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Citi’s base case for the US midterm election on November 6
point to a Republican Senate and a Democratic House. Polls,
electoral math and a low Presidential approval rating largely
favor a Democratic election wave resulting in the Democratic
party wresting control of the House of Representatives and
ending the Republican party Congressional mandate.
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Market Performance
Global equities as measured by MSCI World Index gained 3.07%
for the week.
US markets were sharply lower for the week, as the Dow Jones
Industrial Average gained 2.36%, the S&P 500 Index rose 2.42%
and the Nasdaq Composite rallied by 2.65%.
European equities, as measured by the Stoxx Europe 600 Index,
also rose 3.33% alongside Japanese stocks (Nikkei 225: 5.00%
and Topix: 3.93%).
Emerging Markets, as measured by MSCI EM index gained
6.08%, led by MSCI Asia ex Japan (6.70%), MSCI EM Middle East
& Africa (6.30%) and MSCI Emerging Europe (4.06%). Within
Asia, Hong Kong’s HangSeng index was the biggest performer,
rising 7.16%.
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US Midterm Elections – What to Expect? (Continued)
• This could indicate new oversight of the President and greater resistance to his policies as
well as even the potential risk of impeachment proceedings.
Implications for Trade
• Citi analysts do not envision the midterm elections affecting the current US trade
negotiations in a meaningful way. It is unlikely that US President Donald Trump will pivot on
trade in response to Democratic majorities, given that progressive Democrats and Trumpleaning Republicans are largely united in their skepticism about free trade.

Implications for Equities
• Historically, in the months leading into the midterm elections, defensive stocks outperform
cyclicals while higher-quality bonds outperform lower-quality bonds. After the midterm
elections, the trend tends to reverse with S&P 500 rallying (see chart below).
• This year, given the backdrop of a mature bull market and rising interest rates environment,
Citi believes that the immediate response to the midterm election outcome may be more
muted unless there is a surprise result.

Market performance before and after midterm elections

Source: Citi Private Bank. As of July 2018.

• Citi analysts expect there to be little material change across asset classes in Citi’s base
case scenario of the midterm election outcome.
• The outperformance of US equities in 2018 is driven by late cycle stimulus from 2017 tax
cuts as well as investor confidence that US trade could do better given the US
administration’s trade negotiations. The rise in US interest rates together with an absence of
new tax cuts is likely to slow the US economy moderately going into 2019 which may limit
future economic growth.
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EM Asia: Is the Worst Over?
Citi is reallocating a portion of its small overweight on China to other beneficiaries of trade
tensions within the region.
• Emerging market (EM) Asian equities have remained under pressure in recent months –
weighed down by recent equity sell-offs, a stronger USD, tighter US monetary policy,
weaker growth in China and the threat of escalating trade war.
• Despite the Chinese government’s fiscal stimulus as well as China’s cheap valuations, Citi
analysts believe that stimulus will take time to show results. As a result, Citi analysts have
reallocated a portion of their small overweight in Chinese equities to other Asian markets
such as Malaysia and Thailand – which could benefit from multinationals diversifying their
supply chain away from China.
Average returns in the 12 months leading up to previous three bull market
peaks

“Citi analysts
expect the
strongest returns
over the next 10
years to come
from EM Asian
equities.”
Source: Citi Private Bank, Factset. As of 18 October 2018.

• Citi analysts expect the strongest returns over the next 10 years to come from EM – and EM
Asian equities in particular. While near-term risks remain elevated – especially on the trade
front – Citi analysts believe the +20% sell-off from highs earlier this year already
encompasses a lot of bad news. EM Asia equities are cheap and have become even
cheaper, while fundamentals are generally strong. Economic growth is improving,
currencies have fallen sharply, inflation is well-behaved and commodity prices are wellsupported.
• Citi analysts see much fear priced into EM Asian markets, leaving potentially attractive
returns. On top of that, EM Asia is the only economic zone to consistently gain share of the
global economy. It has the highest savings rate of any region, surging incomes and is
approaching a population of 4 billion.
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Disclaimer
“Citi analysts” refers to investment professionals within Citi Research (“CR”), Citi Global Markets Inc. (“CGMI”) and
voting members of the Citi Global Investment Committee. For important disclosures concerning companies covered
by Citi's Equity Research analysts, please refer to the link:
https://www.citivelocity.com/cvr/eppublic/citi_research_disclosures.

This document is based on information provided by Citigroup Investment Research, Citigroup Global Markets,
Citigroup Global Wealth Management and Citigroup Alternative Investments. It is provided for your information only.
It is not intended as an offer or solicitation for the purchase or sale of any security. Information in this document has
been prepared without taking account of the objectives, financial situation or needs of any particular investor.
Accordingly, investors should, before acting on the information, consider its appropriateness, having regard to their
objectives, financial situation and needs. Any decision to purchase securities mentioned herein should be made
based on a review of your particular circumstances with your financial adviser.
Investments referred to in this document are not recommendations of Citibank or its affiliates. Although
information has been obtained from and is based upon sources that Citibank believes to be reliable, we do
not guarantee its accuracy and it may be incomplete and condensed. All opinions, projections and estimates
constitute the judgment of the author as of the date of publication and are subject to change without notice.
Prices and availability of financial instruments also are subject to change without notice. Past performance
is no guarantee of future results. Investment products are (i) not insured by any government agency; (ii) not
a deposit or other obligation of, or guaranteed by, the depository institution; and (iii) subject to investment
risks, including possible loss of the principal amount invested. All forecasts are expressions of opinion, are
not a guarantee of future results, are subject to change without notice and may not meet our expectations
due to a variety of economic, market and other factors.
The document is not to be construed as a solicitation or recommendation of investment advice. Subject to the nature
and contents of the document, the investments described herein are subject to fluctuations in price and/or value and
investors may get back less than originally invested. Certain high-volatility investments can be subject to sudden and
large falls in value that could equal the amount invested. Certain investments contained in the document may have
tax implications for private customers whereby levels and basis of taxation may be subject to change. Citibank does
not provide tax advice and investors should seek advice from a tax adviser.
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Authority and the Prudential Regulation Authority. Details about the extent of our authorisation and regulation by the
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plc is regulated by the Central Bank of Ireland. Ultimately owned by Citigroup Inc., New York, USA. In Jersey, this
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