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MACRO STRATEGY

While the current U.S. business expansion is one of the 
longest ever, in many ways it is just getting started. 
Business confidence was in recession territory until 2016. 
Auto and housing purchases remain well below levels of 
previous expansions. Above-normal leverage, which typically 
precedes recessions, is nowhere to be found. In fact, an 
October 15 report by BofA Merrill Lynch (BofAML) Global 
Research using machine learning algorithms finds that this 
cycle seems to be getting younger as time goes by (“The 
Benjamin Button business cycle”).

THOUGHT OF THE WEEK

Many investors are questioning whether the recent 
outperformance of defensive stocks over cyclicals 
portends a slowdown in global growth, but we believe 
various factors are at play. In our view, investors can 
find opportunities selectively within both cyclicals 
and defensives, depending on their time horizon and 
investment objective.

GLOBAL MARKET VIEW

Investors probably missed a seminal tipping point during 
the recent market mayhem: Based on recent estimates 
from the Brookings Institution, for the first time in history, 
just over half the world’s population, or some 3.8 billion 
people, now live in households with enough discretionary 
income to be considered “middle class.” This represents a 
mouth-watering, market-moving tailwind for a number of 
U.S. companies across multiple sectors.

PORTFOLIO CONSIDERATIONS

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

WAITING FOR GODOT

Chief Investment Office Macro Strategy Team 

Despite extremely high business and consumer confidence, 
markets and the financial media continue to build a wall of 
worry citing a litany of reasons why the U.S. economic boom is 
currently living on borrowed time. These include trade worries, 
a rising fiscal deficit, peak earnings worries, rising interest 
rates, a shortage of labor, peak auto and housing cycles and the 
presumed-temporary “sugar high” from late-cycle fiscal stimulus. 
A typical worry-laden perspective from conventional wisdom is 
illustrated by The Financial Times columnist Martin Wolf, in an 
October 17 piece that claims “the struggle between the U.S. and 
China risks dragging the rest of the world into a downward spiral.” 

Piling on his critique of U.S. policy, he further asserts: “The U.S. 
government has not helped by embarking on a highly irresponsible 
pro-cyclical fiscal expansion on top of what the International 
Monetary Fund (IMF) labels already unsustainable debt dynamics.” 
The IMF/World Bank meetings in Bali from October 9 to October 
14 were a non-stop attack by globalists on the new U.S. approach 
to world trade and geopolitics. To drive home their views, they 
lowered their world gross domestic product (GDP) outlook for 
2019, blaming in part U.S. trade policy. The October 11 cover of 
The Economist, well known for its contrarian signals, focuses on 
“The next recession, How bad will it be?” 

It has been disappointing to see the lack of imagination by the 
economic and media elites who continue to cling to the old 
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status quo defenses of free trade and secular stagnation in 
the face of the dramatic political shifts created by the growing 
populist revolution in policy. In this old framework, the U.S. was 
doomed to perpetual secular stagnation, and any attempt to fix 
trade inequities with tough measures is deemed protectionist. 
The persistence of the “secular stagnation” dogma is still 
evident in the consensus outlook for U.S. growth to revert back 
to sub -2% growth for the longer run once the “sugar high” from 
“irresponsible” late-cycle fiscal stimulus passes.

The Federal Reserve (Fed) traditionally reflects consensus 
economic thinking. Its median forecast for the long-run 
potential growth rate of real U.S. GDP is 1.8%. More revealing 
still is the narrow range of Federal Open Market Committee 
(FOMC) member estimates between 1.7% and 2.1%. The 
striking conformity of economic views around the “secular 
stagnation” low-growth consensus is one reason why actual 
economic performance keeps surprising the consensus to 
the upside. Never mind that growth over the past year has 
exceeded 3%, according to the Bureau of Economic Analysis. 
Or that historically U.S. GDP growth has averaged more than 
50% higher than the consensus believes it will in the future.

The belief structure of the old globalist elite continues to be 
defended in the face of growing evidence to the contrary. The 
markets, however, are beginning to price in a stronger future. 
The steepening, rising rate yield curve since Fed Chairman 
Powell gave his pro-growth speech at Jackson Hole in August 
is an important signal of a strengthening growth outlook. The 
interest rate markets are pricing in continued Fed rate hikes 
through next year, but, importantly, the longer end of the curve 
is comfortable with those rates. The big increases in 10-year 
and 30-year yields this year reflect a market view that those 
rate hikes can be sustained without significant economic 
slowing. If the market thought otherwise, it would flatten or 
even invert the curve to show it expected a slowdown that 
would eventually require Fed easing.

Most of the rise in rates in 2018 has reflected a rising real 
rate outlook rather than a pickup in inflation expectations. 
Stronger growth implies a stronger real rate to prevent 
excessive monetary overheating. Stronger GDP growth is the 
result of stronger productivity growth, which the consensus 
does not yet acknowledge. Stronger productivity is implicit in 
the fact that labor input growth remains the same as it was 
before 2016, but GDP is currently growing 3% on average 
instead of just 2%. The difference is a one-percentage point 
pickup in productivity. The old elite refuse to acknowledge 
that government policy reforms like deregulation and lower 

taxes may have caused a shift in productivity growth after its 
weakest decade since the stagflation era.

The notion that the fiscal stimulus was ill-timed is based on 
the presumption that the U.S. economy cannot grow more 
than 2% per year without overheating. This is the basis for 
some FOMC members saying policy must become restrictive 
if growth continues over this supposed 2% limit.

The alternative view is that the economy will resume normal 
productivity growth now that the decade long adjustment 
to the financial crisis is complete. Fiscal policy reforms and 
deregulation have ended the depression in small business 
confidence. If the economy’s potential growth rate is higher 
than 2%, then the consensus needs to adjust. The stability of 
inflation expectations and higher real interest rates moving 
back to more normal levels are consistent with this view as is 
the sharp liftoff in corporate earnings.

Exhibit 1: National Financial Conditions Index: Nonfinancial 
Leverage (+=Tighter Than Avg).

-2.0

-1.5

-1.0

-0.5

0.0

0.5

1.0

1.5

2.0

2.5

3.0

74 77 80 83 86 89 92 95 98 01 04 07 10 13 16

Index

Source: Federal Reserve Bank of Chicago/Haver Analytics. Data as of 10/17/2018.

Conventional wisdom believes the two main drivers of the 
consumer business cycle—autos and housing—have peaked 
and are rolling over. An alternative view is that they are still in 
the early stages. This view is based on the fact that spending on 
autos and housing remains very low relative to GDP. Since World 
War II (WWII), autos spending has typically fluctuated between 
3% and 4% of GDP over the cycle, only dipping below 3% in 
recessions. Since the 2008 financial crisis, it’s been running 
between 2% and 2.5%. Similarly, in every cycle since WWII 
before this latest one starting in 2009, housing investment has 
run between 4% and 7%, only dipping below 4% in recessions. 
Since the financial crisis, housing has been running between 
2% and 4%, an unprecedented weakness for the past 70 years. 
Bottom line: The notion that autos and housing have peaked in 
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deep-recession territory by historical standards strains credulity. 
By this measure, the expansion has not even started. Perhaps 
this is why the BofAML Global Research artificial intelligence 
(AI) algorithm finds the expansion still in its early stage.

Another illustration of the early stage of this expansion is the 
leverage cycle, which remains pre-midcycle by historical standards. 
Exhibit 1 normalizes (zero is normal) the incremental borrowing 
by households and businesses relative to an incremental unit of 
GDP growth over business cycles. Every recession in the past half 
century has been preceded by well-above-normal use of leverage 
to maintain growth. The current expansion is still using less-than-
average leverage. The prior expansion was the most reliant on 
borrowing of any cycle in the historical record.

In his analysis of central banks’ response to the great financial 
crisis, The Paradox of Risk: Leaving the Monetary Policy Comfort 
Zone (2017), Ángel Ubide documents how inappropriate caution 
about overstimulation hampered the recovery, especially in 
Europe but also in the U.S. and elsewhere. The corollary of his 
analysis is U.S. economists and the Fed remain overly cautious 
about the speed limit of the economy. The dramatic response 
to finally freeing business from government-imposed shackles 
suggests his analysis is correct. Overly cautious policies have 
hampered risk-taking while bolder pro-growth policies have 
stimulated it. It would be a shame if excessively tight policies 
stopped the return of growth to more historically normal levels.

GLOBAL MARKET VIEW 

MACRO STRATEGY (Continued)

THE WORLD JUST TURNED—AND FOR THE BETTER

Joseph P. Quinlan, Head of CIO Market Strategy

Lauren J. Sanfilippo, Vice President and Market Strategy Analyst

“Something of enormous global significance is happening 
almost without notice. For the first time since agriculture-based 
civilization began 10,000 years ago, the majority of humankind is 
no longer poor or vulnerable to falling into poverty.”1 

Currently rising interest rates, the mid-term elections, potential 
trade wars—there are no shortage of worries for investors. 
Indeed, the list goes on—think the rising U.S. federal budget 
deficit, slower-than-expected growth in China, and rising populism 
in Europe. And then there’s the mother of all fears: now fragile 
global equity markets and the sinking feeling that the great bull 
market in U.S. equities appears to have exhausted itself. 

All of the above, to be sure, are legitimate concerns. Yet 
we believe the current wall of worry will be surmounted in 
the weeks ahead and that the bull market in U.S. equities 
has legs (for all the reasons why, see October 15, 2018; 
Capital Market Outlook: The Bull is Still Kicking). 

We also believe that amid all the market mayhem of late, 
investors probably missed a seminal tipping point: Based 
on recent estimates from the Brookings Institution, for the 
first time in history, just over half the world’s population, or 
some 3.8 billion people, now live in households with enough 
discretionary income to be considered “middle class.”2 That’s a 
mouth-watering, market-moving mouthful. 

1 Homi Kharas and Kristofer Hame. “A global tipping point: Half the world is now middle 
class or wealthier”. The Brookings Institution, September 2018.

2 Ibid.

Half the world has now reached middle class status—nothing 
speaks louder to the decades-long improvement in the living 
standards of consumers in Africa, the Middle East, Asia and Latin 
America, or the EMs in general; nothing suggests more clearly 
that despite the raging debate about global income inequality, the 
spoils of growth are being spread around the world; and nothing 
suggests more upside to the future earnings growth of many U.S. 
firms (goods and services) positioned to tap the wants and needs 
of this emerging consuming cohort. As Exhibit 2 highlights, we 
are at a tipping point when it comes to the composition of global 
income and, by extension, global consumption.

Exhibit 2: Number of People Who are Poor, Vulnerable, 
Middle Class, and Rich Worldwide.
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Sources: Brookings Institute, Projections by World Data Lab. Data as of September 27, 2018.

To the latter point, as a share of global personal consumption, 
the developing nations now account for roughly 42% of the 
total versus a share of 23% at the start of the century; total 
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consumption expenditures of the developing nations rose from 
$4.6 trillion in 2000 to an estimated $18.9 trillion in 2017. That’s 
more than a 300% increase—and reflects a number of factors 
including rising per capita incomes, greater female participation 
rates in the formal economy, the diffusion and declining cost of 
technology, higher rates of education, and shifting demographics 
in such places as China and India. It also mirrors the “catch-up” 
phase of personal consumption in the developing nations relative 
to the wealthier, mature and satiated developed markets, and the 
global convergence in tastes, wants, desires and dreams among 
consumers around the world—whether in Boston or Bangalore.

Taking the long view, roughly 150 years after the Industrial 
Revolution in Europe, the global middle class reached 1 billion in 
1985. It then took another 21 years for the middle class to add 
a second billion (2006); thereafter, it took nine years to achieve 
three billion (2015). A fourth billion is expected to be added in 
seven years (2022) and yet a fifth billon in six years, or 2028.3 

Against this backdrop, with half of humanity now considered 
middle class, a “third wave” of consumerism is taking hold in 
the EMs, one that presents unique opportunities for investors.

RIDING THE THREE “WAVES” OF CONSUMPTION 

WAVE ONE

While roughly 700 million people have been lifted out of 
poverty since the start of the century, some 1 billion people 
still toil in poverty today, eking out a subsistence existence. 
Because their incomes are limited, so is their spending power. 
They get by, but barely in many cases. Consumption in the 
“first wave” is elementary, revolving around basic consumer 
staples, a motor scooter and a simple cell phone (Exhibit 3). 
The majority of these goods is sourced locally. 

Exhibit 3: Cycles of Consumption in the Emerging Markets.

FIRST WAVE:  
"Getting By"

SECOND WAVE:  
"Life is Good"

THIRD WAVE:  
"Loving Life"

•  Motor scooters
•  Feature cell phones
•  Apparel (local)
•  Food/beverages (local)

•  Computers
•  Appliances

 – Televisions
 – Washing machines
 – Air conditioners
 – Consumer electronics

•   Food/beverages  
(foreign brands)

•  E-retailing/eCommerce
•   Entertainment/recreation
•  Travel
•  Healthcare/fitness
•  Healthy foods
•  Luxury goods/products

 – Skincare
 – Alcoholic drinks
 – Apparel/clothing

•  Airlines/high-end resorts

Market beneficiaries:
•  Consumer staples (local)
•   Local, low-end 

manufacturers
•   Local food/beverage 

suppliers

Market beneficiaries:
•  Capital goods
•  Consumer discretionary
•  Technology leaders
•  Consumer electronics

Market beneficiaries:
•  Global brand leaders
•  Technology leaders
•  Healthcare providers
•  Social media platforms
•  Commodity producers

Source: CIO Market Strategy Team. Data as of 2018.
3 The Brookings Institution, “The Unprecedented Expansion of the Global Middle Class, 

An Update” by Homi Kharas, February 2017.

WAVE TWO

We dubbed the “second wave” of consumption as “life is good” 
because it is just that. Per capita incomes in this “wave” are 
sufficient enough for consumers to afford many durable goods 
that can be found in the average U.S. household. This middle 
class cohort has the financial wherewithal to buy stuff—
think computers, automobiles, and time-saving, easier-living 
appliances like color televisions, washing machines and air 
conditioners. Cell phones are ubiquitous among this cohort, 
and internet penetration is deep. Folks in this cohort also have 
enough discretionary income to indulge in fast food (think 
large global chains) or specialty beverages like foreign beers 
and liquors. This wave continues to swell as more consumers 
in the first wave gain the employment and incomes to move 
up the consumption curve. Today, this is where the majority of 
middle class consumers in the EMs are found, enjoying “life is 
good” comforts that spring from rising per capita incomes and 
rising educational levels, among other things. 

WAVE THREE

That said, a “third wave” of consumption is taking shape in 
various parts of the world as more educated, highly skilled, 
tech-savvy and global-minded consumers emerge to drive 
sales not only in goods like cell phones and autos but also 
in high-end services like fitness, on-demand entertainment, 
skincare, travel and leisure, and related activities. This cohort, 
for the most part, is “Loving Life.” and why not? These 
consumers, young and old, male and female, have solidified 
their status in the global middle class and reached income 
levels that are light years ahead of past generations. Many 
are entrepreneurs, female executives, first-generation college 
graduates, real estate developers, leaders of tech startups—
you name it, they come from all walks of life and are 
increasingly adding to the dynamics of global consumption.

Notably, the weight of consumption in the “third wave” is shifting 
towards services. In possession of basic material goods, the 
“Loving Life” cohort not only desires and demands more high-
end products but also more value-added services like health care, 
fitness accessories and health foods. These consumers are very 
tech-savvy and use their smart phones for banking, for ordering 
food and for transportation, among other things. They purchase 
goods and services online, including airline tickets and hotel 
reservations since this cohort loves to travel. Entertainment and 
education are other hot wants of this consuming group. 

The “third wave” is about the consumption of high-end goods and 
services, complemented by “second wave” consumers. Combined, 
these consumers are part of the 3.8 billion people who make up 
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the global middle class. This cohort has now reached the size and 
scale whereby they are the main drivers of global trends, global 
fashion, and increasingly, global growth and earnings. 

PORTFOLIO POSITIONING AROUND THE GLOBAL 
MIDDLE CLASS

There is no single investment strategy that best leverages the 
rise of the global middle class. The most effective strategy 
is multi-faceted—at the core, Western multinationals with 
strong global brands, expanding exposure in key EMs, and 

unique core competencies are the best positioned to tap 
the future wants and needs of the burgeoning global middle 
class. Key sectors include technology, materials, health care, 
industrials, travel and leisure. We remain bullish on agricultural 
commodities as well due to shifting/improving diets among 
the EM middle class.

In the end, the world has taken a decided turn for the better—in a 
tectonic shift in global prosperity, half the world now has income 
levels that place them with the “middle class” cohort. That’s worth 
thinking about amid all the negative headlines of today. 

GLOBAL MARKET VIEW (Continued)

THOUGHT OF THE WEEK 

CYCLICALS OR DEFENSIVES? PICK YOUR SPOT. 

Kishan Chhatwal, Analyst, CIO Portfolio Strategy

Nick Giorgi, CFA®, Investment Strategist

Cyclicals have outperformed defensives since 2016. While this 
trend persisted during the first half of 2018—it stumbled at 
points more recently. Many investors question whether this 
portends a weakness in global growth, but we believe various 
factors are at play. 

For one, while bond yields have continued to rise through 
2017 and into 2018, they plateaued in May. This led yield-
hungry investors to put assets to work in “bond proxies”, such 
as consumer staples and utilities. In addition, while the U.S. 
economy surged, other parts of the globe such as Europe 
and emerging economies lagged and in some cases such as 
China and Germany, slowed down. The sensitivity to global 
growth may be more acute for cyclicals rather than defensives 
who, as their label suggests, are typically more insulated 
to permutations of growth. The recent outperformance of 
defensives may be less a reflection of a slowdown but more 
of a response to relative performance dispersion—defensive 
stocks have underperformed cyclicals for the past two years 
and became oversold versus their cyclical counterparts earlier 
in the year, thus a reversion may have been justified. 

We believe investors can find opportunities selectively 
within both cyclicals and defensives depending on their time 
horizon and investment objective, such as gaining exposure 
to cyclical economic strength or secular long term trends. 
Cyclically, we remain favorable on financials such as banks, 
which should benefit from currently rising interest rates and 
cheaper valuations relative to its long-term history. Traditional 
technology companies in industries such as enterprise 
software, including cybersecurity and productivity enhancing 

applications like artificial intelligence and robotics, should gain 
from rising CapEx spending plans. Semiconductors, which 
remain in the crosshairs of rising trade tensions between U.S. 
and China, offer selective value and secular opportunities. 
Areas within the Healthcare sector exhibit strong profit 
growth, supported by ageing of global populations and the 
advent of innovative treatments that are cheaper, more 
effective, and in the early phases of consumer adoption. 
Rising Mergers & Acquisitions (M&A) and buybacks along with 
repatriation of foreign profits also act as near-term support 
for investor sentiment. We urge caution on segments of the 
market which have higher leverage and dividend yields, and 
those facing challenging operating environments on a secular 
basis. Rising interest rates will further pressure income 
statements and make their stock’s dividend payouts less 
attractive to traditional bond instruments. 

Exhibit 4: Cyclicals Have Recently Underperformed Defensives.
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Source: Bloomberg, Chief Investment Office. Data as of October 17, 2018.  
Past performance is no guarantee of future results.
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Asset Class Weightings (as of 7/11/18)

Negative Neutral Positive

Global Equities

U.S. Large Cap Growth

U.S. Large Cap Value

U.S. Small Cap Growth

U.S. Small Cap Value

International Developed

Emerging Markets

Global Fixed Income

U.S. Governments

U.S. Mortgages

U.S. Corporates

High Yield

U.S. Investment Grade 
Tax Exempt

U.S. High Yield Tax Exempt

International Fixed Income

Alternative Investments* see CIO Asset Class Views

Hedge Funds

Private Equity

Real Assets

Cash We are neutral

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

MARKETS IN REVIEW

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

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

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

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

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

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

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

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

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

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

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

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

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

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

S&P 500 Sector Returns

-2.0%

-1.9%

-1.3%

-1.1%

-1.0%

0.5%

0.7%

0.8%

3.0%

3.2%

4.4%

-4% -2% 0% 2% 4% 6%

Consumer Discretionary

Energy

Materials

Information Technology

Industrials

Healthcare

Communication Services

Financials

Utilities

Real Estate

Consumer Staples

Source: Bloomberg, Factset. 1 Bloomberg Barclays Indices. 2 Spot price returns. All data as of the 10/19/18 close. Past performance is no guarantee of future results.

Fixed Income1 

Total Return in USD (%)
Current WTD MTD YTD

Corporate & Government 3.54 -0.4 -0.9 -2.7

Agencies 3.15 -0.2 -0.3 -0.9

Municipals 3.01 0.1 -0.7 -1.1

U.S. Investment Grade Credit 3.61 -0.4 -0.9 -2.5

International 4.25 -0.5 -1.2 -3.5

High Yield 6.63 -0.1 -0.9 1.6

Current
Prior  

Week End
Prior  

Month End
2017 

Year End
90 Day Yield 2.23 2.20 2.16 1.32

2 Year Yield 2.91 2.86 2.82 1.89

10 Year Yield 3.19 3.16 3.06 2.41

30 Year Yield 3.38 3.34 3.21 2.74

Commodities & Currencies
Total Return in USD (%)

Commodities Current WTD MTD YTD
Bloomberg Commodity 178.09 -0.3 1.0 -1.0

WTI Crude $/Barrel2 69.12 -3.1 -5.6 14.4

Gold Spot $/Ounce2 1,226.90 0.7 2.9 -5.8

Currencies Current
Prior  

Week End
Prior 

Month End
2017 

Year End
EUR/USD 1.15 1.16 1.16 1.20

USD/JPY 112.55 112.21 113.70 112.69

USD/CNH 6.93 6.92 6.88 6.51

Equities
Total Return in USD (%)

Current WTD MTD YTD
DJIA 25,444.34 0.5 -3.7 4.8

NASDAQ 7,449.03 -0.6 -7.4 8.8

S&P 500 2,767.78 0.0 -4.9 5.1

S&P 400 Mid Cap 1,872.17 0.1 -7.3 -0.3

Russell 2000 1,542.04 -0.3 -9.1 1.4

MSCI World 2,062.34 0.0 -5.5 -0.4

MSCI EAFE 1,849.37 -0.1 -6.2 -7.6

MSCI Emerging Mkts 971.47 -0.9 -7.2 -14.4
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and share price fluctuations due to changes in interest rates. When interest rates go up, bond prices typically drop, and vice versa. Income from investing in municipal bonds is 
generally exempt from Federal and state taxes for residents of the issuing state. While the interest income is tax-exempt, any capital gains distributed are taxable to the investor. 
Income for some investors may be subject to the Federal Alternative Minimum Tax (AMT).
Investments focused in a certain industry may pose additional risks due to lack of diversification, industry volatility, economic turmoil, susceptibility to economic, political or 
regulatory risks and other sector concentration risks.
Investments in real estate securities can be subject to fluctuations in the value of the underlying properties, the effect of economic conditions on real estate values, changes in 
interest rates, and risks related to renting properties, such as rental defaults.
Nonfinancial assets, such as closely-held businesses, real estate, oil, gas and mineral properties, and timber, farm and ranch land, are complex in nature and involve risks including 
total loss of value. Special risk considerations include natural events (for example, earthquakes or fires), complex tax considerations, and lack of liquidity. Nonfinancial assets are not 
suitable for all investors. Always consult with your independent attorney, tax advisor, investment manager, and insurance agent for final recommendations and before changing or 
implementing any financial, tax, or estate planning strategy. 
Investments in tangible assets are highly volatile and are speculative. There are special risks associated with an investment in commodities, including market price fluctuations, 
regulatory changes, interest rate changes, credit risk, economic changes, and the impact of adverse political or financial factors.
Alternative Investments such as private equity funds, can result in higher return potential but also higher loss potential. Changes in economic conditions or other circumstances may 
adversely affect your investments. Before you invest in alternative investments, you should consider your overall financial situation, how much money you have to invest, your need 
for liquidity, and your tolerance for risk.
Neither Merrill Lynch, U.S. Trust nor any of their affiliates or advisors provide legal, tax or accounting advice. You should consult your legal and/or tax advisors before 
making any financial decisions. 
The investments discussed have varying degrees of risk. Some of the risks involved with equities include the possibility that the value of the stocks may fluctuate in 
response to events specific to the companies or markets, as well as economic, political or social events in the U.S. or abroad. Bonds are subject to interest rate, inflation 
and credit risks. Investments in high-yield bonds may be subject to greater market fluctuations and risk of loss of income and principal than securities in higher rated 
categories. Investments in foreign securities involve special risks, including foreign currency risk and the possibility of substantial volatility due to adverse political, 
economic or other developments. These risks are magnified for investments made in emerging markets. Investments in a certain industry or sector may pose additional 
risk due to lack of diversification and sector concentration. Investments in real estate securities can be subject to fluctuations in the value of the underlying properties, 
the effect of economic conditions on real estate values, changes in interest rates, and risk related to renting properties, such as rental defaults. There are special risks 
associated with an investment in commodities, including market price fluctuations, regulatory changes, interest rate changes, credit risk, economic changes and the 
impact of adverse political or financial factors. Income from investing in municipal bonds is generally exempt from federal and state taxes for residents of the issuing 
state. While the interest income is tax exempt, any capital gains distributed are taxable to the investor. Income for some investors may be subject to the federal 
alternative minimum tax (AMT).
Technology stocks may be more volatile than stocks in other sectors. 
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INDEX DEFINITIONS
Securities indexes assume reinvestment of all distributions and interest payments. Indexes are unmanaged and do not take into account fees or expenses. It is not 
possible to invest directly in an index.
Indexes are all based in dollars.
The Standard & Poor’s 500 is an American stock market index based on the market capitalizations of 500 large companies having common stock listed on the NYSE or NASDAQ. The 
S&P 500 index components and their weightings are determined by S&P Dow Jones Indices.


