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SUMMARY 

• The Russia-Ukraine conflict comes as most of the world was emerging from the Covid pandemic.  

• The conflict, along with the broad sanctions and corporate actions taken to isolate the Russian 
economy, is adding inflationary pressure and supply stresses to an already distorted global economy 
with wide-ranging impacts. 

• Our base case calls for no recession in 2022. Current EPS forecasts – gains in the single digits – 
remain consistent with our view of positive global GDP growth.  Nonetheless, the risk of a recession 
has increased, consistent with the undefined long-term impacts of the conflict.   

• To address rapidly shifting world and market conditions -- and manage the consequent risks – we 
have made significant changes to our portfolios. We have reallocated equity holdings from vulnerable 
consumer industries and European economies that are more likely to bear the brunt of rising 
commodity prices to natural resource and oil services firms as the world replaces Russia's output. 
We also added to gold as a potential risk hedge in a period of falling real interest rates. 

• Our off-benchmark allocations are indicative of the high-performance dispersion in assets we expect 
over the coming 12-18 months.  

• We remain overweight intermediate duration US Treasuries and Treasury Inflation Protected 
Securities. While the real yield of TIPS has fallen to -1% -- a high valuation -- this could be a return of 
at least 5 percentage points above the real value of cash. 

• Looking to this week’s Federal Reserve meeting, the bank is set to tighten into a period of weakening 
consumer sentiment, and yet its core goal – to mitigate inflation – will not likely be achieved soon. 
Central banks are powerless to slow inflation quickly unless they impair demand to the current supply 
levels – an unattractive outcome. Only the response of producers to increase output and meet demand 
will steady inflation while supporting growth. 

• Trying to avoid “bad” outcomes in portfolios through market timing can be destructive to wealth. 
Recent day-to-day swings of 3% in global equity prices and 4x volatility in key commodities are 
present examples of how reactive markets are to daily news flow. But these volatile, short-term moves 
have almost nothing to do with long-term returns or relative values between markets. 



A Period Unlike Any Other 

Two extraordinary and unexpected events, -- the hostilities in Ukraine and a global pandemic – are 
having compounding, negative impacts on the world economy. Assessing these shocks, managing risks, 
altering portfolios and staying invested wisely requires iterative assessments of events and likely 
outcomes. 

The COVID pandemic distorted manufacturing, labor markets, shipping, inventory management systems 
and buying behaviors. Bolstered by huge fiscal “injections,” demand for goods outstripped production 
worldwide as services purchases lagged.   

The Russian aggression and the broad sanctions and corporate actions that are isolating the Russian 
economy are creating another layer of distortion with global impacts. The highly damaging loss of vast 
quantities of commodities provided by Russia and Ukraine will require major adjustments from producers, 
suppliers, transporters and end users.  And the sanctions themselves can increase risks, including 
exacerbating Russian military escalation and a possible shutdown of energy exports to Europe, as their 
stifling impacts accelerate the decline of the Russian economy. 

As we discussed last week (see “Pivot Point for the World, Pivot Point for Portfolios”), despite US 
producers adding capacity in energy and agricultural markets, the conflict’s shock to supplies will extend 
the current period of higher inflation, and most likely see it peak more a full percentage point higher, 
above 8.5%, within a few months. In Europe, where inflation has been running a full percentage point 
lower than the US, critical import dependencies may temporarily vault inflation above the US pace. This 
rise in inflation will largely come at the expense of real economic growth. 

Inflation is a major economic and political issue in the US and worldwide. The University of Michigan 
February survey of US consumer sentiment dropped to its lowest level in 11 years based, in large 
measure, on rising inflation.  While US household wealth is well above pre-pandemic levels due to higher 
homes values, their exposure to the stock market is a future vulnerability with 42% of wealth tied to 
financial markets.  

It is therefore understandable that the Fed end its “zero policy” rate as both employment and inflation 
grow rapidly. However, the strength in both labor markets and prices are mostly the result of past stimulus 
and supply shortages. Issues the Fed cannot address. By the time Fed policy has moved from an 
accommodative to restrictive policy, growth in the US will likely be slowing. In fact, while the Fed has yet 
to raise rates, the US Treasury market is priced for new easing steps by late 2023. 

These two extraordinary, unrelated events are also changing the relationship between nations and 
regions. The stresses between the US and China have been exacerbated, as weeks before the conflict, 
Russia and China jointly announced friendship with “no limits.” The territorial dispute in Taiwan is on the 
minds of military and political strategists. US-European alliances that were fraying have been 
reinvigorated. NATO’s critical missions have been reasserted. And the impact of social media on 
governments and corporations have focused, deepened and accelerated their responses. Ironically, our 
interconnected world is splitting into two spheres, one with open media and another with a closed web 
mirroring their ideologies.  

Recent Portfolio Decisions Reflect Our Moderating Economic Views 

Our Global Investment Committee has been very active. To address the highly damaging loss of vast 
quantities of commodities that Russia and Ukraine provide, we reallocated equity holdings from 
vulnerable consumer industries and economies in Europe and Japan toward natural resources firms. We 
identified companies in sectors such as oil, food production and metals that are domiciled in the US, 
Canada, the UK, Australia and Brazil (See Quadrant).   

We remain overweight equities versus fixed income. We continue to believe that owning productive 
capital – the assets that make goods and services needed in the economy – will seek a positive long-run 
return when compared with the deflating value of cash, which has already lost 7.5% of its purchasing 
power over the past year (see Figure 1).   

https://www.privatebank.citibank.com/ivc/docs/quadrant/CIOBulletin030622FINAL.pdf
https://www.privatebank.citibank.com/newcpb-media/media/documents/outlook/Outlook-2022-Citi-Global-Wealth-Investments.pdf?utm_source=cpb_internal&utm_medium=intranet&utm_campaign=ol22
https://www.privatebank.citibank.com/ivc/docs/quadrant/Quadrant_Mar09.pdf


Trying to avoid “bad” outcomes in portfolios through market timing can be destructive to wealth. The 
history of “market timing” – switching in full between cash and investments – is remarkably unkind for 
investor returns (see Figure 2).  Recent day-to-day swings of 3% in global equity prices and 4x volatility in 
key commodities are present examples of how reactive markets are to daily news flow. But these volatile, 
short-term moves have almost nothing to do with long-term returns or relative values between markets. 

In our view, a better action than trading “in or out” of markets is the addition of inflation hedges to equity 
and bond portfolios. These can be a stabilizing force during the likely future shock we see ahead and the 
periods of major adjustment that will ensue (see Figure 3). As we discussed in Quadrant, the equities of 
commodity-producers are likely to hold long-run value in portfolios even in the event that underlying 
commodity prices fall. This is due to anticipated growth of their unit outputs as well as their payment of 
dividends over time (see Figure 4).  

 

Table 1: Global Investment Committee Asset Allocation 

Changes, as of March 7, 2022 

 

Source: OCIS as of March 7, 2022; All forecasts are expressions of opinion and are 

subject to change without notice and are not intended to be a guarantee of future 

events. Past performance is no guarantee of future returns. Real results may vary. Sub 

totals may not add to 100% as not every smaller position is shown. 

 

  



Figure 1: Inflation adjusted return of global asset allocation 

portfolio vs cash (logarithmic scale) 

 

Figure 2: S&P 500 annualized total return and return 

excluding 2 best days on average per year  

 

Source: Haver Analytics and Bloomberg through March 11, 2022. Note: AA = 27% US large cap equities, 4% US small caps, 29% non-US equities, 25% G-7 Government 

bonds, 11% US investment grade corporate bonds, 2% EM hard currency bonds, 2% US cash.  Real returns over the period since 1926 are 5.2% for asset allocation and 0.5% 

for cash. Indices are unmanaged. An investor cannot invest directly in an index. They are shown for illustrative purposes only and do not represent the performance of any 

specific investment. Past performance is no guarantee of future results. Real results may vary.  

 

Figure 3: S&P 500 and CRB commodities price index Y/Y% 

in OPEC embargo period 

 

Figure 4: S&P Energy Sector Total Return (dividends 

reinvested) vs crude oil futures price ($/barrel)  

 

Source: Haver Analytics as of March 11, 2022. Indices are unmanaged. An investor cannot invest directly in an index. They are shown for illustrative purposes only and do not 

represent the performance of any specific investment. Past performance is no guarantee of future results. Real results may vary.  

A Portfolio for Turbulent Times 

Our base case calls for no recession in 2022. Current EPS forecasts – gains in the single digits – remain 
consistent with our expectations for global GDP growth. The S&P 500 closed Monday at 18.7x 2022 
earnings, a full 2.6x de-rating in two months. While analyst forecasts are likely to be revised lower in the 
coming months, most of these future adjustments have been priced in markets already.  

We believe equities as an asset class remain a more attractive option than fixed income for long-term 
portfolios. In our equity allocations, we have added high-quality exposures while avoiding cyclical sectors 
and companies with weak balance sheets. We have also emphasized our “Unstoppable Trends,” 
highlighting those with reasonable valuations given their dividend and growth prospects. Our small equity 
overweight is focused on specific sectors in pharmaceuticals, cyber security, payments and fintech. 

Our GIC Asset Allocation portfolios have been reducing risk for some time after portfolios saw sharp 
appreciation in 2021 and inflation fears rise in 2022. Now, we have been forced to make further 
substantial changes to react to Russia’s conflict with Ukraine. Last Monday, we added commodity 
exposure as well as specific positions in oil services as the world scrambles to replace Russia’s output.  



We also added to gold as a potential risk hedge in a period of falling real interest rates. We added these 
positions to seek to benefit from a more protracted period of higher prices and supply disruptions.  

  

Global Investment Committee Asset Allocation Change Highlights 

• We raised inflation hedges to a 7% overweight in medium-risk global portfolios. 

• This includes 4% position in natural resources and oil services, a 2% gold and 1% TIPS 
overweight 

• Cuts come from Europe, Japan and international SMID  

 

Falling real rates are historically the most consistent performance driver for gold. As real interest rates 
tend to fall during unanticipated economic shocks, physical gold can provide a level of “put protection” on 
assets without the time value decay of options. 

We remain overweight intermediate duration US Treasuries. This is to potentially benefit from the higher 
Fed policy rate that markets expect. These are now higher yielding bonds. We also continue to 
overweight Treasury Inflation Protected Securities to receive inflation compensation. While the real yield 
of TIPS has fallen again to -1%, a high valuation, this may be a return that is at least 5 percentage points 
above the real value of cash. 

To fund all of these changes, we have reduced exposure to Europe, which is likely to face a sharper 
cyclical challenge than the US, and to non-US SMID shares that are more vulnerable to monetary policy 
tightening.  

Realistic Positive Returns 

Putting the current equity correction into perspective, global equities gained 26% in 2019, 16% in 2020 
and 18% in 2021. This is a 60% compounded return over three years, a period that included the largest 
crisis in the global economy since WWII. These were above-average returns. Therefore, a reversion to 
long-term mean returns is inevitable.  

In our Outlook 2022 we had warned that expected long term equity returns would moderate significantly to 
single digits. We are two months into 2022 and global equities are down 12%. Therefore, long-term return 
opportunities are improving, but until the Russia commodity shock is fully understood, markets will attach a 
high risk premia given the wide range of possible geopolitical and economic outcomes still ahead of us. 

We also note that our off-benchmark allocations are indicative of the high-performance dispersion we 
expect over the coming 12-18 months. In short, we expect markets to price well-positioned and poorly-
positioned assets differently over time. 

Finding a Bottom for Markets 

The horrid loss of life in this conflict, the expectation of future economic pain and the high level of volatility in 
markets is not “news” for investors. So, when we are asked “where is the bottom in markets?,” we have to 
consider what conditions will allow the formation of that bottom. One dimension is reaching a clear and lasting 
peak in the oil price along with other critical commodities. A second component is assessing the durability of 
economic growth once that peak is reached. Markets need to price the deviation to the economy’s path driven 
by the upheaval, the risks around any estimates, and finally, the interest rate path that will accompany it. 
Therefore, until the scope of the conflict is fully clear, markets may overshoot to the downside. 

Once a bottom is reached, markets reassess the new realities. One positive reality is that the US 
economy is growing and maintains upward employment momentum (see Figure 5). The US economy 
needs to absorb the Russia-led commodity price shock that adds to existing supply woes. Commodity 
price spikes are also signals for markets to raise output. This is true for oil producers, farmers and even 
goods producers like automakers. It is all part of a market mechanism that reallocates resources to meet 

https://www.privatebank.citibank.com/newcpb-media/media/documents/outlook/Outlook-2022-Citi-Global-Wealth-Investments.pdf?utm_source=cpb_internal&utm_medium=intranet&utm_campaign=ol22


demand (see Figures 6-7). In short, while the US will experience more inflation and less growth as a 
consequence of recent events, the totality of US growth is not simply “erased.”   

Finally, there is the fact that periods of stronger investment returns typically follow periods of high 
uncertainty and bearish news (see Figures 8-9). This cyclicality is one reason why trying to avoid losses 
through market timing is actually self-defeating. 

 

Figure 5: US unfilled job openings and employment 

 

Source: Haver Analytics through March 11, 2022. Shaded areas note recession. 
 

Figure 6: US crude oil price vs estimate US break even 

 

Figure 7: Used car CPI vs US auto production cost   

 

Source: Haver analytics as of March 10, 2022. 

  



Figure 8: S&P 500 implied volatility and subsequent returns 

 

Figure 9: Individual investor sentiment and 

subsequent returns over 12 months 

 

Source: Haver analytics as of March 10, 2022. Indices are unmanaged. An investor cannot invest directly in an index. They are shown for illustrative purposes only and do 

not represent the performance of any specific investment. Past performance is no guarantee of future results. Real results may vary.  

The Fed “Wild Card”  

Looking forward to this week’s Federal Reserve meeting, we are considering the likely path of monetary 
policy. The Fed and European Central Bank, among others, are badly positioned for these compounded 
supply shocks. As discussed in this week’s Data Watch, the Fed is usually pro-cyclical, tightening into a 
strengthening economy moderating its gains to forestall overheating. For most prior shocks, such as the 
first Persian Gulf War of 1990-1991, the Fed was able to ease monetary policy even as inflation spiked 
and the economy suffered. 

The Fed held policy rates near zero and eased with its balance sheet through most of 2020 and all of 
2021. This helped pave the way for an unusually large US fiscal stimulus to support consumers. As 
Figures 10-11 indicate, fiscal stimulus represented the largest source of increased demand and inflation 
heading into 2022. With both fiscal and monetary policy tightening in 2022, that demand source of 
inflation is sharply winding down. 

The Fed is now set to tighten into a period of retreating consumer sentiment (see Figure 12), and yet its 
core goal – to mitigate inflation – will likely not be achieved. Central banks are powerless to slow inflation 
unless they can force demand down to the impaired supply level. As we’ve long discussed, this is vaguely 
possible, yet not in the least bit attractive as an economic policy goal. Only the response of producers to 
increase output and meet demand will steady inflation while supporting growth.   

Periods of war and supply shocks have never been ones in which the Fed could stabilize prices over the 
short term. After the shocks have receded, inflation rates fall, but the lost purchasing power is never 
restored. Thus, Fed policy cannot change the likely course of current events. 

In our view, bond yields today tell the story. Despite all the anger and anguish over Fed policy, the regrets 
over high inflation caused by excess stimulus and supply disruptions in 2021, and the seven rate hikes 
expected this year, bond yields do not suggest that inflation will persist in the future (see Figure 13). Quite 
simply, markets still believe the Fed or the economy itself will put a break on inflation in an environment 
devoid of Covid stimulus. 

  

https://www.privatebank.citibank.com/ivc/docs/quadrant/DataWatch20220311.pdf


Figure 10: Federal Reserve Credit vs US Federal Spending 

 

Figure 11: Federal Reserve Credit vs Consumer Spending 

 

Source: Haver Analytics as of March 10, 2022. 
 

Figure 12: US Consumer Price Index Y/Y% Change and 

Historic Shocks 

 

Figure 13: US Treasury Yields: 2-Year Note vs 10-Year 

Note (%) 

 

Source: Haver Analytics as of March 10, 2022. 

Prior Asset Allocation Changes 

Here are the key highlights of our asset allocation changes since COVID struck: 

• Feb. 24, 2020 – Early signs of COVID shock: Reduced equity allocation to neutral from 3% 
overweight, raised US Treasury overweight to +5.3%, gold +2.5% overweight. 

• April 22, 2020 – Started adding risk assets: overweight US SMID, China, Latin America – the 
equities most dislocated by the COVID shock. 

• June 17, 2020 – Added further to risk assets: new over-weights in global equity REITs and US 
mortgage REITs. Equity + gold weighting peaks at an 11% OW at year-end. 

• Jan. 27, 2021 – Reduced US SMID to neutral after 65% gain from our OW. Cut China to neutral 
after 51% gain during 2020 overweight. We switch to add global healthcare thematic overweight to 
dial down cyclical rally. Equity weighting overall falls 0.5%, but total equities/REITs/gold +10.5% 

• March 17, 2021 – Added to our TIPS overweight in expectation of inflation surprises, add to UK 
weight, cut gold to neutral. Add further to healthcare and cut SMID to underweight in April meeting. 

• July 21, 2021 – Took profits on Latin America and equity REITs after 66% and 35% gains, adding 
back large-cap US equities and China. Added an active style allocation for dividend growth 
(quality) globally. 



• Oct. 20, 2021 – Reduce global equities OW to +6% and raised global FI/cash to -6%.   

• Jan. 26, 2022 – Added thematic equity weighting for cyber-security/fintech/payments, cut US 
mortgage REITS (last of COVID-specific allocations) after 37% total return. 

• Feb. 16, 2022 – Cut global equity weight to +4% from +6%, adding 4% to intermediate term US 
Treasuries and IG corporates (shifting to quality in FI holdings, reducing variable rate loan 
overweight) 

• March 7, 2022 – Russian conflict with Ukraine: added 6% of portfolios to inflation hedge 
assets, +4% natural resources equities (commodity producers and oilfield services), +2% 
gold. Cut other Europe and Japan shares. Global equity weighting falls to +2%, (-2% excluding 
natural resources thematic weighting). 
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Read additional Important Information 

Past performance is not indicative of future results. Real results may vary. 

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 c ircumstances 
from an independent tax advisor.  

MBS are also sensitive to interest rate changes which can negatively impact the market value of the security. During times of heightened volatilit y, MBS 
can experience greater levels of illiquidity and larger price movements.  

Important information, including information relating to risk considerations can be found in the link above.  

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 presentation 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 presentation. 

© 2021 Citigroup Inc., All Rights Reserved. Citi, Citi and Arc Design and other marks used herein are service marks of Citigroup Inc. or its affiliates, 
used and registered throughout the world.  

INVESTMENT PRODUCTS: NOT FDIC INSURED · NOT CDIC INSURED ·  

NOT GOVERNMENT INSURED · NO BANK GUARANTEE · MAY LOSE VALUE 

 

mailto:donotspam@citi.com
https://www.privatebank.citibank.com/ivc/docs/CGWI_ImportantInformation.pdf

	Investing Wisely Through Highly Uncertain Times
	SUMMARY
	A Period Unlike Any Other
	Recent Portfolio Decisions Reflect Our Moderating Economic Views
	A Portfolio for Turbulent Times
	Realistic Positive Returns
	Finding a Bottom for Markets
	The Fed “Wild Card”
	Prior Asset Allocation Changes
	DISCLOSURES


