  

Iranian exports have already dropped by about 1.2 mb/d from 
their April 2018 peak of 2.8 mb/d, as numerous importers 
prepared for the implementation of sanctions.  In response to 
lower exports, Iran lowered production by about 0.5 mb/d from 
its early-year peak of 3.8 mb/d, with about 0.7 mb/d of banned 
exports stored to prevent field damage from oil-flow 
interruptions. When excluding these volumes, average global 
supply for 2018 has barely met demand. This better explains why 
Brent oil prices are on track to average about 30% higher than in 
2017 even after prices plunged from their 4-year highs in 
October and the dollar appreciated considerably this year. 

The high sensitivity of year-over-year oil-price changes to 
changes in the trade-weighted dollar index makes oil prices 
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volatile from year to year, with swings anywhere between -40% 
and +40% quite normal. This sensitivity has increased over 
the past 15 years. As the swing from a declining dollar to an 
accelerating appreciation gained momentum this year, it started 
to negatively affect global manufacturing and trade indicators. 
The combination of a strengthening dollar with a steady decline 
in global manufacturing surveys eventually became large enough 
to meaningfully suppress oil prices despite far-from-oversupplied 
market conditions. In other words, oil prices would have been 
much higher were it not for the dollar appreciation this year.

Exhibit 1: Downside Pressures From The Dollar Likely To 
Continue Through Mid 2019.
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Downside pressures on oil from the dollar’s appreciation, risk-off 
investor sentiment, and misperceptions about the impact of Iran 
sanctions waivers on oil-market conditions have caused renewed 
talk of possibly coordinated supply cuts of about 1 mb/d to balance 
the market. Less than six months after a supply boost was deemed 
necessary, Saudi Arabia has already announced a 0.5 mb/d cut in 
exports in December due to weak seasonal demand. If maintained 
through 2019, this cut would be sufficient to balance the market, in 
our view, with larger supply cuts likely to prove premature.

First, global demand has continued to surprise to the upside 
over the past several years, global inventories are not high, and 
several years of deep underinvestment and long investment 
lead times outside shale-oil areas suggest only modest net 
global production capacity additions between 2020 and 2022, 
even though rising prices have rekindled investment in the 
sector. While U.S. and Canadian production are at record 
highs, playing a major role in keeping oil prices in check this 
year, they are seen expanding at much slower rates in 2019. 
Canadian oil is trapped, selling at a more than $50-per-barrel 
discount to Brent recently, with production growth seen 
decelerating sharply in 2019 as a result. Very heavy refinery 
maintenance schedules, especially in the Midwest, are also 

causing some U.S. oil to sell at large discounts to Brent and 
are keeping downward pressure on prices in general, as more 
U.S. oil becomes available for export.  

Following an estimated 16% surge in U.S. oil production in 2018 
(versus a previously-estimated gain of 10%), supply is seen slowing 
to an 8.6% pace in 2019. According to the November 2018 
International Energy Agency (IEA) Oil Market Report, this implies 
production growth of just +1.3 mb/d in 2019 compared to +2.1 
mb/d in 2018. As most other countries are expected to continue 
to lag, the U.S. slowdown is seen causing non-OPEC production 
growth to moderate, from +2.4 mb/d in 2018 to +2 mb/d in 2019.

With productivity still surprising to the upside and efforts to 
add pipeline capacity, U.S. oil production has significant upside 
potential. However, the recent oil-price plunge should restrain 
production at the highest-cost producers, suggesting a floor of 
about $55 per barrel under Brent prices.  

While Libya, Nigeria, and Iraq could surprise to the upside 
given ambitious targets, downside risks due to instability 
and security concerns there persist. Libya aims to increase 
production 60% by the end of 2019 from the current 5-year-
high level of 1.1 mb/d to 1.6 mb/d, with a 2 mb/d target by 
2022. Improved production and investment in Nigeria bolster 
the country’s vision of eventually boosting supply from about 
1.7 mb/d to 2.5 or 3 mb/d Iraq and the United Arab Emirates 
(UAE) are also planning more capacity expansions. The IEA’s 
February 2018 Oil Market Report assumptions of a 1.24 mb/d 
combined production capacity increase between 2018 and 
2023 in Libya, Iraq, and Iran out of a global estimate of about 
6 mb/d suggests fragile global oil-supply prospects.

Stability risks in these countries combined with the unknown 
speed of decline in Venezuela’s oil production increase global 
supply risks and uncertainty. Production in Venezuela is down 
sharply from 2 mb/d in the third quarter of 2017 to about 1.3 
mb/d, and is anticipated to contract further given its deep 
economic and financial crisis.

In this context, we believe that the oil market can ill-afford 
much bigger cuts in Iranian exports than those already enforced 
without significant supply shortages and price spikes. While 
the Administration has stated intentions to reduce Iranian oil 
exports to zero, it is not surprising that waivers have been 
granted. Basically, the drop in Iranian exports to date is enough 
to keep the market increasingly tight over the next few years. 

In our view, more than 1.4 mb/d lower Iranian exports from 
their peak would seriously restrain global oil consumption 
and impede global growth, given general expectations for 
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continued declines of about 0.3 mb/d per year in 2019 and 
2020 in Venezuela. Larger declines there, or unexpected 
disruptions elsewhere, would likely bring the global oil market 
into meaningfully undersupplied conditions despite substantial 
U.S.-led non-OPEC production expansion in 2019. 

All in all, tight oil supply and high prices started to restrain 
consumption and impede global growth this year. The supply 
boost from OPEC and its allies since June has helped limit the 
market shortage and the price response to Iranian sanctions. 
So has the stronger-than-expected U.S. production and the 
larger-than-expected dollar appreciation. Still, in our view, the oil 
market is likely to remain tight as a result of Iranian sanctions. 
Risks to U.S. supply were to the upside at Brent prices above 
$65 per barrel, but the recent price drop has substantially 
diminished these risks. In addition, limited distribution capacity 
present short-term constraints (through late 2019), and most 

other non-OPEC countries are seen lagging. Global inventories 
are not high, and surplus capacity is very low, increasing the 
market’s vulnerability to supply disruptions. Supply risks in major 
OPEC countries remain high. 

We believe that global production capacity is not well-positioned 
to amply meet future demand. Also, late-cycle dynamics 
typically favor upside risks to oil prices, and the dollar index is 
likely peaking, in our view, given increasing signs that the Fed 
tightening campaign may end sooner than expected, as well as 
lagged downside pressures from the expanding trade deficit. 

Rising oil supply uncertainty suggests a wider $55 to $85 
price range for Brent oil ahead. Absent unexpected supply 
disruptions and assuming the dollar moderates only slightly 
from current levels, prices should remain under control, with a 
$65 to $70 per barrel average Brent price likely in 2019.

GLOBAL MARKET VIEW 

WHAT THE NEW U.S. CONGRESS COULD MEAN 
FOR MARKETS

Ehiwario Efeyini, Senior Vice President and Senior Market 
Strategy Analyst

This month’s midterm congressional elections brought the sixth 
change of party leadership in the House of Representatives, 
Senate or White House over the past seven two-year cycles 
and will mark a return to power sharing in the legislature after 
four years of Republican control across both chambers. As we 
look ahead to the start of the 116th U.S. Congress, we examine 
past patterns of market returns around midterm elections and 
consider some of the major sectors that may be affected by the 
policy agenda of the incoming Democratic House.

MIDTERMS AND MARKETS: LESSONS FROM THE PAST

Divided government is typically considered the best configuration 
for market returns, as it leads investors to expect less 
interference from changes in economic policy and therefore a 
greater degree of business certainty. As the theory goes, “gridlock 
is good.” But support for this view has been limited in practice. 
Over the 36 congressional cycles since World War II, the lowest 
returns have in fact occurred under a divided Congress, while 
the highest have come under single-party control. S&P 500 
total returns have for example averaged 18.6% in periods when 
a Republican president has had majorities in both the House 
and the Senate, while returns have averaged just 8.6% with a 
Republican president and Democratic Congress and only 7.7% 
under a Republican White House and split Congress (Exhibit 2). 
The number of years spent under each combination has of course 

varied, but there is nonetheless little evidence from the past to 
suggest that divided governments produce stronger returns.

Exhibit 2: Equity Market Returns Under Past Government 
Configurations.
S&P 500 Return During Post-War Election Cycles.

Government Configuration* S&P 500 total return*
PRESIDENT/ 
CONGRESS

NUMBER OF 
YEARS AVERAGE MAX. MIN.

 Democratic/Democratic 22 14.8% 36.3% -10.0%
 Republican/Republican 6 18.6% 52.3% -0.9%
 Democratic/Republican 10 15.9% 37.6% -9.1%
 Republican/Democratic 22 8.6% 43.1% -37.0%
 Democratic/Split 4 16.1% 32.4% 2.1%
 Republican/Split 8 7.7% 31.7% -22.1%

*For election cycles from 1945 to 2016.
Sources: Bloomberg. Chief Investment Office. 
Data as of 2018.
Past performance does not guarantee future results.

The clearer pattern from past electoral cycles is that the third year 
of the presidential term has typically been the strongest for equity 
markets, while the second has been the weakest. That is to say 
returns have generally been lower going into the midterm election 
(as we have seen in 2018) but much higher coming out of it. Since 
1945, the average S&P 500 return in year two of the presidential 
cycle has been 9.7%, while the average return in year three has been 
19.1%. Indeed, past midterm election years have tended to feature 
elevated market volatility and large market downdrafts. In each of the 
last 10 electoral cycles, the market has suffered year-two corrections 
averaging 15% and ranging from 7% to 34%. And at the same time, 
every 12-month period following post-war midterms going back to 
1946 has seen the market deliver a positive price return, irrespective 
of which party has had control of Congress (Exhibit 3).

MACRO STRATEGY (Continued)



CIO Capital Market Outlook 4

Exhibit 3: Equity Markets have Risen Following every 
Midterm Election since World War II.
S&P 500 Return in 12 Months Following Midterm Election
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Past performance does not guarantee future results.

This pattern may be driven by the different policy choices 
pursued by incumbent administrations in the lead-up to and 
after midterm elections. Ahead of the vote, the president’s 
party may tend toward policies that have popular support but 
are viewed less favorably by investors. Recent examples would 
include the presidential impeachment in 1998, the Sarbanes-
Oxley accounting regulation in 2002 and the Dodd-Frank financial 
regulation in 2010, while similar cases in the current cycle have 
included cross-border trade restrictions and calls for more 
regulation in the technology sector. And just as populist policies 
may help to explain periods of weakness in past midterm years, 
subsequent strength may be associated with expectations for 
economic stimulus ahead of the re-election campaign. The 
administration’s party usually loses House seats in its first 
midterm, which may encourage growth-promoting measures 
that the market discounts in year three. Every cycle is of course 
different, but these historical patterns will be worth keeping in 
mind as the new Congress takes office in 2019.

SECTORS TO WATCH UNDER THE INCOMING CONGRESS

Without a majority in the Senate, the new Democratic House 
will struggle to convert its policy priorities into law. However, 
chairmanship of key House committees will mean control 
of the legislative agenda and the ability to block Republican 
proposals. As a result, investors may reassess the probability 
of policy movement across a number of key areas.  

On trade, the U.S-China frictions will remain the key driver for 
market sentiment. But Congress will have a greater influence 
elsewhere. In particular, the new U.S.-Mexico-Canada Agreement 
(USMCA) is expected to be signed by the three leaders later 

this week, but will still require passage by lawmakers in each 
country before coming into force. A vote in the U.S. Congress is 
expected in the second quarter of 2019, but House Democrats 
have already signaled an unwillingness to pass it without stronger 
enforcement of labor rules and environmental standards. A rising 
risk that the deal is eventually blocked could be a headwind 
for automakers and parts manufacturers if it also increases 
the likelihood of withdrawal from the existing North American 
Free Trade Agreement by the U.S. administration. Agricultural 
producers could also come under pressure, having secured lower 
tariff access to the Canadian market under the USMCA.

Infrastructure has been widely highlighted as a potential area 
for bipartisan agreement, and any large-scale transportation 
infrastructure investment policy would likely benefit industrial 
machinery, engineering and construction. Democrats have 
proposed a $1 trillion plan over 10 years, but without private 
sector involvement the likelihood of a program of this size would 
be low. By way of comparison, federal spending on highway 
infrastructure, including building, operation and maintenance, 
totaled $46 billion in 2017, while the amount designated to 
highway investment under the 2009 stimulus act was just $27.5 
billion. Though infrastructure may be a priority for both parties, 
this suggests that budgetary constraints should limit the amount 
and market impact of any new spending plans. 

For the healthcare sector, Democratic gains at the state 
governorship level should mean a net expansion of Medicaid 
spending under the Affordable Care Act. This is likely to boost 
patient volumes for hospitals and support Medicaid insurance 
plans. However, a greater probability of new controls on 
drug prices would have a larger impact on the healthcare 
sector overall given the combined 50% market capitalization 
weight of pharmaceuticals and biotechnology. Pharmaceutical 
companies typically raise prices at the start of the year, which 
could make for increased pressure from lawmakers as the new 
Congress takes office in January. 

Information technology is another sector in which both parties 
have expressed support for stricter regulation. Specifically, privacy 
of user data and liability for hosted content are two areas that 
have been the focus of recent congressional testimony. For the 
internet companies in particular, higher compliance and hiring 
costs, fines and service restrictions are all potential risks from 
any new rules of the type already introduced by European Union 
lawmakers over recent years. In addition, the new Congress 
may also revisit net neutrality rules that require internet service 
providers to treat all web traffic equally. These rules were 
repealed by the Federal Communications Commission (FCC) 
last year but could potentially be reinstated by legislation. Any 
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move in this direction would likely come as a headwind for the 
telecommunications networks. 

On the environment and labor, Democratic priorities would include 
a higher federal minimum wage and measures to limit fossil fuel 
production in favor of renewables. These would come as respective 
headwinds for U.S. oil majors and large retail service employers 
such as department stores and restaurants. But in both cases the 
chances of new legislation passing a Republican Senate are low, 
with any reforms in these areas likely to come at the state level. 

As for tax policy, additional Republican-led stimulus proposals 
such as the indexing of capital gains to inflation would face 
opposition in the new Democratic House. But at the same time, 
proposed Democratic revisions to the tax reform bill would 
also be blocked by congressional Republicans. The greater risk 
for 2019 is that the budget is used by each party as a means 

of gaining leverage over the other. The current debt ceiling 
suspension is scheduled to end on March 1 2019, setting up a 
potential stalemate over government funding increases of the 
type seen in 2011. During that episode, House Republicans only 
agreed to lift the debt ceiling in exchange for significant cuts 
in spending. And a parallel scenario this time could potentially 
involve House Democrats requesting a partial rollback of the tax 
cuts in order to authorize more federal borrowing. This will be a 
further risk for investors to watch under the next Congress.

How the House of Representatives chooses to govern under new 
Democratic leadership still remains to be seen. And the outlook for 
interest rates, U.S.-China trade relations and corporate earnings are 
likely to be the main drivers of market direction going into year-
end and 2019. It will nonetheless be important to watch the policy 
agenda of the new Congress next year, particularly for its potential 
impact on individual segments within the broader market.

GLOBAL MARKET VIEW (Continued)

THOUGHT OF THE WEEK 

MONEY CAN’T BUY YOU LOVE

Joseph P. Quinlan, Head of CIO Market Strategy

U.S. corporations are on pace to return a record $1.2 trillion 
to shareholders this year via share buybacks and dividends—a 
staggering sum that ironically has not done much to support 
either investor confidence in equities or equities themselves.  

According to preliminary figures from the S&P Dow Jones Indices, 
companies in the S&P 500 spent a combined $309 billion on 
buybacks and dividends in the third quarter of this year, following 
robust figures in Q2 ($302 billion) and Q1 ($298 billion). A similar 
figure is expected in the fourth quarter of the year, which would 
boost the yearly total in excess of $1 trillion for the first time.

However, notwithstanding the outsized giveback on the part of 
corporations, both the S&P and Dow Jones Industrial Average are 
up only marginally for the year. Healthy buybacks and dividends are 
typically supportive of equities, so what gives this time around?

A number of factors could explain the market disconnect. First, 
this year’s surge in total shareholder returns is likely to be a 
one-off, supported by large repatriation inflows that trail off next 
year, so investors have already started to discount lower levels in 
2019.  Second, as the cost of capital continues to rise, firms will 
probably resort to more holding of cash/capital next year, versus 
doling it back to shareholders via buybacks and dividends. Third, 
the flip side of returning capital to shareholders is soggy capital 
investment outlays, with business investment expanding by just 
an 0.8% annual rate in the third quarter, versus 8.7% from the 
prior quarter. The fear among investors: In deploying their capital, 

firms are focused on the short term (buybacks and dividends) as 
opposed to investing long term to boost output and efficiencies. 
Finally, even with the record spend on buybacks and dividends, 
fears around excessive Fed tightening and simmering U.S.-Sino 
trade tensions have overpowered all other market dynamics in 
Q4, triggering more market volatility and investor uncertainty.  

In the end, while corporations have never been as generous in 
returning capital to shareholders as they have been this year—
spreading the spoils or love, so to speak—investors have not 
been overly impressed. Even a sum in excess of $1 trillion can’t 
buy you love in this market.

Exhibit 4: S&P 500 Buybacks and Dividends 
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MARKETS IN REVIEW

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.

Economic and Market Forecasts (as of 11/23/18)
Q1 2018A Q2 2018A Q3 2018A 2016A 2017A 2018E 2019E

Real global GDP  
(% y/y annualized) - - - 3.1 3.8 3.8 3.6

Real U.S. GDP  
(% q/q annualized) 2.2 4.2 3.5 1.6 2.2 2.9 2.7

CPI inflation (% y/y) 2.2 2.7 2.6 1.3 2.1 2.4 1.7

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 3.38

10-year Treasury,  
end period (%) 2.74 2.86 3.06 2.44 2.41 3.25 3.25

S&P 500, end period 2641 2718 2914 2239 2674 3000 2900

S&P earnings ($/share) 37 41 41* 118 132 163 170

U.S. dollar/euro,  
end period 1.23 1.17 1.16 1.05 1.20 1.18 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 63 591

The forecasts in the table above are the base line view from BofAML Research team. The GWIM ISC may make 
adjustments to this view over the course of the year.
Past performance is no guarantee of future results. There can be no assurance that the forecasts will 
be achieved. 
Economic or financial forecasts are inherently limited and should not be relied on as indicators of future 
investment performance.
A=Actual  / E=Estimate  / *Estimate for Q3 2018 
1 Forecast represents a period average
Sources: BofA Merrill Lynch Global Research; Global Wealth & Investment Management Investment 
Strategy Committee.

Source: Bloomberg, Factset. Total Returns from the period of 11/19/18 to 11/23/18. Bloomberg Barclays Indices.1  Spot price returns.2 All data as of the 11/23/18 close.  
Past performance is no guarantee of future results.

Fixed Income1 

Total Return in USD (%)
Current WTD MTD YTD

Corporate & Government 3.50 0.1 0.4 -2.3

Agencies 3.05 0.1 0.5 -0.2

Municipals 2.96 0.2 0.6 -0.5

U.S. Investment Grade Credit 3.56 0.0 0.5 -1.9

International 4.33 0.0 0.0 -3.7

High Yield 7.32 -0.3 -1.3 -0.4

Current
Prior  

Week End
Prior  

Month End
2017 

Year End
90 Day Yield 2.32 2.29 2.24 1.32

2 Year Yield 2.81 2.80 2.87 1.89

10 Year Yield 3.04 3.06 3.14 2.41

30 Year Yield 3.30 3.32 3.39 2.74

Commodities & Currencies
Total Return in USD (%)

Commodities Current WTD MTD YTD
Bloomberg Commodity 169.22 -2.9 -1.9 -6.0

WTI Crude $/Barrel2 50.42 -10.7 -22.8 -16.6

Gold Spot $/Ounce2 1,223.19 0.1 0.7 -6.1

Currencies Current
Prior  

Week End
Prior 

Month End
2017 

Year End
EUR/USD 1.13 1.14 1.13 1.20

USD/JPY 112.96 112.83 112.94 112.69

USD/CNH 6.94 6.92 6.97 6.51

S&P 500 Sector Returns

6.1%

5.0%

4.3%

4.0%

3.5%

3.2%

2.9%

2.6%

2.4%

1.5%

1.3%

-

-

-

-

-

-

-

-

-

-

-

Information Technology

Energy

Consumer Discretionary

Communication Services

Materials

Industrials

Financials

Healthcare

Consumer Staples

Real Estate

Utilities

-7% -6% -5% -4% -3% -2% -1% 0%

Equities
Total Return in USD (%)

Current WTD MTD YTD
DJIA 24,285.95 -4.4 -3.1 0.3

NASDAQ 6,938.98 -4.3 -4.9 1.5

S&P 500 2,632.56 -3.8 -2.7 0.2

S&P 400 Mid Cap 1,824.88 -2.2 0.1 -2.7

Russell 2000 1,488.68 -2.5 -1.4 -2.0

MSCI World 1,975.09 -2.8 -2.2 -4.4

MSCI EAFE 1,792.51 -1.1 -1.1 -10.3

MSCI Emerging Markets 969.17 -1.7 1.4 -14.5
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and share price fluctuations due to changes in interest rates. When interest rates go up, bond prices typically drop, and vice versa. 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).
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).
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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.
Dow Jones Industrial Average is a price-weighted measure of 30 U.S. blue-chip U.S. companies. The index covers all industries except transportation and utilities.
NASDAQ Composite Index is a broad-based capitalization-weighted index of stocks in all three NASDAQ tiers: Global Select, Global Market and Capital Market. The index was 
developed with a base level of 100 as of February 5, 1971.
S&P 400 Mid Cap Index is representative of 400 stocks in the mid-range sector of the domestic stock market, representing all major industries.
S&P 500 Index includes a representative sample of 500 leading companies in leading industries of the U.S. economy. Although the index focuses on the large-cap segment of the 
market, with approximately 75% coverage of U.S. equities, it is also an ideal proxy for the total market.
S&P Small Cap 600 measures the small-cap segment of the U.S. equity market. The index is designed to track companies that meet specific inclusion criteria to ensure that they are 
liquid and financially viable.
MSCI EAFE (Europe, Australasia, and Far East) Index comprises 21 MSCI country indices, representing the Developed Markets outside of North America.
MSCI Emerging Markets Index captures large and mid cap representation across 23 Emerging Markets (EM) countries. With 832 constituents, the index covers approximately 85% 
of the free float-adjusted market capitalization in each country. 
MSCI World Index is a broad global equity benchmark that represents large and mid-cap equity performance across 23 developed markets countries. It covers approximately 85% of 
the free float-adjusted market capitalization in each country and does not offer exposure to emerging markets.


