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In recent weeks, as U.S. fiscal policymakers were waging their “war on certainty”, most investors remained
surprisingly calm. U.S. equities fell no more than 2% from the time it became clear that there would be a
government shutdown and the public threats of a looming U.S. Treasury default were stepped up. In contrast
to the relatively calm response by private investors to the latest political tempest, we find that the scars of the
2008-2009 down turn still seem to have left an imprint on the portfolio preferences of the same investors.

In a recent poll of more than 50 large family office representatives from 20 countries conducted by Citi Private
Bank, investors overwhelmingly said they expect U.S. interest rates to rise moderately in the coming year,
with 60% expecting long-term market rates to rise 50 basis points and 17% expecting an increase of 100
basis points or more. Just 2% of those polled expected U.S. rates to fall, with the balance looking for rates to
remain “flat.” Combining this view with current low market yields, it implies an expectation for a near zero total
return in long-term, high quality bonds over the coming year. Meanwhile, the same group indicated the
weighted expectation for their overall, long-term portfolio return was 8%.

When asked about the asset allocation of their portfolios, the weighted allocation to public stocks averaged
about 25%, with the largest share of the respondents allocating less than 30%. Reflecting views that very low
rates would gradually climb, the allocation to bonds was also a low 17%. For various classes of less liquid
and/or alternative investments, the weighted average was 19%.

However, using these weightings, our own return expectation for such a portfolio - with the remainder a very
large implied overweight to cash (a shade below 40%) comes to just 4.4%. This matches what we at Citi
Private Bank observe generally among end investors: very high cash holdings, with a current asset allocation
unlikely to achieve return targets.

Asked if U.S. stocks were more likely to rise or fall 10% over the coming year, 65% expected a gain. What
does this all suggest? In our view, under-invested bulls.

As Figures 1 and 2 show, in the past six years the U.S. stock market fell 50%, then more than tripled on very
little investor participation or "flow volume", which is typical of collapse periods and snapbacks. This is not the
pattern in maturing bull markets, when returns moderate, but participation increases. Given a wide range of
options, stocks were the single largest choice for the next incremental investment among surveyed family
office investors.

Meanwhile, as Figure 3 shows, long-term U.S. real return bonds now offer yields a full 100 basis points below
the average of the past 10 years — an unusually bad decade for U.S. labor markets, capital flows and
generalized economic performance.

Interestingly, without any calculations in common, we estimate that the embedded inflation-adjusted earnings
per share (EPS) growth rate priced into current U.S. share prices is at a similar level to real U.S. rates: just
0.7%. This is well below long-term norms, and quite the mirror opposite of the bubble-period's enormous
expectations, which peaked in 2000 at roughly double the current market price/earnings multiple.




Figure 1. S&P 500 vs Trailing 12-Month Operating Figure 2. Cumulative U.S. Equity vs Fixed Income Fund
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Source: Standard & Poor’s, Thomson Financial, and Citi Private Source: EPFR — weekly data since inception. As of October 16, 2013.
Bank as of October 17, 2013.

Figure 3. Real Yield (10-Year TIPS) vs Implied Real EPS Growth Rate in S&P 500
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Source: Federal Reserve Board as of September 2013, S&P, University of Michigan, Citi Private Bank

Our own future equity return expectations are positive, but well short of the pace seen over the past five years
as market valuations are now far from depressed. However, in the recovery to date, investors have doubted
the sustainability of huge profit gains seen at the start of the U.S. rebound. In the U.S. stock market, EPS this
year may be nearly 30% above 2007’s level, yet share prices are just over 10% higher than 2007’s peak, as
Figure 1 shows. Valuations have actually fallen during the age of quantitative easing and while profits are
likely to grow slowly— unlike 2007— the U.S. economic expansion isn’t over.

Our interpretation of the current market pricing is that in the years ahead, U.S. equity markets can likely
absorb a gradual rise in risk-free interest rates, assuming the source of the rise is increased growth
expectations, or alternatively, confidence in the sustainability of growth.

The latter explanation — concerns of sustainability — seem the more likely reasoning for the still low readings
on long-term trend growth expectations that we measure in market pricing. While investors have witnessed
the impact that financial deleveraging (including a dramatic rise in bank equity capital and large declines in
consumer debt burdens) has had on economic growth in recent years, they haven’t fully accepted the benefits
in terms of safety and durability. For example, the U.S. economy grew moderately through a rather significant



fiscal tightening this year that might in other times have catalyzed an economic contraction. The economy is
also likely to swiftly rebound from the modest effects of the recent government shutdown.

Markets are sure to post continued modest corrections from time to time when they become overextended, as
they have in recent years. This may be the case in the near term given how smoothly markets sailed through
the shutdown. The actions from the Congress — with some members playing a game of “chicken” with the full
faith and credit of the U.S. government - have worked against our constructive view. Yet more and more,
investors are gradually coming to believe that such negatives will be overcome.

Among the developments investors take great comfort in is the huge and likely lasting surge in U.S. energy
output. Of course, this is far from a secret now, raising concerns about a “crowded consensus.” Nonetheless,
there should be long-lasting impacts from the changing composition of global growth, with a stronger internal
production outlook in the U.S. and some other developed economies shifting growth prospects back from
certain emerging markets.

In the U.S. case, policymakers have done the U.S. dollar no favors recently with the Fed apparently treating
the government shutdown as an external growth risk and extending quantitative easing. But private sector
developments contrast with the decade just past, which was characterized by a falling U.S. dollar and surging
external deficits (see figure 4). Over that same past decade, growth came very easy for commodity exporters
in the emerging world as oil and other commodities sustained a surge in demand for a variety of reasons.
Global investor portfolio flows have merely started to reflect these changes (see figure 5).

Figure 4. U.S. Mining Output Index (Crude O, Figure 5. Cumulative DM vs EM Equity Fund Flows (USD,
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Important information

In any instance where distribution of this communication ("Communication") is subject to the rules of the U.S.
Commodity Futures Trading Commission ("CFTC"), this communication constitutes an invitation to consider entering
into a derivatives transaction under U.S. 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 U.S. Securities and Exchange Commission. Before buying or selling options
you should obtain and review the current version of the Options Clearing Corporation booklet, Characteristics and Risks of
Standardized Options. A copy of the booklet can be obtained upon request from Citigroup Global Markets Inc., 390 Greenwich
Street, 3rd Floor, New York, NY 10013 or by clicking the following link, http://www.theocc.com/components/docs/riskstoc.pdf



http://www.theocc.com/components/docs/riskstoc.pdf

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

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

Citi often acts as an issuer of financial instruments and other products, acts as a market maker and trades as principal in many
different financial instruments and other products, and can be expected to perform or seek to perform investment banking and
other services for the issuer of such financial instruments or other products. The author of this Communication may have
discussed the information contained therein with others within or outside Citi, and the author and/or such other Citi personnel may
have already acted on the basis of this information (including by trading for Citi's proprietary accounts or communicating the
information contained herein to other customers of Citi). Citi, Citi's personnel (including those with whom the author may have
consulted in the preparation of this communication), and other customers of Citi may be long or short the financial instruments or
other products referred to in this Communication, may have acquired such positions at prices and market conditions that are no
longer available, and may have interests different from or adverse to your interests.

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.

This document is for informational purposes only and does not constitute a solicitation to buy or sell securities. The views
expressed in this document by the Global Investment Committee do not constitute research, investment advice or trade
recommendations, and are not tailored to meet the individual investment circumstances or objectives of any investor. Recipients
of this document should not rely on the views expressed or the information included in this document as the primary basis for any
investment decision. Investors are urged to consult with their financial advisors before buying or selling securities. Some or all of
the content of this document, including expressions of opinion and data, may be provided to other businesses within Citigroup
Inc. or affiliates of Citigroup Inc. for their own use and benefit or for the benefit of their customers prior to dissemination to the
recipients of this document. If such other businesses and affiliates act on the information before the recipients of this document,
the actions of these businesses may minimize or negate certain investment opportunities of the recipients of this document. 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 and
Quadrant Asia.

Bonds are affected by a number of risks, including fluctuations in interest rates, credit risk and prepayment risk. In general, as
prevailing interest rates rise, fixed income securities prices will fall. Bonds face credit risk if a decline in an issuer's credit rating, or
creditworthiness, causes a bond's price to decline. High yield bonds are subject to additional risks such as increased risk of
default and greater volatility because of the lower credit quality of the issues. Finally, bonds can be subject to prepayment risk.
When interest rates fall, an issuer may choose to borrow money at a lower interest rate, while paying off its previously issued
bonds. As a consequence, underlying bonds will lose the interest payments from the investment and will be forced to reinvest in a
market where prevailing interest rates are lower than when the initial investment was made.



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

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

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

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

In the United Kingdom, Citibank N.A., London, and Citibank International plc, Citigroup Centre, Canada Square, Canary Wharf,
London, E14 5LB are authorized and regulated by the Financial Services Authority. In Jersey, this document is communicated by
Citibank N.A., Jersey Branch which has its registered address at PO Box 104, 38 Esplanade, St Helier, Jersey JE4 8QB. Citibank
N.A., Jersey Branch is regulated by the Jersey Financial Services Commission to conduct deposit-taking business under the
Banking Business (Jersey) Law 1991 and investment business under the Financial Services (Jersey) Law 1998. Citibank N.A.,
Jersey Branch is a member of the Depositors Compensation Scheme as set out in the Banking (Depositors Compensation)
(Jersey) Regulations 2009. Further details of the scheme are available on request.

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 nonbank affiliates of Citigroup. Not all products and services are provided by all affiliates or
are available at all locations. Citi and Citi with Arc Design are registered or service marks of Citigroup or its affiliates. View the
online version for full disclaimer.
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