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Strong 2023

 ● For the last two months of 2023, both stock and bond markets went in one direction, 
up. For the fourth quarter of 2023, global equities rose 11.0% and bonds +6.8%. This was 
driven by convincing data showing that the Fed would not need to crash the US economy 
to push inflation lower.

 ● The fact that equities and bonds rose together in the final quarter of 2023 shows how 
important the expectations for a change in Fed policy - from driving down inflation to 
potentially protecting an economic recovery - has been.

 ● In 2023, the stock market indices were driven higher by large gains for a handful of firms. 
Yet, the first few days in 2024 indicate that investors doubt that multi-trillion-dollar US 
tech franchises can continue to beat earnings expectations after a projected 44% earnings 
per share (EPS) gain in 2023.

 ● Investors can easily be misled by share price movements around holiday periods when 
market volumes and liquidity are low.

 ● For 2024, we believe a broadening recovery for the equity market is likely to co-exist with a 
pause and more volatility for last year’s leaders.

 ● The expectation for near-immediate Fed easing is impatient and exaggerated. Yet the 
economic outlook is pointing to a healthier growth period ahead even if the Fed does not 
provide immediate rate cuts.
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Potential Opportunities After a Strong 2023

1  Source: Bloomberg as of January 4, 2023
2  The Magnificent 7 stocks include Amazon.com (AMZN), Apple (AAPL), Google parent Alphabet (GOOGL), Meta Platforms (META), 

Microsoft (MSFT), Nvidia (NVDA) and Tesla (TSLA). The securities or company names included herein are for illustrative purposes only and 
do not constitute a recommendation of or solicitation to purchase or sell any security.

3  Source: Bloomberg as of January 4, 2023

For the last two months of 2023, both the stock and bond markets went in one direction, up. For the fourth quarter of 
2023, global equities rose 11.0% and bonds +6.8%1. US asset performance was slightly stronger as US Treasury yields 
fell 70 basis points while credit spreads tightened.

The end-2023 rally was based on views that we clearly expressed in our Wealth Outlook 2024 publication:

 ● Inflation is headed towards the Fed’s target of 2% by the end of 2024. Slower inflation will allow for a healthier 
growth period and more benign monetary policy over the coming two years.

 ● The likelihood of future rate hikes is now low and the probability that the Fed begins to focus on supporting a 
sustained recovery has risen sharply.

 ● The US economy has been more resilient than expected. In fact, a corporate earnings rebound is underway. It began 
from a low in Q1-2023 and now we see quarterly comparisons (year over year) with positive EPS growth.

 ● December’s headlines for US employment were stronger than consensus forecasts. Nonetheless, employment 
growth is softening. Over the past year, US employment grew by 2.7 million. During 2022, the gain was 4.8 million. 
In 2021, 7.3 million. The path of slowing will not abate while monetary policy is restrictive.

 ● Tax-related activities accounted for part of a mid-December trading volume surge. A recent plunge in volume – 
while markets remain open – is related to holiday vacations.

 ● The so-called “Magnificent 72” US tech megacaps were responsible for 53% of the S&P 500’s total return in 2023 
and 66% of the Nasdaq composite gain. However, in the final two months of 2023 we began to see a broadening of 
equity performance.

 ● Bonds rallied, with the 10-year US Treasury hitting a low of 3.79% on December 27, not far off from our forecast a full 
year from now. Cash yields are likely to fall meaningfully over the course of 2024 into 2025 and a normal (upward 
sloping) yield curve is on the way.

The fact that equities and bonds moved so strongly together is unlikely to continue. The economic outlook is pointing 
to a gradual slowdown for US labor markets, but healthier, sustainable growth ahead. The Fed is unlikely to provide the 
immediate “lower rate” satisfaction markets anticipate. We believe a “broadening” of equity market performance is 
likely to co-exist with last year’s hottest sectors seeing some setbacks or meaningful pauses.

After some strong headlines for December’s job gains, short-term fixed income markets reduced their expectation of 
Fed easing in March toward 50%. Markets subsequently jumped back to the conclusion that the Fed will soon ease 
after a weak private sector services survey. All such data is subject to significant noise in the winter months. While 
the Fed tends to act faster than its own economic forecasts imply, this is an aggressive assumption in our view. Initial 
action from the Fed in the May-June time window seems more likely.

There Is No “Bad January” Effect
Indices in 2023 were driven higher by large gains for a handful of firms. Yet, the first few days in 2024 indicate that 
investors doubt that multi-trillion-dollar US tech franchises can continue to beat earnings expectations after a 
projected 44% EPS gain3 in 2023.

Short-term professional traders have vastly different goals and behaviors than committed long-term investors. An 
ideal trader’s market is one where trading volumes are low, markets are inefficient, and short-term trends can be 
exaggerated. That’s certainly been the case the first week of 2024. Following typical patterns, US equity trading 
volumes briefly doubled in mid-December 2023 and then halved in the period that followed.

With this dynamic, low-volume markets become more prone to price swings that are not indicative of underlying 
trends. Seasoned investors are careful to take market movements during these periods with a grain of salt.

https://www.privatebank.citibank.com/outlook?utm_source=cpb_internal&utm_medium=intranet&utm_campaign=ol24
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Bad “Januarys” do not portend bear markets without the necessary bear market preconditions. Two recent examples 
are 2020 and 2021, when bad Januarys meant nothing for strong full year results. 2008 was a different situation. A 
housing/credit collapse – not a “weak January” – was the fundamental problem.

But, if you watch financial news, you will be hearing about the averages without context (see FIGURE 1). In our view, it 
is not a good idea to extrapolate much from an illiquid holiday market. Such data mining is simply picking information 
without describing the various circumstances that drove the results.

FIGURE 1: S&P 500 Full Year Returns with Positive First Week vs Negative First Week

4  Source: Bloomberg as of January 3, 2023

Source: Bloomberg as of January 4, 2023. Indices are unmanaged. An investor cannot invest directly in an index. They are shown 
for illustrative purposes only and do not represent the performance of any specific investment. Index returns do not include any 
expenses, fees or sales charges, which would lower performance. Past performance is no guarantee of future results. Real results 
may vary.

Important Portfolio Opportunities Remain Intact
Bonds

With the final quarter of 2023 driving it, global fixed income returns in 2023 were +7.0%4. Even now, intermediate US 
corporate yielding around 5% remain double the expected inflation rate over the next several years, offering solid value 
(see FIGURE 2). The early 2024 “give back” in fixed income is making available yields more attractive. Short covering 
and holiday illiquidity in late December had driven yields down towards our end-of-2024 target.

Equities

We can still potentially see a double-digit US equity return for the “average stock in 2024” even if the S&P 500 does 
not repeat its 26% 2023 return. As we pointed out in our last bulletin on December 17, 2023, the S&P 500 equal 
weight index has returned more than the traditional market cap-weighted S&P 500 in 50% of all years in the last three 
decades. The absolute value difference has been 6%. (Last year saw the largest underperformance of the equal weight 
index since 1998.)

It does not take an aggressive S&P 500 earnings target to drive double-digit returns for more firms’ share prices in 
2024. What it would take is a recovery in a wider swath of industry profits. Last year’s profit decline for the majority of 
S&P 500 sectors suggest that a broader corporate earnings recovery is more, not less, likely.

Profitable small and mid-cap growth companies offer an unusually large valuation discount as a starting point (see 
FIGURE 3). As we discussed in our Wealth Outlook for 2024, we are tech optimists. A correction in large cap US 
tech is likely to be an opportunity. But there are more potential opportunities for growth and diversification than the 
“Magnificent 7” large tech franchises (see Figure 4).

https://www.privatebank.citibank.com/ivc/docs/quadrant/CIOBulletin_121723.pdf
https://www.privatebank.citibank.com/outlook?utm_source=cpb_internal&utm_medium=intranet&utm_campaign=ol24
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FIGURE 2: Yields Lower but Not Low: US 
Intermediate Investment Grade Corporate and US 
Treasury Yield (%)

FIGURE 3: The Valuation Gap Favoring Smaller 
Growth Firms. Price/Earnings: S&P 400, 500, 600 
Growth Indexes
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Source: Haver Analytics as of January 2, 2024. Source: Haver Analytics as of January 2, 2024. Large/Mid/Small 
Cap Growth proxies are S&P 500/400/600 Growth Indices.

Indices are unmanaged. An investor cannot invest directly in an index. They are shown for illustrative purposes only and do not 
represent the performance of any specific investment. Index returns do not include any expenses, fees or sales charges, which 
would lower performance. Past performance is no guarantee of future results. Real results may vary. 

FIGURE 4: S&P 500 Equal Weight Index vs 
“Magnificent 7” Tech-Related Mega Caps

FIGURE 5: January Returns for S&P 500 Sorted by 
Preceding December (Data since 1943)

 

Source: Bloomberg as of January 3, 2024. Data range 
December 2023 to January 3, 2024.

Source: Haver Analytics as of January 4, 2024.

Indices are unmanaged. An investor cannot invest directly in an index. They are shown for illustrative purposes only and do not 
represent the performance of any specific investment. Index returns do not include any expenses, fees or sales charges, which 
would lower performance. Past performance is no guarantee of future results. Real results may vary.

Those Who Hesitate Are Lost
History does not lie. What you pay for assets will help determine their future return. A 22% total return for global 
equities in 2023 (26% for the S&P 500) will likely reduce 2024 total returns. And very strong December periods can 
make for more subdued Januarys (see FIGURE 5).
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Remember this:

 ● In the last seven decades, the S&P 500 total return index has been positive in 74% of calendar years.

 ● 2020, 2021 and 2022 all saw a down month in January, with full year gains in 2 of the 3 years.

 ● Of the 26 years since 1954 that had a negative first week of the year, 50% (13) still showed positive full year returns. 
These have averaged +13.2%5.

With this in mind, investors who dwell on short-term setbacks may miss the opportunity to allocate appropriately for 
their long-term goals. In our 2024 Wealth Outlook, we noted that there have only been three calendar years of decline 
in both US equity and bond returns during the past century, with 2022 being one of them. In the two cases where we 
can observe 24-month returns thereafter, the minimum cumulative gain was 24.2% for a 60/40 mix of the S&P 500 
and 10-year US Treasury.

If we looked at all 12-month periods with both negative stock and bond returns, not just calendar years, the story is the 
same (see FIGURE 6). Following joint declines in US stock and bond returns over any 12-month period, returns were 
positive for a 60/40 mix in 41 of 41 cases two years later. The median cumulative gain was 28%.

FIGURE 6: Returns following periods of joint US stock/bond losses since 1928 (41 monthly cases)

2-yr subsequent returns 60/40 cumulative

% of cases with subsequent returns positive 100%

Average Return 33.1%

Median Return 28.0%

Source: CGW Global Asset Allocation and Quantitative Research Team, Global Financial Data (GFD) as of December 31, 2023. S&P 
500 Total Return is used for stocks and US 10-Year Govt. Bond Total Return (Provider: GFD) is used for the bonds. Note: 60/40 
returns show the combination of the annual total return of the S&P 500 and the 10-Year Treasury with 60% allocated to the S&P 
500, and 40% allocated to the 10-year. The historical allocation levels use indices and are provided for informational purposes 
only. The historical index allocation levels should not be taken as an indication of future performance, which may be better or worse 
than the levels set forth above. The index returns shown do not represent the results of actual trading of investor assets. Indices 
are unmanaged. An investor cannot invest directly in an index. They are shown for illustrative purposes only and do not represent 
the performance of any specific investment. Index returns do not include any expenses, fees or sales charges, which would lower 
performance. Past performance is no guarantee of future results. Real results may vary.

Conclusion
The fact that equities and bonds rose together in the final quarter of 2023 shows how important the expectations for a 
change in Fed policy - from driving down inflation to potentially protecting an economic recovery - has been.

The expectation for near-immediate Fed easing is impatient and exaggerated. Yet the economic outlook is pointing to 
a healthier growth period ahead even if the Fed does not provide immediate rate cuts.

For 2024, we believe a broadening recovery for the equity market is likely to co-exist with a pause and more volatility 
for last year’s top performers. Ignore talk of a January effect.

https://www.privatebank.citibank.com/outlook?utm_source=cpb_internal&utm_medium=intranet&utm_campaign=ol24
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Important Information 

In any instance where distribution of this communication (“Communication”) is subject to the rules of the US Commodity Futures Trading 
Commission (“CFTC”), this communication constitutes an invitation to consider entering into a derivatives transaction under US CFTC 
Regulations §§ 1.71 and 23.605, where applicable, but is not a binding offer to buy/sell any financial instrument. 

This Communication is prepared by Citi Global Wealth Investments (“CGWI”) which is comprised of the Investments and Capital Markets capabilities 
of Citi Private Bank, Citi Global Wealth at Work, Citi Personal Wealth Management and International Personal Bank U.S.   

Citi Private Bank, Citi Global Wealth at Work, Citi Personal Wealth Management are businesses of Citigroup Inc. (“Citigroup”), which provide clients 
access to a broad array of products and services available through bank and non-bank affiliates of Citigroup. Not all products and services are 
provided by all affiliates or are available at all locations. In the U.S., investment products and services are provided by Citigroup Global Markets Inc. 
(“CGMI”), member FINRA and SIPC, Citi Private Alternatives, LLC (“CPA”), member FINRA and SIPC, and Citi Global Alternatives, LLC (“CGA”). CPA 
acts as distributor of certain alternative investment products to certain eligible clients’ segments. CGMI accounts are carried by Pershing LLC, 
member FINRA, NYSE, SIPC. Investment management services (including portfolio management) are available through CGMI, CGA, Citibank, N.A. 
and other affiliated advisory businesses. Insurance is offered by Citi Personal Wealth Management through Citigroup Life Agency LLC (“CLA”). In 
California, CLA does business as Citigroup Life Insurance Agency, LLC (license number 0G56746). CGMI, CPA, CGA, CLA and Citibank, N.A. are 
affiliated companies under the common control of Citigroup.  

Outside the U.S., investment products and services are provided by other Citigroup affiliates. Investment Management services (including portfolio 
management) are available through CGMI, CGA, Citibank, N.A. and other affiliated advisory businesses. These Citigroup affiliates, including CGA, 
will be compensated for the respective investment management, advisory, administrative, distribution and placement services they may provide.   

International Personal Bank U.S. (“IPB U.S.”) is a business of Citigroup which provides its clients access to a broad array of products and services 
available through Citigroup, its bank and non-bank affiliates worldwide (collectively, “Citi”). Through IPB U.S. prospects and clients have access to 
the Citigold® Private Client International, Citigold® International, International Personal, Citi Global Executive Preferred, and Citi Global Executive 
Account Packages. Investment products and services are made available through Citi Personal Investments International (“CPII”), a business of 
Citigroup which offers securities through CGMI, member FINRA and SIPC, an investment advisor and broker–dealer registered with the Securities 
and Exchange Commission CGMI, and investment accounts are carried by Pershing LLC, member FINRA, NYSE, and SIPC. Insurance is offered by 
CPII through CLA. In California, CLA does business as Citigroup Life Insurance Agency, LLC (license number 0G56746). Citibank, N.A., CGMI and CLA 
are affiliated companies under common control of Citigroup Inc. 

CGWI personnel are not research analysts, and the information in this Communication is not intended to constitute “research”, as that term is 
defined by applicable regulations. Unless otherwise indicated, any reference to a research report or research recommendation is not intended to 
represent the whole report and is not in itself considered a recommendation or research report. 

This Communication is provided for information and discussion purposes only, at the recipient’s request. The recipient should notify CGWI 
immediately should it at any time wish to cease being provided with such information. Unless otherwise indicated, (i) it does not constitute an 
offer or recommendation to purchase or sell any security, financial instrument or other product or service, or to attract any funding or deposits, and 
(ii) it does not constitute a solicitation if it is not subject to the rules of the CFTC (but see discussion above regarding communication subject to CFTC 
rules) and (iii) it is not intended as an official confirmation of any transaction. 

Unless otherwise expressly indicated, this Communication does not take into account the investment objectives, risk profile or financial situation 
of any particular person and as such, investments mentioned in this document may not be suitable for all investors. Citi is not acting as an investment 
or other advisor, fiduciary or agent. The information contained herein is not intended to be an exhaustive discussion of the strategies or concepts 
mentioned herein or tax or legal advice. Recipients of this Communication should obtain advice based on their own individual circumstances from 
their own tax, financial, legal, and other advisors about the risks and merits of any transaction before making an investment decision, and only make 
such decisions on the basis of their own objectives, experience, risk profile and resources. 

The information contained in this Communication is based on generally available information and, although obtained from sources believed by Citi 
to be reliable, its accuracy and completeness cannot be assured, and such information may be incomplete or condensed. Any assumptions or 
information contained in this Communication constitute a judgment only as of the date of this document or on any specified dates and is subject to 
change without notice. Insofar as this Communication may contain historical and forward-looking information, past performance is neither a 
guarantee nor an indication of future results, and future results may not meet expectations due to a variety of economic, market and other factors. 
Further, any projections of potential risk or return are illustrative and should not be taken as limitations of the maximum possible loss or gain. Any 
prices, values or estimates provided in this Communication (other than those that are identified as being historical) are indicative only, may change 
without notice and do not represent firm quotes as to either price or size, nor reflect the value Citi may assign a security in its inventory. Forward 
looking information does not indicate a level at which Citi is prepared to do a trade and may not account for all relevant assumptions and future 
conditions. Actual conditions may vary substantially from estimates which could have a negative impact on the value of an instrument. 

Views, opinions and estimates expressed herein may differ from the opinions expressed by other Citi businesses or affiliates and are not intended 
to be a forecast of future events, a guarantee of future results, or investment advice, and are subject to change without notice based on market and 
other conditions. Citi is under no duty to update this document and accepts no liability for any loss (whether direct, indirect or consequential) that 
may arise from any use of the information contained in or derived from this Communication. 



None of the financial instruments or other products mentioned in this Communication (unless expressly stated otherwise) is (i) insured by the Federal 
Deposit Insurance Corporation or any other governmental authority, or (ii) deposits or other obligations of, or guaranteed by Citi or any other insured 
depository institution. 

Citi often acts as an issuer of financial instruments and other products, acts as a market maker and trades as principal in many different financial 
instruments and other products, and can be expected to perform or seek to perform investment banking and other services for the issuer of such 
financial instruments or other products. The author of this Communication may have discussed the information contained therein with others within 
or outside Citi, and the author and/or such other Citi personnel may have already acted on the basis of this information (including by trading for Citi's 
proprietary accounts or communicating the information contained herein to other customers of Citi). Citi, Citi's personnel (including those with 
whom the author may have consulted in the preparation of this communication), and other customers of Citi may be long or short the financial 
instruments or other products referred to in this Communication, may have acquired such positions at prices and market conditions that are no 
longer available, and may have interests different from or adverse to your interests. 

IRS Circular 230 Disclosure: Citi and its employees are not in the business of providing, and do not provide, tax or legal advice to any taxpayer outside 
Citi. Any statement in this Communication regarding tax matters is not intended or written to be used, and cannot be used or relied upon, by any 
taxpayer for the purpose of avoiding tax penalties. Any such taxpayer should seek advice based on the taxpayer’s particular circumstances from an 
independent tax advisor. 

Neither Citi nor any of its affiliates can accept responsibility for the tax treatment of any investment product, whether or not the investment is 
purchased by a trust or company administered by an affiliate of Citi. Citi assumes that, before making any commitment to invest, the investor and 
(where applicable, its beneficial owners) have taken whatever tax, legal or other advice the investor/beneficial owners consider necessary and have 
arranged to account for any tax lawfully due on the income or gains arising from any investment product provided by Citi. 

This Communication is for the sole and exclusive use of the intended recipients and may contain information proprietary to Citi which may not be 
reproduced or circulated in whole or in part without Citi’s prior consent. The manner of circulation and distribution may be restricted by law or 
regulation in certain countries. Persons who come into possession of this document are required to inform themselves of, and to observe such 
restrictions. Citi accepts no liability whatsoever for the actions of third parties in this respect. Any unauthorized use, duplication, or disclosure of 
this document is prohibited by law and may result in prosecution. 

Other businesses within Citigroup Inc. and affiliates of Citigroup Inc. may give advice, make recommendations, and take action in the interest of 
their clients, or for their own accounts, that may differ from the views expressed in this document. All expressions of opinion are current as of the 
date of this document and are subject to change without notice. Citigroup Inc. is not obligated to provide updates or changes to the information 
contained in this document. 

The expressions of opinion are not intended to be a forecast of future events or a guarantee of future results. Past performance is not a guarantee of 
future results. Real results may vary. 

Although information in this document has been obtained from sources believed to be reliable, Citigroup Inc. and its affiliates do not guarantee its 
accuracy or completeness and accept no liability for any direct or consequential losses arising from its use. Throughout this publication where charts 
indicate that a third party (parties) is the source, please note that the attributed may refer to the raw data received from such parties. No part of this 
document may be copied, photocopied or duplicated in any form or by any means, or distributed to any person that is not an employee, officer, 
director, or authorized agent of the recipient without Citigroup Inc.’s prior written consent. 

Citigroup Inc. may act as principal for its own account or as agent for another person in connection with transactions placed by Citigroup Inc. for its 
clients involving securities that are the subject of this document or future editions of the document. 

RISKS  

Investments in financial instruments or other products carry significant risk, including the possible loss of the principal amount invested. Financial 
instruments or other products denominated in a foreign currency are subject to exchange rate fluctuations, which may have an adverse effect on the 
price or value of an investment in such products. This Communication does not purport to identify all risks or material considerations which may be 
associated with entering into any transaction. 

Structured products can be highly illiquid and are not suitable for all investors. Additional information can be found in the disclosure documents of 
the issuer for each respective structured product described herein. Investing in structured products is intended only for experienced and 
sophisticated investors who are willing and able to bear the high economic risks of such an investment. Investors should carefully review and 
consider potential risks before investing. 

OTC derivative transactions involve risk and are not suitable for all investors. Investment products are not insured, carry no bank or government 
guarantee, and may lose value. Before entering into these transactions, you should: (i) ensure that you have obtained and considered relevant 
information from independent reliable sources concerning the financial, economic and political conditions of the relevant markets; (ii) determine 
that you have the necessary knowledge, sophistication and experience in financial, business and investment matters to be able to evaluate the risks 
involved, and that you are financially able to bear such risks; and (iii) determine, having considered the foregoing points, that capital markets 
transactions are suitable and appropriate for your financial, tax, business and investment objectives. 



This material may mention options regulated by the US Securities and Exchange Commission. Before buying or selling options you should obtain 
and review the current version of the Options Clearing Corporation booklet, Characteristics and Risks of Standardized Options. A copy of the booklet 
can be obtained upon request from Citigroup Global Markets Inc., 390 Greenwich Street, 3rd Floor, New York, NY 10013.  

If you buy options, the maximum loss is the premium. If you sell put options, the risk is the entire notional below the strike. If you sell call options, 
the risk is unlimited. The actual profit or loss from any trade will depend on the price at which the trades are executed. The prices used herein are 
historical and may not be available when you order is entered. Commissions and other transaction costs are not considered in these examples. 
Option trades in general and these trades in particular may not be appropriate for every investor. Unless noted otherwise, the source of all graphs 
and tables in this report is Citi. Because of the importance of tax considerations to all option transactions, the investor considering options should 
consult with his/her tax advisor as to how their tax situation is affected by the outcome of contemplated options transactions. 

Bonds are affected by a number of risks, including fluctuations in interest rates, credit risk and prepayment risk. In general, as prevailing interest 
rates rise, fixed income securities prices will fall. Bonds face credit risk if a decline in an issuer’s credit rating, or creditworthiness, causes a bond’s 
price to decline. High yield bonds are subject to additional risks such as increased risk of default and greater volatility because of the lower credit 
quality of the issues. Finally, bonds can be subject to prepayment risk. When interest rates fall, an issuer may choose to borrow money at a lower 
interest rate, while paying off its previously issued bonds. As a consequence, underlying bonds will lose the interest payments from the investment 
and will be forced to reinvest in a market where prevailing interest rates are lower than when the initial investment was made. 

 

(MLP’s) - Energy Related MLPs May Exhibit High Volatility. While not historically very volatile, in certain market environments Energy Related MLPS 
may exhibit high volatility. 

Changes in Regulatory or Tax Treatment of Energy Related MLPs. If the IRS changes the current tax treatment of the master limited partnerships 
included in the Basket of Energy Related MLPs thereby subjecting them to higher rates of taxation, or if other regulatory authorities enact regulations 
which negatively affect the ability of the master limited partnerships to generate income or distribute dividends to holders of common units, the 
return on the Notes, if any, could be dramatically reduced. Investment in a basket of Energy Related MLPs may expose the investor to concentration 
risk due to industry, geographical, political, and regulatory concentration. 

Mortgage-backed securities ("MBS"), which include collateralized mortgage obligations ("CMOs"), also referred to as real estate mortgage 
investment conduits ("REMICs"), may not be suitable for all investors. There is the possibility of early return of principal due to mortgage 
prepayments, which can reduce expected yield and result in reinvestment risk. Conversely, return of principal may be slower than initial prepayment 
speed assumptions, extending the average life of the security up to its listed maturity date (also referred to as extension risk). 

Additionally, the underlying collateral supporting non-Agency MBS may default on principal and interest payments. In certain cases, this could cause 
the income stream of the security to decline and result in loss of principal. Further, an insufficient level of credit support may result in a downgrade 
of a mortgage bond's credit rating and lead to a higher probability of principal loss and increased price volatility. Investments in subordinated MBS 
involve greater credit risk of default than the senior classes of the same issue. Default risk may be pronounced in cases where the MBS security is 
secured by, or evidencing an interest in, a relatively small or less diverse pool of underlying mortgage loans. 

MBS are also sensitive to interest rate changes which can negatively impact the market value of the security. During times of heightened volatility, 
MBS can experience greater levels of illiquidity and larger price movements. Price volatility may also occur from other factors including, but not 
limited to, prepayments, future prepayment expectations, credit concerns, underlying collateral performance and technical changes in the market. 

Alternative investments referenced in this report are speculative and entail significant risks that can include losses due to leveraging or other 
speculative investment practices, lack of liquidity, volatility of returns, restrictions on transferring interests in the fund, potential lack of 

https://www.theocc.com/getmedia/a151a9ae-d784-4a15-bdeb-23a029f50b70/riskstoc.pdf


diversification, absence of information regarding valuations and pricing, complex tax structures and delays in tax reporting, less regulation and 
higher fees than mutual funds and advisor risk.  

Asset allocation does not assure a profit or protect against a loss in declining financial markets.  

The indexes are unmanaged. An investor cannot invest directly in an index. They are shown for illustrative purposes only and do not represent the 
performance of any specific investment. Index returns do not include any expenses, fees or sales charges, which would lower performance.  

Past performance is no guarantee of future results. 

International investing entails greater risk, as well as greater potential rewards compared to US investing. These risks include political and economic 
uncertainties of foreign countries as well as the risk of currency fluctuations. These risks are magnified in countries with emerging markets, since 
these countries may have relatively unstable governments and less established markets and economics. 

Investing in smaller companies involves greater risks not associated with investing in more established companies, such as business risk, significant 
stock price fluctuations and illiquidity.  

Factors affecting commodities generally, index components composed of futures contracts on nickel or copper, which are industrial metals, may be 
subject to a number of additional factors specific to industrial metals that might cause price volatility. These include changes in the level of industrial 
activity using industrial metals (including the availability of substitutes such as manmade or synthetic substitutes); disruptions in the supply chain, 
from mining to storage to smelting or refining; adjustments to inventory; variations in production costs, including storage, labor and energy costs; 
costs associated with regulatory compliance, including environmental regulations; and changes in industrial, government and consumer demand, 
both in individual consuming nations and internationally. Index components concentrated in futures contracts on agricultural products, including 
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