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Risk and Opportunity
in a Changing World 

As the balance of global economic power shifts from developed nations 
toward emerging markets, investors must adapt . 
This paper is based on “New World, New Rules,” Merrill Lynch Global Wealth Management’s 
Great Global Shift whitepaper.

What is it about this economy that so gnaws at our confidence and equilibrium? 

We’ve been through sluggish patches before, but this time feels different . Beyond 

slow growth rates, stubborn unemployment and the lingering shocks of the 

historic 2008 collapse, there’s an undeniable sense that the global economy has 

shifted off its moorings . 

Since the end of World War II, through such institutions as NATO, the World Bank 

and the International Monetary Fund, the West has dictated financial terms to 

most of the world . But today the rapid rise of China and other emerging nations, 

combined with huge debts and other problems in most of the developed world, 

have created a Great Global Shift in economic power . As evidence of how rapidly 

this change has occurred, over the past two years China offered more aid to 

developing nations than the World Bank did ($110 billion vs . $100 .3 billion)—

even as China continued to receive billions of dollars in aid from the World Bank .1  

Turkey, after a decade of unsuccessfully pleading its case for inclusion in the 

Eurozone, is now content to be on the outside looking in, with an annual growth 

rate in the first six months of 2011 that at 10 .2% was some five to 10 times 

higher than that of most of its more “developed” neighbors to the West .

Change of this magnitude is always accompanied by enormous turbulence—and 

fear—as the market’s recent wild swings may have already begun to suggest . As 

volatile as the past few years have felt, they are likely to be a mere prelude to a 

period of global disruption, uncertainty and risk that could be with us long after 

our domestic economy begins to recover .

1 “China’s Lending Hits New Heights,” Financial Times, Jan. 17, 2011 
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For individual investors, the natural inclination during this time of 

uncertainty may be to adhere to the most conservative possible 

strategies: buying and holding a set portfolio for the duration, staying 

close to home with domestic-only investments and favoring such 

traditional go-to options as U .S . Treasuries . Unfortunately that approach, 

while understandable, may actually take you further away from your 

intended objectives . Instead, as the world changes, navigating risk may 

require a more active stance, meeting the new variables head-on rather 

than hiding from them, and investing in the global economy, including 

emerging markets . First, though, a look at some of the causes of the 

Great Global Shift . 

A More Insular West
Consider the momentous challenges facing the developed world: Europe, 

which started the 21st century amid the optimism over its new unified 

currency, the euro, now stands at a crossroads . Rolling debt crises, 

market panics and austerity riots are forcing Europeans to focus less on 

global affairs and more on the hard work of trying to redraw its compact 

on the fly to secure its survival . 

Japan, which finally seemed to be emerging from two decades of economic 

doldrums, was hit by a devastating earthquake, tsunami and nuclear 

accidents the likes of which hadn’t been seen since Chernobyl . While 

showcasing Japan’s remarkable resilience, the combined disasters have 

assaulted its infrastructure and forced it, like Europe, to turn inward . 

And the U .S ., though still the world’s lone superpower, finds itself groaning 

under high unemployment, flat wages, a sagging infrastructure and a 

federal debt that’s approaching $50,000 per person .2  While none of 

these powers, least of all the U .S ., will exit the world stage, all of this 

inward focus does mean that more of the urgent issues requiring global 

cooperation, from climate change to Middle East peace to the securing of 

nuclear weapons, are likely to suffer .

Now let’s look at the developing world: The International Monetary Fund 

projects that emerging and developing markets will account for two-thirds of 

global GDP growth this year . But emerging markets don’t make up a unified 

bloc . Rather, they are vastly different, with competing goals, standards and 

agendas—not to mention enormous challenges—of their own . 

2 U.S. Debt Clock, www.usdebtclock.org. 
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China, for example, must find ways to fundamentally restructure its 

economy from a state-driven and export-oriented system to one driven 

more by domestic consumer demand, especially as the West’s buying 

power shrinks and China’s own citizens demand a greater share of the 

wealth . Russia, one of the original “BRIC” (for Brazil, Russia, India and 

China) nations often cited as having the world’s sexiest growth stories, 

is actually losing population, even as it struggles with a sclerotic 

bureaucracy and opaque corporate governance . Meanwhile, less 

celebrated countries like Turkey, Indonesia and even Nigeria may present 

opportunities that are at least as BRIC-like . Still, none of these nations 

is jumping at the chance to fill the vacuum that will be left by the inward 

turn of the traditional Western powers . Many observers see a new era 

characterized by uncoordinated policies from both developed nations and 

emerging markets . So as investors look to emerging markets for growth 

opportunities, the search for stability and equilibrium continues . 

Adapting to the New World Order
During this time of almost unparalleled change, investors and their 

portfolios must adapt to meet new challenges and opportunities . 

Diversification matters now more than ever, but it can no longer be 

achieved by dutifully filling neatly defined slots with stocks, bonds and 

cash, and then holding on for dear life . It means seeking out funds that 

may have a broader geographic scope . 

During this time of 
almost unparalleled 
change, investors 
and their portfolios 
must adapt to meet 
new challenges and 
opportunities .

Reversals of Sovereign Fortunes
Twenty years ago, it was the fiscal crises in South America and the Asian Tiger Cub 
economies that riveted investors . Today it’s the developed nations that are rattling 
global markets with their high levels of debt and deficits . 

Source: BofA Merrill Lynch Global Research. Reprinted with permission from the “New World, New Rules” whitepaper.
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One way to gain exposure to global growth feels decidedly familiar—

through large, multinational U .S . companies . Even as the broader economy 

has struggled, these companies, with their access to growing emerging 

markets (40% of the profits for companies in the S&P 500 last year came 

from overseas3) have experienced strong profits and boasted healthy 

balance sheets .4 And at a time of historically low interest rates, when yield 

from other sources of investment income such as Treasury bonds can be 

difficult to attain, dividends from these companies have been growing .5

Still—as nice as it would be—you can’t own the world just by owning U .S . 

multinationals . At some point, protecting yourself from a wider world of 

risks and gaining the full advantages of its varied opportunities means 

making the leap to investing directly in those countries and regions . But 

how? Just because Nigeria may be booming, individual investors aren’t 

likely to leap into the Nigerian Stock Exchange, or to parse the intricacies 

of investing in Indonesia or in a toll road project in China . What they can 

do is invest in a diversified fund that invests in a broad array of emerging- 

market companies . 

3 BofA Merrill Lynch Global Equity Research
4 International Monetary Fund, “Global Financial Stability Report,” April 2011
5  According to Standard & Poor’s data, cash dividends per share on the S&P 500 were $22.73 as of Sept. 26, 2011, 
compared with $16.27 as of Sept. 26, 2000.

At some point, 
protecting yourself 
from a wider 
world of risks and 
gaining the full 
advantages of its 
varied opportunities 
means making the 
leap to investing 
directly in those 
countries and 
regions .Sovereign 

Debt Crises

Why Diversification Still Matters
During times of economic stress, the patterns of financial markets tend to converge, 
making diversification more difficult to achieve . As global disruptions potentially 
squeeze the interims between such periods, investors will increasingly need a long-
term strategy nimble and diverse enough to thrive in both economic difficulties and 
natural market cycles .

Source: BofA Merrill Lynch Global Research, reprinted with permission from the “New World, New Rules” whitepaper.
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Where’s the Yield?
When worries over the size of the U .S . debt last summer disrupted global 

markets, investors worldwide rushed to buy more U .S . debt, in the form of 

Treasury bonds . While reaffirming the world’s faith in the underlying strength 

of the U .S . government and economy, this paradox helped drive bond yields 

down to historic lows .

That’s why investors searching for yield may have to broaden their outlook to 

include corporate stock dividends or other types of bonds, such as higher-

yielding municipals, corporate bonds and bonds in other parts of the world . 

It’s worth noting, for example, that even as the yield on 10-year Treasuries 

dipped to an unprecedented 1 .72% in September,6 the yield on comparable 

tax-free municipal bonds was tracking at 2 .11%,7 with prices holding steady 

as state governments began bringing their fiscal problems under control . The 

spread between U .S . and Chinese bonds has been just as striking . Over the 

past 10 years, Chinese government and corporate bonds as a group have 

posted total annualized returns (the combined returns from price appreciation 

and interest coupons) of 8 .9%, as compared with 5 .7% for U .S . bonds .8 

One thing to keep in mind when investing in overseas bond funds is the 

degree to which currency fluctuations come into play . Suppose you purchase 

shares in a fund that invests in attractively priced European bonds . If 

the euro drops while you own the fund—certainly a possibility, given the 

continent’s debt problems—the extra income from that higher yield could be 

wiped out when the fund converts back to dollars . So investors may need to 

set aside conventional thinking and buy into a fund that invests in bonds of 

countries with healthy capital inflows, in which both yields and the currency 

are perhaps more likely to remain strong—for instance, bonds denominated 

in Indonesian rupiah, Malaysian ringgit or even Peruvian nuevos soles .  

Considering Commodities
In a world of finite resources and rapid growth in developing countries, 

owning at least some commodities (the raw materials from which products 

are made) can be a good way to capture that growth and protect against 

the inflation that results when prices of goods rise . Since buying the actual 

shiploads of grain or oil isn’t really an option, most investors gain their 

exposure to the asset class through commodity index funds or exchange-

traded funds (ETFs) . Both are easy to invest in since, like stocks and 

6 U.S. Department of the Treasury, Sept. 22, 2011
7 Bloomberg, BVAL Muni Benchmark 10-Year. Data as of Sept. 22, 2011
8  Chinese bond market returns are based on the S&P/CITIC Composite Bond Index and the U.S. returns are based on 
Barclays U.S. Aggregate Bond Index. All indexes in USD. Data as of Sept. 30, 2011.
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bonds, they’re bought and sold on major exchanges . With ETFs, it’s even 

possible to target specific objectives . For example, to hedge against the 

effect a rise in oil prices could have on the rest of your portfolio, you 

might consider purchasing shares in an oil-linked ETF .

Seeking Flexibility and Growth 
For at least 40 years, the fundamental strength and resilience of the 

U .S . economy was the unquestioned foundation on which investors could 

always build .

Success meant crafting a portfolio of what appeared to be stable, mostly 

U .S .-based stocks and bonds that would grow predictably—not in a 

straight line but with relatively brief interruptions that would be more than 

counterbalanced by long stretches of economic expansion . 

The Global Portfolio Makeover
historic change requires a new way of thinking about asset allocations that is 
more global, more flexible and more dynamic in its approach to managing risk and 
seeking returns . here is a typical U .S .-centric investment portfolio you might want to 
consider to embrace the Great Global Shift .*

*  All of the sample allocations are based on Merrill Lynch’s model portfolios. The “before” scenario is based on the U.S. RIC Tier 0 Moderate 
Strategic Allocation, and the “after” scenario is based on the Global RIC Tier 0 Moderate Strategic Allocation.
Source: BofA Merrill Lynch Global Research, reprinted with permission from the “New World, New Rules” whitepaper.

AFTeR: Taking a More Global Approach

Time horizon (30 Years)

Now, no distinction is made 
between U .S . and foreign 

bonds—they’re all classified 
as “global,” with investors 

free to find those, regardless 
of country of origin, that 

provide the best combination 
of quality and yield .
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Allocation to 
“commodities” comes 
through exchange-traded 
funds listed on U .S . stock 
exchanges and is therefore 
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for “U .S . equities .”

Global fund managers 
provide access to companies 

based throughout emerging 
Asia, South America and 

Eastern Europe . 

BeFORe: U.S.-Based Strategic Allocation  
At a glance, “fixed 

income” doesn’t seem 
to change much . But in 
the “before” scenario, 

it’s almost entirely 
allocated to U .S . bonds, 

with 14% of all assets 
dedicated to Treasuries 

and municipals—and 
just 1 .75% to bonds from 

overseas .
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Today we need to rebalance that view of the world—and that style of 

investing . More challenges are doubtless coming: climate change, inflation 

in world food prices, continued movement out of the dollar into gold and 

other currencies . And there will be unexpected crises—natural disasters 

such as the Japanese earthquake and tsunami as well as man-made 

upheavals like the Arab Spring—that further roil the global landscape . 

As humans we will, as always, adapt and re-engineer . As investors we 

must focus on resilience, the ability to deal with the unforeseen and the 

wherewithal to capitalize on often fleeting opportunities . 

As much as the U .S . and other traditional players in the global economy 

admire the growth of newcomers, the winners among the emerging 

nations will be those that learn from the developed countries and find 

ways to move beyond pure growth and adopt the flexibility to survive 

inevitable shocks of their own . Much the same can be said of investors 

facing a world they never foresaw . The winners are likely to be those who 

maintain the flexibility, both in mind and in portfolio, to respond to the 

world not as it was but as it will become . 9

What You Can Do
how individual investors can position themselves for potential growth
opportunities

Go global. With the West struggling and developing nations growing, consider 
more international investments . 

Be more dynamic. In a changing world, “buy and hold” isn’t always the 
answer . Reassess investments more frequently to keep goals on track .

Consider U.S. multinational stocks. With strong balance sheets and 
worldwide exposure, big companies offer dividend income and growth 
potential .

expand your bond outlook. With U .S . Treasuries at or near historically low 
interest rates, corporate bonds or emerging-market bonds may provide more 
attractive yields .

Think commodities.9 Rising demand makes commodities a natural choice to 
help fight inflation and diversify a portfolio .

 9  Investment in commodities and gold are investments in natural resource industries that can be significantly affected 
by events relating to those industries such as variations in commodities markets, weather, embargoes, disease, 
international, political and economic developments, the success of exploration projects, tax and other government 
regulations, as well as other factors. Concentrating investments in gold companies means that performance will be 
more susceptible to factors affecting that particular sector.

The winners among 
emerging nations 
will be those 
that learn from 
the developed 
countries and 
find ways to move 
beyond pure growth 
and adopt the 
flexibility to survive 
inevitable shocks 
of their own .
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