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(Up)Turn Ahead?

It doesn’t feel that way now, but we are paving 
the way for an upturn in the stock market. 
The ongoing deleveraging process and oil 
price surge have been more severe and more 
protracted than markets were expecting, but 
the odds are that we are nearing a bottom. 

We’re looking toward year end, when 
further financial and household balance sheet 
repair, an easing in energy prices, a rollover 
of headline inflation in the U.S. and a turn in 
domestic nonfinancial corporate profit growth 
should all lead to a recovery for U.S. equities.

Full Story, Page 13

After some skidding and scraping along the bottom,  
stocks should find traction by year end. 

114 W. 47th Street, New York, NY 10036

Editor-in-Chief
Kimbrough Towles, CFA

Writer & Editor
Sean Gillia

Writer
Ian Prior

When you are the architect of your own success,  

you have a great and powerful freedom  

to chart your own course. To see what others do not. 

Ideas. Possibilities. Opportunities.  

And the doors that lead you to them.  

We provide the financial acumen, the intellectual capital  

and the institutional power to open those doors.

The information and views contained in this magazine as of the date noted are for 

informational purposes only and do not contend to address the financial objectives, 

situation or specific needs of any individual investor. The information presented does not 

constitute, and should not be construed as, investment advice or recommendations with 

respect to the securities or investments mentioned. Moreover, neither the information nor 

any opinion expressed constitutes a solicitation for the purchase or sale of any invest-

ment or security. Information in this material is not intended to constitute legal, tax or in-

vestment advice. You should consult your legal, tax and financial advisors before making 

any financial decisions. This piece contains reference to various third-party publications 

only as a convenience. No information contained in these third-party publications has 

been endorsed or approved by U.S. Trust and/or Bank of America Corporation or any of 

its affiliates. Neither U.S. Trust/Bank of America nor any of its affiliates is responsible for 

the content. No information presented by these publications constitutes a recommenda-

tion by U.S. Trust and/or Bank of America Corporation or any of its affiliates to buy, sell or 

hold any security, financial product or instrument discussed therein.

Forecasts and model results are inherently limited and should not be relied 

upon as an indicator of future performance.

The information presented in the articles is not necessarily representative of 

the opinions and views of Bank of America Corporation or any of its affiliates.

 

®

U.S. Trust, Bank of America Private Wealth Management operates through  

Bank of America, N.A. and other subsidiaries of Bank of America Corporation.  

Bank of America, N.A., Member FDIC. 

Equal Housing Lender   

©2008 Bank of America Corporation. All rights reserved.	

Date of First Use: September 22, 2008. 	

Pr in ted  o n  r ec yc led  paper  	 00-21-3549B

10% post-consumer content 	 AR54483

A Message from the President

H
a

r
r

y
 h

e
l
e

o
t
is

Investment products:

See back cover for additional information.

Are Not FDIC Insured May Lose Value Are Not Bank Guaranteed

n retrospect, the title of our Summer 2008 
Capital Acumen cover story — “Iron Man 
in the Eye of the Storm” — was fitting. For 
the financial markets, the respite proved 

predictably brief, and the summer’s challenging 
investment conditions have actually continued 
into the fall. 

That said, while U.S. Trust Chief Investment  
Officer Chris Hyzy is expecting the gloom to per-
sist for a while longer, he is also anticipating a 
turnaround by year end. In our current issue’s 
cover story, he discusses his outlook in detail, ex-
plaining why he believes the current deleveraging 
trend, likely lower energy prices, a benign inflation 
forecast and an expected pickup in nonfinancial 
corporate profits are likely to bring an upturn for 
U.S. stocks. 

In the meantime, we believe that volatile con-
ditions such as these represent ideal times for  
increasing communication among our portfolio 
managers and our clients, reaffirming long-term 
goals and positioning investment portfolios for 
the improved environment we’re expecting. After 
all, while all markets provide us with opportuni-
ties, volatile markets reveal especially meaning-
ful longer-term opportunities for investors.

The current issue of Capital Acumen features a 
detailed exploration of the ongoing growth-shift to 
the emerging world and the positive implications for 
both developed and developing nations, a roundtable 
discussion of current trends in the municipal bond 
market and a review of possible risk-management 
benefits of interest-rate swaps.  

On the wealth structuring front, we feature a 
fascinating inquiry into the oftentimes complex 
(and overlooked) emotional aspects of multigen-
erational wealth transfer, as well as a survey of 
the little-known advantages of employee stock 
ownership plans — for both business owners and 
their employees. 

I trust you will find this issue of Capital Acumen 
as interesting and valuable as I do. As always, I 
believe it provides a useful snapshot of our best cur-
rent thinking and guidance as well as the extensive 
breadth and depth of our resources.  

Along these lines, I would like to call your  
attention to a new addition to the magazine.  Actu-
ally, it is right behind this letter. Within this new 
cover format, we capture in brief what a relation-
ship with U.S. Trust means for each of our clients 
— expert proactive advice, truly personalized 
solutions and the capability to meet all of your 
financial needs.  

As always, we welcome your feedback and look  
forward to discussing any of these themes with you.

I

Frances Aldrich Sevilla-Sacasa

President

U.S. Trust
Bank of America Private Wealth Management
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It’s ironic that the globalization of the 
world economy is feeding national 
aspirations and creating increased 
tensions between countries. Trade 
and investment across geographic 
and cultural boundaries and 
the personal interaction that 
comes with it help break down 
the fear of strangers that 
lies behind a lot of negative 
forces in international 
relations. The increased 
acceptance of foreigners, 
the ability to see them  
as like us, is a hallmark  
of globalization.  

Nevertheless, as Fareed Zakaria notes 
in his book, The Post-American World, 
reviewed on page 8 of this issue, the im-
proved living standards that globaliza-
tion makes possible for the world’s poor-
est people also allow them to shift their 
attention from searching for their “daily 
bread” to thinking more about their 
country or ethnic group and their role in 
the world, including the respect that peo-
ple everywhere expect for that with which 
they identify.  
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his desire for global 
respect and the ten-
sion that it can gen-
erate is an especially 
volatile force when 
economic good times 
turn bad, causing a 
heightened interest 
in scapegoats and a 
lessened concern for 

outsiders as a natural instinct to protect 
one’s own takes over more intensely in 
hard times. At the national political level, 
this makes the likelihood of anti-foreigner 
legislation greatest in times of high un-
employment. The Great Depression of 
the 1930s is the ultimate example, where 
legislative and policy initiatives shut out 
outsiders to protect insiders. When many 
countries do this, the result is a depres-
sion. The phrase “cutting off the nose to 
spite the face” comes to mind.  

“SOFT POWER” VS. “HARD POWER”
During the Cold War, international eco-
nomic relations were dominated by the 
bipolar competition for global hegemony 
between the Soviet Union and the 
United States. This dynamic re-
pressed a lot of latent ethnic and 
nationalist feelings. According to 
the political scientist/historian 
Robert Kagan1, the resolution of 
the Cold War in favor of the “soft 
power” strategy of the U.S. and its 
allies, rather than the repressive 
“hard power” of the Soviet Union, 
has restored geopolitics to its more 
traditional unipolar framework. 
The bipolar model of the Cold War 
represented an unusual situation 
compared to history.

When the Iron Curtain came 
down, there was a naïve hope that 
the long history of global rival-
ries had ended and a benign era of 
peaceful coexistence had begun.2 In 
this view, the world would naturally 
come to respect the West’s ideas 
of human rights and governments 
that served the people rather than 
the other way around.

Over the past two decades, 
this dream has run up against a 

T
harsher reality. National, tribal and eth-
nic tensions were bottled up during the 
Cold War, often forcefully in the Soviet 
sphere of influence but also on the Free 
World side, where the larger cooperative 
effort dominated international relations. 
In the developing world, progress was 
hampered by a tendency to straddle both 
sides of the Iron Curtain in return for aid, 
playing one side off against the other. 

“SOFT POWER” AND GLOBALIZATION
The reemergence of a unipolar world 
dominated by the U.S. has unleashed 
many of the national, tribal and ethnic 
rivalries that were suppressed during the 
Cold War, creating a whole new dynamic 
in international relations that is run-
ning parallel with the forces for economic 
progress that broadening free markets 
have unleashed. The U.S. is too benignly 
conflicted in its own political will and, in 
any event, hardly powerful enough to rule 
the world with the iron fist that more tra-
ditional hegemons used in the past.

Progress in human affairs is reflected 
in the movement toward a “hegemony” 

that wins the hearts and minds of people 
rather than forcefully suppressing them.  
That’s what makes the “age of enlighten-
ment” enlightened. In this respect, the 
last global hegemon, the British Empire, 
helped pave the way. The U.S. approach 
to international relations in the past half 
century is deeply rooted in the same, 
long intellectual tradition. It is not a co-
incidence that the U.K. and its former 
colonies like Canada, Australia and New 
Zealand share the respect for individual 
freedom and ethnic diversity that also 
characterize the U.S.

The essence of U.S. “soft power” is 
manifest in the dynamic of globalization. 
Looking around the world today, one can-
not help but be struck by the increased 
influence of western economic and cul-
tural trends. This is well documented in 
recent books on globalization like The 
World is Flat and The Post-American World. 
It is not the result of coercive imposition. 
It is a voluntary embrace, the preference 
expressed by individuals around the 
world. That’s what distinguishes “soft 
power” from “hard power.” The rest of the 

The U.S. economy has been the world’s largest since the middle of the 1880s, and it 
remains so today. In fact, America has held a surprisingly constant share of global GDP 
ever since. With the brief exception of the late 1940s and 1950s — when the rest of the 
industrialized world had been destroyed and America’s share rose to 50% — the United 
States has accounted for roughly a quarter of world output for over a century.* It is likely 
to slip but not significantly in the next two decades. In 2025, most estimates suggest 
that the U.S. economy will still be twice the size of China’s in terms of nominal GDP 
(though in terms of purchasing power, the gap will be smaller).4

*�These numbers are based on market exchange rates, not adjusted for living standards. The numbers in PPP 
dollars would be 19% in 1913, 27% in 1950, 22% in 1973, 22% in 1998 and 19% in 2007. The PPP 
numbers also show the same pattern, of American power being relatively stable at around 20% of global GDP.

1913 1960 1980 2000 2007

32% 26%26% 22% 27%

Percentage of US share of Global GDP3
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The information in this article is general in nature and designed to offer a perspective on broad economic 
or market trends. It is not intended to give you suggestions about your specific portfolio. No recommenda-
tions to buy or sell securities are made. Consult your relationship manager first to determine if the ideas 
in this article are relevant to your personal financial circumstances. 

Opinions expressed in this article are those of the author and may differ from U.S. Trust and/or Bank of 
America Corporation and its subsidiaries. The publications referenced in this article have been written by 
third parties not affiliated with U.S. Trust and/or Bank of America Corporation or any of its affiliates and 
have not been endorsed or approved by said parties.

1End of Dreams, Return of History by Robert Kagan, 2007. 2The End of History by Francis Fukuyama, 1992 was representative of this 
view and time. 3Reprinted from The Post-American World by Fareed Zakaria. © 2008 by Fareed Zakaria. With the permission of the 
publisher W. W. Norton & Company, Inc. 4Dominic Wilson and Roopa Purushothaman, Dreaming with BRICs: The Path to 2050 (Gold-
man Sachs, Global Economics Paper no. 99, Oct. 1, 2003). Although this widely cited study is the best source for projections of this 
kind, it is worth noting that since its publication, the BRICs have been growing at a faster rate than the Goldman economists assumed.

world is becoming more like us as we be-
come more like them. This embrace of the 
American (and more broadly, the British) 
legacy to the world is not, as some main-
tain, the result of cultural imperialism or 
a prideful American exceptionality. The 
reality is much simpler than the wrong-
headed notion that somehow Americans 
figured out what’s best for the world.

THE POWER OF ASSIMILATION
The answer lies in the stew that is con-
stantly being stirred in the American 
melting pot. There does not exist any-
where else on the planet on the scale that 
exists in the U.S. such a diverse popula-
tion, representing all the world’s people 
living in relative harmony. The U.S. has 
an unrivaled proportion of foreign-born 
residents (about 12%), four times more 
than the global average. Of those born 
in the U.S., most can trace their ancestry 
back in the past 100 or 150 years to another 
country. This makes the U.S. the largest 
microcosm of what the world would look 
like if all of its people lived together in rel-
atively peaceful freedom. The success of 
the U.S. melting pot is its ability to assim-
ilate.  One need only contrast the Muslim 
populations in Europe and the U.S. to see 
this assimilating power.

In a free society with significant cultural 
contributions from most of the world’s tra-
ditions, the stew that results is spiced with 
what the broader population chooses to 
embrace. This creates tension and animos-
ities, even nostalgia, for the less diversified 
culture of the past, but ultimately these 
tensions are resolved in a relatively peace-
ful way. This shows that it is possible for the 
world’s different peoples to live coopera-
tively. It also explains the receptivity of the 
rest of the world to American culture. It is 
the most globally representative culture.

The ability of the U.S. and certain other 
countries to live with cultural diversity and 
rapid change at the same time is the source 
of global strategic advantage.  The leading-
edge industries of the global economy are 
idea based and the U.S. melting pot is pep-
pered with the best and the brightest from 
all over the world, attracted by the best 
educational system on the planet and the 
freedom to pursue their dreams.

This cultural hegemony, and particu-
larly its tendency to be embraced by the 
“hearts and minds” of people, is threat-
ening to those who rely on “hard power” 
to maintain their control of countries 
or peoples’ minds. It is the main rea-
son Muslim extremists have targeted 
the U.S. as the Great Satan. There is no 
room for a “live and let live” philosophy 
in absolutist creeds, at least those that 
are not willing to tolerate other people’s 
differences. There is more generally a 
tendency to resent the world’s great-
est power. The fact that it is “ruling” by 
“soft power” that simply relies on leav-
ing people free to pursue their aspira-
tions is particularly difficult for some 
governments to accept. Its success 
has forced some “hard power” govern-
ments, like those of the Russian and 
Chinese people, after long and painful 
detours, to accept a certain amount of 
economic freedom as a necessity to bet-
ter living standards. Ironically, these 
better living standards also increase 
their people’s willingness to tolerate 

The U.S. is too be-
nignly conflicted in its 
own political will and, 
in any event, hardly 
powerful enough to 
rule the world with 

the iron fist that more 
traditional hegemons 

used in the past.

governance that falls short of western 
human rights standards. This latter 
point creates a natural defensiveness 
in the Chinese and Russian leadership 
that causes them to resist the idealism 
of U.S. hegemony, often by protecting 
other governments that refuse to respect 
individual rights. The recent siding of 
the Chinese and Russian governments 
against U.N. initiatives to deal with 
humanitarian disasters in Darfur and 
Zimbabwe are cases in point.

A GLOBAL DOUBLE STANDARD
The U.S. is expected to behave according 
to a higher standard of “soft power” eti-
quette. “Hard power” countries are held 
to a much lower standard, often because 
they are feared and human nature tends 
toward “peace at any price” rather than 
confrontation. More insidious, global 
businesses and mass media opinion 
makers avoid criticism to maintain prof-
itable access to newly opened-up “hard 
power” countries.  In contrast, the U.S. 
government can be criticized without fear 
of reprisal. So it is.  

Despite this double standard in favor 
of aspiring “hard power” hegemons, the 
recent tide of history seems to favor the 
“soft power” hegemony of the U.S. and its 
cultural relatives. As Fareed Zakaria puts 
it: “At the end of the day, openness is America’s 
greatest strength.” It is a strength that the 
rest of the world seeks to emulate. It is why 
the Post-American world will look a lot like 
America. Where this openness sprouts, 
investment opportunities will flourish; 
where it is repressed, caveat emptor. g
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n retrospect, the title of our Summer 2008 
Capital Acumen cover story — “Iron Man 
in the Eye of the Storm” — was fitting. For 
the financial markets, the respite proved 

predictably brief, and the summer’s challenging 
investment conditions have actually continued 
into the fall. 

That said, while U.S. Trust Chief Investment  
Officer Chris Hyzy is expecting the gloom to per-
sist for a while longer, he is also anticipating a 
turnaround by year end. In our current issue’s 
cover story, he discusses his outlook in detail, ex-
plaining why he believes the current deleveraging 
trend, likely lower energy prices, a benign inflation 
forecast and an expected pickup in nonfinancial 
corporate profits are likely to bring an upturn for 
U.S. stocks. 

In the meantime, we believe that volatile con-
ditions such as these represent ideal times for  
increasing communication among our portfolio 
managers and our clients, reaffirming long-term 
goals and positioning investment portfolios for 
the improved environment we’re expecting. After 
all, while all markets provide us with opportuni-
ties, volatile markets reveal especially meaning-
ful longer-term opportunities for investors.

The current issue of Capital Acumen features a 
detailed exploration of the ongoing growth-shift to 
the emerging world and the positive implications for 
both developed and developing nations, a roundtable 
discussion of current trends in the municipal bond 
market and a review of possible risk-management 
benefits of interest-rate swaps.  

On the wealth structuring front, we feature a 
fascinating inquiry into the oftentimes complex 
(and overlooked) emotional aspects of multigen-
erational wealth transfer, as well as a survey of 
the little-known advantages of employee stock 
ownership plans — for both business owners and 
their employees. 

I trust you will find this issue of Capital Acumen 
as interesting and valuable as I do. As always, I 
believe it provides a useful snapshot of our best cur-
rent thinking and guidance as well as the extensive 
breadth and depth of our resources.  

Along these lines, I would like to call your  
attention to a new addition to the magazine.  Actu-
ally, it is right behind this letter. Within this new 
cover format, we capture in brief what a relation-
ship with U.S. Trust means for each of our clients 
— expert proactive advice, truly personalized 
solutions and the capability to meet all of your 
financial needs.  

As always, we welcome your feedback and look  
forward to discussing any of these themes with you.
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