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down significantly this summer from 5.9% in June to 4.6% in October, consumer spending
surprised to the upside in September, providing a high starting level for Q4 consumption.
Given this backdrop, it is not surprising that the Institute for Supply Management (ISM)
manufacturing and services surveys remained extremely elevated through October,
consistent with strong and broad-based expansion across industries in coming months.
This includes the motor-vehicles industry, which, according to recent ISI Evercore Research
reports, is scheduled to increase production in Q4 after shaving 2.4 percentage points off
Q3 GDP growth due to global microchip shortages.
While the manufacturing ISM index remained at the top of its 40-year range, its servicessector counterpart spiked to a new record, as business activity and new orders rose to
their highest level since the series began in 1997. As a result, after stalling at a very high
level between March and September, the composite ISM index for manufacturing and
services jumped to a new all-time high in October (Exhibit 1), pointing to strong economic
growth into 2022. Following sharp upward revisions to its estimate as a result of the
strong purchasing managers and employment data, the Atlanta Fed GDPNow forecasts
8.2% annualized quarterly real growth in Q4.
Exhibit 1: Growth Surging Again.
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With growth reaccelerating, business pricing power exceptionally strong according to
various surveys, and big Q3 earnings per share (EPS) upside surprises, led by the cyclical
and Value areas of the Equity market, earnings estimates have been revised substantially
higher, further boosting equity prices, another positive leading indicator of growth. In
addition, the latest BofA Global Wave indicator corroborates our view of continued cyclical
strength in the economy, as “the signal from the Global Wave remains positive for the
fourteenth consecutive month, despite a sideways move in the data this month. A
meaningful downward move is required to trigger a negative signal on the cycle…The
signal… remains positive for equity markets, cyclical regions, cyclical sectors…”
In our view, a negative signal is unlikely anytime soon, with the strong cyclical expansion
likely to continue since the Federal Reserve (Fed) has reiterated its plan to keep interest
rates on hold for the foreseeable future. Given current guidance, as well as the leads and
lags involved in the transmission of monetary policy to the economy, policy is on track to
remain accommodative, and inflation high, for at least another year. Wages and salaries
rose 10% year-over-year (YoY) in September, with a growing number of large companies
announcing big raises, and the National Federation of Independent Business (NFIB) survey
showing a surge in wage- and price-hiking plans to levels last seen at the peak of the
double-digit inflation in the late 1970s and early 1980s (Exhibit 2). Accelerating wage and
rent inflation support the view that inflation will likely be higher, not lower, next year.
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Exhibit 2: Firms Planning to Raise Prices to Cover Soaring Costs.
NFIB: % planning to raise average selling prices (net)
Back to the late 1970s
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Gray shaded areas represent recession periods. Sources: National Federation of Independent Business/Haver Analytics; CIO. Data
as of November 9, 2021.

Real growth of 8%, or more, in Q4 would result in 2021 average real GDP growth of over
5%. Combined with inflation also running above 5%, nominal GDP growth would top 10%
this year, in line with the mid-teens revenue growth reported by companies in their Q3
earnings reports. Margin performance varied quite a bit, however, as some companies
were unable to pass on the big input-price increases, while others were. In particular, and
as we expected, cyclical companies benefited from stronger operating leverage and better
pricing power, resulting in faster earnings growth and bigger positive EPS surprises.
Continued real growth above 5% is not sustainable in an economy with potential GDP
growth of around 3%, however. As the output gap has closed in 2021, the Congressional
Budget Office is projecting the biggest excess of demand over potential GDP in 2022
since 1973 (exceeding the excess of 1978). That means double-digit nominal demand
growth spurred by the most stimulative monetary and fiscal policies since World War II will
continue to boost inflation in 2022. After two decades of nominal GDP growth of about
3% to 4%, the lowest since the 1930s, the highest nominal growth since the 1970s
represents a sea change for investors, with the Fed’s shift toward prioritizing maximum
employment and allowing higher inflation a wild card in the policy outlook.
As inflation has soared further from the 2% target, the Fed has announced tapering its
bond purchases in preparation for normalizing interest rates later in 2022. If inflation
proves persistent, as we expect, forward guidance is likely to prepare the markets for rate
hikes in the second half. Fed Chairman Powell did not dissuade this notion in his
November 3 press conference. Indeed, he validated the market moves toward rate hikes in
2022 rather than supporting the previous Fed position that rate hikes would not come
before 2023. Still, Powell did not dismiss the possibility that rate hikes might be delayed
longer, which allowed the market to back off the more hawkish scenario and bonds to rally.
If inflation continues to surprise to the upside, the market and Fed hawks will eventually
project a more aggressive rate-hike trajectory than currently incorporated in the yield
curve. Mr. Powell’s press conference served the purpose of slowing this process, as he did
not want to get ahead of the market but rather continued to drag his feet on the need to
address inflation. This gave the Equity market the green light to rally into year-end. It also
gave the bond market room to continue digesting the big rise in long-term rates over the
past year.
While nominal long rates have doubled off their lows, real rates have continued to fall, as
the rise in inflation outpaces the rise in interest rates. Given the Fed’s reluctance to
remove accommodation, yields on Treasury Inflation Protected Securities (TIPS) have
declined over the past month, with real yields on longer maturities dropping the most,
almost 40 basis points as of November 10. Declining real yields reflect additional
monetary ease, as zero rates and ongoing quantitative easing become less and less
appropriate in an overheating economy. In other words, the current policy stance is
feeding more, not less inflation, making it difficult to understand the consensus view that
inflation is heading lower in 2022.
In any event, 2022 should be a transition year, as the Fed shifts from its current stance of
feeding high inflation with double-digit money growth to trying to stop the wage-and
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price spiral that has been set off by the most stimulative monetary-fiscal mix since the
1940s. Given the political difficulties of slowing demand in a midterm election year, we
suspect the Fed will continue to resist raising interest rates enough to slow the boom. By
then, the “transitory” inflation narrative is likely to prove even less credible than it has
proven in 2021.
GLOBAL MARKET VIEW

What the Political Tea Leaves Portend for the Markets
Joseph P. Quinlan, Managing Director and Head of CIO Market Strategy
Hayley Licata, Analyst
It’s not looking good for Democrats. One year out from the 2022 midterm election, the
political landscape for Democrats, to say the least, looks rather challenging. In a recent
USA TODAY/Suffolk University Poll, for instance, President Biden’s approval rating was just
38%. Vice President Kamal Harris’ approval was even worse—28%. Polling figures from
Quinnipiac University and NBC News yield similar worrisome results for the White House,
while a recent poll from Emerson College shows former President Donald Trump narrowly
beating Biden in a hypothetical matchup.
The mood of voters is getting worse, not better. Fueling the angst of voters: slower growth
and rising inflationary pressures on virtually everything (goods and services), with price
hikes on cars, coffee and cosmetics akin to a tax on real incomes, notably among lowerincome households. There’s nothing more politically harmful one year before an election
than voter concerns of stagflation—weak growth-cum-rising prices. Per the latter,
October’s consumer price index (CPI) YoY report came in at 6.2%, the biggest gain in
consumer prices since 1990. Prices, not jobs, have moved to the political forefront. Even in
good times, midterm elections are rarely pretty for the incumbent party, so as we head
into 2022, the markets will start to discount the prospects of a reconfigured (divided)
government—or perhaps the making of a “red wave.”
Exhibit 3: Historical Election Cycles and Market Returns.
Government Configuration *
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*For election cycles from 1945 to 2020. D/D/R configuration has not occurred during the post-war period. Sources: Bloomberg; House.gov; Senate.gov; CIO. Data as of 2020. Past performance is no
guarantee of future results.

Politics matter. Exhibit 3 depicts market returns against various configurations of the U.S.
federal government since 1945. Before getting into the specifics, yes, long-term market
returns reflect the fundamentals of real economic growth, corporate earnings and the cost
of capital. But politics also matter—think government spending, taxes, deficits, wars, trade
policies, regulatory statutes—all of these government-directed factors matter to the
markets and can influence returns.
The markets don’t mind a divided government. Based on 75 years’ worth of history, split
government, in general, is associated with healthy returns. That said, if the Republicans do
take control of both the House and Senate in 2022, the market tea leaves are rather
propitious, with average annual total returns of the S&P 500 under a Democratic White
House and Republican-controlled Congress nearly 16%. A Democratic-controlled White
House and Senate, along with Republican House, meanwhile, isn’t all that bad, with
historical total returns of 16.1%. Interestingly, there has never been a Democraticcontrolled White House and House, and Republican-run Senate over the post-war period.
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Stock market returns in Year One of a presidential cycle have historically been strong. Exhibit
3 shows the average total returns of the S&P by election year. Year One is typically strong
(12.3%), while gains in Year Two are moderate (9%) before accelerating in Year Three
(19.8%). Returns in Year Four (10.4%) are typically half the prior year.
Above-average returns for Biden. With that as background, how do market returns in the
first year of the Biden administration stack up relative to history? Answer: quite well.
Indeed, year-to-date, S&P 500 total returns in excess of 26% are more than double the
historic average; but this outperformance, of course, reflects many unique factors of the
past two years, namely the massive U.S. fiscal and monetary stimulus to combat the
depression-like effects of the coronavirus. To the latter point, America’s combined fiscal
and monetary stimulus since the beginning of 2020 is in the neighborhood of $13 trillion,
with one more spending bill expected by year-end. That equates to roughly a staggering
60% of GDP.
Good not G.O.A.T (Greatest of all Time). Year One market returns under President Biden are
impressive, but as Exhibit 4 illustrates, they are well off Truman’s first-year returns of
1945 (36.3%), and Year One returns of Clinton in 1997 (33,4%), Obama in 2013 (32,4%),
Reagan in 1985 (31.7%), and Bush in 1989 (31.7%). In addition, Biden’s Year One stock
market returns don’t resonate much on Main Street—or with the average voter.
Exhibit 4: Best Year One Returns by President In Post-war Era.
Year
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Sources: Bloomberg; House.gov; Senate.gov; Chief Investment Office. Data as of November 9, 2021. Past performance is no
guarantee of future results.

More pain than gain. Notwithstanding an economy that is expected to expand by better
than 5% this year, in spite of nearly 6 million new jobs being created in the U.S. in the year
to October and an unemployment rate of 4.6%, and regardless of a 3.5% hike in average
hourly earnings and household net worth at staggering levels ($142 trillion)—despite all of
the above, a growing majority of voters say the economy (57%) is on the wrong track,
according to the latest figures from the Harris Poll (Exhibit 5). And with food and energy
prices fueling the larger-than-expected jump in the October CPI, the “wrong track”
mentality of the U.S. voter isn’t about to change anytime soon. All of this sets up more
volatility and choppy capital markets next year courtesy of Washington.
Exhibit 5: American’s View on the U.S. Economy.
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Sources: Harvard Center for American Political Studies/Harris Poll. Data as of October 2021.
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Despite political uncertainty, there are plenty of reasons to remain optimistic about U.S.
Equities. As stated earlier, politics matter to the capital matters. But what matters more
than the public sector is the private sector, or Corporate America, the most diverse and
dynamic growth and wealth engine in the world. Thanks to the U.S. private sector, the U.S.
economy remains one of the largest in the world, as well as a global leader in
innovation/technology, manufacturing and services, all backstopped by world-class
universities, the world’s reserve currency, and a risk-taking ecosystem that continues to
attract the best talent in the world. Heading into 2022, we maintain our U.S. Equity
overweight relative to not only Fixed Income but also the rest of the world. We prefer
Value and Growth, and continue to espouse exposure in economically sensitive sectors like
Industrials, Materials, Energy, and Financials, and growthier sectors like Technology.
THOUGHT OF THE WEEK

EM: What If Elon Musk Launched Tesla in South Africa?
Joseph P. Quinlan, Managing Director and Head of CIO Market Strategy
Hayley Licata, Analyst
The CIO remains neutral on Emerging Market (EM) Equities, and believes cyclical and
structural headwinds will weigh on the asset class again in 2022. Cyclical negatives: rising
U.S. interests rates, moderating growth in China, and weaker fiscal support levels.
Structural headwinds include inefficient labor markets, insufficient savings and
underdeveloped capital markets, and a dearth of human talent/capital.
The latter is key because the best and brightest in many EMs—out of necessity or
desire—end up in the U.S., home to the most entrepreneur-friendly, risk-taking ecosystem
in the world. Hamdi Ulukaya (Chobani), Sergey Brin (Google/Alphabet), Jan Koum
(WhatsApp), Mike Krieger (co-founder Instagram)—all of these immigrant risk-takers have
plowed their entrepreneur energy into the U.S. over the past decades, boosting, in the
process, America’s long-run real growth and competitiveness.
Another case in point: Elon Musk (South Africa) and Tesla. Musk could never have launched
Tesla in South Africa due to numerous constraints. But what if he had? Think of the
positive knock-on effects to the local economy—jobs, income, capital flows, technology
upgrades, tax revenues, etc. South Africa’s economic fortunes would have risen along with
Tesla, which now has a market cap ($1 trillion+) more than three times the size of South
Africa’s economy (Exhibit 6). Tesla’s market cap alone is nearly equivalent to the total
market cap of the Johannesburg Stock Exchange.
Simply put, one reason we prefer U.S. Equities to EM Equities is because a fair amount of
EM top talent is hunkered down in the U.S. These folks aren’t creating shareholder value in
their home countries; they’re creating it here in the U.S. The upshot: advantage U.S.
Equities versus many (not all) EM.
Exhibit 6: Changing Lanes: Tesla versus South Africa.
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MARKETS IN REVIEW
Equities

Fixed Income†
Total Return in USD (%)
Current
WTD
MTD
36,100.31
-0.6
0.9
15,860.96
-0.7
2.4
4,682.85
-0.3
1.7
2,902.19
-0.1
3.9
2,411.78
-1.0
5.0
3,223.82
-0.2
1.6
2,364.20
-0.3
1.3
1,285.48
1.7
1.7

DJIA
NASDAQ
S&P 500
S&P 400 Mid Cap
Russell 2000
MSCI World
MSCI EAFE
MSCI Emerging Markets

YTD
19.8
23.7
26.2
27.1
23.1
21.3
12.4
1.4

S&P 500 Sector Returns
Materials
Healthcare
Industrials
Financials
Information Technology
Real Estate
Consumer Staples
Communication Services
Utilities
Energy
Consumer Discretionary

2.6%
0.6%
0.5%
0.3%
0.2%

-3.2%
0.0%

1.0%

2.0%

3.0%

Total Return in USD (%)
WTD
MTD
-0.81
-0.07
-0.55
-0.08
0.15
0.62
-0.75
-0.11
-0.99
-0.10
-0.25
0.36
0.04
0.05
0.40
0.50
1.45
1.55
1.89
1.93

YTD
-1.95
-1.23
1.12
-1.69
-1.12
4.73
0.06
0.12
0.91
1.64

Current
219.53
80.79
1864.9

Total Return in USD (%)
WTD
MTD
0.1
-0.5
-0.6
-3.3
2.6
4.6

YTD
31.7
66.5
-1.8

Current
1.14
113.89
6.38

Total Return in USD (%)
Prior
Prior
Week End
Month End
1.16
1.16
113.41
113.95
6.39
6.40

2020
Year End
1.22
103.25
6.50

Commodities & Currencies
Commodities
Bloomberg Commodity
WTI Crude $/Barrel††
Gold Spot $/Ounce††

0.0%
-0.2%
-0.5%
-0.8%
-1.3%
-4.0% -3.0% -2.0% -1.0%

Corporate & Government
Agencies
Municipals
U.S. Investment Grade Credit
International
High Yield
90 Day Yield
2 Year Yield
10 Year Yield
30 Year Yield

Current
1.62
1.05
1.13
1.71
2.26
4.23
0.04
0.51
1.56
1.93

Currencies
EUR/USD
USD/JPY
USD/CNH
ources: Bloomberg, Factset. Total Returns from the period of

Sources: Bloomberg, Factset. Total Returns from the period of 11/8/2021 to 11/12/2021. †Bloomberg Barclays Indices. ††Spot price returns. All data as of the 11/12/2021 close. Data would differ if a
different time period was displayed. Short term performance shown to illustrate more recent trend. Past performance is no guarantee of future results.

Asset Class Weightings (as of 11/11/2021)
Asset Class

Economic Forecasts (as of 11/12/2021)

CIO View
Underweight Neutral Overweight










Q1
2021A

Q2
2021A

Q3
2021A

Q4
2021E

2021E



Real global GDP (% y/y annualized)

-3.1

-

-

-

-

5.8

Slight overweight green

Global Equities

2020A

Neutral yellow

U.S. Large Cap Growth



Real U.S. GDP (% q/q annualized)

-3.4

6.3

6.7

2.0

6.0

5.6







CPI inflation (% y/y)

1.2

1.9

4.8

5.3

6.5

4.6















Core CPI inflation (% y/y)

1.7

1.4

3.7

4.1

4.9

3.5









Unemployment rate (%)

8.1

6.2

5.9

5.1

4.5

5.4









Fed funds rate, end period (%)

0.09

0.06

0.08

0.06

0.13

0.13



















Slight overweight green

U.S. Large Cap Value


Slight overweight green

U.S. Small Cap Growth


Slight overweight green

U.S. Small Cap Value
Neutral yellow

International Developed
Neutral yellow

Emerging Markets

Slight underweight orange

Global Fixed Income


Slight underweight orange

U.S. Governments


Neutral yellow

U.S. Mortgages





Slight overweight green

U.S. Corporates









Slight underweight orange

High Yield
U.S. Investment Grade
Tax Exempt
U.S. High Yield
Tax Exempt
International
Fixed Income
Alternative Investments*
Hedge Funds
Private Equity
Real Assets
Cash

























Neutral yellow





Slight underweight orange


Underweight red



*Many products that pursue Alternative Investment strategies,
specifically Private Equity and Hedge Funds, are available only to
qualified investors.
CIO asset class views are relative to the CIO Strategic Asset
Allocation (SAA) of a multi-asset portfolio.
7 of 8

November 15, 2021 – Capital Market Outlook

The forecasts in the table above are the base line view from BofA Global Research. The Global Wealth & Investment Management
(GWIM) Investment Strategy Committee (ISC) may make adjustments to this view over the course of the year and can express
upside/downside to these forecasts. Historical data is sourced from Bloomberg, FactSet, and Haver Analytics.
Past performance is no guarantee of future results. There can be no assurance that the forecasts will be achieved.
Economic or financial forecasts are inherently limited and should not be relied on as indicators of future investment
performance.
A = Actual. E/* = Estimate.
Sources: BofA Global Research; GWIM ISC as of November 12, 2021.
BofA Global Research is research produced by BofA Securities, Inc. (“BofAS”) and/or one or more of its affiliates. BofAS is a
registered broker-dealer, Member SIPC, and wholly owned subsidiary of Bank of America Corporation.

Index Definitions
Securities indexes assume reinvestment of all distributions and interest payments. Indexes are unmanaged and do not take into account fees or expenses. It is not possible to invest
directly in an index. Indexes are all based in U.S. dollars.
S&P 500 Index is a stock market index that measures the stock performance of 500 large companies listed on stock exchanges in the United States. It is one of the most commonly followed
equity indices.
Institute for Supply Management (ISM) Manufacturing index measures the change in production levels across the U.S. economy from month to month.
Consumer Price Index (CPI) is a measure of the average change over time in the prices paid by urban consumers for a market basket of consumer goods and services.

Important Disclosures
Investing involves risk, including the possible loss of principal. Past performance is no guarantee of future results.
This material does not take into account a client’s particular investment objectives, financial situations, or needs and is not intended as a recommendation, offer, or solicitation for the purchase or
sale of any security or investment strategy. Merrill offers a broad range of brokerage, investment advisory (including financial planning) and other services. There are important differences between
brokerage and investment advisory services, including the type of advice and assistance provided, the fees charged, and the rights and obligations of the parties. It is important to understand the
differences, particularly when determining which service or services to select. For more information about these services and their differences, speak with your Merrill financial advisor.
Bank of America, Merrill, their affiliates and advisors do not provide legal, tax or accounting advice. Clients should consult their legal and/or tax advisors before making any financial decisions.
The Chief Investment Office (“CIO”) provides thought leadership on wealth management, investment strategy and global markets; portfolio management solutions; due diligence; and solutions
oversight and data analytics. CIO viewpoints are developed for Bank of America Private Bank, a division of Bank of America, N.A., (“Bank of America”) and Merrill Lynch, Pierce, Fenner & Smith
Incorporated (“MLPF&S” or “Merrill”), a registered broker-dealer, registered investment adviser and a wholly owned subsidiary of Bank of America Corporation ("BofA Corp."). This information should
not be construed as investment advice and is subject to change. It is provided for informational purposes only and is not intended to be either a specific offer by Bank of America, Merrill or any
affiliate to sell or provide, or a specific invitation for a consumer to apply for, any particular retail financial product or service that may be available.
The Global Wealth & Investment Management Investment Strategy Committee (“GWIM ISC”) is responsible for developing and coordinating recommendations for short-term and long-term
investment strategy and market views encompassing markets, economic indicators, asset classes and other market-related projections affecting GWIM.
All recommendations must be considered in the context of an individual investor’s goals, time horizon, liquidity needs and risk tolerance. Not all recommendations will be in the best interest of all
investors.
Asset allocation, diversification and rebalancing do not ensure a profit or protect against loss in declining markets.
Investments have varying degrees of risk. Some of the risks involved with equity securities include the possibility that the value of the stocks may fluctuate in response to events specific to the
companies or markets, as well as economic, political or social events in the U.S. or abroad. Small cap and mid cap companies pose special risks, including possible illiquidity and greater price volatility
than funds consisting of larger, more established companies. Investing in fixed-income securities may involve certain risks, including the credit quality of individual issuers, possible prepayments,
market or economic developments and yields and share price fluctuations due to changes in interest rates. Bonds are subject to interest rate, inflation and credit risks. Treasury bills are less volatile
than longer-term fixed income securities and are guaranteed as to timely payment of principal and interest by the U.S. government. Investments in foreign securities involve special risks, including
foreign currency risk and the possibility of substantial volatility due to adverse political, economic or other developments. These risks are magnified for investments made in emerging markets.
Investments in a certain industry or sector may pose additional risk due to lack of diversification and sector concentration. There are special risks associated with an investment in commodities,
including market price fluctuations, regulatory changes, interest rate changes, credit risk, economic changes and the impact of adverse political or financial factors.
© 2021 Bank of America Corporation. All rights reserved.
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