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How Merrill Lynch Designs and Guides 
Your Investing Experience

I. Merrill Edge Guided Investing — How Does it Work?
Investors begin by selecting an account type (retirement or general investing) and 
answering several questions about their goal and financial situation through an online 
profiling experience, including their time horizon, risk tolerance and risk capacity. 
This information is used to provide a target asset allocation recommendation for 
the account as well as to determine the investment strategy and risk profile for it. 
Strategies are available for both taxable brokerage accounts (tax aware strategies 
that use ETFs to obtain exposure to municipal bonds) and retirement accounts. 
Clients are responsible for verifying their goal information and financial situation on 
a periodic basis to confirm that the Merrill Edge Guided Investing strategy remains 
appropriate. Investors will receive regular updates regarding changes impacting the 
Merrill Edge Guided Investing strategy and can also monitor and make updates to 
their goals through an online dashboard. The GWIM CIO team also documents and 
makes available investment strategy decisions and offers a rationale for ETF trades 
as well as asset allocation changes.

II. Merrill Edge Guided Investing — The Value of Human Insight 
and Expertise

Importance of Asset Allocation 

Asset allocation is the process of choosing among multiple asset classes 
to increase risk-adjusted returns, improve the odds of achieving one’s goal 
and manage portfolio volatility

Harry Markowitz, arguably the seminal thinker in modern portfolio theory, famously 
described diversification as a “free lunch.” Diversification, which is achieved through 
asset allocation, may allow investors to achieve a higher expected return for a given 
level of risk, or similarly, may allow for a lower level of risk for a given expected 
return. Further underscoring the importance of asset allocation, Brinson’s study on 
Determinants of Portfolio Performance suggested that asset allocation can explain 
90% of the variability of returns (Source: Brinson, Hood, and Beebower’s paper, 
“Determinants of Portfolio Performance” (1986)). Needless to say, we believe that 
asset allocation is a critical part of investors’ efforts to achieve their goals.

INTRODUCTION
Merrill Edge Guided Investing is 
an online investment advisory 
program that leverages the power 
of technology to help investors 
select and monitor their portfolios 
with the expertise of Merrill Lynch 
investment professionals. The 
program delivers professional 
portfolio management solutions 
online, using exchange-traded funds 
(ETFs), which aim to be tax-efficient, 
liquid and low-cost vehicles. 
These funds enable the Portfolio 
Construction team within the Global 
Wealth & Investment Management 
Chief Investment Office (GWIM 
CIO) to effectively implement their 
views through the strategies used 
in this program.
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But why invest across multiple asset classes in the first place? 
Why not invest in just one asset class? Wouldn’t it be preferable 
to only select the best-performing asset class? The answer: it is 
not possible to predict which asset class will perform the best 
in a given time period. The experience just a single asset class 
provides can be quite volatile, rising and falling dramatically 
over several years. Take for instance the quilt chart below. 
While emerging market equities was the best-performing asset 

class in 2007, it was subsequently the worst-performing asset 
class the following year. The asset class rebounded strongly in 
2009 and 2010, only to be the worst-performing asset class 
again in 2011. While diversification alone does not guarantee 
a profit or protection against a loss, given how frequently 
performance varies amongst the asset classes, we believe it is 
clearly important to maintain a well-diversified portfolio to help 
navigate this uncertainty. 

Table 1: Individual asset class performance can be volatile from one year to the next

Historical Asset Class Performance by Calendar Year

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Highest 
Return

EM Equity
39.4%

Treasuries
12.8%

EM Equity
78.5%

Small Cap 
Growth
29.1%

Treasuries
9.2%

EM Equity
18.2%

Small Cap 
Growth
43.3%

Large Cap 
Value

13.5%

Large Cap 
Growth
5.7%

Small Cap 
Value

31.7%

Int’l Dev 
Equity
12.4%

Mortgages
8.3%

High Yield
56.3%

Small Cap 
Value

24.5%

IG  
Corporates

7.5%

Small Cap 
Value

18.1%

Small Cap 
Value

34.5%

Large Cap 
Growth
13.1%

Mortgages
1.5%

High Yield
17.3%

Large Cap 
Growth
11.8%

Int’l FI
5.5%

Large Cap 
Growth
37.2%

EM Equity
18.9%

Mortgages
6.1%

Large Cap 
Value

17.5%

Large Cap 
Growth
33.5%

Int’l FI
9.1%

Int’l FI
1.4%

Large Cap 
Value

17.3%

Treasuries
8.8%

Cash
1.8%

Small Cap 
Growth
34.5%

Large Cap 
Growth
16.7%

High Yield
4.5%

Int’l Dev 
Equity
16.4%

Large Cap 
Value

32.5%

IG 
Corporates

7.5%

Treasuries
0.8%

Small Cap 
Growth
11.3%

Small Cap 
Growth
7.1%

IG 
Corporates

-6.8%

Int’l Dev 
Equity
33.7%

Large Cap 
Value

15.5%

Int'l FI
4.0%

High Yield
15.4%

Int’l Dev 
Equity
21.0%

Mortgages
6.1%

Cash
0.0%

EM Equity
11.2%

Return 
%

Mortgages
7.0%

High Yield
-26.2%

Small Cap 
Value

20.6%

High Yield
15.2%

Large Cap 
Growth
2.6%

Large Cap 
Growth
15.3%

High Yield
7.4%

Treasuries
5.9%

IG 
Corporates

-0.6%

Large Cap 
Growth
7.1%

Cash
4.8%

Small Cap 
Value

-28.9%

IG 
Corporates

19.8%

IG 
Corporates

9.5%

Large Cap 
Value
0.4%

Small Cap 
Growth
14.6%

Int'l FI
1.3%

Small Cap 
Growth
5.6%

Small Cap 
Growth
-1.4%

IG 
Corporates

6.0%

IG 
Corporates

4.6%

Large Cap 
Value

-36.9%

Large Cap 
Value

19.7%

Int’l Dev 
Equity
9.0%

Cash
0.1%

IG 
Corporates

10.4%

Cash
0.1%

Small Cap 
Value
4.2%

Int’l Dev 
Equity
-3.0%

Int’l FI
5.2%

Int’l FI
4.3%

Large Cap 
Growth
-38.4%

Mortgages
5.8%

Mortgages
5.7%

Small Cap 
Growth
-2.9%

Int’l FI
6.6%

Mortgages
-1.4%

High Yield
2.5%

Large Cap 
Value

-3.8%

Int’l Dev 
Equity
2.8%

High Yield
2.2%

Small Cap 
Growth

-38.5%

Int'l FI
4.7%

Treasuries
5.6%

Small Cap 
Value

-5.5%

Mortgages
2.6%

IG 
Corporates

-1.5%

Cash
0.0%

High Yield
-4.6%

Mortgages
1.7% 

Large Cap 
Value

-0.2%

Int’l Dev 
Equity

-43.6%

Cash
0.1%

Int’l FI
3.3%

Int’l Dev 
Equity

-12.2%

Treasuries
2.2%

EM Equity
-2.6%

EM Equity
-2.2%

Small Cap 
Value

-7.5%

Treasuries
1.2%

Lowest 
Return

Small Cap 
Value

-9.8%

EM Equity
-53.3%

Treasuries
-2.6%

Cash
0.1%

EM Equity
-18.4%

Cash
0.1%

Treasuries
-3.2%

Int’l Dev 
Equity
-4.3%

EM Equity
-14.9%

Cash
0.3%

Source: FactSet data as of 12/31/2016. Income and dividends are included in all return figures. Past performance is no guarantee of future results. Diversification does not ensure a 
profit or protect against loss in declining markets. Please see the end of this document for important index definitions and asset class disclosures.
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Further, while investing in individual asset classes may appear 
risky in isolation, when combined into a diversified portfolio 
consisting of multiple asset classes, the overall risk of the 
investment may be reduced. This is reflected in Exhibit 1 where 
a diverse allocation’s expected risk and expected return are more 
efficient than those of the individual asset classes.

The efficient frontier represents a set of allocations that 
provide an optimal trade-off between risk and return. 
These allocations may offer a higher level of return for a 
given level of risk, or similarly, a lower level of risk for a 
given level of return.1

Exhibit 1: Expected Risk vs. Return & Efficient Frontier
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Source: GWIM CIO.

What are Capital Market Assumptions?

Capital Market Assumptions (CMAs) are long-term views 
of future return and risk levels for a set of major asset 
classes that are used to construct target allocations that 
optimize the expected return for various risk profiles.

CMAs are foundational to many parts of the GWIM CIO process, 
such as asset allocation, investment strategy, wealth projection 
and funded status measurement. Given the criticality of CMAs in 
the investment process, their development requires a thoughtful, 
rigorous process. Each asset class assumption includes estimates 
of expected return, expected standard deviation and the 
correlation coefficient among all asset classes. CMAs involve a 
number of factors and analyses, including, but not limited to:

• A close examination of asset class performance over several 

economic cycles including recent market movements; 

• Consideration of special events or circumstances, with the 

appreciation that future performance may not necessarily 

follow past patterns;

• Review of academic research, advanced analytical forecasting 

and statistical models

But CMAs, however well-constructed, are not a crystal ball. 
Tomorrow’s future realized returns will inevitably differ from 
today’s expected return estimates. This is understandable. 
CMAs may, however, offer valuable guidance regarding the 
range of potential return outcomes for each asset class. 

 1 Efficient frontier above utilizes expected arithmetic returns and risk, which are based on Merrill Lynch’s 2017 Capital Market Assumptions. Statistics are for the period January 2017 
to January 2032. For further detail, see next section. The Efficient Frontier projected performance and standard deviation line represents the hypothetical results of the Efficient 
Frontier model, which blends the performance and standard deviation of the asset classes shown at various weights. This analysis is for illustrative purposes only and is not intended 
to predict nor guarantee the actual results of an investment product. Past performance is no guarantee of future results.

Table 2: Risk factors used to develop our CMAs

Factor Description
Inflation The rate of change in consumer prices.

R Bill The real return of U.S. Treasury bills.

Market The return of U.S. large cap stocks.

Size The difference in returns between U.S. small cap and large cap stocks.

Value The difference in returns between U.S. value and growth stocks.

Term Return Spread The difference in returns between U.S. government bonds and Treasury bills.

Credit Return Spread The difference in returns between U.S. corporate bonds and governments bonds.

Foreign Stock The difference in returns between foreign stocks and U.S. stocks.

Foreign Bond The difference in returns between foreign bonds hedged for currency risk and U.S. bonds.

Source: GWIM CIO.
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CMAs are forward-looking as opposed to relying solely on 
historical returns; they allow for time-varying risk factors and 
risk premiums, and they capture current market conditions that 
have evolved from one year to the next. We develop CMAs by 
identifying a set of risk factors that explain returns for each 
asset class to help inform our long-term assumptions. 

These factors are based on academic research, exhibit 
significant risk premiums2 that are expected to persist in the 
future, have extensive historical data available and are not tied 
to any specific asset class. We use historical data to estimate 
the empirical relationship between each asset class and the risk 
factors. Next, we simulate the future value of these risk factors 
based on current market conditions, and from there, simulate 
future asset class returns as well as expected volatility and 
return correlations. This sophisticated, institutionalized process 
for developing CMAs is a foundational underpinning for the 
Merrill Edge Guided Investing strategies. CMAs require a level 
of subjective expertise that an algorithm alone in other online 
solutions may not be able to incorporate, which is just one of 
many reasons why we leverage the capabilities of the subject 
matter experts within the GWIM CIO team.

What is Strategic Asset Allocation? 

Strategic asset allocation focuses on the long-term 
investment policy for multiple economic/market cycles.

The CMAs are the primary input to develop strategic asset 
allocations. Though there are many ways to create asset allocation 
models for differing risk profiles, the GWIM CIO team chooses to 
rely on modern portfolio theory and the trade-off between risk and 
return as the baseline for our asset allocation process. As referred 
to earlier, the GWIM CIO team identifies a set of portfolios that 
plot along the efficient frontier, which aim to provide an optimal 
trade-off between risk and return. 

Both our CMAs and the resulting strategic asset allocations 
are long term in nature (20–30 years). However, this does not 
mean that this is a “set it and forget it” approach, compared to 
other rules-based algorithmic programs. Rather, both CMAs and 
strategic asset allocations are reviewed on an annual basis. While 
they are not expected to change significantly from one year to the 

next, they are reviewed in terms of the underlying economic and 
market assumptions, the current levels of valuations of the asset 
classes, and any appropriate methodological updates to the overall 
process. This review is intended to ensure that our CMAs and 
strategic asset allocation guidelines remain up-to-date.

Tactical Asset Allocation

In the short term, the GWIM CIO looks to capitalize on 
current market opportunities by deviating from our long 
term strategic view.

There are many investment professionals in the GWIM CIO 
organization working together on the Guided Investing 
strategies to provide expert advice in a complex, dynamic 
market environment. The management and product selection 
for each strategy involves a proactive approach, despite the 
sole use of passive products in the strategies. Of particular 
importance is the GWIM Investment Strategy Committee (ISC), 
which consists of our senior investment leaders who set near-
term market, economic and asset class expectations. This team 
includes economists who develop a viewpoint on the global 
macro economy and market strategists who meet with foreign 
government and industry leaders to identify opportunities that 
may outperform in the global market.

Additionally, the ISC sets the positioning of tactical asset 
allocations relative to strategic asset allocations whereby the 
GWIM CIO team emphasizes preferences through overweighting 
and underweighting different asset classes relative to strategic 
targets. These tactical positioning recommendations take 
into account the senior investment leadership’s views on how 
market dynamics, phases of the economic or business cycle 
and particular themes may affect all strategies. In order to 
determine appropriate tactical asset allocations, the ISC utilizes 
internal as well as third-party research and data at both the 
macro and micro level to evaluate the investment opportunity 
set. The ISC meets monthly (or more frequently if market 
conditions dictate) to proactively assess and manage emerging 
risks and opportunities for all of the GWIM CIO strategies. 
Merrill Edge Guided Investing strategies utilize the tactical asset 
allocation weights prescribed by the ISC in order to best express 
the ISC’s views. 

 2 A risk premium is the incremental return that an investor can expect to earn, on average, as compensation for bearing additional risk. The equity risk premium, for example, is the 
incremental return an investor can expect to earn by investing in equities as opposed to a risk-free asset.  Similarly, the size premium reflects the historical tendency for the stocks 
of firms with smaller market capitalizations to outperform the stocks of firms with larger market capitalizations.
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Exhibit 2: Example of tactical positioning for shorter-term opportunities vs. our longer-term view

Prefer Equities Relative
to Fixed Income

Equity Fixed Income Cash

Strategic Asset Allocation Tactical Asset Allocation

Source: GWIM CIO.

Due Diligence3 — An Independent and Objective View

Solutions available for use within Merrill Edge Guided 
Investing are vetted by a rigorous, ongoing due 
diligence process

For an ETF to be included in a Merrill Edge Guided Investing 
strategy, it must be approved for use, under coverage and in 
good standing with the GWIM CIO Due Diligence team. As a 
result, before the portfolio construction process may begin, 
extensive due diligence is performed to narrow the expansive 
universe of investment solutions into an approved list. The 
GWIM CIO Due Diligence team is comprised of the analysts 
who are responsible for the ongoing selection and monitoring 
of the ETFs to populate the GWIM CIO Due Diligence Platform. 
Fortunately, because of our firm’s “open architecture” approach, 
where every ETF is a potential investment candidate, our due 
diligence experts have a wide universe from which to select. 

When it comes to analyzing ETFs, the GWIM CIO Due Diligence 
team goes through a comprehensive four-step process. The first 
step is qualitative and focuses on analyzing the stability of the 
fund sponsor firm. In the second step, considerations include 
the actual product — the fund construction methodology, index 
methodology and the index provider. The third step examines 
the tracking, liquidity and management costs of the ETF. This 
step addresses questions such as how well the ETF is tracking 
its index, whether there are active markets for the ETF and its 
underlying components, and what the costs are — both explicit 
and implicit — in owning the ETF. The final step is ongoing 
monitoring where the factors in the second and third steps are 

examined on an ongoing basis, as well as the ETF’s qualities 
relative to its peers. If there is a significant change identified 
for the ETF, the team will return to the qualitative analysis 
of the first step to restart the comprehensive due diligence 
process. This is another key component of the human element 
behind the Merrill Edge Guided Investing strategies. As a result 
of the GWIM CIO due diligence process, the ETFs available for 
investment in the Merrill Edge Guided Investing strategies have 
been thoroughly scrutinized pursuant to GWIM CIO standards. 

ETF Selection and Portfolio Construction

The GWIM CIO seeks to combine the best thinking 
across strategic and tactical asset allocation with 
investment selection to construct its strategies.

The GWIM CIO Portfolio Construction team is responsible for 
selecting ETFs from the GWIM CIO Due Diligence approved list. 
The objective is to select the most appropriate ETF given the 
recommended tactical asset allocation. To do so, the GWIM CIO 
Portfolio Construction team utilizes a robust, disciplined qualitative 
and quantitative approach to select investments for all CIO model 
portfolios. This institutionalized model portfolio construction 
framework involves evaluation of many factors, including the 
construction of the underlying index as well as the total cost of 
ownership of an ETF (including expense ratios, trading costs and 
tracking error), while seeking to diversify effectively to balance 
portfolio risk and return. The overall benefit to clients is a strategy 
constructed through a consistent and transparent process that 
implements the best thinking of GWIM CIO in terms of asset 

 3 The portfolio due diligence process includes an effort to monitor and manage risk, but does not imply low risk.
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allocation and investment selection designed to align with each 
investor’s risk profile. Investors should understand that the ETFs 
included in Merrill Edge Guided Investing Portfolios are not 
necessarily recommendations for “individual” ETF investment 
outside the context of the strategy. This institutional-quality model 
portfolio construction technique is made available through the 
Merrill Edge Guided Investing strategies.

The GWIM CIO Portfolio Construction team examines a specific 
set of criteria when it comes to constructing and maintaining 
the Merrill Edge Guided Investing strategies that includes but 
is not limited to the three factors below. These factors are not 
viewed in isolation, but rather in a collective decision to balance 
the tradeoffs between them to best express GWIM CIO tactical 
views within a strategy construct. 

1. Benchmark adherence

a) ETFs should track a benchmark that is representative of 
those used for GWIM CIO Capital Market Assumptions and 
strategic asset allocation within a reasonable range

b) Tracking error and correlation should be monitored to 
product and policy benchmarks

c) Meaningful departures from policy benchmarks should 
reflect GWIM CIO views

2. Liquidity and tradability

a) Relative to their peer group, ETFs should maintain 
sufficient asset sizes for firm ownership positioning, 
average daily trading volumes (primarily at the security 
level), price information, average daily spreads and trade in 
markets where redemption is accessible. 

3. Total cost of ownership

a) Costs should be reasonable relative to the wider peer 
group under consideration – the lowest cost solution as 
quantified by expense ratio will not always represent the 
best investment selection

b) The ETFs should also exhibit benchmark adherence, 
liquidity, and tradability

There are two different types of strategies in the Merrill Edge 
Guided Investing offering from a tax perspective:

1. Tax Aware Strategies:

a) Use of municipal bond ETFs within the investment grade 
fixed income asset class

b) Use of municipal high yield ETFs within the high yield 
fixed income asset class

2. Taxable Strategies:

a) Use of taxable bond ETFs within the investment grade 
fixed income asset class

b) Use of taxable high yield ETFs within the high yield fixed 
income asset class

Each strategy type will utilize a simplified asset schema 
comprised of equity, fixed income and cash allocations.4 
This is crucial to preserving the low investment minimums 
and low costs, while offering an institutional quality process. 

Portfolio Implementation and Rebalancing

Managed Account Advisors implements the Merrill Edge 
Guided Investing strategies.

The GWIM CIO Portfolio Construction team provides investment 
recommendations for the strategies to our overlay manager, 
Managed Account Advisors LLC (MAA), which is an affiliate of 
Merrill Lynch, to implement the model portfolio for the client’s 
selected strategy. MAA has investment and trading discretion 
relating to a strategy for a client’s account. Centralized 
management of client accounts by MAA offers access to 
enhanced market liquidity as trades are executed in block units 
with expert management. Rebalancing of the strategy will occur 
for the following reasons:5

• if the annual review of our capital market assumptions 

and or strategic asset allocations triggers a change to the 

strategy weights;

• a deliberate ISC change to the tactical asset allocation of 

a strategy;

• an ISC call to rebalance the strategies to take advantage of 

market dislocations.

Additionally, if pre-established drift targets are breached, MAA 
will rebalance client accounts to the strategies’ target asset 
allocations. A client’s account may drift from the strategy’s 
model in situations where a client needs to withdraw or add 
cash to the account.

 4 A strategy’s cash allocation (as an asset class) is invested in accordance with the cash sweep option the client selects as part of the cash sweep program described in the underlying 
Merrill Lynch securities (brokerage) account agreement for the account.

 5 Rebalancing does not ensure a profit or protect against loss in declining markets.
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Performance Measurement

GWIM CIO measures absolute and relative performance 
using different tools and analytics

Performance measurement is an essential feedback loop for 
quantifying the strategy’s overall effectiveness. Selecting an 
appropriate asset class benchmark is crucial as each asset 
class index has been chosen to offer the best available proxies 
for investment solutions that operate within respective areas. 
These benchmarks are leveraged throughout the portfolio 
construction process in establishing our CMAs and constructing 
target asset allocations.

Measuring a Merrill Edge Guided Investing strategy’s success is 
dependent upon the strategic asset allocation, the tactical asset 
allocation and the selection of ETFs used to implement this 
guidance. The strategic asset allocation is long-term in nature, 
and seeks to balance risk and return to arrive at the optimal 
blend of different asset classes. The tactical asset allocation and 
investment selection are both relatively short-term in nature 
and aim to add value by adjusting opportunistically around the 
strategic guidance (over/underweight vs. strategic allocations) 
and by choosing appropriate ETFs. While strategic asset 
allocation can be expected to deliver over the long-run, in the 
short-run its contribution to return may be muted depending 
on fluctuations in the market. Tactical asset allocation adds 
value in those situations where our consensus views on certain 
asset classes deviate correctly from strategic allocations. 
Performance information will be available at the account level 
for each client through the online dashboard at any time, while 
strategy profiles will provide composite level performance on a 
quarterly basis through the program website. 

Strategy Investment Oversight and Review

Disciplined review and governance at every step of the 
investment management process

Investment in the Merrill Edge Guided Investing strategies 
democratizes access to an institutional product as well as an 
institutional oversight and governance structure. All functions 
involved in the GWIM CIO process for the Merrill Edge Guided 
Investing strategies are responsible for oversight and review of 
their respective areas of expertise. Strategic asset allocations 
and CMAs will be revisited on an annual basis. The ISC will 
continue to meet at least monthly and any new market views 
will be implemented as expressed. The oversight and review 
of the individual investment strategies is performed by the 
Due Diligence team. The GWIM CIO Portfolio Construction 
team reviews strategy level performance as well as underlying 
constituents on an ongoing basis. MAA also monitors client 
accounts to ensure they remain aligned to the selected strategy. 

As a result, there is an embedded oversight and review at 
every step within the investment management process. Still, 
to further enhance the oversight structure, on a quarterly 
basis, centrally managed model strategies are evaluated by 
an independent governance committee within GWIM CIO to 
ensure performance and risks are in line with expectations. 
The independent governance committee provides additional 
oversight to ensure the intersection of human expertise 
and the power of technology with the Merrill Edge Guided 
Investing strategies are performing as intended. As a result, 
we can provide the client with a consistent, transparent, and 
sophisticated product with online convenience.

Other Information About Merrill Edge Guided Investing:

  How Merrill Edge Guided 
Investing offers the benefit 
of human insight and expertise

  How Merrill Edge Guided Investing 
helps you steer clear of roadblocks 
that trip up many investors

  Merrill Edge Guided 
Investing Homepage

https://www.merrilledge.com/article/guided-investing-robo-advisor-adds-human-insight-and-expertise
https://www.merrilledge.com/article/guided-investing-robo-advisor-adds-human-insight-and-expertise
https://www.merrilledge.com/article/guided-investing-robo-advisor-adds-human-insight-and-expertise
https://www.merrilledge.com/article/how-guided-investing-can-help-you-overcome-investing-tendencies
https://www.merrilledge.com/article/how-guided-investing-can-help-you-overcome-investing-tendencies
https://www.merrilledge.com/article/how-guided-investing-can-help-you-overcome-investing-tendencies
https://www.merrilledge.com/guided-investing
https://www.merrilledge.com/guided-investing
https://www.merrilledge.com/article/guided-investing-robo-advisor-adds-human-insight-and-expertise
https://www.merrilledge.com/article/how-guided-investing-can-help-you-overcome-investing-tendencies
https://www.merrilledge.com/guided-investing
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Glossary of Terms

Strategic Asset Allocation — An asset allocation developed 
with a 20- to 30-year time horizon that systematically 
diversifies portfolio allocations across multiple asset 
classes, which can then be used as part of a disciplined 
investment approach.

Tactical Asset Allocation — An asset allocation developed 
relative to a strategic asset allocation whereby the GWIM 
CIO team emphasizes short-term preferences through 
overweighting and underweighting different asset classes 
relative to strategic targets.

Standard Deviation or Volatility — A statistical measure of 
the dispersion of a set of data from its mean. It is applied to 
the periodic rate of return of an investment to measure the 
investment’s volatility (risk). The more spread apart the data 
are, the higher the deviation and the higher the implied risk.

Correlation — A statistical measure of the extent to which 
two variables move together.

Efficient Frontier — The Efficient Frontier represents a 
hypothetical curve depicting an array of investment portfolios 
that provide the greatest potential for a given level of risk, or 
equivalently the lowest level of risk for a given return.

Exchange Traded Fund — An ETF, or exchange traded fund, 
is a benchmark-tracking investment product that trades on 
an exchange and provides exposure to a pool of securities or 
other assets.

Tracking Error — Tracking error measures how closely the 
price of an ETF tracks its underlying benchmark and gives 
investors an indication of a fund’s ability to produce returns 
in line with expectations (underlying index).



Important Disclosures

Global Wealth & Investment Management Chief Investment Office (GWIM CIO) provides investment solutions, portfolio construction advice and wealth management guidance. This material 
was prepared by the GWIM CIO and is not a publication of BofA Merrill Lynch Global Research. The views expressed are those of the GWIM CIO only and are subject to change. This information 
should not be construed as investment advice. It is presented for information purposes only and is not intended to be either a specific offer by any Merrill Lynch entity 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.

Global Wealth & Investment Management (GWIM) is a division of Bank of America Corporation (BofA Corp.). Merrill Lynch Wealth Management, Merrill Edge®, U.S. Trust, and Bank of America 
Merrill Lynch are affiliated subdivisions within GWIM.

GWIM 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.

This information and any discussion should not be construed as a personalized and individual client recommendation, which should be based on each client’s investment objectives, risk 
tolerance, liquidity needs and financial situation. This information and any discussion also is not intended as a specific offer by Merrill Lynch, its affiliates, or any related entity to sell or provide, 
or a specific invitation for a consumer to apply for, any particular retail financial product or service. Investments and opinions are subject to change due to market conditions and the opinions 
and guidance may not be profitable or realized. Any information presented in connection with BofA Merrill Lynch Global Research is general in nature and is not intended to provide personal 
investment advice. The information does not take into account the specific investment objectives, financial situation and particular needs of any specific person who may receive it. Investors 
should understand that statements regarding future prospects may not be realized. 

Projected returns on page 3 are hypothetical in nature and are shown for illustrative, informational purposes only.  This material is not intended to forecast or predict future events, but 
rather to demonstrate the investment process of GWIM CIO. Specifically, the projected returns are based upon a variety of estimates and assumptions by GWIM CIO of future returns 
including, among others, estimates of future operating results, the value of assets and market conditions at the time of disposition, related transaction costs and the timing and manner of 
disposition or other realization events. The returns and assumptions are inherently uncertain and are subject to numerous business, industry, market, regulatory, competitive and financial 
risks that are outside of GWIM CIO’s control. Certain of the assumptions have been made for modeling purposes and are unlikely to be realized. No representation or warranty is made as to 
the reasonableness of the assumptions made or that all assumptions used in achieving the returns have been stated or fully considered. Actual operating results, asset values, timing and 
manner of dispositions or other realization events and resolution of other factors taken into consideration may differ materially from the assumptions upon which estimates are based. 
Changes in the assumptions may have a material impact on the projected returns presented. The projected returns do not reflect the actual returns of any portfolio strategy and do not 
guarantee future results. All data is shown before fees, transactions costs and taxes and does not account for the effects of inflation. Management fees, transaction costs, and potential 
expenses are not considered and would reduce returns. Actual results experienced by clients may vary significantly from the hypothetical illustrations shown.

Projected Returns May Not Materialize. The information in this document may contain projections or other forward-looking statements regarding future events, targets or expectations 
and is only current as of the date indicated. There is no assurance that such events or projections will occur, and may be significantly different than that shown here.  The information in this 
document, including projections concerning financial market performance, is based on current market conditions, which will fluctuate and may be superseded by subsequent market events 
or for other reasons.

Asset allocation, diversification and rebalancing do not ensure a profit or protect against loss in declining markets.

The investments discussed have varying degrees of risk. Some of the risks involved with equities 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. Bonds are subject to interest rate, inflation and credit risks. 
Investments in high-yield bonds may be subject to greater market fluctuations and risk of loss of income and principal than securities in higher rated categories. 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. Investments in real estate securities can be subject to fluctuations in the value of the underlying properties, the effect of economic conditions on real 
estate values, changes in interest rates, and risk related to renting properties, such as rental defaults. There are special risks associated with an investment in commodities, 
including market price fluctuations, regulatory changes, interestrate changes, credit risk, economic changes and the impact of adverse political or financial factors.

Neither Merrill Lynch nor any of its affiliates or financial advisors provide legal, tax or accounting advice. Clients  should consult their legal and/or tax advisors before making any financial 
decisions. 

Please review the Merrill Edge Guided Investing Program Brochure at merrilledge.com/guided-investing-program-brochure for important information including pricing, rebalancing, and the 
details of the investment advisory program. Your recommended investment strategy will be based solely on the information you provide to us for this specific investment goal and is separate 
from any other advisory program offered with us. This program is not offered through an advisor. Merrill Edge investment advisory programs are offered by MLPF&S. MLPF&S and Managed 
Account Advisors LLC (MAA) are registered investment advisers. Investment adviser registration does not imply a certain level of skill or training.

 continued on next page...

http://merrilledge.com/guided-investing-program-brochure


...continued from previous page.

Style Index (Derived from GWIM CIO Strategic Asset Allocations)

Index Definitions for representative asset classes in Table 1

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. 

Equity

Russell 1000 Growth Total Return Index (Large Cap Growth): The Russell 1000® Growth Index measures the performance of the large-cap growth segment of the U.S. equity universe. It 
includes those Russell 1000 companies with higher price-to-book ratios and higher forecasted growth values.

Russell 1000 Value Total Return Index (Large Cap Value): The Russell 1000® Value Index measures the performance of the large-cap value segment of the U.S. equity universe. It includes 
those Russell 1000 companies with lower price-to-book ratios and lower forecasted growth values.

Russell 2000 Growth Total Return Index (Small Cap Growth): The Russell 2000® Growth Index measures the performance of the small-cap growth segment of the U.S. equity universe. It 
includes those Russell 2000 companies with higher price-to-book ratios and higher forecasted growth values.

Russell 2000 Value Total Return Index (Small Cap Value): The Russell 2000® Value Index measures the performance of small-cap value segment of the U.S. equity universe. It includes those 
Russell 2000 companies with lower price-to-book ratios and lower forecasted growth values.

MSCI Daily TR Net World ex USA USD (International Developed Equity): The MSCI World ex USA Index captures large and mid-cap representation across 22 of 23 Developed Markets (DM) 
countries – excluding the United States. The index covers approximately 85% of the free float-adjusted market capitalization in each country. 

MSCI Emerging Markets TR Net Index (Emerging Market (EM) Equity): The MSCI Emerging Markets Index is a capitalization-weighted index which is a proxy for the performance of 
international emerging stock markets. The index is shown with minimum dividend reinvested after deduction of withholding tax.

Fixed Income

BofA Merrill Lynch US Treasury & Agency Index (Treasuries): The BofA Merrill Lynch US Treasury & Agency Index is a market-value-weighted index that tracks the performance of US dollar 
denominated US Treasury and non-subordinated US agency debt issued in the US domestic market

BofA Merrill Lynch US Mortgage Backed Securities Index (Mortgages): The BofA Merrill Lynch US Mortgage Backed Securities Index is a market-value-weighted index that tracks the 
performance of US dollar denominated fixed rate and hybrid residential mortgage pass-through securities publicly issued by US agencies in the US domestic market.

BofA Merrill Lynch US Corporate Index (Investment Grade (IG) Corporates): The BofA Merrill Lynch US Corporate Index is a market-value-weighted index that tracks the performance of US 
dollar denominated investment grade corporate debt (based on an average of Moody’s, S&P and Fitch ratings) publicly issued in the US domestic market

BofA Merrill Lynch US Cash Pay High Yield Index (High Yield): The BofA Merrill Lynch US Cash Pay High Yield Index is a market-value-weighted index that tracks the performance of US dollar 
denominated below investment grade corporate debt (based on an average of Moody’s, S&P and Fitch ratings), currently in a coupon paying period, that is publicly issued in the US domestic 
market.

BofA Merrill Lynch Global Broad Market ex US Dollar (Hedged USD) Index (International Fixed Income (FI)): The BofA Merrill Lynch Global Broad Market Excluding US Dollar Index tracks 
the performance of investment grade debt publicly issued in the major domestic and eurobond markets, including sovereign, quasi-government, corporate, securitized and collateralized 
securities, excluding all securities denominated in US dollars.

Cash

BofA Merrill Lynch 0-3 Month US Treasury Bill Index (Cash): The BofA Merrill Lynch 0-3 Month US Treasury Bill Index is a market-value-weighted index that tracks the performance of US dollar 
denominated US Treasury Bills publicly issued in the US domestic market including all securities with a remaining term to final maturity less than 3 months

MLPF&S makes available certain investment products sponsored, managed, distributed or provided by companies that are affiliates of BofA Corp.
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