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Balance Collapse vs Recovery Prospects 
The worst health crisis in over a century has catalyzed what is likely the sharpest global economic 
contraction in history. This unusual collapse is intentional, aiming to protect the healthcare system’s 
capacity to treat patients and to slow COVID-19’s spread. In the US, we estimate real GDP will fall at a 
40% annualized rate in 2Q, with similar declines across much of the world.  

The tragic spread of illness and death is not the source of the economic contraction. “Shutting down” all 
non-essential business will drive most of the decline, just as the subsequent reopening will drive 
the coming rebound. Even with ongoing social distancing and only a phased restoration of business, the 
pace of the rebound may surprise many observers. (Consider that a 50% decline and a 50% rebound 
yields a 25% net drop.) Still, with losses of small business capital, lasting negatives for travel, hospitality, 
trade, and real estate, we anticipate global GDP will only exceed late 2019’s level by mid-2022. 

“Right time, wrong price.”  Investors have been perplexed by the recovery in risk asset prices and the 
seeming absence of a market collapse proportional to the economic decline. (We see the trajectory of US 
corporate profits mirroring the 2008-2010 period, despite the unusual and very different source of crisis.) 

The timing of the market rebound should not be a mystery. Equity markets typically lead EPS by six 
months. COVID-19’s global spread shocked markets in late February, forcing a harsh reassessment of 
the outlook. Dramatic fiscal and monetary easing steps and the eventual prospect of the reopening of 
economies suggests higher economic activity and profits in coming quarters than in the present one. 

However, that still doesn’t explain why the S&P 500 had only fallen 35% at its March low, given 
that we expect EPS to fall more than 60% in 2Q. US large-cap equities contain the highest weighting of 
Technology Services (across multiple sectors) and near the highest share of Healthcare of any global 
index. Along with Consumer Staples, these sectors remain in high demand in the present crisis. US small- 
and mid-cap (SMID) equities and most non-US markets have lagged 12%-15% behind. 

We have advised that excess cash should first be allocated to the firms least impacted by the COVID-
driven economic crisis and to those with the strongest balance sheets. With “COVID defensive” assets 
strongly outperforming, we would now add selectively to investments with a greater mix of both 
higher- and lower-risk characteristics. Simply put, assets that have not collapsed cannot bounce back. 

With this in mind, we reallocated between equity markets and reduced some of the hedges we had 
augmented in February.  This allowed us to sell some assets that have appreciated 30-40% over the last 
12 months and reallocate to others that have fallen 10%-50%.  With market volatility at a record high – 
losing or gaining as much as two years of return in a single month – investors should show patience. 
This means holding a balanced asset allocation rather than chasing sell-offs and rallies.  

Unlike the global financial crisis, the COVID-19 collapse has not so far seen a deep decline in 
equity prices that would set up double-digit returns in the decade ahead. Similarly, high yield credit 
is not poised to yield an unusually high return over the next ten years. The energy sector, for one, faces a 
harsh rationalization with some oil literally given away for free. However, cash yields have fallen towards 
zero, with safer government bonds priced similarly, even at long durations. We expect the decade ahead 
to be rewarding for equity and credit investors considering the alternatives.   
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GIC – April 23

The Citi Private Bank Global Investment Committee shifted its asset 
allocation today to partly reverse defensive steps taken in February and 
to establish a stronger differentiation between market risks and 
opportunities looking forward.  

In Global Equities, we shifted to a 2% overweight in US small and mid 
capitalization shares funded by underweights in Eurozone shares 
across all market caps.  In emerging markets, we boosted holdings in 
Asia and Latin America (Brazil in particular within Latam) to 
overweight, while reducing allocations in Central Europe, the Middle 
East and Africa to underweight. (The overall global equity allocation 
remains neutral.)  

In Fixed Income, we remain significantly overweight US Treasuries, but 
shifted duration lower to a neutral allocation at the long end of the yield 
curve.  We added further to US investment grade credit, and returned 
cash to a neutral allocation of 2.0% from 1.5%.  The overall Global Fixed 
Income allocation is now 1.5% underweight (versus -2.0%), with deep 
underweights remaining in European and Japanese bonds.  

We remain overweight gold and see further gains over time. However, 
following a 35% rise over the past year, we reduced the allocation by 1 
percentage point to +1.5%, unwinding our increase from February.  

As noted in March, we continue to believe that the record pace of economic 
contraction will be relatively short. We recommended clients rebalance 
portfolio allocations to their targets last month, generally resulting in equity 
purchases after steep declines.  However, equity markets overall have not 
been as deeply impacted as the severe economic contraction.  This is 
particularly true of large capitalization US shares. However, this is largely 
explained by greater weightings to technology services, e-commerce and 
healthcare sectors compared to other regional equity markets. These are 
areas of the economy that remain in strong demand through the pandemic 
(We remain neutral or fully allocated to US large cap shares). 

In the past two months, we’ve advised that investment dollars should first be 
allocated to the firms least impacted by the COVID-led economic crisis and 
those with the strongest balance sheets. With “Covid defensive” assets 
strongly outperforming, we would now add to investments selectively with a 
greater mix of both higher and lower risk characteristics.  

With substantial support from central banks and state treasuries, analysts 
and markets are looking far ahead and perhaps over the worst of the 
earnings declines. We see gains for the world economy by 3Q. In the 
meantime, however, Citi Private Bank forecasts a 40% annualized US GDP 
decline in 2Q with corporate earnings down more than 60% year-to-year 
before the rebound begins.  In the Eurozone, we expect real GDP to decline 
8% in 2020, or nearly twice as much as the US this year. China’s economy is 
growing again as it benefits from an early start facing the virus.  Away from 
China, we see a very wide dispersion of economic and financial outcomes 
across emerging markets. 

In Europe, tourism and trade represent larger shares of economic activity 
than in the US while fiscal support from the Eurozone for its weakest and 
most impacted economies is thus far limited.  Despite strong intervention 
from the European Central Bank, Italian bond yields have jumped significantly relative to Germany’s and Italy’s own fiscal response to the economic calamity 
is modest. In Germany, auto and other exports are a source of weakness. Meanwhile, European small and mid-cap shares (SMID) have slightly outperformed 
US SMID shares in the year-to-date. 

In equities, our thematic preference remains for secular growth shares in healthcare and the “digital economy” over the longer term.  This favors US large cap 
equities.  However, their strong outperformance in the year-to-date suggests more limited gains ahead.  In a 1-2 year timeframe, we would expect US SMID to 
catch up some in performance to US large cap shares, despite sector and quality differences favoring large caps to date.  The US high yield bond market has 
already benefited from expected Federal Reserve intervention and this supports a rebound in US SMID equities. 

In fixed income, our allocations have benefited from overweights and a large rally in US Treasuries through this period of turmoil. While we remain overweight 
in both asset classes as a risk hedge, our base case should be one of muted positive returns in Treasuries, eventually giving way to modesty higher yields and 
a steeper yield curve.  As the present severe economic contraction gives way to a recovery in coming quarters and years, we would expect to reduce (but not 
eliminate) low yielding, low risk bond holdings in favor of equities and credit.   

Gold has rallied 35% over the past year and will likely rally further in coming years on an extended period of easy US monetary policy. This should eventually 
weaken the US dollar.  However, with speculative investor futures positions near record highs and real interest rates bottoming in the US, we see a rising 
probability that hedgers will take profits.  While we remain overweight, gold has benefited already from large declines in certain equity and credit markets as 
volatility has surged.  As such, we redeployed a portion of our overweight to asset classes suffering steep declines compared to gold’s strong gains.  

Summary. We believe strong government macro-policy interventions will work to limit the lasting damage of the Covid-19 shock. However, the unprecedented 
severity of the blow means the world economy is not likely to rebound to late 2019 levels until mid-2022.  While the economic impact is most acute for 
individuals and small, private companies, public equity and credit markets have not deeply “overshot” to price excessive pessimism in the outlook overall.  
Therefore, our allocations continue to represent a balance of higher- and lower-risk assets for now. We expect the recovery pace to vary widely by industry 
and region and will invest with both valuations and these fundamentals in mind.  
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Right Time, Wrong Price? 
As we find ourselves deep into the impact of Covid-19, analyzing the tragic course of 
the virus itself is perplexing and fascinating.  Models suggest wide ranges for the 
impact on human life. Will it be 100,000 US fatalities or 1 million, 1 million global 
fatalities, or 10 million?  What policy can minimize the health impact?  Small 
deviations in infection rates or social distancing may determine this vast difference.   

We have natural experiments in the making, such as the different levels of caution 
seen in neighboring countries like Norway and Sweden (see figure 1) or the pending 
differences in US state economies as they pare back caution at completely different 
levels of preparedness.  

In the near-term at least, this all makes relatively little difference for a world economy 
that has been “tipped over” by the deliberate steps to stem the spread of the virus.  
Figure 2 shows the real life nightmare of 20 million US job losses in a mere four 
weeks, enough to vault the US unemployment rate from 3.5% to 18% and rising. 
Globally, the toll may be close to 250 million lost jobs. The use of present and future 
savings (through fiscal and monetary policy) provides the only “insurance policy” to 
limit the lasting consequences. 

Importantly, the largest negative economic impacts are deliberate. We anticipate the 
shutdowns will generate some permanent losses of small business capital and 
demand; a slow, partial recovery for travel and hospitality; impaired real estate capital 
in retailing and office space.  The impact on the pace and duration of the eventual 
recovery is discussed in the “forecast assumptions” section that follows this one. Yet 
none of these negatives are as significant as shutdowns, which have generated job 
losses 10X larger than a “normal” recession.   

As figure 3 shows, China’s economy – the first hit by Covid-19 – is showing initial 
gains in activity a mere two months after its own collapse began. It is not foolish to 
think the same rough pattern can be repeated (with different timing) elsewhere.  

Figure 1: Divergence of Cases of Covid-19 After Lockdown Orders 

 

Sources: Haver Analytics as of April 23, 2020.  

 
  

 
 

It’s hard to fathom, but 
perhaps 250 million jobs will 
have been lost globally as a 
result of Covid-19, even if 
the worst of the collapse is 
confined to a single quarter. 
 
 
Policymakers should spare 
no effort to assure as few of 
the job losses as possible 
are permanent. 
 
 
 
We see lasting negative 
impacts for small business 
capital and credit, with 
certain sectors of the 
economy only partially 
recovered in the years 
ahead.  
 
 
Yet none of these negatives 
are as significant as 
“shutdowns” that have 
generated job losses 10X 
larger than a “normal” 
recession. 
 
 
In this observation, lies the 
legitimate hope for a 
rebound. 
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Figure 2: US Initial Jobless Claims Weekly… 
Data Implies Unemployment Rate Jumped to 18% 

Figure 3: China Industrial Production Y/Y% 
…March gain follows January/February Collapse  

 

 

Source: Haver Analytics, as of April 23 2020. 

How prepared is China for a world economy with a “foreign sector” poised to contract 
4% this year by our estimates? (Please see our essay below for more).  China’s 
health preparedness for a rebound in Covid is also an open question.   

Other economies vary greatly in preparedness for reopening before an effective 
vaccine for the virus is available globally (see figure 4).  Yet it is realistic in our view to 
believe that regional economic collapses will be short in duration – even if as 
horrifically severe as in the case in China.  Following this phase, we would expect the 
pace of recovery to vary greatly, with the particular industry composition and 
resources of various economies generating different outcomes, even among those 
close in geography (see figures 5-6). 

Figure 4: Covid-19 Testing Rate in Various Countries 

 

Sources: Worldometers.info as of April 23, 2020.  
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Figure 5: US has low Tourism and Trade Shares of 
GDP 

Figure 6: Select Middle East Current Account 
Balances and Debts as % of GDP 

 

Source: Haver Analytics, as of March 26 2020. 

 

Right Time. Wrong Price? 
New challenges come into focus every day, and we see no quick return to “pre-Covid” 
life. However, most investors have been obsessed with a simple question:  where is 
the true bottom in the stock market?  While we still see painful volatility ahead, it 
increasingly seems the bottom was reached a month ago. 

Why would we say this when US large cap stocks – the largest single asset class  - 
only fell 35% at a daily low point and we see US EPS falling more than 60% in current 
quarter?  (See figure 7).  Are US equity investors simply unaware of the scope of the 
present crisis? 

Figure 7: S&P 500 vs EPS, Y/Y% 

 

Sources: Haver Analytics as of March 27, 2020.  
All forecasts are expressions of opinion and are subject to change without notice and are not intended to be guarantees of future 
events. 

Bi-Directional Trade Share of GDP Tourism Share of GDP
US 20% 7.9%
UK 41% 10.5%
Europe Ex-UK 68% 10.5%
Dev. Asia 52% 8.7%
EM Asia 41% 10.3%
EM EMEA 58% 8.0%
EM Latin America 38% 10.5%
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A revisit of the March lows is of course possible.  So is an even worse outcome. But 
we believe the answer to the divergence in US large cap equities and our EPS 
forecast is significantly a function of the industry composition of US large cap indices.  
As figure 8 shows, the share of “digital services” and healthcare – both Citi Private 
Bank “Unstoppable Trends” - is higher in US equities than in any other regional 
market.   

Dividing standard industry sectors into “Covid defensives” and “Covid cyclicals” – 
shows US sectors like IT, Staples and Healthcare comprise a larger share of the US 
equity market than any other. More specifically, the E-commerce, digital media, cloud 
services and food staples constituents of the Citi global “stay at home”1 basket is 77% 
comprised of US issuers, has posted year-to-date gains, and has outperformed other 
US shares (see figure 9). 

Figure 8: “Covid Cyclicals” and Defensives by 
Region. US leads Defensives 

Figure 9: Citi “Stay at Home Basket” is 77% US 
Constituents and Rising Faster than the S&P 500 
 

  

Source: Factset as of April 24, 2020. 

There is also the controversy over episodes of “bear market rallies” – which of course 
we can’t rule out. 

As figure 10 for example shows, US shares staged rallies twice averaging about 20% 
in 2008 only to fall to new cycle lows in early 2009.  Notably, however, the US 
economy continued to contract until 2H 2009.  The 2008 rallies were premature.  
When the US equity market did find a lasting bottom in March 2009, it came three 
months before the US economy did.   

It is routine for US and global equities to correlate most closely to EPS possibilities six 
months into the future.  At present, the likely bottom in US equities last month 
coincides with a plausibly higher level of profits six months from now than at present.  
The timing of a March 2020 bottom perfectly mirrors the same period in March 2009 
(see figure 11).  The record-paced collapse of February reflected the shock of having 
Covid-19 revealed as a global pandemic.  

  

                                                           
1 Note: “Stay at Home” basket is a group of stocks identified as less likely to be negatively impacted by COVID-19 related social distancing measures and the mass 
transition to working from home globally.  
 

Have equity markets 
run up ahead of the 
economy?  Well, that’s 
what they normally do! 
 
While the timing of the 
rally seems right on 
course, one can more 
easily question the 
price level.  Sector 
composition helps 
explain. 
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Figure 10: Real GDP 2007-2010 vs S&P 500 and 
Russell 2000 

Figure 11: Real GDP 2018-2021 vs S&P 500 and 
Russel 2000 
 

 

 

Source: Haver Analytics, as of March 26 2020. 
All forecasts are expressions of opinion and are subject to change without notice and are not intended to be guarantees of future events. 

There is something else revealing in the performance of the two periods. In 
2008/2009, US small cap shares moved generally in line with US large cap shares.  In 
2020, US SMID have underperformed by about 15 percentage points. The 
underperformance of SMID of course reflects the industry composition, debt and 
quality differences that have been kinder to US large cap shares for the reasons we 
showed in figures 8-9.    

Defensive Assets Can’t Rebound From a Drop They Haven’t Had  
We’ve generally taken a dimmer view of US small cap shares relative to large caps for 
most of the last five years. And as we have said routinely in the last two months, 
we’ve advised investment dollars should first be allocated to the firms least impacted 
by the COVID-led economic crisis and those with the strongest balance sheets. As 
figure 12 shows, such a strategy has outperformed in 2020, with a dramatic dispersion 
between industry winners and losers, and as described in the essay below, by the 
scale of the company. 

Yet with “Covid defensive” assets strongly outperforming, we would now add to 
investments selectively with a greater mix of both higher and lower risk 
characteristics.  

Figure 12: Healthcare & Tech Lead, Energy Lags:  Wide Dispersion of Returns Year-to-Date by Industry, 
Region, Size 

 

Source: Factset as of April 24, 2020. Past performance is no guarantee of future returns. Real results may vary. 
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As figure 13 shows, an improvement in high yield credit markets preceded past 
turning points for small and mid-cap shares.  While the energy and retail sectors are 
set for quite a challenge ahead, a high yield market recovery has now unfolded in 
recent weeks.   

Importantly, an outperformance for SMID shares versus large cap shares has typically 
come while recession is still unfolding (See figure 14). However, as we discuss below, 
our preference was to pair the overweight in USSMID shares with an underweight in 
Eurozone shares rather than cut back on the US’s large cap “Covid defensives” at this 
stage. 

Figure 13: US High Yield Vs Russel 1000 12-Month 
Return 

Figure 14: US SMID vs Large and Recessions 
 

 

 

Source: Haver Analytics, as of March 26 2020. Past performance is no guarantee of future returns. Real results may vary. 

As discussed in the essay below, market capitalization – which is highly correlated 
with balance sheet resources – has been the factor most important in determining 
relative returns in the Covid crisis this year.  (This certainly “overlaps” many important 
factors, such as industry. See figure 15.)   

In the Global Financial Crisis, larger caps also beat smaller caps during the period of 
decline, but not as acutely.  Even then, SMID returns were more robust in the 
recovery phase (see figure 16).  

Figure 15: Year-To-Date US Equity Performance By 
Market Capitalization 

Figure 16: Post Global Financial Crisis Returns By 
Market Capitalization 
 

 

 

Source: Haver Analytics, as of March 26 2020. Past performance is no guarantee of future returns. Real results may vary. 
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expect any region’s markets to be completely divorced from each other.   

In constraining our overall equity allocation to neutral, this required making 
preferences between markets on the basis of risks and recovery prospects.  We hope 
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for a strong recovery for all from the Covid crisis.  Yet for reasons we will discuss, we 
see greater downside risk in the Eurozone and a slower pace of improvement. 

First, the European Central bank is acting firmly to ease credit conditions for 
European sovereigns and corporates.  Unlike the Fed, however, the ECB was already 
highly accommodative at the start of the Covid collapse.  As some ECB officials once 
noted of the post GFC economic performance, ECB monetary easing “is the 
recovery.”   

Second, European governments are spending to offset local economic declines 
catalyzed by Covid.  However, its mutual assistance to its most impacted members 
sums to about 1/6th of the fiscal easing approved by the US to date.   

Weaker demographics, slower growth industries and suboptimal policy cooperation 
were reasons for the Eurozone’s slower recovery in the years since 2010.  The nature 
of the Covid crisis doesn’t improve this outlook for the years ahead (see figure 17).   

While a Eurozone break up remains unlikely, current economic stresses may or may 
not be conducive to unity.  Among “tail risks” for all world markets, mere fears of 
Eurozone discontinuity have been consistent with bouts of risk aversion (see figure 
18).   

Finally, figure 6 showed, Central Europe the Middle East and Africa have large 
negative petroleum vulnerabilities, and the strongest economic linkages to the 
Eurozone. As we discuss in essays that follow, we resumed overweights in EM Asia 
and Latin America in part with underweights to Emerging Europe, Middle East and 
Africa. 

Figure 17: Real GDP Indices and Estimates: US, EU Figure 18: Italian Yield Premium to Germany (%) 

 

 

Source: Haver Analytics, Citi Private Bank Office of the Chief Investment Strategist as of April 10, 2020. All forecasts are expressions of opinion and are subject to 
change without notice and are not intended to be guarantees of future events. 

 

Conclusion: Maintaining Balance in the Roughest Seas 

By the time global equities have dropped 30% and economies have begun to contract, 
it is typically the time to take profits on defensive hedges and to allocate more to risk.  
‘Be greedy when others are fearful,’ is the classic refrain. 

As we wrote above, certain hedging assets have rallied significantly and we modestly 
shifted some overweights to slightly lower allocations.  These included long duration 
US Treasuries and Gold, with 12-month price gains of about 40% and 33%, 
respectively, behind them.   

As figure 19 shows, prolonged Fed easing strongly tends to steepen the US yield 
curve.  So would recovery from Covid.   
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We hope for a strong 
recovery across the 
world.  
 
Unfortunately, the 
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Treasuries are the most negatively correlated asset to equities apart from put options. 
They therefore reduce overall portfolio volatility and deserve some role in asset 
allocation indefinitely (please see fixed income essay below. 

As figure 20 shows, speculative long positions in gold futures are at record highs 
above 90% of total open interest.  We expect further gains for gold on prolonged 
monetary policy easing in the years ahead. Yet gold’s twelve month gains roughly 
match records relative to assets like equities or commodities like copper.   

We do not feel “out of the woods.” Our overweights to gold and US Treasuries are still 
6.3% of a diversified portfolio.  Yet shifting 2 percentage points from these market 
darlings that have risen 30%-40% over the past year allowed us to reinvest in assets 
that have fallen in price between 10%-50%. 

Figure 19: US Treasury Yield Curve and Periods of 
Fed Easing 

Figure 20: Net Long Positions in Gold Futures as % 
of Open Interest 
 

 

 

Source: Haver Analytics, as of March 26 2020. 

For reasons that will take time for historians to assess, equities did not immediately 
plunge to a level proportional to the historic collapse in the economy.  We believe the 
products and services provided by larger, wealthier firms had something to do with it. 
Fast acting policymakers with the experience of 2008/2009 and the exogenous, 
largely temporary nature of the virus shock have helped.  

Also, the severe weakness and double-digit returns that followed the Global Financial 
Crisis - with so many investors never comfortably taking equity risk – left money on 
the sidelines, looking for a dip to buy.  As figure 21 shows, at the moment of the 55% 
drop in US equites through early 2009, when investors least believed in a bright 
future, our most stable valuation measure implied a decade of double-digit US equity 
returns in the years through 2019. The US stock market delivered exactly that, in 
mirror opposite fashion to the 1990s equity bubble collapse. 

With neither fear nor greed vanquished for now, we believe US large cap stock 
investors can look forward to more middling returns, improved only moderately from 
2019’s peak.  High yield credit investors too won’t see abnormally high returns as they 
might like.  Yet with nominal cash yields again zero or below and most government 
bonds following, one would better be served allocating to investment assets than 
waiting out another cycle to invest at the perfect price.  
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Figure 21: S&P 500 Cycle Adjusted PE vs 10-Year Subsequent Total Return  

 

Sources: Haver Analytics as of March 27, 2020.  
All forecasts are expressions of opinion and are subject to change without notice and are not intended to be guarantees of future events. Past performance is not guarantee of future 
returns. Real results may vary. 

 

Citi Private Bank’s Updated Economic Assumptions  

We expect a record 40% annualized pace of decline in Q2 GDP followed by a 30% 
rebound in Q3.  The intentional closures of businesses and social interactions 
followed by a reopening would make for both the shortest and deepest recession in 
history.  If correct, the US economy in Q3 2020 will still be running 6% lower than Q1 
2020, a deeper decline than the low point during the Global Financial Crisis (GFC) of 
2008/2009. 

Demolition is Always Faster than Rebuilding 

Here are our key assumptions: 

1. During the second quarter of 2020, 25% of employed workers in western 
economies are unable to work.  They will have been furloughed, fired or 
retained but not at work. In the third quarter, we estimate one-half of these 
workers resume work. 

2. COVID-19 continues to shutter more economies through May 2020. Social 
distancing restrictions are lifted in waves across the world beginning at the 
end of Q2.  

3. COVID-19 infections accelerate globally again in the winter of 2020. This 
causes a stall in global growth, but not a full shutdown.  We assume there is 
no vaccine until mid-2021 or later. 

4. Travel, tourism and supply chain disruptions hamper growth unusually 
through much of 2020 and 2021.  Global travel restrictions remain 
intense.  We expect international travel to remain more than 50% below Q4 
2019 levels by the end of 2020. 

5. Certain industries, such as commercial construction and automobile 
manufacturing, continue to weigh on the recovery pace as real estate 
utilization remains low and demand for new vehicles remains tepid.  

Steven Wieting 
Chief Investment 
Strategist & Chief 
Economist 
+1-212-559-0499 
steven.wieting@citi.com 

 
Malcolm Spittler 
Global Strategy 
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6. Retailers, small businesses, restaurants and leisure industries are deeply 
impacted.  Many are closed permanently. Related credit defaults spike. 

7. Monetary and fiscal policy actions are large and rapid compared to past crisis 
episodes. This significantly limits the period of depressed economic activity, 
but doesn’t offset a near-term drop in GDP or EPS. 

8. The US unemployment rate jumps to about 15% at mid-year with a larger 
number outside the labor force than the measured unemployment rate will 
show.  The jobless rate should fall significantly as businesses are allowed to 
reopen. However, we still see the US unemployment rate near 8% at the end 
of 2021. This compares to 3.5% as the crisis began.  

Given these assumptions, our forecast assumptions across regions using annual data 
are shown in figure 22.  For the US, the 4.3% full year drop in GDP for 2020 
compares to -2.5% in 2009, which had been the largest decline since World War II. 
Using quarterly data, the US GDP level would exceed the 1Q 2020 peak nine 
quarters later in 2Q 2022 (see figure 23).  The GFC rebound took 14 quarters, but 
started with a full year of mild recession before the financial crisis.  By comparison, 
the 2001 recession took four quarters to make a net gain, with earlier recessions 
requiring 4-6 quarters. 

As discussed earlier, we expect that European economies will decline more than the 
US due to their larger dependence on both trade and tourism and a less robust fiscal 
response. While China will likely see a massive rise in domestic stimulus, it will 
continue to struggle with a virus-induced trade shock materially larger than the one 
created by the trade dispute with the US.  

Figure 22: Global and Regional Real GDP Growth 
Assumptions (Percent) 

Figure 23: US Real GDP Level (Trillions of 2015 
US Dollars) 
 

 

 

Source: Citi Private Bank Office of the Chief Investment Strategist as of April 10, 2020. 
All forecasts are expressions of opinion and are subject to change without notice and are not intended to be guarantees of future events.   

What Our GDP Estimates Imply for Corporate Earnings 

The earnings declines we expect in 2020 are as severe as the GFC even though the 
cause of the present crisis is exogenous. Figure 21 shows S&P 500 EPS estimates 
consistent with our economic assumptions.  Plotted out quarterly on a year over year 
basis, the decline and recovery parallels 2008/09.  For example, the most severe 
drops occur in a single quarter, with EPS down more than 60% followed by a more 
than doubling of EPS in the same quarter one year later as negative events are not 
repeated.  The extent of the expected EPS decline in the “peak crisis quarter” (4Q 
2008 and 2Q 2020 respectively), is driven by large losses in a subset of firms while 
others remain profitable.  We expect the dispersion between profits and losses of 
particular industries to be particularly wide in this recession. 

 Unlike the GFC, COVID business shutdowns are temporary.  However, for a great 
many small and medium-sized business, such closures have caused them to spend 
cash at a furious rate simply to sustain their operations and avoid default on 
liabilities.  As noted, EPS growth will vary greatly by industry and company.  
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Figure 24: US Large Cap Corporate Profit Assumptions 

 

Source: Citi Private Bank Office of the Chief Investment Strategist and Haver as of April 10, 2020. 

 

 

Small Caps: Unloved and Undervalued 

While the effects of COVID-19 and efforts to contain its spread has impacted virtually 
everyone on earth, markets have been much more discriminating in picking “winners” 
and “losers” in this crisis. Investors have flooded into US mega-cap tech and internet 
giants, given their strong balance sheets and business models that are viewed as 
better equipped to handle a mass shift to working and staying at home. During the 
rapid selloff between mid-February and late March, as well as during the subsequent 
rebound, sectors we are calling “COVID-defensives” have outperformed “COVID-
cyclicals”, driving notable return dispersion (Figure 25). This dynamic, following a 
decade-long tech driven bull market, has led to significant concentration in market-
weighted US large cap indices (Figure 26). 

Figure 25: Dispersion of Performance: Quality and 
COVID 

Figure 26: Largest S&P 500 Firms Growing in 
Share of Total Market Cap  

 

 

Source: Bloomberg as of April 22, 2020. Notes: "Resilient balance sheet basket" refers to a group of companies that fall in the top quartile of leverage, cash on 
hand, and profit margin measures among global large cap equities. The Herfindahl-Hirchman Index provides a numerical measure of the portfolio concentration of 
an aggregate. This is measured by summing the squared weights of the holdings  
 

We have recommended heretofore that investing with a bias toward more sustainable 
business models was the right approach given the significant level of uncertainty on 
both the virus and economic fronts. Such a strategy has outperformed for those who 
followed, but the widening dispersion in returns at the sector and region level is now 
growing too large to ignore.  

As we peer out towards the eventual economic recovery, we believe some of these 
market divergences present opportunities for tactical investors. One asset class of 
particular interest is US small and mid cap equities.  

Returns so far this year have favored the largest US firms, making a recovery trade 
among investors’ favorite large cap names difficult without a dip to buy. Meanwhile, 

Joe Fiorica 
Head – Global Equity  
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returns have been progressively worse for smaller firms (Figure 27), with the Russell 
2000 down 28% vs just 13% for the S&P 500 year-to-date.  

Figure 27: Average Performance by Market Cap (YTD) 

 

Source: Bloomberg as of April 22, 2020. 

A similar dynamic was evident during the Global Financial Crisis (Figure 28), with 
large caps outperforming small caps during much of the market downturn from late 
2007 through 2008. Many firms during that period faced severe financial distress, with 
some ultimately filing for bankruptcy. Those that survived were trading at steep 
discounts by late 2008, which set up a strong rebound for small caps in 2009 as 
economic green shoots finally began to emerge.  

Figure 28: Performance by Market Cap During GFC 

 

Source: Bloomberg as of April 22, 2020. 

Small caps by nature tend to be riskier investments, and as such investors demand a 
higher risk premium for investing in smaller firms over larger, more established ones. 
This has led to outsized returns over the long-run, though outperformance tends to be 
most pronounced during the first year of a bull market (Figure 29). This intuitively 
makes sense, as easy credit in a new cycle favors the smaller firms that are able to 
survive a recessionary reckoning. This outperformance observed during early cycles 
tends to wane as business cycles age, which motivated our small cap underweight 
throughout much of 2018 and 2019.  
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Figure 29: Small Caps Perform Best in First Year of Bull Market 

 

Source: Haver Analytics and Factset as of April 21, 2020. Note: Average returns since 1987. 

 

The rotation from large to small cap outperformance also tends to lead the ultimate 
economic bottom, as shown on Figure 30. In the last two recessions, large cap 
performance late cycle peaked early on during the economic contraction, with small 
caps beginning to outperform even as recessions were ongoing. We believe a similar 
dynamic is possible during this shock, and we recommend increasing 
allocations to US small and mid cap firms following multiple years of 
underperformance. 

Figure 30: Small Cap outperformance can start during recessions 

 

Source: Haver Analytics as of April 21, 2020. 

Small cap valuations are also near historical extremes. Relative price to book ratios 
are trading near “dot com” level lows, while valuations vs European and Japanese 
SMID are also near the low end of multi-decade ranges. Valuations are not 
necessarily great timing tools, but given our expectations for a milder recession with a 
stronger recovery in the US than is likely to be experienced in Europe, relative 
underperformance YTD  and much cheaper valuations among US small caps seems 
unjustified vs their European counterparts.  
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Figure 31: US Large vs Small Price to Book Figure 32: Small Cap Relative P/B by Region  

  

Source: Bloomberg as of April 22, 2020. 

 

Small cap investing with a growth and quality bias 

Looking under the hood at performance across the US equity universe, the return 
dispersion by market cap we identify has been quite uneven at the sector level. 
Returns within sectors that we view as more immune to COIVD-related disruptions – 
like health care and IT – have been much more skewed toward large and mega-cap 
names. Meanwhile, sectors directly impacted by this crisis – Energy, Industrials, and 
Financials – are down across the board, with much less discrimination by market cap. 
In other words, the industry a company is in has been a more important indicator than 
quality or size. The underperformance of small cap IT and health care presents a 
potential opportunity to invest in growth-oriented companies at a sizeable discount 
from just a few months ago.  

Figure 33: Health Care and Technology Year-to-Date 
Return by Size 

Figure 34: Energy, Industrials and Financials Year-
to-Date Return by Size 

 

 

Source: Bloomberg as of April 22, 2020. 

A key pushback to small cap investing at any point in an economic cycle is the 
sector’s lower quality at the index level. Indeed, it is true that small caps in aggregate 
spent much of the last economic cycle significantly increasing leverage in a low-rate 
environment. Meanwhile, former large caps like once-popular department stores have 
fallen out of favor among consumers and investors, dropping into small cap indices 
with heavy debt loads and diminishing earnings. These facts make purely passive 
small cap investing somewhat treacherous. The long-term opportunity that small cap 
investing provides involves identifying growing companies in cutting-edge industries or 
that are disrupting traditional business models. Active managers that can identify 
these companies while avoiding the “dead weight” present in the Russell 2000 are 
more likely to outperform passive benchmarks (Figure 35). 
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Figure 35: S&P 500 and Russell 2000 Constituents Leverage Distribution 

 

Source: Bloomberg as of April 21, 2020. Note: EBITDA is Earnings Before Interest, Taxes, Depreciation, and 
Amortization. 

 

 

Focus on High Quality Now, Low Quality Later 

The rally in fixed income markets over the last few weeks has nearly been as abrupt 
as the preceding sell-off. Indeed, much can be associated with a complete technical 
breakdown of bond market function, as over-leveraged forced sellers were met with a 
lack of price discovery, creating massive price dislocations. To be sure, an influx of 
central bank and government policies can also attribute to improved risk sentiment. 
Many of these price discrepancies have since been resolved, though we are still left 
with much cheaper valuations than where we stood a mere few months ago. 

For us, we remain focused on building high quality fixed income portfolios. While 
some lower quality asset classes offer compelling yields, we prefer to err on the side 
of caution. Markets are likely to remain volatile as we enter one of the worst macro-
economic periods in modern times. While the Federal Reserve has been creative in 
their attempt to calm credit markets, it’s unlikely to prevent valuations to weaken if risk 
aversion returns. Though the Fed has become a buyer of last resort, their involvement 
may need to come at much cheaper levels.  

Tighter rate differentials create global opportunities 

One thing is for sure, rate differentials between the US and the rest of the world has 
narrowed. Today, the yield differential between US and non-US investment-grade 
bond benchmarks is 70bp, its lowest since 2013 (Figure 36). This not only changes 
the cross-border value proposition for hedged investors, but also creates an 
opportunity to build more globally diversified portfolios for those unhedged. 
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Figure 36: US yield differential has narrowed vs non US markets 

 

Bloomberg Barclays Indices as of April 22, 2020 

In Europe, the need for quality assets can’t be stressed enough. Indeed, the expected 
economic downturn in the region will likely be quite severe. With the presence of 
negative-yielding bonds still dominant, the cheapening in high quality investment-
grade corporate valuations can offer some solace. Yes, an average index yield of 
1.4% isn’t overly exciting when compared to US dollar assets. However, the same 
euro IG index yielded 0.30% only two months ago and cash rates remain near zero. 

In the US, the dislocation in highly rated municipal bonds has been corrected, though 
markets still look cheap. When compared to the US Treasury market, AAA-rated muni 
yields are at least 1.5x higher across the entire curve. On the short-end, muni yields 
are nearly 4x higher. Investors can find even better value by moving down into Single-
A rated localities, though we advise a more selective approach. In addition, despite 
the cheapening in taxable IG corporates, taxable-equivalent yields in US munis are 
still higher in all maturities (Figure 37). 

Figure 37: TEY muni yields are above taxable corps across the curve 

 

Source: Bloomberg as of April 22, 2020. 

 

A preferred pause 

Since we published on Preferreds securities back on March 25, the US preferred 
fixed-to-float (F2F) and European Additional Tier 1 (AT1) market has gained between 
20-25%. Some prices preferreds issued by high quality banks have rallied 15-20pts, 
with average yields falling back below 6.0%. With the low hanging fruit picked, relative 
value exists. However, we do not expect to see the end of market volatility. 1Q bank 
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earnings were weak, and we’ve yet to see the worst of the economic impact from 
Covid-19. Loan losses are likely to rise, especially from the commercial real estate 
sector. 

The willingness for banks to pay dividends on common equity may also remain a 
source of volatility for the preferred market. Most developed banks have suspended 
stock buy-back programs, while European banks have already suspended dividends 
on common shares. Of course, suspending common dividends leaves preferred 
shares next in line. For now, we expect the largest, highest quality issuers to continue 
to pay dividends on their preferred shares. 

Bottom line, we remain constructive on the US and European preferred market for 
longer-term income-oriented investors. Despite the rally, spreads remain several 
hundred basis points higher than levels even seen in late 2018 (Figure 38). However, 
expected volatility could present better opportunities to add exposures. We would 
advise creating a list of preferable securities and use periods of market disruption to 
accumulate exposures. We prefer high quality European AT1 and large US bank 
structures with wide back-end spreads. To be sure, market liquidity remains a factor in 
daily pricing, requiring patience. 

Figure 38: Dislocations have closed, but value remains 

 

Source: Bloomberg as of April 22, 2020.  

 

Selective high yield, for the longer-term 

Citi Private Bank’s Global Investment Committee holds a neutral view on global high 
yield (HY) markets. Coming in to the Covid-19 crisis, the HY market was defined by 
tight spreads and unattractive valuations. However, absolute levels still represented 
relative value in a world suffering from historically low yields. In a matter of a few 
weeks, all that changed, as the global flu pandemic became a reality and public life 
grinded to a halt.   

Over the first three weeks of March, risk assets collapsed with HY bond index spreads 
widening 630bp to 1100bp. HY energy spreads gapped out 1360bp to 2310bp, a 
historical wide. Bank loan prices plummeted to 20 points to $75. Even high quality BB-
rated HY bonds sold off in dramatic fashion, as leveraged investors indiscriminately 
sold anything that offered a decent price.  

Despite some improvement, we express some caution near-term. One, we are likely 
entering into one of the worst macro-economic periods since World War II. This is 
going to have a significant impact on many cyclically oriented companies embedded 
in hospitality, leisure or other consumer discretionary sectors. Defaults are likely to 
rise. Two, the risk of Covid-19 reinfection in 4Q could drive a revival of risk aversion. 
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Three, Fed policy to buy corporate bonds may not be a panacea for companies who 
were already highly levered and troubled coming into this crisis. 

Over the long-term, history does suggest that current valuations offer an attractive 
total return opportunity.  When we analyze the severe sell-offs in HY bonds over the 
last 20 years, we learn a few things. First, most of the decline in HY bonds occurs 6-
months prior to the bottoming in equity markets. Secondly, HY bond performance 
tends to bottom before equity markets and mean revert faster (Figure 39). Finally, HY 
bonds provide a lot more upside than HY bank loans. 

Figure 39: High quality leads in a crisis, follows by risk assets 

 

Source: Bloomberg as of April 22, 2020.  

 

We had favored HY bank loans for their higher yields and lower price volatility. 
Unfortunately, these characteristics did not hold up during March’s technical liquidity 
squeeze, with loans losing 20% peak to trough. While we’d expect prices to recover 
over time, the mechanics that limit loan volatility are likely to work against the asset 
class in a recovery. History suggests that the long-term relative performance favors 
HY bonds over senior secured bank loans. 

Investing during the eye of the storm is not easy. It takes a certain amount of fortitude 
and a lot of patience. Indeed, calling a bottom to these kinds of volatile markets are 
largely done in hindsight. Nevertheless, if this analysis tells us anything, it shows us 
that HY bonds do offer attractive long-term opportunities. In the present tense, we feel 
its best to implement slowly and focus on higher rated issuers (BB-rated). Credit 
selection will also be a rising theme, as sector dispersion is likely to rise. 

 

Latam markets discount risks and present opportunities 

Latin America can already count over 120,000 Covid-19 confirmed cases as of 22 
April. This figure compares with less than 20,000 on 1 April.  Government responses 
to the health crisis have been uneven.  Economic resources to deploy to help cushion 
the recessionary shock to the economies are limited and could trigger social pressure 
on the political establishment.  We expect the region to fall into a sharp but temporary 
recession.  The economic rebound should be strong but also likely limited by a 
deteriorated fiscal position that will crowd out resources. 

Markets have taken notice of the risks. Equities have fallen roughly 45%, discounting 
a sharp contraction in EPS.  Currencies depreciated up to 25%, pricing in the fall in 
global aggregate demand and commodity prices.  Fixed income spreads have 
widened and yields have risen to reflect higher probabilities of credit events.  Because 
of the high sensitivity of the region to the economic cycle, Latam markets have 
underperformed.   

Jorge Amato 
Head – Latin America  
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As the global economy bottoms in the 2Q (our base case) financial markets should 
regain their footing.  Markets that have taken on the largest valuation discounts should 
outperform to the upside.  Latam markets fall into this category but they need global 
risk appetite to make an unequivocal comeback.  We should highlight that a recovery 
in Latam markets should be viewed as a tactical, rather a strategic opportunity.  It is 
our view that the region will struggle medium term, to balance out higher fiscal 
burdens, social discontent as a result of slow growth and wide income inequality, 
depressed commodity prices and a global economy normalization that might not fully 
materialize until 2022.   

The impact of COVID-19 on LATAM has begun to accelerate dangerously, led by 
Brazil with 46,348, Peru 19,250 and Chile 11,296 cases.  The region is in the early 
stages of the pandemic and given the population size and density of several large 
cities, these case figures are likely to increase markedly in the coming weeks and 
months.  Governments are implementing quarantines and social distancing measures 
to very different degrees.  Leaders are also sending mixed, inconsistent messages 
about strategies to mitigate spread.   Accordingly, we expect severe strains on the 
health care systems across the region that are likely to result in social and political 
upheaval. 

Figure 40: Confirmed COVID-19 Cases in Latam Figure 41: Mortality Rate by Country 

 

 

Source: www.worldmetersinfo.com as of 22 April 2020 
Mortality Rate = Deaths / Reported Cases 

 

While we expect supportive economic policies across the region, the impact and value 
of them is likely to be smaller than we see in Asia and Europe.  We also see Central 
Banks across the region easing monetary policy   Nonetheless, monetary policy is 
likely to be constrained by the historical orthodoxy required to maintain confidence 
and currency expectations anchored.  Our assessment is that lower policy rates can 
be expected but expansionary fiscal policies will likely collide with budget constraints, 
low domestic savings rates and limited access to international funding.   

Another headwind for the region are strategic commodities that have seen their prices 
fall sharply as global aggregate demand collapsed.  Crude oil, of particular importance 
to many large Latam economies has seen its price fall by more than 60% year to date.  
Copper prices are down 17%, soybeans 13%.  All in all we expect the region to come 
out at the other end of this crisis in worst shape in terms of macro variables, 
suggesting a challenging 2021 even when a global recovery gets underway.   
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Figure 42: Citi Research GDP Growth Forecasts Figure 43: Citi Research Selected Commodity 
Forecasts 

 

 

Source: Citi Research.  Spot as of April 22, 2020. 
https://www.citivelocity.com/cv2/go/CommoditiesForecast 
All forecasts are expressions of opinion and are subject to change without notice and are not intended to be guarantees of future events. 

The regional economy is likely to contract at least 5% in 2020, from pre-Covid 
forecasts of 2% growth.  More severe slowdowns are expected in Mexico and 
Argentina, with -9% and -7.5% respectively.  Brazil could see its economy shrink by 
4.5%.  Fiscal balances should deteriorate relative to previous year.  On the positive 
side, external accounts should improve, with current accounts balances shrinking as a 
result of the sharp nominal currency depreciations. 

Emerging markets, the Latam region in particular, are a high beta –risk on- trade.  As 
such, investors have been quick to reprice financial asset risks to match the worsened 
fundamental outlook.  Latam markets have been hit the hardest out of all global 
markets.  Latam equities have fallen 2 times as much as other EM regions and nearly 
3 times as much as developed markets.  In Fixed Income, Latam has underperformed 
lower rated HY markets. Suggesting a challenging 2021 even when a global recovery 
gets underway.   

Figure 44: Latam equities underperformed Figure 45: Latam USD underperformed 

  

Source: Bloomberg as of April 22, 2020. 

 

Fundamental deterioration is leading credit rating downgrades and downward 
revisions on their outlooks.  In recent weeks, rating agencies have downgraded 
Mexico, Colombia and Argentina.  Brazil was placed in stable outlook from positive.  
Pandemic related measures should lead to slower growth that in turn will drive a 
deterioration of fiscal positions; more negative rating actions are likely in the coming 
months. 

Where do market valuations stand in the face of the negative 
fundamental outlook? 
 

The first observation is the large, sharp depreciation in nominal currencies.  In the 
orthodox inflation targeting framework followed by Central Banks in Mexico, Brazil, 

Unit Spot 1Q20 2Q20 3Q20 4Q20

Corn USd/bu 314.25        375            335            350            360            

Soybean USd/bu 828.75        885            850            910            925            

Wheat USd/bu 552.50        540            515            525            520            

Sugar USd/lb 10.06         14              11              12              13              

Coffee USd/lb 114.60        112            120            122            130            

Iron Ore USD/MT 83.50         88              75              77              77              

Copper USD/MT 5,194.00     5,550         4,800         5,000         5,500         

Zinc USD/MT 1,958.00     2,100         1,750         2,000         2,000         

Lead USD/MT 1,665.25     1,840         1,600         1,700         1,800         

Gold USD/T.oz 1,701.10     1,575         1,600         1,675         1,700         

Coal USD/MT 147.17        155            140            125            130            

Brent crude USD/bbl 26.63         48              17              35              45              
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Colombia, Chile and Peru, the nominal currencies act as the escape valve to external 
shocks.  And, given the size of the shock -on both the aggregate demand and supply- 
the depreciations have been severe, particularly in commodity currencies like Brazil, 
Colombia and Chile.  Mexico’s Peso has also suffered due to its status as EM proxy 
currency and the fall out of economic policies enacted by the current administration.   
However, while the nominal depreciation is clear evidence of the outflows, or fall in 
demand for these currencies, it says little in terms of their real loss of value.  For this, 
we need to look at them in real effective terms (REER), which gives us a window into 
their competitiveness across longer periods of time.  In REER terms, the shock to 
these economies has been massive at 17% year-to-date.    In our view, current levels 
of REER, comparable to the 1990s, are inconsistent with the macroeconomic 
frameworks operating in the region and should correct to a higher equilibrium level in 
the coming months.  As we see some, but limited, room for inflation to be the 
adjustment variable in a contractionary environment, we expect the nominal, spot, 
exchange rates to drive the REER appreciation. 

Figure 46: Sharp nominal depreciations Figure 47: Highly competitive exchange rates 

 

 

Source: Bloomberg as of April 22, 2020. 

Nominal exchange rate appreciation should also help equity performance in USD 
terms.  Latam equities, have de-rated from 12.3x 2020 forward earnings to 9.6x year-
to-date.  While not trading at the sub-6x multiples seen during the GFC, these appear 
like valuations that are largely discounting the economic contraction.  The regional 
equity markets are highly exposed to cyclical companies with roughly 65% of the 
index composed of cyclical stocks.  This compares with 57% for global EM and 45% 
for all global equities.  It is this cyclical component that has driven return 
underperformance YTD, but it is also likely to drive outperformance on the recovery 
phase.   In terms of pricing, the Latam MSCI is currently trading below the GFC levels 
also and with the 2020 EPS contraction mostly priced in, investors could begin 
focusing on the 2021 and 2022 expansions. 

  



 

Global Strategy: Quadrant  24 

Figure 48: Equity lead forward EPS Figure 49: Cyclical exposure, the good and bad 

  

Source: Bloomberg as April 2020 
Cyclicals: energy, materials, consumer discretionary, financials, real estate, industrials 
Non cyclicals: consumer staples, health care, technology, telecoms, utilities 

 

Figure 50: Sharp PE de-rating Figure 51: Equity Prices Below 2008/09 Crisis 

  

Source: Bloomberg as of April 22, 2020. 

 
On the fixed income space, we have seen sharp fear driven sell offs that now present 
attractive opportunities.  While we might still be some weeks away from the flattening 
of the Covid-19 case curves, mid-May is expected for Latam, and the slow reopening 
of the economies, high yields and wide spreads combined with an unprecedented 
support for credit markets courtesy of the Federal Reserve, are likely to –eventually- 
prove too attractive a combination for fixed income investors.  Investors have to be 
selective, however.  Some sovereigns and credits with weak fundamentals are likely 
to go through a challenging period as the world falls into a negative credit cycle.  On 
the sovereign side we can identify Argentina, Venezuela and Ecuador as economies 
that are most exposed to high levels of leverage, lack of nominal monetary anchors, 
populist administrations and certain commodities like crude oil.  Investors, however, 
have already punished these markets, as evidenced by the price of their bonds, 
trading near recovery value and limiting further portfolio downside.  Colombia, Brazil 
and Mexico’s economies will also the feel pressure from lower oil prices, but their 
macroeconomic frameworks are significantly more sound, with manageable sovereign 
external debt levels and plenty of international reserves making a balance of payment 
crisis a very unlikely event.  We believe price risk is overstating credit event risk in 
these cases and believe present attractive risk/reward profiles.  On the corporate side, 
solid balance sheets and ample cash reserves are most desirable, along with a good 
degree of country and sector diversification. 
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Figure 52: Brazil sovereign and corporate diversified 
risk appears particularly attractive 

Figure 53: Latam trading historically wide to US 
High Yield 

  

Source: Bloomberg as of April 22, 2020. 

 

 

ASIA: An Uneven Road to Recovery 
In this report, we highlight the varying progress among Asian markets in dealing with 
the virus. The market may still need to recognize the deep declines in earnings 
currently not priced in. Beyond this, valuations have become attractive for some equity 
markets. In fixed income, we see continued improvement, especially in IG credit. 

With unprecedented global policy stimulus, markets have begun to recover. Powerful 
policy moves have restored liquidity and plugged income shortfalls for large numbers 
of businesses and households.  We are therefore more confident that this recession 
will be both the deepest and shortest.  However, deep declines in economic activity 
and potential hiccups on the path to recovery will likely make this a long road to 
normalization (see CIO Strategy Bulletin: Pandemic Investing 102 -Turning the 
Economy Back On: Expectations and Realities). 

 

Divergence in Asia’s Response to COVID-19 

As global confirmed cases surpass 2 million, Asia had also seen a substantial rise in 
infections. Those who have vigorously responded to the virus earlier, like China, HK 
and Korea, have recently faced a second wave of infections and a resumption of 
restricted activity. Others like India and Singapore had to dramatically change strategy 
and impose nationwide lockdowns.  

Among the early responders, new cases appear to have peaked in mid-Feb to early- 
March (Figure 54). Meanwhile, many other governments opted for a wait-and-see 
approach, attempting to balance public health risks with economic ones. Malaysia was 
among the first to implement a nationwide lockdown on March 18 and new cases 
topped on March 23. Singapore implemented lockdown only in April after denying the 
need for it for two months. In Japan, Prime Minister Abe recently declared a limited 
state of emergency, continuing basic economic activity including shops and 
restaurants, while few Japanese employees are working from home.  

While there are risks of relapse in China, Taiwan, Hong Kong and South Korea, [we 
believe these are not insurmountable.  These markets continue to implement 
movement restrictions and mass testing and tracking. By contrast, Singapore had kept 
schools open, discouraged people from wearing masks, and did not implement strict 
social distancing until last week. Japan is similar, while India has trouble implementing 
its belated lockdown. 
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Figure 54: Dates when major Asian markets saw 
peak new COVID-19 cases 

Figure 55: Asian governments’ fiscal stimulus for 
combating COVID-19, as % of GDP 

 

 

Source: Worldometer, as of 8 Apr 2020 Source: Bloomberg and Haver Analytics, as of 8 Apr 2020 

 

What we have seen in Asia presaged the experience of Europe and the US. Later 
introduction of mitigation strategies could be more painful economically. To that end, 
Asian authorities have responded by announced significant fiscal stimulus programs, 
ranging from 1.8% to 20% of GDP. Interestingly, for at least the time being, the 
announced fiscal programs in China and Korea are dramatically smaller, relative to 
GDP, than that of Singapore and Japan (Figure 55).  We do, however, expect greater 
investment by China to stimulate its economy as it becomes clearer that export growth 
will be restrained. 

Given the divergent virus-management strategies employed across Asia, we believe 
that economies with larger domestic markets will be more resilient than those more 
dependent on exports (Figure 56).   

 

China has the largest “local” economy despite being the world’s factory -- imports and 
exports combined amount to 35% of China’s GDP, with net exports at 2.3%. Taiwan 
and Korea are more dependent on trade, but are among the earliest to contain the 
virus. Their domestic recoveries should be closely behind China’s.  Japan’s trade 
dependency is also low, but due to its slow response to the virus, it is likely to 
experience significant economic hardship over the coming months.   

The PMI data (Figure 57) is backward looking, but the China data gives us a sense of 
what is to come for China and other economies as they begin to heal from their 
selected health strategy. Moreover, other data like exports and imports, as well as 
credit growth, also significantly beat expectations in March. China’s economic activity 
is back in expansion mode, but more so for large enterprises and manufacturing 
where over 90% of businesses have resumed operations.  We expect China’s 
recovery to continue to lead the region, but could pick up more momentum when the 
rest of the world joins in. 
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Figure 56: Lower trade shares of GDP suggests 
lower dependency on international transport 
resumption  

Figure 57: PMIs in most parts of the world have not 
gone through the worst of COVID-19 impact yet 

 
Total Trade % of 
GDP 

Net Exports % of 
GDP 

Japan 35% 0.2% 

China 36% 1.1% 

Indonesia 36% -0.5% 

India 41% -2.7% 

Asia Ex-Japan 55% 1.5% 

Philippines 62% -12.1% 

South Korea 78% 2.9% 

Thailand 110% 9.2% 

Taiwan 117% 10.5% 

Malaysia 123% 7.6% 

Singapore 319% 27.9% 

Hong Kong 353% 1.7% 
 

 
Source: Haver Analytics, as of 4Q 2019 Source: Bloomberg, as of Mar 2020 
All forecasts are expressions of opinion and are subject to change without notice and are not intended to be guarantees of future events. 

Asian GDP and Earnings Declines Are Not Yet Priced In 

Asia ex-Japan (AxJ) GDP growth in 2020 is likely to fall to the lowest since the Asian 
Financial Crisis (AFC), followed by a rebound starting in 3Q, but may take until 2022 
to reclaim 2019 levels.  

Our 1.8% assumption for Asian growth is a sharp fall from 5.1% in 2019, and is 
expected to rebound to above 5% again by 4Q 2020. Global and developed market 
GDP forecasts are likely to have even greater volatility. The key issue here is that 
trade and tourism would take much longer to recover and possible will not reclaim pre-
crisis levels. 

This growth backdrop is consistent with over 40% declines in EPS for the region for 
this year (Figure 58). China is likely to face 30% declines in EPS, which implies larger 
declines in the smaller and more open economies in the rest of AxJ.  

 
Figure 58: Regional GDP and EPS forecasts  
  

GDP Growth EPS Growth  
2020 2021 2022 2020 2021 2022 

Global -3.0 2.8 3.3 
   

US -4.3 3.6 2.8 -35.0 26.2 20.0 
Europe -8.0 1.5 2.0 

   

Asia ex-Japan 1.8 5.3 5.0 -42.0 51.0 12.0 
China  2.0 5.0 5.0 -30.0 38.0 10.0 

          Source: Citi Private Bank Investment Strategy, as of 10 April 2020. All forecasts are expressions of opinion and are subject to change without notice and are not intended to be 
guarantees of future events. 
 

 

At this time, this COVID downturn is slightly less severe than the AFC and the Global 
Financial Crisis (GFC) because it is expected to be deep but short in duration. The 
AFC caused widespread failures of the financial systems in Asia after a period 
extraordinary expansion coupled with an inflexible exchange rate system. Five years 
of deflation followed.  

In 1999, AxJ companies recorded a net loss, followed by sharp rebound in 2000, only 
to enter the busting of the tech bubble (Figure 59). After the AFC, it took AxJ until 
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2005 or seven years to return to the 1997 level of EPS, versus two years after the 
GFC.  

This time, we expect the earnings decline to be less severe than the AFC 
because financial institutions and systems are stronger. Our forecasts suggest it 
will take about two years to return to 2019 GDP. However, bottom-up analyst 
consensus earnings forecasts remain too high, even after recent downward revisions 
(Figure 60). We suspect sharper downward revisions would come in for Japan, China 
and the rest of AxJ after more company guidance is provided in April-May.  

Figure 59: Asia ex-Japan 2020 Real GDP growth is 
likely to fall to the lowest since 1998, which implies 
EPS declines of over 40% 

Figure 60: Consensus analyst earnings forecasts 
have come down some, but still have far to go, with 
Asia likely further behind than US and Europe 

 

 

Source: Bloomberg, as of Apr 10, 2020 Source: MSCI, as of Apr 3, 2020 
All forecasts are expressions of opinion and are subject to change without notice and are not intended to be a guarantee of future events  

Impacts on Markets, Sectors and Fixed Income  

History suggests share prices may bottom before the earnings do. We’re looking for 
an inflection point where forecast cuts slow down. Earnings revisions amounted to -
11.6% over the three months through March, which coincided with -16.4% returns 
(Figure 61).  

We expect revisions to accelerate in April, which implies still some downside risks to 
MSCI AxJ index. However, index prices could rebound before earnings revisions turn 
positive. When revisions become less negative, that is typically when a market 
rebound can begin (Figure 62).  

We also look at where Asian markets are in terms of valuations and what these imply 
for forward returns. We rank current forward PE over its 15-yr history across markets 
and sectors, then use historical ranking to gauge where 12 months forward returns 
might be. 

Philippines appears to be the cheapest market, while Indonesia, India, HK, Singapore 
and China also imply double digit 12-month returns based on historical norms (Figure 
63). Taiwan and Thailand take the helm on the expensive side.  

Sector wise, Financials, Industrials and Utilities rank the lowest in terms of forward PE 
among the sectors’ own history (Figure 64). These sectors are likely to benefit the 
most from eventual recovery, but lack strong long term prospects.  

In 2015 and 2018, the biggest and most favoured IT firms were moved to Consumer 
Discretionary and Telecom Services, distorting historical valuation measures. We see 
opportunities in all three sectors. For example, Macau gaming industry has the service 
capacity intact and is likely to see a strong rebound in visitors as soon as travel bans 
are lifted. Long term growth prospects remain attractive, while shares have only 
recovered small portion, in recent weeks’ rally, of the 40-50% lost in the prior two 
months. 
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Figure 61: Earnings revisions are directly related to 
price performance for MSCI AxJ 

Figure 62: Markets rebound before earnings 
revisions turn positive, but would require an 
inflection point to slower downgrades 

  

Source: Bloomberg, as of Apr 10, 2020 Source: Bloomberg, as of Apr 10, 2020 

 

Figure 63: Current valuations are historically lowest 
for ID, PH, IN, HK and SG, implying the highest 
potential returns, while TW appear at risk 

Figure 64: Financials, Industrials and Utilities are 
most cheaply valued from a 12-month return 
perspective. Healthcare is the most expensive. IT, 
CD and TS data are distorted   

Current 
Forward 

PE 

PE % Rank 
over 15 
years 

Implied 
12m 

returns 

Indonesia 12.1  12% 36% 

Philippines 11.9  3% 30% 

India 15.1  20% 24% 

Hong Kong 15.1  22% 18% 

Singapore 11.7  6% 15% 

China 12.5  58% 11% 

Japan 13.0  13% 9% 

Malaysia 15.6  40% 8% 

Asia ex-Japan 13.1  59% 6% 

Thailand 14.8  68% 6% 

Taiwan 16.4  96% -8% 
 

 
Current 
Forwar

d PE 

PE % Rank 
over 15 
years 

Implied 
12m 

returns 

Financials 8.1 0% 15% 

Industrials 10.8 5% 14% 

IT 15.0 64% 13% 

Utilities 12.8 21% 6% 

Materials 12.9 56% 6% 

Asia ex-Japan 13.1 59% 6% 

Consumer Staples 21.7 58% 5% 

Energy 12.1 67% 3% 

Cons. Discretionary 21.0 98% -4% 

Healthcare 38.8 100% -9% 

Telecom Services 22.1 92% -11% 
 

Source: Bloomberg and Citi Private Bank OCIS, as of Apr 10, 2020. We use MSCI indexes for each country and sector and rank forward PE over the available 15-yr 
history. We then use those historical rankings relative to the Current Forward PE to gauge what 12 months forward returns might be.  

Note: All forecasts are expressions of opinion and are subject to change without notice and are not intended to be a guarantee of future events  

Healthcare, on the other hand, is a net beneficiary of this public health crisis and has 
not seen meaningful earnings impairment, while also has strong demand growth 
prospects. But its valuations are at a record peak of 36.6x forward PE for the MSCI 
AxJ Healthcare Index. Chinese Healthcare is a bit lower at 30x, but still is the highest 
since early 2000 before China even had a fully fledged listed Healthcare sector. This 
should suggest caution for investors. 

On the fixed income side, Asian bonds have rebounded from the March lows, as 
liquidity improved in the global bond market. Asian IG Index had seen a 7% correction 
in value, similar to that of the US IG from peak to trough. But since then, Asian IG 
recovery only amounted to 1.6%, while the US gained 5.1%. Similarly, Asian high 
yield lost 21% in the selloff, at par with the 22% in US high yield. But the recovery had 
only brought 7% to Asian HY, while US HY were 12% higher (Figure 65).  

While Fed money will clearly help US markets first, we believe this performance 
gap will narrow as Asian bond markets are also restored. For example, Asian IG 
gains from the March lows had purely been driven by lower risk-free rates, while 
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spreads actually widened during the risk rally in recent weeks (Figure 66). We expect 
this anomaly to close when markets restore normal function, and Asian IG should 
perform strongly. Both IG and HY spreads are at the widest since 2009. 

Figure 65: Asian bonds have recovered some since 
the March lows, but remain well below the pace of 
US bond recovery  

Figure 66: IG recovery had been purely driven by 
lower rates, while spreads widened. HY spreads 
have narrowed, but remain near 11-year highs 

 

 

Note: Drawdown periods vary for IG and HY  
Source: Bloomberg, as of 10 Apr 2020 

Note: Above indices refer to only USD denominated bonds. 
Source: Citi Velocity, as of 10 Apr 2020 

China’s Resilience and Risks 

Once China acknowledged the nature and danger of the virus, its response was 
strong and deep. It completely locked down Wuhan and surrounding counties on Jan 
23 and built multiple field hospitals within weeks. Nationwide, it cut off non-essential 
transportation across cities and provinces, and implemented strict social distancing 
policies strongly enforced by the police, the military and neighbourhood watchers. 
Economic activity in China virtually halted in February.  

China recognizes the challenges the virus continues to present. Extensive testing 
capacity has been built nationally to track the virus. It also stopped all foreign visitors 
from entering the country amidst renewed concerns for imported cases and secondary 
infections. Even as Wuhan re-opened on April 8 after a 76-day lockdown, there 
remain significant local mitigation efforts.   

 
Figure 67: Coal consumption for power generation 
remains weak 

Figure 68: Daily home sales in top 30 cities have 
fallen after a tepid March selling season 

  

Source: Wind and Citi Research, as of 7 Apr 2020 Source: Wind and Citi Research, as of 7 Apr 2020 

 

As noted below, daily China data trackers such as power coal consumption (Figure 
67) and home sales (Figure 68) show an uneven recovery.  Power consumption is 
rising, but is nowhere near 2019 levels.  Similarly, even after a period of significant 
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home sale promotions that are typical for March, sales remain lacklustre.  Weaker 
showings for both indices are possible in April.   

It is interesting to see how the Chinese currency and equity markets performed 
relative to their Western counterparts.  As the USD 8.5% surged during the “risk off” 
period in March, CNY depreciated just 2.5% (Figure 69).  Chinese equities have 
similarly reacted less negatively as the pandemic has unfolded with the CSI 300 A-
shares index losing 9% since late February.  That said, Chinese equities 
underperformed relative to the US rally since late March.  The lack of correlation 
between the markets presents an interesting data point for investors, as the world’s 
two largest economies can provide diversification benefits (Figure 70).  

 
Figure 69: RMB resilience during the March selloff 
and USD rally 

Figure 70: Chinese equity performance before and 
after Fed interventions 

 

 

Source: Bloomberg, 2019 Jan as 100, as of Apr 8, 2020 Source: Bloomberg, Factset, as of Apr 8, 2020 

The ability for Chinese equities to maintain and extend their outperformance is, in our 
view, dependent on positive health outcomes across the globe.  In the event that 
China can contain and manage its economy through the pandemic the rest of the 
world is unable to do so, China will have just modest growth on a relative basis.  
However, if China AND the rest of the world can move to a post-COVID economy, the 
incremental benefits to China in the form of greater export demand will allow growth to 
accelerate from its lows.  Only if China is unable to manage COVID and unable to 
reopen domestic and international travel and shipping routes over the next six months 
do we see equities in China suffering. 

Geopolitical risks for China are rising after the COVID-19 crisis and recovery. In 
recent years and especially in the fight against COVID-19, China had benefited from 
the isolationist “America First” policies of the current administration. Its “Silk Road 
Initiative” laid out an aggressive plan to build trade across a wide swath of the world 
aims to further increase China’s influence through trade, particularly with Europe, as 
well as Asia and Africa. 

But this is coming at a time when globalization is coming under tremendous doubt. 
China’s early handling of the virus faces increased scepticism. The impact of border 
closures on the global supply chain is severe. To the extent companies can accelerate 
the broadening of their supply chains beyond China, they are likely to do so. Many 
countries are concerned that dependence on China for supply chain has become a 
national security risk. These could be the case regardless of who sits in the Oval 
Office next year.  
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CEEMEA facing acute economic pressures  

Summary 

 The largest Central & Eastern Europe, Middle East, and Africa (CEEMEA) economies 
of Russia, Turkey and South Africa are facing major economic challenges over the 
coming months. This makes us cautious about these nations’ investment prospects 
even after the recent weakness. The Middle East also faces strain from the collapse in 
oil prices and pressures on regional currency pegs.  

 Admittedly, the outlook had somewhat improved in 2019 (see Turning Tide in 
CEEMEA). However, unorthodox policymaking for several years prior to the COVID-
19 crisis – particularly in Turkey and South Africa – has created economic fragility that 
will be severely tested in the months ahead. 

 The region is characterized by a dangerous mix of vulnerabilities. Its current account 
deficits may worsen as exports weaken sharply. Its budget deficits may deteriorate as 
tax revenues decline. Its US dollar denominated debt may be difficult to service as the 
dollar stays firm. The region has commodity export exposure at a time when demand 
weakness is expected to keep prices under pressure. In addition, for Russia, Turkey, 
and South Africa, the medical challenge of COVID-19 is mounting and their healthcare 
systems face pressure.  

 In emerging markets, it is often the currencies that first reflect the outlook. It is 
therefore unsurprising that the YTD performances of the South African rand, Russian 
ruble, and Turkish lira are amongst the worst in the emerging market universe (Figure 
71). This is not indicating an oversold entry level for these currencies, nor for these 
countries’ equities and bonds, as a tough period lies ahead. 

 
Figure 71: EM Currency Performance year-to-date   

 

Source: Bloomberg as of 17th April 2020.  

 

SOUTH AFRICA 

COVID-19: South Africa had its first case on 5 March. It now has 2415 positive cases, 
growing at around 70 a day. The lockdown period has been extended to the end of 
April at the earliest. 

Growth: The country is entering a very challenging period as the extended lockdown 
starts to impact on growth. While the South African Reserve Bank (SARB) expects a 
6.1% decline in GDP growth this year, we expect the decline to be nearer 7.5%. As 
growth declines and tax revenues fall, the budget deficit is expected to widen to 
around 11% of GDP (Figure 72).  

Banks: To provide some support to the economy, there is government pressure on 
the banks to provide interest payment  holidays, mortgage term extensions, and full or 
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partial debt forgiveness. The banks are also in a positon to use around R1 billion of 
their capital buffers. 

Rates: The SARB has just reduced interest rates by another 100bp to 4.25%, taking 
their cumulative reduction to 200bp since the start of the COVID-19 crisis, with further 
cuts expected in May (Figure 73). Given that real interest rates are still 1.4%, there is 
scope for further reductions.  

Credit rating: Moody’s have recently downgraded the sovereign rating to sub-
investment grade with a negative outlook. This aligns them with where S&P and Fitch 
are already rating the country. Consequently, South Africa will exit the FTSE World 
Government Bond Index at the end of April, which is likely to lead to substantial 
further selling of the country’s debt. 

Credit: As global risk aversion rose in March, the South African 5-year CDS spread 
spiked to over 500bps, the highest level in over two decades and higher than in 2008. 
Sovereign 10-year yields have risen to 10.5%. However, we expect further pressure 
ahead, with the departure from global bond indices highlighted above as the key 
catalyst.  

Equities: Surprisingly, South African equities have relatively outperformed its 
CEEMEA counterparts, down only 16% year-to-date. However, with the pandemic 
intensifying the pressures upon the consumer discretionary sector (40% of the market 
index) and upon financials (25% of the index), further weakness is likely.  

Currency: In recent weeks, the South African rand (ZAR) has depreciated from 14 to 
nearly 19 against the US dollar. Volatility has reached 18-month highs and the rand is 
at its cheapest level versus the US dollar in history. But despite its cheapness, we 
stay cautious, as economic and political pressures could hold back any recovery 
rallies.  

Figure 72: Deteriorating SA budget balance (% GDP) Figure 73: SA Repo Rate (%) 

 

 

Source: Bloomberg as of 14th April 2020 
Repo rate is the rate at which the central bank of a country (Reserve Bank of India in case of India) lends money to commercial banks in the event of any shortfall 
of funds 

 
 

RUSSIA 

COVID-19: Russia has lower case levels than the hardest hit European countries. 
However, its daily rate is increasing steadily. The lockdown period that began on 27 
March has been extended to the end of April. 

Oil price impact: The sharp oil price fall in March reduced Russia’s growth outlook to 
close to flat for this year. The recent agreement to cut oil supply is a mild positive, but 
will only have some impact in the second half of this year. (Citi Research expects an 
average $17/b for Brent in 2Q20, rising to $35/b in 3Q20, and rising further to $40/b in 
4Q20). From a budget perspective, the lower oil price will constrain the fiscal 
expansion needed to address the COVID-19 lockdown impact on the economy. 
Russia’s budget breakeven level is $40/barrel.  
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GDP growth decline: With the COVID-19 lockdown now intensifying the challenge, 
our GDP growth forecast for 2020 is now -4.2%. This assumes that the economy is 
running at only 55% of its capacity during the lockdown period. While this slowdown is 
severe, it is not as bad as the 7.8% contraction in 2009. 

Credit: Sovereign CDS spreads have widened sharply to over 300bps in early March 
(figure 74). To put this into context, 5Y CDS spreads were as high as 600bps in early 
2015, while trading as low as low 70s in late 2019. Russian sovereign US dollar 
denominated bonds offer yields of 3%, which we consider unattractive from a risk-
reward viewpoint. Local yields closer to 7% are likely to face negative headwinds from 
the weaker currency.  

Equities: Russian equities have declined 29% YTD after a strong market 
performance in 2019. The Russian equity index has a 53% weighting in energy 
stocks, driving the strong correlation between oil prices and Russian equities (figure 
75). While Russian equities trade at a historically cheap valuation of 4.5 P/E. The 
trailing 12m dividend yield is currently 9.2%, we expect both P/E and yield to remain 
pressured by lower oil prices, COVID-19’s impact, and rising geopolitical tensions.  

FX: While the underlying pressures are rising, the currency gets some protection from 
Russia’s Fiscal Rule. This was introduced in early 2017, allowing government 
switches between purchases and sales of the currency, depending on the ‘cut-off oil 
price’ which is currently believed to be $40/b.  

 

Figure 74: High equity & oil correlation    Figure 75: Jump in Russian 5Y Credit Default 
Spreads     

 

Source: Bloomberg as of 14th April 2020  

 

 

TURKEY 

COVID-19: The government has announced a 100 billion Turkish lira emergency 
package. It has the fiscal scope to do this, with debt/GDP steady at 35%. In addition, 
the Central Bank of Turkey (CBT) is going to increase the size of its sovereign bond 
portfolio. Previously, there was a limit of 5% of the CBT balance sheet. It will also 
widen the range of acceptable collateral, and modify the existing swap facility.  

Rising pressures on the currency: The CBT measures are likely to lead to a 
substantial rise in base money growth, which raises the medium-term risk for Turkey, 
being a dollarized economy with high external financing requirements. Thus we are 
concerned that the CBT might need to use more of its currency reserves to defend the 
lira (Figure 76).  

Sensitivity to the global cycle and to the EU: The outlook for global growth has 
deteriorated. We now expect -3% global GDP growth this year, having forecast +2.7% 
at the start of the year. This will hold back Turkey’s exporters. Furthermore, Turkey 
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has particularly close links with the EU’s economy, whose GDP decline could reach 
8% this year. Turkey is also very reliant on EU capital, which will be more challenging 
to attract as the EU faces huge COVID-19 financial pressures. 

Credit: While Turkish sovereign bonds offer higher yields than their CEEMEA 
counterparts, we stay cautious, as the high yields (Turkish USD sovereign bonds offer 
8.7%, while local bonds offer close to 13%) reflect growing economic stress.  

Equities: Turkish equities are down 27% this year and are likely to remain under 
pressure in the short-term, despite a valuation multiple of 7.5 historic earnings. 
Prospective earnings forecasts are likely to fall sharply. Financials are a significant 
driver of the Turkish market, representing just under 30% of the Turkish equity index. 
Despite generally being well capitalized, the banking sector is likely to face increased 
pressure with rising NPLs on the back of the COVID-19 shutdown.  

FX: The Turkish lira is down 16% YTD,  with 1m volatility US dollar/lira at the highs 
last seen during prior economic and political pressure periods in early 2019 and mid-
2018 (Turkey crisis likely to worsen, limited contagion so far). This has been further 
exacerbated by Turkey posting the biggest budget deficit on record (Figure 77). 
Respite could come when the US dollar eventually peaks. However, it is too early to 
buy the lira in anticipation of that. 

Figure 76: Falling foreign FX reserves Figure 77: Current account to deteriorate despite 
recent improvements 

 

 

Source: Bloomberg as of 14th April 2020. Note: Latest data on current account is end 2019. 

 

MIDDLE EAST  

COVID-19: The number of cases in the GCC has passed the 15,000 level with all six 
of the GCC-member countries enforcing varying degrees of lockdowns. Restrictive 
measures have been in place for several weeks to contain the rise of coronavirus 
infections in the region. GCC members were quick to impose restrictions on 
movement and mass gatherings, aimed at slowing the spread of the virus.  

Oil prices: The collapse in crude prices will likely have a significant impact on state 
revenues for Gulf oil-producers. The recent OPEC+ agreement to reduce output by 
9.7 million barrels a day (around 10% of global supply) has put an end to the price war 
between Russia and Saudi Arabia. The cuts will unlikely be enough, given that global 
oil demand has fallen by around 30 million barrels day. GCC governments will face 
fiscal pressures from lower oil prices, which remain well below fiscal breakeven 
prices, restricting governments’ ability to spend, thus dragging on non-oil activity.  

FX: Regional currency pegs are expected to come under pressure in the long-run if 
‘lower for longer’ oil prices persist, though these are likely sustainable in the short-run. 
Balance sheets are weaker today than they were before the 2014 oil price rout (figure 
78), limiting their capacity to absorb further shocks. Foreign exchange reserves are 
lower and public debt is higher (Figure 79). Bahrain and Oman’s US dollar peg seem 
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more vulnerable in the region, while Kuwait, Saudi Arabia and the United Arab 
Emirates are more robust.  

Rates: Gulf central banks followed the US Fed’s rate cuts in March, most opting for 
smaller reductions. The more cautious approach reflects worries about capital flight 
amid a collapse in oil prices, as well as attempt to maintain a buffer should the 
Federal Reserve cut rates below zero. 

Equities: Gulf equity markets saw severe declines this year, down 25% year-to-date, 
on rising pandemic fears and worsening infection rates. After the OPEC+ alliance 
failed to agree on extending oil production cuts, markets in the region saw one of the 
biggest one-day drops in March. Each of the regional equity markets has posted 
double-digit declines this year as the deteriorating growth outlook continues to weigh 
on investor sentiment.  

 

Figure 78: Gulf current account balances as % of 
GDP have deteriorated since the 2014 collapse in oil 
prices… 

Figure 79: While debt-to-GDP ratios have surged 

Source: Bloomberg as of 14th April 2020. Latest data point is 2019. 
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The Rationale for Selectivity in US Small Caps 

Investors seeking exposure to US small cap stocks have choices that can be 
illustrated using the two leading indices, the Russell 2000 and S&P Small Cap 600.  

Inclusive versus Selective 

The Russell 2000 index has a large constituency and simple construction process. As 
a result, it represents the asset class in an inclusive manner and is a widely used 
index in passive investing.   

On the last trading day of May each year, Russell ranks the top 3000 US stocks by 
market capitalization. The largest 1000 stocks are earmarked for the Russell 1000 
large cap index and the 2001st through 3000th largest stocks are intended for the 
Russell 2000 small cap index, with a caveat.  In order to pass from one index to the 
other, a stock must depart from their break-even market capitalization level by at least 
2.5%. These capitalization bands came about in 2007 to limit turnover and address 
the unintended consequences of high momentum stocks entering the Russell 1000 in 
the middle of each year at the expense of the Russell 2000.  

The S&P Small Cap 600 index uses a smaller sample size, requires positive earnings 
of its membership and incorporates additional criteria in its construction process. New 
entrants occur throughout the year as corporate actions, such as mergers or 
acquisitions, take place. Although it is also a market capitalization weighted index, it is 
a more selective index and comes closer to mimicking an active approach.   

Given these differences in the two construction processes, it should be little surprise 
that the relative performance of the S&P Small Cap 600 index versus the Russell 
2000 has historically been positively correlated to both the Quality and Value factors 
with t-statistics that are statistically significant at the 5% level.2  

Performance Comparison  

Since December 1994, the S&P Small Cap 600 has outperformed the Russell 2000 by 
170 basis points a year with less risk (Figure 80). In addition, the S&P Small Cap 600 
has outperformed the Russell 2000 in 17 of the past 25 calendar years through 2019 
and the vast majority of rolling 3-year and 5-year periods (Figures 81-82).  

Figure 80: Annualized Return and Risk for Small Cap Indices since 
December 31, 1994 

Small Cap Index  Ann Return Ann. Volatility  
S&P 600   9.4%  18.9% 
Russell 2000  7.7%  19.6% 
 
Source: Bloomberg as of 15th April 2020.. 

 

  

                                                           
2 Cheng, Tianyin and Srivastava, Vinit, 2016, “Blending Factors in Your Smart Beta Portfolio” S&P Global Indices, p3.  

Charles Reinhard 
Head – North America  
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Figure 81: Rolling 3-Year Returns for Small Cap 
Indices since December 31, 1994 

Figure 82: Rolling 5-Year Returns for Small Cap 
Indices since December 31, 1994 

  

Source: Bloomberg as of 14th April 2020. 

 

Valuation Comparison   

As their names imply, the two small cap indices differ greatly in their number of 
holdings, although both indices typically carry a beta of just over 1.0 versus the S&P 
500 index (Figure 83). At present, the valuation edge belongs to the S&P Small Cap 
600 with a lower price/book ratio and higher dividend yield. Regarding size, the 
Russell 2000’s long tail reduces the median market capitalization of its constituency. 
What’s more, in 2019, 811 of the Russell 2000’s constituents were not profitable.  

Figure 83: A Comparison of the S&P Small Cap 600 and Russell 2000 
Indices 

Characteristic  S&P Small Cap 600  Russell 2000 
Constituents  601                   1975 
Median Cap (Millions) 808                     529 
Price/Book   1.34                    1.55  
Dividend Yield (%) 2.35                    2.00 
Source: Bloomberg as of 15th April 2020.  

 

Conclusion  

Investors may wish to take note of the persistent performance differential between 
selective versus inclusive approaches for obtaining exposure in the US small cap 
space.  
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Portfolio allocations 

This section shows the strategic and tactical asset allocations. The Quant Research & Global Asset Allocation (QRGAA) team creates strategic 
asset allocations using the CPB Adaptive Valuations Strategy (AVS) methodology on an annual basis. Global Investment Committee (GIC) provides 
underweight and overweight decisions to AVS’s Global USD without Hedge Funds Risk Level 3 portfolio. QRGAA then creates tactical allocations 
for risk levels 1,2,4 and 5. These are included below. Also included below are Global USD with Hedge Funds and 10% illiquids PE & RE (Private 
Equity and Real Estate) for risk levels 2,3,4 and 5. The below strategic/tactical allocations are reflective of the April 22, 2020 GIC meeting. 

Global USD with Hedge Funds and 10% illiquids (PE & RE): Risk Level 2 
Risk Level 2 is designed for investors who emphasize capital preservation over return on investment, but who are willing to subject some portion of 
their principal to increased risk in order to generate a potentially greater rate of return on investment 
 
 

 
Active = the difference between tactical and strategic allocations. Minor differences may result due to rounding. 

Classification 
Strategic 

(%) 
Tactical*  

(%) 
Active  

(%) 

Cash 4.0 4.0 0.0 

Fixed Income 66.4 65.4 -1.0 

Developed  
Investment Grade 59.9 57.4 -2.4 

Developed National, 
Supranational and Regional 47.2 41.9 -5.3 

Americas 26.1 33.5 7.4 

EMEA 14.3 5.8 -8.5 

UK 2.4 1.4 -1.1 

Core Europe 6.5 2.5 -4.1 

Peripheral Europe 4.9 1.4 -3.5 

Others 0.4 0.5 0.1 

Asia 6.8 2.6 -4.2 

Asia (ex Japan) 0.2 0.2 0.0 

Japan 6.6 2.4 -4.2 

Supranational 0.0 0.0 0.0 

Developed Corporate 
Investment Grade 12.7 15.5 2.8 

Americas 8.3 11.3 2.9 

US 7.9 10.7 2.9 

Canada 0.5 0.5 0.0 

EMEA 4.3 4.2 -0.1 

Europe (ex UK) 3.6 3.7 0.1 

UK 0.7 0.5 -0.2 

Asia 0.1 0.1 0.0 

Developed High Yield 2.0 2.1 0.1 

Americas 1.6 1.6 0.1 

EMEA 0.4 0.5 0.0 

Emerging Market Debt 4.5 5.9 1.4 

Americas 1.4 1.9 0.6 

EMEA 2.4 2.5 0.0 

Asia 0.8 1.5 0.8 

Hybrid Investments 7.8 7.8 0.0 

Hedge Funds 7.8 7.8 0.0 

Real Assets 0.0 1.0 1.0 

Commodities 0.0 1.0 1.0 

Private Equity 5.0 5.0 0.0 

Real Estate 5.0 5.0 0.0 

 

Classification 

Strategic  
(%) 

Tactical*  
(%) 

Active  
(%) 

Equities 11.7 11.7 0.0 

Developed Equities 9.7 9.6 -0.1 

Developed Large Cap Equities 8.4 8.0 -0.4 
Americas 5.7 5.7 0.0 

US All 5.4 5.4 0.0 
Canada 0.3 0.3 0.0 

EMEA 1.7 1.2 -0.4 
UK 0.5 0.5 0.0 
Germany 0.2 0.1 -0.1 
France 0.3 0.1 -0.2 
Switzerland 0.3 0.3 0.0 
Benelux 0.1 0.1 -0.1 
Scandi 0.1 0.2 0.0 
Spain 0.1 0.0 0.0 
Italy 0.1 0.0 0.0 
Others 0.0 0.0 0.0 

Asia 1.1 1.1 0.0 
Australasia 0.2 0.2 0.0 
Far East ex Japan 0.1 0.2 0.0 
Japan 0.7 0.7 0.0 

Developed Small/ 
Mid Cap Equities 1.3 1.6 0.2 

Americas 0.8 1.0 0.2 
EMEA 0.4 0.4 0.0 

Europe (ex UK) 0.3 0.3 0.0 
UK 0.1 0.1 0.0 

Asia 0.2 0.2 0.0 

Asia (ex Japan) 0.1 0.1 0.0 
Japan 0.2 0.2 0.0 

Emerging All Cap Equities 2.0 2.1 0.1 

Americas 0.2 0.4 0.2 
Brazil 0.1 0.2 0.1 
Mexico 0.0 0.1 0.1 
Other 0.0 0.1 0.0 

EMEA 0.2 0.1 -0.1 
Turkey 0.0 0.0 0.0 
Russia and Eastern Europe 0.1 0.0 -0.1 
South Africa 0.1 0.0 0.0 
Other 0.0 0.0 0.0 

Asia 1.6 1.7 0.1 

China 0.9 0.9 0.0 
India 0.2 0.2 0.0 
South Korea 0.2 0.2 0.0 
Taiwan 0.2 0.2 0.0 
Other Emerging Asia 0.1 0.1 0.0 

Total 100.0 100.0 0.0 
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Global USD with Hedge Funds and 10% illiquids (PE & RE): 
Risk Level 2 - Tactical Allocations 

 

Global Equities 

  

 

 

Figures in brackets are active allocations. All allocations are subject to change at discretion of the GIC of the Citi Private Bank. 

 

Global Fixed Income 
 

 

Hedge Funds  

 

Commodities  

 Private Equity  

 Real Estate  

 

Cash 
 

 

 

 

 

 

 

 

 

Core Positions 

Global equities have a neutral position overall, global fixed income has an underweight of -1.0% 
with gold overweight at +1.0% and cash at neutral position. 

Within equities, developed large cap equities have an underweight of -0.4% while developed 
small mid cap equities have an overweight of +0.2% followed by emerging market equities at 
+0.1%.  

Within fixed income, developed government debt has a large underweight position at -5.3% with 
US treasuries at an overweight position. Developed corporate investment grade debt has the 
largest overweight at +2.8% mainly contributed by US. 

Emerging market debt has an overweight positon of +1.4% with overweight in Asia and LatAm. 

Private Equity and Real Estate are both neutral, each with 5% allocation. 
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Global USD with Hedge Funds and 10% illiquids (PE & RE): Risk Level 3 

Risk Level 3 is designed for investors with a blended objective who require a mix of assets and seek a balance between 
investments that offer income and those positioned for a potentially higher return on investment. Risk Level 3 may be appropriate 
for investors willing to subject their portfolio to additional risk for potential growth in addition to a level of income reflective of his/her 
stated risk tolerance. 

 

Active = the difference between tactical and strategic allocations. Minor differences may result due to rounding. 

 

Classification 
Strategic 

(%) 
Tactical*  

(%) 
Active  

(%) 

Cash 2.0 2.0 0.0 

Fixed Income 37.2 35.7 -1.5 

Developed  
Investment Grade 32.8 30.2 -2.6 

Developed National, 
Supranational and Regional 25.8 21.2 -4.7 

Americas 14.3 19.5 5.2 

EMEA 7.8 1.2 -6.6 

UK 1.3 0.3 -1.0 

Core Europe 3.6 0.5 -3.1 

Peripheral Europe 2.7 0.2 -2.4 

Others 0.2 0.1 -0.1 

Asia 3.7 0.5 -3.3 

Asia (ex Japan) 0.1 0.1 0.0 

Japan 3.6 0.3 -3.3 

Supranational 0.0 0.0 0.0 

Developed Corporate 
Investment Grade 7.0 9.1 2.1 

Americas 4.6 6.9 2.3 

US 4.3 6.6 2.3 

Canada 0.3 0.3 0.0 

EMEA 2.4 2.2 -0.2 

Europe (ex UK) 2.0 2.0 0.0 

UK 0.4 0.2 -0.2 

Asia 0.0 0.0 0.0 

Developed High Yield 2.0 2.0 0.0 

Americas 1.6 1.6 0.0 

EMEA 0.4 0.4 0.0 

Emerging Market Debt 2.4 3.5 1.1 

Americas 0.7 1.2 0.5 

EMEA 1.3 1.3 0.0 

Asia 0.4 1.1 0.7 

Hybrid Investments 11.8 11.8 0.0 

Hedge Funds 11.8 11.8 0.0 

Real Assets 0.0 1.5 1.5 

Commodities 0.0 1.5 1.5 

Private Equity 5.0 5.0 0.0 

Real Estate 5.0 5.0 0.0 

 

Classification 
Strategic  

(%) 
Tactical*  

(%) 
Active  

(%) 
Equities 38.9 38.9 0.0 

Developed Equities 34.2 33.5 -0.6 

Developed Large Cap Equities 29.5 27.6 -1.9 

Americas 19.9 19.9 0.0 

US All 18.8 18.8 0.0 

Canada 1.1 1.1 0.0 

EMEA 5.8 3.7 -2.1 

UK 1.6 1.6 0.0 

Germany 0.8 0.2 -0.6 

France 1.0 0.2 -0.8 

Switzerland 0.9 0.9 0.0 

Benelux 0.4 0.1 -0.3 

Scandi 0.5 0.5 0.0 

Spain 0.3 0.1 -0.2 

Italy 0.2 0.1 -0.2 

Others 0.1 0.0 -0.1 

Asia 3.8 4.0 0.2 

Australasia 0.7 0.8 0.1 

Far East ex Japan 0.5 0.6 0.1 

Japan 2.6 2.6 0.0 
Developed Small/ 
Mid Cap Equities 4.7 5.9 1.3 

Americas 2.6 3.9 1.3 

EMEA 1.3 1.3 0.0 

Europe (ex UK) 1.0 1.0 0.0 

UK 0.3 0.3 0.0 

Asia 0.7 0.7 0.0 

Asia (ex Japan) 0.2 0.2 0.0 

Japan 0.6 0.6 0.0 

Emerging All Cap Equities 4.8 5.4 0.6 

Americas 0.5 1.1 0.6 

Brazil 0.3 0.6 0.3 

Mexico 0.1 0.3 0.2 

Other 0.1 0.2 0.1 

EMEA 0.5 0.0 -0.4 

Turkey 0.0 0.0 0.0 

Russia and Eastern Europe 0.2 0.0 -0.2 

South Africa 0.2 0.0 -0.2 

Other 0.0 0.0 0.0 

Asia 3.8 4.2 0.4 

China 2.1 2.4 0.3 

India 0.4 0.5 0.1 

South Korea 0.4 0.5 0.1 

Taiwan 0.5 0.5 0.1 

Other Emerging Asia 0.3 0.4 0.0 

Total 100.0 100.0 0.0 
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Global USD with Hedge Funds and 10% illiquids (PE & RE): 
Risk Level 3 - Tactical Allocations 

 

Global Equities 

  

 

 

Figures in brackets are active allocations. All allocations are subject to change at discretion of the GIC of the Citi Private Bank. 

 

Global Fixed Income 
 

 

Hedge Funds  

 

Commodities  

 Private Equity  

 Real Estate  

 

Cash 
 

 

 

 

 

 

 

 

 

Core Positions 

Global equities have a neutral position overall, global fixed income has an underweight of -1.5% 
with gold overweight at +1.5% and cash at neutral position. 

Within equities, developed large cap equities have an underweight of -1.9% while developed 
small mid cap equities have an overweight of +1.3% followed by emerging market equities at 
+0.6%.  

Within fixed income, developed government debt has a large underweight position at -4.7% with 
US treasuries at an overweight position. Developed corporate investment grade debt has the 
largest overweight at +2.1% mainly contributed by overweight in US. 

Emerging market debt has an overweight positon of +1.1% with overweight in Asia and LatAm. 

Private Equity and Real Estate are both neutral, each with 5% allocation. 
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Global USD with Hedge Funds and 10% illiquids (PE & RE): Risk Level 4 

Risk Level 4 is designed for investors with a blended objective who require a mix of assets and seek a balance between 
investments that offer income and those positioned for a potentially higher return on investment. They are willing to subject a large 
portion of their portfolio to greater risk and market value fluctuations in anticipation of a potentially greater return on investment. 
Investors may have a preference for investments or trading strategies that may assume higher-than-normal market risks and/or 
potentially less liquidity with the goal (but not guarantee) of commensurate gains. 

 

Active = the difference between tactical and strategic allocations. Minor differences may result due to rounding. 

Classification 
Strategic 

(%) 
Tactical*  

(%) 
Active  

(%) 

Cash 2.0 2.0 0.0 

Fixed Income 18.2 16.6 -1.6 

Developed  
Investment Grade 16.2 14.1 -2.1 

Developed National, 
Supranational and Regional 12.7 9.8 -3.0 

Americas 7.0 9.3 2.3 

EMEA 3.9 0.4 -3.5 

UK 0.7 0.1 -0.6 

Core Europe 1.8 0.1 -1.6 

Peripheral Europe 1.3 0.1 -1.3 

Others 0.1 0.0 -0.1 

Asia 1.8 0.1 -1.7 

Asia (ex Japan) 0.1 0.1 0.0 

Japan 1.8 0.1 -1.7 

Supranational 0.0 0.0 0.0 

Developed Corporate 
Investment Grade 3.4 4.3 0.9 

Americas 2.3 3.3 1.1 

US 2.1 3.2 1.1 

Canada 0.1 0.1 0.0 

EMEA 1.2 1.0 -0.2 

Europe (ex UK) 1.0 0.9 -0.1 

UK 0.2 0.1 -0.1 

Asia 0.0 0.0 0.0 

Developed High Yield 0.0 0.0 0.0 

Americas 0.0 0.0 0.0 

EMEA 0.0 0.0 0.0 

Emerging Market Debt 2.0 2.4 0.4 

Americas 0.6 0.8 0.2 

EMEA 1.1 0.8 -0.2 

Asia 0.3 0.8 0.4 

Hybrid Investments 13.9 13.9 0.0 

Hedge Funds 13.9 13.9 0.0 

Real Assets 0.0 1.6 1.6 

Commodities 0.0 1.6 1.6 

Private Equity 5.0 5.0 0.0 

Real Estate 5.0 5.0 0.0 

 

Classification 

Strategic 

(%) 

Tactical* 

(%) 

Active 

(%) 
Equities 55.9 55.9 0.0 

Developed Equities 48.7 47.7 -1.0 

Developed Large Cap Equities 42.1 39.1 -2.9 

Americas 28.3 28.3 0.0 

US All 26.8 26.8 0.0 

Canada 1.5 1.5 0.0 

EMEA 8.3 5.1 -3.2 

UK 2.3 2.3 0.0 

Germany 1.1 0.2 -0.9 

France 1.4 0.3 -1.2 

Switzerland 1.3 1.3 0.0 

Benelux 0.6 0.1 -0.5 

Scandi 0.8 0.7 0.0 

Spain 0.4 0.1 -0.3 

Italy 0.3 0.1 -0.2 

Others 0.1 0.0 -0.1 

Asia 5.5 5.7 0.3 

Australasia 1.0 1.2 0.2 

Far East ex Japan 0.7 0.9 0.1 

Japan 3.7 3.7 0.0 
Developed Small/ 
Mid Cap Equities 6.7 8.6 2.0 

Americas 3.8 5.7 2.0 

EMEA 1.9 1.8 0.0 

Europe (ex UK) 1.4 1.4 0.0 

UK 0.4 0.4 0.0 

Asia 1.0 1.0 0.0 

Asia (ex Japan) 0.3 0.3 0.0 

Japan 0.8 0.8 0.0 

Emerging All Cap Equities 7.1 8.1 1.0 

Americas 0.8 1.7 1.0 

Brazil 0.5 1.0 0.5 

Mexico 0.2 0.5 0.3 

Other 0.1 0.3 0.2 

EMEA 0.7 0.0 -0.7 

Turkey 0.0 0.0 0.0 

Russia and Eastern Europe 0.4 0.0 -0.4 

South Africa 0.3 0.0 -0.3 

Other 0.0 0.0 0.0 

Asia 5.7 6.4 0.7 

China 3.2 3.6 0.4 

India 0.6 0.7 0.1 

South Korea 0.7 0.7 0.1 

Taiwan 0.7 0.8 0.1 

Other Emerging Asia 0.5 0.6 0.1 

Total 100.0 100.0 0.0 
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Global USD with Hedge Funds and 10% illiquids (PE & RE): 
Risk Level 4 - Tactical Allocations 

 

Global Equities 

 

 

 

Figures in brackets are active allocations. All allocations are subject to change at discretion of the GIC of the Citi Private Bank. 

 

Global Fixed Income 
 

 

Hedge Funds  

 

Commodities  

 Private Equity  

 Real Estate  

 
Cash 

 

 

 

 

 

 

 

 

 

Core Positions 

Global equities have a neutral position overall, global fixed income has an underweight of -1.6% 
with gold overweight at +1.6% and cash at neutral position. 

Within equities, developed large cap equities have an underweight of -2.9% while developed 
small mid cap equities have an overweight of +2.0% followed by emerging market equities at 
+1.0%.  

Within fixed income, developed government debt has a large underweight position at -3.0% with 
US treasuries at an overweight position. Developed corporate investment grade debt has the 
largest overweight at +0.9% mainly contributed by overweight in US. 

Emerging market debt has an overweight positon of +0.4% with overweight in Asia and LatAm 
but underweight in EMEA. 

Private Equity and Real Estate are both neutral, each with 5% allocation. 

  

Cash (0.0%)
2.0%

Developed national, 
supranational and 
regional (-3.0%)

9.8%

Developed corporate 
investment grade (0.9%)

4.3%

Developed high yield 
(0.0%)
0.0%

Emerging market debt 
(0.4%)
2.4%

Developed large cap 
equities (-2.9%)

39.1%
Developed small/mid cap 

equities (2.0%)
8.6%

Emerging all cap equities 
(1.0%)
8.1%

Hedge funds (0.0%)
13.9%

Commodities (1.6%)
1.6%

Private Equity (0.0%)
5.0%

Real Estate (0.0%)
5.0%
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Global USD with Hedge Funds and 10% illiquids (PE & RE): Risk Level 5 

Risk Level 5 is designed for investors who emphasize return on investment. They are willing to subject their entire portfolio to 
greater risk and market value fluctuations in anticipation of a potentially greater return on investments. Investors may have a 
preference for investments or trading strategies that may assume higher than-normal market risks and/or potentially less liquidity 
with the goal (but not guarantee) of commensurate gains. Clients may engage in tactical or opportunistic trading, which may 
involve higher volatility and variability of returns. 
 

 

 

Active = the difference between tactical and strategic allocations. Minor differences may result due to rounding. 

 

Classification 
Strategic 

(%) 
Tactical*  

(%) 
Active  

(%) 

Cash 0.0 0.0 0.0 

Fixed income 0.0 0.0 0.0 

Developed Investment 
Grade 0.0 0.0 0.0 

Developed national, 
supranational and regional 0.0 0.0 0.0 

Developed Corporate 
Investment Grade 0.0 0.0 0.0 

Americas 0.0 0.0 0.0 

EMEA 0.0 0.0 0.0 

Europe (ex UK) 0.0 0.0 0.0 

UK 0.0 0.0 0.0 

Asia 0.0 0.0 0.0 

Asia (ex Japan) 0.0 0.0 0.0 

Japan 0.0 0.0 0.0 

Developed high yield 0.0 0.0 0.0 

Americas 0.0 0.0 0.0 

EMEA 0.0 0.0 0.0 

Asia 0.0 0.0 0.0 

Emerging market debt 0.0 0.0 0.0 

Americas 0.0 0.0 0.0 

EMEA 0.0 0.0 0.0 

Asia 0.0 0.0 0.0 

Equities 76.0 76.0 0.0 

Global Developed Equities 66.3 65.1 -1.1 

Developed Large Cap 
Equities 57.2 53.8 -3.4 

Americas 38.5 38.5 0.0 

    US All 36.4 36.4 0.0 

Canada 2.1 2.1 0.0 

EMEA 11.3 7.5 -3.8 

    UK 3.1 3.1 0.0 

Germany 1.5 0.4 -1.1 

France 2.0 0.6 -1.4 

Switzerland 1.8 1.8 0.0 

Benelux 0.8 0.2 -0.6 

Scandi 1.0 1.0 0.0 

Spain 0.5 0.1 -0.4 

Italy 0.4 0.1 -0.3 

Others 0.2 0.0 -0.1 

    

 

Classification 
Strategic  

(%) 
Tactical*  

(%) 
Active  

(%) 

Asia 7.4 7.8 0.4 

Australasia 1.4 1.6 0.2 

Far East ex Japan 1.0 1.2 0.2 

Japan 5.0 5.0 0.0 

Developed Small/Mid 
Cap Equities 9.1 11.4 2.3 

Americas 5.1 7.4 2.3 

EMEA 2.5 2.5 0.0 

Europe (ex UK) 1.9 1.9 0.0 

UK 0.6 0.6 0.0 

Asia 1.4 1.4 0.0 

Asia (ex Japan) 0.4 0.4 0.0 

Japan 1.1 1.1 0.0 

Emerging all Cap Equities 9.7 10.9 1.1 

Americas 1.0 2.2 1.1 

Brazil 0.7 1.3 0.6 

Mexico 0.2 0.4 0.2 

Other 0.1 0.5 0.3 

EMEA 0.9 0.2 -0.8 

  Turkey 0.0 0.0 0.0 

  Russia and Eastern Europe 0.5 0.1 -0.4 

  South Africa 0.3 0.1 -0.3 

  Other 0.0 0.0 0.0 

Asia 7.8 8.5 0.8 

China 4.4 4.8 0.4 

India 0.9 1.0 0.1 

South Korea 0.9 1.0 0.1 

Taiwan 0.9 1.0 0.1 

Other Emerging Asia 0.7 0.8 0.1 

Hybrid Investments 14.0 14.0 0.0 

Hedge Funds 14.0 14.0 0.0 

Real Assets 0.0 0.0 0.0 

Commodities 0.0 0.0 0.0 

Gold 0.0 0.0 0.0 

Private Equity 5.0 5.0 0.0 

Real Estate 5.0 5.0 0.0 

Total 100.0 100.0 0.0 
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Global USD with Hedge Funds and 10% illiquids (PE & RE): 
Risk Level 5 - Tactical Allocations 

 

Global Equities 

  

 

Figures in brackets are active allocations. All allocations are subject to change at discretion of the GIC of the Citi Private Bank. 

 

Global Fixed Income 
 

 

Hedge Funds  

 

Commodities  

 Private Equity  

 Real Estate  

 

Cash 
 

 

 

 

 

 

 

 

 

Core Positions 

Global equities, global fixed income, cash and commodities are all at neutral position. 

Within global equities, emerging market equities have an overweight of +1.1% with Asia and 
LatAm at overweight positions while EMEA at underweight position. Developed large cap 
equities have an underweight position of -3.4% while developed small/mid cap equities have an 
overweight positions of +2.3%. 

Private Equity and Real Estate are both neutral, each with 5% allocation. 

  

Cash (0.0%)
0.0%

Developed national, 
supranational and 

regional (0.0%)
0.0%

Developed corporate 
investment grade (0.0%)

0.0%

Developed high yield 
(0.0%)
0.0%

Emerging market debt 
(0.0%)
0.0%

Developed large cap 
equities (-3.4%)

53.8%

Developed small/mid cap 
equities (2.3%)

11.4%

Emerging all cap equities 
(1.1%)
10.9%

Hedge funds (0.0%)
14.0%

Commodities (0.0%)
0.0%

Private Equity (0.0%)
5.0%

Real Estate (0.0%)
5.0%
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Global USD without Hedge Funds: Risk Level 1 

Risk Level 1 is designed for investors who have a preference for capital preservation and relative safety over the potential for a 
return on investment. These investors prefer to hold cash, time deposits and/or lower risk fixed income instruments. 

                                                                                                                                                                                                                                                                                              
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Active = the difference between tactical and strategic allocations. Minor differences may result due to rounding.  
 

  

Classification 
Strategic 

(%) 
Tactical*  

(%) 
Active  

(%) 

Cash 6.0 4.0 -2.0 

Fixed Income 94.0 95.7 1.7 

Developed 
Investment Grade 80.8 80.3 -0.5 

Developed National, 
Supranational and Regional 63.7 58.7 -5.0 

Americas 35.2 41.2 6.0 

EMEA 19.3 11.8 -7.5 

UK 3.3 2.7 -0.6 

Core Europe 8.8 5.4 -3.5 

Peripheral Europe 6.6 3.5 -3.1 

Others 0.5 0.3 -0.3 

Asia 9.2 5.7 -3.5 

Asia (ex Japan) 0.3 0.3 0.0 

Japan 8.9 5.4 -3.5 

Supranational 0.0 0.0 0.0 

Developed Corporate 
Investment Grade 17.2 21.7 4.5 

Americas 11.3 15.3 4.0 

US 10.6 14.6 4.0 

Canada 0.7 0.7 0.0 

EMEA 5.8 6.3 0.5 

Europe (ex UK) 4.8 5.3 0.5 

UK 1.0 1.0 0.0 

Asia 0.1 0.1 0.0 

Asia (ex Japan) 0.1 0.1 0.0 

Japan 0.0 0.0 0.0 

 

Classification 

Strategic  
(%) 

Tactical*  
(%) 

Active  
(%) 

Developed High Yield 6.6 7.6 1.0 

Americas 5.1 6.1 1.0 

EMEA 1.4 1.4 0.0 

Emerging Market Debt 6.6 7.8 1.2 

Americas 2.0 2.5 0.5 

EMEA 3.5 3.5 0.0 

Asia 1.1 1.8 0.7 

Equities 0.0 0.0 0.0 

Developed Equities 0.0 0.0 0.0 

Emerging Equities 0.0 0.0 0.0 

Hybrid Investments 0.0 0.0 0.0 

Hedge Funds 0.0 0.0 0.0 

Real Assets 0.0 0.3 0.3 

Commodities 0.0 0.3 0.3 

Total 100.0 100.0 0.0 
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Global USD without Hedge Funds: Risk Level 1 - Tactical 
Allocations 

 

Global Equities 

 

 

 

Figures in brackets are active allocations. All allocations are subject to change at discretion of the GIC of the Citi Private Bank. 

 

Global Fixed Income 
 

 

Hedge Funds  

 

Commodities  

 

Cash 
 

 

 

 

 

 

 

 

Core Positions 

Global equities have a neutral position overall, global fixed income has an overweight of +1.7% 
with gold overweight at +0.3% and cash at underweight position at -2.0%. 

Within fixed income, developed government debt has a large underweight position at -5.0% with 
US treasuries at an overweight position. Developed corporate investment grade debt has the 
largest overweight at +4.5% mainly contributed by US. 

Emerging market debt has an overweight positon of +1.2% with overweight in Asia and LatAm. 

High yield has an overweight position of +1.0% contributed by US. 

 

  

Cash (-2.0%)
4.0%

Developed national, 
supranational and regional 

(-5.0%)
58.7%

Developed corporate 
investment grade (4.5%)

21.7%

Developed high yield 
(1.0%)
7.6%

Emerging market debt 
(1.2%)
7.8%

Developed large cap 
equities (0.0%)

0.0%

Developed small/mid cap 
equities (0.0%)

0.0%

Emerging all cap equities 
(0.0%)
0.0%

Commodities (0.3%)
0.3%
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Global USD without Hedge Funds: Risk Level 2 

Risk Level 2 is designed for investors who emphasize capital preservation over return on investment, but who are willing to 
subject some portion of their principal to increased risk in order to generate a potentially greater rate of return on investment. 

 

 

Active = the difference between tactical and strategic allocations. Minor differences may result due to rounding. 

Classification 
Strategic 

(%) 
Tactical*  

(%) 
Active  

(%) 

Cash 4.0 4.0 0.0 

Fixed Income 64.1 63.1 -1.0 

Developed  
Investment Grade 57.6 55.2 -2.4 

Developed National, 
Supranational and Regional 45.4 40.3 -5.1 

Americas 25.1 32.2 7.1 

EMEA 13.7 5.6 -8.1 

UK 2.3 1.3 -1.0 

Core Europe 6.3 2.4 -3.9 

Peripheral Europe 4.7 1.4 -3.3 

Others 0.4 0.5 0.1 

Asia 6.5 2.5 -4.0 

Asia (ex Japan) 0.2 0.2 0.0 

Japan 6.3 2.3 -4.0 

Supranational 0.0 0.0 0.0 

Developed Corporate 
Investment Grade 12.2 14.9 2.7 

Americas 8.0 10.8 2.8 

US 7.6 10.3 2.8 

Canada 0.5 0.5 0.0 

EMEA 4.2 4.1 -0.1 

Europe (ex UK) 3.4 3.6 0.1 

UK 0.7 0.5 -0.2 

Asia 0.1 0.1 0.0 

Developed High Yield 2.0 2.1 0.1 

Americas 1.6 1.6 0.1 

EMEA 0.4 0.5 0.0 

Emerging Market Debt 4.5 5.8 1.3 

Americas 1.3 1.9 0.5 

EMEA 2.4 2.4 0.0 

Asia 0.7 1.5 0.7 

Hybrid Investments 0.0 0.0 0.0 

Hedge Funds 0.0 0.0 0.0 

Real Assets 0.0 1.0 1.0 

Commodities 0.0 1.0 1.0 

 

Classification 
Strategic  

(%) 
Tactical*  

(%) 
Active  

(%) 
Equities 31.9 31.9 0.0 

Developed Equities 27.8 27.5 -0.3 

Developed Large Cap Equities 24.0 23.0 -1.0 

Americas 16.2 16.2 0.0 

US All 15.3 15.3 0.0 

Canada 0.9 0.9 0.0 

EMEA 4.7 3.6 -1.2 

UK 1.3 1.4 0.1 

Germany 0.6 0.3 -0.4 

France 0.8 0.4 -0.5 

Switzerland 0.8 0.8 0.0 

Benelux 0.3 0.1 -0.2 

Scandi 0.4 0.4 0.0 

Spain 0.2 0.1 -0.1 

Italy 0.2 0.1 -0.1 

Others 0.1 0.0 0.0 

Asia 3.1 3.2 0.1 

Australasia 0.6 0.7 0.1 

Far East ex Japan 0.4 0.5 0.0 

Japan 2.1 2.1 0.0 
Developed Small/ 
Mid Cap Equities 3.8 4.5 0.7 

Americas 2.2 2.8 0.7 

EMEA 1.1 1.1 0.0 

Europe (ex UK) 0.8 0.8 0.0 

UK 0.2 0.2 0.0 

Asia 0.6 0.6 0.0 

Asia (ex Japan) 0.1 0.2 0.0 

Japan 0.4 0.5 0.0 

Emerging All Cap Equities 4.1 4.4 0.3 

Americas 0.4 0.8 0.3 

Brazil 0.3 0.5 0.2 

Mexico 0.1 0.2 0.1 

Other 0.1 0.1 0.1 

EMEA 0.4 0.2 -0.2 

Turkey 0.0 0.0 0.0 

Russia and Eastern Europe 0.2 0.1 -0.1 

South Africa 0.1 0.1 -0.1 

Other 0.0 0.0 0.0 

Asia 3.2 3.5 0.2 

China 1.8 2.0 0.1 

India 0.4 0.4 0.0 

South Korea 0.4 0.4 0.0 

Taiwan 0.4 0.4 0.0 

Other Emerging Asia 0.3 0.3 0.0 

Total 100.0 100.0 0.0 
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Global USD without Hedge Funds: Risk Level 2 - Tactical 
Allocations 

 

Global Equities 

 

 

 

 

Figures in brackets are active allocations. All allocations are subject to change at discretion of the GIC of the Citi Private Bank. 

 

Global Fixed Income 
 

 

Hedge Funds  

 

Commodities  

 

Cash 
 

 

 

 

 

 

 

 

 

Core Positions 

Global equities have a neutral position overall, global fixed income has an underweight of -1.0% 
with gold overweight at +1.0% and cash at neutral position. 

Within equities, developed large cap equities have an underweight of -1.0% while developed 
small mid cap equities have an overweight of +0.7% followed by emerging market equities at 
+0.3%.  

Within fixed income, developed government debt has a large underweight position at -5.1% with 
US treasuries at an overweight position. Developed corporate investment grade debt has the 
largest overweight at +2.7% mainly contributed by US. 

Emerging market debt has an overweight positon of +1.3% with overweight in Asia and LatAm. 

  

Cash (0.0%)
4.0%

Developed national, 
supranational and 
regional (-5.1%)

40.3%

Developed corporate 
investment grade (2.7%)

14.9%

Developed high 
yield (0.1%)

2.1%

Emerging market debt 
(1.3%)
5.8%

Developed large cap 
equities (-1.0%)

23.0%

Developed small/mid cap 
equities (0.7%)

4.5%

Emerging all cap equities 
(0.3%)
4.4%

Commodities (1.0%)
1.0%
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Global USD without Hedge Funds: Risk Level 3 

Risk Level 3 is designed for investors with a blended objective who require a mix of assets and seek a balance between 
investments that offer income and those positioned for a potentially higher return on investment. Risk Level 3 may be appropriate 
for investors willing to subject their portfolio to additional risk for potential growth in addition to a level of income reflective of his/her 
stated risk tolerance. 

 

 

Active = the difference between tactical and strategic allocations. Minor differences may result due to rounding. 

Classification 
Strategic 

(%) 
Tactical*  

(%) 
Active  

(%) 

Cash 2.0 2.0 0.0 

Fixed Income 36.5 35.0 -1.5 

Developed  
Investment Grade 32.2 29.6 -2.6 

Developed National, 
Supranational and Regional 25.4 20.8 -4.6 

Americas 14.0 19.1 5.1 

EMEA 7.7 1.2 -6.5 

UK 1.3 0.3 -1.0 

Core Europe 3.5 0.5 -3.0 

Peripheral Europe 2.6 0.2 -2.4 

Others 0.2 0.1 -0.1 

Asia 3.7 0.5 -3.2 

Asia (ex Japan) 0.1 0.1 0.0 

Japan 3.5 0.3 -3.2 

Supranational 0.0 0.0 0.0 

Developed Corporate 
Investment Grade 6.8 8.9 2.0 

Americas 4.5 6.7 2.2 

US 4.2 6.5 2.2 

Canada 0.3 0.3 0.0 

EMEA 2.3 2.1 -0.2 

Europe (ex UK) 1.9 1.9 0.0 

UK 0.4 0.2 -0.2 

Asia 0.0 0.0 0.0 

Developed High Yield 2.0 2.0 0.0 

Americas 1.6 1.6 0.0 

EMEA 0.4 0.4 0.0 

Emerging Market Debt 2.3 3.4 1.1 

Americas 0.7 1.1 0.4 

EMEA 1.2 1.2 0.0 

Asia 0.4 1.0 0.6 

Hybrid Investments 0.0 0.0 0.0 

Hedge Funds 0.0 0.0 0.0 

Real Assets 0.0 1.5 1.5 

Commodities 0.0 1.5 1.5 

 

Classification 
Strategic  

(%) 
Tactical*  

(%) 
Active  

(%) 
Equities 61.5 61.5 0.0 

Developed Equities 53.9 52.9 -1.0 

Developed Large Cap Equities 46.5 43.5 -3.0 

Americas 31.3 31.3 0.0 

US All 29.6 29.6 0.0 

Canada 1.7 1.7 0.0 

EMEA 9.2 5.9 -3.3 

UK 2.5 2.5 0.0 

Germany 1.2 0.3 -0.9 

France 1.6 0.4 -1.2 

Switzerland 1.5 1.5 0.0 

Benelux 0.7 0.2 -0.5 

Scandi 0.8 0.8 0.0 

Spain 0.4 0.1 -0.3 

Italy 0.3 0.1 -0.3 

Others 0.1 0.0 -0.1 

Asia 6.0 6.3 0.3 

Australasia 1.1 1.3 0.2 

Far East ex Japan 0.8 0.9 0.1 

Japan 4.1 4.1 0.0 
Developed Small/ 
Mid Cap Equities 7.4 9.4 2.0 

Americas 4.2 6.2 2.0 

EMEA 2.0 2.0 0.0 

Europe (ex UK) 1.6 1.6 0.0 

UK 0.5 0.5 0.0 

Asia 1.2 1.2 0.0 

Asia (ex Japan) 0.3 0.3 0.0 

Japan 0.9 0.9 0.0 

Emerging All Cap Equities 7.6 8.6 1.0 

Americas 0.8 1.8 1.0 

Brazil 0.5 1.0 0.5 

Mexico 0.2 0.5 0.3 

Other 0.1 0.3 0.2 

EMEA 0.7 0.0 -0.7 

Turkey 0.0 0.0 0.0 

Russia and Eastern Europe 0.4 0.0 -0.4 

South Africa 0.3 0.0 -0.3 

Other 0.0 0.0 0.0 

Asia 6.1 6.8 0.7 

China 3.4 3.8 0.4 

India 0.7 0.8 0.1 

South Korea 0.7 0.8 0.1 

Taiwan 0.7 0.8 0.1 

Other Emerging Asia 0.5 0.6 0.1 

Total 100.0 100.0 0.0 
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Global USD without Hedge Funds: Risk Level 3 - Tactical 
Allocations 

 

Global Equities 

 

 

 

 

Figures in brackets are active allocations. All allocations are subject to change at discretion of the GIC of the Citi Private Bank. 

 

Global Fixed Income 
 

 

Hedge Funds  

 

Commodities  

 

Cash 
 

 

 

 

 

 

 

 

 

Core Positions 

Global equities have a neutral position overall, global fixed income has an underweight of -1.5% 
with gold overweight at +1.5% and cash at neutral position. 

Within equities, developed large cap equities have an underweight of -3.0% while developed 
small mid cap equities have an overweight of +2.0% followed by emerging market equities at 
+1.0%.  

Within fixed income, developed government debt has a large underweight position at -4.6% with 
US treasuries at an overweight position. Developed corporate investment grade debt has the 
largest overweight at +2.0% mainly contributed by US. 

Emerging market debt has an overweight positon of +1.1% with overweight in Asia and LatAm. 

  

Cash (0.0%)
2.0%

Developed national, 
supranational and 
regional (-4.6%)

20.8%

Developed corporate 
investment grade (2.0%)

8.9%

Developed high yield 
(0.0%)
2.0%

Emerging market debt 
(1.1%)
3.4%

Developed large cap 
equities (-3.0%)

43.5%

Developed small/mid cap 
equities (2.0%)

9.4%

Emerging all cap equities 
(1.0%)
8.6%

Commodities (1.5%)
1.5%
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Global USD without Hedge Funds: Risk Level 4 

Risk Level 4 is designed for investors with a blended objective who require a mix of assets and seek a balance between 
investments that offer income and those positioned for a potentially higher return on investment. They are willing to subject a large 
portion of their portfolio to greater risk and market value fluctuations in anticipation of a potentially greater return on investment. 
Investors may have a preference for investments or trading strategies that may assume higher-than-normal market risks and/or 
potentially less liquidity with the goal (but not guarantee) of commensurate gains. 

 

Active = the difference between tactical and strategic allocations. Minor differences may result due to rounding. 

Classification 
Strategic 

(%) 
Tactical*  

(%) 
Active  

(%) 

Cash 2.0 2.0 0.0 

Fixed Income 18.4 16.8 -1.6 

Developed  
Investment Grade 16.4 14.3 -2.1 

Developed National, 
Supranational and Regional 12.9 9.9 -3.0 

Americas 7.1 9.4 2.3 

EMEA 3.9 0.4 -3.5 

UK 0.7 0.1 -0.6 

Core Europe 1.8 0.1 -1.6 

Peripheral Europe 1.3 0.1 -1.3 

Others 0.1 0.0 -0.1 

Asia 1.9 0.1 -1.7 

Asia (ex Japan) 0.1 0.1 0.0 

Japan 1.8 0.1 -1.7 

Supranational 0.0 0.0 0.0 

Developed Corporate 
Investment Grade 3.5 4.4 0.9 

Americas 2.3 3.4 1.1 

US 2.1 3.2 1.1 

Canada 0.1 0.1 0.0 

EMEA 1.2 1.0 -0.2 

Europe (ex UK) 1.0 0.9 -0.1 

UK 0.2 0.1 -0.1 

Asia 0.0 0.0 0.0 

Developed High Yield 0.0 0.0 0.0 

Americas 0.0 0.0 0.0 

EMEA 0.0 0.0 0.0 

Emerging Market Debt 2.0 2.4 0.4 

Americas 0.6 0.8 0.2 

EMEA 1.1 0.8 -0.2 

Asia 0.3 0.8 0.4 

Hybrid Investments 0.0 0.0 0.0 

Hedge Funds 0.0 0.0 0.0 

Real Assets 0.0 1.6 1.6 

Commodities 0.0 1.6 1.6 

 

Classification 

Strategic 

(%) 

Tactical* 

(%) 

Active 

(%) 
Equities 79.6 79.6 0.0 

Developed Equities 69.4 68.0 -1.4 

Developed Large Cap Equities 59.9 55.7 -4.2 

Americas 40.3 40.3 0.0 

US All 38.2 38.1 0.0 

Canada 2.2 2.2 0.0 

EMEA 11.8 7.2 -4.6 

UK 3.3 3.2 -0.1 

Germany 1.6 0.3 -1.3 

France 2.1 0.4 -1.7 

Switzerland 1.9 1.9 0.0 

Benelux 0.8 0.2 -0.7 

Scandi 1.1 1.1 0.0 

Spain 0.5 0.1 -0.4 

Italy 0.4 0.1 -0.3 

Others 0.2 0.0 -0.1 

Asia 7.8 8.2 0.4 

Australasia 1.5 1.7 0.2 

Far East ex Japan 1.0 1.2 0.2 

Japan 5.3 5.3 0.0 
Developed Small/ 
Mid Cap Equities 9.5 12.3 2.8 

Americas 5.4 8.2 2.8 

EMEA 2.6 2.6 0.0 

Europe (ex UK) 2.0 2.0 0.0 

UK 0.6 0.6 0.0 

Asia 1.5 1.5 0.0 

Asia (ex Japan) 0.4 0.4 0.0 

Japan 1.1 1.1 0.0 

Emerging All Cap Equities 10.2 11.6 1.4 

Americas 1.1 2.5 1.4 

Brazil 0.7 1.4 0.7 

Mexico 0.2 0.7 0.5 

Other 0.1 0.4 0.3 

EMEA 1.0 0.0 -1.0 

Turkey 0.1 0.0 -0.1 

Russia and Eastern Europe 0.5 0.0 -0.5 

South Africa 0.4 0.0 -0.4 

Other 0.0 0.0 0.0 

Asia 8.1 9.1 1.0 

China 4.6 5.1 0.6 

India 0.9 1.0 0.1 

South Korea 0.9 1.1 0.1 

Taiwan 1.0 1.1 0.1 

Other Emerging Asia 0.7 0.8 0.1 

Total 100.0 100.0 0.0 
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Global USD without Hedge Funds: Risk Level 4 - Tactical 
Allocations 

 

Global Equities 

 

 

Figures in brackets are active allocations. All allocations are subject to change at discretion of the GIC of the Citi Private Bank. 

 

Global Fixed Income 
 

 

Hedge Funds  

 

Commodities  

 

Cash 
 

 

 

 

 

 

 

 

 

Core Positions 

Global equities have a neutral position overall, global fixed income has an underweight of -1.6% 
with gold overweight at +1.6% and cash at neutral position. 

Within equities, developed large cap equities have an underweight of -4.2% while developed 
small mid cap equities have an overweight of +2.8% followed by emerging market equities at 
+1.4%.  

Within fixed income, developed government debt has a large underweight position at -3.0% with 
US treasuries at an overweight position. Developed corporate investment grade debt has the 
largest overweight at +0.9% mainly contributed by US. 

Emerging market debt has an overweight positon of +0.4% with overweight in Asia and LatAm. 

     

  

Cash (0.0%)
2.0%

Developed national, 
supranational and 
regional (-3.0%)

9.9%

Developed corporate 
investment grade (0.9%)

4.4%

Developed high yield 
(0.0%)
0.0%

Emerging market debt 
(0.4%)
2.4%

Developed large cap 
equities (-4.2%)

55.7%

Developed small/mid cap 
equities (2.8%)

12.3%

Emerging all cap equities 
(1.4%)
11.6%

Commodities (1.6%)
1.6%
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Global USD without Hedge Funds: Risk Level 5 

Risk Level 5 is designed for investors who emphasize return on investment. They are willing to subject their entire portfolio to 
greater risk and market value fluctuations in anticipation of a potentially greater return on investments. Investors may have a 
preference for investments or trading strategies that may assume higher than-normal market risks and/or potentially less liquidity 
with the goal (but not guarantee) of commensurate gains. Clients may engage in tactical or opportunistic trading, which may involve 
higher volatility and variability of returns. 

 

 

 

 

Active = the difference between tactical and strategic allocations. Minor differences may result due to rounding. 

Classification 
Strategic 

(%) 
Tactical*  

(%) 
Active  

(%) 

Cash 0.0 0.0 0.0 

Fixed income 0.0 0.0 0.0 

Developed Investment 
Grade 0.0 0.0 0.0 

Developed national, 
supranational and regional 0.0 0.0 0.0 

Developed Corporate 
Investment Grade 0.0 0.0 0.0 

Americas 0.0 0.0 0.0 

EMEA 0.0 0.0 0.0 

Europe (ex UK) 0.0 0.0 0.0 

UK 0.0 0.0 0.0 

Asia 0.0 0.0 0.0 

Asia (ex Japan) 0.0 0.0 0.0 

Japan 0.0 0.0 0.0 

Developed high yield 0.0 0.0 0.0 

Americas 0.0 0.0 0.0 

EMEA 0.0 0.0 0.0 

Asia 0.0 0.0 0.0 

Emerging market debt 0.0 0.0 0.0 

Americas 0.0 0.0 0.0 

EMEA 0.0 0.0 0.0 

Asia 0.0 0.0 0.0 

Equities 100.0 100.0 0.0 

Global Developed Equities 87.2 85.7 -1.5 

Developed Large Cap 
Equities 75.3 70.8 -4.5 

Americas 50.7 50.7 0.0 

    US All 47.9 47.9 0.0 

Canada 2.7 2.7 0.0 

EMEA 14.8 9.8 -5.0 

    UK 4.1 4.1 0.0 

Germany 2.0 0.6 -1.4 

France 2.6 0.7 -1.8 

Switzerland 2.4 2.4 0.0 

Benelux 1.1 0.3 -0.8 

Scandi 1.3 1.3 0.0 

Spain 0.7 0.2 -0.5 

Italy 0.5 0.2 -0.4 

Others 0.2 0.1 -0.2 

    

 

Classification 
Strategic  

(%) 
Tactical*  

(%) 
Active  

(%) 

Asia 9.8 10.3 0.5 

Australasia 1.9 2.1 0.3 

Far East ex Japan 1.3 1.5 0.2 

Japan 6.6 6.6 0.0 

Developed Small/Mid 
Cap Equities 11.9 14.9 3.0 

Americas 6.7 9.7 3.0 

EMEA 3.3 3.3 0.0 

Europe (ex UK) 2.6 2.6 0.0 

UK 0.8 0.8 0.0 

Asia 1.9 1.9 0.0 

Asia (ex Japan) 0.5 0.5 0.0 

Japan 1.4 1.4 0.0 

Emerging all Cap Equities 12.8 14.3 1.5 

Americas 1.4 2.9 1.5 

Brazil 0.9 1.7 0.8 

Mexico 0.3 0.6 0.3 

Other 0.2 0.6 0.5 

EMEA 1.2 0.2 -1.0 

  Turkey 0.1 0.0 -0.1 

  Russia and Eastern Europe 0.7 0.1 -0.5 

  South Africa 0.5 0.1 -0.4 

  Other 0.0 0.0 0.0 

Asia 10.2 11.2 1.0 

China 5.7 6.3 0.6 

India 1.2 1.3 0.1 

South Korea 1.2 1.3 0.1 

Taiwan 1.2 1.3 0.1 

Other Emerging Asia 0.9 1.0 0.1 

Hybrid Investments 0.0 0.0 0.0 

Hedge Funds 0.0 0.0 0.0 

Real Assets 0.0 0.0 0.0 

Commodities 0.0 0.0 0.0 

Gold 0.0 0.0 0.0 

Total 100.0 100.0 0.0 
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Global USD without Hedge Funds: Risk Level 5 - Tactical 
Allocations 

 

Global Equities 

 

 

Figures in brackets are active allocations. All allocations are subject to change at discretion of the GIC of the Citi Private Bank. 

 

Global Fixed Income 
 

 

Hedge Funds  

 

Commodities  

 

Cash 
 

 

 

 

 

 

 

 

 

Core Positions 

Global equities, global fixed income, cash and commodities are all at neutral position. 

Within global equities, developed large cap equities have a large underweight position of -4.5% 
while developed small mid cap equities have an overweight position of +3.0%. Emerging 
equities have an overweight position of +1.5% with overweight in Asia and LatAm and 
underweight in EMEA.  

  

Cash (0.0%)
0.0%

Developed national, 
supranational and 

regional (0.0%)
0.0%

Developed corporate 
investment grade (0.0%)

0.0%

Developed high yield 
(0.0%)
0.0%

Emerging market debt 
(0.0%)
0.0%

Developed large cap 
equities (-4.5%)

70.8%

Developed small/mid cap 
equities (3.0%)

14.9%

Emerging all cap equities 
(1.5%)
14.3%

Commodities (0.0%)
0.0%
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Asset Allocation Definitions 
Asset classes Benchmarked against 

Global equities MSCI All Country World Index, which represents 48 developed and emerging equity markets. Index components are 
weighted by market capitalization. 

Global bonds Bloomberg Barclays Capital Multiverse (Hedged) Index, which contains the government -related portion of the Multiverse 
Index, and accounts for approximately 14% of the larger index. 

Hedge funds HFRX Global Hedge Fund Index, which is designed to be representative of the overall composition of the hedge fund 
universe. It comprises all eligible hedge fund strategies; including but not limited to convertible arbitrage, distressed 
securities, equity hedge, equity market neutral, event driven, macro, merger arbitrage and relative value arbitrage. 
The strategies are asset-weighted based on the distribution of assets in the hedge fund industry. 

Commodities Dow Jones-UBS Commodity Index, which is composed of futures contracts on physical commodities traded on US 
exchanges, with the exception of aluminum, nickel and zinc, which trade on the London Metal Exchange (LME). 
The major commodity sectors are represented including energy, petroleum, precious metals, industrial metals, grains, 
livestock, softs, agriculture and ex-energy. 
The Thomson Reuters / Core Commodity Index is designed to provide timely and accurate representation of a long-only, 
broadly diversified investment in commodities through a transparent and disciplined calculation methodology. 

Cash Three-month LIBOR, which is the interest rates that banks charge each other in the international inter-bank market for 
three-month loans (usually denominated in Eurodollars). 

Equities  

Developed market large 
cap 

MSCI World Large Cap Index, which is free-float adjusted and weighted by market capitalization. The index is designed 
to measure the equity market performance of the large cap stocks in 23 developed markets. Large cap is defined as 
stocks representing roughly 70% of each market’s capitalization. 

All Country Ex US MSCI All Country ex US, which is free-float adjusted and weighted by market capitalization. The index is designed to 
measure the equity market performance of the large cap stocks in all countries excluding the US. 

US Standard & Poor’s 500 Index, which is a capitalization-weighted index that includes a representative sample of 500 
leading companies in leading industries of the US economy. Although the S&P 500 focuses on the large cap segment of 
the market, with over 80% coverage of US equities, it is also an ideal proxy for the total market. 

Europe ex UK MSCI Europe ex UK Large Cap Index, which is free-float adjusted and weighted by market capitalization. The index is 
designed to measure large cap stock performance in each of Europe’s developed markets, except for the UK 

UK MSCI UK Large Cap Index, which is free-float adjusted and weighted by market capitalization. The index is designed to 
measure large cap stock performance in the UK 

Japan MSCI Japan Large Cap Index, which is free-float adjusted and weighted by market capitalization. The index is designed 
to measure large cap stock performance in Japan. 

Asia Pacific  
ex Japan 

MSCI Asia Pacific ex Japan Large Cap Index, which is free-float adjusted and weighted by market capitalization. 
The index is designed to measure the performance of large cap stocks in Australia, Hong Kong, New Zealand 
and Singapore. 

Developed market small 
and mid-cap (SMID) 

MSCI World Small Cap Index, which is a capitalization-weighted index that measures small cap stock performance in 23 
developed equity markets. 

Emerging market MSCI Emerging Markets Index, which is free-float adjusted and weighted by market capitalization. The index is designed 
to measure equity market performance of 22 emerging markets. 

Bonds  

Developed sovereign Citi World Government Bond Index (WGBI), which consists of the major global investment grade government bond 
markets and is composed of sovereign debt, denominated in the domestic currency. To join the WGBI, the market must 
satisfy size, credit and barriers-to-entry requirements. In order to ensure that the WGBI remains an investment grade 
benchmark, a minimum credit quality of BBB–/Baa3 by either S&P or Moody's is imposed. The index is rebalanced 
monthly. 

Emerging sovereign Citi Emerging Market Sovereign Bond Index (ESBI), which includes Brady bonds and US dollar -denominated emerging 
market sovereign debt issued in the global, Yankee and Eurodollar markets, excluding loans. It is composed of debt in 
Africa, Asia, Europe and Latin America. We classify an emerging market as a sovereign with a maximum foreign debt 
rating of BBB+/Baa1 by S&P or Moody's. Defaulted issues are excluded. 

Supranationals Citi World Broad Investment Grade Index (WBIG)—Government Related, which is a subsector of the WBIG. The index 
includes fixed rate investment grade agency, supranational and regional government debt, denominated in the domestic 
currency. The index is rebalanced monthly. 

Corporate 
investment grade 

Citi World Broad Investment Grade Index (WBIG)—Corporate, which is a subsector of the WBIG. The index includes 
fixed rate global investment grade corporate debt within the finance, industrial and utility sectors, denominated in the 
domestic currency. The index is rebalanced monthly. 

Corporate  
high yield 

Bloomberg Barclays Global High Yield Corporate Index. Provides a broad-based measure of the global high yield fixed 
income markets. It is also a component of the Multiverse Index and the Global Aggregate Index. 

Securitized 
 
 

Citi World Broad Investment Grade Index (WBIG)—Securitized, which is a subsector of the WBIG. The index includes 
global investment grade collateralized debt denominated in the domestic currency, including mortgage -backed 
securities, covered bonds (Pfandbriefe) and asset-backed securities. The index is rebalanced monthly. 

Moody's Baa Corporate Bond Index is an investment bond index that tracks the performance of all bonds given 

a Baa rating by Moody's Investors Service. 

BAML US Corporate index (Bank of America Merrill Lynch) tracks the performance of US dollar 

denominated investment grade rated corporate debt publically issued in the US domestic market. 
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Other miscellaneous 
definitions 

 

Asset Backed Securities 
(ABS) 

A security whose income payments and hence value are derived from and collateralized (or "backed") by a specified 
pool of underlying assets such as consumer credit card debt or auto loans. 

Commercial Mortgage 
Backed Securities 
(CMBS) 

Commercial mortgage-backed securities (CMBS) are a type of mortgage-backed security that is secured by mortgages 
on commercial properties, instead of residential real estate. 

High Yield Corporate 
Bonds (HY) 

High yield corporate bonds are bonds with a credit rating less than BBB- (S&P) or Baa3 (Moody’s), and are debt 
securities issued by a corporation and sold to investors. The backing for the bond is usually the payment ability of the 
company, which is typically money to be earned from future operations. 

Investment Grade 
Corporate Bonds (IG) 

Investment grade corporate bonds are bonds with a credit rating equal to or above BBB- (S&P) or Baa3 (Moody’s), and 
are debt securities issued by a corporation and sold to investors. The backing for the bond is usually the payment ability 
of the company, which is typically money to be earned from future operations. 
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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 
links, 

http://www.theocc.com/components/docs/riskstoc.pdf and 
http://www.theocc.com/components/docs/about/publications/november_2012_supplement.pdf and 
https://www.theocc.com/components/docs/about/publications/october_2018_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 
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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. 

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. 

Other businesses within Citigroup Inc. and affiliates of Citigroup Inc. may give advice, make recommendations, and take action in the interest of their 
clients, or for their own accounts, that may differ from the views expressed in this document. All expressions of opinion are current as of the date of 
this document and are subject to change without notice. Citigroup Inc. is not obligated to provide updates or changes to the information contained in 
this document. 

The expressions of opinion are not intended to be a forecast of future events or a guarantee of future results. Past performance is not a guarantee of 
future results. Real results may vary. 

Although information in this document has been obtained from sources believed to be reliable, Citigroup Inc. and its affiliates do not guarantee its 
accuracy or completeness and accept no liability for any direct or consequential losses arising from its use. Throughout this publication where charts 
indicate that a third party (parties) is the source, please note that the attributed may refer to the raw data received from such parties. No part of this 
document may be copied, photocopied or duplicated in any form or by any means, or distributed to any person that is not an employee, officer, 
director, or authorized agent of the recipient without Citigroup Inc.’s prior written consent. 

Citigroup Inc. may act as principal for its own account or as agent for another person in connection with transactions placed by Citigroup Inc. for its 
clients involving securities that are the subject of this document or future editions of the Quadrant. 

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. 

 
(MLP’s) - 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. Investment in a basket of Energy Related MLPs may expose the investor to concentration risk 
due to industry, geographical, political, and regulatory concentration. 

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 
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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. 

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.  

The indexes 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. Index returns do not include any expenses, fees or sales charges, which would lower performance.  

Past performance is no guarantee of future results. 

International investing entails greater risk, as well as greater potential rewards compared to US investing. These risks include political and economic 
uncertainties of foreign countries as well as the risk of currency fluctuations. These risks are magnified in countries with emerging markets, since 
these countries may have relatively unstable governments and less established markets and economics. 

Investing in smaller companies involves greater risks not associated with investing in more established companies, such as business risk, significant 
stock price fluctuations and illiquidity.  

Factors affecting commodities generally, index components composed of futures contracts on nickel or copper, which are industrial metals, may be 
subject to a number of additional factors specific to industrial metals that might cause price volatility. These include changes in the level of industrial 
activity using industrial metals (including the availability of substitutes such as manmade or synthetic substitutes); disruptions in the supply chain, 
from mining to storage to smelting or refining; adjustments to inventory; variations in production costs, including storage, labor and energy costs; 
costs associated with regulatory compliance, including environmental regulations; and changes in industrial, government and consumer demand, 
both in individual consuming nations and internationally. Index components concentrated in futures contracts on agricultural products, including 
grains, may be subject to a number of additional factors specific to agricultural products that might cause price volatility. These include weather 
conditions, including floods, drought and freezing conditions; changes in government policies; planting decisions; and changes in demand for 
agricultural products, both with end users and as inputs into various industries. 

The information contained herein is not intended to be an exhaustive discussion of the strategies or concepts mentioned herein or tax or legal 
advice. Readers interested in the strategies or concepts should consult their tax, legal, or other advisors, as appropriate.  

Diversification does not guarantee a profit or protect against loss. Different asset classes present different risks.  

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 
U.S., investment products and services are provided by Citigroup Global Markets Inc. (“CGMI”), member FINRA and SIPC, and Citi Private Advisory, 
LLC (“Citi Advisory”), member FINRA and SIPC. CGMI accounts are carried by Pershing LLC, member FINRA, NYSE, SIPC. Citi Advisory acts as 
distributor of certain alternative investment products to clients of Citi Private Bank. CGMI, Citi Advisory and Citibank, N.A. are affiliated companies 
under the common control of Citigroup.  

Outside the U.S., investment products and services are provided by other Citigroup affiliates. Investment Management services (including portfolio 
management) are available through CGMI, Citi Advisory, Citibank, N.A. and other affiliated advisory businesses. These Citigroup affiliates, including 
Citi Advisory, will be compensated for the respective investment management, advisory, administrative, distribution and placement services they 
may provide.  

Citibank, N.A., Hong Kong / Singapore organised under the laws of U.S.A. with limited liability. This communication is distributed in Hong 
Kong by Citi Private Bank operating through Citibank N.A., Hong Kong Branch, which is registered in Hong Kong with the Securities and Futures 
Commission for Type 1 (dealing in securities), Type 4 (advising on securities), Type 6 (advising on corporate finance) and Type 9 (asset 
management) regulated activities with CE No: (AAP937) or in Singapore by Citi Private Bank 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 communication should be directed 
to registered or licensed representatives of the relevant aforementioned entity. The contents of this communication have not been reviewed by any 
regulatory authority in Hong Kong or any regulatory authority in Singapore. This communication contains confidential and proprietary information and 
is intended only for recipient in accordance with accredited investors requirements in Singapore (as defined under the Securities and Futures Act 
(Chapter 289 of Singapore) (the “Act” )) and professional investors requirements in Hong Kong(as defined under the Hong Kong Securities and 
Futures Ordinance and its subsidiary legislation). For regulated asset management services, any mandate will be entered into only with Citibank, 
N.A., Hong Kong Branch and/or Citibank, N.A. Singapore Branch, as applicable. Citibank, N.A., Hong Kong Branch or Citibank, N.A., Singapore 
Branch may sub-delegate all or part of its mandate to another Citigroup affiliate or other branch of Citibank, N.A. Any references to named portfolio 
managers are for your information only, and this communication shall not be construed to be an offer to enter into any portfolio management 
mandate with any other Citigroup affiliate or other branch of Citibank, N.A. and, at no time will any other Citigroup affiliate or other branch of 
Citibank, N.A. or any other Citigroup affiliate enter into a mandate relating to the above portfolio with you. To the extent this communication is 
provided to clients who are booked and/or managed in Hong Kong: No other statement(s) in this communication shall operate to remove, exclude or 
restrict any of your rights or obligations of Citibank under applicable laws and regulations. Citibank, N.A., Hong Kong Branch does not intend to rely 
on any provisions herein which are inconsistent with its obligations under the Code of Conduct for Persons Licensed by or Registered with the 
Securities and Futures Commission, or which mis-describes the actual services to be provided to you.  

Citibank, N.A. is incorporated in the United States of America and its principal regulators are the US Office of the Comptroller of Currency and 
Federal Reserve under US laws, which differ from Australian laws. Citibank, N.A. does not hold an Australian Financial Services Licence under the 
Corporations Act 2001 as it enjoys the benefit of an exemption under ASIC Class Order CO 03/1101 (remade as ASIC Corporations (Repeal and 
Transitional) Instrument 2016/396 and extended by ASIC Corporations (Amendment) Instrument 2019/902). 
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