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Let us start with some ancient history

We started the year with a number of strong views

2

• US 2-Year yields were going to move to new highs in the trend well above 5%

• Fed Funds terminal pricing would go as high as 5.75% to 6.0%

• The US 2’s 5’s curve (Our financial bible) would invert to minus 73 to minus 78 basis points

We also stressed that while we expected pricing of the terminal rate to go towards 5.75-6.0% we 

only expected that rate from the Fed to materialize IF nothing broke

In addition, we noted that the underlying economy and inflation were likely resilient to these rate 

hikes.

What did we mean by that?
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Techamentals – The Fed still has challenges

More and quicker hikes looked to be needed as the Fed moves were having minimal impact
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Homebuilders Index

M2-GDP adjusted
CPI

Fed Balance sheet

20 years

20 

months

JOLTS

Financial conditions Kept easing every 

time the Fed looked to hold back,  

complicating their job yet  again.. BUT 

these type of indicators do not reflect 

tightening lending conditions

Total Unemployed

Unemployment
Housing activity was falling 

like 1973 but fixed rate 

mortgages, low supply and 

high inflation remained a 

solid buffer- unless people 

start losing their jobs

The magnitude and speed of M2 growth 

was unprecedented on the back of huge 

fiscal and monetary stimulus. That money 

essentially remained in the system with 

rates still well below the inflation 

rate…HOWEVER M2 is now collapsing

As yet, there have been  little  signs 

that the labor market is 

cracking…BUT some of our 

preferred indicators are flashing
Participation

Source: Aspen Graphics / Bloomberg: 15 May, 2023
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Techamentals do not help the Fed

Wage growth and Services inflation- Were elevated also
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Employment Cost 

Index finally rolling 

over?

Atlanta Fed wage growth 

tracker still elevated but 

turning

Services inflation also turning

Source: Aspen Graphics / Bloomberg: 15 May, 2023
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Rates Was this the most important trend break ? ☺

We’ve talked the Volcker talk. Are we going to walk the Volcker walk? I don’t think so
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Clear trend break here
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Then something broke

Long before Covid and Ukraine we had penciled in 2023 for a potentially strong recession
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• It fit with the long-term cycle of the last 50+years in the US.

• 1972-1974: Inflation becomes unhinged, Fed raises rates sharply, Equity market falls sharply (S&P 

fell 17% in 1973 and NASDAQ 31%), housing activity falls sharply, and economy falls into a deep 

recession from the first quarter of 1974…then 17 years later

• 1989-1991: Savings and loan/housing crisis… then 17 years later

• 2006-2008: GFC1.. then 17 years later

• 2023-2025: ???...But recessions do not come just because of a timeline. 

• What would be the catalyst?

• Often recessions begin with the domino of asset/credit markets that feed into the real 

economy.

• That is  now looking like a clear danger here.

• So, what are we looking at here to guide us?
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Yields: US 2-year yield- Outside month at the high

Shades of November 2018 but with important differences
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Move lower in yields in 2019 was led 

by the 5-year- so bull flattening

This move is being led by the 2-year 

which suggests

• Bull steepening

• Quicker move to an easing cycle
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Yields: US 2-year yield- Daily “Death cross”

The first since 30th January, 2019 after the final rate hike of the cycle
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55-day MA crosses down below 

the 200-day MA on Friday 12th

May, 2023

55-day MA crosses down below 

the 200-day MA on Wed 30th Jan,

2019
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Yields: Major pivot on the 2-year yield

55-200 week MA setup is one of our favourite indicators
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2019:

Above the 55-week MA for over 2 years.

Stretched to 55-week MA at peak

Wide 55-200 week MA gap

Weekly close below the 55-week after 5 

weeks of trying.

Target becomes 200-week MA which

was hit just over 6 months later

2023:

Above the 55-week MA for 2 years.

Stretched to 55-week MA at peak

Wide 55-200 week MA gap

Has been testing the 55-week MA for 8 weeks

On a close below the target becomes 200-week MA

which is presently at 1.56%
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US 2-year yield and the Fed Funds rate in last 30+ years

Reaching a very pivotal point- Spread over 140 bp’s rings alarm bells
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190 bp’s in 

2008- GFC 1

164 bp’s in 

2001- Dot-

Com bubble

167 bp’s in 

1989-

S&L/Housing 

crisis

Fed only waited until 

spread was 95 bp’s in 

2019
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Yields: 5’s and 10’s also looking shaky

5’s have already broken the 55-week MA/ 10’s under pressure

11

Source: Aspen Graphics / Bloomberg: 04 May, 2023

55-week MA already broken on 5’s
76.4% pullback
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Yields: US 2’s 5’s curve- Our financial bible

What is it telling us?
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70 bp’s fall

72 bp’s fall

74 bp’s fall

30 bp’s 

bounce

30 bp’s 

bounce

Minus 78 

bp’s in Jan 

1979

We will not go here. Fed Funds rate was 

taken to 20% with inflation around 13%-

today we do not have the appetite for such 

pain

Minus 78 bp’s 

in March, 2023

Our target at start of 

2023 was -73 to -78

(Low was -78)
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Yields: US 2’s 5’s curve- Is the low in?

Posted a bullish outside month (Lower low than prior month/Higher high/ Close above prior month high)
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Bullish outside 

month at the trend 

low
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Yields: it’s a liability problem

Contrast the difference to the asset problem of the GFC. This is more like the S&L crisis- Valuation, not 

quality but on both Asset and Liability side stresses emerge
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Average around 5.5% as rates sat 

at their lows followed by a cycle 

peak of 6.4%

Average around 3.25% as rates 

sat at their lows followed by a 

cycle peak of 7.35%

Average around 4.0% as rates sat 

at their lows followed by a cycle 

peak of 5.25%

Average around 1.25% as rates 

sat at their lows followed by a 

cycle peak of 4.24%

Cycle high at 5.25%- 2 years

Cycle high at 5.25%- 14 months

Cycle low at 1.0%- 1 year

Cycle low at 0-0.25%- 2 years
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Yields: Higher for longer has a bad track record

The last 50+ years paints an interesting picture on policy turns from cycle peaks
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· 1971- 1 month (cycle peak)

· 1973- 1 month (interim peak) 

· 1974- 2 months (Cycle peak)- Deep recession 1973-1975- 1 year 4 months

· 1979- 2 months (interim peak)

· March 1980- 1 month (cycle peak) Mild recession 1980- 6 months

· Nov 1980- 2 months (interim peak)

· 1981- 1 month ( Structural cycle peak) Recession 1981-1982- 1 year and 4 months

· 1982- 3 months (cycle peak)

· 1984- 2 months (cycle peak)

· 1989- 4 months (cycle peak) Deep recession- 8 months in 1990-1991

· 1995- 5 months (cycle peak)

· 2000-2001- 8 months (cycle peak) Dot Com crash- mild recession – 8 months

· 2006-2007- 15 months- GFC1

· 2018-2019- 7 months. Covid downturn in 2020.

So, only on 3 occasions over nearly 50 years was the terminal rate sustained at its peak for more than 5 months. Coincidentally or not these instances led into

· The Dot Com bubble burst; GFC1; The Covid Pandemic (outlier)

Not exactly a confidence building record that everything will end well.

On 8 occasions the turn happened inside 1-2 months.
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What supports this market dynamic?
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Techamentals: Employment

The unemployment rate is a lagging indicator
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Unemployment is low yes at 3.4%- but that is a lagging indicator

In Sept 2019 (Just ahead of Covid) unemployment was also low at 3.5% yet the Fed started easing because markets and the backdrop were warning that things were 

deteriorating.

In May 2007 (GFC) unemployment was at a cycle low of 4.5%- how did that work out?

In April 2000 (Dotcom bubble) unemployment was at a cycle low of 3.8%- all good?

In March 1989 (Housing and S&L crisis) unemployment was at a cycle low of 5%- Nothing to see here?

In May 1979 (Oil crisis and Paul Volcker) unemployment was at a cycle low of 5.6%. By June of 1980 it was at 7.8% on the way to an ultimate peak of 10.8% in 1982

JOLTS

Job openings remain high at 9.6mm and the ratio of openings to unemployed is about 1.6:1 BUT

• That ratio has fallen from above 2 in the middle of 2022

• JOLTS are over 2.4mm (20%) from the highs in March 2022 and down 1.6mm in Q1- That is the largest quarterly fall EVER

• Job openings may even be lower still as often interviews continue (Info on competition/market environment/compensation picture etc.) but companies do not pull the 

trigger as hiring freezes and/or RIF’s take place

NFP

• Levels have been steadily dropping since Feb last year moving back into the 2010-2020 range

• At turning points, the number is likely suspect- particularly due to the “Wallpaper chart”

Initial Claims

• Initial claims are up at levels not seen (outside of Covid) since 2017

The quits rate (voluntary job separations initiated by the employee)

• Is falling and at 2.5% is just 1/10th above the 2019 peak and 2/10ths above the 2005 peak having fallen from 3% in April last year.
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Techamentals: Employment- The wallpaper chart

That is what we call the “Birth Death Ratio”
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CES Net Birth-Death Model (This looks like  a 

death that is under exaggerated)

Currently, the CES sample includes about 122,000 

businesses and government agencies drawn from a 

sampling frame of Unemployment Insurance tax 

accounts which cover approximately 666,000 

individual worksites. The active CES sample includes 

approximately one-third of all nonfarm payroll 

workers. The sample-based estimates are 

adjusted each month by a statistical model 

designed to reduce a primary source of non-

sampling error which is the inability of the 

sample to capture, on a timely basis, employment 

growth generated by new business formations.

The April adjustment was +378 K which is both the 

highest April ever reported in this series and the 2nd

highest monthly total ever

As we have recently said

Small Business is the backbone of the US economy

Small banks are the backbone of small businesses

The backbone is broken as these small banks come 

under stress, lending conditions tighten, capital 

investment slows etc.

Small business indicators 

are deteriorating like they 

did in 2006-2008
Sources: Bloomberg/Aspen Graphics 12th May, 2023
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Techamentals: Inflation

Inflation is too high, there is more work to do…BUT
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Inflation is clearly too high , but what is the path? The Fed’s mandate is headline inflation.

Headline CPI hit a peak (YOY) at 9.1% last June. Since then, it has fallen yoy in every month since the peak. 

When inflation peaked in June last year the Fed Funds rate (Upper bound) was 1.75%. It is hard to argue therefore that the Fed Funds rate 

was the primary driver for it starting to turn. Inflation has almost halved since and we have seen the Fed Funds rate continue to rise to 5.25%

The 3-month run rate on headline CPI is 3.6% and  the 6-month run rate is 3.4%

Headline PCE inflation is at 4.2% from a peak of 7.0% in June last year without one uptick along the way (March YOY fell from 5.1% to 

4.2%)

There was clearly a one off aberration with the 2.0% monthly number in January in headline PCE- but the 2 prior numbers were 0 and .2 and 

the 2 subsequent numbers were .10 and ZERO

If you (selectively) leave out that aberration and take the 3 numbers prior and 3 numbers after the 6 months annualised rate is actually 2.4%

Core CPI

Core CPI stands at 5.5% but again peaked last June at 6.6% and has not had one annualised uptick since then.

Core PCE actually peaked in Feb 2022 at 5.4% and is now 4.6%

However, because the Fed is so focused on not making the same mistake again (which probably means they will) they now delve into the 

various sub-components to validate this continued inflation fight.

IF there was still no trade off then I would understand. Now they appear to be looking for reasons to hold the course as they did when the 

course was “transitory inflation”.
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Techamentals: Inflation

But what about Michigan inflation expectations? 

Comparison of peaks in 1 year Inflation expectations  and where inflation was exactly 1 year later
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Forget for a moment that it was the “reliance” on inflation expectations on the 

other side that got us in this miss. 

As inflation went higher and higher ,we got comment after comment that this was 

all transitory because inflation expectations were well anchored.

“Please sir I would like to buy a car and can you please price it at inflation 

expectations rather than inflation”

This survey for the initial release targets about 420 cases for the preliminary 

reading, but the exact number fluctuates depending on interview schedules. If we 

stop for a moment and think of the likely accuracy of a random group of about 

420 people in a country of 332 million accurately forecasting where inflation 

will be in 1  years’ time and that influencing monetary policy- it could hardly be 

described as remotely credible.

And full disclosure- I am not sure whether targets means ,they keep going until 

that number is hit, or they just reach out to that number. 

IF the latter then the number of respondents is even lower.

Furthermore, when we look at the chart below spanning the last almost 40 

years we see

• The predictive value of this indicator has been very poor with actual 

number 1 year later being lower than expectations every time (including 

this year)

• The misses have ranged from 0.5 percentage points up to 6.4% points

• The 1 year inflation expectation has been much closer to the actual 

inflation, at the time of prediction or the then cycle peak being formed, 

than to the actual rate 1 year later

The reasoning is very simple- Human nature is to project forward on the 

basis of how you are feeling today . Thereby, inflation expectations amongst 

consumers  will be much more a factor of what you are seeing today than what 

you are necessarily expecting tomorrow.
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Techamentals: Inflation

But what about Michigan inflation expectations? (Contd.)

That comparison also holds on the downside
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Yet again a 100% track record of being more related to what had happened than what was going to happen.

Sources: Bloomberg12th May, 2023
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Techamentals and markets. What leads

We look at 2 Year Yields; JOLTS; 2’s 5’s Bible and Initial Claims- And the winner is? Initial Claims
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Sources: Bloomberg12th May, 2023
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Regional Banks are Contained
“Subprime Is Contained” Ben Bernanke , March 2007

2006-2008 is however not the roadmap- the 1980-’s S&L crisis is
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Oil: Mind the Gap

Battle of Economic/banking concerns and OPEC+/ SPR replenishment
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All our targets were pretty much hit on the 

weekly chart- Sending us neutral for now.

However, IF the $61.74-$62.58 range was 

to give way there is little until $40-42 in 

meaningful support.

Above $83.50-$87 would be a different 

story
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Equities: Equity markets – When confused go to the COMP

While the NADAQ has traded well other indices give a mixed picture
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The Dow Jones Composite Average is a price-weighted 

average that tracks 65 U.S. prominent companies. The 

average is a combination of the Dow Jones Industrial, 

Transportation, and Utilities Averages.

Bearish outside month IF it closes 

under 10,965

Last bearish outside month here was 

Feb, 2020 and before that December 

2018 as the Fed gave us the final 

(misguided) rate hike
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USD-Index

A battle of two indicators?
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Does the 55-200 week MA setup send it to 98.06?

(Full disclosure- It was not above the 55-week MA for the preferred 2-year 

period – was just 17 months)

Or, is it a double bottom with a neckline at 105.88 that could signal 

back towards the 111 area?

If the World is just fine but the US is lagging, and the problems are really 

US based- then a weaker USD is the likely outcome

BUT…that is not our view of the World. 

We think the US may be already headed into recession but when the US 

catches a cold the rest of the World catches a fever.

IF this picture becomes more of a “risk off “ World expect the USD-Index

(Heavy European weighting) to catch a bid

Also, right now, market view seems uniformly bearish the USD and 

despite everything the DXY is actually only down less than 1% on the 

year.

?

?
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So where are the risks?

We have a huge amount of moving parts
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Rates

• Fed struggling in its battle against inflation (1970’s). 

• Economic/employment/housing, savings and fiscal buffers have made their job challenging but that could be changing

• Fixed income bear market (1970’s)

Economy

• Cyclical recession 1972-74+17=1989-1991+17=2006-2008+17= 2023-2025+17?

• Are markets and the economy going to do what the Fed could not?

• Huge debt to GDP ratio over 120% requires high nominal growth

• Starting to look like S&L crisis of 1980’s

Geopolitics

• Russia/Ukraine ongoing maintains some supply inflation issues (1970’s)

• Turmoil in Iran? (1970’s) 

• Netanyahu back in power in Israel? Danger of conflict? (1970’s)

• China/Russia alliance (1937)

• Sanctions on China (Semi conductor chips)- like Oil restrictions on Japan in 1941. Taiwan dangers?

Housing

• Sharp fall in activity in high inflation environment (1973-1975)- but this is not 2006

• Only a stress for borrowers IF unemployment rises sharply.

Oil

• All of the above retains danger of another Oil price shock (1974 and 1978) further down the line but for now the 

economic backdrop may be a greater driver

Did anybody say STAGFLATION?
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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. Certain personnel or business areas of Citi may 

have access to or have acquired material non-public information that may have an impact (positive or negative) on the information contained herein, but that is not available to or known by the author of this communication. Citi may have an investment banking or 

other commercial relationship with and access to information from the issuer(s) of securities, products, or other interests underlying a product or transaction. Citi may also have potential conflicts of interest due to the present or future relationships between Citi and 

any asset underlying the product or transaction, any collateral manager, any reference obligations or any reference entity. Citi may submit prices, rates, estimates or values to data sources that publish indices or benchmarks which may be referenced in products 

or transactions discussed in this communication. Such submissions may have an impact on the level of the relevant index or benchmark and consequently on the value of the products or transactions. Citi will make such submissions without regard to your 

interests under a particular product or transaction, although Citi has adopted policies and procedures designed to mitigate potential conflicts of interest arising from such submissions and our other business activities. In light of the different roles performed by Citi 

you should be aware of the potential that Citi’s interests may conflict with or adversely impact your interests.

Investments in financial instruments or other products carry significant risk, including the possible loss of the principal amount invested. This document does not purport to identify all the risks or material considerations which may be associated with entering into 

any transaction. Citi 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. You should contact your local representative directly if you are interested 

in buying or selling any financial instrument or other product or pursuing any trading strategy that may be mentioned in this communication.

Any decision to purchase any product or enter into any transaction referred to in this communication should be based upon the information contained in any associated offering document if one is available (including any risk factors or investment considerations 

mentioned therein) and/or the terms of any agreement. Any securities which are the subject of this communication have not been and will not be registered under the United States Securities Act of 1933 as amended (the Securities Act) or any United States

securities law, and may not be offered or sold other than pursuant to an exemption from registration under the Securities Act. This communication is not intended for distribution to, or to be used by, any person or entity in any jurisdiction or country which 

distribution or use would be contrary to law or regulation.

Unless a key information document (KID) has been prepared pursuant to the PRIIPs Regulation (Regulation (EU) 1286/2014) and published on our designated website, no transaction or product manufactured by Citi for which such a KID is required, is to be 

offered, sold or otherwise made available to a retail investor in the EEA. Unless you notify us otherwise in writing, you will not, and do not intend to, “distribute” any of the transactions, products or investments that we “manufacture” or transactions, products, 

investments or services that we “distribute” (as such terms are defined pursuant to Markets in Financial Instruments Directive (recast) (Directive 2014/65/EU)). Citi may offer, issue, distribute or provide other services (including, without limitation, custodial and 

other post- trade services) in relation to certain financial instruments. Some of these financial instruments may be unsecured financial instruments issued or entered into by BRRD Entities (i.e. EEA entities within the scope of Directive 2014/59/EU (the BRRD), 

including EEA credit institutions, certain EEA investment firms and / or their EEA subsidiaries or parents) (BRRD Financial Instruments).

In various jurisdictions (including, without limitation, the European Union and the United States) national authorities have certain powers to manage and resolve banks, broker dealers and other financial institutions (including, but not limited to, Citi ) when they are 

failing or likely to fail. There is a risk that the use, or anticipated use, of such powers, or the manner in which they are exercised, may materially adversely affect (i) your rights under certain types of financial instruments (including, without limi tation, BRRD Financial 

Instruments), (ii) the value, volatility or liquidity of certain financial instruments (including, without limitation, BRRD Financial Instruments) that you hold and / or (iii) the ability of an institution (including, without limitation, a BRRD Entity) to satisfy any liabilities or 

obligations it has to you, among other risks. By accepting any services from Citi, you confirm that you have consulted your advisors, are aware of any risks and shall be deemed to have considered such risks prior to any decision to purchase any product or enter 

into any transaction referred to in this communication.

Certain products mentioned in this communication may contain provisions that refer to a reference or benchmark rate which may change, cease to be published or be in customary market usage, become unavailable, have its use restricted and/or be calculated in

a different way. As a result, those reference or benchmark rates that are the subject of such changes, may cease to be appropriate for the products mentioned in this communication. We encourage you to keep up to date with the latest industry developments in 

relation to benchmark transitioning and to consider its impact on your business. You should consider, and continue to keep under review, the potential impact of benchmark transitioning on any existing product you have with Citi, or any new product you enter into 

with Citi. Citi does not provide advice, or recommendations on the suitability of your product choice including with respect to any benchmark transitioning on any existing product you have with Citi. You should obtain professional independent advice (legal, 

financial or otherwise) in respect of the suitability of your products in light of benchmark transitioning as you consider necessary.

Although Citibank, N.A. (together with its subsidiaries and branches worldwide, "Citibank") is an affiliate of Citi, you should be aware that none of the financial instruments or other products mentioned in this communication (unless expressly stated otherwise) are 

(i) insured by the Federal Deposit Insurance Corporation or any other governmental authority, or (ii) deposits or other obligations of, or guaranteed by, Citibank or any other insured depository institution.

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 of Citi. Any statements in this communication relating to tax matters were 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.

Options. These materials may mention options regulated by the U.S. 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 or by clicking the following link, http://www.theocc.com/about/publications/character-risks.jsp.

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 and tables in these materials 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.

Exchange Traded Funds. These materials may mention Exchange Traded Funds (“ETFs”) regulated by the U.S. Securities and Exchange Commission. Investors should consider the investment objectives, risks, charges and expenses of the investment company 

or companies discussed in this material carefully before investing. The prospectus and, if available, the summary prospectus for each of the ETFs mentioned in this material contain this and other information about the investment company or companies and 

should be read carefully before investing. Clients may obtain prospectuses and, if available, summary prospectuses for the ETFs mentioned in this material by clicking on the below link or from the ETF distributors or the exchanges upon which the ETFs are listed. 

https://www.citivelocity.com/equity/public/ETFDisclosure.jsp

http://www.theocc.com/about/publications/character-risks.jsp
https://www.citivelocity.com/equity/public/ETFDisclosure.jsp


Market Commentary – Not a Product of Research 

General Presentation Disclaimer for Sales and Trading Disclaimer

A Citi affiliate licensed the methodology to the index provider for VelocityShares Equal Risk Weighted Large Cap ETF (Ticker: ERW) and will receive a licensing fee based on Assets Under Management. http://www.velocitysharesetfs.com/prospectus/

ETFs are redeemable only in Creation Unit size through an Authorized Participant. Citi may be an authorized participant for certain ETFs mentioned in this report. As an authorized participant or otherwise, Citi acquires securities from the issuers for the purposes 

of resale. An investment in an ETF is not a deposit of a bank and is not insured or guaranteed by the Federal Deposit Insurance Corporation or any other government agency. An ETF directly invests in or aims to track the performance of an underlying asset or 

asset class, therefore the performance of an ETF will be affected by the performance of the underlying asset or asset class and the risks associated with investing in that asset or asset class. If the ETF aims to track the performance of an asset or asset class 

rather than investing in it directly then there is a "tracking risk" whereby the performance of the ETF doesn't exactly match that of the asset or asset class it is aiming to track. An investment in an ETF could lose money over short or even long periods and any 

investor should expect the fund's share price and total return to fluctuate within a wide range, like the fluctuations of the overall stock market. ETF shares are traded on an exchange and thus liquidity is dependent on there being sufficient buyers and sellers of the 

security in the market, thus there is a possibility that an active trading market may not be maintained. A lack of liquidity could affect the price of the security. The fund's distributions may be taxable as ordinary income or capital gains. A sale of ETF shares is a 

taxable event, which means that you may have a capital gain to report as income, or a capital loss to report as a deduction, to the tax authorities. Dividend and capital gains distributions that you receive, as well as your gains or losses from any sale of ETF shares, 

may also be subject income taxes. Past performance is no guarantee of future results. The investment return and principal value of an investment will fluctuate so that an investor’s shares, when redeemed, may be worth more or less than their original cost.

Current performance may be higher or lower than the performance data quoted. Investors should review the prospectus for each ETF mentioned in the material to obtain additional performance.

Inverse and Leveraged ETFs: Most leveraged ETFs seek to provide a multiple of the investment returns of a given index or benchmark on a daily basis. Inverse ETFs seek to provide the opposite of the investment returns, also daily, of a given index or 

benchmark, either in whole or by multiples thereof. Due to the effects of compounding and possible correlation errors, leveraged and inverse ETFs may experience greater losses than one would ordinarily expect. Compounding can also cause a widening 

differential between the performances of an ETF and its underlying index or benchmark, so that returns over periods longer than one day can differ in amount and direction from the target return of the same period. Consequently, these ETFs may experience

losses even in situations where the underlying index or benchmark has performed as hoped. Aggressive investment techniques such as futures, forward contracts, swap agreements, derivatives and options can increase ETF volatility and decrease performance.

Investors holding these ETFs should therefore monitor their holdings consistent with their strategies, as frequently as daily.

International investing and Sector Specific ETFs: International investing involves special risks such as currency fluctuation and political instability. Investing in emerging markets may accentuate these risks. Since sector- and commodity-specific funds are not 

diversified and focus their investments entirely in a single sector, a commodity, or a basket of commodities, the funds will involve a greater degree of risk than an investment in other diversified fund types.

Exchange Traded Notes (ETNs). ETNs are not funds and are not registered under the Investment Company Act of 1940. ETNs are not secured debt and do not provide principal protection unless stated specifically in the prospectus. The repayment of the 

principal, interest (if any), and the payment of any returns at maturity or upon redemption are dependent on that issuer’s ab ility to pay. Risks of investing in ETNs include limited portfolio diversification, trade price fluctuations, uncertain principal repayment, and 

illiquidity. ETNs may have call features that allow the issuer to call the ETN at the issuer’s discretion due to the occurrence of certain market events. A call right by an issuer may adversely affect the value of the notes. Investing in ETNs is not equivalent to 

investing directly in an index or in any particular index components. The investor fee will reduce the amount of your return at maturity or on redemption, and as a result you may receive less than the principal amount of your investment at maturity or upon

redemption of your ETN even if the level of the relevant index has increased or decreased (as may be applicable to the particular series of ETNs). An investment in ETNs may not be suitable for all investors. Commissions may apply and there are tax 

consequences in the event of sale, redemption or maturity of Securities. Investors should refer to the ETN’s prospectus to obtain a complete discussion of the risks involved when investing.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY COPYRIGHT LAW AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, 

REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT CITI'S PRIOR WRITTEN 

CONSENT.
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