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MACRO STRATEGY
Going into 2019, the U.S. economy and equity market 
valuations are transitioning to a more normal interest rate 
structure as economic growth normalizes after the long 
period of “secular stagnation” that followed the financial 
crisis. The U.S. breakout contrasts sharply with the lack of 
progress in Europe. 

THOUGHT OF THE WEEK
The festive cheer characterizing the holiday season has 
been notably absent from the equity markets. While not 
all indicators are offering a conclusive signal, further 
deterioration of sentiment may lead to an attractive 
contrarian entry point.

GLOBAL MARKET VIEW
Quietly, without much notice among investors, China’s 
current account surplus has shifted to a deficit this year. This 
represents one of the most significant global macro shifts 
of the year and has important implications for investors: less 
flexibility for economic policy/currency management in China, 
and less global capital available for U.S. debtors.

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

GLOBAL ECONOMY FEELS EFFECT OF HIGHER U.S. 
RATES AND TRADE TENSIONS

Chief Investment Office Macro Strategy Team

The global economy entered 2018 with a full head of steam in a 
synchronized global expansion that almost immediately began to 
succumb to the forces of rising inflation and oil prices along with 
the impact of persistent U.S. monetary policy tightening. Countries 
and sectors that had taken advantage of zero interest rates on 
dollar loans to leverage balance sheets began to feel the impact of 
higher rates. By the spring, it became apparent that a strong U.S. 
economy buoyed by tax reform, deregulation and fiscal stimulus 
was accelerating, while the European economy and some emerging 
markets started to slow down. The U.S. policy shift to trade 
issues early in the year caught the markets by surprise, however, 
interjecting an additional source of uncertainty alongside concerns 
about tightening dollar liquidity as the Federal Reserve (Fed) was 
on course to drain about $500 billion from the U.S. monetary base. 
The big difference between stronger U.S. growth and weakening 
momentum elsewhere caused a major divergence in equity-market 
performance over the summer until the U.S. market eventually 
corrected on fears that the Fed was on course to snuff out the 
expansion, if the trade war did not do it first. 

At year-end, the markets are expecting U.S. real gross domestic 
product (GDP) growth to moderate by about a half-point in 2019 
from a roughly 3% pace in 2018. The 200-basis-point jump in 
interest rates since 2016 has clearly taken a toll on the residential 
real estate market, which is also suffering from the loss of property 
tax deductions in high-tax blue states, as well as softening demand 
at the high end of the market, where reduced foreign-buyer interest 
and overbuilding are now weighing on prices. While inflation and 
commodity prices were rising earlier in the year, the situation has 
changed as the growing economic divergence and a stingier Fed 
strengthened the dollar and tightened financial conditions. 

Going into 2019, there is a growing worry that policymakers in 
Europe and the U.S. are erring on the side of restrictive policy. 
Exhibit 1, which shows BofA Merrill Lynch (BofAML) Global 
Research global wave indicator of economic growth momentum, 
tells the story. Global economic momentum peaked in the spring 
at the highest level in over a decade and has been slowly subsiding 
over the past seven months. Significantly, while the wave has 
declined, it remains high by historical standards suggesting that 
global growth is still solid. While the initial slowdown occurred 
outside the U.S., recent developments have also raised questions 
about the longevity of the U.S. expansion as higher rates have 
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begun to restrain interest-sensitive sectors, with housing and 
automobile sales the most prominent examples.

Exhibit 1: Global Wave.
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Sources: BofA Merrill Lynch Global Quantitative Strategy, Midcontinent Independent 
System Operator (MISO), Institutional Brokers Estimate Systems (IBES), Bloomberg 
Organisation for Economic Co-Operation and Development (OECD), International Monetary 
Fund Data as of November 2018.

Europe has been the most disappointing region, with the biggest 
surprise decline in growth of the major economic regions. Europe’s 
growth rate dropped sharply in the winter and has never recovered. 
The conflict between the new populist Italian government and 
the European Union (EU) bureaucrats illustrates the main problem 
that has plagued the Eurozone for the past decade. Refusal to 
allow stimulative fiscal policy and the tendency to force austerity 
on members help explain the severe underperformance of Europe 
since the financial crisis a decade ago. The punitive approach that 
the EU is taking toward the United Kingdom’s (U.K’s) Brexit effort 
is another example of the anti-growth bias that is stymying the 
continent’s progress. The failure of the anti-populist leadership in 
France and Germany, together with the rise in populism elsewhere, 
including Italy, is a sign that the single -currency is living on 
borrowed time. An eventual day of reckoning remains one of the 
biggest risks to our outlook given the inability of European leaders 
to formulate a pro-growth strategy and fix the flawed financial 
architecture of the single-currency system. Because of Europe’s 
setbacks this year, it is hard to believe that the European Central 
Bank (ECB) will begin normalizing interest rates in 2019. 

Japan, on the other hand, appears to be on a more solid growth 
track. Third-quarter growth was hit by natural disasters, but a 
recovery seems to be underway. A fourth-quarter 2018 and first-
half 2019 turnaround should be supported by slowing inflation, an 
expected China rebound, and ongoing construction for the 2020 
summer Olympics. Unlike Europe, the world’s third-largest economy 
enjoys pro-growth fiscal and monetary policies that are lifting 
it out of the deflationary funk of the past 25 years. A scheduled 
value-added tax (VAT) increase for October 2019 is likely to cause 

a front-running burst of consumer spending that will stimulate 
growth further ahead of year-end, and measures to offset that tax 
hike are expected to mitigate its subsequent negative impact. 

Spreading signs that the Fed’s rate hikes to date are causing a 
global slowdown have focused attention on how far monetary 
tightening can go. It’s important to realize that rate hikes take a 
year or two to work their way through the economy, so there is a 
lot of restraint still to come from what the Fed has already done. 
Recently, senior Fed officials, like Chairman Jerome Powell and Vice 
Chairman Richard Clarida, have said that moving rates to neutral, 
rather than a restrictive setting, makes sense given the lack of an 
inflation problem. In fact, this year’s global slowdown has turned 
inflation back below the Fed’s target. 

The problem is that the Fed is unsure of where the neutral rate is, 
with Federal Open Market Committee (FOMC) members’ estimates 
ranging between 2.50% and 3.50%. These “guesstimates” have 
come down substantially over the past few years, indicating that 
the Fed was seriously overestimating the neutral rate. Similarly, 
the Fed has been uncertain about the so-called natural rate of 
unemployment, another example of a key policy guidepost that is 
“fuzzy” and was revised substantially lower over the past few years. 
These overestimates have caused the Fed to be overly tight and fall 
short of its inflation target during the past decade, contributing to 
the “secular-stagnation” malaise.

As a result, risk management considerations suggest that the Fed 
should err on the side of ease until it has a better handle on where 
the neutral rate resides. Market indicators suggest that the Fed is 
already near neutral. Vice Chair Clarida has admitted as much. First, 
the yield-curve spread between the overnight and 10-year Treasury 
rate is arguably the best gauge of the stance of monetary policy. 
Currently, this spread is a bit below its long-run average of about 
100 basis points, suggesting that policy is already close to neutral. 
Second, this view is also suggested by stock market volatility, 
as measured by the Chicago Board Options Exchange Volatility 
Index (VIX). The relationship between volatility and the yield curve 
indicates that policy is already neutral, as the VIX has increased 
from about 10 in 2017 to about 20 in 2018, which happens to be 
about its long-run average as well. 

Forecasts for Fed policy in 2019 range up to a maximum of four 
rate hikes. As inflation has rolled over and growth fears have 
risen, the market has built in just one rate hike for next year. The 
actual result will be data-dependent. Importantly, the Fed does 
not want to be unnecessarily restrictive given the absence of 
sufficient inflation pressures to justify causing a recession. This 
means that the Fed would need to see continued strong data and 
evidence of rising inflation to justify more rate hikes. This is what 
the consensus expects. The risk that the Fed will overshoot as it 
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tries to normalize rates and cause a recession is rising. That is why 
volatility increases with the flattening yield curve. The biggest U.S. 
risk we see for 2019 is a Fed overshoot given the lagged effects of 
Fed hikes to date and the big gap that has opened between market 

indicators and Fed guesses about where the neutral rate lies. An 
inverted yield curve would be a sign that the Fed has overreacted 
and created a high risk of recession.

GLOBAL MARKET VIEW 

WHAT CHINA’S CURRENT ACCOUNT DEFICIT MEANS 
FOR INVESTORS

Joseph P. Quinlan, Head of CIO Market Strategy

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

Amid the whirlwind of data, news and noise that shape market 
expectations, one metric—China’s shift to a current account deficit 
country—has not received adequate attention, in our opinion. 
Quietly, without much notice among investors, China’s current 
account surplus, as large as 10% of GDP a decade ago, has shifted 
to a deficit this year. This represents one of the largest and most 
significant global macro shifts of the year.

Why is this important to investors, notably U.S. investors?

First, in the past, China’s massive current account surplus (excess 
savings) gave Beijing the monetary flexibility to drive credit 
growth and investment at home. The surplus, in other words, 
gave the Chinese government the necessary countercyclical tools 
to offset any slowdown or shocks—per the latter, think of the 
Great Recession of 2008 - 2009 and China’s subsequent massive 
stimulus program to offset the global shock to trade. The stimulus 
underpinned growth not only at home but also abroad, helping to 
stabilize the global economy in a time of peril. 

Second, and this is where U.S. investors should be concerned, 
thanks to its massive current account surplus, China has emerged 
as one of the world’s largest and most important sources of global 
capital, becoming a significant exporter of capital in the past two 
decades. Where was a large part of the savings being exported? 
You guessed it, to debt-laden America, which has long used China’s 
excess savings to help fuel growth at home and cover ever-
widening federal budget deficits. To wit, China owns some $1.2 
trillion of U.S. Treasuries, in addition to owning U.S. equities, bonds, 
commercial real estate and other assets. 

Against this backdrop, as China’s current account swings from 
surplus to deficit, Beijing will have less capital to send to the U.S. at 
precisely the moment when the U.S. government is issuing more 
debt to cover its widening deficits and needs borrowers—foreign 
or domestic—to step up. The bottom line: China’s dwindling 
savings (swing to deficit) reduce China’s role as the world’s exporter 
of capital—an untimely swing for the U.S., the world’s largest 
debtor nation.

THE FINANCIAL ANATOMY OF CHINA’S 
CURRENT ACCOUNT 

For the first three quarters of 2018, China posted a current account 
deficit of $12.8 billion, down from a surplus $102.6 billion during 
the same period a year ago.1 While part of the decline can be 
attributed to the timing of trade flows and temporary factors (high 
commodity prices, front-loading imports in anticipation of U.S. 
tariffs), we view the downtrend in China’s current account surplus 
as a structural change in China’s economy away from export-driven 
growth and toward more consumption and investment. Another 
sign of this shift, the savings rate in China has declined, putting 
downward pressure on its current account.

While growth in exports in the second half of the year may keep 
China’s current account in surplus for the remainder of the year, the 
structural downtrend is still expected to persist. The International 
Monetary Fund (IMF) forecasts a current account surplus of 0.7% 
of GDP in 2018 and just 0.1% by 2023. 

As shown in Exhibit 2, the disappearance of China’s current 
account surplus, from highs of 10% of GDP in 2007, represents 
a fundamental shift in China’s growth model and a key change in 
the balance of the global economy. Much of the decline has been 
caused by rising commodities imports and growing demand for 
services, which we outline in more detail below. 

Exhibit 2: Disappearing Act: China’s Declining Current 
Account Surplus.
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Sources: China State Administration of Foreign Exchange; China National Bureau of 
Statistics; Haver Analytics. Data as of November 2018.
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1. Trade in Goods: Primary Commodities vs. 
Manufactured Products

Trade in goods is the largest component of China’s current 
account. While much attention has been giving to the large and 
growing U.S.-China bilateral trade deficit, when it comes to China’s 
balance of trade with the world, the surplus in goods has actually 
declined in recent years as China’s appetite for foreign goods 
(imports) has increased. 

Exhibit 3 shows the breakdown of China’s trade balance by type 
of product. The large deficit in primary commodities reflects 
the country’s growing demand for imported raw materials to 
provide for over 1.4 billion consumers and support infrastructure 
development. Indeed, China is the largest consumer of copper 
and iron ore, and just last year China surpassed the U.S. as 
the number-one importer of oil, according to the U.S. Energy 
Information Administration. Given this growing demand for 
primary goods, China’s trade surplus can be especially sensitive 
to the rise in commodity prices. An overall increase in commodity 
prices since the 2015 – 2016 global growth slump has been an 
important contributing factor to the decline in China’s current 
account surplus. 

By contrast, China is a net exporter of manufactured goods, with 
the trade surplus in manufactured products reaching almost $1 
trillion last year. An important offset to the trillions of dollars of 
goods exported each year is the rising share of intermediate 
imports like semiconductors and other electronic parts that China 
receives from companies in South Korea, Japan and Taiwan. 

Exhibit 3: China’s Balance of Trade with World by Type 
of Product.
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2. Services: Outbound Tourism Driving Chinese Imports

China’s widening tourism deficit has also played a significant 
role in the deterioration of the current account surplus. Tourism 
expenditures by Chinese consumers surged from $55 billion 
in 2010 to over $257 billion last year, according to China’s 
National Bureau of Statistics. Meanwhile, tourism exports, 
or spending by visitors to China, have dropped by $13 billion 
over the same time period. According to Brad Setser from 
the Council on Foreign Relations, as much as one-third of 
tourism imports could actually be capital outflows disguised as 
tourism payments abroad however, even after adjusting for this 
overstatement, the overall trend toward more service imports 
in China remains intact. Other categories of consumption that 
have contributed to growth in China’s services deficit over the 
past decade are transport services and, perhaps somewhat 
unappreciated, royalties for intellectual property use. All totaled, 
in 2017 China ran a trade deficit in services of $265 billion with 
the rest of the world.

3. Income Payments and Net Transfers

The current account, by definition, is a combination of a country’s 
trade balance plus net income and transfer payments. China has 
been posting an annual deficit in income payments since 2015, 
over which time period income payments have exceeded income 
receipts by an average of $51 billion per year. The net figure is 
relatively small and has only contributed slightly to the reduction 
in China’s current account surplus.

INVESTMENT SUMMARY 

The downtrend in China’s global trade and current account 
balances is a sign of a broader economic transformation 
occurring in China. No longer is the nation deeply dependent on 
exports for economic growth. Instead, consumption now makes 
up 78% of China’s GDP growth, while net exports have actually 
dragged down growth in recent quarters.2

As a result, the savings surplus that China’s economy has long 
relied on as a buffer to conduct monetary and investment 
policy has come down. This has two important implications 
for investors. First, without the capital flexibility to react to 
economic shocks, we expect more volatility in economic growth 
and in China’s currency going forward. With the country in 
deficit, China’s government will have fewer tools to counteract 
global shocks, and managing the currency will become 
increasingly difficult. Second, a current account deficit in China 
means reduced capital available for export to the rest of the 
world. Exhibit 4 depicts China’s holdings of U.S. Treasuries 
against its current account balance. While China remains the 
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number-one foreign holder of U.S. Treasuries, growth in its 
U.S. debt holdings has slowed in recent years. A key risk to the 
U.S. fiscal outlook is this reduced global demand for Treasuries, 
which could push up bond yields and drive up interest payments 
on the national debt. With government debt issuance ramping 
up in the U.S. to fund recent fiscal stimulus, a swing to deficit in 
China comes at a particularly inopportune time for the U.S.

Exhibit 4: China’s Treasury Holdings vs. Current Account.
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THOUGHT OF THE WEEK 

WHERE’S THE HOLIDAY CHEER FOR EQUITIES?

Nick Giorgi, CFA®, Investment Strategist

The festive cheer characterizing the holiday season has been 
notably absent from the equity markets. Investors across the 
spectrum have demonstrated a recent reluctance to embrace 
equities as macro challenges mount, corresponding with higher 
levels of volatility. Sentiment and positioning from institutional, sell-
side, and private client segments have recently soured and in some 
respects have breached levels of contrarian significance. This is in 
contrast to the more euphoric conditions that characterized the 
beginning of 2018, and further investor capitulation may produce a 
more conclusive contrarian entry point into equities. 

In January 2018, the “risk-on” environment was in full gear. A major 
rotation in fund flows from fixed income to equities had picked 
up, hedge fund positioning was bullish, and equity allocation for 
certain investors was nearing its all-time high. The BofAML Global 
Research Bull & Bear Indicator, which broadly reflects investor 
sentiment, triggered its first contrarian “sell” signal since 2013. 
Euphoria was in the air. What followed was a sharp decline in equity 
performance, in February. 

Today, the environment is markedly different. The Bull & Bear 
Indicator (Exhibit 5) sits closer to extreme bearish territory, 
which would mark an attractive entry point into stocks. Certain 

investors have retreated from equities, with the average equity 
allocation settling down to 60% from 62% earlier this year. Cash 
allocations have increased for private clients and institutions 
alike. The BofAML Global Fund Manager Survey (FMS) Indicator 
currently resides at 4.7%, triggering a contrarian “buy” signal 
based upon the intuition that managers now have more funds to 
deploy. Hedge fund equity positioning has also moderated. Finally, 
the equity allocation recommended by strategists now measures 
below its 15-year average, indicating neither extreme bullishness 
nor bearishness. 

While the totality of indicators used to measure sentiment are 
not uniform in offering a conclusive signal, it does appear that 
investors’ appetite for equities has tempered. If positioning, flows 
and price action decline further, there may be an attractive entry 
point on the horizon. 

Exhibit 5: Sentiment Inputs Have Declined During the Year.

Components of BofAML Bull & Bear Indicator
FEB-2-2018 NOV-21-2018 SENTIMENT

HF Positioning 98% 81% V Bullish
Credit market technicals 92% 66% Bullish
Equity market breadth 100% 6% V Bearish
Equity flows 90% 63% Bearish
Bond flows 30% 16% Bearish
LO positioning 74% 28% Bearish

Sources: Chief Investment Office, BofAML Global Research. Data as of November 2018.

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

Asset Class Weightings (as of 7/11/18)

Negative Neutral Positive

Global Equities

U.S. Large Cap Growth

U.S. Large Cap Value

U.S. Small Cap Growth

U.S. Small Cap Value

International Developed

Emerging Markets

Global Fixed Income

U.S. Governments

U.S. Mortgages

U.S. Corporates

High Yield

U.S. Investment Grade 
Tax Exempt

U.S. High Yield Tax Exempt

International Fixed Income

Alternative Investments* see CIO Asset Class Views

Hedge Funds

Private Equity

Real Assets

Cash We are neutral

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

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

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

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

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

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

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

Fed funds rate,  
end period (%) 1.63 1.88 2.13 0.63 1.38 2.38 3.38

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

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

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

U.S. dollar/euro,  
end period 1.23 1.17 1.16 1.05 1.20 1.18 1.25

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

Oil ($/barrel),  
end period 65 74 73 54 60 63 591

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

Source: Bloomberg, Factset. Total Returns from the period of 11/19/18 to 11/23/18. Bloomberg Barclays Indices.1 Spot price returns.2 All data as of the 11/30/18 close.  
Past performance is no guarantee of future results.

Fixed Income1 

Total Return in USD (%)
Current WTD MTD YTD

Corporate & Government 3.50 0.0 0.5 -2.2

Agencies 3.04 0.1 0.6 -0.1

Municipals 2.87 0.5 1.1 0.1

U.S. Investment Grade Credit 3.54 0.1 0.6 -1.8

International 4.37 -0.2 -0.2 -3.9

High Yield 7.22 0.4 -0.9 0.1

Current
Prior  

Week End
Prior  

Month End
2017 

Year End
90 Day Yield 2.31 2.32 2.24 1.32

2 Year Yield 2.79 2.81 2.87 1.89

10 Year Yield 2.99 3.04 3.14 2.41

30 Year Yield 3.29 3.30 3.39 2.74

Commodities & Currencies
Total Return in USD (%)

Commodities Current WTD MTD YTD
Bloomberg Commodity 171.53 1.4 -0.6 -4.7

WTI Crude $/Barrel2 50.93 1.0 -22.0 -15.7

Gold Spot $/Ounce2 1,222.50 -0.1 0.6 -6.2

Currencies Current
Prior  

Week End
Prior 

Month End
2017 

Year End
EUR/USD 1.13 1.13 1.13 1.20

USD/JPY 113.57 112.96 112.94 112.69

USD/CNH 6.95 6.94 6.97 6.51

S&P 500 Sector Returns

Materials

Utilities

Real Estate

Consumer Staples

Energy

Financials

Industrials

Communication Services

Healthcare

Information Technology

Consumer Discretionary

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

2.6%

2.8%

2.8%

3.0%

3.5%

3.9%

4.1%

5.5%

6.0%

6.1%

6.5%

Equities
Total Return in USD (%)

Current WTD MTD YTD
DJIA 25,538.46 5.3 2.1 5.6

NASDAQ 7,330.54 5.7 0.5 7.2

S&P 500 2,760.17 4.9 2.0 5.1

S&P 400 Mid Cap 1,878.65 3.0 3.1 0.3

Russell 2000 1,533.27 3.0 1.6 1.0

MSCI World 2,041.36 3.4 1.1 -1.2

MSCI EAFE 1,809.56 1.0 -0.1 -9.4

MSCI Emerging Markets 994.72 2.7 4.1 -12.2
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investment in securities regardless of fluctuating price levels; you should consider your willingness to continue purchasing during periods of high or low price levels.
Past performance is no guarantee of future results.
Investing in fixed-income securities may involve certain risks, including the credit quality of individual issuers, possible prepayments, market or economic developments and yields 
and share price fluctuations due to changes in interest rates. When interest rates go up, bond prices typically drop, and vice versa. Income from investing in municipal bonds is 
generally exempt from Federal and state taxes for residents of the issuing state. While the interest income is tax-exempt, any capital gains distributed are taxable to the investor. 
Income for some investors may be subject to the Federal Alternative Minimum Tax (AMT).
Investments focused in a certain industry may pose additional risks due to lack of diversification, industry volatility, economic turmoil, susceptibility to economic, political or 
regulatory risks and other sector concentration risks.
Investments in real estate securities can be subject to fluctuations in the value of the underlying properties, the effect of economic conditions on real estate values, changes in 
interest rates, and risks related to renting properties, such as rental defaults.
Nonfinancial assets, such as closely-held businesses, real estate, oil, gas and mineral properties, and timber, farm and ranch land, are complex in nature and involve risks including 
total loss of value. Special risk considerations include natural events (for example, earthquakes or fires), complex tax considerations, and lack of liquidity. Nonfinancial assets are not 
suitable for all investors. Always consult with your independent attorney, tax advisor, investment manager, and insurance agent for final recommendations and before changing or 
implementing any financial, tax, or estate planning strategy. 
Investments in tangible assets are highly volatile and are speculative. There are special risks associated with an investment in commodities, including market price fluctuations, 
regulatory changes, interest rate changes, credit risk, economic changes, and the impact of adverse political or financial factors.
Alternative Investments such as private equity funds, can result in higher return potential but also higher loss potential. Changes in economic conditions or other circumstances may 
adversely affect your investments. Before you invest in alternative investments, you should consider your overall financial situation, how much money you have to invest, your need 
for liquidity, and your tolerance for risk.
Neither Merrill Lynch, U.S. Trust nor any of their affiliates or advisors provide legal, tax or accounting advice. You should consult your legal and/or tax advisors before 
making any financial decisions. 
The investments discussed have varying degrees of risk. Some of the risks involved with equities include the possibility that the value of the stocks may fluctuate in 
response to events specific to the companies or markets, as well as economic, political or social events in the U.S. or abroad. Bonds are subject to interest rate, inflation 
and credit risks. Investments in high-yield bonds may be subject to greater market fluctuations and risk of loss of income and principal than securities in higher rated 
categories. Investments in foreign securities involve special risks, including foreign currency risk and the possibility of substantial volatility due to adverse political, 
economic or other developments. These risks are magnified for investments made in emerging markets. Investments in a certain industry or sector may pose additional 
risk due to lack of diversification and sector concentration. Investments in real estate securities can be subject to fluctuations in the value of the underlying properties, 
the effect of economic conditions on real estate values, changes in interest rates, and risk related to renting properties, such as rental defaults. There are special risks 
associated with an investment in commodities, including market price fluctuations, regulatory changes, interest rate changes, credit risk, economic changes and the 
impact of adverse political or financial factors. Income from investing in municipal bonds is generally exempt from federal and state taxes for residents of the issuing 
state. While the interest income is tax exempt, any capital gains distributed are taxable to the investor. Income for some investors may be subject to the federal 
alternative minimum tax (AMT).
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INDEX DEFINITIONS
Securities indexes assume reinvestment of all distributions and interest payments. Indexes are unmanaged and do not take into account fees or expenses. It is not 
possible to invest directly in an index.
Indexes are all based in dollars.
Dow Jones Industrial Average is a price-weighted measure of 30 U.S. blue-chip U.S. companies. The index covers all industries except transportation and utilities.
NASDAQ Composite Index is a broad-based capitalization-weighted index of stocks in all three NASDAQ tiers: Global Select, Global Market and Capital Market. The index was 
developed with a base level of 100 as of February 5, 1971.
S&P 400 Mid Cap Index is representative of 400 stocks in the mid-range sector of the domestic stock market, representing all major industries.
S&P 500 Index includes a representative sample of 500 leading companies in leading industries of the U.S. economy. Although the index focuses on the large-cap segment of the 
market, with approximately 75% coverage of U.S. equities, it is also an ideal proxy for the total market.
S&P Small Cap 600 measures the small-cap segment of the U.S. equity market. The index is designed to track companies that meet specific inclusion criteria to ensure that they are 
liquid and financially viable.
MSCI EAFE (Europe, Australasia, and Far East) Index comprises 21 MSCI country indices, representing the Developed Markets outside of North America.
MSCI Emerging Markets Index captures large and mid cap representation across 23 Emerging Markets (EM) countries. With 832 constituents, the index covers approximately 85% 
of the free float-adjusted market capitalization in each country. 
MSCI World Index is a broad global equity benchmark that represents large and mid-cap equity performance across 23 developed markets countries. It covers approximately 85% of 
the free float-adjusted market capitalization in each country and does not offer exposure to emerging markets.


