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When will the Fed be ready to act?
In the recent FOMC meeting, the committee removed the word "patient" as a description for when it
would hike rates, instead remarking that a rate hike "remains unlikely at the April" meeting. Chairman
Yellen said this did not mean the Fed would be "impatient" but would "finally raise rates" if and when
data confirm the committee's baseline views.
Overall, Citi analysts believe the signal to the market is that the Fed is on the path to raising interest
rates, but not in a big hurry. We remain longer-term bullish on equities and anticipate the USD to resume
its upward trend, but expect there could be volatility as the Fed's monetary policy evolves later this year.
In this environment, we prefer selective sectors in the US with a tilt toward cyclical such as Financials
and Tech.

Macro Overview


US: Fed has affirmed that interest rate normalization is dependent on the strength of incoming data.



Europe: Cyclical recovery may gain momentum; ECB’s QE program may continue beyond Sep 2016.



Japan: Above-trend growth anticipated; BoJ may implement additional easing measures in July.



Asia: Citi analysts maintain our below-consensus 1Q GDP forecast at 6.7% for China and expect two
more policy rate cuts and 2-3 more RRR cuts in 2015.

Equities: Overweight


Equities are no longer cheap following a few years of re-rating but are not rich either across the board.



We overweight regions where QE support is a positive (Japan and Europe) relative to richer markets
(US) or regions with poor growth dynamics such as EM (Asia is the only overweight within EM space).

Bonds: Underweight


High Yield: Favouring relative value in higher-quality Single-B and Double-B credits.



Emerging Market Debt: Cautious on local debt given improving prospects for stronger USD.

Commodities: Neutral


Gold: Appears to lack in positive momentum.



Oil: Brent prices could return to the $60 range by year-end.

Currencies: FOMC Less Patient, More Cautious?


GBP: Stronger vs. EUR, Weaker vs. USD.



EM Asia: Relative outperformance to continue relative to other EM currencies.

Summary
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Equity Markets and Commodities
United States
Monetary policy dependent on strength of data
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We are cutting our 2015 growth forecast by 0.2 percentage points to
3.1% because of recent data showing weaker-than-expected
consumption and a pullback in construction. While we expect the
temporary boost from lower energy prices to dissipate in 2016, GDP
should still grow at an above-potential pace.
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Chair Yellen has affirmed that interest rate normalization will begin
once incoming data raises the Fed's confidence in their inflation
forecast showing that inflation will rise to the 2% target in the
"medium term." We believe that the uncertainty about the outlook
for inflation and GDP growth may not support such increased
confidence until year end.
From an equity perspective, we prefer the more domestic plays and
companies less sensitive to the currency effects. We favour retailing
and consumer durable. Also we continue to see opportunities in
Financials (Banks and REITs) as well as IT (Software & Hardware).

Euro - Area
ECB may continue asset purchases beyond Sep16
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Currency weakness is likely to boost exports and indirectly lift
corporate profits and fixed investment. Fiscal policy is also turning
more supportive. Barring an accidental euro exit by Greece, we
believe that the buffer provided by the ECB’s APP will continue to
insulate euro area periphery member states from contagion risk.

50.88%

50%
40%
30%
15.99%

20%

Turning to inflation, we argue the weakest readings are behind us
and that deflation is ending. We believe that the 2016 inflation
rebound will be temporary, and that inflation rates may likely fall
back in 2017. This may well lead the ECB to continue asset
purchases beyond Sep-16.
In this environment, Citi’s strategy focuses on (1) Yield strategies
(High dividend yields and growth stocks), (2) Cyclicals/Financials
over Defensives, (3) Potential deequitisation cases (companies with
a strong balance sheet) and (4) Beneficiaries of weak Euro and
companies with high sales exposure to the US.

Japan
BoJ may implement additional easing measures in July
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We expect the economy could continue to grow at an above-trend
pace in coming quarters. Most importantly, consumer spending may
recover with solid growth in employment, a modest rise in wages
and sharply lower energy prices. Moreover, resilience in the US
economy and a pick-up in the global high-tech cycle appear to be
boosting Japan’s exports. Finally, we expect business investment to
return to an upward track in 2015.



Citi analysts expect the BoJ may implement additional easing
measures this July as a gap between the BoJ’s still bullish inflation
forecasts and actual inflation becomes more evident.
Within the market, we prefer consumer cyclical, financials and
industrials while underweight energy stocks, healthcare and
consumer durables.
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Emerging Markets (Asia, CEEMEA and Latam)
Asia continues to stand out


EM had a quicker pace of earnings downgrades than DM. This was
largely driven by the downgrades in Lat Am especially in Brazil and
Chile. EMEA’s revisions were flat, pulled down by Russia and
Hungary but buoyed by Czech and Poland. Asia’s revisions
weakened due to downgrades from India and Indonesia



We foresee sentiment to remain weak in the near-term as we
expect further gains in USD of around 10-15% over the next year or
so to impact EM growth. Having said that, EM’s PE ratio is trading
at 0.54 standard deviation below mean, suggesting equity
valuations are still undervalued.



As a result, we prefer to be selective and favour current account
surplus/commodity importer countries. In our view, Asia stands out
over Latam and CEEMEA. It continues to be the only region with
positive earnings revision relative to EM.

Gold
Appears to lack in positive momentum
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Gold’s sharp downtrend since late January appears to have been
stalled for the time being, prompted by the more dovish tone of the
recent FOMC announcement, with a June interest rate hike less
priced-in across asset markets. The initial market reaction was
supportive to the yellow metal, with COMEX prices trading up from
$1,146/oz. to highs of the week north of $1,180/oz.



However, we do not expect a sustained uptrend in gold over the
short-to-medium term on the back of a continued US recovery, as
we expect the current inverse USD/Gold relationship to remain a
key market driver in the coming months.



From a fundamental perspective, we also remain cautious on the
outlook for gold, as demand strength remains uncertain in the face
of seasonal lows in Asian retail sales following peak Lunar New
Year and Indian wedding season periods, while central bank buying
has been quieter.

Oil
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This may pull down Brent prices as US crude exports rise,
especially as European refiners are yet to fully enter turnarounds
meaning a bottom has likely not yet been reached for oil prices.
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Indeed, the path to recovery remains a highly uncertain one as the
market grapples with a new world of price-based balancing and the
ever increasing list of potential geopolitical issues further clouds the
view, but by year-end oil prices are expected to return to the $60
range.
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Bond Markets
Favour high yield credit
US Treasuries



We are lowering our 10y forecast for yearend slightly to 2.50% from 2.60% last month.
Following the recent FOMC statement, we expect a slightly more gradual path of rate hikes by the Fed than we had
earlier anticipated.

US Corporates





The relationship between USD and EUR credit markets had been decoupling for the last six months, reaching its
widest levels in six years. This has been fuelled by Fed and ECB monetary policy moving in vastly different
directions.
Given more attractive yield propositions in the US, and inflows supported by a weaker euro, we expect this
differential to compress.
This supports the relative value in USD over EUR corporates..

US High-Yield




Despite stable fundamentals (ex-energy) and a return to positive bond fund flows, the price of oil is our biggest
concern. In our view, if oil prices decline sharply, positive momentum could reverse course.
As such, we maintain an up-in-quality bias, favouring relative value in higher-quality Single-B and Double-B credits.
Given our positive fundamental view on the sector, any sharp corrections that improve valuations should be viewed
as an opportunity to add exposure.

Emerging Market Debt



We reiterate our concerns over evolving political dynamics, declining energy prices, and heightened currency
volatility, which require investors to become more discerning.
Favour hard currency sovereigns/corporates over local debt given improving prospects for stronger USD; Prefer
manufacturing vs. commodity exporters, and surplus over deficit countries.

Euro Bonds



We continue to expect that the combination of negative rates and QE may be a powerful driving force for even lower
core yields, ultimately taking 10yr Bunds to negative territory.
We would turn more cautious if (a) inflation trends turn; (b) the ECB changes course on QE buying, for instance,
stopping its purchases on core paper and reallocating the quotas to the periphery.

Japan Bonds



We have slightly revised down our yield forecast on the back of global bull flattening, especially in EUR and still
remain cautious about the super-long sector.
We expect seasonal profit taking at the beginning of the new fiscal year and this, together with increased issuance
in the sector, could cause a spike in volatility to make yen rates decouple from the global flattening trend.

Asia Bonds




Asian rates have dipped a tad lower since the FOMC, but the move has been restrained by much higher oil prices
and unchanged US rates.
Rising geopolitical tensions – if they persist – may damage sentiment in the high-yielding markets of India and
Indonesia.
Despite the vulnerability to higher oil prices, we continue to like rates in Korea, Thailand and Taiwan.

Bond Markets
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Currency
FOMC Less Patient, More Cautious?
Overly bullish positioning into what turns out to be a more dovish than expected Fed FOMC in March with the Fed more
concerned about exports and USD strength, is less positive for USD than markets had hoped for. However, Fed concern
about a strong USD can delay but not cancel Fed normalization. With over 20 non-US central banks easing monetary policy
this year, policy divergence continues to keep the longer term USD bullish view intact even if the near term brings about
some further consolidation.

EUR: Still An ECB Policy Variable



A weak EUR remains a key intermediate policy objective of the ECB and its super easy monetary policy combined
ultimately with Fed normalization could see EURUSD dip well below parity.
But, markets will also be on watch for signs of a more sustained rebound in euro zone data arising as a result of the
ECB’s current accommodative stance that could trigger a short term EUR counter-trend rally.

GBP: Stronger vs. EUR, Weaker vs. USD



GBP is likely to continue to weaken versus USD but gain against EUR longer term as MPC may hike rates well after
the Fed but before ECB exits QE.
Election risks are a concern but post election policy risks (Brexit and fiscal) appear to be receding even as UK faces
the likelihood of a hung parliament (there has been a surge in public support for UK to remain part of the EU and all
major parties now favour modest post election fiscal tightening). This should ensure outperformance against EUR
over the longer term.

JPY: Awaiting Anticipation Of BoJ Or Fed Action




Spot still seems elevated relative to short term yield differentials and market speculative positioning. Furthermore,
with lower oil prices boosting the trade balance back into surplus, market sentiment may remain more positive JPY
for now, especially ahead of local elections in Japan in April.
But a limited spillover of wage hikes to smaller firms that leads to only modest inflationary pressures is unlikely to
dissuade the BoJ from easing further. Thus over the medium to longer term, cyclical and policy divergence between
US and Japan is likely to continue driving USD gains.

AUD, NZD & CAD: Medium Term Weakness To Persist






AUD: Subdued inflation pressures and a benign growth outlook led in part by the China slowdown is likely to lead to
2 more RBA rate cuts. Lower rates and the yet to be filled gap from mining led investment means AUD remains
considerably overvalued and further depreciation is required over the medium term.
NZD: In contrast to Australia, an upgrade to NZ’s GDP outlook (implying a RBNZ on hold rather than cutting rates)
means RBNZ will find it difficult to jawbone the currency lower even if the currency is overvalued according to its
REER.
CAD: A renewed fall in oil prices should drive further weakness in CAD together with the cyclical divergence
between the US and Canada that is becoming more apparent (BoC has signalled it is on hold but markets are
discounting one 25bp cut whereas Fed rates look toward Fed tightening). Ultimately, the CAD REER may need to
be below its historical mean for longer to spur exports.

EM Asia: Relative Outperformance To Continue



The trend in USD outperformance means Asian currencies as a bloc ought to weaken. Relatively resilient macro
stories in Asia, however, ensure that Asia FX still outperforms other EM FX in both the short and medium term.
In the case of CNY, while FX devaluation is unlikely to be a response to slower growth in China, uncertainties
surrounding the outlook include whether PBoC will widen the trading band and/ or change RMB peg to a basket or
whether the currency will be part of the SDR.

Currency
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Model Portfolios

MODERATE

CONSERVATIVE
53%
47%

Changes from

US/Global Investment Grade Bonds

25%

US/Global Investment Grade Bonds

APAC ex JP / Emerging Market Bonds

5%

US/Global High Yield Bonds

5%

APAC ex JP / Emerging Market Bonds

30%

US/Global Equities

11%

Europe Equities

3%
21%

Japan Equities

Changes from

4Q 2014

Fixed Income

No change

Equity

No exposure

4Q 2014

Fixed Income

+2%

US/Global Investment Grade Bonds

+1%

APAC ex JP / Emerging Market Bonds

+1%

Equity

-2%

Europe Equities

-1%

Asia ex Japan Equities

-1%

AGGRESSIVE

Changes from

US/Global Investment Grade Bonds

39%

US/Global Equities

US/Global High Yield Bonds

Europe Equities

4%

APAC ex JP / Emerging Market Bonds

14%
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31%

US/Global Equities

19%

Asia ex Japan Equities

12%

Europe Equities

10%

GEM ex-Asia

4%
15%
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Japan Equities

5%

Commodities

Asia ex Japan Equities

9%

Hedge Funds

5%
16%

Commodities

Model Portfolios

Japan Equities

GEM ex-Asia
Hedge Funds
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US/Global Investment Grade Bonds
Europe Equities

VERY AGGRESSIVE / SPECIALIZED
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Asia ex Japan Equities
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+1%
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No change
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Spotlight on Allocations

Asia Model Portfolio
This section shows the revisions to asset allocations decided by Citibank Asia Model Portfolio Committee on 14 Jan 2015.
Citibank’s Asia Model Portfolios provide a guide to possible diversification of investment portfolios and serve as an asset
allocation reference tool both for periodic evaluation and prospective investments. Citibank Model Portfolios are developed by
Citibank’s in-house Global and Regional investment specialists to cater to investors with various risk profiles (based on
Citibank’s risk assessment) and provide them with:


Diversified asset allocations, made uniquely relevant for Asian investors



Up-to-date asset allocations which are reviewed and revised periodically by Citibank’s Research teams to reflect
changing market conditions in respect of relevant asset classes



Access to our best-in-class research from the Global Investment Committee

It is important to note that while Citibank Model Portfolios represent Citibank’s best thinking in terms of asset allocation and
diversification, they serve only as a guideline for investors based on certain risk profiles. Market movements, changing
market views, time horizons and liquidity constraints (among others) may result in a portfolio’s asset allocation deviating from
the model allocation.
Citibank does not monitor and/or manage individual customer portfolios. For a long term investor, it is advantageous to
diversify his/her investment portfolio and consider using Citibank Model Portfolios as a reference in diversification reviews.
The suggested allocations are intended to be general in nature and are not to be construed as specific investment advice.
Investors are encouraged to consult with their Relationship Managers to determine their allocation needs based on their risk
tolerance, suitability and goals.

Model Portfolio Disclaimers
Investment products are (a) not insured by any government agency; (b) not a deposit or other obligation of, or guaranteed by,
the depository institution; and (c) subject to investment risks, including possible loss of the principal amount invested. Past
performance is not indicative of future results: prices can go up or down.
This is neither an offer nor solicitation to purchase or sell any security, other investment or service or to attract any funds or
deposits. This document does not constitute the distribution of any information or the making of any offer or solicitation by any
one in any jurisdiction in which such distribution or offer is not authorized or to any person to whom it is unlawful to distribute
such document or make any offer or solicitation. Investors investing in investment products denominated in non-local
currency should be aware of the risk of exchange rate fluctuations that may cause a loss of principal. Investment products are
not available to US Persons and may not be available in all jurisdictions.
Portfolio diversification is an important element for an investor to consider when making investment decisions. Concentrated
positions may entail greater risks than a diversified portfolio. Certain factors that affect the assessment of whether your
overall investment portfolio is sufficiently diversified may not be evident from a review of only your account with Citibank. It
therefore is important that you carefully review your entire investment portfolio to ensure that it meets your investment goals
and is within your risk tolerance, including your objectives for asset and issuer diversification. To discuss your asset
allocations and potential strategies to reduce the risk and/or volatility of a concentrated position, please contact your personal
banker/relationship manager.
Citibank’s Model Portfolio is not a program or offering, but is a diversification tool that is meant for reference purposes only.
Model Portfolios are: (i) not binding on the part of the customers; (ii) not monitored by Citibank with respect to customers’
individual investment holdings; and (iii) not personalized to the specific needs of any individual customer. Citibank’s Model
Portfolios are not available to US Persons and may not be available in all jurisdictions.

Spotlight on Allocations
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General Disclosure
“Citi analysts” refers to investment professionals within Citi Research (“CR”), Citi Global Markets Inc. (“CGMI”) and voting members of the Citi
Global Investment Committee. Citibank N.A. and its affiliates / subsidiaries provide no independent research or analysis in the substance or
preparation of this document. The information in this document has been obtained from reports issued by CGMI. Such information is based
on sources CGMI believes to be reliable. CGMI, however, does not guarantee its accuracy and it may be incomplete or condensed. All
opinions and estimates constitute CGMI’s judgment as of the date of the report and are subject to change without notice. This document is for
general information purposes only and is not intended as a recommendation or an offer or solicitation for the purchase or sale of any security
or currency. No part of this document may be reproduced in any manner without the written consent of Citibank N.A. Information in this
document has been prepared without taking account of the objectives, financial situation, or needs of any particular investor. Any person
considering an investment should consider the appropriateness of the investment having regard to their objectives, financial situation, or
needs, and should seek independent advice on the suitability or otherwise of a particular investment. Investments are not deposits, are not
obligations of, or guaranteed or insured by Citibank N.A., Citigroup Inc., or any of their affiliates or subsidiaries, or by any local government or
insurance agency, and are subject to investment risk, including the possible loss of the principal amount invested. Investors investing in funds
denominated in non-local currency should be aware of the risk of exchange rate fluctuations that may cause a loss of principal. Past
performance is not indicative of future performance; prices can go up or down. Some investment products (including managed funds) are not
available to US persons and may not be available in all jurisdictions. Investors should be aware that it is his/her responsibility to seek legal
and/or tax advice regarding the legal and tax consequences of his/her investment transactions. If an investor changes residence, citizenship,
nationality, or place of work, it is his/her responsibility to understand how his/her investment transactions are affected by such change and
comply with all applicable laws and regulations as and when such becomes applicable. Citibank does not provide legal and/or tax advice and
is not responsible for advising an investor on the laws pertaining to his/her transaction.

Country Specific Disclosures
Australia: This document is distributed in Australia by Citigroup Pty Limited ABN 88 004 325 080, AFSL 238098. For a full explanation of the
risks of investing in any investment, please ensure that you fully read and understand the relevant Product Disclosure Statement prior to
investing.
Hong Kong: This document is distributed in Hong Kong by Citibank (Hong Kong) Limited (“CHKL”). Prices and availability of financial
instruments can be subject to change without notice. Certain high-volatility investments can be subject to sudden and large falls in value that
could equal the amount invested.
India: This document is distributed in India by Citibank N.A. Investment are subject to market risk including that of loss of principal amounts
invested. Products so distributed are not obligations of, or guaranteed by, Citibank and are not bank deposits. Past performance does not
guarantee future performance. Investment products cannot be offered to US and Canada Persons. Investors are advised to read and
understand the Offer Documents carefully before investing.
Indonesia: This report is made available in Indonesia through Citibank N.A., Indonesia Branch. Citibank N. A., Indonesia is a bank that is
licensed, registered and supervised by the Indonesia Financial Services Authority (OJK).
Korea: This document is distributed in South Korea by Citibank Korea Inc. Investors should be aware that investment products are not
guaranteed by the Korea Deposit Insurance Corporation and are subject to investment risk including the possible loss of the principal amount
invested. Investment products are not available to US persons.
Malaysia: This document is distributed in Malaysia by Citibank Berhad.
People’s Republic of China: This document is distributed by Citibank (China) Co., Ltd in the People’s Republic of China (excluding the Special
Administrative Regions of Hong Kong and Macau, and Taiwan).
Philippines: This document is made available in Philippines by Citicorp Financial Services and Insurance Brokerage Phils. Inc, and Citibank
N.A. Philippines. Investors should be aware that Investment products are not insured by the Philippine Deposit Insurance Corporation or
Federal Deposit Insurance Corporation or any other government entity.
Singapore: This report is distributed in Singapore by Citibank Singapore Limited (“CSL”). Investment products are not insured under the
provisions of the Deposit Insurance and Policy Owners’ Protection Schemes Act 2011 of Singapore and are not eligible for deposit insurance
coverage under the Deposit Insurance Scheme.
Thailand: This document contains general information and insights distributed in Thailand by Citigroup and is made available in English
language only. Citi does not dictate or solicit investment in any specific securities and similar products. Investment contains certain risk,
please study prospectus before investing. Not an obligation of, or guaranteed by, Citibank. Not bank deposits. Subject to investment risks,
including possible loss of the principal amount invested. Subject to price fluctuation. Past performance does not guarantee future
performance. Not offered to US persons.
United Kingdom: This document is distributed in U.K. by Citibank International Limited. Registered office: Citibank International Limited,
Citibank Centre, 25, Canada Square, Canary Wharf, London E14 5LB. Authorised by the Prudential Regulation Authority and regulated by
the Financial Conduct Authority and the Prudential Regulation Authority.

