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MACRO STRATEGY

The above-trend strength in the U.S. economy reflected in 
incoming data is likely to easily absorb the relatively minor 
impact currently anticipated from the escalating trade wars. 
By helping to cool the late-cycle expansion and preventing 
overheating, a trade drag could even extend the cycle by 
causing less monetary tightening.

THOUGHT OF THE WEEK

Notwithstanding explosive growth in U.S. e-commerce 
over the past few years, the sector still makes up a small 
share of total U.S. retail sales. Looking forward, we see 
plenty of potential upside for e-retailing given less-
than-expected penetration rates, and we anticipate solid 
performance from “top of class” traditional U.S. retailers, 
bolstered by a currently healthy U.S. consumer market.

GLOBAL MARKET VIEW

Investors often focus on how their view of the macro-economic 
outlook should be reflected in the financial markets, but 
conversely, perhaps there is value in understanding what the 
markets are telling us about the macro landscape. We detail 
a series of noticeable market trends this year and what they 
signal about underlying fundamentals of the global economy.

PORTFOLIO CONSIDERATIONS

We reaffirm our positive view on equities and negative 
view on fixed income given the current growth momentum 
building, particularly in the U.S.

MORE EVIDENCE OF A GOLDILOCKS ECONOMY

Chief Investment Office Macro Strategy Team

Incoming data have continued to support our expectations for 
a “goldilocks U.S. economy” characterized by solid growth, a 
robust labor market and relatively low inflation. Led by strong 
consumer spending (now seen expanding at about a 3.1% 
annualized rate in the second quarter), rising government 
spending, strengthening industrial production and robust 
business investment, second-quarter gross domestic product 
(GDP) is on track for over 4.0% growth according to the 
Atlanta Fed GDPNow estimate. This would be the strongest 
growth rate in four years and explains why payroll growth and 
other measures of labor-market conditions and consumer 
sentiment have continued to exceed consensus expectations. 
Indeed, with a very strong June hiring level and upside 
revisions to April and May, second-quarter payrolls gained an 
average of 210,000 per month compared to 198,000 

per month over the past 12 months. Manufacturing-sector 
employment is expanding at its fastest pace in more than 
two decades, with a net 155,000 jobs added year to date, 
according to the Bureau of Labor Statistics (BLS).

The surprise employment strength has been made possible by 
a combination of rising confidence in the prospect of finding 
a well-paying job and tax-cut incentives that have pulled more 
people into the labor market alongside strong labor demand. For 
example, while the increase in the labor-force participation rate 
from 62.7% in May to 62.9% in June may seem modest, when 
combined with population growth it has resulted in 600,000 more 
people working or looking for a job in June than in May, and 1.9 
million more people working or looking for a job versus a year 
ago, according to the BLS. This surge caused an increase in the 
unemployment rate to 4% from 3.8% in June, which together 
with “core” inflation reaching the Fed’s 2% target validates the 
central bank’s wisdom in only gradually removing accommodation 
to date. This view was reiterated in Fed Chairman Jerome Powell’s 
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July 17, Semiannual Monetary Policy Report to the Congress: “with 
a strong job market, inflation close to our objective, and the risks to 
the outlook roughly balanced, the Federal Open Market Committee 
(FOMC) believes that—for now—the best way forward is to keep 
gradually raising the federal funds rate.” 

We agree. The manufacturing and nonmanufacturing activity 
survey results show that U.S. economic growth momentum 
remained solid in the third quarter. The National Federation of 
Independent Business (NFIB) showed a three-decade high in 
small-business optimism in the second quarter, with the highest 
percentages of businesses reporting that this is a good time to 
expand in more than 45 years and the highest percentage of 
businesses raising worker compensation in 34 years pointing 
to sustained strong jobs growth and accelerating wages into 
2019. Robust labor-market conditions and elevated consumer 
and business sentiment are clearly reflected in the quits rate 
reaching an 18-year high, layoffs surprising sharply to the 
downside, and job openings surging to new records while upside 
pressures on wages are slowly rising. 

A weighted average of employment components for 
manufacturing and nonmanufacturing sectors in the Institute 
for Supply Management (ISM) surveys is consistent with about 
1.6% payroll growth over the next few months. Our estimates 
for the labor-force participation rate indicate sufficient room 
for employment to increase at a robust 1.3% pace next year 
(or about 160,000 per month compared to an average of about 
190,000 per month this year), in line with our economic growth 
and labor-demand estimates. While this employment growth 
pace assumes continued gains in the prime-age participation 
rate—which is essential just to keep the participation rate flat 
at 63% in 2019 because of the aging population—it would still 
bring the unemployment rate down to an average of 3.7% next 
year, further increasing upside pressures on wages. 

However, upside surprises on the participation rate front 
cannot be ruled out given the unexpectedly high levels of 
optimism pervading businesses and consumers as well as the 
yet-to-be fully felt effects of recent pro-business policies. 
This, combined with a likely acceleration in productivity in 
the context of healthier economic conditions compared to 
the “secular stagnation” decade, suggests stronger potential 
growth and continued expansion into 2020. In fact, as we 
discussed in our Capital Market Outlook last week, U.S. 
growth consensus estimates, including Congressional Budget 
Office (CBO) estimates, have been revised up in light of the 
Trump administration’s pro-business policies. Still, as the 
expansion continues to tighten labor and product markets, 

and the federal funds rate increases, the focus on leading 
indicators of inflation and recession will likely intensify. 

For now, despite much handwringing, the yield-curve spread 
between the 10-year Treasury note yield and the federal funds 
rate, which has historically been the best leading indicator of 
recession, remains closer to average than to danger territory, 
consistent with a low probability of recession into mid-2019 
given its typical 12-month lead. Growth and labor-market 
conditions don’t appear conducive yet to excessive wage growth 
or inflation over the next year, suggesting little reason for the 
Fed to flatten the yield curve much more through mid-2019 by 
aggressively raising the federal funds rate. In our view, absent 
a Fed policy mistake or unexpected exogenous shock, the 
probability of recession is likely to remain relatively low well into 
mid-2020 while wage growth and inflation remain under control: 

First, while “core” inflation has rebounded to a six-year high of 
2.2% in June from 1.7% year-over-year in June 2017, leading 
inflation indicators suggest only moderate inflation pressures 
over the next 12 months. Subdued housing-sector activity, tame 
import prices (not least due to the stronger dollar this year), and 
the restraining effects on real consumer spending from rising 
interest rates and energy prices indicate that “core” Consumer 
Price Index (CPI) inflation will likely increase at a moderate pace 
ahead, hovering below 2.5% over the next 12 months (Exhibit 1). 

Second, inflation expectations remain well anchored, with the 
University of Michigan reporting that 5- to 10-year inflation 
expectations are still in the 2.4%-to-2.6% range for 19 
consecutive months in June.

Third, upside risk to labor-force participation rates and 
productivity suggests that potential growth may still be 
underestimated despite recent upside revisions to consensus 
estimates as noted above. 

Fourth, while we expect year-over-year growth in the average 
hourly earnings (AHE) wage measure to accelerate over the 
next year from 2.7% in June to about 3% to 3.5% in 2019 as 
a result of an increasingly dynamic and tight labor market, 
the aggregate wage growth in the economy—which takes 
into account hourly wage growth as well as the increase in 
hours worked and employment growth—has not accelerated 
as much as before past recessions. Given the leads and lags 
involved, its momentum suggests a slightly below-average 
yield-curve spread into mid-2019 and still a relatively low 
probability of recession into early-to-mid 2020. 

Fifth, margins are elevated and could absorb some of the 
labor-cost pressures.
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Sixth, tariffs are not necessarily inflationary. They act more 
like a one-time tax on consumers. Despite much handwringing 
about potential tariff-related negative impacts on growth, 
some slowdown from the red-hot second-quarter growth 
pace could in fact help extend the expansion by preventing 
overheating and more aggressive Fed tightening policy in 
coming quarters. The effects of escalating trade tensions 
depend on initial conditions, and U.S. economic fundamentals 
are currently strong, with leading indicators still favorable nine 
years into the current business expansion, the unemployment 
rate already low and “core” personal consumption expenditures 
(PCE) inflation close to the Fed’s target. Some cooling from 
rising tariffs could just do some of the Fed’s job. 

Exhibit 1: Modest Rise in Inflation Should Help Extend the 
Expansion through 2020.
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READING THE TEA LEAVES

Nick Giorgi, CFA®, Investment Strategist 

Investors often focus on how their view of macro economic 
developments should be reflected in the financial markets. However, 
perhaps there is value in uncoiling that process in reverse. After 
all, the markets are the ultimate judge and jury as it pertains to 
evaluating the efficacy of a trade. What might the markets be telling 
us about the underlying fundamentals of the global economy? 

In the following passages we will examine what the capital 
markets may be indicating through our observations.

SMALL CAPS HAVE OUTPACED LARGE CAPS

Small cap U.S. equities, as represented by the Russell 2000 
Index, have outpaced their large cap counterparts, represented 
by Russell 1000 Index, by over 5% since March of this year. 
Looking under the hood, one of the most notable differences 
between the two indexes is that large cap stocks accrue 
approximately 38% of their revenue from international 
sources, whereas small cap companies attribute only 19% of 
revenue from abroad.1 In addition to the differences between 
geographical exposures, the consensus earnings expectations 
for the Russell 2000 Index indicates much faster growth than 
for that of the Russell 1000 Index, both this year and next. 

As it pertains to the material outperformance of small cap 
stocks relative to large caps, it appears that the market is 
signaling belief that the U.S. economy is diverging in its 
growth trajectory and surpassing international peers. 

1 FTSE Russell as of March 14, 2018. 

“BOND PROXIES” UNDERPERFORMED

Higher-yielding equity sectors, including telecoms and 
consumer staples, have floundered in comparison to the 
broader index. In fact, telecoms and staples have trailed the 
S&P 500 by 14.3% and 12.0%, respectively, for the year. 
During this period, fixed income yields have vacillated with the 
curve structure of maturities generally flattening as shorter-
term yields inch higher relative to longer-term yields. 

This stark underperformance of “bond proxies” may suggest 
that investors expect fixed income yields to grind higher from 
current levels, which would further exacerbate the exodus 
from these equity sectors as fixed income gains in relative 
attractiveness. After all, the yield on the 3-month Treasury bill 
is higher now than the dividend yield of the S&P 500 Index. 
Furthermore, the underperformance may reflect concerns 
on the part of companies that may encounter more stress in 
funding higher payouts as borrowing costs rise. 

THE DISLOCATION BETWEEN FRENCH AND GERMAN 
EQUITIES

German equities have been a drag on the European market this 
year, returning -5.1%, while French companies have been among 
the best performing, adding 1.7%.2 At first glance, there might 
not appear to be much rhyme or reason for the dislocation 
between these leading Eurozone member states, but upon further 
investigation there may be more than meets the eye.

In January, U.S. President Donald Trump enacted the opening 
salvo on what would be a global trade spat by approving global 

2 As represented by MSCI Germany Total Return Index and MSCI France Total Return 
Index as of 2018.

Chartered Financial Analyst® and CFA® are registered trademarks owned by CFA Institute.
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tariffs on the imports of solar panels and washing machines. Just 
weeks later, he would announce additional tariffs on steel and 
aluminum. These tariffs follow a string of dialogue from President 
Trump which rebutted German trade practices and demanded 
greater military spend. For an economy more dependent on 
exporting goods, Germany will be acutely effected by any policy 
that might disturb their trade regime. While the immediate 
economic effects of trade friction have been minimal, clearly the 
market is projecting worry that additional measures may come.

Alternatively, French President Emmanuel Macron was 
elected with a clear public mandate to enact market-friendly 
structural reforms which have eluded other European states. 
Furthermore, total trade (imports plus exports) currently 
represents a more modest 63% of French GDP while it 
represents 87% of German GDP.3 As the market digests 
Macron’s policy in parallel with a more insulated economy, it 
appears to be giving France the benefit of the doubt. 

Exhibit 2: Germany is Very Reliant Upon Trade.
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LOW LEVELS OF THE VIX AND MOVE 

On February 5, 2018, the Chicago Board Options Exchange 
SPX Volatility Index (“VIX”) jumped from 17.3 to 37.3. Such 
a furious jump amounted to a 5.6 standard-deviation swing 
across five years of past data and evoked levels rarely seen 
outside of significant moments of stress.4 In addition, the 
Merrill Lynch Option Volatility Estimate (“MOVE”) Index, a 
measure of bond volatility, also spiked in February but not 
nearly to the same degree or level of infrequency as that of 
the VIX. Today, both measures of volatility have declined, which 
seems to defy the anxiety that many investors may have as it 
pertains to global growth divergence, trade wars, Fed interest 
rate hikes and an aging economic cycle in the U.S. 
3 The World Bank as of July 23, 2018. 
4 Chief Investment Office, Bloomberg as of July 23, 2018. 

This disconnect may mean that investors do not fear the Fed 
tightening cycle and that the roller-coaster trade negotiations 
and headlines will not disrupt the business cycle. If true, this 
positioning raises the possibility of downside surprises or at 
a minimum, episodic volatility. Alternatively, this disconnect 
demonstrates that global liquidity is still quite abundant and is on 
the hunt for reasonable returns and yield and is willing to accept 
the aforementioned risks to achieve them. 

GROWTH LEADING VALUE

A common heuristic for illustrating optimal investment periods 
for growth or value styles is that growth tends to outperform 
in later-cycle or recessionary periods, when earnings growth 
is scarce, while value tends to perform earlier in the cycle, as 
earnings build momentum. Since 2017, the Russell 1000 Growth 
Index has led the Russell 1000 Value Index by 32%. Conventional 
wisdom would lead us to believe that the market is indicating that 
the U.S. economy is in the later stage of its cycle and a recession 
may be near. However, growth has also outperformed value by 
55% since 2013 and has only endured one year of significant 
relative underperformance since the global financial crisis. 

Rather than subscribe to a narrative revolving around broad 
economic cycle patterns, the market may be more accurately 
depicting a divergence amongst sectors. As constituted, the 
Russell 1000 Growth Index counts informational technology 
and consumer discretionary amongst its largest overweight 
allocations, while the Russell 1000 Value Index carries greater 
exposure to financials, energy and the previously mentioned 
“bond proxies.”5 With the strong and continued outperformance 
of growth versus value, we think that the market is indicating 
its conviction for the secular growth trajectory of technology 
companies in addition to acknowledging strong fundamentals for 
the U.S. consumer, which is helping to drive retail spending in both 
the traditional and e-commerce channels, to which we concur. 

VARIANCE BETWEEN INDUSTRIAL METALS AND OIL

Not all commodities are created equal, or are consistent with 
underlying macro trends. Industrial metals and crude oil are 
typically influenced by the level of global economic activity, which 
translates into demand for each respective commodity. However, 
industrial metals have suffered declines exceeding 11% this year, 
while WTI crude oil has currently surged over 17%. 

The decline in metals appears to be conveying the ruinous 
potential effects that a Chinese slowdown might have on 
industrial production. As the largest marginal consumer of 
industrial metals, if Chinese demand wanes through the course 

5 FTSE Russell as of July 23, 2018. 
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of a natural deleveraging process or from global trade friction, 
those commodity prices are vulnerable. 

The price of crude oil is also influenced by global demand, but 
the supply dynamics explain its divergence. First and foremost, 
the demand structure for crude oil is markedly different than 
industrial metals. Whereas China represents 50% of total 
global demand for copper it only represents 13% of global 
demand for crude oil.6 As such, global demand for crude oil 
can increase even in the face of potential weakness in China. 
Perhaps more importantly, the supply side of the crude market 
has faced challenges that threaten to limit output or drain 
inventories. Political turmoil in Venezuela, outages in Nigeria, 
and potential sanctions directed towards Iran all combine to 
help offset gains by American producers. In the case of oil, the 

6 World Bank. “Commodity Markets Outlook” April 2018.

market may be indicating that the broader economic backdrop 
remains positive, yet geopolitical flare-ups seem inevitable. 

The above observations confirm our macro views of a relatively 
stronger and improving U.S. economy with the key risks being 
ongoing U.S.-China-Europe trade negotiations, gradually rising 
interest rates, the need for structural reforms in the Eurozone and 
the possibility of episodic volatility. Reflecting this, we believe U.S. 
stocks — both large and small — are poised to advance given 
currently strong profit momentum and cash-flow generation, 
while remaining relatively cautious on international developed 
markets. We favor more cyclical growth segments of the market, 
such as technology and financials, and remain cautious on 
interest-rate-sensitive sectors such as utilities, and we prefer 
higher-quality exposure across the board in equities and credit.

GLOBAL MARKET VIEW (Continued)

HOLD THE OBITUARY ON BRICK-AND-MORTAR PLAYS

Joseph P. Quinlan, Head of Market Strategy 

It is commonplace to think of all things on demand given the ease 
by which busy U.S. consumers can order virtually anything — 
goods and services — on their smartphones. Hence the common 
narrative that e-commerce is in, brick-and-mortar stores are out. 
Not so fast. The actual numbers are a little more nuanced. 

Notwithstanding explosive growth in U.S. e-commerce over 
the past few years, with internet retail sales expanding by 
a 15% compound annual growth rate between 2012 and 
2017, e-commerce is but a mere slice of total U.S. retail sales 
(Exhibit 3). It’s a growing slice for sure, but in 2017 e-commerce 
accounted for slightly less than 12% of total U.S. retail sales, 
up from 6.9% in 2012. China leads the way in e-commerce 
sales, with internet sales as a percentage of the total nearly 
double America’s share last year (20.4%). This underscores the 
sophistication and maturation of internet retailing in China. 

Exhibit 3: E-Commerce as a % of Total Retail.

Countries E-Commerce as a % 
of Total Retail

E-Commerce CAGR*  
2012 – 2017 (%)

China 20.4 46.2
UK 15.7 8.6
U.S. 11.8 15.0
Germany 9.1 10.1
France 8.3 9.5
Japan 7.9 4.5
Greece 5.9 18.7
India 4.9 59.2
Russia 4.8 8.0
Italy 3.7 16.5

*Compound Annual Growth Rate. Sources: CLSA, Euromonitor. Data as of 2017. 

Looking forward, we see plenty of potential upside for 
e-retailing not only in China and the U.S. but also around the 
world given less-than-expected penetration rates. Internet 
retailing in India, for instance, is just 4.9% of total retail 
sales but is set to rise as more Indian consumers acquire 
smartphones and become comfortable shopping online. In other 
words, we’re in the early innings of the e-commerce boom. 

But that said, there is something to be said for those alleged 
stodgy brick-and-mortar stores. Indeed, unbeknownst to many 
investors, and despite the multiple obituaries on the death 
of traditional retail, some retailers are doing just fine, thank 
you. Indeed, year to date, a basket of more traditional retail 
stocks, while hardly in the same universe as Amazon, have 
outperformed the S&P 500, rising about 8.3% since January7 
versus 4.8% gains of the broader market.

As a point of reference: While Amazon accounts for about 44% 
of U.S. online sales, the company accounts for just 4% of total 
U.S. retail sales.8

Thus, we not only see significant growth potential in American 
and Chinese e-commerce companies, but also estimate solid 
performance from “top of class” traditional U.S. retailers, 
bolstered by a currently healthy U.S. consumer market. 

7 Bloomberg custom market cap weighted index containing the following S&P 500 
sub-industries: home improvement, apparel retail, general merchandise stores, 
specialty stores, and computer & electronics retail. Data is price change as of 
7/20/18.

8 Source: One Click Retail, Data as of 2017. See “Amazon Grabbed 4% of All U.S. Retail 
Sales in 2017, New Study Says,” CNBC, Jan 3, 2018. 

THOUGHT OF THE WEEK 
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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.

Economic and Market Ranges (as of 7/16/18)
Q3 2017 Q4 2017 Q1 2018 Q2 2018E 2016 2017 2018 E

Real global GDP  
(% y/y annualized) 3.2 3.8 3.5 – 4.0

Real U.S. GDP  
(% q/q annualized) 3.2 2.9 2.0 4.0 – 4.5 1.5 2.3 3.0 – 3.5

CPI inflation  
(% y/y)* 2.1 2.1 2.1 2.2 1.3 2.1 2 – 3

Core CPI inflation  
(% y/y)* 2 1.8 1.8 1.9 2.2 1.8 2 – 3

Unemployment rate,  
period average (%) 4.3 4.1 4.1 3.9 4.9 4.4 3.8 – 4.0

Fed funds rate,  
end period (%) ** 1.12 1.37 1.62 1.87 0.62 1.37 2.13 – 2.38

10-year Treasury,  
end period (%) 2.33 2.41 2.74 2.86 2.45 2.41 2.87 – 3.38

S&P 500,  
end period 2519 2674 2641 2718 2239 2674 2800-3000

S&P operating  
earnings ($/share) 33 36 38 40 119 132 156 – 162

U.S. dollar/euro,  
end period 1.18 1.2 1.23 1.17 1.05 1.2 1.10 – 1.20

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

Oil ($/barrel),  
end period 52 60 65 74 54 60 60 – 80

   The average quarterly percent growth for the current calendar year divided by the average quarterly percent 
growth for the previous calendar year, annualized (unless stated otherwise). E = Estimate.

 * Latest 12-month average over previous 12-month average
 ** Midpoint of the target range for the Fed Funds rate, end of period.
   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.
  These ranges are indicative of potential trends. The ranges are not deemed to be forecasts. 
  Source: Global Wealth & Investment Management Investment Strategy Committee.

Fixed Income1 

Total Return in USD (%)
Yield (%) WTD MTD YTD

Corporate & Government 3.26 -0.3 0.2 -1.7

Treasury Bills 2.01 0.0 0.1 0.9

Treasury Notes and Bonds 2.76 -0.3 -0.1 -1.2

Agencies 2.83 -0.1 0.0 -0.6

Municipals 2.62 0.1 0.4 0.2

U.S. Investment Grade 3.31 -0.3 0.1 -1.5

International 4.00 -0.4 0.6 -2.7

High Yield 6.39 0.1 0.6 0.8

Commodities & Currencies
Total Return in USD (%)

Level WTD MTD YTD
Bloomberg Commodity 172.48 -0.1 -4.2 -4.2

WTI Crude $/Barrel2 70.46 -0.8 -5.0 16.6

Gold Spot $/Ounce2 1,232.00 -0.8 -1.7 -5.5

Level Current
Prior  

Week End
Prior 

Month End
2017 

Year End
EUR/USD 1.17 1.17 1.17 1.20

USD/JPY 111.41 112.38 110.76 112.69

Source: Bloomberg, Factset. 1 Bloomberg Barclays Indices. 2 Spot price returns. All data as 
of the 7/20/18 close. Past performance is no guarantee of future results.

S&P 500 Sector Returns (For the week ending 7/20/18)

-1.9%
-1.8%

-1.6%
-0.8%

-0.5%
-0.5%
-0.4%

0.1%
0.2%

0.9%
2.2%

-3% -2% -1% 0% 1% 2% 3%

Energy
Telecom

Real Estate
Healthcare

Utilities
Materials

Consumer Discretionary
Information Technology

Consumer Staples
Industrials
Financials

Equities
Total Return in USD (%)

Level WTD MTD YTD
DJIA 25,058.12 0.2 3.4 2.6

NASDAQ 7,820.20 -0.1 4.2 13.9

S&P 500 2,801.83 0.0 3.2 5.9

S&P 400 Mid Cap 1,998.36 0.1 2.4 6.0

Russell 2000 1,696.81 0.6 3.3 11.2

MSCI World 2,139.17 0.2 2.4 2.9

MSCI EAFE 1,985.19 0.6 1.4 -1.4

MSCI Emerging Mkts 1,070.07 -0.5 0.5 -6.2

MARKETS IN REVIEW
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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).
© 2018 Bank of America Corporation. All rights reserved. AR9LB7WL

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.
Consumer Price Index (CPI) is a measure that examines the weighted average of prices of a basket of consumer goods and services, such as transportation, food and medical care. It 
is calculated by taking price changes for each item in the predetermined basket of goods and averaging them.
MSCI Germany Index is designed to measure the performance of the large and mid cap segments of the German market. With 67 constituents, the index covers about 85% of the 
equity universe in Germany.
MSCI France Index is designed to measure the performance of the large and mid cap segments of the French market. With 78 constituents, the index covers about 85% of the 
equity universe in France.
Russell 1000 typically comprises approximately 90% of the total market capitalization of all listed U.S. stocks. It is considered a bellwether index for large cap investing.
CBOE Volatility Index, known by its ticker symbol VIX, is a popular measure of the stock market’s expectation of volatility implied by S&P 500 index options, calculated and published 
by the Chicago Board Options Exchange.
Merrill Lynch Option Volatility Estimate Index (MOVE) is the bond market’s equivalent of the Chicago Board of Options Exchange Volatility Index (VIX), and helps to gauge the 
current level of fear or complacency in fixed income markets.
Russell 2000 Index is a small-cap stock market index of the bottom 2,000 stocks in the Russell 3000 Index. The index is maintained by FTSE Russell, a subsidiary of the London 
Stock Exchange Group.


