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Global Asset Returns – Q3 2017 Recap  

Source: Bloomberg L.P., as of Sep 29, 2017 
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Latest Asset Allocation 

Citi Analysts’ Latest Asset Allocation  

-2 -1 0 +1 +2 
Core equities 

► Developed Large Cap 
► Developed Small/Mid Cap 
► Emerging Markets 

Core Fixed Income 
► Developed Sovereign 
► Developed IG Corporate 
► Developed Corporate HY  
► EM Sovereign 

Other Assets 
► US Equities 
► European Equities 
► China Equities 
► Gold 

Source: Citi, as of Sep 26, 2017 

 -2 = Very underweight 
 
 -1 = Underweight 
 
 0 = Neutral 
 
 +1 = Overweight 
 
 +2 = Very overweight 
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Political and Security Events, Market Reactions, Tend 
Toward Noise 

Source: Haver Analytics, Bloomberg L.P., Citi Private Bank as of September 2017. 

Political/Security Events & Market Reaction 

• Away from World War II and the Arab Oil Embargo (rationing energy supplies), actual security and political events have not 

sustainably impacted markets, with average returns higher in 30 days. 



5 

Please note and carefully read the Important Disclosure on the last part 

The Benefits of Global Diversification 

Source: Haver Analytics as of September 2017. 

Regional Real GDP Growth 

• Most recessions (by far) are region-specific.  

• By maintaining home biased portfolios, investors take too much idiosyncratic regional risk. 
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Regional Diversification – Europe  

Source: MSCI, Factset, Citi, as of Sep 8, 2017 

Cost of Borrowing – Pan Europe 

Source: National Statistical Offices, IMF, Citi, as of August 31, 2017. 

Pan Europe Macro Risk 

• German chancellor Angela Merkel won the German 

election, with her CDU/CSU party taking 33% of the 

votes.  

• Risks have continued to fall, e.g. our European macro risk 

indicator is currently at 10-year lows.  

• Mid-2018 Stoxx 600 Index forecast: 430 

• Overweight: Banks and Construction sector.  

 

• T he incentive for corporate re-leveraging is strong given 

the ongoing wide gap between debt and equity funding.  

• Investors can take advantage of these trends by owning 

companies with "re-leveraging optionality" to get portfolio 

exposure to de-equitisation theme. 
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Regional Diversification – Emerging Markets 

Source: Citi Research, MSCI, Worldscope, Factset, Consensus 
estimates; as of 14 September 2017 

Emerging Markets – Price to earnings ratio 

Source: MSCI, Citi; as of Sep 27, 2017  

Asia Sentiment Index and 12-Month Forward Returns on MSCI 
AC AxJ 

• Strong global growth and weak US dollar are positives for 

Emerging Market Equities. 

• Valuations are  relatively attractive at 2017 trailing price to 

earnings ratio of 13.6x.  

• 2018 earnings growth: 10 to 14%  

• Risk Factor: Following the recent strength in EM assets, a 

modest correction would be unsurprising. 

• The Asia sentiment index is in positive territory, now at 

+0.04 above mean. 

• Similar to the global emerging market sentiment index, 

the last time Asia saw positive sentiment levels was in 

September 2014.  

• Based on this level, the probability of positive returns in 

12M is 66%; in 6M is 61% based on back-tested returns. 
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USD Diversification  

Source: JP Morgan; as of September 2017. 

EM Yield differential vs. DM remains wide 

Source: Bloomberg L.P.; as of 11 September 2017.  

US High Yield Corporate Yield 

• High yield bond returns may be challenged by an unwind 

of central bank accommodation; though we don’t see 

credit fundamentals deteriorating.  

• Especially in an environment where earnings and the 

global economy are expected to grow, and equity markets 

are expected to outperform.  

• Despite less attractive valuations, we stay overweight. 

• Despite the impressive rally in emerging markets bonds 

this year, we hold on to our overweights. 

• Declining inflation allows central banks to cut rates (or 

hike less), as a weaker US dollar and still accommodative 

central bank policy should support continued flows into 

local markets.  

• That said, future performance is likely to moderate as 

investors re-evaluate positions and relative value. 
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China   

Source: Bloomberg L.P., as of 8 Sep 2017. 

Equity Market Valuation 

Source: National Bureau of Statistics, Bloomberg L.P., as of 8 Sep 
2017.  

China producer price inflation suggest earnings recovery  

• Despite significant rallies this year, both onshore and 

offshore Chinese equities still trade cheaper than peers 

• Global equity funds are underweight EM, and  EM equity 

funds still underweight China, there remains potential for 

additional inflows 

 

• On China equities, positive earnings revisions drove 

outperformance this year. Producer price inflation and 

limited real effective appreciation suggest that earnings 

growth may be sustained into next year. 

• From the end of 2016 to now, the consensus expectation 

for 2017-18 earnings growth for China was revised up by 

8.6% to 38.6%.  
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FX Forecasts 

Source: Citi, forecasts as of Sep 18, 2017 

0-3m 6-12m Comments 

USD Index 90.26 89.14 We continue to hold the view that the USD may be now in a bear market 

EUR/USD 1.22 1.24 The trend in EUR may be higher with a slowdown in net bond portfolio outflows 

GBP/USD 1.39 1.38 GBP remains very cheap in a world where value is coming back as driver in G10 

USD/JPY 111 110 USD/JPY is likely heavily influenced by relative monetary policy and yield moves 

USD/CHF 0.95 0.97 Policy normalization by the ECB may weaken CHF 

AUD/USD 0.81 0.84 There’s likely upside to AUD given a low volatility environment, carry still in vogue 

NZD/USD 0.72 0.74 Support for NZD/USD comes through positive terms of trade tailwinds 

USD/CAD 1.20 1.18 The BOC policy stance shifted to hawkish, supporting the CAD 

USD/CNY 6.50 6.45 A hard floor for USDCNY is unlikely, as attracting investor flows may remain a priority 

Gold (oz) 1375 1250 Political uncertainty and USD weakness may underpin the gold price 
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Important Disclosure 
“Citi analysts” refers to investment professionals within Citi Research (CR) 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. 
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Important Disclosure 
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.  

This is not an official statement of Citigroup Inc. and may not reflect all of your investments with or made through Citibank. For an accurate record 
of your accounts and transactions, please consult your official statement.  
If this document shows information coming from Citi Research, please refer to the attached link: 
https://www.citivelocity.com/cvr/eppublic/citi_research_disclosures ,  which contains the important disclosures regarding companies covered by 
Citi's Equity Research analysts, and please refer to the attached link: 
https://ir.citi.com/PuXs6xELNHAu7UqkjgvWxnihtUeLtAtDxeEh%2B2qaPpPb7uukpx8Qw1vzcuidtMtqgn1BWqJqak8%3D for details on the Citi 
Research 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. 

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. 
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Risk relating to RMB – If you choose RMB as the base currency or the alternate currency, you should also note the following: 
  

RMB is currently not freely convertible through banks in Hong Kong. Due to exchange controls and/or restrictions imposed on the convertibility, 
utilisation or transferability of RMB (if any) which in turn is affected by, amongst other things, the PRC government's control, there is no guarantee 
that disruption in the transferability, convertibility or liquidity of RMB will not occur. There is thus a likelihood that you may not be able to convert 
RMB received into other freely convertible currencies.  
  
CNH exchange rates and CNY exchange rates are currently quoted in different markets with different exchange rates, whereby their exchange rate 
movements may not be in the same direction or magnitude. Therefore, the CNH exchange rate may be different from the CNY exchange rate.  

 

Important Disclosures on RMB 
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