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This month we’ll be exploring the following questions:

Key Questions:

What is The Conference Board’s forecast for the US economy in
2021, and what are the key assumptions?

How does The Conference Board expect the global economy to
recover, and what are the primary risks?

What lies ahead for global markets in 2021, according to Citi?

What are the risks to financial stability in 2021, according to the
International Monetary Fund?
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US economic outlook: Three scenarios possible, but our
base case (black) points to a sustained recovery in 1H21
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US economic outlook: key assumptions for each scenario

1.Base Case Scenario
v New cases of COVID-19 peak in early 1Q21, but no widespread lockdowns are implemented
v' COVID-19 vaccine deployed gradually in 1Q21, and volume of inoculations rises into 2Q21
v’ Labor markets and consumption weaken slightly in 1Q21, but rebound in 2Q21 and 3Q21
v Dec 2020 stimulus package deployed in 1Q21 and another stimulus package deployed in 2Q21
v US political transition does not result in a hit to consumer or business confidence

2.Upside Scenario
v New cases of COVID-19 fall dramatically in late 1Q21, social distancing policies loosened
v COVID-19 vaccine deployed rapidly in 1Q21, and universally available in early 2Q21
v Meaningful improvements in unemployment are made and consumption rebounds in 1Q21
v Dec 2020 stimulus package deployed in 1Q21, and additional package deployed in 1Q21
v US political transition results in boost to consumer or business confidence

3.Downside Scenario
v New cases of COVID-19 rise dramatically in 1Q21, widespread lockdowns are implemented
v" Lengthy distribution of COVID-19 vaccine / ineffective against new strains of virus
v Unemployment deteriorates and consumption contracts in 1H21
v Dec 2020 stimulus package deployed in 1Q21, but no additional stimulus implemented this year
v US political transition highly disruptive and hurts consumer and business confidence
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Following a lull in the recovery over the winter (4Q20 &
10Q21) we expect the economy to reaccelerate in 2Q21

2020 2021
2nd 1st 2nd 2019 | 2020 | 2021
IQ*| IlQ* nma* v v

Real GDP -5.0 | -314 | -182 | 334 18.5 -3.5
Real consumer spending -6.9 | -33.2 | -20.0 | 41.0 3.4 22.2 3.6 4.0 3.8 7.1 4.9 6.0 2.4 -3.8 5.2
Residential investment 19.0 | -35.5 | -83 63.0 | 20.0 | 415 7.0 6.0 6.5 5.0 5.0 5.0 -1.7 5.2 10.9

Nonresidential investment -6.7 | -27.2 | -16.9 | 22.9 6.6 14.8 2.4 3.7 31 4.5 4.8 4.6 2.9 -4.4 3.9
Inventory change (bln '09S) -80.9 |-287.0(-184.0| -3.7 | 20.0 8.2 0.0 5.0 2.5 16.0 | 16.0 | 16.0 | 48.5 | -87.9 | 100.0

Total gov't spending 13 2.5 1.9 -4.8 0.0 -2.4 0.0 1.0 0.5 1.7 2.7 2.2 2.3 1.2 0.1
Exports -95 | -644 | -369 | 59.6 | 15.2 | 374 3.0 5.1 4.0 7.1 5.1 6.1 -0.1 | -13.3 | 4.6
Imports -15.0 | -54.1 | -345 | 93.0 | 16.2 | 54.6 6.1 5.1 5.6 6.1 4.5 5.3 11 -9.9 9.7
Unemployment rate 3.8 13.0 | 84 8.8 6.7 7.8 6.5 6.1 6.3 5.4 4.9 5.2 3.7 8.1 5.8
CPlinflation 1.2 -35 | -1.2 5.2 2.1 3.6 2.3 1.9 2.1 1.9 2.0 2.0 1.8 1.2 2.1

Source: The Conference Board
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The Conference Board — Global Economic Outlook: Jan 2021

The Conference Board Global Economic Outlook, 2011-2030
Real GDP Growth Rates (Average Annual Percent Change)

2011-2018 2020 2021 Real GDP growth (%)

United States 23 -36 £1 United States % 2020
Europe 16 -7.2 L4
Euro Area 1.2 -7.3 47 Eurc Area W 2021
United Kingdom 139 -11.4 5.0 United Kingdom
Japan 1.0 -5.2 25 lapan
Other Mature Economies 27 =27 40 Other Mature Economies
All Mature Economies 13 -5.1 41 All Mature Econamies
China 44 1.0 49
India 6.8 -9.2 8.1 hina
Other Developing Asian Econo 5.0 -3.7 49 India
Latin America 11 -§.3 3.3 COther Developing Asian Economies
Brazil 0.7 -4.9 25 Latin America
Mexico 24 5.3 31 Middle East & North Africa
Middle East & Morth Africa 28 -3.7 29 Gulf region
Gulf region 3.3 -4.5 2.5 )
Sub-Saharan Africa 3.6 -2.5 3.5 Sub-Ssharan Arica
Russia, Central Asia and SE Eu 28 27 3.2 Russia
Russia 1.7 4.2 3.0 Turkey
Turkey 55 0.6 31  Allemerging and developing economies
All emerging and developing ¢ 39 -35 L8

World
World 29 -4.2 L4

42 a0 -8 6 4 -2 0O 2 4 & B 10

Addenda
China [Official) 7.4 16 B2
United States (adjusted)* 2.4 =34 43

Source: The Conference Board, Inc.
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Risks to the Global Economic Outlook

Downside Risks Upside Risks

= Geopolitics (downsides) Geopolitics (upsides)
Sovereign debt build-up Rapid vaccine deployment
Deglobalization: reduced trade Faster productivity growth
Economic inequality Digital transformation
Climate change High impact investments
Financial stability concerns

Source: The Conference Board, Inc.: StraightTalk® - Divergencies, Uncertainty, and Risks
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Easy Money + Lower USD = Lower Vol + Reflation
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Shallow Dips During QE
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Fed: Easy For Longer (For Now...)

Out of Sample
Prediction

Regression report
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Macro Cycle Turning
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Highest Beta To Growth Recovery

Trade Recoveries of +10% in YoY Growth

251 r 50 ) Impliad %Chg if Trade Implied %Chgif Trade % Chg From May
Average BelaDuring )
- Trade Valume volume Growth volume Growth 2020 (bottom in
20+ - 40 Grawth Unturms®** Increased by 10% Using  Increased by 20% global trade
F B Upturn Beta Using Upturn Beta  valume growth)
154 I 30
MSCI LATAM 338 33.8% 67.6% 36.0%
10 | 20 2y UST 293 293 585 77
MSCI EM 2.65 26.5% 53.0% 35.0%
51 F 10 Energy 261 26.1% 52.3% 22.1%
= s & MISCI Asla 245 24.5% 49.0% 35.3%
0 ﬁ‘ Industrial Metals 224 22% 45% 445
: BCOM 1.76 18% 35% 30%
=51 r=10 EM Extermal 1.36 13% 25% 19%
10 20 1S 10% Breakeven 114 114 23.8 84,3
B B NKY 0.56 2.6% 17.2% 8.9%
154 L.30 DM Value 0.75 4.5% 15.0% 24.8%
SX5E 0.72 7.2% 14.4% 1.7%
.20 | _40 TOPIX 0.71 7.1% 14.2% 25.4%
1995 2000 2005 2010 2015 2020 MISCI AC World 0.70 .05 13.9% 30.0%
10y Bund 0.67 6.73 1346 -1.80
—CPB World Trade Velume - YoY% Grnwth, lhs S&P 500 0.63 5.2% 12.6% 20, 7%
—CPB World Trade Volume - 1y Net Change in YoY% Growth, rhs MSC] DR 0.60 6.0% 12.1% 20,38
DM Growth 0.59 5.9% 11.9% 41.3%
FTSE 100 0.58 5.8% 11.6% 14.0%
250% Gold G10vs. USD® 045 a4.5% 5.0% 13.3%
- ° EM vs. USD* 0.33 3.3% 6.7% 7.4%
Industrial Metal LATAM vs. USD* 0.32 3.2% 5.5% 10.4%
@ ndustrial Metals CEEMEA vs. USD® 0.31 3.1% 6.1% 5.4%
2 200% EMU Periph Spresds™* 0.29 .9 59 -86.9
2 MS5CI Asia - -
a @10 vs. USD" DM Growth . Asia vs. USD 0.24 2.4% a.8% 6.4%
S s ® Gold 0.08 0.8% 1.6% 14.3%
(o] i MSCIEM EUR/USD 0.08 0.8% 1.6% 11.5%
Q y5py Ae1@ Vs USD . 10y UST 0.07 0.70 140 20.14
@ . S&P 500
] G10vs. EM FX* 0.00 0.0% 0.0% 5.5%
a a® MSCIAC World K
E MSCIOM US 10Y Breakeven DHY 019 L% -7 5%
o - . . ® MSCI CEEMER -0.21 -2.1% -4.3% 17.0%
W 00% TeRix ] Msc“.-”m ....... DM/EM Equities -1.85 -18.6% -37.2% -4.3%
5 E?;EZ‘;:E" Didyalue o EMExternal 10y JGB -2.63 36,3 526 4.0
E SXSE E"ﬁrﬂ‘f 2105 -2.86 -28.6 572 376
g LATAM ws. USD" US 10¥ Real -7.14 -71.4 -142.9 -65.7
-E 50% : # 10y Bund *Dollar weakness is a positive value ***Equally Weighted
[id - CEEMEA ve. USD" *+ EMU Fernphery spreads are equally weighted vs Bunds, starting In 1997, The spread beta 1s inverted to reflect
= 10y UST eguity-like directionality
Government bond values in yields ; Equities and bonds are in local terms
0% & 2y UST BTPs Start in 1399, MSCICEEMEA in 2001, Reals & Bresksvens in 1992, EM Externzlin 1336
0.00 0.50 1.00 1.50 2.00 2.50 3.00 3.50 4.00
Average Beta During Trade Volume Growth Upturns
Source: Citi Research, Macrobond and Bloomberg reny
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Tailwinds For EM & Japan Outperformance

China Credit vs. Markets: 6-9 Month Lag
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Elevated Asset-Manager Cash Balances

r5.0
r4.5

2004 2006 2008 2010 2012 2014 2016 2018 2020

—Total US Money Market Fund NAV
—MoM Change

AAll Investor Asset Allocation Survey
‘{65.5_

L]

F 40
9171
30

H17.4

1990

1995 2000

mStocks, Total [m.a. 3 months]
mCash [m.a. 3 months]
=Bonds, Total [m.a. 3 months]

2005 2010 2015 2020

Source: Citi Research, Macrobond, EPFR and Bloomberg

JUCEIE]

Fund Flows Cumulative $, 2y Rolling

2,000,000
=Global Money Market Fund Flows

——Global Bond Fund Flows
1,500,000 ——Global Equity Fund Flows

«w 1,000,000
| ==
S
=
« 500,000
0
-600,000
12/18 0319 06/19 0919 12/19 03/20 06/20 09/20
Citi Equity Survey: Median Cash Holdings
2% Median: 5.0%
10%
®
E B%
=
I
S 8%
£
5
2 %
0%
EYEeSrruYopITTusnnEerto R g
§35353835383885858885458$5




(4) Phases of the Macro Cycle

Reflation Stagflation Citi Economic Forecasts
22.5 1 - 12.5 GDP Growth CPl Inflation
e [ 2020 2021 2022 2020 2021 2022
~18.0 - 5o Global -39 5.0 36 20 22 24
L - 2% United States -34 51 16 12 19 20
o " Japan 51 20 23 04 03 06
" EuroArea 73 36 43 02 07 13
-2-5 1 | ;s Emerging Markets -2.0 6.2 4.5 3.7 3.3 3.4
:: f 100 Asia -04 7.5 5.1 27 1.7 25
o r25  Latin America -1.2 41 2.5 6.6 8.6 71
1965 1370 1975 1980 1985 1990 1995 2000 2005 2010 2015 20'21_1_15-0 Europe -3.4 34 3.6 48 3.3 4.5
—US Real GDP Growth YoY % Chg., rhs [a.r. 12 months] Mid East/Africa -4 4 33 36 44 59 45

= =US Core CPI YoY % Chg., rhs [a.r. 12 months]
H CBO Output Gap % of GDP, |lhs

Annualised % Return
SPX Index MSCI EM | CRB CMDT Index | SPGSCI Index | Dollar Index| US Gov Us 1@ Credit

Average Return During Periods 17.4% 39.1% 4.4% 6.6% 4.8% 5.0% 9.1%

Goldilocks: Growth + |Standard Deviation of Returns Within Periods 12.4% 15.2% 11.1% 14.2% 6.9% 4.5% 5.0%
& Inflation - standard Deviation of Annualised Returns Between Periods 12.1% 43.8% 11.9% 16.3% 10.9% 6.3% 9.5%
Average Return during Period / Risk 141 2.57 0.40 0.44 0.63 1.35 1.81

Average Return During Periods 25.0% 38.5% 20.6% 33.5% -7.4% 1.6% 3.9%

Reflation: Growth + &|Standard Deviation of Returns Within Periods 15.1% 12.6% 5.3% 13.0% 7.2% 4.0% 4.7%
Inflation + Standard Deviation of Annualised Returns Between Periods 24.9% 37.7% 36.7% 10.2% 8.5% 4.6% 8.6%
Average Return during Period / Risk 1.66 3.06 3.04 2.58 -1.03 0.41 1.87

Average Return During Periods -1.6% 44.2%* -2.4% 15.6% -1.3% 7.9% 7.5%

Stagflation: Growth - [Standard Deviation of Returns Within Periods 15.5% 20.3% 14.1% 22.9% 8.2% 5.1% 8.1%
& Inflation + Standard Deviation of Annualised Returns Between Periods 16.4% 106.9% 5.0% 24.6% 5.0% 8.3% 9.7%
Average Return during Period / Risk -0.11 2.17 -0.17 0.68 -0.15 1.55 0.92
Average Return During Periods 5.3% -0.6% -53.4% -1.3% 2.1% 14.6% 17.2%
Stagnation: Growth - |standard Deviation of Returns Within Periods 18.6% 19.2% 9.7% 25.5% 8.1% 6.2% 10.2%
& Inflation - Standard Deviation of Annualised Returns Between Periods B.7% 0.6% 6.7% 7.2% 10.1% 19.4% 24.6%
Average Return during Period / Risk 0.29 -0.03 -0.55 -0.05 0.26 2.36 1.68

SPX TR index starts 1987, price index from 1361; CRB CMDT TR index starts 1934, price index from 1881 ; data begins for MSCI EM: 1987, DXY: 1967, SPGSCI: 1970, US Gov: 1972 & US 1G Credit: 1980
*MSCI EM total returns on average in stagflation are extremely skewed by the period 1988-1881, where annualised returns were 235%. Without this period returns in stagflation are -3.5%

Source: Citi Research, Macrobond and Bloomberg Y
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FX Forecasts

Market Data and
Forecasts as of
06 January 2021

Evro
Japanese yen USDUPY
Bntish Pound GBPUSD
Swiss Franc USDCHF
Australian Dollar ~ AUDUSD
New Zealand Dollar NZDUSD
Canadian Dollar USDCAD
Dallar Index™
G10 Crosses
Japanese yen
Swss Franc EURCHF
Brtish Pound

Heng Kong Dollar
Indonesian Rupizh  USDIDR
Indian Rupee USDINR

Korean Won USDKRW

Malaysian Ringgt USDMYR
Philippine Peso USDPHP
Singapore Dollar  USDSGD
Thai Baht

Taiwan Dolar

Czech Koruna
Hungarian Fonnt
Pelish Joty EURPLN
Israell Shekel USDILS

Russian Ruble USDRUB
Russian Ruble Basket

Braziian Real USDBRL
Chilean Peso USDCLP
Mexican Peaso USDMXN
Celombian Peso  USDCOP

Forecasts

Returns***

0-3 mos

6-12 mos Imos tn 12 mos in

* market data including spot as of 3:19 PM London time on 06-Jan-2021

** The DXY forecasts are implied from the forecasts of the constituent crosses. *™* Returns are relative to forwards

Sources: Bloomberg and Citi Research
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Cycles, Valuation & Rate Differentials

Long Term USD Cycles (7-10yrs Long)
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Citi's Medium-Term Asset Allocation™

. Implied Total ; Implied Total i *
Spot Citi Forecast Img::::n-r:; tal Return to Return to End- Meulum Te m
pe End-2021 E End-2021 2021 (USD 2| 4|0 |+ |+2
nd-2021
Equities’ (USD) Hedged) .
MSCI AC Warld 726 750 5.3% 5.8% 5.3%
S&P 500 3692 3800 4.6% £6% 46% DM
DJ Stoxx 600 393 410 7.2% 9.9% 8.2% US
Topix 1759 1800 4.5% 1.7% 51%
MSCI EM 1253 1300 4.0% 2.9% 2.7% Eumpe
Rates?® Japan
us 0.94 1.25 0.1% 0.1% 01% EM
EMU 0.13 0.16 2.9% 1.0% 2.0%
DE 059 0.25 5.2% -32% -42% Dhsiaexdapan | e L
JP 0.02 0.05 0.1% 27% 0.7% CEEMEA
U|.{ 029 0.25 12‘51'“ 4 8% T 4% FE T RRUSURUUUUUURN WSURUSSURVPOOY (SRR JSUUUURURURUE N SURPUO SRR .0 (SN S
EM Local nia n/a 5.1% 5.0% 2.5% LatAm
Credit
Citi US BIG Carp 106 100 1.6% 16% 1.6% us IG
Citi US HY* 415 400 0.7% 07% 0.7%
iBoxox EUR Corp 71 50 0.3% 22% 1.2% US HY
iBoxoc EUR HY 325 240 2.1% 40% 3.0% Europe IG
Citi ESBIEM 3 340 310 4.3% 43% 4.3%
Europe HY
Commodities® EM Extornal
ICE Brant 48 56 15.7% 15.7% 15.7% -
LME Copper 7695 7900 2.7% 27% 27%
Gold 1864 1808 41% 4.1% 41%
BCOM Index 74 79 6.5% 6.5% 6.5% us
Foreign Exchange® Europs
Global USD n/a n/a 1.8% 1.8% -1.8% Germany
UsSD vs. DM nfa nfa 0.5% -0.5% -0.5%
USD vs. EM n/a nla 3.8% -3.8% -3.8% UK
Cash’ Japan
3m USD Libor 0.23 0.25 0.3% 0.3% 0.3% EM Local
* For US HY default rates, we typically use Moody's default rate forecast. From now, we will be using

our strategists forecast.

Energy
As of 08 December 2020 Base
“Allocation measured in units of under/overweight: -4 = Max Underweight; -3 = Very Underweight; -2 = Precious |

Underweight; -1 = Slightly Underweight; 0 = Neutral; +1 = Slightly Overweight; +2 = Overweight; +3 = Very
Overweight; +4 = Max Overweight

These measures do not formally take into account market capitalisation or liquidity. They do not necessarily
sum to zero across the allocation. Assumes a roughly 12m horizon.

Sources: Citi Research
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Can The Consensus Be Wrong? Risks To the View...

1) Vaccine Failure Will Lead To More MMT...

Gold, Market vs Consensus (2010-2020)

2000 A
1800 -
1600 -
1400 4
1200 -
— Gold
—— Forecast
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Dates
3) If The Fed Turns Hawkish...
Fed Rate, Market vs Consensus (2010-2020)
3.0 91 —— Fed Rate
—— Forecast

2.5

2.0 4

1.5 ™~

1.0

s /

2011 2013 2015 2017 2019 2021
Dates

Source: Citi Research and Macrobond
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2) Stagflation Would Be Negative For Risk Assets
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The USD Will Turn...and EM etc.

EURUSD, Market vs Consensus (2010-2020)
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What If The Fed Twists?

We've Been There Before — X Market Implications

QE1 QE2 Twist QE3 Qe4 15.0
QE1 QEZ Twist QE3 QE4 G
-12.5 - 50
-10.0 -
L 7.5 - 30
- 3.0, - 10
- 2. 5 = °
- 0.0 =10
- =2.5 .30
- =5.0 L
- =7.5 - =50
2008 2010 2012 2014 2016 2018 2020 2008 2010 2012 2014 2016 2018 2020
—Mean—UST TR 6m % Change  +- 1 Std Deviation —Mean —SPX TR 6m % Change +-1 Std Deviation
QE1 QE2 Twist QE3 -
- 15
- B
5
-=15
- =25
2008 2010 2012 2014 2016 2018 2020
—Mean
—Equally Weighted World FX vs. USD 6m % Change
+= 1 Std Deviation
Source: Citi Research, Macrobond and Bloomberg Py
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The Conference Board Economy Watch® series

= Monthly webcast series focusing on topics in the fields of economic, labor market,
and demographic analysis

» Three short quarterly videos delivering the latest economic insights on the U.S.,
Europe and Emerging Markets.

= Economic View publications in an accessible chart format on each of these three
key regions.

= An overview of The Conference Board’s monthly indicators including the Consumer
Confidence Index®, The Conference Board Leading Economic Index® for the U.S.
and the U.S. economic forecast

”
28 © 2021 The Conference Board, Inc. | www.conferenceboard.org ”
-


https://www.conference-board.org/publications/publicationlistall.cfm
https://www.conference-board.org/publications/publicationlistall.cfm

Did you enjoy this webcast? Please register for our 2021
Economy Watch Series

Series host:

\ Join us as we continue to focus on topics in the fields of
- economic, labor market, and demographic analysis. This

! series is designed to help senior executives understand
‘ changing business and economic conditions worldwide so
Erik Lundh

that they can continue to improve their strategic decision-
Senior Economist

making.
The Conference Board

Series registration for our 2021 season is available at
www.conference-board.org/webcasts/economy-watch.

”
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COVID-19

CORONAVIRUS

IMPLICATIONS FOR BUSINESS

Want to hear more about this topic and how the spread of
COVID-19 will impact business and the global economy?

The Conference Board has gathered insights and learnings from our
thought leaders and member network which we hope will be helpful as you
formulate, implement and manage your own crisis response.

Explore all of these resources on our website at
https://www.conference-board.org/COVID-19.
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Indications

A podcast series brought to you by
The Conference Board Economics,
Strategy & Finance Center

>
THE CONFERENCE BOARD @

The Conference Board Indications podcast series helps senior
executives understand changing business and economic conditions
worldwide by offering concise, insightful perspectives on overall economic
activity, consumer and CEO confidence, labor market and demographic
trends, and productivity.

Click here for a complete listing of all of our Indications podcasts or
check out our entire podcast lineup at

www.conference-board.org/podcasts
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Feedback? Suggestions? How Can We Help You?
Thanks for being with us; be sure to tell your colleagues about
next month’s webcast

Do you have suggestions for future topics? Please feel free to contact Erik
Lundh at: Erik.Lundh@-conference-board.org

And remember to Sign up for 2021 Email Reminders once new series
registration becomes available

”
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