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Developed market growth forecasts have  

started to stabilise... 

Sources: Bloomberg, Merrill Lynch EMEA CIO. Data as of November 2013. *G10 = Group of 10 major developed economies (Belgium, Canada, France, Italy, Japan, 

Netherlands, United Kingdom and United States) 
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2013 and 2014 growth forecasts for G10* economies 

Macroeconomics 
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...and easy developed monetary policy no longer 

means rock-bottom bond yields 

Sources: Bloomberg, Merrill Lynch EMEA CIO. Data as of October 2013.  
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10-year government bond yields for the U.S., Germany and the U.K. 
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The U.S. private sector should accelerate in 

2014, with businesses to hire and to spend 

Sources: Bloomberg, Federal Reserve, Merrill Lynch EMEA CIO. Data as of September 2013.  
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U.S. nonfarm payrolls growth and business investment 

Macroeconomics 
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European labour force competitiveness should 

continue to support a fragile recovery and rebalancing 

Sources: European Central Bank, Factset, Merrill Lynch EMEA CIO. Data as of June 2013. 
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Unit labour costs (indexed to 100 as of 2005) for selected eurozone nations 
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Bank of Japan will likely be the only major  

central bank easing further in 2014 

Sources: Bloomberg, Merrill Lynch EMEA CIO. Data as of September 2013. 
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Balance sheets (as a percentage of GDP) for the Federal Reserve and Bank of Japan (including 

projections) 

Macroeconomics 
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Emerging economies growth is expected to 

moderate in 2014 but Asia should lead the pack... 

Sources: International Monetary Fund (IMF), Merrill Lynch EMEA CIO. Data as of October 2013. 
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Real GDP growth rates (including forecasts beyond 2012) for major emerging regions 

Macroeconomics 
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...but current account vulnerabilities in EM may  

still weigh on selected markets, warranting caution 

Sources: Bloomberg, IMF, Merrill Lynch EMEA CIO. Data as of  14 November 2013. 
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Current account balance forecasts and equity market performance for selected EM nations 

Macroeconomics 
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Winners in 2013 

Sources: Bloomberg, Merrill Lynch EMEA CIO. Data as of November 2013.  
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Which of our calls worked well in 2013? 

Winners in 2013 

“Equities to outperform fixed income, including credit” 

• Global equities, as measured by MSCI AC World (USD total return) +18.8% versus BofA Merrill Lynch 

Global Broad Market Index (USD total return) -2.4% 

 

“In the U.S. …high yield still offers value” 

• High yield as measured by BofA Merrill Lynch U.S. High Yield Master II Index returned +5.9%, whereas the 

return of investment grade bonds (BofA Merrill Lynch U.S. Corporate Master Index) was -2% and US 

Treasuries (BofA Merrill Lynch Unsubordinated U.S. Treasury/ Agency Master) -2.5% on a year to date 

basis. 

 

U.S. financials equities as a way to play U.S. housing recovery 

• From opening to closing the U.S. financial equity position, our play on a U.S. housing recovery 

outperformed the broader U.S. equity index (3% outperformance over 2013). 



Losers in 2013 

Sources: Bloomberg, Merrill Lynch EMEA CIO. Data as of November 2013.  
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What missed our expectations in 2013? 

Losers in 2013 

“Europe and emerging markets equities to lead a higher beta, value-driven regional performance” 

• Whereas European, Japanese and US equities have all returned in excess of 20% total returns (USD, 

MSCI indices), emerging markets rallied only 0.6% (as of end October), given weaker local economic and 

profits dynamics, in addition to selected higher funding costs 

 

“U.S. dollar to move higher as selected ‘risk-on/risk-off’ correlations begin to break down” 

• The U.S. Dollar (DXY) index has risen a modest 1.9% in 2013, as market expectations of Federal Reserve 

tapering have been pushed into late 2013/early 2014, euro and sterling strengthening on more stable 

growth expectations 

 

“Emerging market sovereign debt to be rewarded for better fundamentals” 

• After initial fears of Fed tapering caught the market unawares, worsening external dynamics in selected 

Ems hurt our local currency debt position (now sold, -8.5% in U.S. dollar total return terms according to 

JPM GBI-EM Global Index) 



U.S. equities still look attractive compared to  

bonds – a continued 2014 trend 

Sources: Bloomberg, Merrill Lynch EMEA CIO. Data as of November 2013. 
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S&P 500 equity index earnings yield minus U.S. 10-year Treasury yield 
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Central bank liquidity will continue to underpin 

equity markets... 

Sources: Bloomberg, Merrill Lynch EMEA CIO. Data as of November 2013. 
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Selected developed equity markets and corresponding central bank balance sheets 
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...but fundamentals should play a greater role 

in 2014 

Sources: Datastream, Merrill Lynch EMEA CIO. Data as of 11 November 2013. 
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Stock performance in most developed equity markets (excluding Japan) was driven by multiple 

expansion in 2013 
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U.S. equity earnings quality continues to 

be questionable as interest expenses, taxes drive margins 

Sources: BofA Merrill Lynch U.S. Equity Strategy Research, Merrill Lynch EMEA CIO. Data as of end 2012. 
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Net margin breakdown for U.S. equities 
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Manufacturing indices lead earnings growth by  

3-8 months – yet earnings quantity not there yet 

Sources: Bloomberg, Merrill Lynch EMEA CIO. Data as of 12 November 2013. * Revisions since October 2013, the beginning of the last earnings season. 
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Uptick in manufacturing purchasing managers’ indices (PMIs) yet to be seen in results 

Strategy 

    Surprises versus consensus (latest quarter) 
2013E 

Revisions* 

2014E 

Revisions* 

  % reported Beats In line Miss Since Oct 2013 Since Oct 2013 

S&P 500 91%           

Sales   54% 0% 46% 0% 0% 

EPS   74% 1% 24% 1% 0% 

              

Eurostoxx 600 86%           

Sales   35% 1% 64% 0% -1% 

EPS   53% 1% 46% -2% -2% 

              

TOPIX 91%           

Sales   60% 0% 40% 0% 0% 

EPS   61% 0% 39% 0% 0% 

              

FTSE 100 83%           

Sales   54% 0% 46% 0% 0% 

EPS   61% 0% 39% -2% -1% 



Search for earnings quality in emerging markets 

key in 2014...but at a record cost 

Sources: BofA Merrill Lynch Asia-Pacific Equity Strategy Research, Factset,  Merrill Lynch EMEA CIO. Data as of October 2013.  
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Spread of return on equity between the most expensive and cheapest big EM stocks is at record 

highs 
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U.S. high yield debt, levered loans attractive  

for 2014, as spreads still offer value versus default risk 

Sources: JP Morgan,  Merrill Lynch EMEA CIO. Data as of October 2013.  
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U.S. high yield (left-hand side) and levered loans (right-hand side) spreads versus default rates 
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Key views for 2014 

Source: Merrill Lynch EMEA CIO. Data as of  November 2013.  
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• Global economic improvement will continue, albeit at a gradual pace 

• Central bank liquidity will underpin growth improvements, yet private sector fundamentals will likely 

play a more important role 

• Emerging market growth dynamics will remain less favourable than developed market analogues... 

• ...but emerging Asia will be a likely bright spot 

 

• Relative valuations and improving cyclical activity favour equities over fixed income... 

• ...but quantity and quality of earnings will be more driven by sales than margin expansion in many 

developed markets 

• Within fixed income, favour credit over duration risk, as the beginning of Federal Reserve policy 

normalisation sees a growth-discounted move higher in core government yields 

• Within currencies, expect relative growth and interest rate differentials to play a more important 

role...but a downward Japanese yen bias will likely persist, albeit at a smaller rate 

Summary 



Important information 

 Issued in the UK by Merrill Lynch International Bank Limited (“MLIB”).  

− Merrill Lynch International Bank Limited (“MLIB”) is authorised by the Central Bank of Ireland and subject to limited regulation by the Financial Conduct Authority and Prudential 

Regulation  Authority.  Details about the extent of our regulation by the Financial Conduct Authority and Prudential Regulation Authority are available from us on request. MLIB is a 

member of the London Stock Exchange.  Registered Office: Central Park, Leopardstown, Dublin 18, Ireland. Branch Office: Bank of America Merrill Lynch Financial Centre, 2 King 

Edward Street, London EC1A 1HQ.   

 This document is provided for information only and is not intended as a solicitation for any particular investment.  It does not have regard to the specific investment objectives, financial 

situation or particular needs of any client and does not represent investment advice or a personal recommendation to any person. Exchange rate fluctuations may adversely affect the 

value of and income from investments. The value of investments and their income can go down as well as up and could rise or fall dramatically. Investors may not get back the full amount 

invested. If you have any doubt about the suitability of investments, you should consult your Financial Advisor. 

 Past performance should not be seen as an indication of future performance and no projection, representation or warranty is made regarding future performance.  

 Information relating to taxation is based on information currently available.  The levels and bases of, and relief from taxation can change and depend on your individual circumstances. The 

benefits of structures discussed may cease to exist. 

 This document is not intended to provide and should not be relied on for, accounting, legal or tax advice or investment recommendations. Merrill Lynch does not provide tax advice. We 

recommend you consult your tax or legal advisor about your personal tax position. 

 Opinions expressed are held by MLIB at the date of this document and are subject to change and do not necessarily represent the views of other parts of the Merrill Lynch Group.  

 Information included herein was obtained from sources we believe are reliable, but we have not verified and cannot ensure its accuracy. 

 Merrill Lynch has or may have a position or a material interest in any investment referred to in this document, or related investments, and an associate is or may be the only market maker 

in certain investments. Merrill Lynch may have, or may have had within the previous 12 months, business relationships, including investment banking relationships, with, or provided 

significant advice to, companies referred to in this document or related investments. Any research in this document has been procured and may have been acted on by MLIB and/or any of 

our associates for its own purpose.  The results are being made available only incidentally. 

 This document is only for your use and must not be given or shown to anyone else without our consent.  

 Some products and services may not be available in all jurisdictions or to all clients. 

 Certain Merrill Lynch entities, including Merrill Lynch, Pierce, Fenner & Smith, Inc. (“MLPF&S”), have no place of business in the UK and are not authorised or regulated by the UK 

Financial Conduct Authority or Prudential Regulation Authority. UK rules for the protection of retail customers and the UK Financial Services Compensation Scheme do not apply to such 

business. As against such entities the regulatory regime governing an investor’s rights will be different to that of the UK. Investors may, however, be entitled to similar protection in the 

jurisdiction in which the relevant entity is organised or resident. 
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Important information 

 Leverage: 

Use of leverage can carry a high degree of risk. A comparatively small change in the value of an underlying security can lead to a large change in your exposure under a derivative. This 

can work against you as well as for you. 

 Derivatives: 

Certain derivatives may involve a risk of losing not only the amount paid, but also additional amounts.  Transactions in derivatives that are not traded on a Recognised or Designated 

Stock Exchange may only be suitable for a person who has experience in transactions of that description. Illiquid investments such as OTC derivatives may not be transferable and 

typically will not be listed or traded on any exchange. Hence it may be difficult to close out the investment prior to maturity. It might be difficult to obtain reliable information about the 

market value of such investments or the extent of the risks to which they are exposed, including the risk of total loss of capital and more. 

 Illiquid Investments: 

Illiquid investments, such as private investments, may not be suitable for all investors, are not transferable and typically will not be listed or traded on any exchange. Hence, it may be 

difficult to realise the investment prior to maturity. It might be difficult to obtain reliable information about the market value of such investments or the extent of the risks to which they are 

exposed, including the risk of total loss of capital. 

 Unregulated Collective Investment Schemes: 

To the extent that unregulated collective investment schemes are mentioned in this document, it is directed at persons to whom, and is distributed only to persons to whom, MLIB may 

promote unregulated collective investment schemes in accordance with the rules of FSA, including in particular Rule 4.12 of the Conduct of Business sourcebook (“relevant persons”). 

Such investments are available only to, and any invitation, offer or agreement to subscribe, purchase or otherwise acquire such investments will be engaged in only with, relevant 

persons. Any person who is not a relevant person should not act or rely on this document or any of its contents. 

 Hedge Funds: 

Investment in any hedge fund carries substantial risk. There can be no assurance that the hedge fund’s investment objective will be achieved and investment results may vary 

substantially over time. The nature of a hedge fund’s investments involves certain risks and the fund will utilise investment techniques which may carry additional risk. These include 

(although not conclusively) borrowing, business risk, concentration of investments, counterparty risk, currency exposure, dealing restrictions, investment in debt securities and 

derivatives, illiquidity, investment management risks, liquidity and market characteristic risk, regulatory risk and short selling risks. Full details of these risks and others associated with 

investment in hedge funds are set out in the relevant prospectus. 
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