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In the 2017 Annual Outlook report in January, we highlighted that 
2017 would bring about higher growth and higher inflation. Citi 
analysts had preferred bonds with shorter maturities while favouring 
Emerging Market (EM) equities.  

As we look ahead to the remainder of the year, the global recovery 
appears on track although concerns over the Chinese economy have 
risen. As of end May, global equities have rallied 10.5% with Emerging 
Market equities up 17% on a year to date basis. Bond markets have 
also posted positive returns of around 4% to 7%, confounding 
investors’ earlier expectations of higher bond yields. 

Long term bond yields are likely to be contained within a range, 
dependent on shifting expectations over the probability, magnitude 
and timing of fiscal expansion in the US. As such, there are selected 
opportunities within US investment grade corporate bonds, as well 
as higher yielding emerging market debt and high yield bonds. 

Lingering political risks in many parts of the world including Europe 
and North Korea suggest that investors keep their portfolios broadly 
diversified. Following the rallies in both equity and bond markets 
to date, please reach out to your Citibank relationship manager for  
a mid-year portfolio review.  

With growth and earnings likely to remain 
intact, Citi analysts still see upside in Emerging 
Market equities. Opportunities also exist in 
European equities given attractive valuations 
and improving fundamentals, although political 
and policy challenges continue to linger. Given 
consensus expectations of a delay to President 
Trump’s economic agenda, any progress on tax 
reforms is likely to be positive for US assets. 
As rallies have pushed market valuations higher, 
investors may want to use market corrections to 
increase their equity exposures. 
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Structural headwinds 
to global growth over 

the past few years 
are diminishing. These 

headwinds include:

HOLDING STEADY

G R O W T H

1
Citi analysts expect 
a moderate but broad 
based pickup in global 
growth as structural 
headwinds recede. 
However, while a 
recovery in investment 
activity and still low 
interest rates are likely 
to be supportive of 
growth, there are risks 
to the outlook. 

Fiscal 
tightening

The European 
debt crisis

Rising 
corporate 

profits 

Still low 
interest 
rates  

Higher 
industrial 
activity

A pickup in 
investment 

spending

Drivers for 
a strengthening 
cyclical global 

recovery:

The collapse 
in commodity 

prices

21

3

4

5

The decline  
in Emerging 
Market growth

Bank 
deleveraging 
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HOLDING STEADY / 1

Key Takeaways

• Structural headwinds to global growth over past few years 
are diminishing. 

• The global growth backdrop remains fairly benign.  
Citi expects the global economy to grow 3.0% and 3.3%  
in 2017 and 2018 respectively.

• Risks to Citi's growth outlook include concerns about  
a slowdown in Chinese activity, political risks and rising 
skepticism over US tax reform.

Global growth is expected to remain 
steady supported by:

However, Citi analysts stress that there are 
risks to the outlook:

Supportive policy 
actions by Chinese 
policy makers 

A slowdown 
in Chinese 
activity

Heightened 
political risks. 
(See "5.  Politics—
Greater 
Uncertainties")

Rising 
skepticism 
about US 
tax reform

Greater resilience 
given lower current 
account deficits 
and less USD 
denominated debt

US

CHINA

EUROPE

EMERGING MARKETS

JAPAN
Employment growth 
in 2017 and fiscal 
stimulus in 2018 

Strong domestic 
demand, the end of 
fiscal austerity and 
receding political 
uncertainty

Continued 
strength in exports 
and industrial 
production

1 2 3
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Citi analysts expect 
all major regional 
equity markets to 
deliver positive
earnings growth in 
2017, a phenomenon 
last seen in 2010. 
However given the 
rallies to date and 
lingering geopolitical 
risks, investors may 
want to take advantage 
of market corrections 
to increase their equity 
exposures.  

Citi analysts expect all major regional equity markets to deliver 
positive earnings growth in 2017 on the back of a modest recovery in 
global growth and oil prices. 

Global earnings are forecasted to rise 15% this year with earnings 
growth of 11% expected in the US, 22% in the UK and 19% in Europe 
ex UK. Japan and the Emerging Markets (EM) are also forecasted 
to enjoy healthy double-digit earnings growth of 13% and 23% 
respectively. This is the first synchronised earnings growth across 
key markets since 2010, a phenomenon which has occurred only 
seven times since 1990. 

Market Performance (Year to date as of May 2017)

Source: Bloomberg. As of 31 May  2017.

MSCI 
Europe 
ex UK

MSCI 
Japan

MSCI 
EM

MSCI 
US

SYNCHRONISED 
EARNINGS GROWTH

E Q U I T I E S
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SYNCHRONISED EARNINGS GROWTH / 2

Nevertheless, given that equity market valuations have become more 
expensive after the rallies year to date, Citi analysts are more selective. 
As geopolitical risks and policy uncertainties persist, they would take 
advantage of market corrections to increase their equity exposures.  

US REFORMS MAY STILL COME THROUGH
The failure to repeal Obamacare in March 2017, together with the 
various controversies surrounding the US administration have raised 
the risks of a delay to President Trump’s policy agenda. Accordingly, 
cyclical stocks and the US dollar have unwound their strong 
performance post the US presidential election. US bond yields have 
also climbed lower.     

Citi’s base case remains one where the Republican controlled 
Congress could succeed in passing US corporate and personal income 
tax cuts later this year.

With investors’ low expectations of US tax reforms and fiscal stimulus, 
any credible progress on Trump’s policy agenda is likely to be positive 
for cyclical stocks and US equities. Given the lofty valuations of US 
equities, earnings growth would be important to support the market. 

OPPORTUNITIES IN EM, EUROPE AND JAPAN

Citi analysts expect Emerging Markets (EM) to outperform other 
regional equity markets for the rest of the year. 

•	 EM	equities	have	benefited	from	a	synchronized	upturn	in	growth	
and inflation globally, still low US interest rates and contained  
USD strength. 

•	 Citi	 analysts	 are	 positive	 on	 Asian	 ex-Japan,	 Emerging	 Europe	
and Latin America given robust domestic economic growth and 
attractive valuations. EM equity valuations remain at a historically 
large discount to the US.



2017 MID YEAR OUTLOOK

CAUTIOUS OPTIMISM AMID STEADY GROWTH  |  6

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. Likewise, past performance is no guarantee of future results.

Citigold

•	 In	particular,	Citi	analysts	favour	Asia,	especially	the	large	and	less	
trade dependent countries including India, Indonesia and China. 
Exports account for around 20% of China’s GDP compared to 
177% for Singapore and 46% for Korea. 

•	 Earnings	 for	 MSCI	 China	 may	 grow	 15%	 in	 2017	 in	 Citi’s	 view	
although returns are likely to be capped by China’s regulatory 
tightening and rise in funding costs. 

The recovery in the Eurozone is strengthening and broadening 
out across countries and economic sectors. Reduced political risks 
following the French elections are also expected to be supportive 
of European equities. However, market volatility may rise ahead of 
the Italian elections. Citi analysts expect strong cash flow generation 
and healthy company balance sheets to support European dividends, 
which may help provide investors with some buffer. 

Citi analysts are neutral on Japanese equities. Japanese exporters 
are likely to benefit from strong US growth and a weaker yen. However, 
exporter earnings could be at risk if a rise in global risk aversion 
strengthens the yen.   

A BIAS TOWARDS CYCLICAL SECTORS

Given the improving economic and earnings outlook, Citi analysts are 
positive on the Energy, Financial and Technology sectors. 

•	 Technology: Earnings momentum is positive, cash generation 
healthy and balance sheets are strong. Citi analysts also highlight 
secular growth opportunities generated by continued product 
innovation. 

•	 Financial: The Financial sector is a clear beneficiary of higher 
bond yields. Citi analysts prefer EU banks (cheaper valuation, 
improving macro) to US banks. EM banks are looking increasingly 
attractive given low valuations and potential improvements in 
nonperforming loans.
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Key Takeaways

• With investors’ low expectations of US tax reforms and 
fiscal stimulus, any credible progress on Trump's policy 
agenda is likely to be positive for cyclical stocks and US 
equities. 

• Given the improving economic and earnings outlook,  
Citi analysts are positive on the cyclical sectors which 
include the Energy, Financial and Technology sectors. 

• Citi analysts expect the more cyclical markets such as 
Japan, Emerging Markets and Europe to outperform the  
US in 2017.   

•	 Energy: Potentially higher oil prices given Citi’s end-2017 
forecast of $62/bbl and improved cost discipline may support 
the Energy sector.

Citi analysts are cautious on the Consumer Discretionary, Utilities, 
Consumer Staples, Health Care and Telecoms sectors.  



2017 MID YEAR OUTLOOK

CAUTIOUS OPTIMISM AMID STEADY GROWTH  |  8

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. Likewise, past performance is no guarantee of future results.

Citigold

3RISING SLOWLY

I N T E R E S T  R AT E S

After raising rates only 
once in 2015 and 2016, 
the US Federal Reserve 
(Fed) is expected to pick 
up speed, with a total 
of 3 hikes anticipated in 
2017. The Fed appears to 
be an exception however, 
with most other central 
banks in the developed 
and emerging markets 
expected to remain on 
hold in 2017. As long as 
rates do not rise rapidly, 
corporate bonds and 
equities can continue to 
hold up if economic and 
earnings growth comes 
through. 

Citi analysts 
forecast the ECB 
to first hike 
rates in June 2019

The US Fed raised the 
Federal Funds rate by 

0.25% on 15 March 

2017 and by 0.25% on 
14 June 2017

Citi analysts 
anticipate 1 more 
interest rate hike  
for the rest of 2017

US 10-Year 
Treasuries expected 

to hit 2.20% 
by end 2017

US

EUROPE

JAPAN

In the September meeting, the 
European Central Bank (ECB) is 

expected to end asset purchases first 
before increasing interest rates, in 

line with current guidance, helping to 
maintain very easy financing conditions

With core inflation expected to stay low, 
Citi analysts believe the Bank of Japan 
(BoJ) may maintain both the short-term 

policy rate at -0.1% and the target for 

10-year JGB yields around 0%

at least through the 1st half of 2018
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RISING SLOWLY / 3

Most DM central banks are 
expected to remain on hold 
throughout 2017. Only Canada, 
New Zealand and Sweden are 
expected to hike in 2018

Key Takeaways

• With the exception of the US, most developed markets 
such as Europe, Japan and UK are expected to keep 
rates steady in 2017.

• As long as rates do not rise rapidly, corporate bonds 
and equities can continue to hold up if economic and 
earnings growth comes through.

UK

Citi analysts expect the Bank 
of England (BoE) to keep rates 

unchanged. The economy 
is unlikely to deteriorate 

significantly to warrant 
additional stimulus, while the 
uncertainty remains too high 

to raise rates prematurely

Business confidence and 
growth needs to rebound 
before the BoE starts 
raising interest rates, 
most likely only in 2019

Other 
Developed 

Markets 
(DM)

Emerging 
Markets 

(EM)

Most EM central 
banks are likely to 

keep rates on hold for 
the rest of 2017

Rates are expected 
to be raised in 
Turkey, Mexico and 
China and lowered in 
Russia and Brazil
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After the US presidential 
election in November, 
investors had expected 
bond yields to trend 
higher on stronger 
growth and inflation 
pressures. In reality, 
US 10-year Treasury 
bond yields actually 
edged lower year to 
date as of end May. 
With short term interest 
rates expected to rise 
only gradually in the 
US over the next 6-12 
months, Citi analysts 
see opportunities in 
selected bond sectors.  

SHORT TERM RATES TO SLOWLY RISE

Citi analysts expect a total of 3 rate hikes from the US Federal Reserve 
(Fed) in 2017. Outside of the US, most central banks in the developed 
and emerging markets are expected to remain on hold in 2017 as 
inflationary pressures remain manageable. (See "3. Interest Rates—
Rising Slowly") Meanwhile, long term US Treasury yields are likely to 
remain range bound, dependent on expectations over the likelihood, 
magnitude and timing of US fiscal expansion.   

WHAT DOES THIS MEAN FOR INVESTORS?

Citi analysts believe that selected bond sectors that offer investors 
additional yield and strong fundamentals remain attractive. Given 
lingering political uncertainties globally (See "5. Politics—Greater 
Uncertainties") , mixed economic signals from the US and concerns 
over a China slowdown, high quality bonds continue to remain an 
important part of investors’ portfolios.

SELECTIVE REGIONAL MARKETS OFFER VALUE

Higher relative yields, improved economic fundamentals and contained 
USD strength are likely to be supportive for Emerging Market 
Debt (EMD). While Citi analysts do not expect spreads to compress 
significantly, the higher yields are likely to help boost returns. 

In	 Latin	 America,	 Brazil	 and	 Mexico	 are	 favoured.	 While	 Brazilian	
assets remain under pressure amid increased political uncertainty and 
Standard & Poor’s (S&P) has placed its BB ratings on downgrade watch, 
Citi analysts view the weakness as an opportunity. This is premised on 
the political scandal not spilling over to the broader corporate sector. 
Citi’s positive view on oil remains a key support while export sectors 
including metals/mining, aviation and pulp/paper could benefit from  
a weaker currency.

Within Asia, India and Indonesia are Citi’s preferred local markets. S&P 
recently raised Indonesia’s credit rating to Investment Grade (BBB- 
from BB+), citing the country’s macro stability, fiscal discipline and 

SELECTED OPPORTUNITIES 

B O N D S
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SELECTED OPPORTUNITIES / 4

Yields of Local Currency denominated and USD 
denominated Emerging Market Bonds         

Source: Citi Research. As of 2 May 2017.

increased resilience. The positive macro environment in Indonesia and 
relative currency stability may attract further inflows. Citi analysts 
also remain constructive on local India debt, despite the central 
bank’s surprise move to keep policy rates on hold in April. Improving 
fundamentals and attractive valuations are likely to support further 
outperformance.

Moody’s recently downgraded China’s sovereign credit rating from A1 
to Aa3 in May, bringing its rating in line with S&P’s as well as Fitch’s. 
The reaction in the Chinese bond markets was fairly muted. Within 
the market, Citi analysts prefer State-Owned Enterprises (SOEs) over 
high yield property developers.   

In Emerging Europe, Citi analysts believe that Russia’s 9% yields appear 
attractive despite geo-political uncertainties. Though sanctions remain 
a deterrent for investments, any future removal would likely provide  
a positive catalyst for local bonds.
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Citi analysts continue to be positive on US Investment Grade (IG) 
corporates. Despite strong outperformance from last year’s oil price 
recovery, valuations still remain relatively attractive in the Energy 
sector. Basic materials such as chemicals and metals/mining also 
offer compelling value although performance is likely to be highly 
correlated to changes in commodity prices.

Bonds issued by telecom companies have been negatively impacted 
by heavy new issuance, higher leverage, higher US rates, and ratings 
downgrades. However, Citi analysts believe that current valuations 
have largely priced in these concerns.

Within Financials, the senior unsecured bonds issued by US banks are 
likely to benefit from higher US rates. Some relaxation of regulations 
under President Trump could also boost earnings later this year. 
Despite their higher valuations, Citi still favours US subordinated 
debt and preferred securities.

US High Yield (HY) bonds have become more expensive as the 
sector has rallied year to date. However, fundamentals are still robust 
as US default rates fell for the fourth consecutive month in April.  
Citi analysts are still positive on the sector, as valuations compared 
to other bond sectors are still attractive.

Corporate bond purchases by the European Central Bank (ECB) 
under its asset purchase program have driven prices of Euro IG and 
HY corporate bonds up and yields are now near record lows. Given 
expensive valuations and the possible tapering of bond purchases 
by the ECB later this year, Citi analysts have turned more cautious 
towards Euro IG bonds. They are also less positive on Euro HYs than 
before. In terms of sectors, Citi analysts continue to prefer core 
European Financials, which potentially offer higher yields than US 
banks and are expected to benefit from lower political uncertainty, 
better macro trends, recovery of earnings/profitability as well as 
stronger capital positions.



2017 MID YEAR OUTLOOK

CAUTIOUS OPTIMISM AMID STEADY GROWTH   |  13

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. Likewise, past performance is no guarantee of future results.

Citigold

SELECTED OPPORTUNITIES / 4

Key Takeaways

• Higher relative yields, improved economic fundamentals 
and contained USD strength are likely to be supportive for 
Emerging Market Debt (EMD). 

• Within US Investment Grades (IG), the senior unsecured 
bonds issued by US banks are likely to benefit from higher 
US rates. US High Yield (HY) bonds have become more 
expensive as the sector has rallied year to date. However, 
fundamentals are still robust and Citi analysts remain 
positive.

• In Europe, core Financials are preferred as they are 
expected to benefit from lower political uncertainty, better 
macro trends, recovery of earnings/profitability as well as 
stronger capital positions.
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5
Even after the French 
Presidential election, 
political uncertainties 
and geopolitical 
risks remain high. 
History suggests that 
geopolitical events can 
have a longer lasting 
negative impact on 
financial markets if the 
event directly implicates 
the US in a significant 
manner and leads to  
a re-assessment of the 
role of the US in the 
world. Market volatility 
can also spike if oil 
prices rise rapidly or 
destabilising geopolitical 
events take place 
against a backdrop of 
already weak global 
growth and there are no 
offsetting policy actions.    

GREATER UNCERTAINTIES

P O L I T I C S

Political distractions are likely 
to cause delays in Trump’s 

policy agenda. Policies such 
as immigration reform and 

infrastructure spending 
may be derailed

Situation is riskier than 
before given a less predictable 

US foreign policy and a more 
unpredictable 

North Korea regime

Tighter financial regulations 
have raised investor fears over 
a growth slowdown, triggering 

corrections in commodities, 
equities and bonds

Citi analysts still think tax 
cuts are possible although 
comprehensive tax reforms 
may be more challenging 

Citi analysts expect all 
parties to be restrained, 
helped by sanction threats

Citi analysts believe that 
China’s leaders remain 
committed to maintaining 
economic and financial 
market stability

North 
Korea

US

China
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I N F L AT I O N

GREATER UNCERTAINTIES / 5

In Citi’s view, Brexit 
negotiations are likely to 

take several years and a long 
transition phase is likely after 

Britain’s formal departure from 
the EU in March 2019

The anti-establishment 
M5S party may become the 

largest party in parliament in 
the upcoming election, which 

can increase euro break-up risk

The first few months of the 
negotiations are likely to be 
consumed by discussions over 
the financial settlement

Citi analysts expect Italy’s 
economic growth to slow as 
business confidence falls. This 
is worrying given still lingering 
concerns over the stability of 
the Italian banking system

Additional sanctions could raise 
the risk of Iran withdrawing 

from the Iran nuclear deal

Key Takeaways

• While market volatility has stayed at historically low 
levels, there are geopolitical events that can trigger 
higher volatility. 

• Citi analysts continue to advocate that investors 
should have diversified portfolios to help them navigate 
different market situations.

UK

Italy

Middle
East



2017 MID YEAR OUTLOOK

CAUTIOUS OPTIMISM AMID STEADY GROWTH  |  16

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. Likewise, past performance is no guarantee of future results.

Citigold

6
Different commodities 
have experienced mixed 
fortunes since the 
start of the year. Oil 
suffered sharp declines 
as inventories climbed 
earlier in the year while 
concerns over China’s 
growth triggered a 
correction in bulk metals. 
On the other hand, gold 
rallied on the back of 
heightened political 
uncertainties. Some of 
these movements are 
expected to reverse in 
the second half of the 
year. Citi analysts see 
oil prices heading higher 
as the output cuts since 
January start to tighten 
supply. In contrast, the 
upside for gold seems 
limited. 

OIL: SUPPLY IS TIGHTENING 

The decision by OPEC (Organisation of the Oil Producing Countries) 
to extend output cuts on 24 May by another 9 months disappointed 
investors. Nevertheless, Citi analysts believe that oil supply is 
tightening as the impact of the output cuts since January starts 
to kick in. See Figure. Quarter to date as of late May, Citi analysts 
estimate that oil inventory has fallen by 0.6 million barrels/day. This 
contrasts with the average rise of 0.64 million barrels/day seen 
historically for the same period. Citi analysts expect oil inventory to 
continue to fall in the second half of 2017, as demand for oil rises with 
the end of the refining maintenance season. 

Global Oil Inventories: Days of demand 

Source: Citi Research. As of 23 May 2017.
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MIXED FORTUNES / 6

Oil demand may surprise on the upside given Citi’s positive global 
growth outlook. Supportive demand and supply factors can push 
Brent prices to US$60-65/bbl. Citi analysts forecast WTI to end the 
year around US$62/bbl. There is a risk that these price forecasts 
may not be reached if US, Libya and Nigeria produce more oil than 
expected. On the other hand, with global oil supply disruptions at a 
five year low, more outages cannot be ruled out. 

COPPER: HEADING HIGHER 

Metal prices sold off in May on concerns of delays to Trump’s economic 
agenda and ambitious infrastructure spending plan. Investors 
were also worried about Chinese demand for metals after the local 
government recently tightened measures to target speculators in 
China’s property market. Citi analysts remain cautiously optimistic 
on the outlook for copper, expecting mine output to fall by 1.5% in 
2017, the first year of falling supply since 2002. Tighter copper supply 
and stable global demand are expected to push copper prices above 
US$6000/t.

GOLD: PRICE HAS PEAKED  

Gold prices rose 10% for the year up to end May helped by a softer 
USD and investor expectations that the Federal Reserve would only 
hike rates very gradually. Investor interest in the precious metal was 
also boosted by uncertainty over US domestic policy as well as by 
heightened geopolitical risks particularly in the Middle East and North 
Korea. Citi analysts believe that gold prices have probably peaked in 
the second quarter. It would likely require a significant deterioration 
in the US political and economic situation for gold prices to move 
higher. With Citi expecting a total of three Fed rate hikes in 2017 and 
higher US long term bond yields at the end of the year, the upside 
for gold is likely to be limited although prices are expected to be 
supported	around	US$1200/oz.US$6000/t

US$60-65/bbl

US$1200/oz

COOPER PRICES MAY RISE ABOVE 

BRENT CRUDE MAY HIT

GOLD PRICES EXPECTED TO BE 
SUPPORTED AROUND
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Key Takeaways

• Tightening supply and a positive outlook for global growth 
can push Brent prices to US$60-65/bbl. 

• Gold prices have probably peaked in the second quarter 
and would require a significant deterioration in the US 
political and economic situation to move higher. 

• Excess supply may keep iron ore prices low, potentially 
having negative implications for the AUD. 

IRON ORE: EXCESS SUPPLY  

Iron ore prices tumbled from a high of US$95/tonne in February to 
US$60/tonne as of end May, reflecting the mounting inventory of 
lower grade iron ore at China’s ports. If China cuts its steel capacity 
more quickly in the third quarter of 2017, this could support steel 
prices and in turn, iron ore prices in the near term. Over the medium 
to long term, Citi analysts remain bearish on iron ore and expect 
excess supply to cause prices to average US$53/tonne in 2018.  
This will have important implications for the AUD with iron ore being  
a key Australian export.

US$53/tonne

CITI ANALYSTS EXPECTED 
IRON ORE PRICES TO AVERAGE

IN 2018

6 / MIXED FORTUNES
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A VOLATILE DOLLAR

C U R R E N C I E S7
Citi analysts remain 
optimistic and still 
expect US tax reforms 
to be passed over the 
next 12 months. However, 
political developments 
could distract the US 
administration in the 
near term, resulting in 
a period of volatility for 
the US dollar (USD).

A VOLATILE DOLLAR  

Expectations	 of	 US	 rate	 hikes,	 sizeable	 fiscal	 stimulus	 and	 tax	
reform under the Trump administration have helped underpin the 
USD since December last year and into early 2017. 

Since February, sentiment gradually shifted with investors expecting 
Trump’s policy and economic agenda to take longer to draft and 
implement. This has seen US rates and USD reverse. See Figure.

US 10Yr bond yields (RHS) and the USD Index (LHS) 
post the US presidential election         

Source: Bloomberg. As of 6 June 2017.

Citi analysts remain optimistic and still expect tax reforms equivalent 
to a fiscal impulse of 1 to 1.5% of GDP in 2018-2022 to be passed over 
the next 12 months. However, political developments could distract 
the US administration and prompt investors to look for better 
opportunities elsewhere until more clarity emerges.  

USD is likely to be volatile within a range of 96.00 to 101.00 on the 
USD Index. US political headlines are likely to keep a lid on USD gains 
but further Fed rate hikes can limit the dollar’s downside.  
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USD INDEX LIKELY TO BE 
IN A RANGE OF

EUR COULD BENEFIT FROM DOLLAR WEAKNESS

This potentially creates opportunities for short term investors. 
Politically induced USD weakness is likely to benefit the EUR given 
strengthening economic fundamentals and receding political risks 
in	 Europe.	 However,	 Europe’s	 slow	 normalization	 process	 can	
temper the EUR’s upside. The European Central Bank (ECB) is only 
expected to raise interest rates in June 2019, after it starts reducing 
its monthly bond purchases in early 2018. 

That said, the USD could still outperform the EUR during periods of 
heightened market volatility. While other traditional safe havens such 
as the JPY and CHF could appeal to investors as well, rate differentials 
would probably favour the dollar as the Fed raises rates while the 
Bank of Japan and the Swiss National Bank keep rates steady. 

AUD APPEARS VULNERABLE

Among the commodity currencies, the AUD is likely to be the most 
vulnerable given weak economic fundamentals and the negative 
outlook for iron ore prices. 

Prospects for New Zealand appear brighter and Citi analysts expect 
the Reserve Bank of New Zealand to raise interest rates by the first 
quarter of 2018. Meanwhile, the CAD is likely to be boosted by higher oil 
prices over the remainder of the year. On balance, the three commodity 
currencies are expected to underperform the EUR and GBP.  

CNY BROADLY STABLE

Citi analysts expect the Chinese Yuan (CNY) to stay broadly stable 
for the rest of the year as we approach the National Congress of the 
Communist Party in October/November. Foreign exchange reserves 
have risen for a 3rd straight month in April and capital outflows have 
been subdued. 

96.00 

101.00 
to
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While Citi analysts see most of the Emerging Asian currencies 
ending the year softer, higher yields make the INR and IDR relatively 
attractive. Citi analysts see INR outperforming other emerging 
Asian currencies given attractive carry, strong fundamentals and 
continued equity inflows. The Reserve Bank of India is also less 
likely to cut interest rates, as it sees the strong INR as a product of 
a stronger economy.    

Citi analysts expect Singapore’s central bank, the Monetary 
Authority of Singapore (MAS), to keep monetary policy conditions 
accommodative for the rest of 2017 given muted demand and  
a weak labour market. Singapore’s economic growth is also unlikely 
to exceed the upper end of the MAS’s official forecast of 1-3%.  
This suggests that the SGD can further weaken moderately against 
the USD and other higher yielding Asian currencies such as the IDR 
and INR.

A VOLATILE DOLLAR / 7

Key Takeaways

• USD weakness is likely to benefit the EUR given 
strengthening economic fundamentals and receding 
political risks in Europe.

• AUD appears most vulnerable among the commodity 
currencies given weak economic fundamentals and the 
negative outlook for iron ore prices.

• Citi analysts expect the CNY to stay broadly stable for the 
rest of the year as we approach the National Congress of 
the Communist Party in October/November. 
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ECONOMIC GROWTH & INFLATION FORECASTS

GDP Inflation

2016 2017F 2018F 2016 2017F 2018F

Global 2.6% 3.0% 3.3% 2.2% 2.6% 2.5%

US 1.6% 2.1% 2.6% 1.1% 1.7% 1.9%

Europe 1.7% 2.0% 1.9% 0.2% 1.6% 1.4%

Japan 1.0% 1.7% 1.4% -0.1% 0.6% 0.6%

Latin America -0.5% 1.6% 2.9% 10.7% 6.9% 5.8%

Emerging Europe 1.7% 2.9% 2.8% 5.4% 5.3% 4.5%

Middle East & North Africa 1.7% 1.2% 3.0% 6.0% 6.8% 4.5%

Asia 5.9% 6.0% 6.0% 2.2% 2.5% 2.7%

China 6.7% 6.6% 6.5% 2.0% 2.0% 2.2%

Hong Kong 2.0% 3.0% 2.5% 2.6% 1.8% 2.5%

India 7.1% 7.5% 7.9% 4.5% 4.8% 5.0%

Malaysia 4.2% 5.2% 5.2% 2.1% 4.1% 3.1%

Philippines 6.9% 6.5% 6.8% 1.8% 3.2% 3.3%

Singapore 2.0% 2.5% 2.5% -0.5% 0.7% 0.7%

South Korea 2.8% 2.6% 2.7% 1.0% 2.0% 2.0%

Taiwan 1.5% 2.2% 2.2% 1.4% 1.6% 1.8%

Thailand 3.2% 3.4% 3.6% 0.2% 0.5% 0.9%

Vietnam 6.2% 6.5% 6.6% 2.7% 4.1% 5.6%

Source: Forecasts from Citi Research. As of 24 May 2017.

EXCHANGE RATE FORECASTS (VS. USD)

3Q17 4Q17 1Q18 2Q18

Europe 1.10 1.08 1.07 1.07

Japan 113 116 118 118

UK 1.30 1.27 1.26 1.27

Australia 0.73 0.72 0.72 0.72

China 6.94 7.00 7.01 6.96

Hong Kong 7.79 7.78 7.78 7.78

India 64.1 64.7 65.1 65.4

Indonesia 13584 13659 13682 13642

Malaysia 4.43 4.44 4.44 4.41

Philippines 49.9 50.1 50.0 49.4

Singapore 1.40 1.41 1.41 1.41

South Korea 1135 1151 1159 1157

Taiwan 30.3 30.6 30.8 31.1

Thailand 34.7 35.0 35.1 34.9
Source: Forecasts from Citi Research. As of 24 May 2017.

INTEREST RATE FORECASTS

 Current 3Q17 4Q17 1Q18 2Q18

US 1.25% 1.50% 1.50% 1.75% 2.00%

Europe 0.00% 0.00% 0.00% 0.00% 0.00%

Japan -0.10% -0.10% -0.10% -0.10% -0.10%

Australia 1.50% 1.50% 1.50% 1.50% 1.50%

UK 0.25% 0.25% 0.25% 0.25% 0.25%

Source: Forecasts from Citi Research. As of 24 May 2017. Current rates as of 15 June 2017.
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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.

Citibank N.A. and its affiliates / subsidiaries provide no independent research or analysis in the substance or preparation 
of this document. The information in this document has been obtained from reports issued by CGMI. Such information is 
based on sources CGMI believes to be reliable. CGMI, however, does not guarantee its accuracy and it may be incomplete or 
condensed. All opinions and estimates constitute CGMI's judgment as of the date of the report and are subject to change 
without notice. This document is for general information purposes only and is not intended as a recommendation or an 
offer or solicitation for the purchase or sale of any security or currency. No part of this document may be reproduced in 
any manner without the written consent of Citibank N.A. Information in this document has been prepared without taking 
account of the objectives, financial situation, or needs of any particular investor. Any person considering an investment 
should consider the appropriateness of the investment having regard to their objectives, financial situation, or needs, and 
should seek independent advice on the suitability or otherwise of a particular investment. Investments are not deposits, are 
not obligations of, or guaranteed or insured by Citibank N.A., Citigroup Inc., or any of their affiliates or subsidiaries, or by 
any local government or insurance agency, and are subject to investment risk, including the possible loss of the principal 
amount invested. Investors investing in funds denominated in non-local currency should be aware of the risk of exchange rate 
fluctuations that may cause a loss of principal. Past performance is not indicative of future performance, prices can go up 
or down. Some investment products (including mutual funds) are not available to US persons and may not be available in all 
jurisdictions. Investors should be aware that it is his/her responsibility to seek legal and/or tax advice regarding the legal and 
tax	consequences	of	his/her	investment	transactions.	If	an	investor	changes	residence,	citizenship,	nationality,	or	place	of	
work, it is his/her responsibility to understand how his/her investment transactions are affected by such change and comply 
with all applicable laws and regulations as and when such becomes applicable. Citibank does not provide legal and/or tax 
advice and is not responsible for advising an investor on the laws pertaining to his/her transaction.

COUNTRY SPECIFIC DISCLOSURES:
Australia:  This document is distributed in Australia by Citigroup Pty Limited ABN 88 004 325 080, AFSL No. 238098, 

Australian credit licence 238098. Any advice is general advice only. It was prepared without taking into 
account your objectives, financial situation, or needs. Before acting on this advice you should consider 
if it's appropriate for your particular circumstances. You should also obtain and consider the relevant 
Product Disclosure Statement and terms and conditions before you make a decision about any financial 
product, and consider if it’s suitable for your objectives, financial situation, or needs. Investors are advised 
to obtain independent legal, financial, and taxation advice prior to investing. Past performance is not 
an indicator of future performance. Investment products are not available to US people and may not be 
available in all jurisdictions.

Bahrain:  This document is distributed in Bahrain by Citibank, N.A., Bahrain. Citibank, N.A., Bahrain, may in its sole 
and absolute discretion provide various materials relating to the securities for information purposes only. 
Citibank, N.A., Bahrain is licensed by the Central Bank of Bahrain as a Conventional Retail Bank and is 
bound by the CBB’s regulations and licensing conditions with regards to products and services provided 
by Citibank, N.A. Bahrain. These terms are governed by and shall be construed in accordance with the laws 
of the Kingdom of Bahrain. The Customer irrevocably agrees that the civil courts in the Bahrain shall have 
non-exclusive jurisdiction to hear and determine any suit, action or proceeding and to settle any disputes 
which may arise out of or in connection with these Terms and Conditions and for such purposes the 
Customer irrevocably submits to the jurisdiction of such courts. Investment products are not insured by 
government or governmental agencies. Investment and Treasury products are subject to Investment risk, 
including possible loss of principal amount invested. Past performance is not indicative of future results: 
prices can go up or down. Investors investing in investments and/or treasury products denominated in 
foreign (non-local) currency should be aware of the risk of exchange rate fluctuations that may cause 
loss of principal when foreign currency is converted to the investors’ home currency. Investment and 
Treasury products are not available to U.S. persons. All applications for investments and treasury products 
are subject to Terms and Conditions of the individual investment and Treasury products. Customer 
understands that it is his/her responsibility to seek legal and/or tax advice regarding the legal and tax 
consequences	of	his/her	investment	transactions.	If	customer	changes	residence,	citizenship,	nationality,	
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or place of work, it is his/her responsibility to understand how his/her investment transactions are affected 
by such change and comply with all applicable laws and regulations as and when such becomes applicable. 
Customer understands that Citibank does not provide legal and/or tax advice and are not responsible 
for advising him/her on the laws pertaining to his/her transaction. Citibank Bahrain does not provide 
continuous monitoring of existing customer holdings.

Hong Kong:  This document is distributed in Hong Kong by Citibank (Hong Kong) Limited ("CHKL"). Prices and availability 
of financial instruments can be subject to change without notice. Certain high-volatility investments can be 
subject to sudden and large falls in value that could equal the amount invested.

India:  This document is distributed in India by Citibank N.A. Investment are subject to market risk including that 
of loss of principal amounts invested. Products so distributed are not obligations of, or guaranteed by, 
Citibank and are not bank deposits. Past performance does not guarantee future performance. Investment 
products cannot be offered to US and Canada Persons. Investors are advised to read and understand the 
Offer Documents carefully before investing.

Indonesia:  This report is made available in Indonesia through Citibank N.A., Indonesia Branch. Citibank N. A., Indonesia 
is a bank that is licensed, registered and supervised by the Indonesia Financial Services Authority (OJK).

Korea:  This document is distributed in South Korea by Citibank Korea Inc. Investors should be aware that 
investment products are not guaranteed by the Korea Deposit Insurance Corporation and are subject to 
investment risk including the possible loss of the principal amount invested. Investment products are not 
available to US persons. 

Malaysia:  This document is distributed in Malaysia by Citibank Berhad.

People's Republic  This document is distributed by Citibank (China) Co., Ltd in the People's Republic of China (excluding the 
Special Administrative Regions of Hong Kong and Macau, and Taiwan).

Philippines:  This document is made available in Philippines by Citicorp Financial Services and Insurance Brokerage 
Phils. Inc, and Citibank N.A. Philippine Branch. Investors should be aware that Investment products are not 
insured by the Philippine Deposit Insurance Corporation or Federal Deposit Insurance Corporation or any 
other government entity.

Singapore:  This report is distributed in Singapore by Citibank Singapore Limited (“CSL”). Investment products are 
not insured under the provisions of the Deposit Insurance and Policy Owners’ Protection Schemes Act of 
Singapore and are not eligible for deposit insurance coverage under the Deposit Insurance Scheme.  

Thailand:  This document contains general information and insights distributed in Thailand by Citigroup and is made 
available in English language only. Citi does not dictate or solicit investment in any specific securities 
and similar products. Investment contains certain risk, please study prospectus before investing. Not an 
obligation of, or guaranteed by, Citibank. Not bank deposits. Subject to investment risks, including possible 
loss of the principal amount invested. Subject to price fluctuation. Past performance does not guarantee 
future performance. Not offered to US persons.

Vietnam:  This document is distributed in Vietnam by Citibank, N.A., - Ho Chi Minh City Branch and Citibank, N.A. - Hanoi 
Branch, licensed foreign bank’s branches regulated by the State Bank of Vietnam. Investment contains certain 
risk, please study product’s prospectus, relevant disclosures and disclaimers and the terms and conditions for 
details before investing. Investment products are not offered to US persons.

United Kingdom:  This document is distributed in U.K. by Citibank Europe plc, UK Branch. The registered address in the 
UK is Citibank Centre, Canada Square, Canary Wharf, London E14 5LB. Citibank Europe plc, UK Branch is 
authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and 
the Prudential Regulation Authority.
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