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MACRO STRATEGY

A neutral interest rate policy is associated with a normal 
yield-curve slope. Last year, the Federal Reserve (Fed) went 
well past neutral, almost inverting the yield curve and raising 
fears of recession. We believe a 2019 pause in Fed policy 
will allow the global economy to heal after the excessive 
tightening of 2018.

THOUGHT OF THE WEEK

The strong U.S. consumer continues to drive robust retail 
sales—splurging to the tune of around $1,100 per person 
this holiday season. Amid shifting preferences toward 
e-commerce and omnichannel retailers, the consumer 
remains a key driver of corporate earnings for 2019, 
supported by a healthy jobs market and higher wage gains.

GLOBAL MARKET VIEW

European stocks underperformed the rest of the world last 
year, but given the economic, political and policy headwinds 
still facing the region, we retain a tactical underweight in 
developed Europe against an otherwise pro-risk stance in 
global equities.

PORTFOLIO CONSIDERATIONS

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

THE BALL REMAINS IN THE FED’S COURT

Chief Investment Office Macro Strategy Team

Weakening leading indicators of global growth combined with 
softer-than-expected incoming data from Europe and China and 
aggressive Fed tightening have created an explosive mix that 
culminated at the turn of the year with a surge in risk aversion 
and financial-market turmoil. Indeed, a hawkish Fed policy and 
rhetoric increasingly out of sync with the economic outlook 
predictably spurred a frantic market rush to translate shattered 
expectations of prudent Fed policy into growing expectations of 
recession by the end of 2019.  

We have long perceived excessive Fed tightening as the 
main risk to the outlook. As such, we believe that, although 
unsettling, the late-2018 market riot gave the Fed enough lead 
time to reconsider its policy and ultimately seek to prevent an 
unnecessary recession.  Assuming the Fed pauses for a while 
to allow the economy to digest the cumulative effects of its 
tightening to date, and assuming that the dollar has peaked—due 
to the Fed pause itself and to downside pressures coming from 

four years of rising trade deficits—our base-case scenario for 
2019 remains for a continuation of a “Goldilocks” U.S. growth and 
inflation environment. However, Fed policy remains key.

Supporting our view, a more-accommodative tone in recent 
speeches by Fed officials and an internal debate regarding 
the wisdom of unabated monetary-policy tightening apparent 
in minutes from the December 2018 Federal Open Market 
Committee meeting have already greatly improved market 
sentiment. Extreme risk aversion has given way to a meaningful 
retracement of the late-2018 equity-market declines, a 
stabilization in long-term Treasury yields, and a rollover in credit 
spreads, volatility and the trade weighted dollar index.  

A slowdown in the first half of 2019 appears inevitable, however. 
First, housing affordability, homebuilding and home sales have 
likely weakened enough to keep consumer spending from 
becoming exuberant in 2019 despite strong real income growth 
and still-elevated confidence levels. Second, the full effect of 
Fed hikes to date on small businesses’ sales, earnings, worker 
compensation and hiring plans has yet to be fully felt. Third, 
negative effects from softening manufacturing and trade activity 
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overseas, with particularly broad-based weakness in European 
industrial production, should also restrain U.S. growth and the 
manufacturing Institute for Supply Management (ISM) index, as 
should heightened uncertainty around trade disputes. 

As discussed last year, a moderation in the manufacturing ISM 
index following a longer-than-expected stretch of exceptional 
strength was imminent given its mean-reverting characteristics 
(Exhibit 1). After greatly defying expectations on the upside last 
year, the index appears to have finally cracked, with a plunge 
in December led by deep-diving new orders, themselves an 
important leading indicator of the business cycle. The index is a 
proxy for the most cyclical part of the economy and thus is closely 
watched for clues about corporate revenues and earnings growth.

While downtrends in the ISM index tend to be accompanied by 
deteriorating annual returns on equities and commodities, the 
current downturn should benefit from a number of supports 
that may make it shallower and less protracted than the 
previous two minicycles of the current expansion (2011–2012 
and 2014–2016). In turn, this would soften the negative 
effects on revenues and earnings growth that typically 
accompany downturns in this index. Specifically, we expect 
pro-growth U.S. policies, still-strong business sentiment, very 
favorable real consumer-income underpinnings, and a likely 
further dollar depreciation to help the ISM index bottom at a 
higher level (possibly around 51 versus 48) and quicker (likely 
by midyear) than in the previous two episodes.

Exhibit 1: ISM Index Likely to Continue to Surprise to the Upside 
with a Shallower First-half Slowdown and a Sharper Rebound.
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Past performance is no guarantee of future results.

If past correlations are any indication, this pattern would 
suggest that year-over-year equity returns should remain 
under pressure before starting to improve in the second half 
of 2019. If correct, this would be consistent with the S&P 500 
index inching closer to its September 2018 peak as the year 

progresses. As they lead the cycle and are more sensitive to 
changes in the dollar, commodity prices could also benefit, likely 
bottoming soon and possibly gaining up to 10% by fall.  

The combination of a “soft-landing” in the ISM index with a 
gentle dollar depreciation this year and a stronger nominal 
gross domestic product (GDP) growth environment than in the 
previous two midcycle slowdowns suggests that most of the 
deceleration in corporate revenue growth is probably behind us. 
Indeed, highly sensitive to changes in the dollar, revenue growth 
decelerated sharply from +11% year-over-year in the second 
quarter of 2018 to +4.7% six months later, largely as a result of 
the 2018 dollar appreciation. As shown in Exhibit 2, we expect 
2019 average revenue growth of around 6% (compared to +9% 
in 2018), with similar likely gains for earnings per share. 

Exhibit 2: S&P 500 Revenue Growth Likely in Mid-to-high 
Single-digit Range This Year.
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Past performance is no guarantee of future results.

Consistent with our view for continued expansion and healthy 
revenue growth for the foreseeable future, credit spreads, which 
tend to increase substantially before a recession and which 
spiked along with other measures of risk aversion in December, 
have given back about half of their December flare-up and 
remain much below average. Fittingly, so do other financial-
stress indicators, such as the TED spread. The stabilization 
of the yield-curve spread in positive territory following its 
December plunge also fits our outlook. 

As shown in Exhibit 3, the spread (here shown as the difference 
between the 10-year and 2-year Treasury note yields) dropped 
close to territory typically associated with one-year-ahead 
recession signals, but renewed curve steepening while the 
Fed pauses is possible, consistent with a prolonged expansion 
into late 2020. That’s because the widening gap over the past 
year between our yield-curve spread estimate based on the 
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fundamental justifications for Fed tightening and the actual 
spread has long indicated increased market perceptions of 
an unnecessarily restrictive Fed policy. Its recent collapse 
reflected more than a slowdown as outlined above. It reflected 
a rising fear of a Fed-induced recession by the end of 2019. As 
discussed above, a rate-hike pause would allow the economy 
to absorb the tightening to date, prolonging the expansion 
into at least late 2020, given otherwise strong U.S. economic 
fundamentals. Viewed this way, the late 2018 Fed mistake and 
strong market reaction may turn out to be beneficial to the 
longevity of this expansion and bull market in equities. The ball 
remains in the Fed’s court, however.

Exhibit 3: Yield Curve Flattened More Than Justified By 
Inflation Pressures As Fed Got Carried Away.
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EUROPE’S SEA OF TROUBLES: STAYING 
UNDERWEIGHT IN EUROPEAN EQUITIES

Ehiwario Efeyini, Senior Vice President and Senior Market Strategy Analyst

The start of 2019 marks 20 years since the launch of the 
euro, which on January 1, 1999, became the centerpiece of 
a half century of deepening European economic integration. 
But two decades on, European leaders have relatively little to 
celebrate. The European Union’s (EU) second largest economy, 
the U.K., risks a chaotic exit from the bloc. Its fourth largest 
economy, Italy, has only recently agreed to EU fiscal rules after 
challenging them for months. Economic growth is cyclically 
weak. And for eurozone members, the absence of a fiscal 
union and stalled progress on the banking union prevent a 
coordinated policy response to crises of the type witnessed 
in 2011–2012. European stocks underperformed the rest 
of the world last year, but given the economic, political and 
policy headwinds still facing the region, we retain a tactical 
underweight in developed Europe against an otherwise pro-
risk stance in global equities. 

Across 50 private forecasters surveyed by Bloomberg, the 
current consensus is for eurozone economic growth to fall to 
just 1.5% in 2019 — the slowest pace in five years. And the 
rate of growth in expected earnings for European equities has 
also fallen, with the 12-month change in year-ahead earnings 
per share for the region weakest among the major developed 
markets (Exhibit 4).

Exhibit 4: Growth in Expected Earnings Weakest in Europe 
Among Major Developed Markets.
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Source: Bloomberg. Data as of December 2018.

Even after last month’s agreement between the European 
Commission and the new Italian government, there remains 
a risk of new budget clashes in 2019. The EU’s third and fifth 
largest economies, France and Spain, each recorded fiscal 
deficits of 2.7% of GDP in the latest reading for 2018— close 
to the 3% limit imposed by the union’s Stability and Growth 
Pact (SGP) (Exhibit 5).
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Exhibit 5: EU Budget Deal Reached with Italy, but France and 
Spain Close to EU Deficit Limit.
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Five countries— Germany, France, Italy, Spain and the U.K.— 
account for roughly 70% of both EU GDP and developed Europe 
market capitalization (Exhibit 6). They therefore warrant the 
most attention from investors focused on European markets in 
aggregate. But near-term economic and political challenges for each 
of the five are likely to constrain equity returns, while additional risks 
from upcoming elections in the European Parliament and shifting 
European Central Bank (ECB) monetary policy may further weigh on 
investor sentiment toward the regional market.

Exhibit 6: Western Europe GDP and Market Capitalization 
Dominated by Five Countries.
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Germany likely suffered a contraction in economic activity in the 
second half of 2018 after recording its first negative growth print 
for over three years in the third quarter. The weakness has been 
driven in part by temporary domestic factors—slower vehicle 
production due to tighter emissions regulations and drought-
related delays to imported parts and raw materials. But as a 
major exporter of capital goods, external headwinds from slower 

industrial activity in China may be more persistent. This comes 
alongside a weakened chancellor, a probable successor who 
represents the status quo and deeper structural problems in other 
large EU trading partners.

In France, the ongoing street protests have forced government 
concessions in the form of a publicly funded increase in the 
minimum wage and tax relief for pensioners and lower-income 
earners. The demonstrations themselves are estimated to have 
shaved 0.1 percentage points from growth last quarter, with the 
industry impact concentrated in tourism, restaurants and hotels. 
But the future budget impact should be more significant for 
markets. French sovereign debt spreads have not widened as we 
saw in Italy last year, but the new measures are expected to cost 
around 0.4% of GDP, raising the risk that France’s fiscal deficit 
breaches the SGP limit in 2019. 

Italy itself has temporarily averted a political rift with the EU 
after the government revised down its proposed fiscal deficit at 
the end of last year. But Italy’s low rate of trend growth (which 
has registered just 0.3% annualized since euro inception) has 
been the major driver of its rising public debt-to-GDP ratio and 
will only be compounded by the new budget resolution. The 
government revised down its growth forecast for 2019 from 
1.5% to 1.0%, meaning its fiscal problems have likely only been 
deferred rather than resolved.

Spain is the only one of Europe’s big five economies expected 
to grow above the EU average this year, but as in France, the 
2019 government budget is likely to be the major concern for 
markets. The Spanish prime minister is targeting a 5% increase 
in public spending on regional investment projects, pensions and 
other benefits in order to gain enough support for his minority 
government. Passage of the budget would avoid the risk of 
new elections and the potential installation of a coalition of 
opposition parties that would include far-right euroskeptics. But 
the European Commission at the same time has cast doubts 
over the government’s ability to fund the proposed budget while 
still adhering to EU fiscal rules. 

Following last week’s rejection of the U.K. government’s EU 
withdrawal agreement, uncertainty over the Brexit process 
has also increased. There is now a high likelihood that the 
March 29 exit date will not be met, whichever path is chosen 
by lawmakers over the coming days and weeks. And the 
involvement of members of Parliament across parties should 
also reduce the chance of a no-deal outcome, given that the 
majority of them do not support it. The prospect of a softer exit 
that leaves the U.K. more closely aligned with EU trade policy 
could lift near-term sentiment in markets from current levels. 
But it should be emphasized that any type of exit would reduce 
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economic output. Under the government’s official scenario 
analysis, a worst-case no-deal Brexit would leave the economy 
up to 10.7% smaller after 15 years. But even the mildest 
possible form of exit would still reduce output by up to 2.4% 
over the same period. The effect on the remaining EU-27 would 
be smaller overall as U.K.-EU exports relative to U.K. GDP are 
roughly four times larger than EU-U.K. exports relative to EU 
GDP. But the impact on individual EU countries and sectors with 
more exposure to U.K. demand, such as German automakers 
and French agricultural producers, would be greater.

The policy outlook for two important European institutions also 
leaves us cautious over prospects for the regional equity market 
in 2019. All seats in the European Parliament will be contested 
in parliamentary elections at the end of May, a process that will 
allocate key EU-wide powers such as approval of the annual 
EU budget and veto power over new EU trade agreements. 
Mainstream centrists currently control the Parliament. But in line 
with trends at the national level, populist parties are expected to 
make gains in the upcoming vote, and this raises the risk of more 
disruption to the EU’s legislative agenda.

Our final major concern is eurozone monetary policy. The ECB 
ended its asset purchase program last month, pledging to keep 

its balance sheet at the current size of 4.7 trillion euros until well 
after it starts to raise interest rates—a process not expected to 
begin until late 2019 at the earliest (and likely much later). The 
ECB is well behind the Federal Reserve in normalizing monetary 
policy, but for three main reasons the shift in policy could 
further unsettle local markets over the course of the year. First, 
core inflation in the eurozone stands at just 1.0%. Though the 
Bank’s “below but close to 2%” mandate is based on the higher 
headline measure, headline inflation has historically reverted 
back toward core and not the other way round. Second, the ECB 
is likely to reinvest less back into the debt of the three large 
economies with the weakest fiscal positions. The Bank already 
holds Italian, French and Spanish bonds in greater proportion to 
its targeted allocations, meaning the initial pace of reduction in 
quantitative easing will be faster for these three markets. And 
third, President Mario Draghi is due to finish his term at the end 
of October. This means an unknown and untested successor will 
ultimately oversee the process of rate increases and balance 
sheet reduction, raising the potential for a policy mistake. We 
expect a gradual recovery for global equities overall this year, 
but economic, political and policy risks cause us to remain 
underweight in European markets.

THOUGHT OF THE WEEK 

GLOBAL MARKET VIEW (Continued)

U.S. CONSUMERS SPREADING HOLIDAY CHEER

Chief Investment Office

Online sales increased over 20% versus a year ago, representing 
an acceleration from 2018 over 2017 (Exhibit 7). Mall traffic 
was down low single digits, but conversion rates increased 
substantially. Discounts were larger, and free shipping was de 
rigueur. Toys, apparel, prestige beauty and electronics were big 
winners. Total holiday retail sales increased 5.2%, which was 
above consensus expectations of +4.5%.1

• Holiday online sales are eclipsed $125 billion, with about $40 
billion done between Thanksgiving Day and Cyber Monday. An 
estimated 165 million shopped online and in stores.

• Black Friday online sales were approximately $6.2 billion, 
and Cyber Monday online sales approached $8 billion, 
representing a 20% increase over last year.

• About 35% of all e-commerce sales came from a mobile 
device, up from 29% last year, and about 50% of that total 
was from a smartphone.

• According to the National Retail Federation, 70% of all 
consumers spent more on the holiday than a year ago. 

Approximate per capita spend is estimated to be $1,100.

• Mall traffic trends were down low single digits according to 
Shopper Track. Department stores saw sales growth turn down 
in December, and, as a result, overall holiday sales were flattish.

• Self-gifting was very apparent in-store as shoppers purchased 
beauty products, seasonal apparel and consumer electronics.

What to expect next:

• Profit margins will be affected by free shipping and the 
absorption of higher delivery costs and higher labor costs. For 
the late omnichannel adopters, customer acquisition costs 
have doubled in the past year, when taking into account the 
costs of holding inventory, warehousing and last-mile delivery 
costs. Retail profitability will likely come in below expectation 
as retailers report their fourth-quarter results.1

• Sales comparisons get more difficult going into 2019, and 
tariff-related sourcing costs will crimp margins.

• The bright light going into 2019 is the housing related do-it-
yourself and pro contractor business.

1 Sources: National Retail Federation; Chain Store Age; MasterCard Spending Pulse and 
Shopper Trak. Data as of January 16, 2019.
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THOUGHT OF THE WEEK (Continued)

Exhibit 7: Desktop & Mobile Digital Commerce Share of Corresponding Consumer Spending.
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Asset Class Weightings (as of 01/08/19)

Under-
weight Neutral Over-

weight

Global Equities

U.S. Large Cap Growth

U.S. Large Cap Value

U.S. Small Cap Growth

U.S. Small Cap Value

International Developed

Emerging Markets

Global Fixed Income

U.S. Governments

U.S. Mortgages

U.S. Corporates

High Yield

U.S. Investment Grade 
Tax Exempt

U.S. High Yield Tax Exempt

International Fixed Income

Alternative Investments* see CIO Asset Class Views

Hedge Funds

Private Equity

Real Assets

Cash

*  Many products that pursue Alternative Investment strategies, 
specifically Private Equity and Hedge Funds, are available only to 
pre-qualified clients.
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S&P 500 Sector Returns
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Economic and Market Forecasts (as of 01/18/19)
Q1 2018A Q2 2018A Q3 2018A 2019E

Real global GDP  
(% y/y annualized) - - - 3.5

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

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

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

Unemployment rate(%) 4.1 3.9 3.8 3.6

Fed funds rate,  
end period (%) 1.63 1.88 2.13 2.88

10-year Treasury,  
end period (%) 2.74 2.86 3.06 3.00

S&P 500, end period 2641 2718 2914 2900

S&P earnings ($/share) 37 41 43 170

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

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

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

The forecasts in the table above are the base line view from BofAML Global Research team. The Global Wealth & 
Investment Management (GWIM) Investment Strategy Committee (ISC) may make adjustments to this view over 
the course of the year and can express upside/downside to these forecasts.
Past performance is no guarantee of future results. There can be no assurance that the forecasts will 
be achieved.
Economic or financial forecasts are inherently limited and should not be relied on as indicators of future 
investment performance.
A=Actual  / E=Estimate  / S&P 500 represents a fair value estimate for 2019  
1 Forecast represents a period average
Sources: BofAML Global Research; GWIM ISC.

Source: Bloomberg, Factset.Total Returns from the period of 01/14/19 to 01/18/19.  Bloomberg Barclays Indices.1 Spot price returns.2  All data as of the 01/18/19 close.  
Past performance is no guarantee of future results.

Fixed Income1 

Total Return in USD (%)
Current WTD MTD YTD

Corporate & Government 3.28 -0.2 0.0 0.0

Agencies 2.86 -0.2 -0.3 -0.3

Municipals 2.64 0.1 0.4 0.4

U.S. Investment Grade Credit 3.33 -0.2 0.0 0.0

International 4.15 0.1 0.6 0.6

High Yield 7.05 0.7 3.8 3.8

Current
Prior  

Week End
Prior  

Month End
2017 

Year End
90 Day Yield 2.35 2.37 2.36 2.36

2 Year Yield 2.62 2.54 2.49 2.49

10 Year Yield 2.79 2.70 2.69 2.69

30 Year Yield 3.10 3.03 3.02 3.02

Commodities & Currencies
Total Return in USD (%)

Commodities Current WTD MTD YTD
Bloomberg Commodity 169.64 2.2 6.2 6.2

WTI Crude $/Barrel2 53.80 4.3 18.5 18.5

Gold Spot $/Ounce2 1,281.75 -0.4 -0.1 -0.1

Currencies Current
Prior  

Week End
Prior 

Month End
2017 

Year End
EUR/USD 1.14 1.15 1.15 1.15

USD/JPY 109.78 108.48 109.69 109.69

USD/CNH 6.80 6.76 6.87 6.87

Equities
Total Return in USD (%)

Current WTD MTD YTD
DJIA 24,706.35 3.0 6.0 6.0

NASDAQ 7,157.23 2.7 7.9 7.9

S&P 500 2,670.71 2.9 6.6 6.6

S&P 400 Mid Cap 1,817.25 3.1 9.3 9.3

Russell 2000 1,482.50 2.4 10.0 10.0

MSCI World 2,000.77 2.2 6.3 6.3

MSCI EAFE 1,804.92 1.1 5.0 5.0

MSCI Emerging Markets 1,018.45 1.7 5.4 5.4



IMPORTANT DISCLOSURES
This material was prepared by the Chief Investment Office (CIO) and is not a publication of BofA Merrill Lynch Global Research. The views expressed are those of the CIO only and are 
subject to change. This information should not be construed as investment advice. It is presented for information purposes only and is not intended to be either a specific offer by 
any Merrill Lynch or U.S. Trust entity to sell or provide, or a specific invitation for a consumer to apply for, any particular retail financial product or service that may be available.
Global Wealth & Investment Management (GWIM) is a division of Bank of America Corporation. Merrill Lynch Wealth Management, Merrill Edge®, U.S. Trust, and Bank of America 
Merrill Lynch are affiliated sub-divisions within GWIM. The Chief Investment Office, which provides investment strategies, due diligence, portfolio construction guidance and wealth 
management solutions for GWIM clients, is part of the Investment Solutions Group (ISG) of GWIM.
Investing involves risk, including the possible loss of principal. No investment program is risk-free, and a systematic investing plan does not ensure a profit or protect against 
a loss in declining markets. Any investment plan should be subject to periodic review for changes in your individual circumstances, including changes in market conditions and your 
financial ability to continue purchases.
Economic or financial forecasts are inherently limited and should not be relied on as indicators of future investment performance.
It is not possible to invest directly in an index.
Asset allocation, diversification, dollar cost averaging and rebalancing do not ensure a profit or protect against loss in declining markets. Dollar cost averaging involves continual 
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.
Stocks of small-cap companies pose special risks, including possible illiquidity and greater price volatility than stocks of larger, more established companies. 
Companies may reduce or eliminate dividend payment to shareholders. Historically, dividends make up a large percentage of stocks’ total return. 
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.
Trade-weighted U.S. dollar index, also known as the broad index, is a measure of the value of the United States dollar relative to other world currencies.
ISM Manufacturing Index is based on surveys of more than 300 manufacturing firms by the Institute for Supply Management (ISM). The ISM Manufacturing Index monitors 
employment, production, inventories, new orders and supplier deliveries. 
S&P 500 Index includes a representative sample of 500 leading companies in leading industries of the U.S. economy. Although the index focuses on the large-cap segment of the 
market, with approximately 75% coverage of U.S. equities, it is also an ideal proxy for the total market.
MSCI Europe index is part of the Modern Strategy and represents the performance of  large and mid-cap equities across 15 developed countries in Europe.


