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 The Thundering Word 
      
  

The last of the great tail risks 
   
 
 

 From the Age of Deleveraging to the Great Rotation 
The macro backdrop is currently one of high liquidity and low growth. But in 2013 
we believe growth expectations will rise as stimulus gains traction and a transition 
from the Age of Deleveraging (2007-2012) to the Great Rotation (2013 onwards) 
will begin in earnest, led by the US. So our core asset allocation is bullish equities 
and credit, bearish bonds, neutral commodities.  

The last of the tail risks  
Shorter term, post the election, the fiscal cliff is a big deterrent to risk taking. 
What’s more, the re-election of President Obama brings into focus the potentially 
risk-negative subjects of taxation and financial regulation. Near term, we 
recommend: 1. hedging US equity exposure (via S&P 500 puts); 2. positioning in 
US 7s30s curve flatteners or going long US Treasury versus UK Gilts; and 3. long 
US dollar versus CAD or JPY. Absent a new recession, we believe a buying 
opportunity awaits. Watch for stabilization in banks stocks, the DVY ETF and high 
yield to gauge this entry point.  

Trade recommendations outside the US 
Away from the US, global risky assets continue to register as a “trading buy” as 
lower EU tail risk and improving China data overwhelm the US worries for now. In 
our view there is no need to add to outright risk positions just yet, but note that our 
2013 MSCI ACWI target of 370 implies roughly 12% potential upside for global 
equities. We favor taking a more cyclical bias in early 2013, so we recommend 
staying long credit, adding to European cyclicals, EM equities and, for the 
contrarian, Japanese equities.  

Chart 1: Watch the high dividend yielding ETF DVY for risk aversion 
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The Thundering Word 
The Thundering Word is a new weekly investment strategy publication that 
outlines our macro and market outlook as well as the best investment themes of 
BofAML Global Macro Research. In addition to outlining our key forecasts, we will 
provide an actionable asset allocation and short-term trades based on our house 
view and our proprietary sentiment and trading indicators.  

The one-two punch 
Here’s the skinny version of our macro and market view:  

 The macro backdrop is currently one of high liquidity and low growth. But in 
2013 we believe growth expectations will rise as stimulus gains traction and 
a transition from the Age of Deleveraging (2007-2012) to the Great Rotation 
(2013 onward) will begin in earnest, led by the US. So our core asset 
allocation is bullish equities and credit, bearish bonds, neutral commodities.  

 Shorter term, post the election, the fiscal cliff is a big deterrent to risk taking. 
We recommend hedging US equity exposure (via S&P 500 puts) and waiting 
for a better opportunity to sell US government bonds. But with global liquidity 
ample and China and Europe stabilizing, we would add to credit, European 
cyclicals and Japanese and EM equities.  

The year of living bearishly 
Bearish positioning in 2012 has been driven by concerns of a euro collapse, a 
China hard landing, the geopolitics of Iran and Israel and the US fiscal cliff. But 
none of the worst-case scenarios have unfolded. Liquidity has trumped all, and 
risky assets have performed exceptionally well. Italian government bonds have 
outperformed US stocks. Turkey, Hong Kong, and Germany have been the big 
equity market winners, and Portugal and Ireland are the best performing bond 
markets of the year.  

From the Age of Deleveraging to the Great Rotation 
Ultimately, this liquidity either will work, or it will not. We believe it will. So that is 
why, in our view, 2012 and 2013 will be transitional years for the financial markets 
– a shift from the Age of Deleveraging to the Great Rotation. History shows that 
the beginning of every great bull market in equities (1920s, 1950s, and 1980s) 
has coincided with a major inflection point in the trend of long-term bond yields 
(see Chart 3). If in 2013 jobs and credit validate Bernanke’s success in his “War 
against Deflation,” an era of rotation out of fixed income and into equities could 
begin.  

The strong performance of US real estate, bank stocks, and distressed European 
assets this year suggests to us that a stealth rotation has actually begun. The 
fiscal cliff may temporarily derail the journey, but in our view the destination 
remains a favorable one for financial assets. Our core asset allocation is bullish 
equities and credit, bearish bonds and neutral commodities.  

Market returns for the year (as of 11/7) 
Equities: +13.6% 
Bonds: +4.6% 
Commodities: +0.4% 
Cash: +0.1% 
 
YTD flows as % AUM (as of 10/31) 
EM debt +18.0% 
Corp HY +15.7% 
Corp IG +8.5% 
EM equities +4.0% 
DM equities -0.5% 
LO equities -2.0% 
 
Upcoming macro events 
- China leadership transition (11/8) 
- ECB meeting (11/8) 
- BoJ meeting (11/20) 
- EU summit (11/22) 
 

Chart 2: Banks are crux of the Great Rotation 
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Chart 3: The Great Rotation starts in 2013 
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Source: BofA Merrill Lynch Global Investment Strategy, Bloomberg, Haver 

Party on, credit 
The greatest beneficiary of the Age of Deleveraging has been assets that provide 
“yield,” most obviously corporate and Emerging Market bonds. The remarkable 
bull market in yield has been driven by the zero interest rate policies of the big 
central banks. Our US, European and Japanese economists expect no change in 
these policies anytime soon. Indeed, the risk of a hawkish Fed is arguably much 
lower now that Obama has been re-elected. So the liquidity support for high 
yielding assets remains strong and the house view on credit remains bullish.  

In both the US and Europe high yield should outperform high grade over the next 
3-6 months, in our view. In addition, although worries about irrational exuberance 
in credit markets are beginning to surface, our short-term signals indicate that 
both high yield and Emerging Markets debt remain short-term trading buys. 
Nonetheless, we are closely watching high yield, as it has corroborated all the 
true risk-off trades in recent years. This was particularly true during the European 
sovereign crisis and the debt ceiling debacle of 2011 (Chart 4). That brings us to 
the fiscal cliff.  

The last of the tail risks 
Of the three great tail risks of 2012, progress has been visible in alleviating the 
European sovereign debt crisis and the China hard landing risk. With the US 
election over, the fiscal cliff immediately increased market volatility. For some 
time now US economist Ethan Harris has maintained a very bearish short-term 
outlook on the fiscal cliff (which could amount to roughly 4.5% of GDP) and 
economic activity. What’s more, the re-election of President Obama brings into 
focus the potentially risk-negative subjects of taxation and financial regulation.  

 Taxation: The potential change to the dividend taxation policy is one reason 
to be cautious on US stocks short term. Equity income funds have attracted a 
lot of inflows in recent years, so we would watch the Select Dividend ETF 
(ticker DVY), today nestling on its 200 day moving average (see front page 
chart) for signs that investors are losing faith in “quality” within the US equity 
market.  

 Financial regulation: Analyst Phillip Middleton estimates that Wall Street 
could see an additional $2.4tn of collateral requirements due to tighter 
financial regulation. This could lead to weaker credit creation and activity.   

Chart 4: HY the crux of all risk-on/risk-off 
trades 
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Meet the equity market vigilantes 
Investors and corporations want smart and credible US fiscal policy. To date, 
markets have not been fazed by its absence. Many investors may welcome the 
vigilantes pushing down stock prices to pressure politicians, which would create a 
better entry point for those who are underweight equities.  

In the short term, we would be circumspect 
 Our trading signals indicate a trading sell for US stocks in coming weeks, so 

we recommend investors hedge longs with SPX puts.  

 Fixed income investors should anticipate flatter curves should the fiscal cliff 
bite: US7s30s flatteners or long US Treasury versus UK gilt positions are 
attractive, in our view.  

 The dollar should strengthen: FX Strategist David Woo recommends dollar 
long positions versus both CAD and JPY as the US fiscal cliff plays out.  

But our base case remains that the US economy will avoid a recession, and will 
pick up in the second half of next year. US Equity & Quant Strategist Savita 
Subramanian maintains her 2013 year-end S&P 500 target of 1600, so absent a 
new recession, we believe a buying opportunity awaits. Watch for stabilization in 
banks stocks, the DVY ETF and high yield to gauge this entry point.  

Japanese contrarian 
Away from the US, global risky assets continue to register as a “trading buy” as 
lower EU tail risk and improving China data overwhelm the US concerns for now. 
In our view there is no need to add to outright risk positions just yet, but note that 
our 2013 MSCI ACWI target of 370 implies roughly 12% potential upside for 
global equities.  

We recommend owning cyclical areas of the global market such as Europe, EM, 
and Japan. Within Europe we believe the rotation from defensives to cyclicals is 
only half way done. The relative performance of Emerging Market equities is firm, 
thanks to the pricing-out of a China hard landing, the absence of policy tightening 
and compelling valuations. We recommend sticking with this trade, but note that 
the inability of commodity markets to gain traction following recent China growth 
upgrades suggests markets are pricing in the fact that the next leg of the EM 
trade will be consumption rather than production driven.  

Finally, in our view Japan offers the most tempting play for the contrarian, as it is 
deeply unloved and currently has one of the few remaining hawkish central banks 
– something that may well change in the new year. Note Japanese small cap 
stocks have rallied 35% in the last five months (Chart 5). Our strategists forecast 
yen weakness and expect roughly 17% potential upside for Japanese equities 
over the next 12 months. In addition, our derivatives team consistently finds 
Japanese index options amongst the cheapest available. We consider calls on 
the NKY a good way to play a contrarian long Japan view.  

 

Chart 5: Quietly, some big gains in Japan 
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Asset allocation recommendations 
Please see the appendix on page 9 for details on how we determine our core asset allocation views and trading signals. Key 
takeaways: 

 The transition to the Great Rotation means we are bullish equities and credit, bearish bonds and neutral commodities on a 3-6 
month view 

 Supportive liquidity and strong fund flows keep credit in a sweet spot short-term; we prefer HY and EM debt over IG 

 Bearish on government bonds but fiscal cliff risk forces us to stay neutral short term; we prefer buying curve flatteners (US 7s30s) 
and RV trades (long UST vs gilts) to outright selling of bonds 

 Within equities, fiscal cliff makes us nervous on US equities short term, so we recommend hedging exposure with S&P 500 puts. 
Positioning and valuation puts EU equity on “trading buy,” but we do not want to add outright risk with US stocks vulnerable; 
rotate to cheap cyclicals instead 

 Look for trading opportunities in Pacific Rim via low beta Aussie, Singapore and HK banks, and play trough in global PMIs via 
Japanese and EM cyclicals 

 Commodities all screen as trading neutrals, but we remain bullish on oil and gold so would continue to buy on any pullbacks 
 

Table 1: Asset allocation recommendations 

Asset class Ticker Core view 
(3-6 months) 

Trading signal 
(3-6 weeks) Action 

Equities MXWD Bullish    

North America MXNA Neutral Trading sell Hedge longs with S&P puts, but buy on excessive weakness (long term S&P target of 1600) 

Europe MXEU Bullish Trading buy Rotate from defensives to cyclicals (esp. miners & autos); but wait for better levels to add outright risk 

UK MXGB Neutral Neutral  

Japan MXJP Bullish Trading buy Long calls on NKY 

Pacific Rim MXPCJ Bearish Trading buy Long Singapore, HK and Australian banks 

EM Equities MXEF Bullish Neutral Buy Turkish equities vs CEE equity; Buy Brazilian Materials & Financials vs Utilities & Telcos 

Fixed Income GFIM Bearish    

Government W0G1 Bearish Neutral Hedge fiscal cliff with US 7s30s flatteners. Buy UST vs UK Gilts. Sell French OATs (vs BTP & Bund) 

Quasi Sovereign G0LQ Bearish Neutral  

Investment Grade G0LC Neutral Neutral Spreads grind from here, prefer high beta cyclical IG names (eg, EU Autos) 

High Yield HW00 Bullish Trading buy Long EU HY vs IG, buy EU T1 banks; prefer natural gas to oil producers within US HY 

EM debt IM00 Bullish Trading buy IG corp over Sov. Build longs in EXD (Indonesia, Russia, Brazil, Mexico) and LDM (Russia, Indonesia) 

Collateralized Debt G0LL Neutral Neutral  

Commodities MLCXTR Neutral Neutral   

Energy MLCXENTR Bullish Neutral Look to reset WTI and Brent longs on dips 

Industrial Metals MLCXIMTR Neutral Neutral  

Precious Metals MLCXPMTR Bullish Neutral Reset gold longs on any weakness 

Agriculture MLCXAGTR Bearish Neutral  

Cash G0B1 Bearish N/A   
Source: BofA Merrill Lynch Global Investment Strategy 
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BofAML versus consensus  
Table 2: BofA Merrill Lynch Global Research forecasts versus consensus 
Asset class 2012 BofAML Forecast 2012 Consensus Forecast 2013 BofAML forecast 2013 Consensus forecast 
Economics 
Global GDP 3.1% 2.2% 3.2% 2.6% 
US GDP 2.1% 2.1% 1.5% 2.0% 
Euro area GDP -0.6% -0.5% -0.4% 0.3% 
China GDP 7.7% 7.7% 8.1% 8.1% 
Equities 
MSCI ACWI 330 NA 370 NA 
S&P 500 1450 1440 1600 1580 
Commodities (forecasts are period averages) 
Brent Crude Oil $113/bbl NA $110/bbl $113/bbl 
Gold $1,690/oz NA $1,850/oz $1,850/oz 
Currencies 
EUR-USD 1.23 1.29 1.20 1.25 
USD-JPY 78 79 85 83 
Rates 
2 year UST yield 0.25% 0.29% 0.35% 0.58% 
10 year UST yield 1.75% 1.73% 2.00% 2.33% 
10 year Bund yield 1.50% 1.61% NA 2.06% 
Fed Funds Rate 0.25% 0.25% 0.25% 0.25% 
Source: BofA Merrill Lynch Global Research, Bloomberg 

 

Rules & Tools 
Below we highlight our proprietary market and sentiment indicators. Most of our trading indicators are currently neutral. Note that after 
having been in bullish territory for six months, our FMS cash signal turned neutral on October 16. But our Global Economic Surprise 
Index recently started to show signs of improvement, and our Sell-Side Indicator remains in bullish territory.  

 
Table 3: BofA Merrill Lynch Rules & Tools 
Proprietary indicators Current signal Current reading Duration of signal 
SHORT-TERM      
BofAML Global FMS Cash Indicator Neutral 4.30% 4 weeks 
Buy when cash at or above 4.5%; Sell when cash at or below 3.5%    
BofAML Global Flow Trading Rule Neutral -0.19% 4 weeks 
Buy when flows to global LO equities >0.5% of AUM over 5 weeks; Sell when redemptions >0.9% of AUM    
BofAML EM Flow Trading Rule Neutral 0.82% 4 weeks 
Buy when flows to EM equities >1.5% of AUM over 4 weeks; Sell when redemptions >3.0% of AUM    
BofAML Global Breadth Rule Neutral -40% 4-5 weeks 
Buy when net 88% of markets in MSCI ACWI trading below 200-day moving & 50-day moving averages    
BofAML Model for Duration through Econ Scoring (MODES) Bearish -2.5 4 weeks 
Increase duration when index closer to +10 (max long); decrease when index closer to -10 (max short)    
BofAML Critical Stress Signal (GFSI) Neutral NA 4-12 weeks 
Risk off if 25% of GFSI’s 40 sub-indices rise by 0.5 in 2 weeks; Risk on if GFSI retraces by 50% of spike    
LONG-TERM      
BofAML Sell-Side Indicator Bullish 45 12 months 
When indicator <50, median S&P 500 total return is 30% over next 12 months    
BofAML Global Wave Falling NA 12 months 
When indicator troughs, MSCI ACWI return is 14.2% over next 12 months    
BofAML Net Tab Index Neutral +1 3-6 months 
Bullish when reading is between 3 and 6; Bearish when reading is between -3 and -6    
BofAML Global Economic Surprise Index Bullish 0.05 Coincident 
Positive reading if economic data beats consensus; negative reading if data below expectations    
BofAML European Lead Indicator of Lead Indicator (LILI) Bullish NA Lead 
Risk on when indicator troughs and/or rises above 0 as OECD lead indicator tends to follow suit    
Source: BofA Merrill Lynch Global Research 
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Top 10 investment themes 
Table 4: BofA Merrill Lynch Global Research - Thematic investment ideas 
Theme Rationale Investment Screens & tools Other research 
Yield Investment yield is scarce, and will likely remain so as the Fed 

keeps rates at zero through late 2015. High-yielding assets will 
likely remain in high demand.  

IG, HY & EM bonds 
Dividend growth and high quality dividend 
yielding stocks 
REITs (selective) 

BAML High Quality Dividend Index: MLDIHQDY 
BAML High Yielding Stocks Index: MLEIGHDY 
BAML Global REIT basket: MLEIOFFC 
EEMEA Dividend Screen 
 

Dividend Growth Screen 
US High Quality & Dividend Screen 
 

Growth Economic growth is scarce, and will likely remain so until 
deleveraging ends. Regions, sectors and companies that offer 
strong revenue/earnings growth will likely remain in high 
demand.  
Tech and EM assets are some of the best ways to gain 
exposure to secular growth. 

Global multinational mega-cap stocks 
Technology stocks (Cloud Computing, Big 
Data, internet gaming, smartphones, 
sedans and servers) 
Emerging Markets (debt & equity)  

BAML High Yielding Mega Cap Index: MLDIMEGA 
BAML Cloud Computing Index: MLDICLOU 

Healthcare & Discretionary: one 
yield one growth 
Tablet market: shakeout 
Networking Primer: New Trends 
Create New Opportunities 
 

Quality Strong balance sheets are likely to be favored over low quality 
balance sheets – at least until the financial system heals and 
credit creation resumes.  

Creditors over debtors 
Companies over countries 
Global best of breed stocks                 
 

BAML Global Best of Breed Basket: MLEIGBBT Global Best of Breed for 4Q12 
Rules and Themes of Deleveraging 
 

US Real Estate US real estate is one of the best investment themes over the 
next 3-5 years; BofAML research forecast a 44% return over the 
next 10 years.  

Financials 
Mortgage backed securities 
REITs 
Home renovation retailers  
 

BAML Renovation Index: MLDIRENO 
BAML Home Builders Index: MLDIHMBR 

Money center banks 
Fix that home 
REITs that benefit from housing 
Recipe for recovery 

Distressed Europe Thanks to the debt crisis, many European assets are now 
cheap relative to history.  

European best of breed stocks 
Exporters 
Dividend growth stocks 
European bank bonds 

BAML indices of global & domestically focused 
European companies: MLEIEINT, MLEIEDOM  
(respectively) 
BAML European dividend screens: MLEIDYSM, 
MLEIDYTU, MLEIDYHG 
 

Finding 'smart yield' in Europe 

EM Wealth EM growth is slowing, but it is still far outpacing the US and 
Europe. For every $1 of global growth this year, Emerging 
Markets will contribute $0.81.  

Consumer companies with EM exposure 
EM healthcare funds 
Russian domestic demand stocks 
Frontier markets (Saudi, Nigeria & Qatar) 

BAML EM Consumer Index: MLEIEMCD 
BAML Russia Middle Class Basket: MLEMRMC 
Screen of Russian domestic demand stocks 
 

DM stocks to play the EM consumer 
An equity investor's guide to the 
Frontier Markets in EMEA 
Buy Saudi consumer discretionary 

Globesity Obesity is arguably one of the most pressing health challenges 
facing the world today, accounting for roughly 20% of annual 
medical spending in the US.  

Stocks tied to global obesity BAML Pharma Obesity Basket: MLDIPHOB Globesity - the global fight against 
obesity 
 
 

US Energy 
Independence 

The US is on course towards energy self-sustainability, thanks 
to the advances in extraction technology for non-conventional 
energy sources. 

Direct beneficiaries: US domestic oil 
producers, Refiners, Oil services firms, 
Indirect beneficiaries: Chemicals 
Retail, Transports, Utilities       
 

BAML US Energy Advantage Index: MLEIUSEA A stock guide to America's domestic 
energy advantage 
 

Drought The US is undergoing the worst drought since at least 1956. 
Extremes in weather are here to stay, which poses a range of 
short- and long-term opportunities across asset classes.  

Water, fertilizers, crop science, farming, 
energy efficiency, second generation 
biofuels, renewables 
 

BAML Fighting Drought Index: MLEIARID Global drought – opportunities and 
risks 

Deflation, Inflation & 
Volatility 

Extreme central bank liquidity policies could lead to extreme 
macro and market outcomes. This increases the need for 
volatility hedges. Event risk tends to be very high in a backdrop 
of deleveraging.  

Gold  
TIPS 

Gold funds 
TIPS with 5-10 year maturities 

Cross asset hedging attractive 
The cliff and capital markets 
Inflation and asset returns  
Your TIPS questions answered 

Source: BofA Merrill Lynch Global Research 
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Winners & losers  
Table 5: Ranked Returns, Global Equity and Bond Markets (USD) 
 Past week    Past month    Past 3 months    Past 12 months   

1 Brazil Equities 3.0% 1 Greece Govt Bonds 12.5% 1 Greece Govt Bonds 70.3% 1 Portugal Govt Bonds 34.0% 
2 Greece Govt Bonds 2.4% 2 Turkey Equities 8.3% 2 Greece Equities 19.1% 2 Turkey Equities 31.9% 
3 S. Africa Equities 2.4% 3 China Equities 6.6% 3 Portugal Equities 16.6% 3 Ireland Govt Bonds 20.6% 
4 Greece Equities 2.4% 4 Greece Equities 5.6% 4 Spain Equities 15.1% 4 Mexico Equities 19.2% 
5 Hong Kong Equities 2.1% 5 S. Africa Equities 4.7% 5 Ireland Govt Bonds 12.6% 5 Hong Kong Equities 18.9% 
6 China Equities 1.9% 6 Turkey Govt Bonds 3.6% 6 Italy Equities 12.2% 6 US Equities 16.3% 
7 Turkey Govt Bonds 1.9% 7 Hong Kong Equities 2.8% 7 Portugal Govt Bonds 12.0% 7 Germany Equities 15.7% 
8 US Equities 1.2% 8 Korea Govt Bonds 2.0% 8 Turkey Equities 11.6% 8 Ireland Equities 15.5% 
9 S. Africa Govt Bonds 1.0% 9 Australia Equities 1.8% 9 Hong Kong Equities 11.6% 9 Switzerland Equities 15.5% 

10 Mexico Equities 1.0% 10 Indonesia Govt Bonds 1.6% 10 Italy Govt Bonds 11.0% 10 Turkey Govt Bonds 15.2% 
11 Taiwan Equities 0.9% 11 Brazil Equities 1.4% 11 India Equities 10.7% 11 US HY Corp Bonds 13.9% 
12 UK Equities 0.9% 12 Australia Govt Bonds 1.2% 12 Germany Equities 10.1% 12 Mexico Govt Bonds 13.3% 
13 Switzerland Equities 0.9% 13 S. Africa Govt Bonds 1.1% 13 China Equities 10.0% 13 Singapore Equities 13.2% 
14 Ireland Equities 0.8% 14 US IG Corp Bonds 1.0% 14 Spain Govt Bonds 9.6% 14 Global Equity Index 12.2% 
15 Global Equity Index 0.8% 15 Brazil Govt Bonds 1.0% 15 Canada Equities 7.7% 15 Australia Equities 11.1% 
16 India Equities 0.7% 16 Russia Govt Bonds 0.9% 16 Switzerland Equities 7.3% 16 Korea Govt Bonds 10.5% 
17 Korea Equities 0.7% 17 US HY Corp Bonds 0.8% 17 France Equities 6.1% 17 Italy Govt Bonds 10.4% 
18 Mexico Govt Bonds 0.7% 18 China Govt Bonds 0.6% 18 Poland Equities 5.6% 18 UK Equities 10.3% 
19 Indonesia Govt Bonds 0.6% 19 Singapore Govt Bonds 0.5% 19 Australia Equities 5.0% 19 S. Africa Equities 10.0% 
20 Russia Equities 0.6% 20 Taiwan Govt Bonds 0.4% 20 Russia Govt Bonds 4.6% 20 US IG Corp Bonds 9.7% 
21 US HY Corp Bonds 0.4% 21 Hong Kong Govt Bonds 0.3% 21 UK Equities 4.6% 21 Australia Govt Bonds 9.6% 
22 Germany Equities 0.4% 22 US Govt Bonds 0.1% 22 Korea Govt Bonds 4.5% 22 Russia Govt Bonds 9.5% 
23 Canada Govt Bonds 0.4% 23 EM Sovereign Index -0.2% 23 Indonesia Equities 4.4% 23 China Equities 9.1% 
24 Poland Equities 0.3% 24 Switzerland Equities -0.4% 24 India Govt Bonds 4.4% 24 France Equities 9.0% 
25 France Equities 0.2% 25 Indonesia Equities -0.4% 25 Global Equity Index 4.1% 25 Poland Govt Bonds 8.3% 
26 Australia Govt Bonds 0.2% 26 Ireland Govt Bonds -0.4% 26 Taiwan Equities 4.1% 26 Singapore Govt Bonds 7.1% 
27 Hong Kong Govt Bonds 0.1% 27 Italy Govt Bonds -0.7% 27 Turkey Govt Bonds 3.7% 27 Taiwan Govt Bonds 6.7% 
28 Australia Equities 0.0% 28 UK Equities -0.9% 28 Korea Equities 3.7% 28 EM Sovereign Index 6.6% 
29 Canada Equities 0.0% 29 Global Govt Bond Index -1.0% 29 France Govt Bonds 3.6% 29 China Govt Bonds 6.4% 
30 Brazil Govt Bonds 0.0% 30 Japan Equities -1.0% 30 Poland Govt Bonds 3.5% 30 Canada Govt Bonds 6.2% 
31 Taiwan Govt Bonds -0.1% 31 Swiss Govt Bonds -1.2% 31 US HY Corp Bonds 3.4% 31 UK Govt Bonds 5.6% 
32 Korea Govt Bonds -0.1% 32 Germany Govt Bonds -1.2% 32 Ireland Equities 3.2% 32 Canada Equities 4.8% 
33 Turkey Equities -0.1% 33 Spain Govt Bonds -1.3% 33 Germany Govt Bonds 3.2% 33 Poland Equities 4.1% 
34 Poland Govt Bonds -0.1% 34 UK Govt Bonds -1.3% 34 Taiwan Govt Bonds 3.2% 34 Indonesia Equities 4.1% 
35 China Govt Bonds -0.1% 35 France Govt Bonds -1.4% 35 US Equities 3.1% 35 Indonesia Govt Bonds 3.8% 
36 Japan Equities -0.1% 36 France Equities -1.5% 36 Brazil Govt Bonds 2.9% 36 Korea Equities 3.4% 
37 EM Sovereign Index -0.2% 37 Global Equity Index -1.7% 37 Mexico Equities 2.9% 37 S. Africa Govt Bonds 3.0% 
38 US Govt Bonds -0.3% 38 Poland Govt Bonds -1.7% 38 Swiss Govt Bonds 2.6% 38 Hong Kong Govt Bonds 3.0% 
39 Singapore Govt Bonds -0.3% 39 Canada Govt Bonds -1.7% 39 EM Sovereign Index 2.6% 39 US Govt Bonds 2.9% 
40 US IG Corp Bonds -0.4% 40 Japan Govt Bonds -1.9% 40 US IG Corp Bonds 2.2% 40 Taiwan Equities 2.7% 
41 Japan Govt Bonds -0.4% 41 Germany Equities -2.0% 41 Singapore Govt Bonds 1.8% 41 Global Govt Bond Index 2.2% 
42 Russia Govt Bonds -0.4% 42 Canada Equities -2.1% 42 Brazil Equities 1.7% 42 Brazil Govt Bonds 2.1% 
43 Global Govt Bond Index -0.5% 43 US Equities -2.1% 43 China Govt Bonds 1.2% 43 France Govt Bonds 2.0% 
44 Italy Equities -0.5% 44 Japan IG Corp Bonds -2.1% 44 UK Govt Bonds 0.9% 44 India Govt Bonds 1.6% 
45 Japan IG Corp Bonds -0.6% 45 Korea Equities -2.1% 45 Indonesia Govt Bonds 0.7% 45 Italy Equities 0.1% 
46 UK Govt Bonds -0.7% 46 Ireland Equities -2.9% 46 Canada Govt Bonds 0.6% 46 Japan Govt Bonds -0.6% 
47 Italy Govt Bonds -0.7% 47 Portugal Equities -3.0% 47 Global Govt Bond Index 0.5% 47 Spain Govt Bonds -0.7% 
48 Singapore Equities -0.8% 48 Mexico Equities -3.0% 48 Mexico Govt Bonds 0.4% 48 Japan Equities -1.4% 
49 France Govt Bonds -0.8% 49 Singapore Equities -3.1% 49 Hong Kong Govt Bonds 0.3% 49 Japan IG Corp Bonds -1.5% 
50 Germany Govt Bonds -0.9% 50 Spain Equities -3.2% 50 Japan Equities -0.4% 50 Germany Govt Bonds -2.4% 
51 Swiss Govt Bonds -1.2% 51 Mexico Govt Bonds -3.2% 51 S. Africa Equities -0.6% 51 India Equities -2.5% 
52 Indonesia Equities -1.3% 52 Italy Equities -3.3% 52 Russia Equities -0.6% 52 Russia Equities -2.5% 
53 India Govt Bonds -1.3% 53 India Govt Bonds -4.1% 53 US Govt Bonds -0.6% 53 Swiss Govt Bonds -2.6% 
54 Ireland Govt Bonds -1.4% 54 Portugal Govt Bonds -4.4% 54 Singapore Equities -0.7% 54 Brazil Equities -7.6% 
55 Spain Equities -1.4% 55 Russia Equities -4.8% 55 Australia Govt Bonds -1.2% 55 Spain Equities -7.6% 
56 Spain Govt Bonds -1.4% 56 Taiwan Equities -5.0% 56 Japan Govt Bonds -2.7% 56 Portugal Equities -13.0% 
57 Portugal Equities -1.4% 57 India Equities -5.4% 57 Japan IG Corp Bonds -2.7% 57 Greece Govt Bonds -13.0% 
58 Portugal Govt Bonds -3.7% 58 Poland Equities -6.2% 58 S. Africa Govt Bonds -5.3% 58 Greece Equities -17.4% 

Source: BofA Merrill Lynch Global Equity Strategy, Bloomberg 



  The Thunder ing  Word   
 08 November  2012    

 

 9

Appendix: asset allocation approach 
Our Dynamic Asset Allocation Framework incorporates short and long term views 
to recommend core positioning plus actionable trades across 17 asset classes.  

Core view 
Our Core View represents our base case view of the Global economy along with 
fundamentals of all the asset classes and the investment time horizon is targeted 
to be three to six months from the date of publication. The views are in simple 
terminology of Bullish = Positive on the asset, Bearish = Negative on the asset 
and Neutral as no strong recommendations on the asset. We incorporate our 
base case view of the Global economic outlook and the fundamentals of each 
asset. To optimize our core Asset Allocation we use a Black-Litterman approach.  

Trading signal 
Our trading signal is a “trading view” with a 3-6 week time horizon from the date 
of publication. Trading signals are based on a balanced score card incorporating 
sentiment, directional model, fund flows, valuation and technical analysis. 

 Statistical market model: A simple mean reversion model which looks for 
how stretched markets have become in the short run; the model measures 
the likelihood of a positive or negative return in an asset class over the short 
term based on recent price action and long run return expectations 

 Valuation: A short-run assessment of whether an asset class is cheap, rich 
or fairly valued vs either history or our house price targets. Equity valuations 
are based on a balanced scorecard. Government bond valuations measure 
current 10y yields vs house targets. Credit valuations are based on a z-score 
of the current level of OAS vs the business cycle adjusted average OAS 
spread; commodity valuations are based on an estimate of our valuations for 
raw commodities vs the current level of the forward curve 

 Technicals: chart signals for each asset class looking for key supports, 
resistances and chart formations as well as evidence that an asset is 
overbought or oversold; uses simple trendline, moving average and RSI  

 Flows: where available this is based on EPFR fund flows data; we rank 
asset classes by flows momentum and look for evidence of a reversal in 
sentiment being reflected in flows; flows are measured as a z-score of 
current flows vs 10y average 

 Positioning: an aggregation of our FMS positioning, taking net over and 
underweights for each of the assets we track, and CFTC positioning data; 
both FMS and CFTC data are z-scored vs 10y average; the aggregate score 
gives a rank of overowned/underowned/neutral 

The output from the balanced scorecard together with the fundamental views of 
the Investment Strategy Team and other strategists is the basis of the short-term 
signal. This is presented as a five-point scale from “strong trading sell” to “strong 
trading buy.” The short-term signal can and will disagree with the core view at 
times – we may hold a core bullish view on an asset, but short-term signals could 
certainly indicate a “trading sell” after a sharp rally. In such an instance the 
recommended actions will reflect the core and short-term views – eg, hedging an 
asset where we are fundamentally bullish but see it as having run up too far too 
fast.  
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Options Risk Statement 
Potential Risk at Expiry & Options Limited Duration Risk 
Unlike owning or shorting a stock, employing any listed options strategy is 
by definition governed by a finite duration.  The most severe risks 
associated with general options trading are total loss of capital invested 
and delivery/assignment risk... all of which can occur in a short period. 

Investor suitability 
The use of standardized options and other related derivatives instruments are 
considered unsuitable for many investors.  Investors considering such strategies 
are encouraged to become familiar with the "Characteristics and Risks of 
Standardized Options" (an OCC authored white paper on options risks). U.S. 
investors should consult with a NASD Registered Options Principal.  

For detailed information regarding the risks involved with investing in listed 

options: http://www.theocc.com/about/publications/character-risks.jsp 
 

Link to Definitions 
Macro 
Click here for definitions of commonly used terms. 
 
Analyst Certification 
I, Michael Hartnett, hereby certify that the views expressed in this research report 
accurately reflect my personal views about the subject securities and issuers. I 
also certify that no part of my compensation was, is, or will be, directly or 
indirectly, related to the specific recommendations or view expressed in this 
research report. 
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Important Disclosures  
      

FUNDAMENTAL EQUITY OPINION KEY: Opinions include a Volatility Risk Rating, an Investment Rating and an Income Rating. VOLATILITY RISK 
RATINGS, indicators of potential price fluctuation, are: A - Low, B - Medium and C - High. INVESTMENT RATINGS reflect the analyst’s assessment of 
a stock’s: (i) absolute total return potential and (ii) attractiveness for investment relative to other stocks within its Coverage Cluster (defined below). 
There are three investment ratings: 1 - Buy stocks are expected to have a total return of at least 10% and are the most attractive stocks in the coverage 
cluster; 2 - Neutral stocks are expected to remain flat or increase in value and are less attractive than Buy rated stocks and 3 - Underperform stocks 
are the least attractive stocks in a coverage cluster. Analysts assign investment ratings considering, among other things, the 0-12 month total return 
expectation for a stock and the firm’s guidelines for ratings dispersions (shown in the table below). The current price objective for a stock should be 
referenced to better understand the total return expectation at any given time. The price objective reflects the analyst’s view of the potential price 
appreciation (depreciation). 
Investment rating Total return expectation (within 12-month period of date of initial rating) Ratings dispersion guidelines for coverage cluster* 

Buy ≥ 10% ≤ 70% 
Neutral ≥ 0% ≤ 30% 

Underperform N/A ≥ 20% 
* Ratings dispersions may vary from time to time where BofA Merrill Lynch Research believes it better reflects the investment prospects of stocks in a Coverage Cluster. 

INCOME RATINGS, indicators of potential cash dividends, are: 7 - same/higher (dividend considered to be secure), 8 - same/lower (dividend not 
considered to be secure) and 9 - pays no cash dividend. Coverage Cluster is comprised of stocks covered by a single analyst or two or more analysts sharing 
a common industry, sector, region or other classification(s). A stock’s coverage cluster is included in the most recent BofA Merrill Lynch Comment referencing the 
stock.  
 

Due to the nature of strategic analysis, the issuers or securities recommended or discussed in this report are not continuously followed. Accordingly, investors 
must regard this report as providing stand-alone analysis and should not expect continuing analysis or additional reports relating to such issuers and/or securities. 

BofA Merrill Lynch Research personnel (including the analyst(s) responsible for this report) receive compensation based upon, among other factors, the overall 
profitability of Bank of America Corporation, including profits derived from investment banking revenues.   

 
Other Important Disclosures 
 

Officers of MLPF&S or one or more of its affiliates (other than research analysts) may have a financial interest in securities of the issuer(s) or in related 
investments. 

BofA Merrill Lynch Global Research policies relating to conflicts of interest are described at http://www.ml.com/media/43347.pdf. 
"BofA Merrill Lynch" includes Merrill Lynch, Pierce, Fenner & Smith Incorporated ("MLPF&S") and its affiliates. Investors should contact their BofA 

Merrill Lynch representative or Merrill Lynch Global Wealth Management financial advisor if they have questions concerning this report. 
"BofA Merrill Lynch" and "Merrill Lynch" are each global brands for BofA Merrill Lynch Global Research. 

Information relating to Non-US affiliates of BofA Merrill Lynch and Distribution of Affiliate Research Reports: 
MLPF&S distributes, or may in the future distribute, research reports of the following non-US affiliates in the US (short name: legal name): Merrill Lynch 

(France): Merrill Lynch Capital Markets (France) SAS; Merrill Lynch (Frankfurt): Merrill Lynch International Bank Ltd., Frankfurt Branch; Merrill Lynch (South Africa): 
Merrill Lynch South Africa (Pty) Ltd.; Merrill Lynch (Milan): Merrill Lynch International Bank Limited; MLI (UK): Merrill Lynch International; Merrill Lynch (Australia): 
Merrill Lynch Equities (Australia) Limited; Merrill Lynch (Hong Kong): Merrill Lynch (Asia Pacific) Limited; Merrill Lynch (Singapore): Merrill Lynch (Singapore) Pte 
Ltd.; Merrill Lynch (Canada): Merrill Lynch Canada Inc; Merrill Lynch (Mexico): Merrill Lynch Mexico, SA de CV, Casa de Bolsa; Merrill Lynch (Argentina): Merrill 
Lynch Argentina SA; Merrill Lynch (Japan): Merrill Lynch Japan Securities Co., Ltd.; Merrill Lynch (Seoul): Merrill Lynch International Incorporated (Seoul Branch); 
Merrill Lynch (Taiwan): Merrill Lynch Securities (Taiwan) Ltd.; DSP Merrill Lynch (India): DSP Merrill Lynch Limited; PT Merrill Lynch (Indonesia): PT Merrill Lynch 
Indonesia; Merrill Lynch (Israel): Merrill Lynch Israel Limited; Merrill Lynch (Russia): Merrill Lynch CIS Limited, Moscow; Merrill Lynch (Turkey I.B.): Merrill Lynch 
Yatirim Bank A.S.; Merrill Lynch (Turkey Broker): Merrill Lynch Menkul Değerler A.Ş.; Merrill Lynch (Dubai): Merrill Lynch International, Dubai Branch; MLPF&S 
(Zurich rep. office): MLPF&S Incorporated Zurich representative office; Merrill Lynch (Spain): Merrill Lynch Capital Markets Espana, S.A.S.V.; Merrill Lynch (Brazil): 
Bank of America Merrill Lynch Banco Multiplo S.A.; Merrill Lynch KSA Company, Merrill Lynch Kingdom of Saudi Arabia Company. 

This research report has been approved for publication and is distributed in the United Kingdom to professional clients and eligible counterparties (as each is 
defined in the rules of the Financial Services Authority) by Merrill Lynch International and Banc of America Securities Limited (BASL), which are authorized and 
regulated by the Financial Services Authority and has been approved for publication and is distributed in the United Kingdom to retail clients (as defined in the rules 
of the Financial Services Authority) by Merrill Lynch International Bank Limited, London Branch, which is authorized by the Central Bank of Ireland and is subject to 
limited regulation by the Financial Services Authority – details about the extent of its regulation by the Financial Services Authority are available from it on request; 
has been considered and distributed in Japan by Merrill Lynch Japan Securities Co., Ltd., a registered securities dealer under the Financial Instruments and 
Exchange Act in Japan; is distributed in Hong Kong by Merrill Lynch (Asia Pacific) Limited, which is regulated by the Hong Kong SFC and the Hong Kong Monetary 
Authority; is issued and distributed in Taiwan by Merrill Lynch Securities (Taiwan) Ltd.; is issued and distributed in India by DSP Merrill Lynch Limited; and is issued 
and distributed in Singapore by Merrill Lynch International Bank Limited (Merchant Bank) and Merrill Lynch (Singapore) Pte Ltd. (Company Registration No.’s F 
06872E and 198602883D respectively) and Bank of America Singapore Limited (Merchant Bank). Merrill Lynch International Bank Limited (Merchant Bank) and 
Merrill Lynch (Singapore) Pte Ltd. are regulated by the Monetary Authority of Singapore. Bank of America N.A., Australian Branch (ARBN 064 874 531), AFS 
License 412901 (BANA Australia) and Merrill Lynch Equities (Australia) Limited (ABN 65 006 276 795), AFS License 235132 (MLEA) distributes this report in 
Australia only to 'Wholesale' clients as defined by s.761G of the Corporations Act 2001. With the exception of BANA Australia, neither MLEA nor any of its affiliates 
involved in preparing this research report is an Authorised Deposit-Taking Institution under the Banking Act 1959 nor regulated by the Australian Prudential 
Regulation Authority. No approval is required for publication or distribution of this report in Brazil and its local distribution is made by Bank of America Merrill Lynch 
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Banco Múltiplo S.A. in accordance with applicable regulations. Merrill Lynch (Dubai) is authorized and regulated by the Dubai Financial Services Authority (DFSA). 
Research reports prepared and issued by Merrill Lynch (Dubai) are prepared and issued in accordance with the requirements of the DFSA conduct of business rules. 

Merrill Lynch (Frankfurt) distributes this report in Germany. Merrill Lynch (Frankfurt) is regulated by BaFin. 
This research report has been prepared and issued by MLPF&S and/or one or more of its non-US affiliates. MLPF&S is the distributor of this research report in 

the US and accepts full responsibility for research reports of its non-US affiliates distributed to MLPF&S clients in the US. Any US person receiving this research 
report and wishing to effect any transaction in any security discussed in the report should do so through MLPF&S and not such foreign affiliates. 

General Investment Related Disclosures: 
This research report provides general information only. Neither the information nor any opinion expressed constitutes an offer or an invitation to make an offer, 

to buy or sell any securities or other financial instrument or any derivative related to such securities or instruments (e.g., options, futures, warrants, and contracts for 
differences). This report is not intended to provide personal investment advice and it does not take into account the specific investment objectives, financial situation 
and the particular needs of any specific person. Investors should seek financial advice regarding the appropriateness of investing in financial instruments and 
implementing investment strategies discussed or recommended in this report and should understand that statements regarding future prospects may not be realized. 
Any decision to purchase or subscribe for securities in any offering must be based solely on existing public information on such security or the information in the 
prospectus or other offering document issued in connection with such offering, and not on this report. 

Securities and other financial instruments discussed in this report, or recommended, offered or sold by Merrill Lynch, are not insured by the Federal Deposit 
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instruments, if any, may fluctuate and that price or value of such securities and instruments may rise or fall and, in some cases, investors may lose their entire 
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This report may contain a short-term trading idea or recommendation, which highlights a specific near-term catalyst or event impacting the company or the 
market that is anticipated to have a short-term price impact on the equity securities of the company. Short-term trading ideas and recommendations are different 
from and do not affect a stock's fundamental equity rating, which reflects both a longer term total return expectation and attractiveness for investment relative to 
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BofA Merrill Lynch is aware that the implementation of the ideas expressed in this report may depend upon an investor's ability to "short" securities or other 
financial instruments and that such action may be limited by regulations prohibiting or restricting "shortselling" in many jurisdictions. Investors are urged to seek 
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UK Readers: The protections provided by the U.K. regulatory regime, including the Financial Services Scheme, do not apply in general to business coordinated 
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Officers of MLPF&S or one or more of its affiliates (other than research analysts) may have a financial interest in securities of the issuer(s) or in related 
investments. 
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one of its affiliates may, at any time, hold a trading position (long or short) in the securities and financial instruments discussed in this report. 

BofA Merrill Lynch, through business units other than BofA Merrill Lynch Global Research, may have issued and may in the future issue trading ideas or 
recommendations that are inconsistent with, and reach different conclusions from, the information presented in this report. Such ideas or recommendations reflect 
the different time frames, assumptions, views and analytical methods of the persons who prepared them, and BofA Merrill Lynch is under no obligation to ensure that 
such other trading ideas or recommendations are brought to the attention of any recipient of this report. 

In the event that the recipient received this report pursuant to a contract between the recipient and MLPF&S for the provision of research services for a separate 
fee, and in connection therewith MLPF&S may be deemed to be acting as an investment adviser, such status relates, if at all, solely to the person with whom 
MLPF&S has contracted directly and does not extend beyond the delivery of this report (unless otherwise agreed specifically in writing by MLPF&S). MLPF&S is and 
continues to act solely as a broker-dealer in connection with the execution of any transactions, including transactions in any securities mentioned in this report. 
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Copyright 2012 Merrill Lynch, Pierce, Fenner & Smith Incorporated. All rights reserved. iQmethod, iQmethod 2.0, iQprofile, iQtoolkit, iQworks are service marks 
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Materials prepared by BofA Merrill Lynch Global Research personnel are based on public information. Facts and views presented in this material have not been 
reviewed by, and may not reflect information known to, professionals in other business areas of BofA Merrill Lynch, including investment banking personnel. BofA 
Merrill Lynch has established information barriers between BofA Merrill Lynch Global Research and certain business groups. As a result, BofA Merrill Lynch does not 
disclose certain client relationships with, or compensation received from, such companies in research reports. To the extent this report discusses any legal 
proceeding or issues, it has not been prepared as nor is it intended to express any legal conclusion, opinion or advice. Investors should consult their own legal 
advisers as to issues of law relating to the subject matter of this report. BofA Merrill Lynch Global Research personnel’s knowledge of legal proceedings in which any 
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agent of any issuer of any securities. None of MLPF&S, any of its affiliates or their research analysts has any authority whatsoever to make any representation or 
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investment thesis for review by an issuer prior to the publication of a research report containing such rating, recommendation or investment thesis. 

Any information relating to the tax status of financial instruments discussed herein is not intended to provide tax advice or to be used by anyone to provide tax 
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The information herein (other than disclosure information relating to BofA Merrill Lynch and its affiliates) was obtained from various sources and we do not 
guarantee its accuracy. This report may contain links to third-party websites. BofA Merrill Lynch is not responsible for the content of any third-party website or any 
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this report. The inclusion of a link in this report does not imply any endorsement by or any affiliation with BofA Merrill Lynch. Access to any third-party website is at 
your own risk, and you should always review the terms and privacy policies at third-party websites before submitting any personal information to them. BofA Merrill 
Lynch is not responsible for such terms and privacy policies and expressly disclaims any liability for them. 

Certain outstanding reports may contain discussions and/or investment opinions relating to securities, financial instruments and/or issuers that are no longer 
current. Always refer to the most recent research report relating to a company or issuer prior to making an investment decision. 

In some cases, a company or issuer may be classified as Restricted or may be Under Review or Extended Review. In each case, investors should consider any 
investment opinion relating to such company or issuer (or its security and/or financial instruments) to be suspended or withdrawn and should not rely on the analyses 
and investment opinion(s) pertaining to such issuer (or its securities and/or financial instruments) nor should the analyses or opinion(s) be considered a solicitation of 
any kind. Sales persons and financial advisors affiliated with MLPF&S or any of its affiliates may not solicit purchases of securities or financial instruments that are 
Restricted or Under Review and may only solicit securities under Extended Review in accordance with firm policies. 

Neither BofA Merrill Lynch nor any officer or employee of BofA Merrill Lynch accepts any liability whatsoever for any direct, indirect or consequential damages or 
losses arising from any use of this report or its contents.   
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