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MACRO STRATEGY

After a correction and higher volatility earlier this year, U.S. 
equities have risen in a choppy fashion to reclaim the highs 
of January. Given a backdrop of positive corporate earnings 
and reasonable valuations and sentiment, our base case 
remains that global equities should continue to outperform 
fixed income through the balance of 2018. We look to a few 
key catalysts to drive the market for the rest of the year.

THOUGHT OF THE WEEK

Many market observers have commented on the 
perceived narrowness of the equity markets; however, we 
find that case to be overstated. While certain high-profile 
companies have enjoyed outsized returns, the market 
gains have been shared more broadly across indexes.

GLOBAL MARKET VIEW

Based on strong fundamentals and the year-to-date 
underperformance of the group, we believe industrials 
are set to shine over the near term. Some areas of focus: 
select areas within the oil & gas (O&G) and chemicals 
complex; the heating ventilation & air conditioning industry 
(HVAC); commercial aerospace; and the transportation 
industry, notably railroads. We see a period of consolidation 
among defense leaders but favor the industry long-term.

PORTFOLIO CONSIDERATIONS

We maintain our current preference for equity versus fixed 
income across our portfolios. In addition, we continue to 
overweight the U.S. relative to non-U.S. developed markets 
and also prefer emerging markets.

PINNING DOWN MARKET CATALYSTS FOR THE REST OF 2018

Niladri Mukherjee, Head of CIO Portfolio Strategy 

Coming into 2018, investor expectations were high given 
the strong equity returns experienced in the prior year. After 
equities had one of the best starts in January in decades, 
rising interest rates and the White House’s tendency for trade 
protectionism surfaced to dampen risk appetite. Following 
a correction, and more volatility, the S&P 500 has risen in a 
choppy fashion to reclaim the highs of January. 

So what drives the market the rest of the year? Investors 
should watch the following important catalysts for the 
remainder of the year:

THIRD-QUARTER PEAK EARNINGS SEASON: OCTOBER

So far for the second quarter, earnings and revenue growth 
are tracking 25% and 10%, respectively, according to FactSet, 

a strong follow-up from Q1, suggesting the benefit of tax cuts 
and strong underlying growth in the economy. The three-
month earnings estimate revision ratio for the S&P 500 has 
moderated, but remains solid at 1.36, with companies across 
most sectors seeing more earnings estimate upgrades than 
downgrades. Earnings growth is expected to moderate through 
the rest of the year but remain solid, with third-quarter 
earnings expected to grow nearly 20% (Exhibit 1), which if 
realized will reaffirm that, even amid ongoing trade tensions, 
the fundamentals of corporate America remain intact. 

The Q3 earnings numbers will provide more information on 
the durability of profit margins, amid rising cost pressures, 
and guidance, especially on the health of the consumer. We 
continue to believe that strong corporate earnings will remain 
the foundation for equities to grind higher toward our top-end 
3,000 price target for the S&P 500. 
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Exhibit 1: Earnings Growth is Expected to Moderate To the 
End of the Year.
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Source: FactSet. Data as of August 25, 2018. 

CENTRAL BANKS AND TIGHTENING FINANCIAL 
CONDITIONS: SEPTEMBER–DECEMBER

With inflation rising in the U.S. toward the Federal Reserve’s (Fed’s) 
target and Japan and Europe lagging behind, global central bank 
policy will be a key development for the rest of the year. The median 
Federal Open Market Committee (FOMC) forecast for the federal 
funds rate implies two more hikes for the remainder of 2018, which 
is in line with market expectations, and another three hikes in 2019. 
Investors will look for implicit or explicit guidance following the 
September 25–26, November 7–8 and December 18–19 meetings 
on future hikes. A pause by the Fed will soften the dollar’s rise, 
potentially boosting global equities, especially beaten-down EMs. 

On the downside, as the Fed continues to raise interest rates, 
the yield curve could steady or flatten further, and risks for the 
dollar remain to the upside, while late-cycle pressures on profit 
margins could push credit spreads higher. A rapid tightening of 
financial conditions would be a negative catalyst for markets.

While central bank policy outside the U.S. is currently viewed as 
accommodative, the run-up in U.S. and European bond yields 
ahead of the latest Bank of Japan (BoJ) meeting shows that 
markets are sensitive to even the potential for more hawkish 
actions. Investors will be monitoring developments as the 
European Central Bank plans to end its asset purchase program 
at the end of the year while the BoJ remains committed to yield 
curve control and a negative policy rate. Any hawkish change in 
forward guidance could be a negative catalyst, causing a pickup in 
bond yields and downward pressure on equities. Investors should 
monitor meetings on September 18–19, followed by October 30–
31 and December 19–20 for the BoJ and September 13, followed 
by October 25 and December 13 for the ECB for developments. 

EVOLVING TRADE DISCUSSIONS 

Trade tension has been an overhang for U.S. equities, remaining 
a source of episodic volatility that we expect to persist through 
the end of the year. While the announced tariffs are not large 
enough to offset the positive impact from fiscal stimulus and 
good underlying growth, the impact on global supply chains 
is much harder to assess due to their sheer complexity. We 
believe that any de-escalation of trade hostilities could drive 
equities higher. Planned meetings between President Trump 
and President Xi Jinping this November,1 in addition to potential 
meetings between President Trump and European Commission 
President Jean-Claude Juncker, will be closely watched for signs 
of common ground.

Following extensive bilateral negotiations between the U.S. and 
Mexico on North American Free Trade Agreement (NAFTA), 
reports now indicate the two sides have reached a preliminary 
deal; alleviating some of the uncertainty faced by businesses 
surrounding trade and supply chains between the two 
countries.2 We feel that the potential for Canada to return to the 
negotiations would be a positive signal for the prospects of a 
more comprehensive deal and could support investor sentiment. 

U.S. MIDTERM ELECTIONS: NOVEMBER 6 

Markets will be closely watching the upcoming midterm 
elections as shifts in the balance of power in Washington 
could have meaningful implications for fiscal policy and foreign 
relations. The president’s party has historically not fared well 
during midterm elections, and the results could affect the 
likelihood of certain pro-growth measures such as the so-called 
Tax Reform 2.0, which could include making individual tax cuts 
permanent and create new incentives for retirement savings 
and research and development. But even amid conflict, both 
sides of the aisle have achieved some consensus on trade, 
suggesting that Congress may be able to collaborate on ways to 
alleviate some of the near-term headwinds from protectionism 
(see August 13 Capital Market Outlook “U.S. Midterms: A 
Guardrail of Sorts”). Risk assets are usually choppy heading into 
midterm elections, but tend to rally strongly thereafter. 

POLITICAL RISK IN ITALY: SEPTEMBER–OCTOBER

Political risk will bear watching across Europe amid increased 
populist pressure and anti-European Union (EU) rhetoric. 
Political developments in Italy moved to the forefront in 
May following the release of a coalition document between 

1 “U.S., China Plot Road Map to Resolve Trade Dispute by November,” The Wall Street 
Journal (August 17, 2018).

2 “U.S. and Mexico Agree to Preliminary Nafta Deal”–The New York Times (August 
27,2018).
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the Five Star Movement and the League, which called for 
items such as a flat tax and a basic income for the nation’s 
poor. Given that Italy’s populist government doesn’t share 
Brussel’s views on supply-side reforms and controlling deficits, 
discussions are likely to be contentious and move markets. 

The government is reportedly set to form its public finance 
targets in September and submit a drafted budget to the 
European Union in October. This, along with upcoming credit 
rating reviews from Fitch, Moody’s and S&P, will be a closely 
watched market event with downgrades likely to pressure 
Italian bond yields higher. As the European Union’s fourth-
largest economy in dollar terms, with government debt 
standing at 132% of gross domestic product (GDP), tension in 
Italy remains a negative catalyst for the rest of 2018.

WHERE SHOULD WE GO FROM HERE?

For the rest of the year, a de-escalation in trade rhetoric and an 
indication that the Fed may pause on its rate hike path could 
boost beaten-down EM assets as well as underperforming global 
cyclicals like industrials. On the flip side, a deteriorating trade 
outlook and more hawkish action by the Fed, along with a further 
spike in the U.S. dollar, could further pressure EMs and trigger a 
rotation into defensive equities and bonds. Our base case remains 
that global equities should continue to outperform fixed income 
through the balance of 2018. U.S. equities may continue to 
exhibit volatility as financial conditions tighten, but should grind 
higher. This bull (market) is old but still fit given positive corporate 
earnings and a reasonable valuation and sentiment backdrop. 

GLOBAL MARKET VIEW 

MACRO STRATEGY (Continued)

TIME FOR INDUSTRIALS TO SHINE?

Joseph P. Quinlan, Head of CIO Market Strategy 

It has been a bumpy ride for a number of industrial companies this 
year, with heightened geopolitical risks, the threat of tit-for-tat 
trade wars, rising U.S. tariffs on key inputs (aluminum and steel), 
and softening global growth all taking their toll on the sector this 
year. Through August 22, industrials had underperformed the S&P 
500 by more than 600 basis points year to date, with the former 
up just 0.8% versus 7% for the broader index. 

The underperformance since the beginning of the year should 
not be surprising. With their complex and widely diffused global 
supply chains, overriding dependence on material costs and 
outsized reliance on foreign earnings, many industrial firms have 
found themselves at the epicenter of U.S. protectionism. 

As we have highlighted in the past, the global economic order 
is being upended. We are shifting from an era of geopolitics 
based on conventional military might to geo-economics—
whereby foreign security goals and national interests are 
fought with markets, currencies and commerce, rather than 
missiles, submarines and drones (See “Investing in an Era of 
Geo-economics,” July 16, 2018). Rarely has Washington so 
blatantly used its economic might and resources in pursuit 
of national and global interests, weighing on a sector—
industrials—squarely in the crosshairs of geo-economics.

However, the near-term macro backdrop has improved for 
industrials. While economic nationalists have no doubt gained the 
upper hand in Washington, trade tensions (barring China) have 
actually de-escalated over the past few months. A trade truce has 

been brokered with Europe, while the U.S. and Mexico are inching 
toward an updated version of NAFTA. Tensions with China remain 
elevated but on a positive note, China has initiated another 
round of stimulus (to counteract the drag from trade) that is 
decidedly positive for industrials. Meanwhile, global growth, led 
by the United States, remains relatively strong, and supportive of 
future corporate earnings growth. Add in a global uptick in capital 
spending and effects of tax reform, and a number of tailwinds 
have emerged to support industrials. Sensing the turn, industrials 
have been the second-best-performing sector of the S&P 500 
since July 1, rising 7.5% from the start of July to August 22, 
versus a 5.3% bump in the S&P 500.

Below, we delve into more specifics of the sector and outline 
key trends and opportunities.

WINDOWS OF OPPORTUNITIES: WE’RE HERE FOR A 
GOOD TIME, NOT A LONG TIME

The first lesson industrial investors must remember is that the 
sector in aggregate rarely has protracted, multiyear periods of 
outperformance or underperformance outside of recessions 
(Exhibit 2). This does not exclude long-term investors from 
participating in the sector, but instead provides frequent 
opportunities to build positions in leading names following 
periods of underperformance versus the broader market, 
such as the one we are seeing today. However, this also 
requires investors to be disciplined and patient when looking 
to add to the sector following a run of outperformance. At 
an industry level, there are exceptions to this mean-reverting 
tendency, where powerful multiyear drivers allow industry 
groups to buck shorter-term trends and have sustained 



CIO Capital Market Outlook 4

periods of outperformance, such as the four defense primes 
outperforming the S&P 500 by 168% from 2013 - 2017.

Exhibit 2: Relative Performance of Industrials versus S&P 500.
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The current underperformance is unique compared to recent 
drawdowns in that it has not been concurrent with a decline in 
organic growth rates. In fact, the sector is now trading near the 
2014–2016 discount of the “industrial recession,” which saw 
substantial organic growth declines and a cascade of estimate 
cuts, a very different scenario to today’s broad fundamental 
strength (Exhibit 3). Though there are risks to the sector amid 
increasing tariffs/protectionism, moderating global growth, 
rising rates, emerging market uncertainty, price/cost headwinds 
for margins, a domestic Purchasing Managers Index (PMI) 
already near cycle highs, and a stronger U.S. dollar, we see the 
recent underperformance as a likely window of opportunity. We 
highlight the following industry groups and end markets that 
have attractive potential as we move into 2019 and beyond.

Exhibit 3: Industrial P/E Relative to S&P 500 P/E.
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First, select areas of the O&G and chemicals complex are 
poised for a possible multiyear recovery in spending. During 
the 2014– 2016 O&G downturn, many companies made 
severe cuts to maintenance and growth capital expenditures 
(capex) in the face of weak cash flows. Now that oil prices have 
moved higher and cash flows have improved, these companies 
are racing to catch up on deferred maintenance, while also 
reconsidering brownfield3 and even greenfield4 expansion plans 
in order to keep up with strong global demand growth. To take 
advantage of this potential multiyear recovery in spending, look 
for industrials with leading process automation businesses that 
provide the equipment, software and services that make these 
O&G and chemical assets run more efficiently.

Next, we highlight the HVAC industry as a source of potential 
outgrowth. This industry benefits from the global megatrends of 
migration to cities, the emerging middle class in the developing 
world, and the need to reduce greenhouse gas emissions and 
energy consumption to combat climate change. To illustrate, 2 
billion people are expected to urbanize between now and 2030, 
while 40% of all energy demand comes from buildings and in 
turn 40% of this building energy demand comes from HVAC 
systems alone.5 Nearer-term, much of the residential HVAC 
equipment installed during the early-2000s domestic housing 
boom is nearing the end of its useful life, supporting strong 
replacement demand, especially during recent summers that 
registered record temperatures. Institutional construction—think 
schools and hospitals—is finally returning as well after years 
of tepid growth, driven by public funding support during the 
last local election cycle. Lastly, increasing global demand for 
fresh food is accelerating the development of emerging market 
cold chain logistics, driving strong demand for transportation 
refrigeration equipment. Look for industrial companies with 
strong, technology-driven HVAC franchises that are investing to 
gain market share in the near term and long term.

Commercial aerospace remains a leading sector driven by robust 
near-term demand, with air traffic growth outpacing long-term 
averages, as well as strong long-term demand drivers. It is 
estimated that 80% of the world’s population still has never taken 
a commercial flight, and 2017 saw 100 million new passengers in 
Asia alone, leading one of the top aero manufacturers to expect 
market demand of 41,000 new planes over the next 10 years.6 
Despite these exciting long-term opportunities, commercial 
aerospace exposed names will not be impervious to near-term 

3 Brownfield: expansion, modification, or upgrade of existing sites or facilities. 
4 Greenfield: expansion to brand new sites or facilities. 
5 Source: Ingersoll-Rand PLC, as of date 2015.
6 Source: The Boeing Company, as of date 2018.

GLOBAL MARKET VIEW (Continued)
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growth variations, and we note a likely stock sensitivity to flight-
hours growth, which is partially a function of global GDP growth.

Defense primes, longstanding outperformers, have stumbled 
since the 1Q18 earnings season, with the four defense primes 
down 9.8% on average versus an 8.96% increase of the S&P 
500.7 This is the result of a confluence of factors: near-record 
price-earnings (P/E) multiples, higher earnings growth in other 
industry groups driving profit taking, uncertainty about the 
upcoming midterm elections, and slowing budget growth in 
2020 and beyond after a very strong 2018–2019 period. We 
see potential for this consolidation to continue through the 
midterm elections and see further multiple compression as a 
possible buying opportunity for what we continue to believe is 
a long-term growth industry.

The transportation industry is very tight; freight demand remains 
robust thanks to the strong domestic economy and supply 

7 Bloomberg as of 4/24/2018 through 8/22/2018, average of NOC, RTN, LMT, and GD.

constrained due to a truck driver shortage and electronic logging 
device regulations. Truck companies are ordering plenty of trucks to 
meet this strong demand, over 300,000 year to date versus annual 
replacement demand of about 245,000,8 though wages will have 
to continue to increase to attract new drivers and ease capacity 
constraints. Railroads are the highest-quality way to gain exposure 
to a tight transportation market; however, we note that the industry 
is now trading near the high end of its long-term trading range and 
will be sensitive to any moderation in freight rates and volumes.

Lastly, one area we would look to avoid is large-scale, 
centralized power generation, which is facing industry 
oversupply, weak pricing, and secular decline in demand for 
fossil fuel power generation.

Overall, we see the combination of the above strong 
fundamentals and recent underperformance as an open 
window through which industrials can shine. 

8 Source: ACT research, as of July 2018.

GLOBAL MARKET VIEW (Continued)

THOUGHT OF THE WEEK 

SHARING THE WEALTH

Nick Giorgi, CFA ®, Vice President, Investment Strategist 

The term “FANG”9 and its derivations have entered the mainstream 
lexicon as much via the cultural omnipotence of its products as 
due to the impressive wealth creation of its member companies. 
Apple, for example, has become the world’s first company valued 
over $1 trillion, and “FANG” companies including Microsoft and 
Apple, contributed nearly 100% of S&P 500 returns during the 
first half of 2018, according to Goldman Sachs. But the impressive 
performance of these companies may be overshadowing what is 
otherwise a rather broad rally for U.S. equities in 2018. We believe 
that the perceived narrowness of the equity markets is overstated, 
and market gains have been more inclusive. 

A comparison of cap-weighted relative to equal-weighted 
performance of the S&P 500 illustrates an advantage of 
approximately 1.9% to the cap-weighted index, year to date 
through August 21. The results are similar when analyzing cap-
weighted returns against reverse-weighted S&P returns, where 
the smallest components receive the highest weightings. While 
the larger members of the index are outpacing the smallest, the 
chasm is not particularly wide across the entirety of the index. 
This observation remains consistent in the small cap space, 
where the cap-weighted Russell 2000 has outperformed its 
equal-weighted counterpart by only 2.1%, year to date. 

9 Facebook, Amazon, Netflix, Google

A deeper dive into the index composition reveals a more 
nuanced understanding of return distributions. According to 
Strategas Research Partners, while the largest equities are 
significantly outperforming the smallest quintile of equities 
within the Russell 1000 year to date, the second quintile 
has actually been the best performer this year. In fact, the 
three quintiles representing the belly of the distribution have 
outpaced both the largest and smallest quintile of equities. 
However, this relationship has not held across the Russell 2000, 
where the largest quintiles have led smaller cohorts. While a 
certain sampling of companies may receive the lion’s share of 
notoriety, many more companies are reaping rewards.

Exhibit 4: Russell 1000 Return Distribution by Market-Cap 
Quintile.
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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. IG Tax Exempt

U.S. HY 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.

S&P 500 Sector Returns
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Economic and Market Forecasts (as of 8/24/18)
Q4 2017A Q1 2018A Q2 2018A Q3 2018E 2016A 2017A 2018E

Real global GDP  
(% y/y annualized) - - - - 3.1 3.8 3.9

Real U.S. GDP  
(% q/q annualized) 2.3 2.2 4.1 3.4 1.6 2.2 2.9

CPI inflation (% y/y) 2.1 2.3 2.6 2.6 1.3 2.1 2.4

Core CPI inflation  
(% y/y) 1.7 1.9 2.2 2.3 2.2 1.8 2.2

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

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

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

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

S&P earnings ($/share) 34 37 40* 40 118 132 159

U.S. dollar/euro,  
end period 1.20 1.23 1.17 1.12 1.05 1.20 1.14

Japanese yen/U.S. dollar, 
end period 113 106 111 116 117 113 112

Oil ($/barrel),  
end period 60 65 74 62 54 60 63

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 Q2 2018
Sources: BofA Merrill Lynch Global Research; Global Wealth & Investment Management Investment Strategy 
Committee.

Source: Bloomberg, Factset. 1 Bloomberg Barclays Indices. 2 Spot price returns. All data as of the 8/24/18 close. Past performance is no guarantee of future results.

Fixed Income1 

Total Return in USD (%)
Current WTD MTD YTD

Corporate & Government 3.22 0.3 0.8 -1.0

Agencies 2.83 0.2 0.6 -0.1

Municipals 2.65 0.1 0.3 0.3

U.S. Investment Grade Credit 3.28 0.3 0.8 -0.8

International 3.92 0.3 0.7 -1.8

High Yield 6.24 0.4 0.7 1.9

Current
Prior  

Week End
Prior  

Month End
2017 

Year End
90 Day Yield 2.01 2.00 1.95 1.32

2 Year Yield 2.62 2.61 2.67 1.89

10 Year Yield 2.81 2.86 2.96 2.41

30 Year Yield 2.96 3.02 3.08 2.74

Commodities & Currencies
Total Return in USD (%)

Commodities Current WTD MTD YTD
Bloomberg Commodity 172.83 0.5 -1.9 -4.0

WTI Crude $/Barrel2 68.72 4.3 -0.1 13.7

Gold Spot $/Ounce2 1,205.90 1.8 -1.5 -7.5

Currencies Current
Prior  

Week End
Prior 

Month End
2017 

Year End
EUR/USD 1.16 1.14 1.17 1.20

USD/JPY 111.24 110.50 111.86 112.69

USD/CNH 6.81 6.84 6.81 6.51

Equities
Total Return in USD (%)

Current WTD MTD YTD
DJIA 25,790.35 0.5 1.8 5.9

NASDAQ 7,945.98 1.7 3.7 15.9

S&P 500 2,874.69 0.9 2.3 8.9

S&P 400 Mid Cap 2,035.10 1.3 2.7 8.1

Russell 2000 1,725.67 1.9 3.4 13.2

MSCI World 2,161.61 1.1 0.6 4.1

MSCI EAFE 1,957.03 1.6 -2.2 -2.6

MSCI Emerging Mkts 1,050.19 2.7 -3.3 -7.7

MARKETS IN REVIEW
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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.


