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Dramatic change is afoot in retailing. In 2014, the volume of goods sold in the US grew for 
much of the year at an annualized rate of more than 4%. Despite this fairly brisk level of 
activity, however, some 6,484 chain-stores have hung out “closing down” signs – figure 1. 
Before long, the rate of closures could even outstrip that seen during the Great Recession 
of 2008-2009, a time when the US was suffering from high and rising joblessness and 
collapsing retail sales.  

Technology is revolutionizing the commercial world, creating both  
opportunities and threats for investors

Victims and Victors of  
Transforming Commerce

OUTLOOK 2015  TRANSFORMING COMMERCE

Sources: About.com and Citi Private Bank as of October 2014. 

Figure 1. Everything must go!
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The changing face of retail  
The US data highlights a dramatic shift 
in how goods are bought. Nearly 15% of 
US spending on items other than cars, 
gasoline and building materials now 
happens over the internet. This figure 
has doubled in the space of a decade and 
is rising rapidly. By contrast, the number 
of shoppers visiting traditional stores 
these days is shrinking, while the number 
of packages delivered is growing, as 
people make ever more purchases from 
the comfort of their own home – figure 
2. Foot traffic at shopping malls is falling 
at an annualized rate of roughly 5%, 
the sort of pace usually associated with 
a severe retail recession. And yet, total 
retailer sales are actually growing. 

This ongoing e-commerce revolution 
looks set to keep transforming the retail, 
services and banking landscape, both in 
the US and elsewhere. In China, a single 
e-commerce site is now responsible for 
a flow of goods amounting to 7% of 
total Chinese retail sales. Just as the 
rise of the chain-stores over the last 
few decades crushed many “mom ’n’ 
pop” type outlets, the internet is doing 

the same now for many chain-stores. 
But whereas the demise of single-store 
retailers finished off many small family 
businesses, the demise of chain-stores 
impacts much larger enterprises – and 
their investors.

Not all traditional retailers will be 
equally affected by this transformation. 
‘Destination’ stores in high-quality 
properties in gateway cities should buck 
the trend. For others, though, the outlook 
may be bleak. Chains with large networks 
of stores in sub-prime locations could 
find themselves sitting on redundant 
buildings, which they may have borrowed 
to develop, or to which they are tied 
through costly long leases. For owners, 

Sources: Census, Factset, company reports.  

Figure 2. Goodbye shopping bags, hello home-delivery 
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converting such property to other uses 
may not be an easy option, especially 
in remote or less desirable locations. 
For clients who hold such properties, 
generally healthy global property markets 
and easy financing suggest it might be a 
good time to explore selling up.

For the shareholders and lenders of 
traditional retailers, the implications 
could be enormous. The US stock 
market currently plays host to “pure” 
e-commerce retailers valued at $450bn 
and traditional retailers valued at 
$750bn, with varying degrees of 
exposure to e-commerce globally. 
Who the winners and losers within 
this mix will be remains to be seen, 
but there may not be enough room 
for them all. Oddly, retailers’ stock-
price returns have been increasingly 
similar, despite the disruptive forces 
at work. Looking ahead, though, they 
are likely to experience very different 
fortunes. It may be a bad time to be a 
pure value investor in consumer-related 
equities given disruptive change and 
obsolescence of business models.

This ongoing e-commerce 
revolution looks set to 
keep transforming the 
retail, services and banking 
landscape

%
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Looking at the commercial property 
situation today, though, the threat isn’t 
immediately obvious. In the US, new 
construction of commercial property 
has lagged a long way behind the 
economic recovery of recent years – 
see figure 3. This is especially true for 
retail premises. As a result, any over-
supply problem has so far been limited, 
despite the switch away from bricks-
and-mortar retailers. However, retail 
commercial property values have risen 

Source: Bureau of Economic Analysis as of 2Q 2014.   
Note: Charts shows real US GDP and structures investment. 

Figure 3. Why there’s been no commercial property oversupply – yet 
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faster than industrial ones since 2009, 
suggesting risk for those in the wrong 
places with the wrong tenants.

Over this period, of course, risky asset 
prices – including stocks, corporate 
bonds and commercial real estate – 
have generally risen strongly together, 
a result of economic recovery and 
ample liquidity in the markets. Going 
forward, though, there are likely to 
be much bigger differences in returns 

between these various asset classes 
and within them. As e-commerce’s grip 
extends, the weaker traditional retailers 
and owners of certain retail real-estate 
could be vulnerable to poor stock-price 
performance and to downgrades and 
defaults on debts. 

The increasing role of e-commerce is 
also likely to contribute to even faster 
growth of cities around the world – and 
their attractiveness as places to live. 

Any property over-supply 
problem has so far been 
limited, despite the switch 
away from bricks-and-
mortar retailers.
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It will also determine differences in 
success of traditional retailers between 
cities. The most desirable e-commerce 
services along with the best traditional 
retail and banking offerings will likely 
gravitate towards the urban centers 
with the highest populations and 
wealth. Those living in such places will 
therefore be best served, while those in 
other locations will suffer.  

Energy Revolution Revisited 
The revolutionary transformation of 
the North American energy industry 
continues apace. US crude-oil 
production has just risen at a double-
digit rate for a third straight year. 
Depending on price developments, the 
US could pump out more crude oil than 
either Saudi Arabia or Russia in two 

Figure 4. Oil Sensitivity of Select Industries (US Data) and Key Asian Economies

US Industry Energy Inputs (% of Total Inputs) Country Net Imports (% of GDP)

Utilities 57.6 Thailand 11.7

Air transportation 47.0 Taiwan 6.7

Truck transportation 42.7 India 6.0

Rail transportation 36.1 Hong Kong 5.8

Water transportation 36.0 Korea 5.7

Mining, except oil and gas 15.9 Singapore 5.3

Nonmetallic mineral products 10.8 Indonesia 3.3

Real estate and rental and leasing 9.3 Japan 3.3

Paper products 9.1 China 2.5

Agriculture, forestry, fishing, and hunting 8.6 Phillipines 2.3

Warehousing and storage 8.6 Turkey 1.5

Support activities for mining 7.3 United States 1.2

Amusements, gambling, and recreation industries 6.9 Malaysia -0.1

Sources: Bureau of Economic Analysis and Citi Research and Analysis. Note: based on 2012 annual data from GDP-by-industry accounts; Haver Analytics as of August 2014. Note: exports and 
imports are 12-month trailing sums. GDP is 4-quarter trailing sum.

years. This was an unthinkable prospect 
just a short time ago. What is much less 
widely acknowledged, however, is how 
the effects of the rebirth of US energy 
could spill over into other areas of the 
economy. 

The surge in oil production at home is 
feeding through into lower costs for US 
industry. Energy is a major input for 
certain categories of US manufacturing 
and commerce. This is true in parts of 
the transportation sector like airlines, 
as well as trucking, some areas within 
which have also benefited from the 
e-commerce revolution. The gains can 
also be felt well beyond the borders of 
the US, such as in Asian countries that 
heavily import crude oil, and indeed for 
consumers across the world – figure 4. 

Despite the local environmental 
concerns that fracking for energy 
arouses, real estate markets near to 
production areas in the US have been 
booming – figure 5. Like all booms, this 
trend bears watching, particularly after 
the 30% oil-price correction within 
2014. We also think that housing and 
broader real-estate markets that are 
most tied to the US manufacturing 
renaissance may soon get a boost, 
albeit from a relatively more depressed 
starting point. US goods-makers 
are winning back share in domestic 
consumer markets. At the same time, 
we are optimistic about transportation 
infrastructure projects in the US energy 
sector despite the recent oil-price drop.
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Sources: NAHB, First American, and Citi Private Bank as of August 2014. Note: The Leading Market Index (LMI) compares the current levels of three components-- employment (BLS - Bureau of 
Labor Statistics), house prices (Freddie Mac) and single-family building permits (Census)-- to their normal, sustainable levels. For each component, the current level as a share of the normal level 
is calculated. The LMI is the average of these three shares. An index value above one indicates the market has advanced beyond the previous sustainable level of economic activity. An index value 
above the national index level indicates the market is doing better than the country as a whole. Energy boom towns: Bismarck, ND; Grand Forks, ND; Midland, TX; Odessa, TX, Casper, WY; Rust belt 
towns: Decatur, IL; South Bend, IN; Flint, MI; Akron, OH; Greenville, SC; Columbia, SC

Figure 5. Location, location, location
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The cases of retail and energy are 
far from isolated examples of where 
technology is revolutionizing the 
landscape and creating both victors 
and victims. Online media is steadily 
squeezing out print media, causing a 
switch in advertising revenues towards 
cyberspace. The rapid growth of 
e-payments and mobile payments may 
well render a vast amount of the world’s 
bank branches redundant in due course.

As risky asset prices of almost every 
kind have risen over the last few 
years, we think it is time to look hard 
for the likely victims and victors of 
transformational technologies. High-cost 
oil-producing nations, the makers of 
obsolete technologies, and retailers with 
outmoded business models are just some 
of these victims. Having narrowed in 
recent times, the difference in the returns 
from investing in victors and victims is 
likely to widen in the coming years.

The rapid growth of 
e-payments and mobile 
payments may well render a 
vast amount of the world’s 
bank branches redundant in 
due course.
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Disclosures

In any instance where distribution of this communication (“Communication”) is subject to the rules of the US Commodity Futures Trading Commission (“CFTC”), 
this communication constitutes an invitation to consider entering into a derivatives transaction under US CFTC Regulations §§ 1.71 and 23.605, where 
applicable, but is not a binding offer to buy/sell any financial instrument. 

This Communication is prepared by Citi Private Bank (“CPB”), a business of Citigroup Inc. (“Citigroup”), which provides its clients access to a broad array of products 
and services available through Citigroup, its bank and non-bank affiliates worldwide (collectively, “Citi”). Not all products and services are provided by all affiliates, 
or are available at all locations.

CPB personnel are not research analysts, and the information in this Communication is not intended to constitute “research”, as that term is defined by applicable 
regulations. Unless otherwise indicated, any reference to a research report or research recommendation is not intended to represent the whole report and is not in 
itself considered a recommendation or research report.

This Communication is provided for information and discussion purposes only, at the recipient’s request. The recipient should notify CPB immediately should it at 
any time wish to cease being provided with such information. Unless otherwise indicated, (i) it does not constitute an offer or recommendation to purchase or sell any 
security, financial instrument or other product or service, or to attract any funding or deposits, and (ii) it does not constitute a solicitation if it is not subject to the 
rules of the CFTC (but see discussion above regarding communication subject to CFTC rules) and (iii) it is not intended as an official confirmation of any transaction.

Unless otherwise expressly indicated, this Communication does not take into account the investment objectives, risk profile or financial situation of any particular 
person and as such, investments mentioned in this document may not be suitable for all investors. Citi is not acting as an investment or other advisor, fiduciary 
or agent. The information contained herein is not intended to be an exhaustive discussion of the strategies or concepts mentioned herein or tax or legal advice. 
Recipients of this Communication should obtain advice based on their own individual circumstances from their own tax, financial, legal and other advisors about 
the risks and merits of any transaction before making an investment decision, and only make such decisions on the basis of their own objectives, experience, risk 
profile and resources. 

The information contained in this Communication is based on generally available information and, although obtained from sources believed by Citi to be reliable, 
its accuracy and completeness cannot be assured, and such information may be incomplete or condensed. Any assumptions or information contained in this 
Communication constitute a judgment only as of the date of this document or on any specified dates and is subject to change without notice. Insofar as this 
Communication may contain historical and forward looking information, past performance is neither a guarantee nor an indication of future results, and future 
results may not meet expectations due to a variety of economic, market and other factors. Further, any projections of potential risk or return are illustrative and 
should not be taken as limitations of the maximum possible loss or gain. Any prices, values or estimates provided in this Communication (other than those that are 
identified as being historical) are indicative only, may change without notice and do not represent firm quotes as to either price or size, nor reflect the value Citi may 
assign a security in its inventory. Forward looking information does not indicate a level at which Citi is prepared to do a trade and may not account for all relevant 
assumptions and future conditions. Actual conditions may vary substantially from estimates which could have a negative impact on the value of an instrument.

Views, opinions and estimates expressed herein may differ from the opinions expressed by other Citi businesses or affiliates, and are not intended to be a forecast 
of future events, a guarantee of future results, or investment advice, and are subject to change without notice based on market and other conditions. Citi is under 
no duty to update this document and accepts no liability for any loss (whether direct, indirect or consequential) that may arise from any use of the information 
contained in or derived from this Communication.

Investments in financial instruments or other products carry significant risk, including the possible loss of the principal amount invested. Financial instruments or 
other products denominated in a foreign currency are subject to exchange rate fluctuations, which may have an adverse effect on the price or value of an investment 
in such products. This Communication does not purport to identify all risks or material considerations which may be associated with entering into any transaction. 

Structured products can be highly illiquid and are not suitable for all investors. Additional information can be found in the disclosure documents of the issuer for 
each respective structured product described herein. Investing in structured products is intended only for experienced and sophisticated investors who are willing 
and able to bear the high economic risks of such an investment. Investors should carefully review and consider potential risks before investing. 

OTC derivative transactions involve risk and are not suitable for all investors. Investment products are not insured, carry no bank or government guarantee and may lose 
value. Before entering into these transactions, you should: (i) ensure that you have obtained and considered relevant information from independent reliable sources 
concerning the financial, economic and political conditions of the relevant markets; (ii) determine that you have the necessary knowledge, sophistication and experience 
in financial, business and investment matters to be able to evaluate the risks involved, and that you are financially able to bear such risks; and (iii) determine, having 
considered the foregoing points, that capital markets transactions are suitable and appropriate for your financial, tax, business and investment objectives.

This material may mention options regulated by the US Securities and Exchange Commission. Before buying or selling options you should obtain and review the 
current version of the Options Clearing Corporation booklet, Characteristics and Risks of Standardized Options. A copy of the booklet can be obtained upon request 
from Citigroup Global Markets Inc., 390 Greenwich Street, 3rd Floor, New York, NY 10013 or by clicking the following link, 

http://www.theocc.com/components/docs/riskstoc.pdfhttp://www.theocc.com/components/docs/about/publications/november_2012_supplement.pdf

If you buy options, the maximum loss is the premium. If you sell put options, the risk is the entire notional below the strike. If you sell call options, the risk is unlimited. The 
actual profit or loss from any trade will depend on the price at which the trades are executed. The prices used herein are historical and may not be available when you order 
is entered. Commissions and other transaction costs are not considered in these examples. Option trades in general and these trades in particular may not be appropriate 
for every investor. Unless noted otherwise, the source of all graphs and tables in this report is Citi. Because of the importance of tax considerations to all option transactions, 
the investor considering options should consult with his/her tax advisor as to how their tax situation is affected by the outcome of contemplated options transactions.

None of the financial instruments or other products mentioned in this Communication (unless expressly stated otherwise) is (i) insured by the Federal Deposit 
Insurance Corporation or any other governmental authority, or (ii) deposits or other obligations of, or guaranteed by, Citi or any other insured depository institution.

Citi often acts as an issuer of financial instruments and other products, acts as a market maker and trades as principal in many different financial instruments 
and other products, and can be expected to perform or seek to perform investment banking and other services for the issuer of such financial instruments or 
other products. The author of this Communication may have discussed the information contained therein with others within or outside Citi, and the author and/
or such other Citi personnel may have already acted on the basis of this information (including by trading for Citi’s proprietary accounts or communicating the 
information contained herein to other customers of Citi). Citi, Citi’s personnel (including those with whom the author may have consulted in the preparation of this 
communication), and other customers of Citi may be long or short the financial instruments or other products referred to in this Communication, may have acquired 
such positions at prices and market conditions that are no longer available, and may have interests different from or adverse to your interests.
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IRS Circular 230 Disclosure: Citi and its employees are not in the business of providing, and do not provide, tax or legal advice to any taxpayer outside Citi. Any 
statement in this Communication regarding tax matters is not intended or written to be used, and cannot be used or relied upon, by any taxpayer for the purpose of 
avoiding tax penalties. Any such taxpayer should seek advice based on the taxpayer’s particular circumstances from an independent tax advisor.

Neither Citi nor any of its affiliates can accept responsibility for the tax treatment of any investment product, whether or not the investment is purchased by a trust 
or company administered by an affiliate of Citi. Citi assumes that, before making any commitment to invest, the investor and (where applicable, its beneficial owners) 
have taken whatever tax, legal or other advice the investor/beneficial owners consider necessary and have arranged to account for any tax lawfully due on the 
income or gains arising from any investment product provided by Citi.

This Communication is for the sole and exclusive use of the intended recipients, and may contain information proprietary to Citi which may not be reproduced or 
circulated in whole or in part without Citi’s prior consent. The manner of circulation and distribution may be restricted by law or regulation in certain countries. 
Persons who come into possession of this document are required to inform themselves of, and to observe such restrictions. Citi accepts no liability whatsoever for 
the actions of third parties in this respect. Any unauthorized use, duplication, or disclosure of this document is prohibited by law and may result in prosecution.

In Hong Kong, this document is issued by CPB operating through Citibank, N.A., Hong Kong branch, which is regulated by the Hong Kong Monetary Authority. Any 
questions in connection with the contents in this document should be directed to registered or licensed representatives of the aforementioned entity.

In Singapore, this document is issued by CPB operating through Citibank, N.A., Singapore branch, which is regulated by the Monetary Authority of Singapore. Any 
questions in connection with the contents in this document should be directed to registered or licensed representatives of the aforementioned entity.

NA London:

Citibank N.A., London Branch (registered branch number BR001018), Citigroup Centre, Canada Square, Canary Wharf, London, E14 5LB, is authorised and regulated 
by the Office of the Comptroller of the Currency (USA) and authorised by the Prudential Regulation Authority. Subject to regulation by the Financial Conduct 
Authority and limited regulation by the Prudential Regulation Authority. Details about the extent of our regulation by the Prudential Regulation Authority are 
available from us on request. The contact number for Citibank N.A., London Branch is +44 (0)20 7508 8000.

Citibank International Limited:

Citibank International Limited (registered number 1088249), Citigroup Centre, Canada Square, Canary Wharf, London, E14 5LB, is authorised by the Prudential 
Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority. The contact number for Citibank International 
limited is +44 (0)20 7508 8000.

In Jersey, this document is communicated by Citibank N.A., Jersey Branch which has its registered address at PO Box 104, 38 Esplanade, St Helier, Jersey JE4 8QB. 
Citibank N.A., Jersey Branch is regulated by the Jersey Financial Services Commission. Citibank N.A. Jersey Branch is a participant in the Jersey Bank Depositors 
Compensation Scheme. The Scheme offers protection for eligible deposits of up to £50,000. The maximum total amount of compensation is capped at £100,000,000 
in any 5 year period. Full details of the Scheme and banking groups covered are available on the States of Jersey website www.gov.je/dcs, or on request.

In the United Arab Emirates and Bahrain Citi Private Bank operates as part of Citibank, N.A.

In South Africa, Financial Service Provider, FSP 30513.

In Canada, Citi Private Bank is a division of Citibank Canada, a Schedule II Canadian chartered bank. Certain investment products are made available through Citibank 
Canada Investment Funds Limited (“CCIFL”), a wholly owned subsidiary of Citibank Canada. Investment Products are subject to investment risk, including possible 
loss of principal amount invested. Investment Products are not insured by the CDIC, FDIC or depository insurance regime of any jurisdiction and are not guaranteed 
by Citigroup or any affiliate thereof.

The information set out herein may be subject to updating, completion, revision, verification and amendment and such information may change materially.

Citigroup, its affiliates and any of the officers, directors, employees, representatives or agents shall not be held liable for any direct, indirect, incidental, special, or 
consequential damages, including loss of profits, arising out of the use of information contained herein, including through errors whether caused by negligence or 
otherwise.

CCIFL is not currently a member, and does not intend to become a member of the Mutual Fund Dealers Association of Canada (“MFDA”); consequently, clients of 
CCIFL will not have available to them investor protection benefits that would otherwise derive from membership of CCIFL in the MFDA, including coverage under any 
investor protection plan for clients of members of the MFDA.

Citi Private Bank is a business of Citigroup Inc. (“Citigroup”), which provides its clients access to a broad array of products and services available through bank and 
non-bank affiliates of Citigroup. Not all products and services are provided by all affiliates or are available at all locations. In the US, brokerage products and services 
are provided by Citigroup Global Markets Inc. (“CGMI”) member SIPC. Accounts carried by Pershing LLC, member FINRA, NYSE, SIPC. CGMI and Citibank, N.A. are 
affiliated companies under the common control of Citigroup. Outside the US, brokerage products and services are provided by other Citigroup affiliates. Investment 
Management services (including portfolio management) are available through CGMI, Citibank, N.A. and other affiliated advisory businesses.

Citi Trust is the business name for a wide range of personal trust and estate management and related services provided by Citigroup Inc. or its affiliates to individuals, 
families and charitable entities throughout the world. Not all products and services are provided by all affiliates or are available at all locations. For US clients, trust 
services are provided by one of the following entities: Citibank, N.A., Citicorp Trust South Dakota or Citicorp Trust Delaware, N.A. For clients who are neither residents 
nor citizens of the US, trust services are provided by one of the following entities: Cititrust Private Trust (Cayman) Limited, Cititrust Private Trust Zurich GmbH, Cititrust 
(Bahamas) Limited, Cititrust (Cayman) Limited, Cititrust (Jersey) Limited, Cititrust (Singapore) Limited, Cititrust (Switzerland) Limited or Citicorp Trust Delaware, N.A. 
The service providers are referred to collectively as Citi Trust. Cititrust (Jersey) Limited, whose contact details are P.O. Box 728, 38 Esplanade, St. Helier, Jersey JE4 
8ZT, Channel Islands, telephone number +44 1534 608000, is licensed by the Jersey Financial Services Commission for the conduct of Trust Company Business.

The views expressed in this document by the Global Investment Committee do not constitute research, investment advice or trade recommendations, and are not 
tailored to meet the individual investment circumstances or objectives of any investor. Recipients of this document should not rely on the views expressed or the 
information included in this document as the primary basis for any investment decision. Investors are urged to consult with their financial advisors before buying 
or selling securities.
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Bonds are affected by a number of risks, including fluctuations in interest rates, credit risk and prepayment risk. In general, as prevailing interest rates rise, fixed 
income securities prices will fall. Bonds face credit risk if a decline in an issuer’s credit rating, or creditworthiness, causes a bond’s price to decline. High yield 
bonds are subject to additional risks such as increased risk of default and greater volatility because of the lower credit quality of the issues. Finally, bonds can be 
subject to prepayment risk. When interest rates fall, an issuer may choose to borrow money at a lower interest rate, while paying off its previously issued bonds. As 
a consequence, underlying bonds will lose the interest payments from the investment and will be forced to reinvest in a market where prevailing interest rates are 
lower than when the initial investment was made.

Alternative investments referenced in this report are speculative and entail significant risks that can include losses due to leveraging or other speculative investment 
practices, lack of liquidity, volatility of returns, restrictions on transferring interests in the fund, potential lack of diversification, absence of information regarding 
valuations and pricing, complex tax structures and delays in tax reporting, less regulation and higher fees than mutual funds and advisor risk. Asset allocation does 
not assure a profit or protect against a loss in declining financial markets.

REITS

REITs are subject to special risk considerations similar to those associated with the direct ownership of real estate. Real estate valuations may be subject to factors 
such as changing general and local economic, financial, competitive, and environmental conditions. REITs may not be suitable for every investor. Dividend income 
from REITs will generally not be treated as qualified dividend income and therefore will not be eligible for reduced rates of taxation. There may be additional risk 
associated with international investing, including foreign, economic, political, monetary and/or legal factors, changing currency exchange rates, foreign taxes, and 
differences in financial and accounting standards.

Master Limited Partnership

• 	Energy Related MLPS May Exhibit High Volatility. While not historically very volatile, in certain market environments Energy Related MLPS may exhibit high volatility.

• 	Changes in Regulatory or Tax Treatment of Energy Related MLPs. If the IRS changes the current tax treatment of the master limited partnerships included in the Basket 
of Energy Related MLPs thereby subjecting them to higher rates of taxation, or if other regulatory authorities enact regulations which negatively affect the ability of the 
master limited partnerships to generate income or distribute dividends to holders of common units, the return on the Notes, if any, could be dramatically reduced.

• 	Concentration Risk. Investment in a basket of Energy Related MLPs may expose the investor to concentration risk due to industry, geographical, political, and regulatory 
concentration.

-- The price and dividends paid by Energy Related MLPs may be affected by a number of factors, including:

-- Worldwide and domestic supplies of, and demand for, crude oil, natural gas, natural gas liquids, hydrocarbon products and refined products;

-- Changes in tax or other laws affecting MLPs generally;

-- Regulatory changes affecting pipeline fees and other regulatory fees in the energy sector;

-- The effects of political events and government regulation;

-- The impact of direct government intervention, such as embargos;

-- Changes in fiscal, monetary and exchange control programs:

-- Changes in the relative prices of competing energy products;

-- Changes in the output and trade of oil and other energy producers;

-- Changes in environmental and weather conditions;

-- The impact of environment laws and regulations and technological changes affecting the cost of producing and processing, and the demand for, energy products;

-- Decreased supply of hydrocarbon products available to be processed due to fewer discoveries of new hydrocarbon reserves, short- or long-term supply 
distributions or otherwise;

-- Risks of regulatory actions and/or litigation, including as a result of leaks, explosions or other accidents relating to energy products;

-- Uncertainty or instability resulting from an escalation or additional outbreak of armed hostilities or further acts of terrorism in the United States or elsewhere;

-- General economic and geopolitical conditions in the United States and worldwide.

Mortgage-backed securities (“MBS”), which include collateralized mortgage obligations (“CMOs”), also referred to as real estate mortgage investment conduits 
(“REMICs”), may not be suitable for all investors. There is the possibility of early return of principal due to mortgage prepayments, which can reduce expected yield 
and result in reinvestment risk. Conversely, return of principal may be slower than initial prepayment speed assumptions, extending the average life of the security 
up to its listed maturity date (also referred to as extension risk). 

Additionally, the underlying collateral supporting non-Agency MBS may default on principal and interest payments. In certain cases, this could cause the income 
stream of the security to decline and result in loss of principal. Further, an insufficient level of credit support may result in a downgrade of a mortgage bond’s credit 
rating and lead to a higher probability of principal loss and increased price volatility. Investments in subordinated MBS involve greater credit risk of default than the 
senior classes of the same issue. Default risk may be pronounced in cases where the MBS security is secured by, or evidencing an interest in, a relatively small or 
less diverse pool of underlying mortgage loans. 

MBS are also sensitive to interest rate changes which can negatively impact the market value of the security. During times of heightened volatility, MBS can 
experience greater levels of illiquidity and larger price movements. Price volatility may also occur from other factors including, but not limited to, prepayments, 
future prepayment expectations, credit concerns, underlying collateral performance and technical changes in the market.

Please read offering documents and/or prospectus information carefully for the risks associated with the particular MBS security you are purchasing.
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