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MACRO STRATEGY

Concern over recently rising interest rates has led some 
investors to fear that the cycle is reaching its end. We 
believe these fears are premature, and that rising interest 
rates reflect a shift into an environment of stronger growth 
and higher interest rates along with higher volatility, with 
meaningful implications for portfolio positioning.

THOUGHT OF THE WEEK

Ultimately a combination of fundamentals, monetary 
policy adjustments and fiscal policy will help determine 
how long the current bull market is expected to last, but 
we expect sharp market swings to be an increasing part 
of the market structure over the full business cycle.

GLOBAL MARKET VIEW

China, in our opinion, is not headed for recession but 
something perhaps worse: a prolonged and fractious period 
with the United States, and the attendant reconfiguring 
of the global economic order that has been so beneficial 
to China. The era of engagement is over. The two largest 
economies in the world are now rivals—a seismic shift the 
capital markets are only now beginning to discount.

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-related investments and U.S. 
technology in the past 12 months.

HIGHER RATES SUGGEST STRONGER GROWTH IN THE U.S.

Chief Investment Office Macro Strategy Team

This month equity markets experienced a sharp sell-off, as 
concern over recently higher rates and decelerating earnings 
led to a rotation out of high-growth/momentum equities into 
more defensive, value-oriented segments of the market. We 
believe fears that the cycle is ending are premature, and that 
rising interest rates reflect a shift into an environment of 
stronger growth and higher interest rates along with higher 
volatility, with meaningful implications for portfolio positioning. 

DECOMPOSING THE RISE IN INTEREST RATES

When examining the recent sell-off, it’s important to 
decompose the rise in interest rates that preceded it, to 
better understand the market’s expectations for growth and 
inflation. The 10-year Treasury yield was range-bound between 
2.8% and 3% over the summer but broke out to the upside in 
September, reaching around 3.2% before the sell-off. This was 

driven by higher real rates, with the real 10-year yield piercing 
1% for the first time since 2011. In our view, higher real rates 
on the long end of the curve are a reflection of stronger real 
economic growth, as the U.S. breaks out of an environment of 
secular stagnation into above-trend growth. 

Comparing the recent sell-off to the pullback earlier this year 
provides an important distinction. After reaching a high on 
January 26, the S&P 500 fell 9% over the next two weeks 
after a higher than expected wage print stoked fears of higher 
inflation which could have led to the Federal Reserve (Fed) 
hiking rates more aggressively. The distinction is that the rise 
in the 10-year yield before the February sell-off was almost 
entirely driven by higher inflation expectations, while the recent 
drawdown was almost entirely driven by higher real rates. 

Heading into the February sell-off, the roughly 30 basis point 
(bp) increase in the nominal 10-year yield in December and 
January breaks down to around a 5 bp increase in the real 
10-year yield and a 25 bp increase in inflation expectations. 
In contrast, the roughly 39 bp increase in the nominal 10-year 
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yield leading up to the sell-off this month was driven by a 31 
bp increase in real rates and only an 8 bp increase in inflation 
expectations (Exhibit 1). We believe the fact that real rates 
were the dominant driver of the increase in nominal rates this 
time around suggests that the economy is breaking out into a 
higher growth environment, which should be supportive of U.S. 
corporate earnings and equities.

Exhibit 1: Real Rates Drive the 10-Year Yield Higher.
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We have written that the 10-year Fed Funds spread is a 
powerful gauge of the monetary accommodation in the 
economy, also underscoring the cyclical nature of volatility. 
Early in the cycle the yield curve tends to steepen as the Fed 
keeps short term rates low and is supportive of the economy, 
contributing to lower market risk and volatility over the next 
one to two years. Later in the cycle, as the Fed begins to 
raise rates to fend off inflation, financial conditions generally 
tighten, and market risk rises, leading to higher volatility as 
the curve flattens. The spread has tightened to about 100 
bps, around its long term average, from around 115 bps a year 
back, suggesting that monetary policy is still accommodative 
but less so. This suggests that volatility should rise to more 
average levels of about 20 (for the Volatility Index (VIX)) over 
the next one to two years, versus an average of 11 last year.

POSITIONING CONSIDERATIONS

So how should investors consider positioning for a shift to 
stronger economic growth, higher rates, and higher but more 
normal volatility? We remain positive on U.S. equities, as 
history suggests that U.S. large caps can do well in a rising rate 
environment. BofA Merrill Lynch Global Research points out 15 
instances of rising rates going back to 1954 (on average by 
238 bps), noting that S&P 500 total return was positive in 13 

out of 15 instances, 27% on average, while earnings growth 
was positive 14 out of 15 times, 24% on average. As financial 
conditions become less accommodative, multiple compression is 
more likely than multiple expansion, leaving earnings as the key 
driver for equity returns in 2019. We expect moderate earnings 
growth next year, driven by rising nominal gross domestic product 
(GDP) growth, consistent with an overweight allocation to equities 
over fixed income. Within equities, we maintain a preference for 
large-cap over small-cap equities. While small caps are natural 
beneficiaries of an improving economy, lower corporate taxes 
and deregulation, in a rising rate environment we are monitoring 
their vulnerability to higher borrowing costs. According to FactSet, 
50.6% of Russell 2000 debt is floating rate, compared to 26.5% 
for the S&P 500, while small caps have an average debt maturity 
of five years, versus nine years for the S&P 500.

In a rising-rate, higher-volatility environment, we prefer high-
quality companies with strong balance sheets and cash flow 
generation, which we feel are better equipped to withstand higher 
borrowing costs. Over the past seven Fed rate hikes going back 
to December 2016, companies with strong balance sheets have 
outperformed those with weak balance sheets, up 24% versus 
5%.1 And it’s important to point out that investors can move up 
the quality spectrum without becoming overly defensive. Applied 
Global Macro Research estimates that earnings for defensive 
sectors like real estate investment trusts (REITS) and utilities are 
actually more sensitive to higher rates than their more cyclical 
counterparts. They estimate earnings for these two sectors would 
fall 15% to 20% for each 1% increase in borrowing costs, while 
the Consumer, Industrials and Materials sectors would face more 
modest declines of 2.5% to 7.5%. 

Finally we prefer U.S. over non-U.S. equities, expecting U.S. 
growth leadership to continue, supported by fiscal policy. 
Strategas Research Partners expects fiscal stimulus from 
tax cuts and spending increases to rise to $430B in 2019 
from $322 billion this year, followed by $309 billion in 2020. 
Earnings estimate revisions remain attractive for the U.S. 
versus other regions, and we feel the risk of higher oil prices 
and trade wars favors U.S. versus non-U.S. equities. From 
a long term-perspective, we remain positive on EMs which 
should benefit from secular trends like the rising middle 
class consumer. Consumption in developing nations rose 7% 
annually from 1990-2016, almost doubling their global share, 
according to the United Nations. We also feel suppressed 
valuations may provide an attractive entry point for patient 
long-term investors. 

1 Goldman Sachs Strong Balance Sheet and Weak Balance Sheet Indexes. Bloomberg as 
of 10/26/2018. 
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INVESTMENT SUMMARY

In our view, natural consequences of the higher growth, 
reflationary economic environment that we have seen so far 
this year are higher interest rates and, as the Fed becomes 
less accommodative, higher volatility. While we remain positive 
on equities, we feel a rebalancing into higher quality is prudent 

for investors to consider, and we continue to emphasize 
diversification to help weather volatility and occasional 
pullbacks. While a number of uncertainties remain on the 
horizon, such as the mid-terms, the pace of Fed rate hikes, 
and trade disputes with China, we expect earnings growth, 
supported by strong fundamental economic data, to continue 
to be the driver of the current bull market in equities.

GLOBAL MARKET VIEW 

MACRO STRATEGY (Continued)

CHINA CONFRONTS SOMETHING PERHAPS WORSE 
THAN A RECESSION

Joseph P. Quinlan, Head of CIO Market Strategy

Lauren J. Sanfilippo, Vice President and Market Strategy Analyst

China’s cyclical slowdown is less about trade frictions with 
the United States and more about policy-induced tightening 
measures. The latter includes the phasing out of preferential tax 
treatment for automobiles, undermining vehicle sales this year, 
and tighter credit conditions in China’s vast shadow banking 
system, subsuming fixed capital investment and related activities. 
The one-two punch slowed real growth to 6.5% in the third 
quarter according to the International Monetary Fund—one of 
the weakest rates since the global financial crisis—and has raised 
fears among investors that one of world’s largest economies may 
be on the cusp of a dramatic slowdown in growth. 

China, in our opinion, is not headed for recession but 
something perhaps worse: a prolonged and fractious period 
with the one country in the world that not only has the 
economic and military firepower to block or forestall the rise 
of the Middle Kingdom but also is determined, at least on the 
surface, to do just that: the United States. 

Any doubts that the U.S. views China as a strategic rival, 
and is not in the “business as usual” mode, appears blown 
away by a recent speech by Vice President Mike Pence. The 
October 4 address was critiqued as “broader and deeper in its 
criticism of China than any other U.S. government statement 
of the past several decades.”2 A sampling: speaking to 
China’s military and economic objectives, the vice president 
proclaimed that the United States “will not be intimidated and 
will not stand down.”3 Another shot across the bow: “Previous 
administrations all but ignored China’s actions. And in some 
cases, they abetted them. But those days appear to be over.”4 

Combative words, for sure—but not against a foe itching to 
2 See “The Crisis in U.S.-China Relations”, Richard Hass, The Wall Street Journal, 

October 20, 2018. 
3 See “Remarks by Vice President Pence on the Administration’s Policy Toward China,” 

The Hudson Group, October 4, 2018. 
4 Ibid. 

go to war with the U.S. but against a country which happens 
to be America’s top creditor (China owns nearly $1.2 trillion 
in U.S. Treasuries), key export market for U.S. companies 
(China accounted for 8.4% of U.S. goods exports last year, 
double the levels of Germany and France) and most profitable 
market for corporate America (last year, U.S. foreign affiliates 
earned $13.4 billion in China, more than in Germany and 
France combined), according to the U.S. Treasury. 

The seemingly harsh words from the vice president 
preceded relatively harsh actions. Unnerving the markets, the 
administration has slapped tariffs on nearly half of all Chinese 
imports to the United States this year, and is threatening even 
broader restrictions. Against this backdrop, escalating U.S.-China 
trade tensions remains a dark cloud over the global capital 
markets, with little signs of dissipating anytime soon. Ethan 
Harris, economist with BofA Merrill Lynch Global Research, has 
been discussing this line of thinking for quite some time as well.

Across the Pacific, meanwhile, Vice President Pence’s adversarial 
speech left the Chinese people “upset and angry,” and was viewed 
as “unacceptable” by the government.5 The upshot: a full-scale 
boycott of American goods has yet to materialize but remains a 
risk the longer trade tensions simmer. Many Chinese producers 
have seen their costs rise and orders decline due to the U.S. tariffs, 
while the national government has been caught flat-footed by 
Washington’s tougher-than-expected hard line on trade with China. 

THE CLASH OF THE ECONOMIC TITANS 

It’s hardly a stretch to say that the U.S. and China have entered an 
economic cold war, a turn of events that have chilled the global 
capital markets and contributed, in our opinion, to the October 
market swoon in U.S. and global equities. To wit, since the vice 
president’s adversarial speech on October 4, global equities have 
shed some $3.8 trillion in value, with the S&P 500 losing some 
$2.1 trillion. Other major indexes have also been hammered 
(Exhibit 2, which depicts the carnage of October). 

5 “The Crisis in U.S.-China Relations”, Richard Hass, The Wall Street Journal, 
October 20, 2018. 
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Exhibit 2: A Frightening October.  
Decline in Market Cap, October 4 through October 26.
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True, the current market carnage reflects more than just rising 
U.S.-Sino tensions. A hawkish Fed, a backup in yields, fears 
surrounding peak earnings, Italian credit problems, U.S.-Saudi 
tensions—all of these variables have knocked the global 
markets for a loop this month.

But these factors are more cyclical than structural, and 
therefore are not as threatening to the capital markets over 
the medium term as is the fundamental rupturing/reordering 
of U.S.-Sino relations. China would rather deal with a cyclical 
slowdown, or even a recession, than have to adjust/revamp 
its economy in lieu of a tectonic shift in the U.S.-led global 
economic order of the past 70 years.

Remember, modern-day China grew up and prospered in the 
western liberal order the administration appears to be bent on 
dismantling. Prior to the administration, America’s approach 
to China was grounded in the belief that as China prospered 
and flourished, as millions more people achieved middle-class 
status, China would become more like the U.S.—or more liberal 
and pluralistic. Through greater economic convergence with 
the West, China would become a “responsible stakeholder” and 
embrace market and Western economic principles. 

The gamble, however, appears to have failed. China, to a large 
degree, has played by its own rules. Noncompliance with many 
provisions of the World Trade Organization, championing large 
state-owned enterprises, intellectual property right violations, 
unfairly titling the domestic playing field against foreign 
companies—all of these characteristics suggest that China was 
never really serious about becoming the partner the West desired. 

While the last quarter century in the U.S. has been about 
engaging China, that era is over. The two largest economies in 
the world are now rivals—a seismic shift the capital markets 
are only now beginning to price into assets. Recall that at the 

beginning of the year, the consensus was that Washington would 
push China hard on trade, accept some limited and symbolic wins, 
declare victory and move on. That scenario looks like a pipedream 
now—the U.S. and China seem destined for a long cold war.

AFTERSHOCKS

The adversarial stance of the U.S. toward China is just what 
Beijing can ill afford at the moment, in our opinion. Real growth 
is slowing. Inflation is on the rise. Private- and public-sector debt 
levels remain elevated. The brutal swoon in Chinese equities has 
undermined consumer confidence and wealth. Business spending 
has been trimmed owing to rising costs related to higher prices 
and rising wages. Offshoring among domestic and foreign firms 
is on the rise. The nation remains stuck in “middle class” status, 
with diminished odds of moving up the development ladder given 
the mushrooming confrontation with the United States. 

In addition, with growth slowing and the government in the 
“whatever it takes” mode to keep the expansion alive, the 
country’s goal of “high-quality” economic development has been 
pushed to the sidelines. Structural reforms (including financial 
sector liberalization, cracking down on the shadow banking 
industry, opening the capital account, internationalizing the 
currency) remain a priority but have been downgraded as Beijing 
adjusts to a global trade and financial environment far more 
inimical to the long-term interests and goals of the nation. 

The upshot from all of the above: much-weaker-than-expected 
real growth from China over the near term, compounded by 
long-term challenges tied to a more combative United States 
bent on changing the structure of global trade and investment. 
This scenario is contributing to the current level of market 
volatility and intense downside pressure not only on Chinese 
equities but also on global equities. Remember: With China 
contributing to just over one-third of global growth last year, 
what happens in China doesn’t stay in China (Exhibit 3).

Exhibit 3: Contribution to Global Growth by Region.
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At risk to a prolonged U.S.-China trade war: real economic 
growth and earnings prospects in China, the United States and 
the world at large. 

In the end, it’s finally dawning on investors that China 
confronts not only a much more fragile economic climate than 
previously thought, but also something perhaps even worse: the 
reconfiguring of the global economic order that has been so 
immensely beneficial to China’s development and emergence. 

GLOBAL MARKET VIEW (Continued)

THOUGHT OF THE WEEK 

RESETTING EXPECTATIONS IN A NEW MARKET 
STRUCTURE 

Chief Investment Office Equity Strategy Team

During the current bull market, the U.S. equity market 
experienced multiple corrections when growth and momentum 
stocks consolidated long periods of outperformance. The 
market correction back in early February 2018 is one example 
and we see many similarities between February’s weakness and 
the current equity market pullback. As in the past, the catalyst 
for market corrections is often considered to be a resetting 
of investor expectations, however, recent corrections may feel 
sharper and more volatile compared to previous cycles.

Macro or fundamental concerns may initiate selling in the 
markets, but investment strategies that follow technical 
indicators may often drive the first wave of portfolio rebalancing. 
The changes in market structure over the last twenty years, 
combined with the increase in investment assets across 
systematic, trend following and risk targeting strategies can often 
exacerbate equity market downdrafts (as well as updrafts), and 
increase the velocity of market corrections. These strategies may 
react to many of the same technical indicators which can cause 
markets to experience significant intra-day moves, often driven by 
trading in equity index futures. This type of trading is considered 
technically driven and could start the chain of funds reducing 
exposure and hedging across trading desks, volatility targeting 
strategies, risk parity funds, multi-asset funds and long term 
fundamental investors. Furthermore, it may also take weeks for all 
these strategies to rebalance portfolios. During this process, the 
market may experience spikes in volatility measures and multiple 
large daily market swings, both higher and lower, as volatility 
settles down and positioning is reset and more balanced.

More importantly, the current equity market pullback has not 
led to excessive volatility across asset classes at this stage, in 
currencies, high yield credit, credit default swaps or interest 
rates. The belief is that this pullback is not a systemic risk, 
similar to the episodes of 2008 and early 2009, which is 
currently driving the market lower, rather it looks to be technical 
catalysts, rebalancing of crowded and outsized positioning 
(growth and momentum stocks) and a resetting of investor 
expectations based on future growth concerns. Ultimately a 
combination of fundamentals, monetary policy adjustments and 
fiscal policy will help determine how long the current bull market 
is expected to last, but we expect sharp market swings to be 
an increasing part of the market structure over the full business 
cycle. We advocate a “let the volatility subside approach” and 
allow the dust to settle before ultimately adjusting portfolios to 
take advantage of the sharp correction.

Exhibit 4: Equities Have Been Resilient Through Bouts of 
Volatility.
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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.

Economic and Market Forecasts (as of 10/26/18)
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 3.5 1.6 2.2 2.9 2.7

CPI inflation (% y/y) 2.2 2.7 2.6 1.3 2.1 2.5 2.2

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 3.06 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.

Fixed Income2 

Total Return in USD (%)
Current WTD MTD YTD

Corporate & Government 3.45 0.5 -0.4 -2.2

Agencies 3.04 0.5 0.1 -0.4

Municipals 2.97 0.3 -0.4 -0.8

U.S. Investment Grade Credit 3.52 0.5 -0.3 -1.9

International 4.19 0.3 -0.9 -3.2

High Yield 6.87 -0.7 -1.6 0.9

Current
Prior  

Week End
Prior  

Month End
2017 

Year End
90 Day Yield 2.24 2.24 2.16 1.32

2 Year Yield 2.81 2.91 2.82 1.89

10 Year Yield 3.08 3.19 3.06 2.41

30 Year Yield 3.31 3.38 3.21 2.74

Commodities & Currencies
Total Return in USD (%)

Commodities Current WTD MTD YTD
Bloomberg Commodity 176.20 -1.1 -0.1 -2.1

WTI Crude $/Barrel3 67.59 -2.2 -7.7 11.9

Gold Spot $/Ounce3 1,233.13 0.5 3.4 -5.4

Currencies Current
Prior  

Week End
Prior 

Month End
2017 

Year End
EUR/USD 1.14 1.15 1.16 1.20

USD/JPY 111.91 112.55 113.70 112.69

USD/CNH 6.95 6.93 6.88 6.51

MARKETS IN REVIEW

Equities
Total Return in USD (%)

Current WTD MTD YTD
DJIA 24,688.31 -3.0 -6.6 1.7

NASDAQ 7,167.21 -3.8 -10.9 4.7

S&P 500 2,658.69 -3.9 -8.7 1.0

S&P 400 Mid Cap 1,795.10 -4.1 -11.1 -4.4

Russell 2000 1,483.82 -3.8 -12.5 -2.4

MSCI World 1,981.89 -3.9 -9.2 -4.3

MSCI EAFE 1,777.76 -3.9 -9.9 -11.2

MSCI Emerging Mkts 939.55 -3.3 -10.3 -17.2

S&P 500 Sector Returns1
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Source: Bloomberg, Factset. 1 Total Returns from the period of 10/22 to 10/26/2018. 2 Bloomberg Barclays Indices. 3 Spot price returns. All data as of the 10/26/18 close.  
Past performance is no guarantee of future results.
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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.
The Volatility Index—created by the Chicago Board Options Exchange (CBOE), the Volatility Index, or VIX, is a real-time market index that represents the market’s expectation of 30-
day forward-looking volatility. Derived from the price inputs of the S&P 500 index options, it provides a measure of market risk and investors’ sentiments.
Standard & Poor’s 500, often abbreviated as the S&P 500, or just the S&P, is an American stock market index based on the market capitalizations of 500 large companies having 
common stock listed on the NYSE or NASDAQ.
MSCI ACWI is a market capitalization weighted index designed to provide a broad measure of equity-market performance throughout the world.
MSCI EAFE Index is a stock market index that is designed to measure the equity market performance of developed markets outside of the U.S. & Canada.
MSCI China Index is constructed based on the integrated China equity universe included in the MSCI Emerging Markets Index, providing a standardized definition of the China equity 
opportunity set.
EURO STOXX 50 is a stock index of Eurozone stocks designed by STOXX, an index provider owned by Deutsche Börse Group.
CAC 40 is a benchmark French stock market index. The index represents a capitalization-weighted measure of the 40 most significant values among the 100 highest market caps on 
the Euronext Paris.
Nikkei is short for Japan’s Nikkei 225 Stock Average, the leading and most-respected index of Japanese stocks. It is a price-weighted index composed of Japan’s top 225 blue-chip 
companies traded on the Tokyo Stock Exchange.
DAX is a blue chip stock market index consisting of the 30 major German companies trading on the Frankfurt Stock Exchange. 


