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The Citibank Asia Model Portfolio Committee has maintained its moderate overweight positions in 
global equities and underweight positions in fixed income for its asset allocation over the next 12-18 
months. After hitting a new record high in September, October saw one of the most severe 
corrections in global equities since 2012, triggered by concerns on global growth. However, as we 
expected, the corrections in the absence of change in the fundamentals were proven to be technical 
ones followed by sharp rebounds and we believe our base case remain intact. 
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SPOTLIGHT ON ALLOCATIONS 

Asset Class Views 

-2 -1 0 1 2

US / Global Sovereign
UNDERWEIGHT

Fixed Income
UNDERWEIGHT

ASSET CLASS
WEIGHT

APAC ex Japan / EM
UNDERWEIGHT

US / Global High-Yield
OVERWEIGHT

US / Global Investment Grade
Neutral

Europe
OVERWEIGHT

US / Global 
OVERWEIGHT

Equity
OVERWEIGHT

EM ex Asia / Global EM
UNDERWEIGHT

Asia ex Japan 
OVERWEIGHT
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-2 = Underweight; -1 = Moderate Underweight; 0 = Neutral, 

1 = Moderate Overweight; 2 = Overweight 
Relative weights as of 22 October 2014 with respect to base case/ benchmark asset 

allocation.  Arrows indicate changes from allocations for the last quarter. 

 

 

 

 

 

 

 

 

 

What is the latest episode telling us? 
Recent price actions in the asset markets have 
been alarming but we believe that rising 
volatility is a key characteristic of our ‘maturing 
bull’ thesis.  
 
Also, given market concerns on reduced liquidity 
and risk taking into year-end, markets tend to 
overreact to any news leading to higher 
volatility. Thus, we believe that volatility is 
unlikely to go away soon and view the correction 
as an opportunity in equities unless there are 
other factors significant enough to change our 
long-term bullish views and asset allocations. 
 
While we maintain our base case and asset 
allocation, it is noteworthy that there have been 
some changes to the macro environment over 
the past quarter.   
 
• A softer global growth outlook (we have 

lowered our global growth forecasts and 
now look for global growth of 2.7% this year 
and 3.2% in 2015.); 

• Reduce expectations for long term yields 
(we have recently reduced our US 10-year 
yield forecasts for end-2014 and end-2015 
by 35 bps and 15 bps to 2.35% and 3.05% 
respectively); and 

• A strong US dollar trend. (We expect 
EUR/USD to fall to 1.15 in 6-12 months and 
our 6-12 month forecast for USD/JPY is 115) 

 
Our commodity team also recently lowered their 
1Q 2015 average WTI oil forecast to $84/bbl vs. 
$92 previously. The combination of falling 
equities, commodity prices and bond yields is 
typically an indication of severe concerns on 
global growth. Admittedly, global growth has 
been slowing, but the move has been gradual 
and there is little sign of faster deterioration 
than expected.  

Against this backdrop, we argue for a modest but 
visible economic growth globally.  
 
The ebb and flow of the tide in global liquidity  
After an eight-day losing streak, equity markets 
reacted to oversold conditions and US equities 
are now at historical highs and Japanese equities 
have rallied jumping to multi-year highs. Yet, 
European and emerging markets have not fully 
recovered ground lost in the September-October 
selloff. What is the reason for the divergence in 
asset markets?  
 

* This section is based on the Citibank Asia Model Portfolios published on 22 October 2014.  
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There is a growing tendency that regional 
economic variances and divergent monetary 
policies drive capital allocation decisions leading 
to divergent performance by region. Markets 
face the ebb and flow of the tide in global 
liquidity with the US Federal Reserve (the ‘Fed’) 
likely to withdraw liquidity while the Bank of 
Japan (BoJ) and European Central Bank (ECB) are 
adding liquidity. 
  
Falling tide:  
US: The FOMC concluded its two-day meeting on 
29 October 2014 delivering a modest hawkish 
statement that reflected its positive assessment 
of the labour market and its concerns about the 
short-term inflation rate. In the statement, the 
Committee sees "gradually diminishing" rather 
than "significant" under-utilization in the labour 
market. Meanwhile the language on inflation 
was shifted in a slightly dovish direction, 
providing a partial offset.  
 
Also, as largely expected, the FOMC announced 
the end of asset purchases or Quantitative 
easing (QE) with a final US$ 15 billion taper at 
the start of November. Although net new 
purchases are now over, the Committee will 
maintain the size of the balance sheet for the 
time being, reinvesting any maturing securities.  
 
While highlighting the uncertainties that lie 
ahead, the FOMC’s guidance hints at a path that 
delivers tightening in mid-2015 in our view. 
More specifically, we expect the first rate hike in 
September 2015, but it could be postponed if 
sharper than expected dollar strength and 
weakness in oil prices hit the growth outlook in 
the US. 
 
Rising tide: 
Japan: As we expected in the issue of 3Q Asset 
allocator, the BoJ announced that it plans to step 
up its easing actions at the Monetary Policy 
Meeting on 31 October 2014. More specifically, 
the BoJ aims for a larger monetary base target, 
an expansion of the annual JGB-buying 
programme, and purchases of EFT and J-REIT.  
 

On the same day, the 129 trillion Yen 
Government Pension Investment Fund (GPIF) set 
allocation targets of 25% each for Japanese and 
foreign equities, while reducing holdings of 
benchmark government bonds. Given the 
current weights of below 20% both for Japanese 
equities and foreign equities, raising weights to 
25% would imply significant additional flows to 
domestic and foreign equities. Citi strategists 
expect US equities to receive almost half of 
GPIF’s additional foreign equity buying.  
 
Europe: On 6 November 2014, the ECB 
strengthened its active balance sheet 
management language. The post-meeting 
language from the ECB maintained reference to 
2012 balance sheet size and is in line with our 
base case that the ECB may take further easing 
steps with significant balance sheet expansion 
over coming months/quarters.  
 
Given the persistently low inflation rate and 
sluggish economic activity in the Eurozone area, 
we expected the ECB to consider a wider range 
of assets for purchase, including government 
bonds that by late-2014 or early-2015 
 
Implications of policy divergence 
Translating divergence in macro outlook and 
monetary policy paths into markets may lead to 
the following consequences:  
 
1) A rise in market volatility in equity and 

currency markets. 
Admittedly, the equity market corrections 
over the past month coincided with a 
hawkish Fed or growth concerns in the US. 
With the Fed’s tightening and rate hikes 
ahead, any negative news on the macro 
front may bring volatility back to the market.  
However, history tells that equity markets 
tend to go higher with double digit returns 
and Citi’s forecasts also imply annualised 
returns to end-2015 beating historical 
averages.  
 
 

 



Meanwhile, higher volatility in the currency 
market appears to be inevitable due to the 
diverging policy in major central banks. 
Given the outlooks for a weaker Japanese 
Yen and Euro, the economic impact via the 
currency may export deflation and economic 
weakness to the US and their trading 
partners. 

 
2) US Treasury market and EM debts. 

Along with a prolonged period of 
unprecedented low interest rates, the US’s 
QE is one of the highlights of post-crisis 
monetary policy.  
 
After nearly six years since the Fed 
aggressively pumped money into the bond 
market, QE has worked well, helping 
stabilize economic and financial conditions 
in the US and globally and succeeding in 
creating massive wealth effects via the 
boosting of equities and real estate.  
 
However, one of the unintended 
consequences of QE and nearly zero interest 
rates is that it created very easy credit 
conditions everywhere even in EM countries, 
when several EM countries needed more 
tightening rather than easing. Searching for 
yield flows has boosted foreign buying of 
higher yielding EM bonds over the past six 
years and created vulnerability in several EM 
bond markets.  
 
In particular, EM Europe and Latin America 
debt markets were clearly beneficiaries of 
cheap money flows leaving them more 
vulnerable to potential capital outflows. 
With the US rate hikes ahead, the negative 
impacts on US treasury market liquidity and 
EM debt vulnerability could be felt for years 
to come. 
 

3) Risky assets in Japan and Europe. 
The BoJ’s and ECB’s liquidity support is a 
clear positive for risk assets by stimulating 
confidence and growth and easing some 
concerns on the effect of the Fed’s potential 
liquidity withdrawal.  

 
 
 

As witnessed in the US success case, Japan’s 
latest easing efforts may likely be supportive 
for Japanese equities and foreign equities as 
well, while European equities and credits 
may benefit from the ECB’s further easing. 

 
A case for year-end equity rally?  
In addition to Japan’s announcement of further 
easing measures, further tailwinds could come 
from Europe and Asia. Along with the ECB likely 
to launch a large-scale asset purchase 
programme in December 2014 or early 2015, the 
current reporting season looks enough to 
support a performance catch-up into year-end. 
 
Relative to other global peers, Asian equity 
markets have not yet recovered lost ground 
during the recent selloff and now appear to be 
poised for a recovery rally in our view, given the 
followings:  
 
• China’s stabilizing growth after the 

disappointing August data, which was one of 
the triggers for the selloff in early-October;  

• The People’s Bank of China’s (PBoC) policy 
support;  

• Lower oil prices, which may likely help net oil 
importing economies reduce input costs 
while US-driven global demand recovery 
may be supportive for export driven North 
Asia; and  

• The launch of the Shanghai-Hong Kong Stock 
Connect would be a positive sentiment 
paving the way for China to be added to 
international benchmark indices – such as 
those compiled by MSCI and FTSE – bringing 
Chinese markets a big step towards 
integration with the rest of the global 
financial system.  
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About the Citibank Model Portfolios 
The Citibank Asia Model Portfolio is based on the 
work of the Citibank Asia Model Portfolio 
Committee, comprised of experienced 
investment specialists from across Citibank. The 
committee deliberates on the macroeconomic 
and financial market environment in order to 
formulate an outlook across multiple asset 
classes and is responsible for maintaining Model 
Portfolios based on this outlook. The weights in 
asset allocations are aligned with the decisions 
of the Citibank Asia Model Portfolio Committee. 
 
Allocation to bond and equity markets 
The committee remains overweight in equities 
and underweight in bonds. 
Many market participants (including us) 
expected a ‘great rotation’ out of bonds and into 
equities. However, disappointing, lower inflation 
expectations and a slower than expected growth 
recovery has limited selloff in bond markets.  
 
However, we see some upward pressure to the 
US treasury yields given the above trend growth 
outlook in the US. We still believe that the best 
strategy for the 12-18 month horizon would be 
overweight on equities and underweight on 
government bonds. The attractiveness of 
equities remains compelling and supports a 
bullish medium term view. 
 
Allocation to regional equity markets 
We maintain our regional allocation with an 
overweight in equities in the US, Europe and 
Japan. Our portfolio stays at a slight overweight 
position favouring export-driven North Asian 
markets, such as China and Taiwan.  
 
With a stronger US dollar outlook, a long dollar 
position or hedging against weakness in local 
currencies may be warranted for global investors 
investing non-US equities as potential dollar 
gains may help them enhance their returns or 
buffer losses in the future. 
 
 
 
 
 
 

 In the US, cyclical sectors may outperform with 
earnings being the key driver. The Q3 earnings 
reports are so far flashing a green light and 
beating expectations. There were 82 companies 
in the S&P 500 that have released earnings, of 
which aggregate EPS growth is tracking at 12% 
year-on-year, higher than the market 
expectation of 6% and Citi’s forecast of 8% 
growth. 
 
Japanese equities and REITs may outperform, 
supported by the BoJ’s QQE and the GPIF’s 
increase in weight. Also global growth recovery 
and weaker Yen will benefit exporters. Given 
Japanese companies’ conservative FX outlooks, 
we focus on upward revisions in corporate 
guidance and expect to see more earnings 
surprise.  
 
Searching yield in Europe will likely favour 
equities with higher dividend yields and higher 
dividend growth stocks.  
 
Allocation to government and credit markets 
Within fixed income, developed sovereign stays 
as the largest underweight given upward 
pressure to the US treasury yield, albeit there is a 
risk that a too strong dollar and lower inflation 
may delay the first rate hike in the US. We also 
underweight developed investment grade and 
emerging market fixed income. In the meantime, 
high-yield bond is the only fixed income 
overweight with equal overweights to US and 
European high yield. 
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This section shows asset allocation decisions on Citibank Asia Model Portfolios published 
on 22 October 2014. 

 
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. 
 

ASIA MODEL PORTFOLIO  
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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.  



 

Risk level 2: Model Portfolio  
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Risk level 3: Model Portfolio  
 

 
 

 

 

 

 

 
 

 

 

 

 

  

Changes from 2Q 2014

Fixed Income No change
Equity No exposure

 
 

 

 

 

 

Changes from 2Q 2014

Fixed Income No change
Equity No exposure
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Risk level 4: Model Portfolio  
 

Risk level 5/6: Model Portfolio  
 

 
 

 

 

 

 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Changes from 2Q 2014

Fixed Income No change
Equity No exposure

   
 

 

 

 

 

Changes from 2Q 2014

Fixed Income No change
Equity No change

   
 

 

 

 

 

 



 

“Citigold Private Client” 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.   
“Citi analysts” refers to investment professionals within Citi Investment Research and Analysis and Citi Global Markets 
(CGM) and voting members of the Global Investment Committee of Global Wealth Management.  
Citibank N.A. and its affiliates / subsidiaries provide no independent research or analysis in the substance or preparation of 
this document.  Investment products are not available to US persons and not all products and services are provided by all 
affiliates or are available at all locations.  
 
This document is for general informational purposes only and is not intended as a recommendation or an offer or 
solicitation for the purchase or sale of any security, currency, investment, service or to attract any funds or deposits.  
Information in this document has been prepared without taking account of the objectives, financial situation or needs of any 
particular investor. Therefore, investment products mentioned in this document may not be suitable for all investors.  Any 
person considering an investment should seek independent advice on the suitability or otherwise of a particular investment.  
Before making any investment, each investor must obtain the investment offering materials, which include a description of 
the risks, fees and expenses and the performance history, if any, which may be considered in connection with making an 
investment decision. Each investor should carefully consider the risks associated with the investment and make a 
determination based upon the investor’s own particular circumstances, that the investment is consistent with the investor’s 
investment objectives 
 
In any event, past performance is no guarantee of future results, and future results may not meet our 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. Investments are not deposits or other obligations of, 
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.   
 
Neither Citigroup nor 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 Citigroup. Citigroup 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 Citigroup. If an investor changes country of 
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. 
 
Although information in this document has been obtained from sources believed to be reliable, Citigroup and its affiliates do 
not guarantee its accuracy or completeness and accept no liability for any direct or consequential losses arising from its 
use. Opinions expressed herein may differ from the opinions expressed by other businesses or affiliates of Citigroup, and 
are not intended to be a forecast of future events, a guarantee of future results or investment advice, and are subject to 
change based on market and other conditions. The information contained herein is also not intended to be an exhaustive 
discussion of the strategies or concepts.  At any time, Citigroup companies may compensate affiliates and their 
representatives for providing products and services to clients.   
 
If this document shows information coming from Citi Investment Research and Analysis, please refer to the attached link:  
https://www.citigroupgep.com/geopublic/Disclosures/indes_a.html which contains the important disclosures regarding 
companies covered by Citi’s Equity Research analysts, and please refer to the attached link: 
https://www.citigroupgeo.com/geopublic/Disclosures/disclratings.pdf for details on the CIRA ratings system.  
 
This document may not be reproduced or circulated without Citigroup written authority. 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. Any unauthorised use, duplication, or disclosure of 
this document is prohibited by law and may result in prosecution. 
 
   
   

   

   

   

   

Disclaimer 

4Q 2014         09 



 

Australia: This document is distributed in Australia by Citigroup Pty Limited ABN 88 004 325 080, AFSL 238098, 
Australian credit licence 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, prospectus and/or terms and conditions 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. Investments 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 Tower Lt 7, Jend. 
Sudirman Kav 54-55, Jakarta. Citibank, N.A. Indonesia Branch is regulated by the Bank of Indonesia. 
 
South 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 (297089-M) 
 
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, 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 is distributed in Thailand by Citibank N.A. and made available in English language only. 
Investment contains certain risks, please study the prospectus before investing. It is 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. 
   

   

   

   

   

   

 

Country Specific Disclosures 

Source: Citi Research as of 13 March 2013 
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