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2009 Outlook

• Developed economies in recession as developing ones slow sharply

• Global GDP contracts -2.0% in 2009; global EPS recession, -50%, is 
underway

• All major central banks ease interest rates and many embark on 
quantitative ease alongside major fiscal stimulus packages 

• All developed countries adopt measures to fix impaired banking and 
securitized lending markets  

• Modest deflation in developed countries, disinflation in developing; 
core global inflation subsides, too

• Most dollar appreciation, mainly to euro and sterling, behind us; 
moderate developed country currency weakness to developing 
country currencies, especially Asia
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Federal Reserve Balance Sheet
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©FactSet Research SystemsSource: Federal Reserve

The Fed's Balance Sheet is Headed to $5 Trillion

Reserve Bank Credit Outstanding (Avg. Mil. $)

Actual
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Inflation Worry
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©FactSet Research SystemsSource: Board of Governors of the Federal Reserve System

US Monetary Base and Banking System Reserves

Base Reserves

Monetary Base YoY ( %) Reserves YoY (%)
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Citi GDP Growth Forecast

Source: Citigroup EMA Forecasts and IMF Weights
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Equity Valuation
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Global Equity Forward Price/Earnings Multiple
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Stocks vs. Bonds and Cash 
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Global Dividend Yield Versus Cash and Government Bond Yields

Cash Rate Diviend Yield (Left)
Bond Yield/Dividend Yield (Right)
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Severe US Equity Bear Markets and Forward Returns

Source: Bloomberg
Note: Returns are price only prior to 1988, total return post. Days refer to trading days.
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Equity Strategy

• Equities to outperform, but with higher volatility

• Multiples to expand on falling inflation and recession ending

• Overweight Emerging Markets

• Neutral U.S.

• Underweight Europe and Asia

• Within U.S., overweight small caps and growth
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Fixed Income Strategy

• Bonds to underperform

• Modest yield curve steepening in Europe and the U.K.

• Overweight global investment grade corporates, agencies and 
government-rated

• Underweight global developed market sovereign, high yield, and 
emerging market debt
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*Annualized, based on rolling time periods.
Data Source: Standard & Poor’s, Ibbotson Associates, Citi Global Investment Committee as of February 27, 2009
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Portfolio Diversification

S&P versus Blends’ Performance 
from Peak to Recovery (%)

Blend 
Long Corp.

Blend 
Interm. Govt

S&P 500 
Peak–to-TroughS&P 500

Source: Standard & Poor’s, Ibbotson Associates, Citi Global Investment Committee as of February 27, 2009
Note: Based on monthly returns
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US Stocks vs. 50-50 Blended Stock-Bond Portfolios During Equity Bear Markets and Recoveries


