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MACRO STRATEGY

As we look to 2019, the key risks we are monitoring are a 
trade war between the U.S. and China, a rapid deceleration 
in U.S. and global growth and an overly aggressive Federal 
Reserve (Fed). But as we look below the surface, we also see 
a number of so-called “tail risks”: low-probability but high-
impact events that could be detrimental to the economic cycle.

THOUGHT OF THE WEEK

Investors have become increasingly hesitant to Buy-the-Dip 
and this, in our view, can be attributed to Fed policy and 
vacillating investor sentiment in this late-cycle environment.

GLOBAL MARKET VIEW

We don’t expect market volatility to subside anytime soon. 
So invest in a neck brace and in high quality, well-managed, 
world-class companies attractively valued after December’s 
market meltdown. The wholesale re-pricing of assets has 
afforded investors a propitious opportunity to re-energize/
rebalance portfolios.

PORTFOLIO CONSIDERATIONS

We prefer large- over small-caps equities, companies with 
pricing power, cash on their balance sheets, the ability to 
grow dividends and less leverage. Within fixed income, we are 
overall neutral on credit and prefer an emphasis on short-dated 
investment-grade corporates and municipals across the curve.

TAKING ACCOUNT FOR SOME TAIL RISKS

Kirsten Cabacungan, Analyst, Chief Investment Office

As we look to 2019, the key risks we are monitoring continue 
to be a trade war between the U.S. and China, a rapid 
deceleration in U.S. and global growth and an overly aggressive 
Federal Reserve (Fed). But as we look below the surface, we 
also see a number of “tail risks” out there: low-probability but 
high-impact events that could be detrimental to the economic 
cycle. We emphasize that these are unlikely to materialize to 
create broad contagion for the economy and markets in 2019. 
Our view remains for above-trend gross domestic product 
(GDP) growth in the U.S. and modest equity returns, and we 
maintain our slightly pro-risk bias in portfolios.

FED’S BALANCE SHEET ROLL-OFF

In addition to raising the Fed funds rate, the Fed is reducing its 
balance sheet by $50B per month, which, particularly over the 
past few weeks, is leading to concern over what the unintended 
consequences could be. As the balance sheet shrinks, reserves 

at banks should decrease too, and given post-crisis regulations 
that raised banks’ capital requirements, banks could potentially 
face a shortage of reserves if they decline too much. While the 
aggregate reserves in the system are likely solid, this could be 
masking a shortage at individual banks. Recently, the Fed funds 
rate has been creeping up to the higher end of its target range, 
requiring the Fed to make technical adjustments for how it 
manages monetary policy. Some research reports and press 
releases believe this is evidence of a shortage of overnight funds. 

The Fed’s ability to manage the Fed funds rate is fundamental to 
how it conducts monetary policy—if it had trouble managing the 
effective Fed funds rate, that could lead to a loss of confidence 
from financial markets. A shortage of reserves could result in 
volatility across money markets, diminishing liquidity, increasing 
short-term borrowing costs and significantly tightening financial 
conditions. Amid concern over the pace of Fed rate hikes, 
researchers from the Council on Foreign Relations estimate that 
if the Fed continues its balance sheet run-off at the current pace, 
it will tighten monetary conditions by the equivalent of a 220 

IN THIS ISSUE

MACRO STRATEGY 

http://www.sipc.org/


CIO Capital Market Outlook 2

basis point increase in the Fed funds rate by the end of 2019. But 
given the relative size of the roll-off versus the size of the balance 
sheet, the impact on broader financial markets should be fairly 
muted, and if it did cause severe disruptions, the Fed would be 
able to pause and reassess.

CHINA’S RISING DEBT 

To stimulate the economy following the financial crisis, China 
spurred a rapid rise in borrowing, drawing comparisons to 
Japan’s 1980s debt bubble. Amid the slowdown in the Chinese 
economy and trade tension with the U.S., the nation’s growing 
debt load of 266% of GDP remains a key risk (Exhibit 1). 
Concerns over China’s debt range from a potential drag on 
global growth to an outright financial crisis. As the economy 
slows, debt service continues to deteriorate, reaching a near-
record 19.5% for private nonfinancial corporates according to 
the Bank for International Settlements. Minimal transparency is 
unlikely to assuage investors’ concerns, as S&P estimates off-
balance-sheet debt held by local governments could be as high 
as 40T yuan ($5.8T). Aware of the ballooning debt, China has 
forged efforts to contain the risk through its control of banks, 
foreign exchange and capital flows. Even with some defaults in 
the last few years, none have led to broad contagion.

Exhibit 1: China’s Debt Load Continues to Climb.
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AN ABRUPT END TO THE BANK OF JAPAN’S (BOJ’S) 
ACCOMMODATIVE POLICY

Following aggressive monetary easing, Japan’s economy has been 
on an upward trajectory, which could lead to inflation approaching 
the BoJ’s target faster than expected. With the unemployment 
rate close to a 20-year low, wage pressures are finally beginning 
to build. Production capacity is the tightest on record, while 

producer prices have accelerated over the past three years, and 
property prices have begun to pick up. Japan has the largest net 
international investment position in the world ($2.9T according 
to the International Monetary Fund), so significantly higher rates 
from an abrupt paring of stimulus would likely lead to significant 
global financial stress, including capital outflows from overseas, 
currency market volatility and higher borrowing costs around the 
world, along with pressure on equities. However, with current 
inflation readings remaining well below the BoJ’s target, it 
remains unlikely that this risk will materialize in the short term.

LEVERAGED LOANS AND BBB-RATED DEBT

Amid near-record demand, net issuance of leveraged loans has 
expanded significantly. The S&P/LSTA U.S. Leveraged Loan 100 
Index hit $1.1T at November month-end, and the amount of loans 
outstanding now nearly eclipses that of high yield (HY) bonds. As 
the Fed removes monetary policy accommodation, investors have 
used leveraged loans to achieve higher yields with less interest-
rate risk. Furthermore, more highly leveraged and covenant-
lite deals accounted for around 80% of issuance last year, so 
investors are increasingly sacrificing creditor protections, once a 
more prevalent and attractive feature in the loan market. In our 
view, these dynamics suggest “loans are the new bonds”; loans 
look less like a secured alternative and more like floating-rate, 
unsecured HY bonds. The macro backdrop appears supportive, 
and defaults are relatively benign, but once the cycle turns, loan 
investors may experience higher credit losses versus historical 
averages. Sizable outflows over the past few weeks, given 
the technical nature of the asset class, could exacerbate price 
declines and volatility.

Low rates have encouraged companies to issue debt to finance 
growth and shareholder returns, leading to increased leverage 
across corporate America. This is particularly evident in the BBB 
category, which has grown to 48% of the $6T investment grade 
(IG) market, versus 35% 10 years ago. The amount of BBB-rated 
bonds has grown disproportionately relative to the HY market, 
potentially inhibiting the latter’s ability to absorb a large volume 
of “fallen angels”— bonds from IG companies “falling” into the 
HY category—leading to significant volatility. While the high yield 
market has orderly absorbed fallen angel volumes in the past, 
we see risks of a more acute scenario playing out if several large 
capital structures fall to HY, and/or fallen angel volumes spike. In 
particular, the high yield market generally only invests out to 10 
years, so longer-dated bonds that fall into HY could be particularly 
affected. Price declines could trigger further selling, causing a 
negative feedback loop.  
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UNICORN VALUATIONS 

Easy availability of capital has led to a boom in the growth of 
private companies and their valuations, with many now valued 
at over $1B, claiming the name “unicorn.” Total U.S. unicorn 
valuations have risen from $62B in 2013 to $493B last year, 
with 180 new unicorns being created along the way, according 
to PitchBook. Institutional investors have paid a premium to hold 
a piece of these potentially successful companies, perhaps from 
fear of missing out on the next big disruptive name. As a result, 

the average unicorn has become overvalued by 48%, according 
to researchers from the Journal of Financial Economics. A major 
correction in valuations could lead to significant losses for 
investors exposed to the space and tighten financing conditions 
for start-ups and small businesses. However, given the relatively 
small exposure to these markets among retail investors, the 
direct impact on most investors and broader financial markets 
should be fairly limited.

GLOBAL MARKET VIEW 
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STAY LONG NECK BRACES AND EQUITIES

Joseph P. Quinlan, Head of CIO Market Strategy

Lauren J. Sanfilippo, Vice President and Market Strategy Analyst

There is nothing investors want more than to leave behind the 
market volatility of 2018 and walk on firmer ground in 2019. Owing 
to the toxic convergence of rising U.S. interest rates, simmering 
U.S.-Sino trade tensions and peak global earning expectations, 
among many other variables, volatility returned with a vengeance in 
2018, notably down the home stretch. 

Missing in action in 2017, the Chicago Board Options Exchange 
(CBOE) volatility index (VIX) averaged 25.0 in December 2018, up 
from an average of 11.1 over the course of 2017. In December 
alone, the S&P 500 booked five days of losses exceeding -2%, 
after having experienced none throughout the entire year of 2017. 

After the Fed raised rates for the fourth time of the year on 
December 19, and after reaffirming its commitment to continue 
raising rates and reducing its balance sheet, stocks sold off hard, 
with December 24 posting the largest-ever Christmas Eve decline 
for both the Dow and S&P 500. However, the major indices the day 
after Christmas posted one of the strongest single-day returns in 
over a decade. Then on December 27, the Dow rebounded from 
a more-than-600 point intraday loss to close up 260 points, the 
largest daily point recovery in the history of the index. The market 
swings capped one of the worst years for stocks since 2008 and 
left many whipsawed investors wishing they had unwrapped a neck 
brace for Christmas.

BARN CATS

Market volatility will remain the norm until Fed Chairman Jerome 
Powell and the Fed’s growth-cum-inflation expectations align 
with the markets. Miscommunication was a key part of the 
late-2018 market implosion, beginning with Powell’s October 
3 comment that interest rates were “a long way from neutral.” 
The comment didn’t square with market sentiment worried 

about weaker U.S. growth and, more importantly, moderating 
inflationary expectations heading into 2019.

By the time the December Fed meeting rolled around, the markets 
were pining for the Fed to stand pat—or take a pass on raising 
rates. Ditto for the White House, with President Trump emerging 
as a key critic of Chairman Powell over 2018, further adding to 
negative market sentiment. Ignoring the markets and the president, 
however, the Fed raised rates again in December but pledged to 
move toward more “data dependency” in assessing the need for 
future hikes. The Fed also lowered its rate hike projections for 
2019—from three to two. Stocks promptly sank following the Fed 
move but rebounded a few days later, on December 21, following 
comments from New York Federal Reserve President John Williams 
that the Fed is listening “very carefully” to the markets and that the 
Fed is open to reconsidering its views on rate hikes next year.  

The soothing effect didn’t last long, though. The Fed’s verbal 
to-and-fro was too much for investors already more skittish than 
abused barn cats. December’s equity declines were among the 
worst since the Great Depression.  

IT’S NOT WHAT THEY DO, IT’S WHAT THEY SAY

All of the above reminds us of Ben Bernanke’s critical 
declaration in his insightful book, The Courage to Act. According 
to the one-time head of the Fed, “monetary policy is 98 percent 
communication and 2 percent action.” As he notes in his book, 
communication from the Fed is notably important “when short-
term rates hover close to zero and influencing expectations 
about future interest rates becomes critically important.” 
Communication is also highly important the longer the rate 
cycle progresses, since each rate hike begets expectations as to 
the end of the cycle. Misfire on communications, according to 
Mr. Bernanke, and “any wrong or unintended policy signal could 
roil markets.”
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How true—just ask Jay Powell and company, taken to task by 
the capital markets and the president over the past few months 
for largely muffing the “98%” Bernanke warned about.  

To help clear the air, the Fed chairman has pledged to hold news 
conferences after every monetary policy meeting this year—a 
stance that could conceivably add clarity to Fed expectations or 
create more fog or ambiguity for the markets. Calming the barn 
cats, the Fed Chairman hit the right notes on Friday, claiming 
that at the Fed, “we will be prepared to adjust policy quickly and 
flexibly and use all of our tools to support the economy should 
that be appropriate.”

Not helping matters is a host of other variables outside the 
control and domain of the Fed. Think sloppy and uncertain 
signals over Brexit; mounting alarm over Italian finances; 
weaker-than-expected growth figures from Germany and Japan; 
and the rolling over of global inflationary expectations. Slumping 
oil prices, meanwhile, are fueling fears that the global economy 
has slowed markedly, that reflationary efforts of the central 
banks have been all for naught, and that earnings expectations 
for 2019 are too high and needed to be adjusted lower.

Add to this volatile pot the U.S. government shutdown and 
simmering trade tensions between the U.S. and China—the 
world’s two largest economies—and it is little wonder the 
global capital markets remain fragile early in 2019.  

STAY LONG NECK BRACES AND STOCKS

We don’t expect market volatility to subside anytime soon given 
the multiple crosscurrents buffeting the capital markets. So invest 
in a neck brace—more market swings and volatility lie ahead.

We ask investors to consider investing in high-quality, well-
managed, globally positioned, world-class companies attractively 
valued after December’s market meltdown. The wholesale re-
pricing of assets has afforded investors a unique opportunity to 
re-engage/rebalance portfolios.  

While strapping on that neck brace, keep in mind that periods 
of steep market declines typically reset valuations and wash 
out investor sentiment, providing the base/bounce for upside 
moves in equities. With the forward P/E of the S&P 500 at 
roughly 14x versus the 18x at the beginning of 2018, equities 
are attractively valued. Also think long term: As Exhibit 2 
depicts, 2018 was the exception, not the rule, with the S&P 
500 posting positive annual returns 73% of the time since 
1927. And amid all the negative headlines, don’t forget about 
market fundamentals and long-term secular global trends. 

Exhibit 2: S&P 500 Total Returns: 1927-2018.
Annual, percent

Positive years:        67   (73%)
Negative years:      25   (27%)
Max return:    54.0%  (1933)
Min  return:            -43.4% (1931)
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Sources: Bloomberg; Standard & Poor’s via Morningstar.
Data through December 31, 2018.
Past performance is no guarantee of future results.

Per the former—fundamentals—U.S. economic growth, led 
by the consumer, remains on firm ground, backed by strong 
employment levels and moderately rising wages. Friday’s 
jobs number was nothing less than a blowout, with 312k 
jobs added in December. Countering the myth that America 
is not in the business of manufacturing, some 284,000 
manufacturing jobs were created last year, the most gains in 
two decades. Global growth, meanwhile, is slowing, but the 
world economy is still expected to expand by better than 3% 
this year. We expect more reflationary measures from Europe, 
Japan and, most notably, from China. Global earnings have 
peaked but are expected to remain positive this year; 5%–6% 
earnings growth is the consensus in the United States—hardly 
stellar, but solid. 

Helping matters, we suspect that in year two, Chairman Powell 
will become better at communicating with the markets, and 
despite jawboning from the White House, the Fed, in our 
opinion, will remain the credible, independent institution it has 
always been. 

On a secular basis, think technological innovation (robotics, 
artificial intelligence), the global healthcare revolution and the 
incessant demand of emerging market consumers for travel 
and leisure, cosmetics, e-sports and luxury brands goods. Also, 
with the world never as affluent as today, think trash or waste 
management. The residual of wealth is waste—making waste 
management and related activities one of our favorite long-
term plays.

GLOBAL MARKET VIEW (Continued)
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INVESTORS HESITANT TO BUY-THE-DIP

Kishan Chhatwal, Investment Analyst, CIO Portfolio Strategy

Elizabeth Jacobi, Analyst, CIO Portfolio Strategy

Exhibit 3: U.S. equities recovered from sell-offs at faster rates 
under Bernanke and Yellen, but this has changed under Powell.
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Source: Global Equity Derivatives, BofA Merrill Lynch Global Research. Data from December 
1927 to November 2018. Fed Chair Tenures: Greenspan (August 1987 – January 2006), 
Bernanke (February 2006 – January 2014), Yellen (February 2014 – February 2018), Powell 
(February 2018 – Current). 

December marked the worst month for the S&P 500 Index since 
February 2009 and closed the poorest-performing quarter since Q3 
20111. Investors have become increasingly hesitant to Buy-the-Dip 
and this, in our view, can be attributed to Fed policy and vacillating 
investor sentiment in this late-cycle environment.

Pullbacks recently have not been seen as opportunities but rather 
as potential signs that the bull market may be heading toward 
a late-cycle economic slowdown. Choppy economic signals, a 
slowdown in profits, Washington dysfunction and U.S./China trade 
uncertainties have made investors increasingly cautious, leading 

1 Source: Chief Investment Office, Bloomberg. Data as of January 2, 2019.

them to shy away from buying-the-dip and instead elect to harvest 
gains and commit allocations to cash and other safe-haven assets. 
The shift in sentiment is apparent in BofA Merrill Lynch Global 
Research’s recent Fund Manager Survey, as cash balances remained 
above their 10-year average, and allocations to previously high-
flying  global technology stocks fell to only a 10% overweight, the 
lowest share since January 2009.2

Meanwhile, central banks are becoming less accommodative with 
G4 balance sheets expected to decline in March. The European 
Central Bank has ended its bond buying program,  and the Fed 
has raised interest rates four times in 2018 and is inclined to do 
so a couple more times this year. This is a major shift from the 
previous years when the Yellen/Bernanke-led Fed engineered 
quantitative easing along with the promise to keep rates low for an 
extended term, supporting investor sentiment whenever economic 
data would temporarily dip or financial conditions would tighten. 
According to BofA Merrill Lynch Global Research, globally easy 
monetary policy post-financial crisis helped propel Buy-the-Dip 
behavior to more than twice its historical average dating back to 
the 1920s.3 A prime example was 2015, which saw volatility due to 
collapsing oil prices and global growth uncertainties, leading Janet 
Yellen to delay rate hikes. In 2018, similar concerns have emerged 
but the Powell-led Fed has been more steadfast in staying with its 
intended hiking cycle. It is a new world for investors indeed. 

The change in central bank policy has led to a liquidity shift, 
dramatically affecting the equity markets. As global central banks 
remove accommodation, the Buy-the-Dip strategy will likely 
produce mixed results. While we remain constructive on equities 
on an absolute basis and relative to fixed income, we recommend 
deploying a disciplined approach to maintain a diversified 
portfolio that will build more consistent risk-adjusted returns 
compounded over time. 

2 Global Fund Manager Survey, BofA Merrill Lynch Global Research. December 18, 2018.
3 Source: Global Equity Derivatives 2019 Outlook, BofA Merrill Lynch Global Research. 

December 6, 2018.

THOUGHT OF THE WEEK 
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Economic and Market Forecasts (as of 01/07/19)
Q1 2018A Q2 2018A Q3 2018A 2019E

Real global GDP  
(% y/y annualized) - - - 3.5

Real U.S. GDP  
(% q/q annualized) 2.2 4.2 3.5 2.5

CPI inflation (% y/y) 2.2 2.7 2.6 1.5

Core CPI inflation  
(% y/y) 1.9 2.2 2.2 2.2

Unemployment rate(%) 4.1 3.9 3.8 3.6

Fed funds rate,  
end period (%) 1.63 1.88 2.13 2.88

10-year Treasury,  
end period (%) 2.74 2.86 3.06 3.00

S&P 500, end period 2641 2718 2914 2900

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

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

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

Oil ($/barrel),  
end period 65 74 73 591

The forecasts in the table above are the base line view from BofAML Research team. The 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  / S&P 500 represents a fair value estimate for 2019 / *Estimate for Q3 2018. 
1 Forecast represents a period average
Sources: BofA Merrill Lynch Global Research; Global Wealth & Investment Management Investment 
Strategy Committee.

MARKETS IN REVIEW

Source: Bloomberg, Factset. Total Returns from the period of 12/31/18 to 01/04/19.  Bloomberg Barclays Indices.1 Spot price returns.2 All data as of the 01/04/19 close.  
Past performance is no guarantee of future results.

Fixed Income1 

Total Return in USD (%)
Current WTD MTD YTD

Corporate & Government 3.22 0.5 0.2 0.2

Agencies 2.75 0.3 0.1 0.1

Municipals 2.64 0.4 0.3 0.3

U.S. Investment Grade Credit 3.26 0.5 0.2 0.2

International 4.20 0.4 0.2 0.2

High Yield 7.67 1.4 1.2 1.2

Current
Prior  

Week End
Prior  

Month End
2017 

Year End
90 Day Yield 2.33 2.35 2.36 2.36

2 Year Yield 2.50 2.52 2.49 2.49

10 Year Yield 2.67 2.72 2.69 2.69

30 Year Yield 2.98 3.02 3.02 3.02

Commodities & Currencies
Total Return in USD (%)

Commodities Current WTD MTD YTD
Bloomberg Commodity 163.14 1.0 2.1 2.1

WTI Crude $/Barrel2 47.96 5.8 5.6 5.6

Gold Spot $/Ounce2 1,285.15 0.3 0.2 0.2

Currencies Current
Prior  

Week End
Prior 

Month End
2017 

Year End
EUR/USD 1.14 1.14 1.15 1.15

USD/JPY 108.51 110.27 109.69 109.69

USD/CNH 6.87 6.88 6.87 6.87

S&P 500 Sector Returns
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Real Estate

Utilities

Information Technology

Healthcare

Consumer Staples

Industrials

Materials

Financials

Consumer Discretionary

Communication Services

Energy

Equities
Total Return in USD (%)

Current WTD MTD YTD
DJIA 23,433.16 1.7 0.5 0.5

NASDAQ 6,738.86 2.4 1.6 1.6

S&P 500 2,531.94 1.9 1.0 1.0

S&P 400 Mid Cap 1,684.34 2.3 1.3 1.3

Russell 2000 1,380.75 3.2 2.4 2.4

MSCI World 1,904.18 1.8 1.1 1.1

MSCI EAFE 1,736.69 1.4 1.0 1.0

MSCI Emerging Markets 964.97 0.2 -0.1 -0.1

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.
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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.
Chicago Board Options Exchange (CBOE) volatility index (VIX) is a popular measure of the stock market’s expectation of volatility implied by S&P 500 index options.
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 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/LSTA U.S. Leveraged Loan 100 Index is designed to reflect the performance of the largest facilities in the leveraged loan market.
Personal Consumption Expenditures Price Index (PCE) measures price changes for household goods, services, core inflation excluding volatile oil, gas and food prices.


