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Fear of Illiquidity
Fear is back in the markets and risk markets, especially EM currencies, have been heavily sold off. Amid
this market sell-off, we have received many questions on whether we are still staying the course on our
2014 core views and market themes. The answer is yes and there are good reasons why.
Citi analysts see little justification for the recent sell-off. Most of the triggers for the current pullback are
nothing new and our base cases and assumptions remain intact. Looking at the big picture, the EM
currency crisis is about liquidity withdrawal by the Fed. QE boosted EM currencies against the US dollar,
so the rewinding may be painful. Given US Treasuries went sideways for four months so far, this does not
seem to be the trigger for the current sell-off, but it is the underlying reason.

What are the issues now?
So what triggered this risk off mode? The first trigger was slowing growth and credit concerns about China.
Last week China’s weaker Flash Manufacturing PMI disappointed investors who already have little
patience about the market. The Index fell to 49.6 in January, from 50.5 in December, which is below the
consensus expectation of 50.3. This was the first reading below 50 in six months and a reading below 50
means a contraction in output. Is China’s slowing growth risk something new that investors did not imagine?
The number looks concerning per se, but Citi strategists have highlighted the downside risk to their 2014
GDP forecast of 7.3% for 2014, unless the pending urbanization plan is able to lift domestic demand
effectively.
Moreover, signs that the first large wealth management product might default have been increasing fears
about a financial banking crisis in China. However, Citi strategists see the recent PBOC’s liquidity injection
into the system as a first signal of the Government of China’s re-focus on growth to maintain healthy
expectations and employment. Citi believes that a financial crisis is unlikely although funding conditions are
likely to remain structurally tighter. Against this backdrop, Citi strategists see an attractive risk-return profile
in China as the recent developments sent China’s valuations deeper into crisis levels.
The second trigger was Argentina’s currency devaluation last week, followed by sharp falls in EM
currencies. Citi economists think that this is unlikely to lead to contagion and the impact of Latin America’s
currency crisis would have little direct impact on global markets. There have been three major Latin
American currency crises since the 1990s: the Mexican currency crisis from late-1994 to early-1995; the
Brazil currency crisis of 1999; and the Argentina crisis from late-2001 to early-2002. None of these had a
major impact on the direction of global markets. So far performances of Asia currencies held relatively well.
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Investment Implications
Overall the current developments may continue to negatively impact EM currencies and then EM debts.
However, despite turmoil over the short-term, equity markets may see more upside over the medium-term,
with the global economy and earnings transitioning into a ‘growth’ phase of the cycle. If the risk-off mode
eases back, the current situation may present opportunities for those who see the big picture, ignore the
market noise and scale in risk assets where there may be positive catalysts, such as an upward risk to
economic growth or earnings growth.

General Disclosure
“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 managed 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 238098. For a full explanation of the
risks of investing in any investment, please ensure that you fully read and understand the relevant Product Disclosure Statement prior to
investing.
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 Tower Lt 7, Jend. Sudirman Kav 5455, Jakarta. Citibank, N.A. Indonesia Branch is regulated by the Bank of Indonesia.
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 of China: 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, Citibank N.A.
Philippines, and/or Citibank Savings Inc. 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 2011 of Singapore and are not eligible for deposit insurance
coverage under the Deposit Insurance Scheme.
Thailand: This document is distributed in Thailand by Citibank N.A. and made available in English language only. 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.
United Kingdom: This document is distributed in U.K. by Citibank International plc., it is registered in England with number 1088249.
Registered office: Citigroup Centre, Canada Square, London E14 5LB. Authorised and regulated by the Financial Services Authority.

