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Equities Markets

Feature

In Citi analysts’ view, the expansionary phase the US is enjoying compared to the rest of the Developed Markets

is a consequence of the extraordinary economic stimulus provided by the sharp decrease of energy prices the

country has benefited over the past 5 years. A slowdown in global demand coupled with the highest US oil output
in more than 30 years have contributed to more than a 40 percent drop in the price of Brent crude from a high of
$115 a barrel in June 2014. This could represent a unique stimulus for the rest of the world.

In particular, the crisis-ravaged Euro Periphery is looking forward to an unexpected boon from the oil drop after
years of economic contraction left record debt levels and unemployment that hold back the economic recovery.
As importers of oil, the countries gain economically from the plummeting price through lower energy costs and

increased buying power for consumers.

United States

Slowing growth abroad and the
resultant dollar appreciation have
raised downside risks to the US
expansion. However, there are
supports from lower oil prices and
lower long-term yields. Thus Citi
analysts still expect the economy to
grow at an above trend rate of 3.0% in
2015.

As the unemployment rate declines
toward the natural rate by end-2016,
this implies modest below Fed-target

Euro-Area

inflation through most of 2017.
Consequently, Citi analysts forecast

the first rate increase for December 70%
2015, followed by a moderate pace of 60%
rate increases. 50%

40%

30%
From an equity perspective, Citi

analysts recently raised their S&P 500
Earnings per Share growth forecasts
for 2015 (+7% annual). That said, they
caution that a short-term pullback is
possible, as investor attention shifts
towards the timing of Fed rate hikes.
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Citi analysts are cutting their 2015
GDP growth forecast by 0.3% to 1.1%
and look for inflation to stay below
1%, averaging 0.9% in 2015.

In light of this, the European Central
Bank (ECB) may deliver additional
monetary stimulus in 2015. Citi
analysts expect a full Quantitative
Easing (QE) program, including
government bond purchases, to be
launched in Q115, with a preference
for the Jan 22 meeting.

Given the large output gap, Citi
analysts believe the ECB will have to
rely on a much weaker euro (and
maybe more QE) to stop inflation

expectations from falling further. ig;

40%

Equities have re-rated sharply since 35%
mid-12, from 10x P/E to 17-18x, soit "
is harder for investors to find value. 20%
But an improving economy and 15%
liquidity (flows, corporate activity, QE) 12; 3.10%
should support further upside for 09— -
stocks. i
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Equities Markets

Japan

The economy is likely to maintain
above-trend growth, expanding at 0.9%
in 2015, in part thanks to lower oil
prices and postponement of the
consumption tax hike from Oct 15 to
Apr 17.

However, Citi analysts expect core
inflation could undershoot the Bank of
Japan’s bullish forecasts in 2015 and
believe this may prompt policymakers
to implement additional easing
measures next summer.

Asia Pacific

Although valuations have recovered
since last May, Japanese equities are
still not expensive. With US rate hike
forecasts, the recent Bank of Japan
easing, a spike in Nippon Individual
Savings Account (NISA) investment
and Yen depreciation are likely to
push stocks higher, according to Citi
analysts.

Topix Index
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Economic data are generally supportive
of a more pro-growth angle in Asia.
Indeed amongst the Emerging Markets,
Asia is likely to expand at a faster rate
(6.1%) than other Emerging Markets.

Asia has an advantage in that it is a
net importer of commodities. Thus,
current weakness in commaodity prices
is a positive terms of trade shock for
Asia.

Emerging Markets

In turn, Asia’s margin outperformance
bodes well for its earnings outlook

Within the region, generally the more
northern markets such as China and
Taiwan (which Citi analysts prefer) are
cheaper vs those in South East,
Singapore being the exception. In
terms of sectors, the more cyclical
sectors such as IT, Financials and
Consumer Discretionary are preferred.

MSCI Asia Pacific ex-Japan Index
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In some ways the fall in oil prices has a
predictable effect on the current
account balances in Emerging Europe:
oil exporters lose - Russia, Nigeria,
South Africa- and oil importers win.
However, weak commodity prices and a
strong dollar are historically associated
with low risk appetite, so countries that
might be thought to be benefit from
lower commodity prices — Turkey,
Poland, Hungary for example — might
suffer if risk aversion rises against the
background of weak commodity
prices/strong dollar.

2015 appears to be a very difficult one
for the Brazilian economy in particular
as the high public debt/GDP ratio will
likely lead to a gradual fiscal
consolidation. Also external conditions
(commaodity prices and dollar strength)
are also negative. Citi analysts cut their
GDP growth forecast from 1.0% to
0.5% for 2015 and from 2.8% to 1.8%
for 2016. Mexico is amongst the few
countries within the region for which Citi
analysts sees a promising 2015, as
growth should accelerate further while
inflation is likely to stay in check.

MSCI Emerging Markets Index
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Currencies and Bonds Markets

Currencies

— EURUSD may breach parity over the
long term as ECB President Draghi
has seemingly reaffirmed a
commitment to balance sheet
expansion and to restoring the balance
sheet to the 3trn EUR peak seen in
mid-2012. With euro zone inflation
breakevens so weak, the need to act
quickly probably means that a weaker
EUR is the only option providing the
fastest route to re-anchoring inflation
expectations.

— Citi analysts think robust domestic
growth alone will not be enough to

Bonds

convince the UK’s Monetary Policy
Committee to raise rates earlier, and
low inflation, large twin deficits and
political risks are likely to weigh on
GBP in the coming months though is
expected to remain constructive on
crosses (EUR, CHF, JPY).

USDJPY looks hugely overbought in
the short term but medium to long term,
is likely to see further upside, driven by
expectations of Fed rate hikes
sometime in 2H15 and further balance
sheet expansion by the BoJ as core
inflation remains quite low, maybe
below 1% in the upcoming fiscal year.

Currencies (1 Month vs USD)

0.00%

-0.63%

-2.50%
-2.19%

-5.00%
-5.29%

-7.50%
EUR GBP JPY

US Treasuries

Citi analysts now expect only a 25 basis
points (bps) rise in funds rate end-2015,
versus 75 bps earlier, and have pushed
out the date of first hike from Sep-15 to
Dec-15. With this change, they are
lowering their end 2015 2-year and 10-
year yield forecasts by 47 bp and 12bp
respectively and projecting a much
steeper curve than previously.

Investment Grade Corporates
Prospects for high grade corporate
markets in the US and Europe continue to
diverge. Credit spreads in the US and UK
generally widened (led by the energy
sector), whereas spreads for Eurozone
issuers declined to post-crisis lows (as
expectations about ECB efforts boosts
demand). Citi analysts continue to favour
European over US issuers given that they

expect the ECB to broaden its purchases
to government bonds (boosting demand
for corporates).

High-Yield

Fundamentals have not materially
deteriorated, default rates are expected to
remain low, and the “reach for yield” in a
low rate climate remains intact. Although
Citi analysts expect more spread
compression (and less rate drag) in
Europe, higher yields in the US credits
could also potentially generate impressive
gains next year

Emerging Market Debt

While FX volatility should fade somewhat
near-term and US rates are likely to be
well-anchored in coming months, these
trends are likely to reverse next year

(higher UST rates and lower oil prices). As
such, Citi analysts remain cautious about
local EM debt.

Euro Bonds

The environment for core Euro bonds
remains constructive into 2015.
Increasingly-dovish ECB talk reflects the
deterioration of growth and inflation
expectations for the Eurozone, in the
context of a global slowdown. Additional
policy stimulus via sovereign QE remains
Citi analysts’ baseline scenario and may
continue to affect pricing. Therefore, Citi
analysts expect only a mild and gradual
increase in German 10 years yields
towards the end of 2015.




Disclaimer

“Citi analysts” refers to investment professionals within Citi Research (“CR”), Citi Global Markets Inc. (“CGMI”) and voting members of the Citi Global
Investment Committee.

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.

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. 2014. CITI, CITI and Arc Design are registered
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