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MACRO STRATEGY

Are investors mistakenly looking past extremely elevated 
global policy uncertainty? We don’t think so. We think 
monetary policy risks, which have a more persistent effect 
on business cycle dynamics, trump other policy-related risks 
at this stage, and a positive shift appears to be underway. 
Investors can take advantage of better valuations in risk 
assets during periods of high policy uncertainty and volatility, 
and this appears to be what they are doing.

THOUGHT OF THE WEEK

Investors breathed a sigh of relief at the start of 2019, as 
Federal Reserve (Fed) officials finally established a more patient 
stance on the path for future rate hikes, and markets got some 
reassurance on the potential for an interim deal between the 
U.S. and China. Despite an ensuing rally of some 13% as of 
close on Friday for the S&P 500, many investors seemed to 
have reduced their risk exposure amid recent downgrades to 
economic growth projections from the International Monetary 
Fund and concerns over declining earnings estimates. 

GLOBAL MARKET VIEW

The world economy rests on the foundation of 
consumerism, which means the core holdings of 
equity portfolios would follow companies that have the 
wherewithal to tap the larger, wealthier markets of the U.S., 
Europe and Japan, along with select developing markets. 
Think large-cap U.S. leaders in such sectors as consumer 
discretionary and staples, consumer-product leaders in 
Europe and Japan, and the internet retailers/e-commerce 
giants of China and local Asian companies.

PORTFOLIO CONSIDERATIONS

We are maintaining our overall absolute equity allocation 
across all risk profiles. However, we are lowering our non-
U.S. developed equity allocation and adding to U.S. large-
cap equities. We maintain our risk exposure in emerging 
market equities.

ELEVATED GLOBAL POLICY UNCERTAINTY CAN BE A 
GOOD THING FOR LONG-TERM INVESTORS

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

Global risk assets are pushing forward despite persistent policy-
related stresses that appear to be gaining momentum. The 
list of stressors is not short: The U.S.-China trade war, Brexit, 
talks of a looming fiscal hangover, the government shutdown 
and tighter U.S. monetary policy are probably cited most often 
as risks to the outlook for the global economy and risk assets. 
Climate change/global warming is also a frequent contender, 
as highlighted recently by the World Economic Forum’s Global 
Risk Report. It is not surprising then that global economic policy 

uncertainty reached an all-time high in December, as measured 
by the often-cited Baker, Bloom and Davis index. U.S. policy 
uncertainty made a large contribution to the rise in the global 
aggregate and the U.S. Policy Uncertainty Index is also near 
an all-time high for many of the reasons listed above. Clearly, 
policymakers have a lot of work to do to relieve the stresses, 
but just because the policy climate is cloudy right now does not 
mean the sun isn’t shining behind those clouds. In fact, we think 
there are clearer skies ahead.

Monetary policy is leading the way. There is a clear shift away 
from tighter global monetary policy. In the U.S., the Fed is 
likely on hold for the foreseeable future. Yes, the labor market 
is tight, but core inflation will likely run significantly below the 
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Fed’s 2.0% inflation target over the first half of the year, and 
real gross domestic product (GDP) growth is also expected to 
slow in the first half. Inflation expectations matter for future 
inflation and five year-five year forward inflation expectations 
dropped significantly heading into 2019 and have rebounded 
only slightly the last few weeks. This is also a yellow flag for 
Fed officials. In addition, still lofty profit margins are acting as 
a release valve for wage pressures (higher wages can come 
out of profits), which should continue to have a dampening 
effect on inflationary pressures. Productivity has also trended 
higher and serves to help relieve concerns over future inflation. 
All of this points to a protracted pause in the rate hike cycle.

In Europe, the European Central Bank (ECB) is likely on hold 
until 2020 given that inflation is well below its target, and 
economic growth has slowed. Italy likely fell back into a 
recession in the second half of 2018. The ECB provided a 
decidedly more dovish view last week and the premature hike 
in 2011 likely still haunts policymakers. With the Fed on hold, 
the last thing Europe needs is a rate hike that strengthens the 
euro and tightens financial conditions. 

The Bank of Japan remains firmly committed to reflation 
through balance sheet expansion and near-zero rates, and 
China has already cut the required reserve ratio (RRR) and will 
likely continue to use this tool if economic data deteriorate. 
The People’s Bank of China (PBOC)  has also opened up a 
medium-term lending operation. While Russia, India, Mexico, 
Korea and Turkey all hiked rates in 2018, the tone may change 
as inflation settles in and the Fed pauses, helping keep dollar 
appreciation at bay. Bottom line: Global short rates are likely to 
flatten out as the year progresses.

Judging by the media headlines, U.S. fiscal policy is about 
to fall off a cliff. The reality is much different as fiscal policy 
stimulus increases in 2019 compared to 2018. The stimulus is a 
combination of corporate and individual tax cuts and government 
spending. On the consumer spending side, U.S. taxpayers are 
likely to get a boost from tax refunds due to the 2017 tax cuts, 
while lower gasoline prices will also boost disposable income. 

Deregulation continues to get far less attention than it 
deserves, in our view. While it’s not “stimulus” in terms of 
dollars and cents, it is likely a big contributor to the pickup 
in productivity that is happening and will continue to be a 
tailwind for the rest of the year. As temporary headwinds fade, 
deregulation and a friendlier corporate tax environment mean 
businesses will be more likely to put money to work. 

A resolution to the trade dispute would be an additional bonus 
that would stimulate business investment spending, and both 

the U.S. and China are feeling the pain the last few months, 
incentivizing negotiation and resolution. We think investors are 
able to look past the near-term trade-war pain because it is not 
solely the president’s agenda item (there is consensus among 
Republicans and Democrats that the system needs to change), 
and, since the commencement of the trade war, both tariff and 
nontariff barriers have come down. The trade war adds to policy 
uncertainty in the near term but more likely than not the end 
result will be a system that is better for multinational firms. 

On the government spending side, some of the estimated 
fiscal drag for late 2019 and into 2020 is as a result of a drop-
off in defense spending that is set to occur as sequestration 
spending caps come back in fiscal year 2020. We think defense 
spending cuts are very unlikely in the current environment, and 
Strategas Research Partners would likely make the same case for 
nondefense cuts as well (i.e., it is unlikely the sequestration-based 
fiscal cliff takes place). Obviously, the government shutdown is 
not helpful for fiscal policy, but the lost spending is typically made 
up when the government re-opens. 

That said, the combination of a government shutdown and 
a potential inventory drag are two reasons to expect slower 
growth in the U.S. in the first half of the year. This will add to 
recession fears, but until we see private sector demand stumble, 
a recession seems unlikely. The resilience of the U.S. consumer is 
a key factor to watch here. For now, investors seem to be looking 
past the potential for a growth pause in the first half as equity 
markets have broadly moved higher since the shutdown began.

Fiscal stimulus may also kick into higher gear outside the 
U.S. The U.S. corporate tax cuts are putting pressure on other 
countries to consider the same, most recently Germany, but 
given the growth slowdown across Europe, fiscal stimulus 
seems likely. There is also increasing pressure on China to be 
more aggressive engineering a soft landing and/or working 
toward a solution to the trade conflict.

Lastly, climate change and energy policy is gaining traction as a 
medium-term risk to financial markets. For the second year in a 
row, the World Economic Forum listed “Failure of climate-change 
mitigation and adaptation” as a Top 5 Global Risk in terms of 
both likelihood and impact. At a broader level, environmental risks 
accounted for four out of the top five risks as climate change 
contributes to extreme weather, threatening supply chains and 
pressuring agricultural yields. While the U.S. appears to be on 
the right track (Exhibit 1), this is likely to be a big campaign 
issue leading up to the 2020 election, and significant legislation 
(for example, a carbon tax as proposed in the Baker-Shultz plan) 
is more likely if Democrats take control of the government. 
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While the Baker-Shultz plan for a carbon tax/carbon dividend is 
marketed as a bipartisan plan, we believe there are few voting 
Republicans who are likely to support it at this stage. 

Exhibit 1: Countries with the Largest Reductions/Increases in 
Carbon Dioxide Emission from 2007 to 2017. 
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In short, investors appear to be looking past the spike in global 
policy uncertainty and taking advantage of better valuations in 
risk assets. This is rational if the trade negotiations ultimately 
lead to a more level playing field, monetary policy shifts 
toward a more appropriate path given the trends in inflation 
and growth, U.S. policymakers avoid the sequestration-based 
fiscal cliff, and China engineers a soft landing. Monetary policy 
remains key, in our view, and appears to be heading in a more 
appropriate direction. Importantly, empirical evidence shows (for 
example, Jeff DeGraaf’s work at Renaissance Macro) that when 
global policy uncertainty is low, earnings multiples tend to be 
high, and when policy uncertainty is elevated, multiples come 
in. When policy issues are resolved, they tend to move higher. 
Therefore, investors can take advantage of better valuations 
during periods of high policy uncertainty and volatility.

GLOBAL MARKET VIEW 
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PORTFOLIO POSITIONING AMID KEY GLOBAL 
CONSUMPTION TRENDS

Joseph P. Quinlan, Head of CIO Market Strategy

Lauren J. Sanfilippo, Vice President and Market Strategy Analyst

We believe that every portfolio should have exposure to one 
of the most powerful macro-economic trends of the 21st 
century: the steady march of global personal consumption, 
both in the developed and developing nations. Because there 
is nothing more universal than basic human wants and needs, 
nothing more predictable than more desires and cravings as 
income levels rise, the largest share of world economic activity 
is consumption. According to the latest data from International 
Monetary Fund, global personal consumption expenditures 
(PCE) account for nearly 60% of world GDP.

In 2017, the latest year of available data, global consumption 
rose to $47.6 trillion, a 5% jump from the prior year. The annual 
increase was the strongest since 2011, and reflected a myriad 
of factors, including steady job growth in various parts of the 
world; greater labor force participation rates among women; 
rising wages as labor shortages boost worker incomes in both 
the developed and developing nations; higher education rates 
and therefore higher wages; and easy global monetary policies, 
fueling debt-driven consumption in many nations.

At the apex of global consumption is the United States. On a 
country-by-country basis, there’s the U.S., and then there’s the 
rest of the world. According to data from the United Nations, 
what U.S. consumers spent on goods and services in 2017 
($13.3 trillion) was greater than the total output of the Chinese 
economy. Indeed, U.S. consumers outspent the next six nations 
combined (China, Japan, Germany, U.K., India, France) in 2017.  

As the consumer goes, so goes the U.S. economy, with 
consumption nearly 70% of GDP, one of the highest percentages 
in the world. That said, with the U.S. labor market basically at full 
employment, and with wages rising across multiple sectors, it’s 
hard to foresee a U.S. recession in the near term. Yes, the U.S. 
economy confronts a number of headwinds, including uncertainty 
over trade, worries over the government partial shutdown, and 
fears of the aftereffects of Fed tightening. All of these factors 
have weighed on market sentiment over the past few months. 
But the U.S. does enjoy one sizable tailwind—the U.S. consumer, 
who has exhibited only limited signs of pulling back on spending. 
While lower U.S. equity prices will likely trim spending among the 
wealthy in the U.S. near term, the offset is the most robust U.S. 
labor market in decades. In the end, when the U.S. consumer rolls 
over, so will the economy. Until then, one of the longest economic 
expansions in U.S. history rumbles on. 
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Outside of the United States, the next largest consuming cohort 
is the European Union (EU). Including the United Kingdom, the 
EU accounts for 21% of global personal consumption. While the 
EU has half the population of China, the EU still out-consumes 
China by a factor of 2:1. Consumption expenditures in the 
EU totaled $9.6 trillion in 2017, double the levels of China’s 
consumption ($4.7 trillion) (Exhibit 2). 

Why such a disparity? Because the average European 
consumer—even in central Europe—is wealthier than the 
average Chinese, according to the World Bank, and therefore 
better positioned to spend. To this point, the EU’s average per 
capita income ($32,778) is some 3.5 times larger than China’s 
($8,690). So while much has been made of the emerging 
market consumer over the past few years, and the powerful 
aftershocks to various industries, it’s interesting to note that 
between the U.S. and EU, they (combined) account for half of 
the world’s total consumption. As a footnote, China and India, 
aggregated, equal 13.6%.

When the rest of the developed nations (Japan, Australia and 
Canada) are included with the U.S. and EU, the global share of 
consumption derived from the developed nations rises to 60% 
(Exhibit 2). That’s a much larger share than most investors realize 
given all the hype and fuss about the emerging market consumer.

Exhibit 2: Personal Consumption Expenditure (PCE).
Personal Consumption Expenditure
(As a Percent of World Total)

U.S., 29.1

EU, 21.0

    Developing 
Asia ex-China,
                  10.6 

China, 10.3

Japan/Canada/
Australia, 9.7

All others, 19.3

Source: United Nations.
Data as of January 2019.

And what about the developing nations? While they have moved 
up the consumption curve, they still lag the developed nations. 
Consumer spending in the developing nations hit a record $18.5 
trillion in 2017 and has increased six-fold since the start of the 
century. As a result, the share of global consumer spending from 
the developing nations has jumped from 22% in 2000 to just 
over 40% in 2017. However, subtract China from the total, and 
things look a little different. Minus China, the developing nations’ 
share of global consumption drops to just 30%, a significant 

consumption gap between rich (developed) and poor (developing). 
The gap is narrowing but from a wider-than-realized starting 
point (Exhibit 3).

Exhibit 3: Percent Share of Global PCE.
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What’s more, it remains to be seen how fast the gap will close. 
In terms of annual growth rates, yes, the pace of consumption is 
faster in the developing nations versus developed markets. But 
given the outsized gap that exists today, it could take years, if not 
decades, for the developing nations to reach the consumption 
potency of the developed nations.

One final note. As Exhibit 4 highlights, global wealth (like global 
income) is skewed toward the few of those countries listed. 
Note that the top ten largest consuming nations in the world 
accounted for over two-thirds of global consumption in 2017. 
The upshot: When it comes to selling goods or providing services, 
companies don’t necessarily have to be global. Rather, they need 
to be well represented/positioned in a handful of countries or key 
regions that have the spending power to drive earnings.

Exhibit 4: Top Ranked Countries in the World by PCE.

Rank Country Billions of $ Percent of World Total

1 United States 13,321  29.1%

2 China  4,698 10.3%

3 Japan  2,704 5.9%

4 Germany  1,952 4.3%

5. United Kingdom  1,729 3.8%

6. India  1,522 3.3%

7. France  1,396 3.1%

8 Brazil  1,304 2.8%

9 Italy  1,182 2.6%

10 Canada  956 2.1%

Top 10 Total  30,766 67.2%

Source: United Nations.
Data as of January 2019.

GLOBAL MARKET VIEW (Continued)
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It’s not necessary for companies to be all things to all people. 
Africa, for instance, with over a billion people, is not likely going 
to dictate the earnings of any U.S. company anytime soon. It’s 
too poor yet. Ditto for India. Notwithstanding a large market, 
above-average global growth rates, an emerging digital class, 
India’s per capital income is just $1,820, a fraction of America’s 
($58,270). Over the medium term, the nation remains too poor 
and too wrapped up in a thicket of stifling industry/government 
regulations to meaningfully drive the future earnings growth of 
a majority of U.S. firms. The same holds true for most of the 
Middle East and Latin America, with the possible exceptions of 
Brazil and Mexico. The one nation that stands out—that may 
drive earnings growth among the developing nations—is China.

What does all of the above mean in terms of portfolio 
positioning? The world economy rests on the foundation of 

consumption, or consumerism, which means the core holdings 
of equity portfolios should include companies that have the 
wherewithal to tap the larger, wealthier markets of the U.S., 
Europe and Japan, in our view. Think large-cap U.S. leaders in 
such sectors as consumer discretionary and staples, as well as 
consumer-product leaders in Europe and Japan. 

We also continue to favor the internet retailers/e-commerce 
giants of China and local Asian companies that cater to the 
emerging consumers across Southeast Asia given the fast-
expanding consumption-led economies, supportive of a range 
of industry groups. Sectors include discretionary goods such 
as automobiles, consumer electronics and department stores; 
staples such as health care, household products and packaged 
foods; and higher-end segments like international travel (airlines, 
airport operators, tourism agencies) and luxury products.

THOUGHT OF THE WEEK 

GLOBAL MARKET VIEW (Continued)

INVESTORS STOCKPILING CASH AMID PERSISTENT 
MARKET RISKS

Chief Investment Office

Following the fourth quarter market sell-off, investors breathed 
a sigh of relief at the start of 2019, as Fed officials finally 
established a more patient stance on the path for future rate 
hikes, and markets got some reassurance on the potential 
for an interim deal between the U.S. and China. Despite 
an ensuing rally of some 13% for the S&P 500 from its 
Christmas Eve lows, investors have continued to stockpile 
cash, with assets held in money market funds at their highest 
levels since 2010 (Exhibit 5). Many investors have reduced 
their risk exposure amid recent downgrades to economic 
growth projections from the International Monetary Fund and 
concerns over declining earnings estimates. 

And added to the mix was the longest government shutdown 
in our nation’s history. It’s estimated to have shaved 0.1 
percentage points (ppt) off GDP growth every two weeks, 
according to BofA Merrill Lynch (BofAML)  Global Research, 
while limited data releases due to the closure of the 
Commerce Department has clouded investors’ view of the 
economy. These developments put together have called the 
durability of this most recent rally into question.

But context is important: Cash allocations are far more than 
in 2011 when Europe was in a recession, and more than early 
2016, which saw a major global growth scare while oil prices 
plummeted to $26/barrel. In our view, this suggests investors 

are still positioning for a sharp economic slowdown in 2019. 
This is consistent with BofAML Global Research’s Fund 
Manager Survey, which notes a collapse in macro expectations 
among money managers and indicates that allocation to 
equities is close to a two-year low.

In contrast, we remain positive on equities; still expecting 
modest earnings growth this year, a pause by the Fed and 
the potential for a U.S.-China trade deal, helping to support 
global growth (especially outside the U.S.). Cash should remain 
competitive, offering a positive real yield for the first time 
during this cycle, but we believe a solid fundamental backdrop 
combined with light investor positioning should continue to 
support the upward trend in equities.

Exhibit 5: Money Market Mutual Fund Assets.
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Asset Class Weightings (as of 01/08/19)

Under-
weight Neutral Over-

weight

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

*  Many products that pursue Alternative Investment strategies, 
specifically Private Equity and Hedge Funds, are available only to 
pre-qualified clients.
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S&P 500 Sector Returns
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Economic and Market Forecasts (as of 01/25/19)
Q1 2018A Q2 2018A Q3 2018A 2019E

Real global GDP  
(% y/y annualized) - - - 3.4

Real U.S. GDP  
(% q/q annualized) 2.2 4.2 3.4 2.5

CPI inflation (% y/y) 2.2 2.7 2.6 1.7

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

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 43 170

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

Japanese yen/U.S. dollar, end period 106 111 114 101

Oil ($/barrel),  
end period 63 68 70 561

The forecasts in the table above are the base line view from BofAML Global Research team. The Global Wealth & 
Investment Management (GWIM) Investment Strategy Committee (ISC) may make adjustments to this view over 
the course of the year and can express upside/downside to these forecasts. 
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.  
1 Forecast represents a period average for West Texas Intermediate (WTI).
Sources: BofA Merrill Lynch Global Research; GWIM ISC as of January 28, 2019.

Source: Bloomberg, Factset.Total Returns from the period of 01/21/19 to 01/25/19.  Bloomberg Barclays Indices.1 Spot price returns.2  All data as of the 01/25/19 close.  
Past performance is no guarantee of future results.

Fixed Income1 

Total Return in USD (%)
Current WTD MTD YTD

Corporate & Government 3.23 0.4 0.4 0.4

Agencies 2.84 0.1 -0.1 -0.1

Municipals 2.66 0.0 0.3 0.3

U.S. Investment Grade Credit 3.29 0.3 0.3 0.3

International 4.07 0.7 1.3 1.3

High Yield 7.10 0.0 3.8 3.8

Current
Prior  

Week End
Prior  

Month End
2017 

Year End
90 Day Yield 2.33 2.35 2.36 2.36

2 Year Yield 2.61 2.62 2.49 2.49

10 Year Yield 2.76 2.79 2.69 2.69

30 Year Yield 3.07 3.10 3.02 3.02

Commodities & Currencies
Total Return in USD (%)

Commodities Current WTD MTD YTD
Bloomberg Commodity 169.07 -0.3 5.9 5.9

WTI Crude $/Barrel2 53.69 -0.2 18.2 18.2

Gold Spot $/Ounce2 1,303.15 1.7 1.6 1.6

Currencies Current
Prior  

Week End
Prior 

Month End
2017 

Year End
EUR/USD 1.14 1.14 1.15 1.15

USD/JPY 109.55 109.78 109.69 109.69

USD/CNH 6.75 6.80 6.87 6.87

Equities
Total Return in USD (%)

Current WTD MTD YTD
DJIA 24,737.20 0.1 6.2 6.2

NASDAQ 7,164.86 0.1 8.0 8.0

S&P 500 2,664.76 -0.2 6.4 6.4

S&P 400 Mid Cap 1,818.57 0.1 9.4 9.4

Russell 2000 1,482.85 0.0 10.0 10.0

MSCI World 2,001.86 0.1 6.3 6.3

MSCI EAFE 1,813.63 0.5 5.5 5.5

MSCI Emerging Markets 1,032.34 1.4 6.9 6.9
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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.
Trade-weighted U.S. dollar index, also known as the broad index, is a measure of the value of the United States dollar relative to other world currencies.
ISM Manufacturing Index is based on surveys of more than 300 manufacturing firms by the Institute for Supply Management (ISM). The ISM Manufacturing Index monitors 
employment, production, inventories, new orders and supplier deliveries. 
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.
MSCI Europe index is part of the Modern Strategy and represents the performance of  large and mid-cap equities across 15 developed countries in Europe.
Baker, Bloom and Davis Index is a monthly index of Global Economic Policy Uncertainty (GEPU).


