STRATEGY REPORT

Citi analysts see the lack of liquidity in the fixed income market as being one of the key concerns for investors
today. There is liquidity. Though regulation has changed to make the banking system more robust, bank dealers
remain the central intermediaries in providing pricing for both the fixed income and equity markets. There are
more onerous conditions for banks in relation to capital requirements which impinge upon liquidity, Citi analysts
believe liquidity will remain in the markets.

Citi analysts specify that as long as markets remain calm, the volatility spikes we have seen remain a limited
threat. Markets may be less deep than before the financial crisis, Citi analysts do not see the relative fall in
liquidity as a systemic issue. Citi analysts also believe that central banks could limit any sell offs and therefore
market dips could present buying opportunities.

12 Months View Investment Rationale

Slow-paced US recovery and Federal Reserve expected to manage normalization path;
Dev. Market (Core) Sovereigns Underperform neutral duration; effect of European Central Bank's quantitative easing programme expected
to push Eurozone rates lower.

Greek bailout and the ECB's QE provides support for peripheral spreads. Prefer Spain and

EU Periphery Sovereigns* Market perform

phery g P Portugal.

: : usb Outperform  Fayour external debt markets over local markets, though increasing defensiveness near term

Emerging Market Sovereigns " o s \ )
Local Underperform  as FX volatility to persist; Asia remains Citi analysts' most favoured-region.
High Grade Corporates Market perform Performs Iarggly tleq to direction of core sovereign bond markets; favour opportunities in
subordinated financial debt

High Yield Corporates Outperform Favour higher absolute yields in US HY vs. euro HY issues; diversification opportunities in

USD Asia market. Favour BBs.

*EU Periphery Sovereigns include bonds from Ireland, Italy, Portugal and Spain.
Source: Citi analysts 4/08/15



This month we are going to look at the issue of liquidity a little deeper

Liquidity, especially in fixed income markets, has become a growing issue for investors post the Global Financial
Crisis (GFC). The reason for this is largely due to US regulatory changes which are intended to make the financial
system more robust in the face of the next crisis, whenever that may be. It's not there is no liquidity, there is. The
fear is that liquidity cold dry up should we see a severe reaction to an event such as the US raising their interest rate.

We are still in the situation where bank dealers are the main providers of pricing for both fixed income and equities.
In fact trading volumes themselves (US and Japan in particular) are close to record highs and bid-offer spreads
remain tight. Importantly, Citi analysts believe liquidity will remain in the future, even when considering the changes
in regulation such as the Volcker Rule. To expand why the changes in regulation are instilling a degree of fear in
market participants the core changes include: caps on inventories; specified holding periods for certain securities;
capital requirements strengthened; and stress tests. The result is bank dealers are less willing to take risks.

However, assets managed by mutual funds and exchange-traded funds have grown exponentially over the past five
years — taking up the slack from the dealers and absorbing the significant increase in corporate debt market and
representing nearly 25% of investors in the corporate bond market. This does raise concerns as direction of flows
into funds can be fickle and negative performance can create a negative feedback loop. A lack of liquidity and
widened spreads could compound this problem.

Recently the effects of quantitative easing (QE) have masked this issue. That we have had a backstop of central
banks keeping yields low volatility has been suppressed and investors have been on a hunt-for-yield diet. This has
encouraged a herd mentality and created crowded trades. With the US set to be the first to reverse its QE
programme and raise rate Citi analysts expect volatility to be reinstated.

Citi analysts note that the recent fears about both China and Greece has seen spikes of volatility across asset
classes and in the context of this discussion on liquidity, consensus positions have been able to unwind relatively
quickly. Citi analysts do not consider these spikes in volatility as a systematic threat as long as the markets remain
calm.

With respect to investing with the consideration of illiquidity, Citi analysts recommend patience. Citi analysts
highlight that sharp market movements without justification in fundamentals are often quick to reverse. In such
situations Citi analysts note buyers may be able to seize absolute return opportunities. But, in the main, investors
are not going to sit and wait and watch the market to find such opportunities. Leveraged positions should be
monitored with due care and attention. Citi analysts write that holding negatively correlated assets is also a
solution e.g long-dated US Treasuries vs equities, single bonds vs. a mutual funds. Off-the-run securities are also a
possibility for those clients who are income orientated as they are less liquid and therefore would perform
relatively better should liquidity dry up. For income-oriented clients, the types of cash bonds to own today could be
the most illiquid ones, these would most likely be the larger, more frequently traded, benchmark-type securities.
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Important Information

“Citi analysts” refers to investment professionals within Citi Research (“CR”), Citi Global Markets Inc. (“CGMI”) and voting
members of the Citi Global Investment Committee. For important disclosures concerning companies covered by Citi's Equity
Research analysts, please refer to the attached link: https://www.citivelocity.com/cvr/eppublic/citi_research_disclosures.

This document is based on information provided by Citigroup Investment Research, Citigroup Global Markets, Citigroup Global
Wealth Management and Citigroup Alternative Investments. It is provided for your information only. It is not intended as an offer or
solicitation for the purchase or sale of any security. Information in this document has been prepared without taking account of the
objectives, financial situation or needs of any particular investor. Accordingly, investors should, before acting on the information,
consider its appropriateness, having regard to their objectives, financial situation and needs. Any decision to purchase securities
mentioned herein should be made based on a review of your particular circumstances with your financial adviser.

You should be aware that there may be additional risks associated with international investing, including foreign economic,
political, monetary and/or legal factors, changing currency exchange rates, foreign taxes, and differences in financial and
accounting standards. These risks may be magnified in emerging markets. International investing may not be for everyone.

With respect to fixed income securities, please note that in general, as prevailing interest rates rise, fixed income securities prices
will fall. High Yield bonds are subject to additional risks such as increased risk of default and greater volatility because of the lower
credit quality of the issues.

Investments referred to in this document are not recommendations of Citibank or its affiliates. Although information has been
obtained from and is based upon sources that Citibank believes to be reliable, we do not guarantee its accuracy and it may be
incomplete and condensed. All opinions, projections and estimates constitute the judgment of the author as of the date of
publication and are subject to change without notice. Prices and availability of financial instruments also are subject to change
without notice. Past performance is no guarantee of future results. Investment products are (i) not insured by any
government agency; (ii) not a deposit or other obligation of, or guaranteed by, the depository institution; and (iii) subject
to investment risks, including possible loss of the principal amount invested. All forecasts are expressions of opinion, are
not a guarantee of future results, are subject to change without notice and may not meet our expectations due to a variety of
economic, market and other factors.

The document is not to be construed as a solicitation or recommendation of investment advice. Subject to the nature and contents
of the document, the investments described herein 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
the amount invested. Certain investments contained in the document may have tax implications for private customers whereby
levels and basis of taxation may be subject to change. Citibank does not provide tax advice and investors should seek advice
from a tax adviser. Citibank N.A., London Branch is authorised and regulated by the Office of the Comptroller of the Currency
(USA) and authorised by the Prudential Regulation Authority. Subject to regulation by the Financial Conduct Authority and limited
regulation by the Prudential Regulation Authority. Details about the extent of regulation by the Prudential Regulation Authority are
available from us on request. Our firm reference number with our UK regulators is 124704. Citibank International Limited is
authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation
Authority. Our firm reference number with our UK regulators is 122342. Citibank N.A., London Branch is registered as a branch in
the UK at Citigroup Centre, Canada Square, Canary Wharf, London E14 5LB. Registered number BR001018. Citibank
International Limited has its registered office at Citigroup Centre, Canada Square, Canary Wharf, London E14 5LB. Registered
number 01088249. In Jersey, this document is communicated by Citibank N.A., Jersey Branch which has its registered address at
PO Box 104, 38 Esplanade, St Helier, Jersey JE4 8QB. Citibank N.A., Jersey Branch is regulated by the Jersey Financial
Services Commission. Citibank N.A. Jersey Branch is a participant in the Jersey Bank Depositors Compensation Scheme. The
Scheme offers protection for eligible deposits of up to £50,000. The maximum total amount of compensation is capped at
£100,000,000 in any 5 year period. Full details of the Scheme and banking groups covered are available on the States of Jersey
website www.gov.je/dcs, or on request. Citibank N.A. is incorporated with limited liability in the USA. Head office: 399 Park
Avenue, New York, NY 10043, USA. © Citibank N.A. 2015. CITI, CITI and Arc Design are registered service marks of Citigroup
Inc. Calls may be monitored or recorded for training and service quality purposes.
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