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Global Fixed Income Bulletin

Reversal Month 

A bit of optimism and sticker shock arrived in 
September. After exceptional performance in 
August, September proved much more challenging 
as news flow turned less dire (although not 
necessarily positive) and government bonds were 
no longer so attractive. The eagerly awaited 
European Central Bank (ECB) and Federal Reserve 
(Fed) meetings finally arrived. While in no ways 
hawkish, they did disappoint elevated expectations 
(the ECB by cutting rates by only 10 basis points 
[bps], and the Fed with its guidance on future 
possible rate cuts). While their commentary did 
not preclude further policy accommodation, in 
both cases there was a distinct element of caution 
with regard to further easing that unsettled bond 
markets. Somewhat surprisingly, credit markets 
held up well (with U.S. credit outperforming 
Euromarkets). Maybe hope for better economic 
performance and further ECB corporate bond 
buying overcame other disappointments. We view 
the sell-off in core developed bond markets as 
a correction rather than the beginning of a bear 
market. It looks like government bond yields are 
settling into a range while we await the outcome 
of U.S./Chinese trade talks and more information 
about the direction of the global economy.

Our best advice is to be close to neutral with a 
small optimistic bias. No global recession. Yields 
and credit are buys on weakness. Exposures should 
be concentrated where fundamentals are sound 
and valuations reasonable. On the developed 
sovereign side, we prefer Australia, Spain, New 
Zealand and the U.S. (probably most vulnerable to 
further bad news); in emerging markets (EM), we 
like Brazil, Indonesia, Mexico and Peru. 

The views and opinions expressed are those of the Portfolio Management team as of October 2019 and are subject to change based 
on market, economic and other conditions. Past performance is not indicative of future results.
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Note: USD-based performance. Source: Thomson Reuters 
Datastream. Data as of September 30, 2019. The indexes are 
provided for illustrative purposes only and are not meant 
to depict the performance of a specific investment. Past 
performance is no guarantee of future results. See pages 6 
and 7 for index definitions.
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DISPLAY 3
Major Monthly Changes in 10-Year Yields and Spreads

COUNTRY

10-YR  
YIELD 

LEVEL (%)

MONTH 
CHANGE 

(BPS)

10-YR 
SPREAD 

(BPS)

MONTH 
CHANGE 

(BPS)
(Spread over USTs)

United States 1.66 +17
United Kingdom 0.49 +1 -118 -16
Germany -0.57 +13 -224 -4
Japan -0.21 +6 -188 -11
Australia 1.02 +13 -65 -4
Canada 1.36 +20 -30 +3
New Zealand 1.09 +2 -58 -15
EUROPE (Spread over Bunds)
France -0.27 +13 30 0
Greece 1.35 -28 192 -41
Italy 0.82 -18 139 -31
Portugal 0.16 +4 73 -9
Spain 0.15 +4 72 -9

EM

INDEX 
LOCAL 

YIELD (%)

MTD 
CHANGE 

(BPS)

USD 
SPREAD 

(BPS)

MTD 
CHANGE 

(BPS)
EM External Spreads 335 -24
EM Local Yields 5.33 -1
EM Corporate Spreads 307 -24
Brazil 6.35 -46 239 -2
Colombia 5.66 -7 183 +4
Hungary 1.08 +5 100 -7
Indonesia 7.38 -8 185 0
Malaysia 3.40 +6 124 0
Mexico 7.00 -13 317 -17
Peru 4.39 0 131 +9
Philippines 4.35 -3 78 -4
Poland 1.80 +11 34 -5
Russia 6.86 -8 193 -16
South Africa 9.41 +3 330 +9
Turkey 13.23 -258 464 -64
Venezuela – – 18473 7294

CREDIT
SPREAD 

(BPS)

MTD 
CHANGE 

(BPS)
U.S. IG 115 -5
EUR IG 111 +2
U.S. HY 373 -20
EUR HY 350 +14
SECURITIZED
Agency MBS 82 -15
U.S. BBB CMBS 243 -9

Positive Neutral Negative
Source: Bloomberg, JP Morgan. Data as of September 30, 2019.

DISPLAY 2
Currency Monthly Changes Versus U.S. Dollar
(+ = appreciation)
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Bond yields retraced a significant portion of their August rallies in 
September, with core Euro yields hit particularly hard. We believe 
there were three principal reasons for the September sell-off:

1. Disappointment with Fed and ECB policy actions, particularly 
with how they characterized likely future actions; a 
recalibration upwards of future rate cuts occurred.

2. Valuations had become demanding, making the market 
vulnerable to a correction. Yields had fallen to levels normally 
associated with recessions, below what is appropriate for 
current economic conditions.

3. Economic data did not collapse. While a sustained 
improvement still seems distant, the fact that things did not 
deteriorate more was positive.

While the ECB delivered a comprehensive package of easing 
across rates, including a rate cut, tiering of ECB bank deposit rates, 
forward guidance and open-ended quantitative easing (QE), ECB 
post-decision commentary came across as more hawkish in that the 
ECB was at the limits of their easing power. Further policy easing, 
if required, would be up to fiscal authorities. The fact that this was 
President Draghi’s last meeting before handing over the reins to 
Christine Lagarde also did not help. We and the markets are not sure 
how the “new” leadership will perform. It may be the case that latent 
hawkishness, suppressed by Draghi’s leadership, will now emerge.

There was no significant economic data sufficiently different from 
what the market expected to cause our views to change. Weak 
business spending (capex), low business confidence, worsening 
corporate margins and falling global trade have not gone away. 
While this weakness is predominately evident on the manufacturing/
industrial side of the global economy (we are probably already in 
a technical manufacturing recession), we are concerned that if it 
continues unabated it will undermine the one strength in the world 
economy: U.S. and European households. Labor market data and 
consumer spending data bear close scrutiny.

We still believe an actual economy-wide recession is unlikely and 
this slowdown is more akin to the 2015/2016 situation, when 
manufacturing contracted temporarily but resilience in the service 
sector kept the aggregate economy growing. U.S. unemployment 
is at decade lows, as it is in Europe, and wage growth is positive 
in real terms even if subdued relative to history. But we cannot 
be complacent about the risks. Labor markets cannot fight off 
continued weakness forever, and there are some signs of the 
manufacturing contraction causing job losses.

Moreover, China is not acting like the global locomotive it has 
been in the past 10 years post global financial crisis. Expansionary 
monetary and fiscal policy have been more muted than in the past 
as Chinese authorities attempt to balance deleveraging reform 

efforts with fighting off the effects of the U.S./China trade situation. 
It seems Chinese authorities are content to stop/slow additional 
weakness in the economy rather than try to return growth to 
previous years’ levels. Chinese macro policy bears watching.

So, economic data is not really improving. Trade wars, Brexit and 
deteriorating business confidence have not gone away. Even if 
the U.S. and global economies escape outright recession, they are 
vulnerable to unanticipated events. For example, the strike on 
Saudi oil infrastructure could have been much worse in terms of 
its impact on oil and the global economy. This means that central 
banks will remain ultra-vigilant in maintaining an easing bias. 
Over 15 central banks have cut rates this year. Only Norway has 
bucked the trend and actually raised rates, but it is an unusual 
country in terms of its economic structure and does not tell us 
anything about what is likely to happen elsewhere.

The big worry is that monetary policy is at its limits in terms of 
effectiveness. Low and falling rates do help lower borrowing costs 
and help debtors. But, with global economic uncertainty high and 
U.S./China trade talks going nowhere (at least at the time of writing), 
it is difficult to convince people/companies to borrow money on 
expectations of a brighter/stronger future. While the effects of 
monetary policy at these low levels is debatable, what we believe 
is not debatable is that central banks will continue to try, meaning 
rates will keep moving lower if economic data deteriorate further.

During this period of intense uncertainty, we continue to look 
for signs/indicators showing how the situation is going to evolve. 
We continue to believe the yield curve is the best barometer of 
market confidence. We think a measure of success, e.g., reflation, 
would be a steepening of yield curves. If monetary stimulus is 
working its magic, curves should steepen.

In the short term, we seem to be coming into a period of greater 
calm. Apparently, the U.S. and China will resume trade negotiations; 
Italian politics have stabilized; a hard Brexit at the end of October 
seems unlikely; and November will see central banks easing once 
again. While we remain worried about the trends in place (both 
in economic data and policies), markets may settle down, with 
government bond yields now range-bound and credit and EM 
stabilizing. We would not advocate reducing exposures for now or 
increasing duration in government bond markets.

Our best advice is to be close to neutral with a small optimistic 
bias. No global recession. Yields and credit are buys on weakness. 
Exposures should be concentrated where fundamentals are 
sound and valuations reasonable. On the developed sovereign 
side, we prefer Australia, Spain, New Zealand and the U.S. 
(probably most vulnerable to further bad news); in EM, we like 
Brazil, Indonesia, Mexico and Peru.

Fixed Income Outlook
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MONTHLY REVIEW OUTLOOK

Developed 
Market (DM) 
Rate/Foreign  
Currency 
(FX)

Developed market sovereign bonds sold off in 
September, reversing a portion of their August rally. 
The spread between the U.S. 10-year Treasury and 
2-year note steepened by 5 bps as the market reacted 
positively to news of more constructive U.S./China 
trade talks and Brexit developments. 1 While central 
banks remained in easing mode in September, the 
tone was not as dovish as hoped. The U.S. Federal 
Open Market Committee (FOMC) decided to cut the 
fed funds target range by 25 bps and the interest on 
excess reserves (IOER) by an additional 5 bps to 1.80% 
on a divided vote, caught between uncertainty over 
global growth and a domestic economy that is holding 
up well. 2 The outgoing ECB President Mario Draghi 
presented an extensive stimulus package at the ECB 
meeting, cutting the depo rate, announcing open-ended 
quantitative easing, strengthening the forward guidance 
on interest rates, making the terms of the TLTRO more 
generous and introducing reserve tiering for banks. 
However, markets were disappointed, in particular 
with the reluctance to cut interest rates further and 
dissenting views from some of the more hawkish 
members on the Governing Council.

Global growth is likely to continue to be lower for 
the remainder of 2019. Central banks have become 
more accommodative, although divided, particularly 
in the U.S. and eurozone. We expect that to continue 
as uncertainty in the geopolitical and economic 
landscape remains prevalent. Three major risks we see 
to the outlook are Brexit, U.S./China trade disputes 
and weakness in the manufacturing and trade sectors 
undermining the consumer. In this context, we expect 
U.S. Treasury yields to remain well below 2%.

Emerging 
Market (EM)  
Rate/FX

EM fixed income asset performance was mixed in the 
month, as a bounce in U.S. Treasury yields weighed on 
dollar-denominated assets. Within the dollar segment, 
the shorter-duration corporate segment outperformed 
sovereigns and high yield outperformed the longer-
duration investment grade segments. EM domestic 
debt performance was also improved last month, with 
a marginally positive contribution from EMFX. 3 During 
the period, oil prices were weaker, metal prices were 
mixed and agricultural commodities were generally 
stronger. Aiding the broader risk appetite for the month 
was an easing in U.S./China trade tensions as both sides 
made goodwill gestures such as the U.S. delaying tariff 
implementation and China exempting tariffs on some 
previously designated products and purchasing U.S. 
agricultural goods. The slowdown in manufacturing and 
growth indicators prompted a global easing response 
from central banks and governments.

We remain cautious on EM debt. U.S./China trade talks, 
scheduled to take place on October 11-12, will likely 
influence market sentiment, which has recently soured 
due to U.S. threats to restrict capital flows to China. 
The outcome of the October negotiations are difficult to 
predict, with some observers leaning towards a scenario 
of near-term escalation (that is, October 15 U.S. tariffs 
on China imports enacted), followed by a potential truce 
at a leaders’ summit around the APEC conference in 
November. U.S. politics are also adding to volatility as 
impeachment proceedings initiated by the Democratic 
Party in the Lower House may impact Trump’s calculus 
vis-à-vis China, as well as making the ratification of 
the USMCA agreement more challenging. This fragile 
backdrop for trade is weighing on global growth, with the 
latest high-frequency activity indicators mostly trending 
down, and prompting central banks in both developed 
and emerging countries (as highlighted previously) to 
double down on monetary policy accommodation. 
Easy monetary policy should be supportive of long 
duration positions, whereas we are less constructive on 
the performance of EM currencies, as we envision an 
appreciating U.S. dollar in the near term, supported by 
a tighter monetary policy stance by the Fed relative to 
other central banks, and heightened risk aversion.

1 Source: Bloomberg, as of September 30, 2019. 2 Source: Bloomberg, as of September 30, 2019. 3 Source: J.P. Morgan, as of September 30, 2019.
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4 S ou rce :  B loomberg  B a r c l ay s ,  as  o f 
September 30, 2019.
5 S ou rce :  B loomberg  B a r c l ay s ,  as  o f 
September 30, 2019.

6 Source: J.P. Morgan, as of September 30, 2019.
7 Source: Bloomberg, as of September 30, 2019.
8 Source: Bankrate.com, as of September 30, 2019.

9 Source: Federal Reserve Bank of New York, as 
of September 30, 2019.
10 Source: Lipper U.S . Fund Flows, as of 
September 30, 2019.

MONTHLY REVIEW OUTLOOK

Credit September saw corporate spreads marginally tighter overall, 
reflecting the lack of market conviction to move in either direction. 
September also saw a partial reverse in the risk-free German 
government bond rally seen in August, driving the negative absolute 
return in the month. The key drivers in the month were (1) ECB QE 
announcement due to start on November 1 at €20bn per month, 
plus a rate cut and tiering for deposits which should benefit banks 
(2) global economic data that was slightly better than expectations 
as compared to previous months. While you could argue this was 
only a function of lower expectations, the surprises indices did 
improve in September (3) multiple political events including the 
attack on a Saudi refinery, BREXIT news, Italian politics and U.S./
China trade all impacted sentiment on given days but net over 
the month the impact was limited. The Bloomberg Barclays U.S. 
Corporate Index closed 6 bps tighter in September to end the month 
at 114 bps over government bonds. 4 Financials underperformed 
non-financials in the month. In terms of excess returns versus 
government bonds, the Bloomberg Barclays U.S. Corporate Index 
generated an excess return of +0.42% in September. U.S. investment 
grade outperformed the European market. Euro IG widened 1 bp to 
109 bps in September, as measured by the Bloomberg Barclays Euro-
Aggregate Corporate Index. As opposed to U.S. credit, financials 
closed flat and outperformed non-financials which closed 1 bp wider. 
Investment-grade credit year-to-date performance remains positive, 
with European investment grade 42 bps tighter, outperforming U.S. 
investment grade, which are 39 bps tighter. Relative to governments 
of equal duration, the U.S. IG Index has returned +4.07% year-to-
date, while European IG has returned +3.87%. 5

While valuations have richened with the 
strong performance in 2019 to date, we 
see a number of signals that macro risk is 
rising. This includes risk of a hard BREXIT, 
continued trade negotiations between U.S./
China with no resolution and weak global 
manufacturing data overall (PMIs). However, 
our base case does not call for a recession. 
Rather, we expect continued low global 
growth and low inflation, supported by low 
real rates and easy financial conditions.

Securitized While geopolitical events and global economic data remain 
concerning, U.S. economic data continues to be resilient with 
historically low unemployment, rising wages and healthy spending 
rates, and increasing home sales continue to be buoyed by lower 
mortgage rates. Current coupon agency mortgage backed security 
(MBS) nominal spreads widened 4 bps in September to 101 bps 
above interpolated U.S. Treasuries. 6 The duration of the Bloomberg 
Barclays U.S. MBS Index lengthened 1/3rd of a year to 2.73 years 
during September, as rates rose slightly during the month. However, 
mortgage prepayments continue to accelerate, reflecting the recent 
lows in mortgage rates. 7 National mortgage rates rose 3 bps in 
September to 3.72% but remain very low by historical comparison. 
Mortgage rates are 36 bps lower in 2019 and 110 bps lower than 
the recent peak reached in November of last year. 8 Pay-ups for 
specified pools remain strong as investors look for pools with lower 
prepayment risks. The Fed’s MBS portfolio shrank by $22 billion 
during September to $1.467 trillion and is now $170 billion lower 
year-to-date. 9 Mortgage mutual funds saw net inflows of $580 million 
in September, increasing year-to-date net inflows to $12.7 billion. 10 
Mortgage mutual fund inflows in 2019 have surpassed the 2018 
mutual fund outflows of $7.6 billion and have helped partially offset 
the decline in Fed MBS holdings. But overall, the Fed’s balance sheet 
MBS reductions, which have increased to roughly $20 billion each 
month in the recent months, significantly outweigh incremental fund 
inflows and present a headwind for agency MBS valuations in 2019.

Overall our outlook remains largely 
unchanged. We still have a positive 
fundamental credit outlook for residential 
and consumer credit conditions in both 
the U.S. and Europe, but we have begun 
reducing some of our securitized credit 
exposure as concerns over a potential 
economic downturn become more 
pronounced. We remain slightly negative on 
agency MBS, but we have been reducing our 
agency MBS underweight over the past few 
months. Agency MBS are under pressure 
from both increased prepayment risks 
from lower mortgage rates and also from 
the continued supply-demand dynamics 
from the Fed continuing to reduce its MBS 
holdings and increasing market float by $20 
billion per month. However, agency MBS 
spreads have widened materially over the 
past few months reflecting these risks, and 
now offer more comparable relative value. 
Much of the negative conditions for agency 
MBS seem to be priced in at this stage.
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DEFINITIONS
R* is the real short term interest rate that would occur when the economy 
is at equilibrium, meaning that unemployment is at the neutral rate and 
inflation is at the target rate.

INDEX DEFINITIONS
The indexes shown in this report are not meant to depict the performance 
of any specific investment, and the indexes shown do not include any 
expenses, fees or sales charges, which would lower performance. The 
indexes shown are unmanaged and should not be considered an investment. 
It is not possible to invest directly in an index.
The Bloomberg Barclays Euro Aggregate Corporate Index (Bloomberg 
Barclays Euro IG Corporate) is an index designed to reflect the performance 
of the euro-denominated investment-grade corporate bond market.
The Bloomberg Barclays Global Aggregate Corporate Index is the corporate 
component of the Barclays Global Aggregate index, which provides a 
broad-based measure of the global investment-grade fixed income markets.
The Bloomberg Barclays U.S. Corporate Index (Bloomberg Barclays U.S. 
IG Corp) is a broad-based benchmark that measures the investment-grade, 
fixed-rate, taxable corporate bond market.
The Bloomberg Barclays U.S. Mortgage Backed Securities (MBS) Index 
tracks agency mortgage-backed pass-through securities (both fixed-rate 
and hybrid ARM) guaranteed by Ginnie Mae (GNMA), Fannie Mae (FNMA) 
and Freddie Mac (FHLMC). The index is constructed by grouping individual 
TBA-deliverable MBS pools into aggregates or generics based on program, 
coupon and vintage. Introduced in 1985, the GNMA, FHLMC and FNMA 
fixed-rate indexes for 30- and 15-year securities were backdated to January 
1976, May 1977 and November 1982, respectively. In April 2007, agency 
hybrid adjustable-rate mortgage (ARM) pass-through securities were 
added to the index.
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.

The Dow Jones Commodity Index Gold (Gold) is designed to track the 
gold market through futures contracts.
Euro vs. USD—Euro total return versus U.S. dollar.
German 10YR bonds—Germany Benchmark 10-Year Datastream Government 
Index; Japan 10YR government bonds—Japan Benchmark 10-Year Datastream 
Government Index; and 10YR U.S. Treasury—U.S. Benchmark 10-Year 
Datastream Government Index.
The Hang Seng Index includes the largest and most liquid stocks listed on 
the Main Board of the Stock Exchange of Hong Kong.
The ICE Brent Crude futures contract (Brent crude oil) is a deliverable 
contract based on EFP delivery with an option to cash settle.
The ICE BofAML European Currency High-Yield Constrained Index (ICE 
BofAML Euro HY constrained) is designed to track the performance of 
euro- and British pound sterling-denominated below investment-grade 
corporate debt publicly issued in the eurobond, sterling
The ICE BofAML U.S. Mortgage-Backed Securities (ICE BofAML U.S. 
Mortgage Master) Index tracks the performance of U.S. dollar-denominated, 
fixed-rate and hybrid residential mortgage pass-through securities publicly 
issued by U.S. agencies in the U.S. domestic market.
The ICE BofAML U.S. High Yield Master II Constrained Index (ICE BofAML 
U.S. High Yield) is a market value-weighted index of all domestic and 
Yankee high-yield bonds, including deferred-interest bonds and payment-
in-kind securities. Its securities have maturities of one year or more and a 
credit rating lower than BBB-/Baa3, but are not in default domestic or euro 
domestic markets by issuers around the world.
The ISM Manufacturing Index is based on surveys of more than 300 
manufacturing firms by the Institute of Supply Management. The ISM 
Manufacturing Index monitors employment, production inventories, new orders 
and supplier deliveries. A composite diffusion index is created that monitors 
conditions in national manufacturing based on the data from these surveys.
Italy 10-Year Government Bonds—Italy Benchmark 10-Year Datastream 
Government Index.

Risk Considerations
Fixed-income securities are subject to 
the ability of an issuer to make timely 
principal and interest payments (credit 
risk), changes in interest rates (interest-
rate risk), the creditworthiness of the 
issuer and general market liquidity 
(market risk). In a rising interest-rate 
environment, bond prices may fall and 
may result in periods of volatility and 
increased portfolio redemptions. In a 
declining interest-rate environment, 
the portfolio may generate less income. 
Longer-term securities may be more 
sensitive to interest rate changes. Certain 
U.S. government securities purchased 
by the strategy, such as those issued by 
Fannie Mae and Freddie Mac, are not 
backed by the full faith and credit of the 
U.S. It is possible that these issuers will 
not have the funds to meet their payment 
obligations in the future. Public bank 

loans are subject to liquidity risk and 
the credit risks of lower-rated securities. 
High-yield securities (junk bonds) 
are lower-rated securities that may have 
a higher degree of credit and liquidity 
risk. Sovereign debt securities are 
subject to default risk. Mortgage- and 
asset-backed securities are sensitive to 
early prepayment risk and a higher risk 
of default, and may be hard to value and 
difficult to sell (liquidity risk). They 
are also subject to credit, market and 
interest rate risks. The currency market 
is highly volatile. Prices in these markets 
are influenced by, among other things, 
changing supply and demand for a 
particular currency; trade; fiscal, money 
and domestic or foreign exchange control 
programs and policies; and changes 
in domestic and foreign interest rates. 
Investments in foreign markets entail 
special risks such as currency, political, 

economic and market risks. The risks of 
investing in emerging market countries 
are greater than the risks generally 
associated with foreign investments. 
Derivative instruments may 
disproportionately increase losses and 
have a significant impact on performance. 
They also may be subject to counterparty, 
liquidity, valuation, correlation and 
market risks. Restricted and illiquid 
securities may be more difficult to sell 
and value than publicly traded securities 
(liquidity risk). Due to the possibility 
that prepayments will alter the cash 
flows on collateralized mortgage 
obligations (CMOs), it is not possible to 
determine in advance their final maturity 
date or average life. In addition, if the 
collateral securing the CMOs or any 
third-party guarantees are insufficient 
to make payments, the portfolio could 
sustain a loss.



7

REVERSAL MONTH 

FIXED INCOME | MORGAN STANLEY INVESTMENT MANAGEMENT

The views and opinions expressed are those of the Portfolio Management team as of October 2019 and are subject to change based on market, economic 
and other conditions. Past performance is not indicative of future results.

The JP Morgan CEMBI Broad Diversified Index is a global, liquid corporate 
emerging markets benchmark that tracks U.S.-denominated corporate bonds 
issued by emerging markets entities.
The JPMorgan Government Bond Index—Emerging markets (JPM local EM 
debt) tracks local currency bonds issued by emerging market governments. 
The index is positioned as the investable benchmark that includes only 
those countries that are accessible by most of the international investor 
base (excludes China and India as of September 2013).
The JPMorgan Government Bond Index Emerging Markets (JPM External EM 
Debt) tracks local currency bonds issued by emerging market governments. 
The index is positioned as the investable benchmark that includes only 
those countries that are accessible by most of the international investor 
base (excludes China and India as of September 2013).
The JP Morgan Emerging Markets Bond Index Global (EMBI Global) tracks 
total returns for traded external debt instruments in the emerging markets 
and is an expanded version of the EMBI+. As with the EMBI+, the EMBI 
Global includes U.S. dollar-denominated Brady bonds, loans and eurobonds 
with an outstanding face value of at least $500 million.
The JP Morgan GBI-EM Global Diversified Index is a market-capitalization 
weighted, liquid global benchmark for U.S.-dollar corporate emerging market 
bonds representing Asia, Latin America, Europe and the Middle East/Africa.
JPY vs. USD—Japanese yen total return versus U.S. dollar.
The National Association of Realtors Home Affordability Index compares 
the median income to the cost of the median home.
The Nikkei 225 Index (Japan Nikkei 225) is a price-weighted index of Japan’s 
top 225 blue-chip companies on the Tokyo Stock Exchange.
The MSCI AC Asia ex-Japan Index (MSCI Asia ex-Japan) captures large- and 
mid-cap representation across two of three developed markets countries 
(excluding Japan) and eight emerging markets countries in Asia.
The MSCI All Country World Index (ACWI, MSCI global equities) is a free 
float-adjusted market capitalization weighted index designed to measure the 
equity market performance of developed and emerging markets. The term 
“free float” represents the portion of shares outstanding that are deemed 
to be available for purchase in the public equity markets by investors. The 
performance of the Index is listed in U.S. dollars and assumes reinvestment 
of net dividends.
MSCI Emerging Markets Index (MSCI emerging equities) captures large- 
and mid-cap representation across 23 emerging markets (EM) countries.
The MSCI World Index (MSCI developed equities) captures large and mid-
cap representation across 23 developed market (DM) countries.
Purchasing Managers Index (PMI) is an indicator of the economic health 
of the manufacturing sector.
The S&P 500® Index (U.S. S&P 500) measures the performance of the 
large-cap segment of the U.S. equities market, covering approximately 
75 percent of the U.S. equities market. The index includes 500 leading 
companies in leading industries of the U.S. economy.
The S&P/LSTA U.S. Leveraged Loan 100 Index (S&P/LSTA Leveraged 
Loan Index) is designed to reflect the performance of the largest facilities 
in the leveraged loan market.
The S&P GSCI Copper Index (Copper), a sub-index of the S&P GSCI, provides 
investors with a reliable and publicly available benchmark for investment 
performance in the copper commodity market.
The S&P GSCI Softs (GSCI soft commodities) Index is a sub-index of the 
S&P GSCI that measures the performance of only the soft commodities, 
weighted on a world production basis. In 2012, the S&P GSCI Softs Index 
included the following commodities: coffee, sugar, cocoa and cotton.
Spain 10-Year Government Bonds—Spain Benchmark 10-Year Datastream 
Government Index.
The Thomson Reuters Convertible Global Focus USD Hedged Index is a 
market weighted index with a minimum size for inclusion of $500 million 
(US), 200 million euro (Europe), 22 billion yen, and $275 million (Other) 
of convertible bonds with an equity link.

U.K. 10YR government bonds—U.K. Benchmark 10-Year Datastream 
Government Index. For the following Datastream government bond indexes, 
benchmark indexes are based on single bonds. The bond chosen for each 
series is the most representative bond available for the given maturity band 
at each point in time. Benchmarks are selected according to the accepted 
conventions within each market. Generally, the benchmark bond is the 
latest issue within the given maturity band; consideration is also given to 
yield, liquidity, issue size and coupon.
The U.S. Dollar Index (DXY) is an index of the value of the United States 
dollar relative to a basket of foreign currencies, often referred to as a basket 
of U.S. trade partners’ currencies.
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Separate accounts managed according to the Strategy include a number 
of securities and will not necessarily track the performance of any index. 
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