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• UK elections: ‘All change’ on 4 July? – The elections are unlikely to trigger a fundamental 

shift in the policy mix, with nothing substantive released so far in terms of electoral 
manifestos by the main parties. Based on recent polling data, the bar for the Conservatives 
to retain power after 14 years in government looks exceedingly high.  

• Germany’s rebound – The recovery story is gaining momentum across Europe and the ZEW 
survey of financial market participants confirmed that respondents are turning more 
optimistic about Europe. Clearer signs that the recovery is broadening in terms of sectors 
and countries means that Germany could soon contribute to faster GDP growth. 

• Central banks in rate cutting mode – Inflation is moderating across the globe and evidence 
is growing that firms and households are more confident about inflation expectations re-
anchoring. The final leg of inflation normalization remains ahead of us, softening wage 
growth and clear signs of inflation convergence towards the target mean that more central 
banks will likely join the rate cutting party. We expect the ECB to be next on 6 June. 

• Fundamentals recover in Swiss and Europe ex-UK equities – Significant rebound in ’24 
and ’25 earnings-per-share (EPS) growth, better global growth, elevated profit margins, 
strong return-on-equity and cheap relative valuations support Europe ex-UK and Swiss 
equities positioning.  

• Global Investment Committee conclusion – At our latest Global Investment Committee 
(GIC) meeting (22 May 2024), we upgraded both Europe ex-UK and Swiss equities, from a 
neutral to an overweight position in our risk 3 model portfolio. Over the next 12-18 months, 
we are positive on these equity regions and believe it offers investors with the opportunity 
to broaden out their exposure from US equities.  

• South Africa at a crossroads – Voters dealt a blow to the African National Congress (ANC), 
which lost its parliamentary majority for the first time in 30 years, partly in response to high 
unemployment, elevated inflation and low growth. Markets hope – and expect – that the 
ANC will ally with the pro-business Democratic Alliance (DA). However, populist parties 
(Economic Freedom Fighters (EFF) and uMkhonto weSizwe (MKP)) remain which, if chosen 
to form a government, may threaten President Ramaphosa’s economic reforms. 
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UK election, Germany’s rebound and central banks 
UK: Legislative elections unlikely to trigger fundamental shift in policy mix. On a very wet Wednesday 22 May, Prime 
Minister (PM) Rishi Sunak announced that the next General Election would be held on Thursday July 4, instead of 
November which had previously been the ‘Westminster consensus’.  

In hindsight, it seems that PM Sunak was hoping to capitalise on better economic news, both in terms of GDP (which 
rose in the first quarter of 2024 after a contraction of activity in the second half of 2023) and inflation (headline CPI 
had fallen to 2.3% YY earlier on that day, its lowest level since July 2021). However, the hope of a trifecta of better news 
might be dashed since market pricing was suggesting that the Bank of England (BoE) was unlikely to deliver a first 25 
basis point (bp) cut in Bank Rate from its 5.25% level until 7 November. 

The bar for the Conservatives to retain power after 14 years in government looks exceedingly high. In the last two 
weeks since the elections announcement, there has been virtually no change in voting intentions. Latest polling 
averages from Politico.eu suggest that the opposition Labour party is averaging around 45% of voting intentions, some 
22 percentage points (pp) above the Conservatives. FIGURE 1 shows that in the UK’s “first-past-the-post” electoral 
system, seat projections for the lower house from YouGov point to a 194-seat majority for the current main opposition 
party (422 for Labour [+219 compared to 2019] versus 140 for Conservatives [-225]) if elections were held tomorrow. 

In our note on the UK elections and asset price movements published in January (Europe Strategy │UK: What does
the next General Elections man for investors), we concluded that while equities have been largely politically agnostic, 
the UK gilts and sterling markets tend to be more reactive to fiscal (and monetary) policies. We continue to believe that 
the most important variable likely to influence the price of UK assets will be any meaningful changes by the new 
administration to the current restrictive trajectory of fiscal policy. 

Since the announcement of the election, the main parties have been working frantically to produce their policy 
manifestos, but nothing substantive has been released yet. It is therefore very difficult to see what could change 
voting intentions in such a meaningful manner as to stop the opposition Labour party from gaining a substantial 
overall majority. Investors have taken the news of the election in their stride, with both 10-year gilt yields and cable 
(GBP/USD) essentially unchanged much since May 22 at 4.14% and 1.2780, respectively (FIGURE 2). 

We continue to expect a first 25bp rate cut at the 1 August meeting, with up to 75bp of cuts by the end of this year, 
taking Bank Rate to 4.50%. Macro data has essentially continued to point to a small improvement in business 
confidence and house prices, but further evidence of some modest loosening in the labour market and muted 
consumer spending dynamics. Unsurprisingly, the Bank of England held rates steady in May but signaled its intention 
to move away from its highly restrictive monetary policy settings if data releases were to confirm that risks from 
inflation persistence are receding.  

FIGURE 1: High probability of regime change 

365

203

11

71

140

422

48 40

0

100

200

300

400

500

600

Conservatives Labour Lib Dem Others

N
u

m
b

er
 o

f s
ea

ts
 in

 p
ar

lia
m

en
t

2019
vote

Projections
28 May

326 
absolute 
majority

FIGURE 2: Investors are not reacting to the news 
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guarantee of future returns. Real results may vary. Indices are unmanaged. An investor cannot invest directly in an index. 
They are shown for illustrative purposes only and do not represent the performance of any specific investment.  
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The recovery story is gaining momentum across Europe. The euro area and the UK are switching from recessionary 
conditions in the second half of 2023 to a modest recovery in the first half of 2024 as the manufacturing contraction 
eases. Investors are turning more constructive about the outlook for economic activity in Europe and China, and this is 
corroborated by multiple business climate measures suggesting that Germany’s underperformance is ending. 

The ZEW survey of financial market participants confirmed that respondents are turning more optimistic about 
Europe and China, while turning more pessimistic about the United States. For Germany, expectations improved for 
the tenth successive month to a 27-month high of 47.1 in May 2024, while current conditions rose for the third month 
in a row to a nine-month high of -72.3. 

The German Ifo survey showed that the business climate measure remained unchanged at 89.3 in May. While 
expectations rose for the fourth successive month, up 0.7point (pt) to a 13-month high of 90.4, current conditions fell 
slightly for the first time in three months, down 0.6pt to 88.3. This modest fall in this backward-looking measure 
suggests that the economy might be struggling to regain much traction despite a 0.2% QQ gain in 1Q-24 GDP. 

However, there were broad-based gains across sectors with the business climate rising in trade (+5.1pt to -16.9), in 
construction (+2.9pt to -26.0) and in manufacturing (+2.4pt to -6.2), while posting a small drop in services (-1.4pt to 
+1.8) after three months of gains. Yet, business expectations also rose in all four sectors, including services. 
Importantly, in the manufacturing sector, the level of expectations exceeds that of current conditions for the second 
month running, pointing to a likely rebound in industrial production as global demand recovers. 

S&P Global’s Purchasing Manager Index survey reported that Germany had seen a noticeable recovery in both 
services and manufacturing PMIs, up 0.7pt to 53.9 and 2.9pt to 45.4 in May, respectively, pushing the composite PMI 
reading to an 11-month high of 52.2 from 50.6 in April, after nine months in contractionary territory. In France, the 
composite PMI fell by 1.4pt to 49.1 in May, slipping back into contraction territory. The rest of eurozone continued to 
outperform, seeing the strongest expansion in May, when output increased at its fastest pace since April 2023. 

Citi’s economic data momentum and surprise indices are pointing in the same direction. Both the UK and the euro 
area are now firmly in the recovery quadrant, while the US is experiencing a meaningful slowdown (FIGURE 3). 

The Economic Sentiment Indicator (ESI) for the EA rose by 0.4pt to 96.0 in May 2024 according to the European 
Commission, almost unwinding the 0.6pt fall recorded in April. As a proxy for real GDP, the average print of 95.8 for 
April and May is virtually unchanged from the 95.9 average in 1Q-24, pointing to a further modest rebound in economic 
activity of around 0.2%-0.3% QQ in Q-24, ahead of a possible modest acceleration in the second half (FIGURE 4). 

The euro area economy expanded in the first quarter of 2024. Eurostat announced in the middle of May that GDP in 
the euro area had expanded by 0.3% quarter-on-quarter and 0.4% year-on-year in the first three months of the year. 
This followed from a 0.1% quarterly gain in the fourth quarter of 2023. In our May Quadrant, we upgraded euro area real 
GDP growth in 2024 from 0.3% to 0.7% and maintained the 2025 1.4% GDP forecast. These averages mask a steady 
improvement in the quarterly trajectory of GDP from 0.0% YY in 4Q-23 to 1.1% YY in 4Q-24 and 1.6% YY in 4Q-25. 

FIGURE 3: Momentum favours UK, EU vs. the US FIGURE 4: Faster growth is around the corner
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Sources: Bloomberg, Haver Analytics and Citi Global Wealth Investments, as of March 12, 2024. Past performance is no 
guarantee of future returns. Real results may vary. Indices are unmanaged. An investor cannot invest directly in an index. 
They are shown for illustrative purposes only and do not represent the performance of any specific investment. 
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Inflation is moderating across the globe, and the trend has been sustained in the last two years in European 
economies compared to the peak in double-digit territory in late 2022 (FIGURE 5). The good news is that composite 
measures of selling price expectations have been stable close to their long-term average, at 0.3 standard deviations 
(lowest since March 2021) in April and May. Demand forecasts remain muted, around 0.7SD below their long-term 
average, suggesting that price pressures should remain contained unless there were to be negative supply shocks. 

Household inflation expectations showed further improvement in April, according to the ECB survey. Prices are 
expected to increase by 2.9% in the next 12 months, their lowest level since September 2021, after 3.0% in March 
(FIGURE 2). For the next three years, consumers expect prices to rise by 2.4% in April compared to 2.5% in March, well 
below the perceived past inflation rate of 5.0%, and in line with the Eurostat print of 2.4% in April. 

The flash euro area inflation estimate rose to 2.6% YY in May from 2.4% YY in April, presenting a slight upside risk to 
the ECB’s forecast that inflation will average 2.4% YY in 2Q-24 and will ease to 2.2% YY in both 3Q and 4Q-24. Core 
inflation, rebounded from a 26-month low of 2.7% YY in April to 2.9% YY in May. 

On a three-month average basis, annualised inflation rates look sufficiently well behaved (2.0% headline CPI and 
2.6% core CPI) for the ECB to consider cutting interest rates after 8 months at a peak of 4% in the deposit facility rate. 
The main issue for the ECB is the extent to which the rebound in negotiated wages growth to 4.7% YY in 1Q-24 is likely 
to prove transitory. All evidence points to some moderation in compensation in coming quarters. 

We agree that rates need to come down meaningfully soon, having a lot of sympathy for the views expressed by ECB 
Governing Council member Fabio Panetta who argued on Friday 31 May that “monetary policy would remain restrictive 
even after several rates cuts”. We believe that the bar to a series of interest rate cuts is relatively low in coming quarters 
given the long lags between monetary policy decisions and their translation to the real economy. 

More central banks look set to join the rate cutting party. In March, the Swiss National Bank (SNB) cut its policy rate 
by 25 basis points (bp) to 1.5%. This was a surprise to investors as the consensus had expected the SNB to be more 
patient and to lower rates at its next meeting on 20 June. The main story besides being the first of the G10 central 
banks to cut rates was the large downward revision to its inflation forecasts, in part due the Swiss franc’s strength. 

In May, the Swedish Riksbank became the second G10 (as well as European) central bank to cut rates, also lowering 
its policy rate by 25bp to 3.75%. The Riksbank justified this easing step by arguing that “inflation is approaching the 
target while economic activity is weak.” In terms of interest rate guidance, it explains that “if the outlook for inflation 
still holds, the policy rate is expected to be cut two more times during the second half of the year.” 

Depending on the trajectory from updated Eurosystem staff macroeconomic projections to be unveiled at the 6 June 
meeting, including wages, ECB communication could be relatively cautious, most likely resulting in some reluctance to 
guide markets towards the speed of potential cuts in the second half of 2024. We continue to see up to three ECB rate 
cuts by year-end, worth 25bp each at the monetary policy meetings coinciding with forecast updates (6 June, 12 
September and 12 December), implying up to 75bp of rate cuts in 2024, versus market pricing of 62bp (FIGURE 6). 

FIGURE 5: Inflation is normalising markedly FIGURE 6: Yet fewer rate cuts are being priced in 
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Sources: Bloomberg, Citi Global Wealth Investments, as of June 3, 2024. All forecasts are expressions of opinion and are subject to 
change without notice and are not intended to be a guarantee of future events. Past performance is no guarantee of future returns. 
Real results may vary. They are shown for illustrative purposes only and do not represent the performance of any specific 
investment.
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European Equity Strategy 
European equities have continued to perform positively in May (FIGURE 7). The S&P 500 has outperformed in May, 
pushing ahead of Europe’s main indices. It is not the best monthly performer however, with the Swiss market posting a 
remarkable 6.6% gain (FIGURE 7). Among European sectors, financials continue to be the best performer year-to-date 
(FIGURE 8), while energy performance is finally slowing down after being the best performer in April. 

  
FIGURE 7: Dollar strength has sapped European 
equity strength YTD, though trend is reversing

 
FIGURE 8: Financials have continued to perform 
strongly, while energy has lagged 

 

 

 1M 3M YTD 1M 3M YTD 

Equity Indices Local (%) USD (%) 

Stoxx 50 1.3  2.2  10.2  2.9  2.6  8.1 

FTSE 100 1.6  8.5  7.0  3.4  9.4  6.7 

DAX 3.2  4.6  10.4  4.8  5.1  8.3 

CAC 40 0.1  0.8  6.0  1.7  1.3  3.9 

Swiss 6.6  4.9  7.7  8.3  2.7  0.1 

S&P 500 5.0  3.9  11.3  5.0  3.9  11.3 

MSCI ACWI 4.1  3.8  8.9  4.1  3.8  8.9 

 

Europe Sectors 1M 3M YTD 

Financials 5.9  12.7  16.4  

    Banks 5.5  21.3  24.9  

    Insurance 5.8  6.2  12.6  

    Diversified Financials 7.0  5.0  5.9  

Information Technology 3.3  -1.3  14.9  

Industrials 5.1  6.2  13.5  

Health Care 2.8  7.8  12.2  

Energy  -1.7  12.0  8.7  

Consumer Discretionary 0.4  -2.5  7.2  

Materials 2.1  9.9  6.6  

Communication Services 5.1  6.1  6.0  

Real Estate 5.0  13.5  3.6  

Consumer Staples 2.2  3.3  1.1  

Utilities 4.0 9.4 -1.0 

Source: MSCI, Bloomberg, as of May 31, 2024. Past performance is no guarantee of future returns. Real results may 
vary. Indices are unmanaged. An investor cannot invest directly in an index. They are shown for illustrative purposes 
only and do not represent the performance of any specific investment. 

 

The revival in Swiss and Europe ex-UK equities earnings-per-share  
Looking ahead, we believe current consensus earnings per-share (EPS) estimates are too optimistic, for both 
Europe ex-UK and Swiss equities. The consensus forecasts a significant rebound in Swiss and Europe ex-UK EPS 
for 2024 of about 13.7% YY and 8.5% YY, respectively, and 12.0% YY and 10.7% YY in 2025, after declines of 7.0% 
YY and 1.7% YY in 2023, respectively (FIGURE 9). 

In our view, Swiss EPS will be in high single digit territory for 2024. Key positive fundamentals are driving the EPS 
re-rating; 1) improving global GDP growth, 2) a higher healthcare index allocation (FIGURE 10) providing a good 
defensive hedge, and 3) still elevated profit margins. 
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FIGURE 9: Swiss consensus EPS bounces back 
for 2024  

FIGURE 10: Swiss equity sector composition  

 

 

Sector Composition MSCI Swiss (%) 
Health Care 33.6 
Consumer Staples 19.9 
Financials 17.8 
Industrials 10.6 
Materials 9.5 
Consumer Discretionary 5.8 
Communication 1.0 
Information Technology 1.1 
Real Estate 0.5 
Utilities 0.2 
Energy  0.0 

 

Sources: Citi Research, Worldscope, MSCI, FactSet, Citi Global Wealth Investment and Bloomberg, as of June 4 June 
2024. Past performance is no guarantee of future returns. Real results may vary. Indices are unmanaged. An investor 
cannot invest directly in an index. They are shown for illustrative purposes only and do not represent the performance 
of any specific investment.  

A poor 2023, followed by a much better start to 2024  
Swiss equities de-rated significantly in 2023. Last year’s underperformance was mainly driven by two possible 
reasons: 1) the Swiss equity index composition, where the largest holdings account for around 56% of the MSCI 
Switzerland index. This group has generally lagged in terms of both performance and earnings-per-share versus 
their peers. 2) The defensive composition of the MSCI Swiss index, with higher allocations to consumer staples 
(~21% of the index) and health care (34%) (FIGURE 10). Therefore, given the cyclical rebound in late 2023, 
defensively positioned indices underperformed relative to growth indices. 

However, year-to-date Swiss performance has been impressive, and we believe that there is an opportunity for 
investors.  

FIGURE 11: Upgrade to 2024 growth forecasts 

Regions 2020 2021  2022 2023E 2024E 2025E 

US -2.8 5.8  1.9 2.5 2.4 2.3 

China 2.2 8.5  3.0 5.2 5.2 4.8 

EU -6.3 5.6  3.4 0.5 0.7 1.4 

UK -11.0 7.6  4.3 0.1 0.7 1.3 

Global -3.2 5.9  3.3 2.6 2.6 2.9 

        

Sources: Citi Global Wealth as of November 12, 2023. RHS Source: Bloomberg & FactSet as of October 30, 2023. All 
forecasts are expressions of opinion and are subject to change without notice and are not intended to be a guarantee 
of future events. They are shown for illustrative purposes only and do not represent the performance of any specific 
investment. Past performance is no guarantee of future results. Real results may vary.  
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FIGURE 12: Swiss dividend yield one of the 
highest amongst developed market peers  
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 FIGURE 13: Swiss profit margins the highest 
amongst developed market peers 
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Sources: MSCI, Citi Global Wealth Investment and Bloomberg, as of 4 June 2024. Past performance is no guarantee of 
future returns. Real results may vary. They are shown for illustrative purposes only and do not represent the performance 
of any specific investment.  
 
Year-to-date (YTD), another story emerged, fuelled by increased geopolitical tensions and the likelihood of global 
central banks easing monetary policy which played into the Swiss equities defensive nature. This provided some 
cushion and a slight revival of Swiss equities.  

We believe recovery is likely to continue second half of 2024 given 1) the busy global election calendar and 2) rising 
trade tensions between the US & Europe on one side and China on the other. This would allow investors to hedge 
against these ongoing risks, whilst earning both income and capital appreciation. For example, Swiss dividend yield is 
one of the highest amongst developed market peers, yielding 3.3% comparably higher than US dividend yield at 1.5% 
(FIGURE 12). 

Let us look into Swiss equities in more detail and why we see positive momentum building;  

1. Recent revision to Mid-year outlook 2024 global growth – Citi Global Wealth Investments upgraded the 2024 US 
and global GDP estimates from 1.6% to 2.4% and 2.2% to 2.6%, respectively, with 2025 global GDP revised up by 
0.2 percentage points to 2.9% (FIGURE 11) ( Global Strategy Quadrant | World Economy Recuperating, US Labor 
Market Slowing: Forecast Update ( ). An improving picture of global demand should benefit the Swiss index for 
which 60% of revenues are generated globally.  

2. Defense to the rescue – As highlighted above, geopolitical tensions are likely to persist over the course of this year, 
Swiss equities allocation to healthcare should provide a good hedge to volatility. The Swiss index offers both 
quality, growth, and a defensive mix, which is likely to thrive.  

3. Margins likely to soften; relative to developed market peers remain much higher – Historically elevated Swiss 
profit margins offer great comfort to investors compared to its developed market peers. As FIGURE 13 shows, aside 
from the period between Sep-16 to Apr-19, historically Swiss margins have been significantly higher than the US. 
Therefore, we now see strong potential returns to be earned of the next 12-18months in Swiss equities. In addition, 
acknowledging the risk from the 4Q-23 earnings season, where major Swiss firms recognised some troubles ahead 
in terms of revenue generation and profit margins, we believe even with these slight pressures, Swiss margins will 
remain higher than US peers, benefitting investors. 

Euro area fundamentals offer pockets of opportunities 
Since the start of 2024, European ex-UK ‘24 and ’25 EPS has been upgraded repeatedly. The very likely loosening in 
monetary policy settings against a backdrop of moderating inflation, together with some improvement in household 
and corporate credit conditions, ought to support further gains in European ex-UK equities. Therefore, we remain in-
line with the 8.5% YY consensus EPS forecast.  
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In addition, after peaking in April 2022, European ex-UK equities profit margins have proved resilient, remaining more 
than 1 SD above their 15-year average (FIGURE 14), largely helped by some moderation in input inflation costs and 
slower wage growth, despite elevated debt servicing costs.  Over the next 12-18months, we would expect some further 
softening in the euro area labour market and improving supply dynamics to contain input costs, eventually feeding into 
lower operating costs, and therefore keeping profit margins above their 15yr average. 

It is essential for investors that European firms at least maintain or preferably increase shareholder value. FIGURE 15 
shows that this has been a clear case over the past two years, with the return-on-equity (RoE) to shareholders 
standing 1 SD above its 15-year average at around 11x (it looks lower than 11x on the chart). This has been mainly 
attributed to firms’ renewed focus on share buy backs and increasing dividend yields in some sectors.  Given the 
continued high level of cash on corporate balance sheets, we would expect European firms to continue with this 
strategy. 

FIGURE 14: European ex-UK earnings is strong 
for 2024 & 2025 
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Sources: MSCI, Citi Global Wealth Investment and Bloomberg, as of 4 June 2024. Past performance is no guarantee of 
future returns. Real results may vary. They are shown for illustrative purposes only and do not represent the 
performance of any specific investment. 

FIGURE 15: Elevated RoE supported by 
moderating euro area inflation 

4

6

8

10

12

14

16

18

'07 '09 '11 '13 '15 '17 '19 '21 '23

R
et

u
rn

-o
n

-e
q

u
it

y 
(R

o
E

)

Absolute RoE  Average

Europe ex-UK

+/- 1 SD

Attractive European equity valuations 
European ex-UK absolute price-to-earnings (P/E) ratio has risen since November 2022, and are in line with their 
15yr average of 15x (FIGURE 16). It is only now that European ex-UK relative valuations have started to show some 
positive momentum, rebounding from their lows in February 2024 (FIGURE 17). We would argue that this positive 
trend should continue, with the relative valuation gap converging nearer to fair value, supported by a better global 
growth outlook, moderating euro area inflationary pressures and a less hawkish ECB.  
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FIGURE 16: Absolute P/E valuation is expensive 
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FIGURE 17: Relative P/E valuations are cheap 
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Sources: MSCI, Citi Global Wealth Investment and Bloomberg, as of 4 June 2024. Past performance is no guarantee of 
future returns. Real results may vary. Indices are unmanaged. They are shown for illustrative purposes only and do not 
represent the performance of any specific investment.  
 
Swiss equities are one of the European equity markets which has maintained its valuations, in terms of earnings 
and price relative to US equities. Since Dec 2023, on an absolute basis, Swiss P/E ratio derated towards fair value 
but has become slightly more expensive since April, trading at 18.5x, above its 15-year long-term average of 17.5x 
(FIGURE 18). However, on a relative, basis, Swiss equity P/E now trades very cheaply against US equities (FIGURE 
19). This is only the third time in history that the Swiss equities P/E fell to one standard deviation below its 15-year 
average. This could mark a potential entry point for investors willing to take exposure in the Swiss equity market. 

 

FIGURE 18: Absolute P/E valuation is expensive  
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FIGURE 19: Relative P/E valuations are cheap 
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Sources: MSCI, Citi Global Wealth Investment and Bloomberg, as of 4 June 2024. Past performance is no guarantee of 
future returns. Real results may vary. Indices are unmanaged. They are shown for illustrative purposes only and do not 
represent the performance of any specific investment.  

Conclusion 
At our latest Global Investment Committee (GIC) meeting (22 May 2024), we upgraded both Europe ex-UK and Swiss 
equities, from a neutral to an overweight position in our risk 3 model portfolio. Over the next 12-18 months, we are 
positive on these equity regions as both exhibit strong fundamentals for the rest of 2025 and next year. In addition, 
relative valuations against US equities remain cheap, providing investors the opportunity to add these regions into 
their portfolios. 
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Emerging Middle Eastern and African Markets  
Looking at the MSCI Emerging Markets EMEA index, 2024 performance has been negative almost across the board, 
with Gulf Cooperation Council (GCC) countries performing particularly poorly (FIGURE 20). Geopolitical issues and a 
decline in crude oil prices have weighed heavily on GCC equity markets. Moreover, with GCC currencies being pegged 
to the US dollar, the higher-for-longer interest rate narrative also contributed to driving down equity prices.  

Among the top five constituent countries in the index, Poland is the only positive performer, having returned 6.6% 
year-to-date, only softening slightly to 6.4% when accounting for its currency weakening against the dollar. 

  
FIGURE 20: GCC equity performance has been 
negative in 2024

 
 

 

 

 1M 3M YTD 1M 3M YTD 
MSCI 

Indices Local (%) USD (%) 
Saudi 
Arabia -4.5  -9.1  -4.2  -4.5  -9.1  -4.2  
South 
Africa 1.2  5.6  -1.2  1.0  8.8  -2.5  

UAE -4  -10.1  -11.2  -4.1  -10.1  -11.2  

Poland 0.8  2.3  6.6  2.9  3.4  6.4  

Qatar -2.5  -11.2  -13.4  -2.5  -11.2  -13.4  

EM EMEA -1.4  -2.4  -0.2  -1.1  -2.0  -1.3  

 

Source: FactSet, as of 4 June, 2024. Past performance is no guarantee of future returns. Real results may vary. Indices are 
unmanaged. An investor cannot invest directly in an index. They are shown for illustrative purposes only and do not 
represent the performance of any specific investment. 

The MSCI South Africa index continued its recovery in May after posting losses earlier in the year, though it has given 
back most of its gains due to the historic results from last week’s elections. It is possible that South African equities 
will see enhanced volatility until the political situation is stabilized, particularly given market participants’ polarised 
view of the outcome – see below. 

South Africa: A Monumental Defeat for the ANC Raises Questions for 
the Future of South Africa  
Results from South Africa’s elections on May 29 show that for the first time in the country’s 30-year electoral history, 
the African National Congress (ANC) has failed to secure a parliamentary majority (FIGURE 21). The party of Nelson 
Mandela must now look to form a coalition with their political rivals to continue governing, with ANC Secretary-
General Fikile Mbalula stating “there is no party we are not going to talk to.” Markets are monitoring developments 
closely to determine the makeup of any potential coalition, especially as choices range from the pro-business 
Democratic Alliance (DA) to the populist Economic Freedom Fighters (EFF) and uMkhonto weSizwe (MKP) parties. 
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    FIGURE 21: The ANC has lost its majority, with much of its voter base going to the MKP 
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Source: South Africa Electoral Commission, as of 4 June, 2024. 

 
Choice 1: ally with the DA. The official opposition party since 1999, the moderate DA has long had an adversarial 
relationship with the ANC, clashing over a wide range of issues. In terms of economic policy however, the parties 
are not far off. Markets view a coalition with the DA as the business-friendly option, likely to lead to a continuation 
of the economic reforms embarked upon by President Cyril Ramaphosa. There does, however, remain a significant 
obstacle: foreign policy. The ANC has led South Africa on a distinct course on the global stage. The DA, on the 
other hand, is more western in its views and. These divides are not seen as insurmountable however, with 
Bloomberg reporting that President Ramaphosa's closest allies have urged him to form his government with the 
DA. 

Choice 2: partner with the EFF or MKP (or both). The alternative to a coalition with the DA, a sharp turn to the left 
would lead the country to dangerous waters for investors, many of whom would stand to lose from the populist 
reforms espoused by the red beret-wearing EFF and MKP. Adding salt to the wound, the MKP is a party that was 
formed only five months ago by Jacob Zuma, the former president who led South Africa for nearly nine years before 
being replaced by Ramaphosa. Jacob Zuma has been very vocal in criticizing his successor, stating that any 
negotiations with the ANC must include President Ramaphosa stepping down from power. EFF leader Julius 
Malema, widely seen as a controversial figure and convicted of hate speech, also has a rocky relationship with the 
ANC leader, having been suspended from the ANC in 2011 for causing division within the party. As such, any move 
from the ANC to ally with either party may include the removal of the current South African leader from power. 

Populism in the face of inequality. Regardless of which path the ANC chooses, election results have certainly 
served as a serious wake-up call to the ANC, whose failure to fix the economic issues plaguing the country have 
alienated many voters. Foremost among these is unemployment, which has risen starkly in the past decade, 
amplified by the jobs lost due to the pandemic (FIGURE 22). Adding to the issue, inflation, while down from 2022 
levels, remains above 5%. In contrast, real GDP for 2023 grew at just 0.6% (FIGURE 23). Perhaps it is no surprise 
that the messaging of the EFF and MKP parties, both of whom advocate for the nationalisation of key industries 
(mines, banks) and the expropriation of land without compensation, has resonated with voters, even if such 
extreme measures may alienate investors. As a reminder, precious metals (particularly gold) remain South Africa’s 
largest export. The country’s mines serve an important source of revenue for some of its largest companies. 
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FIGURE 22: Unemployment has remained at 
elevated levels since the pandemic

 
 

 

Sources: South Africa Department of Statistics, Haver Analytics, and Citi Global Wealth Investments, as of 31 May 
2024. All forecasts are expressions of opinion and are subject to change without notice and are not intended to be a 
guarantee of future events. 

Looking at the markets’ reaction to latest developments, the rand (-2%) and the JSE all share index (-1.1%) have 
dropped since elections began on Wednesday. Sovereign yields have increased marginally across the curve, with 
the 10-year yield initially increasing 18bp to 12.22% before declining to 12.09%. Selloffs have been restrained by 
reassurances from the ANC, which has stated its intent to seek stability and continuation of economic policy, 
which investors have taken as a signal that a coalition will likely be formed with the DA. Under South African law, a 
government must be formed within 14 days of the announcement of election results, marking June 16th as the 
deadline for negotiations. 
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FIGURE 23: Inflation remains high, while real 
GDP falls below 1%
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IMPORTANT INFORMATION 

In any instance where distribution of this communication (“Communication”) is subject to the rules of the US Commodity Futures Trading 
Commission (“CFTC”), this communication constitutes an invitation to consider entering into a derivatives transaction under US CFTC 
Regulations §§ 1.71 and 23.605, where applicable, but is not a binding offer to buy/sell any financial instrument. 

This Communication is prepared by Citi Global Wealth Investments (“CGWI”) which is comprised of the investments and capital markets capabilities 
that are provided to Citi Private Bank, Citi Global Wealth at Work, Citi Personal Wealth Management and Citi Personal Investments International 
(CPII).  

Citi Private Bank, Citi Global Wealth at Work, Citi Personal Wealth Management, and Citi Personal Investments International, are businesses of 
Citigroup Inc. (“Citigroup”), which provide clients access to a broad array of products and services available through bank and non-bank affiliates of 
Citigroup. Not all products and services are provided by all affiliates or are available at all locations. In the U.S., investment products and services are 
provided by Citigroup Global Markets Inc. (“CGMI”), member FINRA and SIPC, Citi Private Alternatives, LLC (“CPA”), member FINRA and SIPC, and 
Citi Global Alternatives, LLC (“CGA”). CPA acts as distributor of certain alternative investment products to certain eligible clients’ segments. CGMI 
accounts are carried by Pershing LLC, member FINRA, NYSE, SIPC. Investment management services (including portfolio management) are available 
through CGMI, CGA, Citibank, N.A. and other affiliated advisory businesses. Insurance is offered by Citi Personal Wealth Management through 
Citigroup Life Agency LLC (“CLA”). In California, CLA does business as Citigroup Life Insurance Agency, LLC (license number 0G56746). CGMI, CPA, 
CGA, CLA and Citibank, N.A. are affiliated companies under the common control of Citigroup.  

Outside the U.S., investment products and services are provided by other Citigroup affiliates. Investment Management services (including portfolio 
management) are available through CGMI, CGA, Citibank, N.A. and other affiliated advisory businesses. These Citigroup affiliates, including CGA, 
will be compensated for the respective investment management, advisory, administrative, distribution and placement services they may provide. 

CGWI personnel and GPS authors are not research analysts, and the information in this Communication is not intended to constitute “research,” as 
that term is defined by applicable regulations. Unless otherwise indicated, any reference to a research report or research recommendation is not 
intended to represent the whole report and is not in itself considered a recommendation or research report. 

This Communication is provided for information and discussion purposes only, at the recipient’s request. The recipient should notify CGWI 
immediately should it at any time wish to cease being provided with such information. Unless otherwise indicated, (i) it does not constitute an 
offer or recommendation to purchase or sell any security, financial instrument or other product or service, or to attract any funding or deposits, and 
(ii) it does not constitute a solicitation if it is not subject to the rules of the CFTC (but see discussion above regarding communication subject to CFTC 
rules) and (iii) it is not intended as an official confirmation of any transaction. 

Unless otherwise expressly indicated, this Communication does not take into account the investment objectives, risk profile or financial situation 
of any particular person and as such, investments mentioned in this document may not be suitable for all investors. Citi is not acting as an investment 
or other advisor, fiduciary or agent. The information contained herein is not intended to be an exhaustive discussion of the strategies or concepts 
mentioned herein or tax or legal advice. Recipients of this Communication should obtain advice based on their own individual circumstances from 
their own tax, financial, legal, and other advisors about the risks and merits of any transaction before making an investment decision, and only make 
such decisions on the basis of their own objectives, experience, risk profile and resources. 

The information contained in this Communication is based on generally available information and, although obtained from sources believed by Citi 
to be reliable, its accuracy and completeness cannot be assured, and such information may be incomplete or condensed. Any assumptions or 
information contained in this Communication constitute a judgment only as of the date of this document or on any specified dates and is subject to 
change without notice. Insofar as this Communication may contain historical and forward-looking information, past performance is neither a 
guarantee nor an indication of future results, and future results may not meet expectations due to a variety of economic, market and other factors. 
Further, any projections of potential risk or return are illustrative and should not be taken as limitations of the maximum possible loss or gain. Any 
prices, values or estimates provided in this Communication (other than those that are identified as being historical) are indicative only, may change 
without notice and do not represent firm quotes as to either price or size, nor reflect the value Citi may assign a security in its inventory. Forward 
looking information does not indicate a level at which Citi is prepared to do a trade and may not account for all relevant assumptions and future 
conditions. Actual conditions may vary substantially from estimates which could have a negative impact on the value of an instrument. 

Views, opinions and estimates expressed herein may differ from the opinions expressed by other Citi businesses or affiliates and are not intended 
to be a forecast of future events, a guarantee of future results, or investment advice, and are subject to change without notice based on market and 
other conditions. Citi is under no duty to update this document and accepts no liability for any loss (whether direct, indirect or consequential) that 
may arise from any use of the information contained in or derived from this Communication. 

None of the financial instruments or other products mentioned in this Communication (unless expressly stated otherwise) is (i) insured by the Federal 
Deposit Insurance Corporation or any other governmental authority, or (ii) deposits or other obligations of, or guaranteed by Citi or any other insured 
depository institution. 

Citi often acts as an issuer of financial instruments and other products, acts as a market maker and trades as principal in many different financial 
instruments and other products, and can be expected to perform or seek to perform investment banking and other services for the issuer of such 
financial instruments or other products. The author of this Communication may have discussed the information contained therein with others within 
or outside Citi, and the author and/or such other Citi personnel may have already acted on the basis of this information (including by trading for Citi's 



proprietary accounts or communicating the information contained herein to other customers of Citi). Citi, Citi's personnel (including those with 
whom the author may have consulted in the preparation of this communication), and other customers of Citi may be long or short the financial 
instruments or other products referred to in this Communication, may have acquired such positions at prices and market conditions that are no 
longer available, and may have interests different from or adverse to your interests. 

IRS Circular 230 Disclosure: Citi and its employees are not in the business of providing, and do not provide, tax or legal advice to any taxpayer outside 
Citi. Any statement in this Communication regarding tax matters is not intended or written to be used, and cannot be used or relied upon, by any 
taxpayer for the purpose of avoiding tax penalties. Any such taxpayer should seek advice based on the taxpayer’s particular circumstances from an 
independent tax advisor. 

Neither Citi nor any of its affiliates can accept responsibility for the tax treatment of any investment product, whether or not the investment is 
purchased by a trust or company administered by an affiliate of Citi. Citi assumes that, before making any commitment to invest, the investor and 
(where applicable, its beneficial owners) have taken whatever tax, legal or other advice the investor/beneficial owners consider necessary and have 
arranged to account for any tax lawfully due on the income or gains arising from any investment product provided by Citi. 

This Communication is for the sole and exclusive use of the intended recipients and may contain information proprietary to Citi which may not be 
reproduced or circulated in whole or in part without Citi’s prior consent. The manner of circulation and distribution may be restricted by law or 
regulation in certain countries. Persons who come into possession of this document are required to inform themselves of, and to observe such 
restrictions. Citi accepts no liability whatsoever for the actions of third parties in this respect. Any unauthorized use, duplication, or disclosure of 
this document is prohibited by law and may result in prosecution. 

Other businesses within Citigroup Inc. and affiliates of Citigroup Inc. may give advice, make recommendations, and take action in the interest of 
their clients, or for their own accounts, that may differ from the views expressed in this document. All expressions of opinion are current as of the 
date of this document and are subject to change without notice. Citigroup Inc. is not obligated to provide updates or changes to the information 
contained in this document. 

The expressions of opinion are not intended to be a forecast of future events or a guarantee of future results. Past performance is not a guarantee of 
future results. Real results may vary. 

Although information in this document has been obtained from sources believed to be reliable, Citigroup Inc. and its affiliates do not guarantee its 
accuracy or completeness and accept no liability for any direct or consequential losses arising from its use. Throughout this publication where charts 
indicate that a third party (parties) is the source, please note that the attributed may refer to the raw data received from such parties. No part of this 
document may be copied, photocopied or duplicated in any form or by any means, or distributed to any person that is not an employee, officer, 
director, or authorized agent of the recipient without Citigroup Inc.’s prior written consent. 

Citigroup Inc. may act as principal for its own account or as agent for another person in connection with transactions placed by Citigroup Inc. for its 
clients involving securities that are the subject of this document or future editions of the document. 

RISKS  

Investments in financial instruments or other products carry significant risk, including the possible loss of the principal amount invested. Financial 
instruments or other products denominated in a foreign currency are subject to exchange rate fluctuations, which may have an adverse effect on the 
price or value of an investment in such products. This Communication does not purport to identify all risks or material considerations which may be 
associated with entering into any transaction. 

Structured products can be highly illiquid and are not suitable for all investors. Additional information can be found in the disclosure documents of 
the issuer for each respective structured product described herein. Investing in structured products is intended only for experienced and 
sophisticated investors who are willing and able to bear the high economic risks of such an investment. Investors should carefully review and 
consider potential risks before investing. 

OTC derivative transactions involve risk and are not suitable for all investors. Investment products are not insured, carry no bank or government 
guarantee, and may lose value. Before entering into these transactions, you should: (i) ensure that you have obtained and considered relevant 
information from independent reliable sources concerning the financial, economic and political conditions of the relevant markets; (ii) determine 
that you have the necessary knowledge, sophistication and experience in financial, business and investment matters to be able to evaluate the risks 
involved, and that you are financially able to bear such risks; and (iii) determine, having considered the foregoing points, that capital markets 
transactions are suitable and appropriate for your financial, tax, business and investment objectives. 

This material may mention options regulated by the US Securities and Exchange Commission. Before buying or selling options you should obtain 
and review the current version of the Options Clearing Corporation booklet, Characteristics and Risks of Standardized Options. A copy of the booklet 
can be obtained upon request from Citigroup Global Markets Inc., 390 Greenwich Street, 3rd Floor, New York, NY 10013.  

If you buy options, the maximum loss is the premium. If you sell put options, the risk is the entire notional below the strike. If you sell call options, 
the risk is unlimited. The actual profit or loss from any trade will depend on the price at which the trades are executed. The prices used herein are 
historical and may not be available when you order is entered. Commissions and other transaction costs are not considered in these examples. 
Option trades in general and these trades in particular may not be appropriate for every investor. Unless noted otherwise, the source of all graphs 

https://www.theocc.com/getmedia/a151a9ae-d784-4a15-bdeb-23a029f50b70/riskstoc.pdf


and tables in this report is Citi. Because of the importance of tax considerations to all option transactions, the investor considering options should 
consult with his/her tax advisor as to how their tax situation is affected by the outcome of contemplated options transactions. 

Bonds are affected by a number of risks, including fluctuations in interest rates, credit risk and prepayment risk. In general, as prevailing interest 
rates rise, fixed income securities prices will fall. Bonds face credit risk if a decline in an issuer’s credit rating, or creditworthiness, causes a bond’s 
price to decline. High yield bonds are subject to additional risks such as increased risk of default and greater volatility because of the lower credit 
quality of the issues. Finally, bonds can be subject to prepayment risk. When interest rates fall, an issuer may choose to borrow money at a lower 
interest rate, while paying off its previously issued bonds. As a consequence, underlying bonds will lose the interest payments from the investment 
and will be forced to reinvest in a market where prevailing interest rates are lower than when the initial investment was made. 

Bond rating equivalence 
Alpha and/or numeric symbols used to give indications of relative credit quality. In the municipal market, these designations are 
published by the rating services. Internal rating are also used by other market participants to indicate credit quality. 

Bond credit quality ratings Rating agencies 

Credit risk Moody’s 1 Standard and Poor’s2 Fitch Rating2 

Investment Grade 

Highest quality Aaa AAA AAA 

High quality (very strong) Aa AA AA 

Upper medium grade (Strong) A A A 

Medium grade Baa BBB BBB 

Not Investment Grade 

Lower medium grade (somewhat speculative) Ba BB BB 

Low grade (speculative) B B B 

Poor quality (may default) Caa CCC CCC 

Most speculative Ca CC CC 

No interest being paid or bankruptcy petition filed C D C 

In default C D D 

1 The ratings from Aa to Ca by Moody’s may be modified by the addition of a 1, 2, or 3, to show relative standing within the category. 
2 The rating from AA to CC by Standard and Poor’s and Fitch Ratings may be modified by the addition of a plus or a minus to show 
relative standings within the category. 

 

(MLP’s) - Energy Related MLPs May Exhibit High Volatility. While not historically very volatile, in certain market environments Energy Related MLPS 
may exhibit high volatility. 

Changes in Regulatory or Tax Treatment of Energy Related MLPs. If the IRS changes the current tax treatment of the master limited partnerships 
included in the Basket of Energy Related MLPs thereby subjecting them to higher rates of taxation, or if other regulatory authorities enact regulations 
which negatively affect the ability of the master limited partnerships to generate income or distribute dividends to holders of common units, the 
return on the Notes, if any, could be dramatically reduced. Investment in a basket of Energy Related MLPs may expose the investor to concentration 
risk due to industry, geographical, political, and regulatory concentration. 

Mortgage-backed securities ("MBS"), which include collateralized mortgage obligations ("CMOs"), also referred to as real estate mortgage 
investment conduits ("REMICs"), may not be suitable for all investors. There is the possibility of early return of principal due to mortgage 
prepayments, which can reduce expected yield and result in reinvestment risk. Conversely, return of principal may be slower than initial prepayment 
speed assumptions, extending the average life of the security up to its listed maturity date (also referred to as extension risk). 

Additionally, the underlying collateral supporting non-Agency MBS may default on principal and interest payments. In certain cases, this could cause 
the income stream of the security to decline and result in loss of principal. Further, an insufficient level of credit support may result in a downgrade 
of a mortgage bond's credit rating and lead to a higher probability of principal loss and increased price volatility. Investments in subordinated MBS 
involve greater credit risk of default than the senior classes of the same issue. Default risk may be pronounced in cases where the MBS security is 
secured by, or evidencing an interest in, a relatively small or less diverse pool of underlying mortgage loans. 

MBS are also sensitive to interest rate changes which can negatively impact the market value of the security. During times of heightened volatility, 
MBS can experience greater levels of illiquidity and larger price movements. Price volatility may also occur from other factors including, but not 
limited to, prepayments, future prepayment expectations, credit concerns, underlying collateral performance and technical changes in the market. 

An investment in alternative investments can be highly illiquid, is speculative and not suitable for all investors.   Investing in alternative investments 
is for experienced and sophisticated investors who are willing to bear the high economic risks associated with such an investment.  Investors should 
carefully review and consider potential risks before investing.  Certain of these risks may include: 

• loss of all or a substantial portion of the investment due to leveraging, short-selling, or other speculative practices; 



• lack of liquidity in that there may be no secondary market for the fund and none is expected to develop; 
• volatility of returns; 
• restrictions on transferring interests in the Fund; 
• potential lack of diversification and resulting higher risk due to concentration of trading authority when a single advisor is utilized; 
• absence of information regarding valuations and pricing; 
• complex tax structures and delays in tax reporting; 
• less regulation and higher fees than mutual funds; and 
• manager risk.  

Individual funds will have specific risks related to their investment programs that will vary from fund to fund.   

Asset allocation does not assure a profit or protect against a loss in declining financial markets.  

Diversification does not guarantee a profit or protect against loss. Different asset classes present different risks.  

The indexes are unmanaged. An investor cannot invest directly in an index. They are shown for illustrative purposes only and do not represent the 
performance of any specific investment. Index returns do not include any expenses, fees or sales charges, which would lower performance.  

Past performance is no guarantee of future results. 

International investing entails greater risk, as well as greater potential rewards compared to US investing. These risks include political and economic 
uncertainties of foreign countries as well as the risk of currency fluctuations. These risks are magnified in countries with emerging markets, since 
these countries may have relatively unstable governments and less established markets and economics. 

Investing in smaller companies involves greater risks not associated with investing in more established companies, such as business risk, significant 
stock price fluctuations and illiquidity.  

Factors affecting commodities generally, index components composed of futures contracts on nickel or copper, which are industrial metals, may be 
subject to a number of additional factors specific to industrial metals that might cause price volatility. These include changes in the level of industrial 
activity using industrial metals (including the availability of substitutes such as manmade or synthetic substitutes); disruptions in the supply chain, 
from mining to storage to smelting or refining; adjustments to inventory; variations in production costs, including storage, labor and energy costs; 
costs associated with regulatory compliance, including environmental regulations; and changes in industrial, government and consumer demand, 
both in individual consuming nations and internationally. Index components concentrated in futures contracts on agricultural products, including 
grains, may be subject to a number of additional factors specific to agricultural products that might cause price volatility. These include weather 
conditions, including floods, drought and freezing conditions; changes in government policies; planting decisions; and changes in demand for 
agricultural products, both with end users and as inputs into various industries. 

The information contained herein is not intended to be an exhaustive discussion of the risks, strategies or concepts mentioned herein or tax or legal 
advice. Readers interested in the strategies or concepts should consult their tax, legal, or other advisors, as appropriate.  

Environmental, Social and Governance (ESG) and sustainable investing may limit the type and number of investment opportunities, and, as a result 
may affect performance relative to other approaches that do not impose similar sustainability criteria. Sustainable investment products are subject 
to availability. Certain sustainable investment opportunities may not be available in all regions or not available at all. No guarantee is provided 
regarding the financial or sustainability performance of such products and the products may not meet their investment or sustainability objectives.  

There is currently no globally accepted framework or definition (legal, regulatory or otherwise) nor market consensus as to what constitutes, an 
“ESG”, “sustainable”, “impact” or an equivalently labelled product, or regarding what precise attributes are required for a particular investment, 
product or asset to be defined as such. Different persons may arrive at varied conclusions when evaluating the sustainability attributes of a product 
or any of its underlying investments. Certain jurisdictional laws and regulations require classifications of investment products against their own 
sustainability definitions and as such there is likely to be a degree of divergence as to the meaning of such terms. For example, the term “sustainable 
investing” where used in this disclosure is by reference to CGWI’s internal framework rather than any defined meaning under jurisdictional laws and 
regulations. There is no guarantee that investing in these products will have a sustainability impact. 

There are numerous ESG data providers that evaluate companies on their ESG performance and provide reports, ratings, and benchmarks. Report, 
rating and benchmark methodology, scope, and coverage, vary greatly among providers. ESG data may not be available for all companies, securities, 
or geographies and as such, may not necessarily be reliable or complete. Such data will also be subject to various limitations, including (inter alia): i) 
limitations in the third-party data provider’s methodologies; ii) data lags, data coverage gaps or other issues impacting the quality of the data; iii) 
the fact that there are divergent views, approaches, methodologies and disclosure standards in the market, including among data providers, with 
respect to the identification, assessment, disclosure or determination of “ESG” factors or indicators and which precise attributes are required for a 
particular investment, product or asset to be defined as such; iv) the fact that ESG information, including where obtained from third-party data 
providers, may be based on qualitative or subjective assessment, and any one data source may not in itself represent a complete ‘picture’ for the 
ESG metric that it represents; v) the fact that such data may be subject to change without any notice of this to CGWI by the third-party data provider 
or other source. Furthermore, some of the data CGWI obtain from third-party providers is not obtained directly from investee companies, but rather 
represents estimated / proxy data that the third-party data provider has prepared using its own proprietary methodologies (e.g. because there is no 
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