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 Asset Allocation & Macro Overview 

– We still like equities, despite this year’s rally and an abundance of risks. We 
overweight the US on economic/ earnings performance grounds and also like 
markets where easy money/ FX weakness is not yet priced in (e.g. UK). Equities 
likely outperform credit/ rates over 2013. 

– Medium term, we raise cash as long equity exposures are outweighed by neutral 
credit and underweight government bonds and commodities. 

 Citi Strategy Views by Asset Class 

– Equities — On balance, a world of easy money, low bond yields and attractive 
equity valuation trump concerns about systemic risk. Global high dividend 
equities should outperform. 

– Credit — Medium term, liquidity still dominates weak fundamentals. Spreads 
have come in a long way and we see only 10-15bps of further tightening. 

– Rates — Higher yields forecast over 12m with the US leading the sell-off. 
Germany and EM local rates outperform. 

– Commodities — The super-cycle is over, as Chinese growth is lower and less 
commodity-intensive. Correlations with other risk assets to remain low. 

– Foreign Exchange — As the pure risk on/risk off model fades, the USD should 
be ‘less weak’, despite strong risk appetite. JPY and GBP underperform. 
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This is the February 2013 issue of a new cross market research product targeted at asset 
allocators. On a monthly basis, this document will allow clients to access a basic summary of: 
(i) Citi asset market research and economic, exchange rate and interest rate forecasts; (ii) 
single asset class views, forecasts and returns projections; and (iii) Citi recommendations on 
both short- and medium-term allocations across asset classes. 

Short-term Asset Allocation: Long equities, with US overweight. Also like UK. Neutral corporate 
credit overall but bias for HY over IG. Neutral EM external. Neutral government bonds overall 
but overweight EMU, after spread widening, and selective EM local markets. Neutral 
commodities, but suggest longs in oil for convexity/ diversification. Underweight cash. 

Medium-term Asset Allocation: Bullish risk assets but bias for equity over credit. Equities stay 
long via US and EM but neutral Europe and underweight Japan. Underweight all government 
bonds except Bunds and EM local. Underweight commodities, especially energy. Increase cash 
to overweight. 

Cross-Asset Returns since Last Allocation 

Figure 2 compares our last short-term allocation published in late January 2013 to the 
total returns across assets since then. Recent volatility caused many equity markets 
to give back most of their earlier gains and global equities are more or less flat. In 
absolute terms, Japanese stocks (one of our overweights) have been the best-
performing market. European stocks, our only neutral within the asset class, 
underperformed. But EM markets took us by surprise as they lost 2%. 

Credit market returns over the past month were close to zero but counter to our 
expectations IG outperformed HY, albeit with returns below 0.5%. Commodity 
markets were also weak in the past month. While our underweight in crude oil was 
correct in a directional sense, copper and gold (neutral/ overweight respectively) 
took as by surprise as they underperformed and fell by around 2-4%. 

Finally, most sovereign bond markets offered tiny positive returns since late January 
2013. Our EM local overweight offered positive returns but was not the 
outperformer. EMU bonds, our other overweight, sold-off post Italian elections and 
Germany outperformed within fixed income, something we failed to anticipate. 

Figure 2. Total Returns Since Last Publication (25 Jan 2013) vs. Previous Short-Term Allocation* 
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Cross-Asset Considerations: Raising Cash 

First quarter asset market rallies have to some extent eaten into available expected 
returns for 2013 while a number of new uncertainties have raised risk levels. As a 
result, we have raised cash levels in long term portfolios. But the broad thrust of 
recommended investor positioning remains intact. And most of the medium term 
themes we identify as likely to impact returns remain unchanged and are reiterated 
here. 

On the uncertainties first, we identify four possible negatives for markets.  

1. European political uncertainty is back: Initially, it was corruption 
scandals in Spain. But then came the surprising results of Italian Elections 
on 24-25 February. The latter suggest Italians have rejected austerity. 
Fatigue with never ending public spending cuts/ tax hikes remains a risk 
across a number of European countries. Naturally, this has led to a rise in 
sovereign and financial spreads. Our bias had been to think that EMU 
spreads would be range bound over coming months with poor 
fundamentals limiting the downside and the OMT threat containing the 
upside. The problem with the latter is that countries need to apply for a 
programme to trigger the OMT and Italy may not be in a strong position to 
do this for some time. Clearly, these developments leave us less positive 
on periphery credit and Southern European equities. But we remain 
reluctant to think that recent developments will turn out adverse enough to 
sabotage positives coming from the recovery in Chinese growth and more 
and more signs that the US cycle is gathering momentum. Instead, our 
base case is that Europe is unhelpful but low beta for the global asset 
market story. 

2. US fiscal policy: The biggest risk here was the fiscal cliff. Failure to 
address the cliff would have been disastrous for asset markets and for US 
and global growth. In comparison, the sequester is small beer. According 
to Citi economists, the full year impact of this issue remaining unaddressed 
is to reduce economic growth by around 0.25ppt in 2013. But 
strengthening fundamentals for household income and net worth and a 
more positive impact from housing are offsets. The US economy has 
already been dealing with fiscal drag of around 1% of GDP over the past 
couple of years offset by corporate re-leveraging. Recent news on durable 
goods orders suggest this trend may also be accelerating, so our concerns 
here are limited. 

3. USD trend and EM asset markets: We have highlighted how macro 
correlation is gradually breaking down. One aspect of this is the trend in 
the USD. In recent years, since the GFC began, the USD trend has tended 
to be inversely related to risk appetite. When risk aversion rises, US 
investors pull in their horns and supply fewer funds externally, including to 
EM markets. At the same time, foreigners struggle to get funding for USD 
assets. Conversely, with risk appetite strong, usually encouraged by 
Central Bank liquidity, the USD has tended to be weak. USD weakness in 
risk on periods then tends, in turn, to drive either easier monetary policies 
in EM countries or intervention. The latter boosts domestic liquidity and 
asset markets, the former drives higher returns in EM local rates markets. 
However, we have noted how the USD beta to risk assets recently has 
been falling significantly compared with the last few years and, indeed, 
there has been no discernible weakness in the USD at all over the past six 
months despite rising equity markets (Figure 3). This has limited the 



Global Asset Allocation 
28 February 2013 Citi Research

 

 5 

knock-on benefits in EM asset markets. EM equities have not, therefore, 
performed as well as we had hoped. Furthermore, corporate earnings 
developments have been less favourable relative to expectations in EM 
markets too, especially when compared to the US. Meanwhile, trends in 
EM local rates too have become a lot more idiosyncratic with a mixture of 
some expected tightening and some easing, sometimes even in the same 
regions (e.g. Brazil and Mexico respectively). 

4. Higher oil prices: Oil prices have been firming, raising the ‘gasoline tax’, 
especially for pressed DM country consumers. Our commodity strategists 
remain bearish on oil market trends so we are reluctant to play this up too 
much as a negative. However, oil demand and supply trends have been 
tightening up reflecting output cuts in Saudi Arabia in particular and the 
earlier build up in global oil inventories is likely close to an end. Medium 
term, we keep asset allocations to commodities as underweight. But short 
term we suggest reviving an old idea to hold some commodities, especially 
oil, as diversification. Correlations to risk assets are unstable (and average 
zero longer term) but near term risks of a further rise in oil prices warrant 
some exposure to oil given the potential adverse impact on asset markets. 

All these risks are important but do not change our base case for asset market 
returns. We expect some equity market returns over the rest of 2013 to be in double 
figures and we think equity returns will be better than credit market returns. We see 
government bonds as likely to lose money and expect a rather mixed performance 
from commodities. 

Figure 3. US Equities (Red) and the USD vs. Global Currencies (Blue, 
Evenly Weighted, Higher= Weaker USD) 

 Figure 4. US Equities and Fed QE Periods 
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Source: Citi Research and Bloomberg  Source: Citi Research and Reuters EcoWin 

 

Here we reiterate the themes we see as major drivers. 

1. Easy Money: While some FOMC members have expressed doubts about 
QE3 recently, we expect asset purchases to continue and, ironically, all the 
more so if European events remain unhelpful near term. Medium term, we 
do expect some scaling back of the size of monthly LSAPs before end 
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2013 but this will be in the face of a more noticeable acceleration in US 
real GDP growth. We think asset markets may lose momentum as 
monetary stimulus is reduced (Figure 4) but, given the context, are only 
likely to correct significantly if economic data also turn lower. It is also likely 
that additional monetary stimulus in the form of QE may be forthcoming 
from the BoE and BoJ and rate cuts from the ECB. 

2. Less macro correlation/ more alpha: In equities, we see more evidence 
that company and sector specific news is again driving share price 
movements. As such, index correlation is also declining as divergent 
cyclical strength would warrant. And there is also less correlation between 
equities and credit, equities and commodities and between risk assets 
generally and FX movements. However, one area where we expect 
increased correlation in level terms is between equities and rates. The 
benchmark 10y UST yield has recently failed to break above 2% as a 
result of the uncertainties listed earlier but we do expect this break to come 
in 2013 and for returns to most government bond markets to be negative. 
Fixed income markets already price a much more dovish path for medium 
term forward rates even than given in FOMC guidance so any hint that QE 
is being scaled back may well send bond yields higher. 

3. Equity to outperform credit: Last year, equity and credit returns were 
similar but volatility adjusted returns much better in credit. With core bond 
yields likely rising this year, credit will need significant spread compression 
to repeat this performance and we are not sure enough will be 
forthcoming, even with strong liquidity support from Central Banks. 
Furthermore, US flow of funds data show corporates using cheap debt 
financing to either retire equity, to finance M&A or to pay dividends (Figure 
5). With valuations arguably also more stretched in credit than equity 
markets, we see equity markets materially outperforming credit. 

4. US economic outperformance: The US recovery has been poor by the 
standards of past upturns. But compared with other developed regions, the 
US recession was shallower, the rise in GDP from the trough steeper and 
the Citi forecast through early 2014 shows a widening divergence to real 
GDP trends in Europe and Japan. This is bullish for US equities relative to 
other developed markets. We think this will also mean underperformance 
by US government bonds as bear steepening leads a bigger rise in US 
yields this year than elsewhere. 

5. Impact of FX trends: Several aspects of FX market movements may also 
have a wider asset market footprint. We have already mentioned the 
recent lack of discernible USD weakness despite strong risk appetite. This 
means less upside in EM equities and local rates markets as discussed. 
Other DM currencies that have been weak recently are JPY and GBP, both 
in anticipation of much greater monetary ease by their respective Central 
Banks. In both cases, too, equity market outperformance may be 
associated with this. This is already very evident in the case of Japan and 
we have held overweight allocations to Japan in our short term asset 
allocation over the past three months but have now scaled this back after 
strong Topix performance. In the case of the UK, equities have 
outperformed, especially in the European context, but less noticeably so 
far than in Japan (Figure 6). Historically, UK equities have tended to 
outperform both with sterling weak and when markets correct. This 
suggests there is convexity in holding over-weight UK equity positions. If 
the risk factors covered above turn out worse than expected, UK stocks 
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could be a good defensive asset. And, even if not, sterling weakness could 
allow strong UK performance. 

Figure 5. US Corporates are Borrowing to Return Capital to 
Shareholders 

 Figure 6. UK: Equities vs. Europe (Green),  vs. Global (Red) and GBP FX 
Performance vs. Average EUR and GBP (Blue, Higher = Weaker GBP) 

 

 

 

Source: Citi Research and Reuters EcoWin  Source: Citi Research and Bloomberg 

 

In forming our asset allocation recommendations, especially over the medium term, 
we consider the combined forecasts of Citi research strategists in our equity, credit, 
rates and commodity groups. Return forecasts from these specialists are shown in 
Figure 7. 

Figures 8-9 put these forecast returns, and associated Sharpe ratios, into an 
historical perspective, while Figures 10-13 rank both returns and Sharpes for an 
easy comparison. Finally, Figures 14-16 lay out our recommended allocations for 
short- and medium-term horizons, which also take into account the following 
considerations: 

 Short-Term Considerations and Allocation: Near term, despite new risks in 
Europe and elsewhere, we remain bullish risk assets. Our bias is for equity 
outperformance to continue but investors who have benefited from low volatility 
credit funds will likely take a while to be persuaded to return to equities and flows 
are not large yet (see p.27). We like US stocks on economic and earnings 
outperformance and also suggest buying easy money/ weak currency equity 
markets. Japan has had a good run and we move back to neutral but the UK is 
certainly worth consideration. Lack of USD downside and weak earnings news 
makes us more cautious on EM stocks near term. In rates we like some EM local 
markets still and think the back up in EMU spreads may allow an overweight to 
this asset class. Elsewhere in rates we are neutral or underweight. In 
commodities we are neutral precious and base metals but see a convexity/ 
diversification case for long oil as the demand supply balance is tightening and 
higher oil prices would be a DM growth risk. 

 Medium-Term Considerations and Allocation: Here we expect equity 
outperformance over credit to become more marked, partly as risk-free yields 
also tend to rise. We suggest keeping overall credit allocations at neutral but 
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have government bonds overall shifting to underweight with only Bunds and EM 
local staying at neutral. Our commodity price forecasts are bearish medium term, 
especially energy. This suggests we have to take oil back to underweight medium 
term with the others remaining neutral. We end up long equities, neutral credit 
and underweight both government bonds and commodities. As a result we raise 
cash to overweight. 
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Citi Expectations for Returns to End-2013 

 Whilst equity returns are expected to be above historical averages, they are 
unlikely to match 2012. Europe and EM outperform with the US close to their 
heels. After strong recent gains, Japanese equities are near year end targets. 

 Credit returns are low single digit and will likely be below last year’s and 
historical averages. Even volatility-adjusted, returns are not too exciting. 

 Returns to G10 government bonds are likely to be weak and mostly negative. 
Germany outperforms whilst the US leads the sell-off. 

 EM local rates to outperform DM government bonds. EM external debt spreads 
tighten slightly, but total returns are close to zero due to the UST back-up. 

 Commodity returns weak compared with historical averages, especially energy. 

Figure 7. Citi Strategist End-2013 Targets and Implied Total Returns  

Citi Forecast 
End-2013

Spot
Implied 

Total Return 
to End-2013

Implied Total 
Return to End-

2013 (USD)

MSCI ACWI 375 353 8.6% 8.6%
S&P 500 1615 1516 8.4% 8.4%
DJ Stoxx 600 330 289 17.4% 17.0%
Topix 940 976 -2.0% -5.3%
MSCI EM 1150 1047 12.3% 12.3%

7.7% 7.7%

US 2.60 1.89 -2.9% -2.9%
DE 1.55 1.46 1.2% 0.8%
JP 1.00 0.66 -2.4% -5.8%
UK 2.40 1.97 -1.4% -4.1%
EM Local n/a n/a 1.6% 1.3%

Citi US BIG Corp 110 137 1.3% 1.3%
Citi US HY 450 495 2.6% 2.6%
iBoxx EUR Corp 145 140 1.1% 0.7%
iBoxx EUR HY 480 490 3.9% 3.5%
Citi ESBI EM $ 225 264 0.2% 0.2%

ICE Brent 95 106 -10.6% -10.6%
LME Copper 7900 7918 -0.2% -0.2%
Gold 1650 1607 2.7% 2.7%

Global USD n/a n/a -0.3% -0.3%
USD vs. DM n/a n/a 1.4% 1.4%
USD vs. EM n/a n/a -3.0% -3.0%

3m USD Libor 0.45 0.29 0.3% 0.3%

Foreign Exchange6

Commodities5

Cash7

Credit4

Equities2

Rates3

 

Source: Citi Research and Bloomberg 
1 Non-USD returns converted using Citi FX forecasts versus spot; 2 Only index targets set by Citi strategists, 
Bloomberg consensus forward dividend yield used to calculate implied total return; 3 G4 targets shown are on 10yr 
yields. Return forecasts are weighted across the curve. EM Local Debt forecast derived from views on Malaysia, 
Mexico, Brazil, Poland, Hungary, Turkey, South Africa; 4 Targets are on spreads, implied total return includes bond 
return (based on Citi 5yr and 10y yield forecasts) less expected default loss derived from Moody’s 12m trailing 
default rates (0.0% for US and EUR IG, 3.0% in US HY, 1.4% in EUR HY, 0.0% for EM per year) and a 60% LGD; 5 

Targets are price forecasts vs. equivalent futures price; 6 FX returns are GDP weighted USD returns vs. forwards; 7 
3m USD Libor return calculated from quarterly forecast path shown in the G10 rates section below 
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Historical Comparison of Return Forecasts 

Figure 8 compares Citi Research total return forecasts across asset classes to their historical averages and ranges.  

Figure 8. Citi Strategist End-2013 Targets in Historical Context 
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Source: Citi Research and Bloomberg 

* Total return to forecasts shown on previous pages. See notes below 
1 Equity total returns based on total return indices in local ccy. Forecast total return calculated using index forecasts and Bloomberg consensus forward dividend yield. DM equity forecast derived from global and EM equity 
forecasts (taking into account market cap). 
2 Historical returns on credit based on Citi total return indices for all maturities, whereas Citi forecasts are on spreads and thus implied total return includes bond return (based on Citi 5yr and 10y yield forecasts) less 
expected default loss derived from Moody’s 12m trailing default rates (0.0% for US and EUR IG, 3.0% in US HY, 1.4% in EUR HY, 0.0% for EM per year) and a 60% LGD 
3 European credit, included in our asset allocation on the following pages, has too little historic data to be included in the above chart 
4 Historical returns on G10 Government Bonds based on Citi WGBI indices for all maturities. Forecast for EMU Gov bond returns implied from 10y forecasts for constituent countries 
5 EM Local rate forecast based on views on Malaysia, Mexico, Brazil, Poland, Hungary, Turkey, South Africa. Historical returns data based on Citi GBI Local FX data spliced with JP Morgan GBI-EM USD less FX return using 
a static weight assumption for the countries listed above. Data available since 2002 
6 3m USD Libor return calculated from quarterly forecast path shown in the G10 rates section below 
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Historical Comparison of Volatility Adjusted Return Forecasts 

Figure 9 compares Citi Research Sharpe ratio forecasts across asset classes to their historical averages and ranges. 

Figure 9. Implied Sharpe Ratios of Citi Strategist End-2013 Targets and Historical Volatility Adjusted Performance 
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Source: Citi Research and Bloomberg 

* All returns and volatilities are calculated from total return indices and are annualised. See previous page for notes on return calculations. 
Risk-free return used in historical calculations is US 1m deposit whereas Citi’s US 3m Libor projections are used for forecast Sharpe ratios 
Forecast Sharpe ratios assume future volatility equal to 12m rolling realised volatility 
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Ranking of Return and Sharpe Ratio Forecasts 

Ranking Citi strategists’ total return forecasts to end-2013 (Figure 10 & Figure 11), 
equity markets occupy all of the top 5. Brent oil and government bonds rank worst. 

Figure 10. Assets Ranked by Total Return Forecast  Figure 11. Assets Ranked by Total Return Forecast 

Rank Asset
Forecast Return 

to End-2013
Sharpe Ratio to 

End-2013

1 Stoxx 600 17.4% 1.4
2 EM Equities (local) 12.3% 1.4
3 Global Equities (local) 8.6% 0.9
4 S&P 500 8.4% 0.8
5 Developed Equities (local) 7.7% 0.8
6 Europe HY Credit 3.9% 1.5
7 Gold 2.7% 0.2
8 US HY Credit 2.6% 1.1
9 EM Local 1.6% 0.6
10 US IG Credit 1.3% 0.4
11 Germany Gov Bonds 1.2% 0.2
12 Europe IG Credit 1.1% 0.4
13 Cash (US 3m Libor) 0.3% 0.0
14 EM External 0.2% 0.0
15 Copper -0.2% 0.0
16 EMU Gov Bonds -0.5% -0.3
17 UK Gov Bonds -1.4% -0.3
18 Topix -2.0% -0.2
19 Japan Gov Bonds -2.4% -2.2
20 US Gov Bonds -2.9% -1.2
21 Brent -10.6% -0.6  

 

 

Source: Citi Research   Source: Citi Research  
 

On a Sharpe ratio basis (Figure 12 & Figure 13) European and EM equities and HY 
credit are the winners. Core rates and commodities are weak on this basis also. 

Figure 12. Assets Ranked by Sharpe Ratio Forecast  Figure 13. Assets Ranked by Sharpe Ratio Forecast 

Rank Asset
Sharpe Ratio to 

End-2013
Forecast Return 

to End-2013

1 Europe HY Credit 1.5 3.9%
2 EM Equities (local) 1.4 12.3%
3 Stoxx 600 1.4 17.4%
4 US HY Credit 1.1 2.6%
5 Global Equities (local) 0.9 8.6%
6 Developed Equities (local) 0.8 7.7%
7 S&P 500 0.8 8.4%
8 EM Local 0.6 1.6%
9 Europe IG Credit 0.4 1.1%
10 US IG Credit 0.4 1.3%
11 Germany Gov Bonds 0.2 1.2%
12 Gold 0.2 2.7%
13 Cash (US 3m Libor) 0.0 0.3%
14 EM External 0.0 0.2%
15 Copper 0.0 -0.2%
16 Topix -0.2 -2.0%
17 EMU Gov Bonds -0.3 -0.5%
18 UK Gov Bonds -0.3 -1.4%
19 Brent -0.6 -10.6%
20 US Gov Bonds -1.2 -2.9%
21 Japan Gov Bonds -2.2 -2.4%  

 

 

Source: Citi Research   Source: Citi Research  
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Asset Allocation Framework 

Based on the above discussion/ projected returns, our Asset Allocation 
recommendations are shown in Figure 14. Our allocation framework deliberately 
avoids specific allocations of capital budget to individual asset classes and markets 
since we anticipate that investors will operate under many different benchmark 
mandates and regulatory regimes. Rather, our framework uses a scaling of -2 
through +2 to indicate preferences based on our assessment of likely risk-adjusted 
returns over both the short- and medium-term horizons shown here. 

We also offer allocations at a relatively macro level of granularity. For more details 
on how to allocate within each asset class (for example, in EM equities), see the 
sector specialists listed in the latter part of this document. 

Figure 14. Short- (3m) and Medium-Term (End-2013) Asset Allocation 

-2 -1 0 +1 +2 -2 -1 0 +1 +2

EQUITIES XXX EQUITIES XXX

  DM XXX   DM XXX

    US XXX     US XXX

    Europe XXX     Europe XXX

    Japan XXX     Japan XXX

  EM XXX   EM XXX

CREDIT XXX CREDIT XXX

  US IG XXX   US IG XXX

  US HY XXX   US HY XXX

  Europe IG XXX   Europe IG XXX

  Europe HY XXX   Europe HY XXX

  EM External XXX   EM External XXX

GOVERNMENTS XXX GOVERNMENTS XXX

  US XXX   US XXX

  Europe XXX   Europe XXX

  Germany XXX   Germany XXX

  UK XXX   UK XXX

  Japan XXX   Japan XXX

  EM Local XXX   EM Local XXX

COMMODITIES XXX COMMODITIES XXX

  Energy XXX   Energy XXX

  Base XXX   Base XXX

  Precious XXX   Precious XXX

CASH XXX CASH XXX

Short Term* Medium Term*

 

Source: Citi Research 

* Asset allocation measured in units of under/overweight: 
     -2 = very underweight; -1 = underweight; 0 = neutral; +1 = overweight; +2 = very overweight. 
     These measures do not formally take into account market capitalisation or liquidity. 
     They do not necessarily sum to zero across the allocation. 
     Short term assumes a 3m horizon, medium term assumes a roughly 12m horizon. 
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Changes to Our Recommended Allocations 

Compared to our last publication in January 2013, our broad asset class allocations have remained broadly unchanged, still expecting equity markets to outperform 
credit and government bonds. 

In our short-term allocation (Figure 15), having had a strong run in recent months, we have pulled back Japanese equities to neutral. The underperformance of EM 
equities continues and we prefer neutral exposure here too. In credit markets, given recent EMU volatility, we have downgraded European IG and HY by one step to 
underweight and neutral respectively. We are now underweight both US and UK government bonds. Finally, in commodities we go overweight energy given the 
tightening supply/ demand balance and with momentum clearly to the downside, pull back precious metals to neutral. 

In the medium-term allocation (Figure 16), European equities are upgraded to neutral and Japanese stocks downgraded to underweight. In government bond 
markets we downgrade the UK to underweight and are now neutral in EM local. Our cash allocation is increased to overweight. 

Figure 15. Short-Term Asset Allocation & Last Allocation (Dash)  Figure 16. Medium-Term Asset Allocation & Last Allocation (Dash)  
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Source: Citi Research  Source: Citi Research 
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Citi Strategy Views by Asset Class 
The following contains a summary of the views of Citi Economists and Strategists (see Figure 
49). Please see the original research reports for their entire views as summarised here. 

Economic Outlook 

Please see the latest Global Economic Outlook and Strategy publication for full 
descriptions of the views summarised here. 

Global growth remains close to its long run average, supported by loose monetary 
policy. Big disparities between regions and large medium-term uncertainties exist. 

 Overall, we are edging up our 2013 global growth forecast by 0.1% to 2.7% and 
leaving our 2014 forecast at 3.2%, at current exchange rates. 

 Within this, we are making minor upgrades to our 2013-14 forecasts for Japan 
and EMU. In the US, there are tail risks around the debt ceiling crisis but our 
medium-term outlook is relatively optimistic. The US should outperform the EA 
by 2-3ppt in coming years. 

 In the euro area, break up risks continue to recede, but we believe that the EMU 
crisis is not over. We expect that Italy, Spain, Portugal and Ireland will all request 
ECCL programmes in the next 12-18 months. Debt restructuring remains likely 
further ahead for Portugal, Italy, Spain and Greece. Finally, we continue to 
expect that Greece will probably exit EMU eventually. 

 We expect China’s economic growth to level off at 7-8% this year and at 7-7½% 
per year in 2014-2017. 

Consumer inflation trends remain benign with Global CPI inflation at 2.8% in 2013 
and 3.0% in 2014. 

Figure 17. Real GDP Forecasts vs. Historical Averages* 
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Source: Citi Research and Bloomberg          * Historical averages using IMF data: 1990 to 2010 for DM, 1996 to 2010 for EM 
 

Figure 18. Citi Forecast For Major Economies  Figure 19. Citi Forecasts for 2013 Real GDP Growth, 2010-13 

Current Account 
(%GDP), 2013F

Fiscal Balance 
(%GDP), 2013F

Government Debt 
(%GDP), 2013F

United States -2.8 -7.2 110
Japan 0.3 -9.8 244
Euro Area 3.0 -2.7 95

Germany 5.9 -0.1 82
France -1.5 -3.7 96

Italy -0.3 -2.8 131
Spain 2.1 -6.4 99

Greece -3.3 -5.7 180
Portugal -1.4 -5.4 136

United Kingdom -4.2 -7.9 98
China 2.0 -2.0 43
India -4.3 -8.3 67
Brazil -3.0 -2.4 57  
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Source: Citi Research  Source: Citi Research 
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Major central banks are likely to keep monetary policy loose and loosen further: 

 The drag from fiscal restraint and policymakers’ high bar for satisfactory job 
growth will likely sustain QE at an elevated pace through the first half. Beyond 
that, officials may begin to taper the pace of QE in the second half of 2012. High 
unemployment and low inflation suggest no start to exit strategies through 2014. 

 We continue to believe that the ECB will do whatever it takes to save the euro, 
even if this requires new innovations in monetary tools. We also expect the ECB 
will cut rates further in response to the strong euro and weak growth prospects. 

 The new BoJ governor will focus initially on expanding purchases of JGBs and 
extending the maximum maturity of JGBs purchased. Depending on economic 
and financial developments, the BoJ also may consider lowering policy rates 
and/or interest on excess reserves.  

 In the UK, we suspect that the MPC will stay biased to loosen further, 
encouraging a weaker pound and probably also modestly expanding QE further. 
Their flexibility may well be reinforced with a change in the inflation target from a 
2% point to a more flexible 1-3% band. 

Figure 20. DM Policy Rate Forecasts  Figure 21. EM Policy Rate Forecasts 
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Source: Citi Research and Bloomberg  Source: Citi Research and Bloomberg 
 

Policy Rate Forecasts 

Developed Markets 

 Citi economists see low US rates throughout the forecast horizon. The ECB will 
likely cut the refi rate to 0.5% by mid-year and to 0.25% in Q3 2013. 

 Swedish rates are likely to be cut by 25bps in Q3 2013. The RBA is expected to 
deliver one more rate cut in H1 2013, but be on hold from there. 

 Further out, some tightening is expected in Norway, Canada and New Zealand. 

Emerging Markets 

 The general bias in EM countries is for stable to lower policy rates in H1 2013. 

 Outliers are mostly in Asia: Thailand and Indonesia are expected to hike first, 
followed by China and Korea in the second half. Israel is also seen to hike in H2. 
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Global Foreign Exchange Outlook 

Please see the latest Foreign Exchange Forecasts for full descriptions of the views 
summarised here. 

A feature of global asset markets in recent months has been the resumption of 
macro alpha, or decline in macro correlation, as the pure risk-on/ risk-off model 
fades. One specific feature of this has been that the USD has been much less weak 
in the face of strong risk appetite/ rising equity markets than would have been the 
case in 2009-2011. In part, this may be down to the highly accommodative 
monetary policies now being followed not just in the US, although US economic 
outperformance is an important driver too. 

Our forecasts anticipate full Fed accommodation remaining in place over the near 
term with the USD losing ground. Over 6-12 months, the picture is more mixed, with 
the dollar gaining in G10 and some EMs but Asian currencies strengthening. 

 Our call on the euro remains a tussle between relative risk and relative monetary 
policies. We forecast the cross at 1.35 near term, 1.31 in 6-12 months.  

 The USD/JPY move is losing momentum. Overall we forecast a 95-100 range 
over the next 12 months.  

 GBP has been the worst performing major since our last Forecasts, weakening 
sharply against both the USD and EUR. Over 6-12 months we see GBP 
extending losses and also trading materially below long term fair value. 

 EUR/CHF will likely continue trending above 1.20 and we have raised our 6-12 
month forecast to 1.25, in line with our short term view. 

 We don’t see EM FX as a sure fire winner in the near term and EM FX may 
continue to do less well than suggested by moves in risk appetite. 

 All three EM regions are seen stronger vs. the US dollar, but only modestly, by 
between 0.5% and around 1% in the next three months. Over this period, RUB is 
forecast to give the best returns vs. the USD, and HUF and MYR the worst. 

Figure 22. USD Global Index (Blue, Including EM, Higher = Weaker USD) 
and SPX (Red) 

 Figure 23. USD vs. Regions, Normalised to 17 Sep 2012=100. 
Blue=G10, Green=CEEMEA, Red=LATAM, Black=Asia, Grey 
Dash=Global. Higher = Weaker USD. All indices evenly weighted 

 

 

 
Sources: Citi Research and Bloomberg  Sources: Citi Research and Bloomberg 
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Figure 24. Citi Foreign Exchange Forecasts 

spot* 3m Fwd 12m Fwd 0-3 mos 6-12 mos long-term 3 mos rtn 12 mos rtn
G10
Euro EURUSD 1.32 1.32 1.32 1.35 1.31 1.30 2.5% -0.8%
Japanese yen USDJPY 93 93 93 95 96 90 1.8% 3.2%
British Pound GBPUSD 1.53 1.53 1.52 1.57 1.47 1.53 2.9% -3.5%
Swiss Franc USDCHF 0.93 0.93 0.93 0.93 0.95 1.00 -0.5% 3.0%
Australian Dollar AUDUSD 1.03 1.02 1.00 1.04 1.00 0.96 1.2% -0.3%
New Zealand Dollar NZDUSD 0.84 0.83 0.81 0.86 0.84 0.72 3.6% 3.2%
Canadian Dollar USDCAD 1.02 1.03 1.03 1.01 1.03 0.97 -1.5% -0.2%
Dollar Index** DXY 81.51 81.51 81.43 80.01 82.55 81.51 -1.8% 1.4%
G10 Crosses
Japanese yen EURJPY 123 123 123 128 126 117 4.3% 2.4%
Swiss Franc EURCHF 1.23 1.23 1.22 1.25 1.25 1.30 2.0% 2.1%
British Pound EURGBP 0.86 0.86 0.87 0.86 0.89 0.85 -0.4% 2.8%
Swedish Krona EURSEK 8.48 8.50 8.57 8.30 8.45 8.40 -2.3% -1.4%
Norwegian Krone EURNOK 7.48 7.52 7.62 7.35 7.30 7.25 -2.2% -4.2%
Norwegian Krone NOKSEK 1.13 1.13 1.12 1.13 1.16 1.16 -0.1% 2.9%
Australian Dollar AUDNZD 1.23 1.23 1.23 1.20 1.19 1.33 -2.3% -3.4%
Australian Dollar AUDJPY 96 95 93 98 96 86 3.0% 2.8%
Asia
Chinese Renminbi USDCNY 6.24 6.30 6.33 6.19 6.10 6.05 -1.7% -3.6%
Hong Kong Dollar USDHKD 7.76 7.75 7.75 7.75 7.76 7.75 -0.1% 0.2%
Indonesian Rupiah USDIDR 9707 9795 10143 9750 9800 9660 -0.5% -3.4%
Indian Rupee USDINR 54.2 55.3 57.8 53.0 55.0 54.5 -4.2% -4.9%
Korean Won USDKRW 1085 1092 1105 1060 1030 995 -3.0% -6.8%
Malaysian Ringgit USDMYR 3.10 3.12 3.17 3.18 3.00 3.05 1.9% -5.4%
Philippine Peso USDPHP 40.7 40.7 40.7 40.2 39.9 40.8 -1.3% -2.0%
Singapore Dollar USDSGD 1.24 1.24 1.24 1.23 1.22 1.19 -0.6% -1.4%
Thai Baht USDTHB 29.9 30.0 30.4 29.6 30.5 29.9 -1.3% 0.5%
Taiwan Dollar USDTWD 29.6 29.6 29.3 29.7 28.5 28.2 0.4% -2.6%
EMEA
Czech Koruna EURCZK 25.5 25.5 25.6 25.8 26.1 24.9 1.0% 2.1%
Hungarian Forint EURHUF 294 298 305 310 300 290 4.2% -1.7%
Polish Zloty EURPLN 4.17 4.20 4.30 4.15 4.30 3.90 -1.3% 0.0%
Israeli Shekel USDILS 3.72 3.73 3.76 3.60 3.90 4.20 -3.5% 3.6%
Russian Ruble USDRUB 30.4 30.9 32.2 29.4 31.6 33.0 -5.0% -1.9%
Russian Ruble Basket 34.8 35.3 36.9 34.0 36.0 37.5 -3.8% -2.3%
Turkish Lira USDTRY 1.80 1.82 1.89 1.80 1.85 1.90 -1.2% -1.9%
South African Rand USDZAR 8.88 8.99 9.32 9.00 9.10 9.50 0.1% -2.3%
LATAM
Brazilian Real USDBRL 1.97 1.99 2.09 1.95 1.98 2.10 -2.2% -5.1%
Chilean Peso USDCLP 474 480 496 470 480 490 -2.1% -3.2%
Mexican Peso USDMXN 12.8 12.9 13.2 12.5 12.3 12.3 -2.9% -6.8%
Colombian Peso USDCOP 1803 1818 1862 1775 1800 1800 -2.4% -3.3%
* market data including spot as of 4:22 PM London time on 22-Feb-2013
** The DXY forecasts are implied from the forecasts of the constituent crosses. *** Returns are relative to forwards

Market data Forecasts Returns***

 

Source: Citi Research and Bloomberg 
 

Figure 25. DM & EM – Forecasts Paths  Figure 26. EM Regions – Forecasts Paths 
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Developed Markets Rates Strategy 

Please see the latest G10 Rates Weekly, the latest European Rates Weekly, the 
latest US Rates & MBS Weekly and the last edition of the APAC Developed Markets 
Rates Strategy publication for full descriptions of the views summarised here. 

US Households and pension funds are not overinvested in fixed-income relative to 
recent or longer historical benchmarks. We hence do not expect a major multi-year 
sustained reallocation out of fixed-income into equities. However, a small flush out 
of momentum retail investors is likely in a treasury sell-off. 

Europe 

 Near-term event risks suggest a tactical bullish bias. Further out, bunds are 
likely range-bound and our forecasts show the 1.35/1.75% range holding. 

 Recent MPC minutes reinforced the message that policy will be kept 
accommodative. The medium-term risks facing gilts are increasingly bearish. 

 We see only negatives from the Italian election: the big question is how many 
materialize. We fear there is a lot more selling to come as risk appetite continues 
to weaken, the market is caught long, and even bulls are wary of being too early. 

US 

 We see a shift forward in the QE timeline as a bear steepening event. We also 
expect rates to rise more fundamentally throughout 2013 but will be tactical 
given the negative carry of short positions. 

 We expect 10yr Treasury yields to rise to 2.60% by year-end. 

APAC 

 Selling of JGBs has been limited, even as yen weakened, equities rallied and 
UST yields rose. We expect JGBs to maintain this bullish trajectory short term. 

 Sell rallies in the Antipodean markets. We recommend entering low-cost OTM 
payer spreads in the AUD gamma sector. 

Figure 28. Near-Term Strategy Views* 
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Source: Citi Research     *a positive score across the categories means i) lower rates ii) steeper curve iii) wider swap spreads iv) higher volatility v) higher breakevens 

Figure 27. Near-Term Global Risk Allocation 
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Figure 29. Interest Rate and Bond Market Forecasts 

  Quarterly Average 

 Current 1Q 13 2Q 13 3Q 13 4Q 13 1Q 14 2Q 14 
US  
Policy Rate (Fed Funds) End Quarter 0.25 0.25 0.25 0.25 0.25 0.25 0.25 
3-Month Libor 0.29 0.30 0.30 0.35 0.40 0.50 0.60 
2 Year Treasury Yield 0.24 0.30 0.30 0.40 0.50 0.60 0.75 
5 Year Treasury Yield 0.78 0.95 0.95 1.10 1.25 1.55 1.75 
10 Year Treasury Yield 1.89 2.05 2.05 2.30 2.60 2.85 3.00 
30 Year Treasury Yield 3.09 3.30 3.30 3.60 3.95 4.15 4.30 
2-10 Year Treasury Curve  189 175 175 190 210 225 225 
2 Year Swap Spread (Swap Less Govt.), bp 15 15 15 17 20 20 20 
10 Year Swap Spread (Swap Less Govt.), bp 9 8 8 7 5 0 0 
30 Year Swap Spread (Swap Less Govt.), bp -15 -15 -20 -20 -25 -30 -35 
30 Year Mortgage Yield 3.77 3.75 3.75 3.90 4.05 4.35 4.45 
10 Year Breakeven Inflation  253 255 255 250 245 240 240 
Euro Area   
Policy Rate 0.75 0.75 0.50 0.25 0.25 0.25 0.25 
Overnight Rate (EONIA) 0.06 0.07 0.00 -0.05 -0.05 -0.05 -0.05 
3-Month Libor 0.13 0.14 0.05 0.05 0.00 0.00 0.00 
2 Year Treasury Yield 0.07 0.14 0.05 0.05 0.00 0.05 0.05 
5 Year Treasury Yield 0.45 0.57 0.50 0.75 0.50 0.55 0.60 
10 Year Treasury Yield 1.46 1.55 1.40 1.75 1.55 1.35 1.55 
30 Year Treasury Yield 2.32 2.35 2.10 2.40 2.20 2.20 2.30 
2-10 Year Treasury Curve 139 142 150 170 150 120 145 
10 Year BTP-Bund Spread 334 300 420 350 400 400 400 
10 Year Bono-Bund Spread 377 365 450 380 400 400 400 
2 Year BTP-Schatz Spread 200 165 240 240 240 240 240 
2 Year Bono Schatz Spread 260 235 250 250 250 250 250 
10 Year Swap Spread (Swap Less Govt.), bp 31 23 25 20 35 45 45 
10 Year Breakeven Inflation 177 185 180 190 185 180 185 
Japan  
Policy Rate  0.10 0.10 0.10 0.10 0.10 0.10 0.10 
3-Month Libor 0.16 0.15 0.15 0.15 0.15 0.15 0.15 
2 Year Treasury Yield 0.05 0.05 0.05 0.05 0.10 0.10 0.05 
5 Year Treasury Yield 0.12 0.15 0.20 0.15 0.25 0.25 0.20 
10 Year Treasury Yield 0.66 0.75 0.85 0.80 1.00 1.00 0.90 
30 Year Treasury Yield 1.83 1.95 2.05 2.00 2.15 2.15 2.10 
2-10 Year Treasury Curve 61 70 80 75 90 90 85 
2 Year Swap Spread (Swap Less Govt.), bp 16 16 20 18 22 22 20 
10 Year Swap Spread (Swap Less Govt.), bp 7 4 7 5 10 10 7 
UK  
Policy Rate 0.50 0.50 0.50 0.50 0.50 0.50 0.50 
3-Month Libor 0.51 0.51 0.51 0.52 0.52 0.52 0.55 
2 Year Treasury Yield 0.23 0.33 0.25 0.45 0.35 0.25 0.35 
5 Year Treasury Yield 0.78 0.90 0.85 1.15 1.10 1.00 1.10 
10 Year Treasury Yield 1.96 2.10 2.10 2.50 2.40 2.30 2.45 
30 Year Treasury Yield 3.28 3.35 3.40 3.60 3.55 3.50 3.60 
2-10 Year Treasury Curve 173 177 185 205 205 205 210 
10 Year Swap Spread (Swap Less Govt.), bp 5 1 5 0 10 20 10 
10 Year Breakeven Inflation 312 295 315 355 345 340 345 
Australia   
Policy Rate 3.00 3.00 2.75 2.75 2.75 2.75 3.00 
3-Month Libor 3.17 2.90 2.90 2.90 3.00 3.00 3.20 
2 Year Treasury Yield 2.67 2.70 2.80 3.00 3.15 3.20 3.40 
5 Year Treasury Yield 2.92 2.95 3.05 3.25 3.40 3.46 3.60 
10 Year Treasury Yield 3.35 3.40 3.50 3.65 3.80 3.90 4.00 
2-10 Year Treasury Curve 68 70 70 65 65 70 60 
10 Year Swap Spread (Swap Less Govt.), bp 60 55 60 60 65 70 75

Source: Citi Research and Bloomberg 
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Emerging Markets Rates Strategy 

Please see the latest Global Economic Outlook and Strategy publication for full 
descriptions of the views summarised here. 

For the majority of EM countries, inflationary pressures have been absent so far. 
Powerful base effects for food prices kick in soon and should keep a lid on inflation 
pressures, given the hefty weight of food in most EM inflation baskets. Furthermore, 
and particularly in CEE and Latam, weakening domestic backdrops – as suggested, 
for example, by recent disappointing data prints (Economic Surprise Indices are 
negative and falling) – suggest continued reliance on stimulative policies. Whilst not 
our base case, we do note that EM FX has been less strong than expected, and 
that, if sustained, this may reduce the need for offsetting ease in interest rate policy. 

Further out, as output gaps disappear, core pressures may re-emerge. This is most 
pronounced in Asia, where ESIs have been much stronger and we see several 
central banks, including China, turning more hawkish/hiking in H2 2013. 

 In H1, most EM central banks are forecast to cut interest rates or stand pat. 

 In H2, four EMs are expected to hike, predominantly in Asia, against two that we 
expect to continue easing from H1. 

 In India, Brazil and Mexico, Citi economists' forecasts suggest a more dovish 
stance by the authorities than what’s priced into markets currently. In Korea, 
Thailand, Hungary and Turkey forecasts are hawkish compared to market pricing. 

While we anticipate some investor "rotation" away from fixed income to equities, we 
also expect a continued rotation within fixed income towards higher yielding 
countries. We therefore forecast further modest spread compression in local rates 
vs. US rates. Local EM debt continues to outperform EM dollar debt, given much 
more attractive yields and lower sensitivity to moves in the US yields. At the country 
level, returns on high yielding Turkish and Brazilian local currency debt are 
expected to be most attractive. Poland and Hungary look the least appealing, with 
steeper curves expected in each. 

Figure 30. EM ESIs – Asia (Red), Latam (Green) and CEEMEA (Blue)  Figure 31. Interest Rate Moves Priced In Over 12m* 
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Sources: Citi Research and Bloomberg  Source: Citi Research and Bloomberg       *relative to current market fixings 
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Global Equity Strategy 

Please see The Road Ahead 2013: Global Equities and The Road Ahead 2013: EM 
Equities publications for full descriptions of the views summarised here. 

Global equities have made an impressive start to 2013 and we expect just under 
9% total returns by end-2013. On balance, a world of easy money, low bond yields 
and attractive equity valuation trump concerns about systemic risk. That said, a 
short term pause for breath might be imminent. 

 We remain concerned that After the First 20% gain in equity markets further 
gains require: 1) lower starting valuations, 2) double digit EPS growth, 3) rising 
PMIs 4) rising core govt bond yields and 5) sustained flows into equity funds. 

 As “The Bond Refugees” love yield we think that global high dividend equities 
should outperform. Equally they tend to hate drawdowns in risk off periods so we 
advocate a global blue-chip portfolio selection that matches these criteria.  

 We regard the media driven optimism that the recent flow of cash into equity 
funds is evidence of a major shift in investment orientation with some skepticism. 
As we argue in The Rotation Consternation Meets Equity Visitation we would 
need to see inflows sustained through a correction before we are convinced.  

 Globally, we prefer US equities that should benefit from GDP and EPS 
outperformance. We also like Australia. With weaker GDP and EPS we are less 
tempted to chase Japan and Europe ex UK.  

Figure 33. Global Equity Strategy Regional Recommendations 

Overweight Neutral Underweight
US Global Emerging Markets Europe ex UK
Australia Asia Pac ex-Japan Japan

UK

Global Equity Strategy
Regional Allocation

 

Source: Citi Research 
 

Globally, we continue to like IT and Utilities and Energy in the commodity sector. We 
are underweight Consumer Discretionary, Industrials and Telecoms, as our least 
preferred defensive. 

Figure 34. Sector Recommendations by Region (O = Overweight, N = Neutral, U = Underweight) 

Sector Allocations Global US
Pan-

Europe UK Japan
Asia ex 
Japan Austr. GEMs

Energy O N U U N O O N
Materials N U N N N U O O
Industrials U O N N N O U N
Consumer Discretionary U U N N O U O O
Consumer Staples N U O O U U U U
Health Care N U O O U U N U
Financials N O O O O O N O
IT O O N N N O N N
Telecoms U O U U N U U U
Utilities O O U U U U U U

Source: Citi Research 
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Figure 32. Weekly Fund Inflows ($mn) 
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Source: Citi Research and EPFR 
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Credit Strategy 

Please see our latest European credit outlook, European Credit Sector 
Recommendations, 2013 US Credit Outlook and our US High Grade Sector 
Recommendations for a full description of the views summarised here. 

The Italian election has again reminded markets of the latent lingering risks. While 
reaction in credit spreads reflects the perception that systemic risks remains 
bounded by the OMT and excess liquidity, it reinforces our view that underlying 
risk/reward in credit is comparatively poor. 

 In the next couple of months we recommend being neutral or underinvested in 
anticipation of better entry points on the back of: ratings downgrades, fear of 
stimulus ending, political divisions, weak data etc. 

 More medium term, liquidity will still dominate weak fundamentals and cash 
spreads will end the year 10-15bps tighter than they are currently. Some 
reallocation from credit to equities will take place but not in enough volume to 
offset the positive technicals from the excess liquidity. 

 2013 should be a less difficult year to generate alpha but still challenging by 
historic norms. In the US our strategists favour US-domiciled Banks, Life 
Insurers and Energy. They dislike Healthcare, Consumer Goods and Tech. In 
Europe, they like Insurance, Banks, Consumer Goods and Healthcare. However, 
they favour rotating out of some of the better-performing peripherals into core 
names as the spread give-up is small at the moment relative to the risk. 

 Some spreads have already traded tighter than our 2013 year-end forecasts but 
we expect to see a correction later in the year and stick by our current forecasts 
as we expect markets to demand greater risk compensation, especially in 
Europe. 

Figure 36. US Sector Preferences, Current Spread and Performance 
(blue stripe = o/w, grey diagonal = neutral, red diamond = u/w) 

 Figure 37. EUR Sector Preferences, Current Spread and Performance 
(blue stripe = o/w, grey diagonal = neutral, red diamond = u/w) 
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Source: Citi Research and YieldBook  Source: Citi Research and MarkIt 
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Figure 35. IG Cash Index Spreads (bp) 
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Source: Citi Research and YieldBook 
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Commodities Strategy 

Please see the 2013 Commodities Outlook, the publication entitled US Crude Glut, 
One Step Closer To Brent, the latest Industrial Commodities publication, the latest 
PGM Update and the recent Agriculture Digest for full descriptions of the views 
summarised here. 

 The commodities super-cycle is over and market conditions approximating those 
of the last decade won’t return in 2013 or any time soon, in our view. 

 On the demand side, two structural shifts in China are paramount to the demand 
outlook: lower-paced growth and a far less commodity-intensive economy. In the 
meantime, supply remains ample for many commodities. 

 The impressive rally in crude oil over the past month belies indifferent 
fundamentals. Citi's moderately bearish base case scenario for 2013, in which 
the ongoing surge in US shale and other supply helps the market to normalize, 
is playing out on the ground if not (yet) on the screen. Although immediate 
tensions have receded, geopolitics continue to pose a risk to the oil market. 

 Expected Chinese structural shifts remain a key driver for base metals. The 
Chinese buying post the Lunar New Year holidays many expected, has so far 
failed to materialize. China is now 'over- supplied' with copper and we expect 
Chinese copper imports to continue the month-on-month declining trend. 

 Gold continues to trade as a risk asset rather than a risk hedge. The dollar’s 
likely trajectory will remain the key driver of gold returns. Expected central bank 
buying 'on dips' will act to limit further downside however. 

 For agricultural commodities, normalized weather, back-to-trend yields and 
improved sowing and pollination conditions should loosen crop balance sheets. 
High prices that have dominated markets since 3Q'12 are likely to last for the 
next three to six months before falling hard later in the year. 

Figure 38. Chinese Copper Imports Are Slowing  Figure 39. US Crude Oil Production Surging (m b/d) 
 

 

Sources: Citi Research China Customs and Wind  Source: Citi Research, IEA and Bloomberg 
 

Figure 40. Strategy Outlook* 

Overall Bullish Neutral Bearish
Energy Neutral WTI, HH Natural Gas Brent
Precious Metals Bearish Palladium Platinum Silver, Gold
Base Metals Slightly Bearish Nickel Aluminum, Zinc Lead, Copper
Bulk Commodities Neutral Coal, Iron Ore
Agriculture Slightly Bullish Corn, Wheat Soybeans, Cotton Sugar  

Source: Citi Research     *subject to revision 
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Figure 41. Citi Commodity Price Forecasts* 

0-3M 6-12M 5Y Cyclical Q1 2012 Q2 2012 Q3 2012 Q4 2012E 2012E Q1 2013E Q2 2013E Q3 2013E Q4 2013E 2013E 2014E

Energy

NYMEX WTI USD/bbl 85.0 85.0 81.0 103.0 93.3 92.2 88.2 94.1 85.0 85.0 85.0 85.0 85.0 83.0

ICE Brent USD/bbl 105.0 97.0 85.0 118.4 108.8 109.4 110.1 111.7 105.0 95.0 100.0 95.0 99.0 93.0

Henry Hub Natural Gas USD/MMBtu 3.50 3.70 N/A 2.47 2.27 2.87 3.54 2.83 3.50 3.50 3.60 3.70 3.55 4.10

Base Metals

LME Aluminum USD/MT 2,100          2,125          2,200 2,216 2,019 1,944 2,017 2,049 2,100 2,050 2,100 2,150 2,100 2,175

LME Copper USD/MT 8,160          7,850          6,200 8,314 7,833 7,711 7,921 7,945 8,160 8,000 7,800 7,900 7,965 7,775

LME Lead USD/MT 2,150          2,075          2,200 2,118 1,987 1,984 2,200 2,072 2,250 2,050 2,000 2,150 2,115 2,200

LME Nickel USD/MT 19,000         19,775         20,000 19,721 17,228 16,383 17,036 17,592 19,000 21,000 19,000 20,550 19,890 22,725

LME Tin USD/MT 25,000         22,500         18,600 22,986 20,619 19,281 21,547 21,108 23,500 22,500 22,000 23,000 22,750 22,875

LME Zinc USD/MT 1,950          2,090          2,100 2,040 1,933 1,902 1,979 1,963 2,050 2,000 2,080 2,100 2,060 2,125

Precious Metals

COMEX Gold USD/T. oz 1,700          1,650          1,050 1,691 1,613 1,654 1,718 1669 1705 1685 1665 1650 1675 1655

Silver USD/T. oz 33               30               16.5 32.6 29.6 29.9 32.6 31.2 32.5 31.5 30.0 30.0 31.0 26.5

Platinum USD/T. oz 1,675          1,715          1,531 1,604 1,505 1,500 1,600 1552 1675 1700 1700 1725 1700 1775

Palladium USD/T. oz 725             810             680 683 630 613 653 645 725 755 790 825 775 925

Bulk Commodities

Hard Coking Coal (benchmark Asia) USD/MT 165 180 200 235 215 225 170 211 165 170 180 180 174 213

Thermal Coal Asia (NEWC) USD/MT 95 103 105 113 88 88 86 94 95 95 100 105 99 111

Iron Ore Spot (TSI) USD/MT 135 113 81 142 139 112 121 128 135 120 110 115 120 122

Agriculture

CBOT Corn USd/bu 750             625             N/A 641 618 783 737 695 770 750 655 620 700 625

CBOT Wheat USd/bu 800             850             N/A 643 641 870 846 751 900 900 825 825 860 775

CBOT Soybeans USd/bu 1,425          1,275          N/A 1,272 1,426 1,675 1,485 1,466 1,625 1,550 1,430 1,400 1,500 1335

CBOT Rice USD/cwt 15.2            15.3            N/A 14.3 14.8 15.3 15.1 14.9 15.2 15.2 15.3 15.5 15.3 N/A

NYB-ICE Cotton USd/lb 80               90               N/A 93 81 73 73 80 65 65 70 70 68 N/A

Sugar#11 USd/lb 20.0            21.0            N/A 24.5 21.2 21.0 19.6 21.6 21.0 21.0 21.0 21.0 21.0 N/A

ICE Coffee USd/lb 160             167             N/A 205 171 172 152 175 160 165 165 170 165 N/A

ICE Cocoa USD/MT 2,200          2,450          N/A 2,308 2,221 2,440 2,420 2,348 2,200 2,200 2,425 2,475 2,325 N/A

Source: Citi Research     *subject to revision 

 



Global Asset Allocation 
28 February 2013 Citi Research

 

 26 

Alternative Investments Watch 

Alternative Investments such as Macro Hedge Funds, Private Equity and Property 
have historically outperformed other risky assets and have also provided much 
better volatility adjusted returns. Over time, we hope to add these asset classes to 
our allocation framework. 

Figure 42. Macro Hedge Fund Returns Independent Of Risk Appetite? 
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Source: Citi Research and Bloomberg 
 

Figure 43. Alternatives Have Outperformed 
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Figure 44. Historical Return & Sharp Ratio Comparison 

94 to Q3'12 99 to Q3'12 06 to Q3'12 94 to Q3'12 99 to Q3'12 06 to Q3'12
Global Equities 6.2% 1.2% 0.0% 0.2 0.0 -0.1
Macro HF* 11.8% 10.9% 8.0% 0.9 1.5 1.0
US Private Equity* 14.3% 9.7% 7.7% 1.0 0.7 0.6
US Property* 9.2% 8.5% 4.0% 1.3 1.1 0.4

Annualised Total Returns Sharpe Ratios**

 

Source: Citi Research 
** Sharpe Ratios on quarterly data using 1m US Treasury Bill as the risk free rate 
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Fund Flow Data by Asset Class 

Here we monitor EPFR fund flow data by asset class. While the “great rotation” 
theme has definitely caught the attention of the media recently, flow data actually 
show both equity and bond funds are seeing inflows recently. 

Figure 45. Cumulative Monthly Fund Flows by Asset Class (bn $)  Figure 46. Weekly Fund Flows by Asset Class (bn $) 
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Figure 47. Weekly Fixed Income Fund Flows (bn $) 
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Source: Citi Research and EPFR 

Figure 48. Weekly Equity Fund Flows (bn $) 
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Figure 49. Citi Global Strategy and Macro Team                                                                                                        For Informational Purposes Only 
 Name Office Number Email Address Responsibilities 
Global Macro Strategy & Asset Allocation 
London Jeremy Hale1 (44-20) 7986-9465 jeremy.hale@citi.com Head Macro Strategy 
 Maya Bhandari1 (44-20) 7986-1013 maya.bhandari@citi.com Macro Strategy 
 Michael Hampden-Turner1 (44-20) 7986-3445 michael.hampdenturner@citi.com Macro Strategy 
 Maximilian Moldaschl1 (44-20) 7986-8753 maximilian.moldaschl@citi.com Macro Strategy 
Rates Strategy Research 
Global Head Amitabh Arora3 (1-212) 723-1090 amitabh.arora@citi.com Global Head Rates Strategy 
London Alessandro Tentori1 (44-20) 7986-9224 alessandro.tentori@citi.com Head European Rates Strategy 
 Robert Crossley1 (44-20) 7986-9255 robert.crossley@citi.com European Rates Strategy 
 Jamie Searle1 (44-20) 7986-9493 jamie.searle@citi.com European Rates Strategy 
 Nishay Patel1 (44-20) 7986-1007 nishay.patel@citi.com European Rates Strategy 
 Peter Goves1 (44-20) 7986-3215 peter.goves@citi.com European Rates Strategy 
New York Brett Rose3 (1-212) 723-6439 brett.rose@citi.com Head US Rates and MBS 

Strategy 
 Neela Gollapudi3 (1-212) 723-3075 neela.gollapudi@citi.com US Rates and MBS Strategy 
 Jabaz Matha3 (1-212) 723-1839 jabaz.mathai@citi.com US Rates and MBS Strategy 
 Ankur Mehta3 (1-212) 723-1833 ankur.mehta@citi.com  US Rates and MBS Strategy 
Asia Pac Steven Mansell21 (61-2) 8225-4351 steven.mansell@citi.com Head Asia Pac Rates Strategy 
 Carl Ang21 (61-2) 8225-4832 carl.ang@citi.com Asia Pac Rates Strategy 
 Jacy Sun21 (61-2) 8225-1197 jacy.sun@citi.com Asia Pac Rates Strategy 
 Eiji Dohke3 (813-6) 270-7245 eiji.dohke@citi.com Japan Rates Strategy 
 Maki Shimizu3 (813-6) 270-7246 maki.shimizu@citi.com Japan Rates Strategy 
Equity Strategy Research 

Global  Robert Buckland1 (44-20) 7986-3947 robert.buckland@citi.com Chief Global Strategist 
 Geoffrey Dennis3 (1-212) 816-8391 geoffrey.dennis@citi.com  
 Hasan S Tevfik, CFA1 (44-20) 7986-4110 hasan.tevfik@citi.com  
 Beata Manthey, PhD1    
 Mert Genc1 (44-20) 7986-4087 mert.genc@citi.com  
Pan-Europe Jonathan Stubbs1 (44-20) 7986-4218 jonathan.stubbs@citi.com Regional Head 
 Adrian Cattley1 (44-20) 7986-4454 adrian.cattley@citi.com  
US Tobias M Levkovich3 (1-212) 816-1623 tobias.levkovich@citi.com Regional Head 
US Small & Mid Cap Scott T Chronert3 (1-415) 951-1771 scott.t.chronert@citi.com  
Japan Kenji Abe PhD12 (81-3) 6270-4890 kenji.abe@citi.com Regional Head 
Australia & New Zealand Tony Brennan15 (61-2) 8225-4890 tony.brennan@citi.com Regional Head 
Asia ex Japan Markus Rosgen4 (852) 2501-2752 markus.rosgen@citi.com Regional Head 
Credit Strategy Research 

London Matt King1 (44-20) 7986-3228 matt.king@citi.com Global Head 
 Hans Lorenzen1 (44-20) 7986-3568 hans.lorenzen@citi.com European Flow Credit 
 Teresa Cascino1 (44-20) 7986-9580 teresa.cascino@citi.com Single Name Strategy 
New York Stephen Antczak3 (1-212) 723-6267 stephen.antczak@citi.com US Head Flow Credit 
 Ratul Roy3 (1-212) 723-6043 ratul.roy@citi.com Structured Credit 
 Jason Shoup3 (1-212) 723-6147 jason.b.shoup@citi.com US HG Flow Credit 
 Michael Anderson3 (1-212) 723-3819 michael.henry.anderson@citi.com US HY Flow Credit 
 Erin Lyons3 (1-212) 723-1102- erin.lyons@citi.com Single Name Strategy 
Commodity Strategy Research 
New York Edward Morse3 (1-212) 723-3871 ed.morse@citi.com Global Head 
 Daniel P. Ahn3 (1-212) 723-3612 daniel.p.ahn@citi.com Commodity Strategy 
 Aakash Doshi3 (1-212) 723-3872 aakash.doshi@citi.com Commodity Strategy 
London Seth Kleinman1 (44-20) 7986-7084 seth.kleinman@citi.com Commodity Strategy 
 David B Wilson1 (44-20) 7986-6908 david.b.wilson@citi.com Commodity Strategy 

1 Citigroup Global Markets Ltd; 2 Citigroup Global Markets Japan Inc.; 3 Citigroup Global Markets Inc; 4 Citigroup Global Markets Asia; 5 Citigroup Global Markets (Pty) Ltd; 6 Citibank Anonim 
Sirketi; 7 Bank Handlowy w Warszawie; 8 Citigroup Global Markets India Private Limited; 9 Citigroup Global Markets India Private Limited; 10 Citibank (China) Co. Ltd; 11 Acciones y Valores 
Banamex, S.A. de C.V; 12 Citibank Taiwan Ltd; 13 Banco Citibank S.A.; 14 Citibank Europe plc Czech Republic; 15 Citigroup Pty Limited; 16 Citigroup Global Markets Korea Securities Ltd; 17 
Citibank N.A. Philippines; 18 ZAO Citibank; 19 Banco Citibank S.A.; 20 Citigroup Global Markets Singapore PTE LIMITED 
Source: Citi Research. 
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Appendix A-1 
Analyst Certification 

The research analyst(s) primarily responsible for the preparation and content of this research report are named in bold text in the author block at 
the front of the product except for those sections where an analyst's name appears in bold alongside content which is attributable to that analyst. 
Each of these analyst(s) certify, with respect to the section(s) of the report for which they are responsible, that the views expressed therein 
accurately reflect their personal views about each issuer and security referenced and were prepared in an independent manner, including with 
respect to Citigroup Global Markets Inc and its affiliates. No part of the research analyst's compensation was, is, or will be, directly or indirectly, 
related to the specific recommendation(s) or view(s) expressed by that research analyst in this report. 

IMPORTANT DISCLOSURES 

Analysts' compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global Markets Inc. and its 
affiliates ("the Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability which includes investment banking 
revenues. 

For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citi Research product ("the 
Product"), please contact Citi Research, 388 Greenwich Street, 28th Floor, New York, NY, 10013, Attention: Legal/Compliance [E6WYB6412478]. In 
addition, the same important disclosures, with the exception of the Valuation and Risk assessments and historical disclosures, are contained on the Firm's 
disclosure website at https://www.citivelocity.com/cvr/eppublic/citi_research_disclosures.   Valuation and Risk assessments can be found in the text of the 
most recent research note/report regarding the subject company. Historical disclosures (for up to the past three years) will be provided upon request. 

NON-US RESEARCH ANALYST DISCLOSURES 
Non-US research analysts who have prepared this report (i.e., all research analysts listed below other than those identified as employed by Citigroup Global 
Markets Inc.) are not registered/qualified as research analysts with FINRA. Such research analysts may not be associated persons of the member 
organization and therefore may not be subject to the NYSE Rule 472 and NASD Rule 2711 restrictions on communications with a subject company, public 
appearances and trading securities held by a research analyst account. The legal entities employing the authors of this report are listed below: 

Citigroup Global Markets Ltd Jeremy Hale; Maya Bhandari; Robert Buckland; Maximilian Moldaschl; Alessandro Tentori; 
Matt King; Willem Buiter; David Lubin; Michael Saunders 

Citigroup Global Markets Inc Aakash Doshi; Edward L Morse; Amitabh Arora; Brett Rose; Guillermo Mondino 
Citicorp Pty Ltd Steven Mansell 

OTHER DISCLOSURES 

For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers' financial instruments and 
may act as principal in connection with such transactions. The Firm is a regular issuer of traded financial instruments linked to securities that may have been 
recommended in the Product. The Firm regularly trades in the securities of the issuer(s) discussed in the Product. The Firm may engage in securities 
transactions in a manner inconsistent with the Product and, with respect to securities covered by the Product, will buy or sell from customers on a principal 
basis. 

Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or other 
obligations of any insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal 
amount invested. Although information has been obtained from and is based upon sources that the Firm believes to be reliable, we do not guarantee its 
accuracy and it may be incomplete and condensed. Note, however, that the Firm has taken all reasonable steps to determine the accuracy and 
completeness of the disclosures made in the Important Disclosures section of the Product. The Firm's research department has received assistance from 
the subject company(ies) referred to in this Product including, but not limited to, discussions with management of the subject company(ies). Firm policy 
prohibits research analysts from sending draft research to subject companies. However, it should be presumed that the author of the Product has had 
discussions with the subject company to ensure factual accuracy prior to publication. All opinions, projections and estimates constitute the judgment of the 
author as of the date of the Product and these, plus any other information contained in the Product, are subject to change without notice. Prices and 
availability of financial instruments also are subject to change without notice. Notwithstanding other departments within the Firm advising the companies 
discussed in this Product, information obtained in such role is not used in the preparation of the Product. Although Citi Research does not set a 
predetermined frequency for publication, if the Product is a fundamental research report, it is the intention of Citi Research to provide research coverage of 
the/those issuer(s) mentioned therein, including in response to news affecting this issuer, subject to applicable quiet periods and capacity constraints. The 
Product is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security. Any decision to purchase 
securities mentioned in the Product must take into account existing public information on such security or any registered prospectus. 

Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the 
reporting requirements of the U.S. Securities and Exchange Commission. There may be limited information available on foreign securities. Foreign 
companies are generally not subject to uniform audit and reporting standards, practices and requirements comparable to those in the U.S. Securities of 
some foreign companies may be less liquid and their prices more volatile than securities of comparable U.S. companies. In addition, exchange rate 
movements may have an adverse effect on the value of an investment in a foreign stock and its corresponding dividend payment for U.S. investors. Net 
dividends to ADR investors are estimated, using withholding tax rates conventions, deemed accurate, but investors are urged to consult their tax advisor for 
exact dividend computations. Investors who have received the Product from the Firm may be prohibited in certain states or other jurisdictions from 
purchasing securities mentioned in the Product from the Firm. Please ask your Financial Consultant for additional details. Citigroup Global Markets Inc. 
takes responsibility for the Product in the United States. Any orders by US investors resulting from the information contained in the Product may be placed 
only through Citigroup Global Markets Inc. 
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Important Disclosures for Morgan Stanley Smith Barney LLC Customers: Morgan Stanley & Co. LLC (Morgan Stanley) research reports may be 
available about the companies that are the subject of this Citi Research research report. Ask your Financial Advisor or use smithbarney.com to view any 
available Morgan Stanley research reports in addition to Citi Research research reports. 
Important disclosure regarding the relationship between the companies that are the subject of this Citi Research research report and Morgan Stanley Smith 
Barney LLC and its affiliates are available at the Morgan Stanley Smith Barney disclosure website at 
www.morganstanleysmithbarney.com/researchdisclosures. 
For Morgan Stanley and Citigroup Global Markets, Inc. specific disclosures, you may refer to www.morganstanley.com/researchdisclosures and 
https://www.citivelocity.com/cvr/eppublic/citi_research_disclosures. 
This Citi Research research report has been reviewed and approved on behalf of Morgan Stanley Smith Barney LLC. This review and approval was 
conducted by the same person who reviewed this research report on behalf of Citi Research. This could create a conflict of interest. 

The Citigroup legal entity that takes responsibility for the production of the Product is the legal entity which the first named author is employed 
by.  The Product is made available in Australia through Citi Global Markets Australia Pty Ltd. (ABN 64 003 114 832 and AFSL No. 240992), participant of 
the ASX Group and regulated by the Australian Securities & Investments Commission.  Citigroup Centre, 2 Park Street, Sydney, NSW 2000.  The Product is 
made available in Australia to Private Banking wholesale clients through Citigroup Pty Limited (ABN 88 004 325 080 and AFSL 238098). Citigroup Pty 
Limited provides all financial product advice to Australian Private Banking wholesale clients through bankers and relationship managers.  If there is any 
doubt about the suitability of investments held in Citigroup Private Bank accounts, investors should contact the Citigroup Private Bank in Australia.  Citigroup 
companies may compensate affiliates and their representatives for providing products and services to clients.  The Product is made available in Brazil by 
Citigroup Global Markets Brasil - CCTVM SA, which is regulated by CVM - Comissão de Valores Mobiliários, BACEN - Brazilian Central Bank, APIMEC - 
Associação dos Analistas e Profissionais de Investimento do Mercado de Capitais and ANBID - Associação Nacional dos Bancos de Investimento.  Av. 
Paulista, 1111 - 11º andar - CEP. 01311920 - São Paulo - SP.  If the Product is being made available in certain provinces of Canada by Citigroup Global 
Markets (Canada) Inc. ("CGM Canada"), CGM Canada has approved the Product.  Citigroup Place, 123 Front Street West, Suite 1100, Toronto, Ontario M5J 
2M3.  This product is available in Chile through Banchile Corredores de Bolsa S.A., an indirect subsidiary of Citigroup Inc., which is regulated by the 
Superintendencia de Valores y Seguros. Agustinas 975, piso 2, Santiago, Chile. The Product is made available in France by Citigroup Global Markets 
Limited, which is authorised and regulated by Financial Services Authority.  1-5 Rue Paul Cézanne, 8ème, Paris, France.  The Product is distributed in 
Germany by Citigroup Global Markets Deutschland AG ("CGMD"), which is regulated by Bundesanstalt fuer Finanzdienstleistungsaufsicht (BaFin). CGMD, 
Reuterweg 16, 60323 Frankfurt am Main. Research which relates to "securities" (as defined in the Securities and Futures Ordinance (Cap. 571 of the Laws 
of Hong Kong)) is issued in Hong Kong by, or on behalf of, Citigroup Global Markets Asia Limited which takes full responsibility for its content. Citigroup 
Global Markets Asia Ltd. is regulated by Hong Kong Securities and Futures Commission. If the Research is made available through Citibank, N.A., Hong 
Kong Branch, for its clients in Citi Private Bank, it is made available by Citibank N.A., Citibank Tower, Citibank Plaza, 3 Garden Road, Hong Kong. Citibank 
N.A. is regulated by the Hong Kong Monetary Authority. Please contact your Private Banker in Citibank N.A., Hong Kong, Branch if you have any queries on 
or any matters arising from or in connection with this document.  The Product is made available in India by Citigroup Global Markets India Private Limited, 
which is regulated by Securities and Exchange Board of India.  Bakhtawar, Nariman Point, Mumbai 400-021.  The Product is made available in Indonesia 
through PT Citigroup Securities Indonesia.  5/F, Citibank Tower, Bapindo Plaza, Jl. Jend. Sudirman Kav. 54-55, Jakarta 12190.  Neither this Product nor any 
copy hereof may be distributed in Indonesia or to any Indonesian citizens wherever they are domiciled or to Indonesian residents except in compliance with 
applicable capital market laws and regulations. This Product is not an offer of securities in Indonesia. The securities referred to in this Product have not been 
registered with the Capital Market and Financial Institutions Supervisory Agency (BAPEPAM-LK) pursuant to relevant capital market laws and regulations, 
and may not be offered or sold within the territory of the Republic of Indonesia or to Indonesian citizens through a public offering or in circumstances which 
constitute an offer within the meaning of the Indonesian capital market laws and regulations.  The Product is made available in Israel through Citibank NA, 
regulated by the Bank of Israel and the Israeli Securities Authority. Citibank, N.A, Platinum Building, 21 Ha'arba'ah St, Tel Aviv, Israel.   The Product is made 
available in Italy by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority.  Via dei Mercanti, 12, Milan, 20121, 
Italy.  The Product is made available in Japan by Citigroup Global Markets Japan Inc. ("CGMJ"), which is regulated by Financial Services Agency, Securities 
and Exchange Surveillance Commission, Japan Securities Dealers Association, Tokyo Stock Exchange and Osaka Securities Exchange.  Shin-Marunouchi 
Building, 1-5-1 Marunouchi, Chiyoda-ku, Tokyo 100-6520 Japan. If the Product was distributed by SMBC Nikko Securities Inc. it is being so distributed under 
license.  In the event that an error is found in an CGMJ research report, a revised version will be posted on the Firm's Citi Velocity website.  If you have 
questions regarding Citi Velocity, please call (81 3) 6270-3019 for help.   The Product is made available in Korea by Citigroup Global Markets Korea 
Securities Ltd., which is regulated by the Financial Services Commission, the Financial Supervisory Service and the Korea Financial Investment Association 
(KOFIA). Citibank Building, 39 Da-dong, Jung-gu, Seoul 100-180, Korea.   KOFIA makes available registration information of research analysts on its 
website.  Please visit the following website if you wish to find KOFIA registration information on research analysts of Citigroup Global Markets Korea 
Securities Ltd.  http://dis.kofia.or.kr/fs/dis2/fundMgr/DISFundMgrAnalystPop.jsp?companyCd2=A03030&pageDiv=02. The Product is made available in 
Korea by Citibank Korea Inc., which is regulated by the Financial Services Commission and the Financial Supervisory Service. Address is Citibank Building, 
39 Da-dong, Jung-gu, Seoul 100-180, Korea.  The Product is made available in Malaysia by Citigroup Global Markets Malaysia Sdn Bhd (Company No. 
460819-D) (“CGMM”) to its clients and CGMM takes responsibility for its contents. CGMM is regulated by the Securities Commission of Malaysia. Please 
contact CGMM at Level 43 Menara Citibank, 165 Jalan Ampang, 50450 Kuala Lumpur, Malaysia in respect of any matters arising from, or in connection with, 
the Product.  The Product is made available in Mexico by Acciones y Valores Banamex, S.A. De C. V., Casa de Bolsa, Integrante del Grupo Financiero 
Banamex ("Accival") which is a wholly owned subsidiary of Citigroup Inc. and is regulated by Comision Nacional Bancaria y de Valores. Reforma 398, Col. 
Juarez, 06600 Mexico, D.F.  In New Zealand the Product is made available to ‘wholesale clients’ only as defined by s5C(1) of the Financial Advisers Act 
2008 (‘FAA’) through Citigroup Global Markets Australia Pty Ltd (ABN 64 003 114 832 and AFSL No. 240992), an overseas financial adviser as defined by 
the FAA, participant of the ASX Group and regulated by the Australian Securities & Investments Commission. Citigroup Centre, 2 Park Street, Sydney, NSW 
2000.  The Product is made available in Pakistan by Citibank N.A. Pakistan branch, which is regulated by the State Bank of Pakistan and Securities 
Exchange Commission, Pakistan. AWT Plaza, 1.1. Chundrigar Road, P.O. Box 4889, Karachi-74200.  The Product is made available in the Philippines 
through Citicorp Financial Services and Insurance Brokerage Philippines, Inc., which is regulated by the Philippines Securities and Exchange Commission. 
20th Floor Citibank Square Bldg. The Product is made available in the Philippines through Citibank NA Philippines branch, Citibank Tower, 8741 Paseo De 
Roxas, Makati City, Manila. Citibank NA Philippines NA is regulated by The Bangko Sentral ng Pilipinas. The Product is made available in Poland by Dom 
Maklerski Banku Handlowego SA an indirect subsidiary of Citigroup Inc., which is regulated by Komisja Nadzoru Finansowego.  Dom Maklerski Banku 
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Handlowego S.A. ul.Senatorska 16, 00-923 Warszawa.  The Product is made available in the Russian Federation through ZAO Citibank, which is licensed 
to carry out banking activities in the Russian Federation in accordance with the general banking license issued by the Central Bank of the Russian 
Federation and brokerage activities in accordance with the license issued by the Federal Service for Financial Markets.  Neither the Product nor any 
information contained in the Product shall be considered as advertising the securities mentioned in this report within the territory of the Russian Federation 
or outside the Russian Federation.  The Product does not constitute an appraisal within the meaning of the Federal Law of the Russian Federation of 29 July 
1998 No. 135-FZ (as amended) On Appraisal Activities in the Russian Federation.  8-10 Gasheka Street, 125047 Moscow.  The Product is made available in 
Singapore through Citigroup Global Markets Singapore Pte. Ltd. (“CGMSPL”), a capital markets services license holder, and regulated by Monetary 
Authority of Singapore. Please contact CGMSPL at 8 Marina View, 21st Floor Asia Square Tower 1, Singapore 018960, in respect of any matters arising 
from, or in connection with, the analysis of this document. This report is intended for recipients who are accredited, expert and institutional investors as 
defined under the Securities and Futures Act (Cap. 289). The Product is made available by The Citigroup Private Bank in Singapore through Citibank, N.A., 
Singapore Branch, a licensed bank in Singapore that is regulated by Monetary Authority of Singapore. Please contact your Private Banker in Citibank N.A., 
Singapore Branch if you have any queries on or any matters arising from or in connection with this document. This report is intended for recipients who are 
accredited, expert and institutional investors as defined under the Securities and Futures Act (Cap. 289).  This report is distributed in Singapore by Citibank 
Singapore Ltd ("CSL") to selected Citigold/Citigold Private Clients. CSL provides no independent research or analysis of the substance or in preparation of 
this report. Please contact your Citigold//Citigold Private Client Relationship Manager in CSL if you have any queries on or any matters arising from or in 
connection with this report. This report is intended for recipients who are accredited investors as defined under the Securities and Futures Act (Cap. 289).   
Citigroup Global Markets (Pty) Ltd. is incorporated in the Republic of South Africa (company registration number 2000/025866/07) and its registered office 
is at 145 West Street, Sandton, 2196, Saxonwold. Citigroup Global Markets (Pty) Ltd. is regulated by JSE Securities Exchange South Africa, South African 
Reserve Bank and the Financial Services Board.  The investments and services contained herein are not available to private customers in South Africa.  The 
Product is made available in Spain by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority.  29 Jose Ortega 
Y Gasset, 4th Floor, Madrid, 28006, Spain.  The Product is made available in the Republic of China through Citigroup Global Markets Taiwan Securities 
Company Ltd. ("CGMTS"), 14 and 15F, No. 1, Songzhi Road, Taipei 110, Taiwan and/or through Citibank Securities (Taiwan) Company Limited ("CSTL"), 14 
and 15F, No. 1, Songzhi Road, Taipei 110, Taiwan, subject to the respective license scope of each entity and the applicable laws and regulations in the 
Republic of China. CGMTS and CSTL are both regulated by the Securities and Futures Bureau of the Financial Supervisory Commission of Taiwan, the 
Republic of China. No portion of the Product may be reproduced or quoted in the Republic of China by the press or any third parties [without the written 
authorization of CGMTS and CSTL]. If the Product covers securities which are not allowed to be offered or traded in the Republic of China, neither the 
Product nor any information contained in the Product shall be considered as advertising the securities or making recommendation of the securities in the 
Republic of China. The Product is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security or 
financial products. Any decision to purchase securities or financial products mentioned in the Product must take into account existing public information on 
such security or the financial products or any registered prospectus.  The Product is made available in Thailand through Citicorp Securities (Thailand) Ltd., 
which is regulated by the Securities and Exchange Commission of Thailand.  18/F, 22/F and 29/F, 82 North Sathorn Road, Silom, Bangrak, Bangkok 10500, 
Thailand.  The Product is made available in Turkey through Citibank AS which is regulated by Capital Markets Board.  Tekfen Tower, Eski Buyukdere 
Caddesi # 209 Kat 2B, 23294 Levent, Istanbul, Turkey.  In the U.A.E, these materials (the "Materials") are communicated by Citigroup Global Markets 
Limited, DIFC branch ("CGML"), an entity registered in the Dubai International Financial Center ("DIFC") and licensed and regulated by the Dubai Financial 
Services Authority ("DFSA") to Professional Clients and Market Counterparties only and should not be relied upon or distributed to Retail Clients. A 
distribution of the different Citi Research ratings distribution, in percentage terms for Investments in each sector covered is made available on 
request.  Financial products and/or services to which the Materials relate will only be made available to Professional Clients and Market Counterparties.  The 
Product is made available in United Kingdom by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority.  This 
material may relate to investments or services of a person outside of the UK or to other matters which are not regulated by the FSA and further details as to 
where this may be the case are available upon request in respect of this material.  Citigroup Centre, Canada Square, Canary Wharf, London, E14 5LB.  The 
Product is made available in United States by Citigroup Global Markets Inc, which is a member of FINRA and registered with the US Securities and 
Exchange Commission. 388 Greenwich Street, New York, NY 10013.   Unless specified to the contrary, within EU Member States, the Product is made 
available by Citigroup Global Markets Limited, which is regulated by Financial Services Authority.  
Pursuant to Comissão de Valores Mobiliários Rule 483, Citi is required to disclose whether a Citi related company or business has a commercial relationship 
with the subject company. Considering that Citi operates multiple businesses in more than 100 countries around the world, it is likely that Citi has a 
commercial relationship with the subject company.  
Many European regulators require that a firm must establish, implement and make available a policy for managing conflicts of interest arising as a result of 
publication or distribution of investment research. The policy applicable to Citi Research's Products can be found at 
https://www.citivelocity.com/cvr/eppublic/citi_research_disclosures.   
Compensation of equity research analysts is determined by equity research management and Citigroup's senior management and is not linked to specific 
transactions or recommendations.   
The Product may have been distributed simultaneously, in multiple formats, to the Firm's worldwide institutional and retail customers.  The Product is not to 
be construed as providing investment services in any jurisdiction where the provision of such services would not be permitted.  
Subject to the nature and contents of the Product, the investments described therein are subject to fluctuations in price and/or value and investors may get 
back less than originally invested. Certain high-volatility investments can be subject to sudden and large falls in value that could equal or exceed the amount 
invested. Certain investments contained in the Product may have tax implications for private customers whereby levels and basis of taxation may be subject 
to change. If in doubt, investors should seek advice from a tax adviser.  The Product does not purport to identify the nature of the specific market or other 
risks associated with a particular transaction.  Advice in the Product is general and should not be construed as personal advice given it has been prepared 
without taking account of the objectives, financial situation or needs of any particular investor. Accordingly, investors should, before acting on the advice, 
consider the appropriateness of the advice, having regard to their objectives, financial situation and needs. Prior to acquiring any financial product, it is the 
client's responsibility to obtain the relevant offer document for the product and consider it before making a decision as to whether to purchase the product. 
With the exception of our product that is made available only to Qualified Institutional Buyers (QIBs) and other product that is made available through other 
distribution channels only to certain categories of clients to satisfy legal or regulatory requirements, Citi Research concurrently disseminates its research via 
proprietary and non-proprietary electronic distribution platforms. Periodically, individual Citi Research analysts may also opt to circulate research posted on 
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such platforms to one or more clients by email. Such email distribution is discretionary and is done only after the research has been disseminated via the 
aforementioned distribution channels. Citi Research simultaneously distributes product that is limited to QIBs only through email distribution. 
The level and types of services provided by Citi Research analysts to clients may vary depending on various factors such as the client’s individual 
preferences as to the frequency and manner of receiving communications from analysts, the client’s risk profile and investment focus and perspective (e.g. 
market-wide, sector specific, long term, short-term etc.), the size and scope of the overall client relationship with Citi and legal and regulatory constraints. 
Citi Research product may source data from dataCentral. dataCentral is a Citi Research proprietary database, which includes Citi estimates, data from 
company reports and feeds from Reuters and Datastream. 

© 2013 Citigroup Global Markets Inc. Citi Research is a division of Citigroup Global Markets Inc. Citi and Citi with Arc Design are trademarks and service 
marks of Citigroup Inc. and its affiliates and are used and registered throughout the world. All rights reserved. Any unauthorized use, duplication, 
redistribution or disclosure of this report (the “Product”), including, but not limited to, redistribution of the Product by electronic mail, posting of the Product on 
a website or page, and/or providing to a third party a link to the Product, is prohibited by law and will result in prosecution. The information contained in the 
Product is intended solely for the recipient and may not be further distributed by the recipient to any third party. Where included in this report, MSCI sourced 
information is the exclusive property of Morgan Stanley Capital International Inc. (MSCI). Without prior written permission of MSCI, this information and any 
other MSCI intellectual property may not be reproduced, redisseminated or used to create any financial products, including any indices. This information is 
provided on an "as is" basis. The user assumes the entire risk of any use made of this information. MSCI, its affiliates and any third party involved in, or 
related to, computing or compiling the information hereby expressly disclaim all warranties of originality, accuracy, completeness, merchantability or fitness 
for a particular purpose with respect to any of this information. Without limiting any of the foregoing, in no event shall MSCI, any of its affiliates or any third 
party involved in, or related to, computing or compiling the information have any liability for any damages of any kind. MSCI, Morgan Stanley Capital 
International and the MSCI indexes are services marks of MSCI and its affiliates. The Firm accepts no liability whatsoever for the actions of third parties. The 
Product may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which the Product refers to website material of the Firm, 
the Firm has not reviewed the linked site. Equally, except to the extent to which the Product refers to website material of the Firm, the Firm takes no 
responsibility for, and makes no representations or warranties whatsoever as to, the data and information contained therein. Such address or hyperlink 
(including addresses or hyperlinks to website material of the Firm) is provided solely for your convenience and information and the content of the linked site 
does not in anyway form part of this document. Accessing such website or following such link through the Product or the website of the Firm shall be at your 
own risk and the Firm shall have no liability arising out of, or in connection with, any such referenced website. 
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