
Capital Market Outlook
Chief Investment Office

SEPTEMBER 24, 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 9/24/2018 and subject to change.

MACRO STRATEGY

Here we examine four key global strategic trends for 
investors to consider: 1) Europe faces a number of 
headwinds. 2) Upside risk to oil prices heading into 2019. 
3) Trade wars and emerging markets. Catalysts for a 
reversal in either? 4) Stay the course on defense stocks as 
a long-term growth industry.

THOUGHT OF THE WEEK

With the fiscal year coming to a close, concerns about 
the U.S. fiscal outlook have resurfaced. While we remain 
cautious on the long-term trajectory of U.S. finances, a 
surge in productivity can help keep the debt and deficit 
under control.

GLOBAL MARKET VIEW

The coming quarter will be a critical period in the Brexit 
process. Terms of the United Kingdom’s (U.K.’s) exit from 
the European Union (EU) remain undecided, but over the 
next few months investors should gain a clearer sense of 
how the planned separation is to proceed and whether the 
worst-case near-term scenarios can be avoided.

PORTFOLIO CONSIDERATIONS

U.S. equities remain the global front-runners, helped by 
solid profit growth and rising economic activity. The rest of 
the world is playing catch-up. Many of these areas such as 
the emerging markets (EMs) are at significant discounts, 
which is why we are maintaining a slight overweight.

GLOBAL STRATEGIC TRENDS AND GEOPOLITICAL 
RISKS FOR INVESTORS TO CONSIDER

Jonathan W. Kozy, Senior Vice President and Senior Macro Strategy Analyst

1. Europe faces a number of headwinds. 

This is the largest collection of headwinds we have 
seen in Europe during the post-financial crisis period. 
As we know, the financial crisis exacted a greater toll on 
Europe because it didn’t have the institutions in place to 
manage the stresses, and because Germany insisted on 
fiscal austerity at a time when fiscal stimulus was the 
more logical route. The structural deficiencies still exist 
today and will be a headwind during the next recession or 
financial shock as it seems unlikely that Germany will go 
for the necessary financial integration. Second, European 
demographics are a challenge. Fertility rates are far below 
replacement rates and Europe is set to get older. Europe 
is set to drop to the sixth-largest region in the world by 
2030. Migration will not change this trend, as fertility 
rates and life expectancies have too much momentum. 

Third, immigration and demographics are fueling the rise 
of anti-EU populist parties in Europe, which increases the 
risk of a euro breakup. Italy poses the most immediate 
challenge. Political disintegration may be the biggest risk 
for Europe. Additionally, Europe is dealing with continued 
Brexit negotiations and trade conflicts with the U.S. that 
are occurring at the same time that Russia appears to want 
to weaken the EU and transatlantic alliance and remake 
the European security order. This adds to U.S. frictions. 
Fortunately, these headwinds are occurring at a time when 
the European economy has a cyclical tailwind. That will not 
be the case in perpetuity. Our base case is that Europe will 
weather the storm, but on a relative basis U.S. equities still 
look more attractive from a geopolitical standpoint.

2. Upside risk to oil prices heading into 2019.

One of the more common links between geopolitical risk and 
financial markets is through energy markets. The Middle East 
will likely remain the least stable and most volatile region 
for the next decade given the accumulation of failed states 
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(Libya, Yemen, Iraq and Syria) and the potential for continued/
additional conflict. The 2010–2011 Arab Spring was perceived 
by many as a drive toward democratization by choice, but that 
quickly deteriorated into the rise of authoritarian regimes and 
civil wars. This has created persistent supply concern risks in 
the oil markets that appear to be here to stay.

There is additional near-term supply risk from secondary 
sanctions on Iran that are set to begin November 4 and 
will be in full force in the first half of next year. Countries 
wishing to do business with Iran after November 4 could be 
excluded from U.S. financial markets. If additional Iranian 
production is removed from the oil market, which seems 
likely, and demand remains as strong as it has been, there is 
significant upside to oil prices. When you throw Venezuelan 
supply disruptions into the mix, the upside risk feels even 
more significant.

3. Trade wars and emerging markets. Catalysts for a 
reversal in either?

Emerging markets are getting bounced around by a number 
of external factors. The MSCI emerging markets index is 
down approximately 20% since late January. Are there any 
foreseeable catalysts for a reversal? 

China is the biggest emerging market, and an end to 
the trade war would help risk appetites for emerging 
markets broadly. One way the trade war with China could 
end is if China offers to change rules on joint ventures, 
industry access and/or technology transfers. Various U.S. 
government reports accusing China of using predatory 
economics to extend its geopolitical influence suggest an 
elevated risk that the ongoing trade dispute between both 
countries may prove intractable. If the trade war persists 
and China continues to offset tariffs with a weaker yuan, 
there will continue to be pressure on emerging market 
currencies, commodities and equities. 

A change in tone at the Federal Reserve (Fed) could also shift 
EM equity and EM currency sentiment. U.S. monetary policy 
is adding support to recent dollar strength versus emerging 
markets, but at the same time dollar strength will act as a 
damper on inflation. The Fed is likely to stay the course on 
rate hikes for the rest of the year and into early next year, 
but the outlook is a bit foggier in the second half of next year 
as rates will be closer to neutral and inflation growth could 
flatten out given the factors mentioned above. A slower pace 
of Fed rate hikes later next year could help arrest concerns 
that a stronger dollar will add to dollar-denominated debt 
problems abroad, making emerging markets more attractive. 

On the political side, Brazil has a major election in October. 
If the country is able to stabilize politically, it could begin to 
recover. Higher commodity prices would also help Brazil and 
several other emerging markets.

Investors should also consider shifting demographics for 
longer-term emerging market allocation purposes. Longer-
term, the prospects for emerging markets remain bright 
from a demographic standpoint. The population of Africa 
(Nigeria, in particular) is likely to explode over the next 
decade, particularly in the 15–35 age bracket (Exhibit 1). 
By 2030, Africa is estimated to become the second-largest 
region in the world, while Europe is expected to fall to sixth 
place. India should also see rapid growth in its population 
between the ages of 15 and 35. On the other hand, China’s 
15–35 population is set to shrink rapidly and could be 
surpassed by the population over the age of 60 by 2030. 

Exhibit 1: Largest Populations 15-35 Years of Age.
2015 2030* 2015=100

India 458.53 487.25 106.3
China 413.96 323.71 78.2
Indonesia 86.67 92.05 106.2
Nigeria 59.68 91.34 153.1
USA 87.94 89.33 101.6
Pakistan 68.40 82.90 121.2
Brazil 69.79 63.00 90.3
Bangladesh 59.30 60.88 102.7
Ethiopia 35.68 51.79 145.2
Mexico 43.35 45.53 105.0
Philippines 35.46 41.68 117.5
DR Congo 24.35 41.27 169.5
Egypt 32.16 37.92 117.9
Russia 39.77 30.98 77.9
Vietnam 32.42 27.97 86.3
Turkey 25.60 25.86 101.0
Iran 30.89 23.79 77.0
Japan 26.48 22.89 86.4
South Africa 20.12 21.10 104.9
Thailand 18.92 17.05 90.1

*Forecasts 
Data are in millions
Source: United Nations Population Division, World Population Prospects. The 2017 Revision.

4. Stay the course on defense stocks as a long-term  
growth industry.

Federal outlays on national defense in the U.S. are up 8% year 
over year through August, according to Bureau of Economic 
Analysis, the fastest pace in nine years. While midterm 
elections could raise questions about budget constraints, the 
global geopolitical environment suggests that demand for 
traditional military equipment and defense-related technology 
is likely to remain robust. The U.S. remains locked in conflict in 
the Middle East, Russia and China recently participated in war 
games in a show of force, and China continues to build military 
atolls in the South China Sea that will need to be balanced 
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with U.S. forces and alliances with the rest of Southeast 
Asia and Japan. This will require defense build-outs by the 
U.S. and its allies. India will also need to spend at a furious 
pace over the next several decades to modernize its military. 
Additionally, the U.S. has made a push for North Atlantic Treaty 
Organization (NATO) members to meet their obligations to 
spend 2% of gross domestic product. 

Importantly, a narrow focus on geopolitical risks can have an 
overly pessimistic tone and should not act as a deterrent to 
long-term asset allocators. It is important not to miss the 
big picture. Despite the conflicts/problems listed above, we 
still have relative peace and strong economic growth in the 

world. Recent conflicts do not compare to the magnitude of 
atrocities seen in World War II or the early 20th century, and 
the probability of a major conflict remains low. In addition, 
there have been positive geopolitical developments, for 
example, in the relationship between the U.S. and North 
Korea. The relative strength in U.S. markets this year suggests 
that these upside risks have more than counterbalanced 
all the downside worries. Additionally, near-term financial 
strains in emerging markets should not distract from long-
term progress. Over the last several decades, we have seen 
enormous progress on global poverty rates that has been led 
by emerging markets (China, India, Brazil and sub-Saharan 
Africa), and this is likely to continue, in our view.

GLOBAL MARKET VIEW 
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BREXIT ENTERS ITS ELEVENTH HOUR

Ehiwario Efeyini, Senior Vice President and Senior Market Strategy Analyst

The coming quarter will be a critical period in the Brexit 
process. More than two years on from the June 2016 
referendum, the terms of the United Kingdom’s exit from the 
European Union remain undecided and the final outcome could 
still go in a number of different directions. But over the next 
few months, investors should gain a clearer sense of how the 
planned separation is to proceed and whether the worst-case 
near-term scenarios can be avoided.

March 29, 2019, remains the official date of the formal exit, 
but before this can happen both sides will need to come to 
an agreement on the terms of withdrawal and pass it through 
their respective parliaments. Failure to do so risks an abrupt 
departure for the U.K., with tariffs and non-tariff barriers on all 
goods and services trade between the two markets reverting to 
World Trade Organization (WTO) levels. For the U.K. economy 
and markets in particular, this would likely prove highly 
destabilizing. And even if an agreement on withdrawal can be 
reached and signed into law by March (avoiding a so-called hard 
Brexit), the details of the future trading relationship will still 
have to be determined. This is a further process that could take 
many more months, or even years, to complete. 

A number of key dates will bear close watching (Exhibit 2). The 
next European Council meeting on October 18–19 had long 
been targeted for an agreement, but expectations have now 
shifted to a special meeting likely to be called for the week of 
November 12. If the Theresa May government and the European 
Council can reach a deal on this date, both the U.K. and the EU 
will then move to hold parliamentary votes to sign it into law. 

The U.K. has imposed a vote deadline of January 21, 2019, and 
were a withdrawal agreement not to be passed by this date, the 
government would have to present parliament with an alternative 
way forward. If the U.K. does leave with a deal in March, attention 
will then turn to December 31, 2020, the end of a proposed 
21-month transition period during which the details of the future 
U.K.-EU relationship would be set out. Little would change during 
this period. British members would no longer sit in the European 
Parliament and vote on EU legislation, but the U.K. would retain 
the other rights and obligations of EU membership, crucially 
including zero-tariff access to the EU single market. There are 
no guarantees that a favorable trading relationship could be 
established even by the end of 2020, but the transition phase 
would at least reduce near-term uncertainty for investors. 

Exhibit 2: Key Dates in the Brexit Process.

Date Event

October 18-19, 2018 Next European Council meeting: more clues on  
proximity to a UK-EU withdrawal agreement

November 12, 2018 Special European Council meeting expected this week: 
withdrawal agreement expected to be reached

December 13, 2018 Final EU Council meeting of 2018: last opportunity for 
withdrawal terms to be agreed

January 21, 2019 Deadline for UK parliamentary vote on  
withdrawal agreement

March 29, 2019 Formal UK exit date and start of 21-month transition 
period if withdrawal agreement is reached

December 31, 2020 Planned end of transition period

Source: Chief Investment Office. Data as of 2018. 

TERMS OF SEPARATION

At the heart of any agreed withdrawal plan will be the status of 
the Irish border. This is the last of the three divorce questions 
to be resolved alongside the U.K. exit payment to remaining EU 
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member countries and the rights of non-citizen residents on 
each side. In the event that the U.K. finally leaves the EU single 
market and/or customs union after 2020, product checks would 
have to be enforced on the sole U.K.-EU land border between 
Northern Ireland and the Republic. Both U.K. and EU leaders 
are in agreement that a hard Irish border is unacceptable, but 
their preferred solutions to the problem differ. The approach 
taken by the plan the U.K. government is currently expected to 
table at the November EU Council meeting makes two main 
proposals: common regulations for goods traded between the 
U.K. and the EU, as well as a special customs partnership in 
which EU tariffs and trade rules would apply to all goods that 
enter the U.K. bound for the EU. But in its current form, this 
deal is unlikely to be accepted by either parliament. Hard Brexit 
supporters in the ruling U.K. Conservative party oppose the plan 
for staying too closely aligned with EU rules, making for a low 
likelihood of majority support. European lawmakers meanwhile 
may oppose the deal for circumventing EU rules—ending the 
free movement of people between the U.K. and the EU, while 
effectively retaining access to the single market, and potentially 
opening the door for other countries to do the same.

Whether a withdrawal agreement can be reached and passed 
into law in time for the March exit date therefore remains 
to be seen, but the next few months should give investors 
further clarity. If a deal fails to pass either parliament, any 
one of a range of possible outcomes could follow (Exhibit 3). 
A no-deal Brexit would be the default result assuming no 
alternative plan of action were to be agreed. The official March 
exit date could also be extended in order to allow time for 
further negotiation—a measure that would require unanimous 
approval from the other 27 EU member countries. Or the U.K. 
government could be subject to a confidence vote, potentially 
leading to a change in leadership, new elections, a new 
withdrawal proposal and possibly even a second referendum. 

Exhibit 3: Potential Brexit Outcomes.

Withdrawal
agreement reached

No withdrawal
agreement reached 

Agreement put to UK
and EU parliaments 

No-deal Brexit

Deal passed

Transition
period

Deal rejected

No new
negotiation

Further
negotiation/exit
date extended  

Deal rejected

Leadership
challenge/new

elections  

New deal
passed

Deal
passed 

EU Council Meeting

Source: Chief Investment Office. Data as of 2018. 

WHAT MIGHT THIS MEAN FOR INVESTORS?

The prospect of a no-deal Brexit and the return of WTO tariffs, 
non-tariff barriers and customs controls remains the biggest 
concern for markets at present. For the U.K., this would likely mean 
not only reduced goods and services trade with its biggest partner, 
but also a loss of export-oriented foreign direct investment and 
higher business uncertainty. The pound would likely depreciate 
and the Bank of England could be forced to reverse course on 
monetary policy normalization. The impact would be reduced with 
an agreement and transition outcome, though non-tariff barriers 
on service trade (which are not avoided under the current plan) 
would still represent a headwind for U.K. growth.

But with or without a transition deal, Brexit does not pose 
the same systemic risks to global markets as the euro crisis, 
and the most damaging effects of a no-deal scenario should 
remain confined to the U.K. itself. Prominent estimates for the 
cumulative loss of output for the U.K. economy out to 2030 range 
from 2.2% (Open Europe) to 7.7% ((Organisation for Economic 
Co-operation and Development) OECD) in a worst-case outcome. 
The EU would be the most exposed of the major economies 
through weaker exports to its second-largest member, though as 
a share of its economy the impact would be lower than for the 
U.K. Indeed, some individual European markets could be potential 
beneficiaries from a no-deal Brexit given plans announced by 
a range of financial services firms, automakers and aircraft 
manufacturers to move European operations onto the mainland 
to retain unrestricted access to the single market. And for other 
large trading partners around the world, exposure through weaker 
exports to the U.K. would be lower still (Exhibit 4). The Brexit 
referendum result of 2016 was a major geopolitical shock for the 
world, but the global economic fallout from the U.K.’s final exit is 
likely to be more muted. 

Exhibit 4: UK the Most Exposed Major Economy to Weaker 
Trade as a Result of Brexit.

0.2%0.5%0.5%0.9%1.1%1.5%1.8%2.0%2.3%

7.3%

10.2%

0

2

4

6

8

10

12

Value added in exports to UK
% Share of GDP

UK (to
 EU)

Ire
land

Belgium
Spain

Germ
any

France
Ita

ly

Austr
ia

China
U.S.

Japan

Source: Organisation for Economic Co-operation and Development, World Trade 
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THOUGHT OF THE WEEK 

U.S. FISCAL OUTLOOK: THE PRODUCTIVITY 
PRESCRIPTION

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

With the fiscal year coming to a close, and with several 
funding bills making their way through Congress, concerns 
about the U.S. fiscal outlook have resurfaced. While we 
remain cautious on the long-term trajectory of U.S. finances, 
we believe the debt is currently manageable with near-term 
economic risks relatively muted. 

True, there are several tension points surrounding the debt, 
among them 1) an acceleration in mandatory spending caused 
by an aging population, 2) budget pressures from higher interest 
costs, and 3) the outsized dependence on financing from 
foreign investors. However, we view these issues as longer-term 
challenges for policymakers to tackle in the years to come. 

Additionally, signs of a resurgence in productivity growth 
suggest that, even over the medium term, the fiscal outlook 
may not be as dire as is commonly portrayed. Stronger 
incentives for investment and repatriation of foreign profits 
have boosted capital expenditures, setting the stage for 
a more efficient use of labor and capital in the U.S. (See 
Capital Market Outlook 7-16-2018).

For illustrative purposes, Exhibit 5 shows the impact that an 
upside surprise in productivity growth can have on the budget 
deficit. For example, if the U.S. sees an extra 0.5-percentage-
point increase in productivity each year over the next decade, 
then the budget deficit could be about $275 billion lower in 
2028 than forecast. That is, if productivity growth averages 
1.6% per year, instead of the average in the Congressional 
Budget Office (CBO) baseline of 1.1% over the 10-year time 

horizon, the budget deficit, and consequently the debt burden, 
could be reduced by a cumulative $1.2 trillion. These savings 
mainly come in the form of higher tax revenues. 

And that’s just in nominal dollar terms. These productivity 
gains should also help to grow gross domestic product (GDP) 
so that even as deficits remain above $1 trillion, the burden as 
a percentage of the total economy can remain in check. 

All the above illustrates the high degree of uncertainty in 
forecasting the fiscal outlook. Not only are policy outcomes highly 
volatile and hard to predict, but small variations in fundamental 
economic assumptions can result in large fluctuations to 
deficit projections—something investors should consider when 
interpreting the latest budget forecasts. 

Exhibit 5: U.S. Deficit Under Different Economic 
Assumptions. 

U.S. Budget Deficit
Billions of $

2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028
-1,750

-1,500

-1,250

-1,000

-750

-500

-250

0

-3.9%      -4.6%      -4.6%       -4.9%      -5.4%      -5.2%      -4.9%      -5.1%      -4.8%       -4.6%      -5.1%

-3.9% -4.5%       -4.4%      -4.6%      -5.0%      -4.7%      -4.3%      -4.4%       -3.9%       -3.6%      -4.0%

Deficit % of GDP:

CBO
Baseline 
Alternative
Scenario

CBO Baseline
Alternative Scenario: +0.5% extra productivity growth each year

For illustrative purposes only.
Source: Congressional Budget Office, “How Changes in Economic Conditions Might Affect 
the Federal Budget.”; Chief Investment Office. Data as of September 2018.

Chartered Financial Analyst® and CFA® are registered trademarks owned by CFA Institute.

https://olui2.fs.ml.com/Publish/Content/application/pdf/GWMOL/CIO_CMO_MLWM_07-16-2018.pdf
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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.

Source: Bloomberg, Factset. 1 Bloomberg Barclays Indices. 2 Spot price returns. All data as of the 9/21/18 close. Past performance is no guarantee of future results.

Economic and Market Forecasts (as of 9/24/18)
Q1 2018A Q2 2018A Q3 2018E 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 2.2

Core CPI inflation  
(% y/y) 1.9 2.2 2.3 2.2 1.8 2.2 2.4

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 – 2239 2674 3000 –

S&P earnings ($/share) 37 40* 40 118 132 162 172

U.S. dollar/euro,  
end period 1.23 1.17 1.12 1.05 1.20 1.14 1.20

Japanese yen/U.S. dollar, 
end period 106 111 114 117 113 112 105

Oil ($/barrel),  
end period 65 74 70 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. 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 Q2 2018  / **Estimate for Q2 2019.
1 Forecast represents a period average
Sources: BofA Merrill Lynch Global Research; Global Wealth & Investment Management Investment Strategy 
Committee.

Fixed Income1 

Total Return in USD (%)
Current WTD MTD YTD

Corporate & Government 3.41 -0.3 -0.8 -2.0

Agencies 3.03 -0.2 -0.6 -0.7

Municipals 2.87 -0.4 -0.8 -0.6

U.S. Investment Grade Credit 3.47 -0.3 -0.8 -1.8

International 4.08 -0.2 -0.6 -2.5

High Yield 6.26 0.1 0.4 2.4

Current
Prior  

Week End
Prior  

Month End
2017 

Year End
90 Day Yield 2.13 2.11 2.06 1.32

2 Year Yield 2.80 2.78 2.63 1.89

10 Year Yield 3.06 3.00 2.86 2.41

30 Year Yield 3.20 3.13 3.02 2.74

Commodities & Currencies
Total Return in USD (%)

Commodities Current WTD MTD YTD
Bloomberg Commodity 174.59 2.4 0.9 -3.0

WTI Crude $/Barrel2 70.78 2.6 1.4 17.1

Gold Spot $/Ounce2 1,199.00 0.5 -0.2 -8.0

Currencies Current
Prior  

Week End
Prior 

Month End
2017 

Year End
EUR/USD 1.17 1.16 1.16 1.20

USD/JPY 112.59 112.06 111.03 112.69

USD/CNH 6.85 6.87 6.85 6.51

MARKETS IN REVIEW

S&P 500 Sector Returns

-1.5%

-0.4%

0.0%

0.2%

0.4%

1.2%

1.2%

1.3%

1.9%

2.3%

2.3%

-2% -1% 0% 1% 2% 3%

Utilities

Real Estate

Information Technology

Telecom

Consumer Discretionary

Consumer Staples

Healthcare

Industrials

Energy

Financials

Materials

Equities
Total Return in USD (%)

Current WTD MTD YTD
DJIA 26,743.50 2.3 3.1 10.0

NASDAQ 7,986.96 -0.3 -1.4 16.6

S&P 500 2,929.67 0.9 1.1 11.1

S&P 400 Mid Cap 2,041.36 -0.2 -0.1 8.6

Russell 2000 1,712.32 -0.5 -1.6 12.5

MSCI World 2,200.01 1.6 1.2 6.1

MSCI EAFE 1,994.97 2.9 1.8 -0.6

MSCI Emerging Mkts 1,051.44 2.3 -0.3 -7.4
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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.


