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Growth Continues Despite Headwinds

The pendulum swung back toward risk off in the middle of the second

quarter as a “big three” of risks rattled investors. Meanwhile, the world

economy continues to grow, and we see many opportunities across markets.

Return of Risk-Off Mentality
Capital markets turned more volatile
and stocks sold off in the second
quarter as economic growth indicators
softened and investors wrestled with
three major macro concerns: the
struggles of the euro area, softer US
economic data and concerns about
slower growth in China.

It was a major swing away from the
improved sentiment of the first quarter,
when fresh liquidity to banks bred
optimism. Spain’s deficit woes have
since reignited euro concerns, and
growth expectations for both the US
and China have softened. While
uncertainty remains about the path
of the global economy, we’re still
forecasting moderate growth in 2012
and 2013.

Attractive Equity Potential
Tempered by Volatility
We foresee elevated global volatility,
tempering equity expected returns that
are higher in part due to the sell-off.
While these expected returns are slightly
below historical average, they’re well
ahead of those for government bonds,
which are far below average.

It isn’t easy to navigate such schizo-
phrenic markets, but investing is
a long-term endeavor. We believe
there are plenty of opportunities in
capital markets that effective active
management can uncover. There are
also opportunities to diversify equity
portfolios to better weather volatility by
incorporating complementary strategies.
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Stocks are relatively attractive, but we
expect higher volatility

Real GDP Growth
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Volatility is measured by the standard deviation (the
dispersion of a set of data from its mean) of annual
returns. Above average means that, based on our
models, the projected volatility or return is likely to
exceed the long-term average for that particular
asset class. Below average means that, based on our
models, the projected volatility or return is likely to
fall below the long-term average for that particular
asset class.
Source: AllianceBernstein



The World Economy
Continues to Expand

A Tale of Two Europes
We’re forecasting a 2.4% increase in
2012 global gross domestic product
(GDP), a key measure of economic
activity. That rate is somewhat lower
than our previous forecasts, but still
represents a relatively steady economic
expansion. Europe remains weak; we
expect the euro-area economy to
contract by about 0.5%.

However, there’s a big divergence
within the euro area. Core economies,
including Germany and France, are
expected to generate slightly positive
growth for the year. Peripheral
economies like Greece, Spain and Italy,
on the other hand, are moving in
reverse—saddled with high labor costs
that make exports less competitive
globally and within Europe. This, in
turn, adds to budget deficit problems
and—ultimately—debt burdens.

The Path Ahead for Policymakers
From its initial characterization in
the spring of 2010 as simply a Greek
problem that could be solved with
fiscal austerity, the euro problem has
increasingly been recognized as much
broader—seen in the soaring yields of

peripheral countries like Spain and
Italy. The search for a solution has
also evolved to a more balanced
approach involving both austerity and
pro-growth economic policies. Indeed,
the European Union summit at the
end of June produced agreements to
inject capital directly into banks and
design a €120-billion growth program.

The balance between stimulating
growth and cutting spending will be
hotly debated as Europe seeks a
long-term solution, with the summit
decisions still having to be implement-
ed. In our view, one necessity, Spanish
bank recapitalization, has been agreed
to in principle but not yet worked out
in detail. We also think that Greece
needs a new adjustment program that
includes more time to implement plans
to reach its fiscal targets. Other nations
could also benefit from more time to

work out their issues. A long road lies
ahead for Europe, and investors should
expect ongoing volatility.

We think the path ahead for the euro
area must include a mix of growth and
austerity as well as stronger European
supranational steps, including a
banking union and joint bond issuance.
The European Central Bank must also
be permitted to take a more forward
role in stabilizing markets.

China: Slower Growth,
But Room for Stimulus
Asia ex-Japan should post relatively
strong growth in 2012, though the
pace has eased lately as generally
slower global growth has dampened
trade activity. This is a drag on export-
heavy economies such as Korea and
Taiwan, which see less demand for
their goods—including exports to
China, where growth has eased some.

Policymakers in China have recently
implemented monetary and fiscal
stimulus measures. Despite some
debate over their effectiveness, we
think a shift to a more proactive policy
stance should help stabilize Chinese
growth and support a fourth-quarter
revival. We’re calling for GDP growth
of 8% in 2012 and 8.6% in 2013.

We foresee moderate economic growth continuing globally through 2013,

although the patterns of that growth are less certain. We’re also keeping a

close eye on developments in Europe and other possible risks.
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The balance between stimulating growth and cutting
spending will be hotly debated as Europe

seeks a long-term solution.



Softer US GDP Masks Strong
Private Sector
We expect the US expansion to
continue in 2012, though at a reduced
rate because of a weaker-than-expected
first quarter. The softness stems from a
contracting public sector, which is
acting as a drag on relatively strong
private-sector output.There’s also the
expected impact of generally weaker
exports due to global uncertainties.

We anticipate that the public sector
drag will ease relative to the private
sector, which should continue to grow.
While unemployment remains high
and recent monthly jobs data show
moderation, the household survey
indicates 6 million new jobs since
2008.1 New jobs mean more income
for households whose spending power
has been further enhanced by reduced
financial obligations and energy costs.
We think improvements in consumer
spending are sustainable, although
recent jobs data is more mixed and
further global uncertainty could
impact the economy—and, by
extension, markets.

Financially healthier households as well
as businesses are increasingly tapping
loans to fund durable goods purchases
and capital expenditures. The housing
sector also seems to be in the early
stages of recovery—we believe that it
could offset much of the expected drag
from slower export growth in the
second half of the year. So, in consum-
ers and housing, we’re seeing encour-
aging signs from two traditional drivers
of recovery that have been lagging to
date in this rebound.

The government debt buildup is far worse in the euro periphery

Debt as % of GDP

35

70
79

88

41 37

89

57

113 109
123

103

153

59

79

48

102

69

90

USTotal EuroPortugalSpainGreeceItalyIrelandFranceUKGermany

60

2012E
2000

Historical analysis and current forecasts do not guarantee future results.
As of April 14, 2012
Source: IMF, Statistical Office of the European Communities and AllianceBernstein

Bond yields show that fears about Europe have resurfaced

Sovereign 10-Year Bond Yields
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Equity Potential in
Changeable Markets

The Risk Pendulum Swung Again
Equity markets ended the second
quarter down, with stocks outside
the US faring the worst. In the
back-and-forth battle between
optimism and pessimism among
investors, risk aversion won out
over the balance of the period.

A steep sell-off in May set the tone for
the quarter, though a June rally helped
moderate the trend. Clarity about US
health care legislation and a potential
euro solution, while helpful, were unable
to bring markets back into the black.
Volatility also persisted, as measured by
the implied volatility in equity markets,
credit spreads and our own proprietary
measure of risk aversion.

When markets are wrestling with bouts
of risk aversion, some equity strategies
that tend to pay off in the longer term
can face tough sledding. We don’t
think investors should give up on these
strategies—in fact, we firmly believe
that they’ll eventually be rewarded.
Instead, we think it makes sense to
diversify an equity allocation with

strategies that typically fare better
when short-term uncertainty makes
markets uneasy.

Balancing Equities with Low-
Volatility Approaches
Among these offerings, market-neutral
strategies are one example. They seek
to maximize near-term returns and
minimize near-term risks by exploiting
mispriced securities while neutralizing
general market factors. The goal is
steady returns regardless of what’s
happening in the broader equity market.
When designed properly, these strate-
gies are capable of producing consistent
performance. They may not have the
big upside of equity markets, but they
potentially avoid the big downside, too.

To succeed, market-neutral strategies
must identify pairs of investments that
offset each other, which is easier to
accomplish in a market where stocks
aren’t moving in unison. If there are
also big differences in individual stock
valuations, there’s an opportunity for
managers to take advantage of markets
that are distinguishing between
individual stocks’ merits. That’s what
we see today: stocks aren’t moving in
tandem as much, and there are huge
distortions in the fundamental valuations
of individual stocks.

What about the ability of market-
neutral strategies to offset large
market declines? Well, during the
worst downturns in the S&P 500 Index
since 1990, a market-neutral approach
would have defended much more
effectively. During the last major
downturn, which ran from November
2007 through February 2009, the
market-neutral approach lost 6.5%,
holding up much better than the S&P
500 Index, which tumbled 51%. In our
view, such a strategy can be a valuable
component in a diversified equity
allocation and help mitigate the
volatility of the general stock market.

Anxiety surrounding the future of the euro and new signs of global

economic weakness brought risk aversion back to equity markets. However,

we believe there’s a lot of long-term potential in stocks—and a variety of

approaches to capturing it.
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It makes sense to diversify equities with strategies
that typically fare better when short-term

uncertainty makes markets uneasy.



Moderating Volatility with
Dividend Payers
For investors looking for greater upside
while still somewhat reducing broad-
market volatility, equity-income
strategies are worth considering. This
approach tries to capitalize on the
ample cash US companies have on
hand. One use of that cash is dividend
payments; as companies continue or
increase dividends, equity-income
strategies may benefit.

But it takes careful research to build a
solid portfolio of dividend-yielding
stocks because a high dividend yield
sometimes signals a troubled company
with a depressed stock price that hasn’t
cut its dividend yet. On the other hand,
stocks that have maintained their top
dividend-yielding status have historical-
ly outpaced the S&P 500 Index.1

Bottom-up, stock-specific research can
reveal a lot about the cash a company
has on hand and how management
plans to use it.

Research can also identify opportuni-
ties in smaller companies, where
less-researched markets offer a greater
chance to stand out with stock
selection. Based on our analysis,
companies that can grow their
earnings better and faster than
consensus expectations have outper-
formed other stocks—particularly
those that regularly disappoint with
their earnings. Today, the “earnings
outperformers” aren’t demanding the
premium versus disappointing stocks
that we’d normally expect—in fact,
they’re trading in line with each other.

Market-neutral approaches have helped reduce equity downside
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Equity valuations remain historically distorted
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1Past performance is no guarantee of future results. As of May 31, 2012. Individuals cannot invest directly in an index and its performance does not reflect the performance
of any AllianceBernstein portfolio. Please see back cover for index definitions. (Standard & Poor’s and AllianceBernstein).



The Flexibility of Fixed Income

High-Yield: A Place at the
Asset-Allocation Table?
High-yield bonds represent an
attractive opportunity today based on
their 6% yield advantage (or spread)
when compared with Treasury bonds.1

Better economic news and lower-
than- average default rates could lead
high-yield spreads to decline further,
providing additional return potential.

While high yield bonds endure some
volatile periods themselves, we think
their unique character may help
dampen the volatility of an equity
allocation. That’s a role distinct from
the anchor to windward role of
traditional higher-quality bond
strategies. The reason: high-yield
bonds have historically delivered
equity-like returns with much less
volatility than stocks.2

However, investors should keep in mind
that although we believe there are
benefits to including high-yield bonds,
certain risks are also inherent in these
investments—such as a higher risk of
issuer default relative to high-grade
investments or failure by the issuer to
meet its payment obligations. Having

said that, our base case (assuming no
recession) forecasts only modestly
higher defaults than in recent years.

The Value of Global
Diversification
With interest rates at historic lows in
many developed economies today,
many investors are concerned about
the possible damage rising rates might
inflict on their US bond portfolios.

A global approach diversifies a portfolio
across many countries’ bond markets,
which may reduce direct sensitivity to
US rates. This approach also expands
the opportunity set—and big gaps
between country returns may enable
active managers to enhance returns.

But, in an unhedged global bond
portfolio (i.e., one denominated in
foreign currencies), currency movements
can bring a lot of additional volatility, a
painful unintended consequence for an
investor seeking the relative stability of a
“core” portfolio. Since currency exposure
hasn’t added much return over the long
haul, we think hedged global bonds are
a better choice, exhibiting less risk and
delivering competitive returns over time.

Munis: Tax Advantages and
Active-Management
Opportunities
Closer to home, we find municipal
bonds to be highly attractive, notwith-
standing the ominous headlines about
the bankruptcy of Stockton, California.
In our assessment, Stockton is a story of
inflated expectations and poor decision
making, not a harbinger of things to
come in municipal issuers nationwide.

In our view, there are many ways to
capitalize on muni opportunities. For
instance, the municipal yield curve is
steep today (as is the Treasury yield
curve). This provides an opportunity
for enhanced returns if bond managers
can take advantage of roll, the natural
price gain bonds experience as they age,
assuming interest rates are unchanged.

Because of the tax-advantaged status
of muni bonds, muni yields are usually
lower than similar Treasury yields. Today,
however, munis are outyielding Treasury
bonds at most maturities—even before
accounting for tax advantages.

That makes munis attractive on an
after-tax basis—particularly for
lower-rated bonds. For example,
10-year BBB-rated corporate bonds
average a yield of 3.3%. If we adjust a
similar BBB-rated muni bond to account
for its favorable tax treatment, the yield
is 5.8%. High-yield muni bonds offer
even more attractive yields.3

With the highest-quality bond yields historically low today, investors have

many options to potentially enhance income and yield. Also, real assets may

offer a way to capitalize on growing commodity demand.
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1As of May 31, 2012. Spreads are option-adjusted. (Barclays Capital).
2Past performance is no guarantee of future results.
3Past performance does not guarantee future results. As of June 22, 2012. Assumes 35% tax rate. Spreads for municipals are for 10-year BBB versus AAA municipals.
(Barclays Capital, Bloomberg, Delphis Hanover Corporation and Municipal Market Data Corporation).



Real Assets: Taking Advantage
of Commodity Demand
Beyond the world of stocks and
bonds, investors can further diversify
into real assets—investments that
provide exposure to generally rising
appetite for commodities.

The growing global demand for
commodities is being driven by emerg-
ing economies, which are urbanizing at
a historically rapid pace. Think China: it
accounts for about one-tenth of the
world’s GDP, but it’s consuming much
bigger shares of global commodities,
like hogs and steel.

Our research has found that a
combination of real assets can be
an effective way to take advantage
of the general upward trend in
commodity prices. But different real
assets thrive in different environments.
For example, the inflation-adjusted
returns of commodities in high-
growth, high-inflation environments
have historically outperformed other
real-asset types such as real estate and
natural-resource stocks. But all three
outperformed diversified equities.4

Because leadership among real assets
has historically rotated depending on
the environment, we believe that a
diversified portfolio of real-asset types
needs to be flexible enough to
dynamically adjust its allocations.

Both the Treasury and municipal bond yield curves are still steep
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Shifting patterns of bond returns highlight the value of global diversification
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4Real Estate Stocks represented by NAREIT US Equity REIT Index. Natural Resource Stocks represented by equally weighted Energy and Metals equity sector returns from Ken
French Data Library and MSCI ACWI Commodity Producers Index. Commodities represented by S&P GSCI Commodity Index and by DJ-UBS Commodity Index. Diversified Equities
represented by MSCI World Index.



Your investments are important to you—they’re your means
of reaching your financial goals and achieving better
outcomes in life. At AllianceBernstein Investments, we’re
committed to putting our research to work for you:

n Exploring the opportunities and risks of the world’s capital
markets and the innovations that can reshape them

n Helping investors overcome their emotions and keep their
portfolios on track

n Defining the importance of investment planning and
portfolio construction in determining investment success

Our research insights are a foundation to help investors build
better outcomes. Speak to your financial advisor to learn how
we can help you reach your goals.

There is no guarantee that any forecasts or opinions in this
material will be realized. Information should not be construed as
investment advice. The market values of a portfolio’s holdings
rise and fall from day to day, so investments may lose value. As
interest rates rise, bond prices fall and vice versa—long-term
securities tend to rise and fall more than short-term securities.
Investing in non-US securities may be more volatile because
of political, regulatory, market and economic uncertainties
associated with such securities. These risks are magnified in
securities of emerging or developing markets. Diversification
does not guarantee a profit or protect against loss.

Index Definitions: The MSCI World Index is a market-capitalization-weighted
index measuring the performance of stock markets in 23 countries. The MSCI
Commodity Producers Index is free float–adjusted market capitalization–
weighted index comprised of commodity producer companies based on the Global
Industry Classification Standard (GICS®). Widely regarded as the best single gauge of
the US equities market, this world-renowned Standard & Poor’s 500 Index
includes a representative sample of 500 leading companies in leading industries of
the US economy.

Barclays Capital US Treasury Index includes fixed-rate, local currency
sovereign debt that make up the US Treasury sector of the Global Aggregate
Index. Barclays Capital Japan Treasury Index includes fixed-rate, local
currency sovereign debt that make up the Japanese Treasury sector of the
Global Aggregate Index. Barclays Capital Euro Treasury Index includes
fixed-rate, local currency sovereign debt that make up the Euro Treasury sector
of the Global Aggregate Index. Barclays Capital Canada Treasury Index
includes fixed-rate, local currency sovereign debt that make up the Canadian
Treasury sector of the Global Aggregate Index. Barclays Capital Euro Area
Treasury Index includes fixed-rate, local currency sovereign debt that make up
the Euro Area Treasury sector of the Global Aggregate Index. Barclays Capital
United Kingdom Treasury Index includes fixed-rate, local currency sovereign

debt that make up the United Kingdom Treasury sector of the Global Aggregate
Index. Barclays Capital Australia Treasury Index includes fixed-rate, local
currency sovereign debt that make up the Australian Treasury sector of the
Global Aggregate Index.

The HFR Equity Market Neutral Index represents the performance of strategies
that employ sophisticated quantitative techniques of analyzing price data to ascertain
information about future price movements and relationships between securities, select
securities for purchase and sale. Equity Market Neutral strategies typically maintain
characteristic net equity market exposure no greater than 10% long or short. The
FTSE NAREIT US Equity Reit Index is designed to represent general trends in
eligible real estate equities in the US. The S&P GSCI (formerly the Goldman Sachs
Commodity Index) serves as a benchmark for investment in the commodity markets
and as a measure of commodity performance over time. DJ-UBS Total Return
Commodity Index is an index consisting of exchange-traded futures on 19 physical
commodities that are weighted to account for economic significance and market
liquidity.

MSCI makes no express or implied warranties or representations and shall have no
liability whatsoever with respect to any MSCI data contained herein. The MSCI data
may not be further redistributed or used as a basis for other indices, any securities or
financial products. This report is not approved, reviewed or produced by MSCI. An
investor cannot invest directly in an index.

Note to Canadian Readers: AllianceBernstein provides its investment-management
services in Canada through its affiliates Sanford C. Bernstein & Co., LLC, and
AllianceBernstein Canada, Inc.

AllianceBernstein Investments, Inc. (ABI) is the distributor of the AllianceBernstein
family of mutual funds. ABI is a member of FINRA and is an affiliate of
AllianceBernstein L.P., the manager of the funds.

AllianceBernstein® and the AB logo are registered trademarks and service marks
used by permission of the owner, AllianceBernstein L.P.

© 2012 AllianceBernstein L.P.

Investors should consider the investment objectives, risks, charges and expenses of the Fund/Portfolio
carefully before investing. For copies of our prospectus or summary prospectus, which contain this
and other information, visit us online at www.alliancebernstein.com or contact your AllianceBernstein
Investments representative. Please read the prospectus and/or summary prospectus carefully
before investing.
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