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Faster, Broader and Higher
In our Wealth Outlook for 2024, we observed that in 2023 “rolling recessions” across 
portions of the US economy would “roll off” in 2024. The idea that the US economy was 
already enduring major recessionary conditions anticipated by the long-inverted yield was 
novel. Now we are faced with a second novel possibility: perhaps all the rate increases and 
restrictive monetary policy on the past 18 months won’t slow the economy in 2024 as much 
as we thought.

When we look at sector performance since late ‘23, we can see that investors have already 
begun to price in elements of a cyclical recovery. But like most of the post-pandemic period, 
this is not a typical cyclical rebound. While sectors tied to manufacturing and housing have 
surged, other traditionally high beta segments remain in the doldrums.

Markets are also beginning to see results from the higher growth/lower inflation combination. 
Large-cap US industrial sector shares have already risen 21% since October 27 and trade at 
21x estimated EPS for 2024. US small and mid-cap industrials having risen just as rapidly over 
the same period. All this while shares in other regions, foremost China’s, lag.

These better-than-expected circumstances have already created a tension between the Fed 
and bond traders, where Chairman Powell see economic resilience as a reason to delay rate 
cuts. The futures markets price 6 rate cuts of 25 basis points over the next year.

mailto:Steven.Wieting@citi.com
https://www.privatebank.citibank.com/doc/investments/outlook/Citi_Wealth-Outlook-2024.pdf.coredownload.inline.pdf
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Is “Slow Then Grow” Becoming “Grow and Grow”?
Signs of economic growth and recovery are spreading faster than most economists believed possible.

In our Wealth Outlook for 2024, we observed that in 2023 “rolling recessions” across portions of the US and world 
economy would “roll out” in 2024. The idea that the US economy was already enduring recessionary conditions 
“hidden” beneath the veneer of rising employment was novel. Now we are faced with a second novel possibility: 
perhaps all the rate increases and restrictive monetary policy on the past 18 months won’t slow the economy in 2024 
very much.

Mounting Evidence of Recovery in Cyclical Industries
In the US, the Institute for Supply Management New Orders Index showed expansion in January for the first time since 
August of 2022 (see FIGURE 1). While still subdued, US manufacturing production increased as 2023 ended. And there 
are signs the most impacted sectors are bottoming earlier. This has portfolio implications from interest rates to equity 
selection across regions.

FIGURE 1: Manufacturing New Orders Purchasing Managers Index
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Source: Haver Analytics and Institute for Supply Management (ISM) as of February 8, 2024. 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. Index returns do not include any expenses, fees, or sales charges, which would lower performance. Past performance 
is no guarantee of future results. Real results may vary.

If the lull for cyclical industries is short and shallow, it has direct impact on the trajectory of equity sectors and rates. 
Consider the strong correlation between changes in US Treasury yields and inventories in FIGURE 2. A typical slump 
that would push rates down is looking mild. Without a plunge in the economy, there are fewer pressures driving 
rates lower.

Given that markets are forward-looking predictors of the economy, we see data to suggest that an industrial recovery 
is becoming discounted. It is not “waiting to be discovered” (FIGURE 3)

https://www.privatebank.citibank.com/doc/investments/outlook/Citi_Wealth-Outlook-2024.pdf.coredownload.inline.pdf
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FIGURE 2: Real US Business Inventories and 5-Year US Treasury Yields
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Source: Haver Analytics, Bloomberg as of February 8, 2024. 

FIGURE 3: US and Non-US Industrial Sector Shares

Source: Bloomberg as of February 8, 2024. S&P500 Industrials used as proxy for US Industrials. MSCI ACWI ex-USA/Industrials 
used as proxy for Non-US Industrials. 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. Index returns do not include any 
expenses, fees, or sales charges, which would lower performance. Past performance is no guarantee of future results. Real results 
may vary.

The signs of recovery for production and trade are mild but have come earlier than expected. The US, Germany and 
even China all saw at least a modest export gains near year-end ’23 (FIGURE 4). However, like January employment 
data, they are possibly biased by changing seasonal patterns measured at the peak of winter. 
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FIGURE 4: Global Exports (USD, Y/Y%)
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Source: Haver Analytics and International Monetary Fund (IMF) as of February 8, 2024.

Inflation Remains Tame
On the inflation front, our data sources point to a 2% inflation rate later in 2024. US goods prices are near deflation 
levels as falling import prices for finished goods and materials are benefiting US industry. In real estate, rear view mirror 
housing data and backwards calculation methodology for the US Shelter CPI suggest further downward surprises for 
these core inflation measures over the year ahead (FIGURE 5).

Markets are beginning to see results from the higher growth/lower inflation combination. Large-cap US industrial 
sector shares have already risen 21% since October 27 and trade at 21x estimated EPS for 2024. There has been 
a strong historical relationship between manufacturing sentiment and the outperformance of Industrials versus 
defensive sectors like Consumer Staples. Performance over the past 12 months suggests that Industrials are pricing 
in an earlier, more robust recover than we thought likely. US small and mid-cap industrials having risen just as rapidly 
over the same period. All this while shares in other regions, foremost China’s, lag. 

FIGURE 5: US CPI Shelter vs New Tenant Rent Index (Leading 1-Year)
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Source: Haver analytics and Bureau of Labor Statistics as of February 8, 2024. 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. 
Index returns do not include any expenses, fees, or sales charges, which would lower performance. Past performance is no 
guarantee of future results. Real results may vary.
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As Earnings Rise
As we noted in our latest Quadrant, the strong earnings per share (EPS) “surprises” in last quarter’s earnings releases 
were actually predictable. 80% of companies reported “above consensus” gains relative to analyst expectations 
as reflected in the Institutional Brokers Estimate System as of February 8, 2024. Even as managements stuffed 
unwelcome news in their calendar fourth quarter reporting, they were often able to exceed meek analyst expectations. 
We believe the first quarter 2024 results should be even stronger on a relative basis.

And then there are unexpected market anomalies. Homebuilders, another highly cyclical group of stocks, have surged 
since mid-2022 despite a doubling of mortgage rates. Structural demand for housing, coupled with a sustained 
shortage of supply and falling cost pressures, have led to a de-coupling of the typical relationship between home 
builders and interest rates. Again, we see a cyclical recovery priced into these shares.

Finding Value in a “Grow then Grow” US Economy
When we look at sector performance since late last year, we can see that investors have already begun to price in 
elements of a cyclical recovery. But like most of the post-pandemic period, this is not a typical cyclical rebound. 
While sectors tied to manufacturing and housing have surged, other traditionally high beta segments remain in 
the doldrums.

As we show in FIGURE 6, there has historically been a close relationship between manufacturing sentiment and 
outperformance of Industrials versus defensive sectors like Consumer Staples. Performance over the past 12 months 
suggests, however, that Industrials are already priced for a fuller cyclical recovery. Homebuilders, another highly 
cyclical group of stocks, have surged since mid-2022 despite a doubling in mortgage rates (FIGURE 7). Structural 
demand for housing, coupled with a shortage of supply and easing of cost pressures, have led to a de-coupling of 
the typical relationship between home builders and interest rates. Again, we see a cyclical recovery already priced 
into shares.

FIGURE 6: Industrials outperform defensives when 
manufacturing sentiment improves
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Source: Bloomberg as of February 8, 2024. S&P 500 industrials 
and consumer staples industry indices were used. 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. Index 
returns do not include any expenses, fees, or sales charges, 
which would lower performance. Past performance is no 
guarantee of future results. Real results may vary.

 

FIGURE 7: Homebuilders relative performance vs 
10yr UST
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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. Real results may vary.

https://www.privatebank.citibank.com/ivc/docs/quadrant/Quadrant012424.pdf
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Healthier Health Care and MedTech
Last year, the health care sector underperformed the broader market by 24%1 (+2% VS +26% for the S&P 500), 
impacted by a perfect storm of US drug pricing reform, COVID hangovers and disruption from the excitement related 
to GLP-1 weight loss drugs. As we highlighted in our recent CIO Bulletin, we now view health care innovation to be 
on “sale.”

1  Source: Bloomberg as of February 8, 2024. S&P 500 healthcare index as proxy for the health care sector.

The health care sector is highly diverse. Within the sector you will find defensive value in large cap pharma and highly 
speculative growth in small cap biotech. Straddling these two extremes are medical devices and life sciences tools 
companies, who focus on the equipment and tools needed to operate a hospital or undergo a drug trial. This group 
tends to be somewhat more cyclical than pharmaceuticals and is well-placed to benefit from continued normalization 
in the health care sector post-COVID.

Similar to how solid earnings growth has been realized in our high conviction investments - global semiconductor 
equipment and cybersecurity - we believe medical technology is another area that may benefit from broadening in 
earnings. The segment remains under-appreciated by the market while also exhibiting low sensitivity to interest rates 
(FIGURE 8).

FIGURE 8: Life Sciences Tools have underperformed the S&P 500

Source: Bloomberg as of February 8, 2024. S&P 500 Life sciences tools index as proxy for Life Sciences. 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. Index returns do not include any expenses, fees, or sales charges, which would lower performance. Past 
performance is no guarantee of future results. Real results may vary.

Rate Beneficiaries
Readers worried that the Fed will never lower rates should be mindful that it is unlikely the US can sustain its galloping 
January employment growth (+353,000, but -2.6 million prior to seasonal adjustment. Please see last week’s 
Data Watch). Similarly, for the “recessionaires,” there is also no reason to expect a sudden aggregate employment 
contraction that would cause the Fed to ease rapidly.

Some cyclical shares are already priced (or even over-priced) for a stronger-than-expected macro environment. Others 
face ongoing property-related risks in the US and China. We cannot count on a big bond rally bailing out the market’s 
most rate-sensitive sectors. The eventual broadening in markets will be led by corporate earnings but will benefit more 
slowly from falling rates and a yield-curve normalization.

https://www.privatebank.citibank.com/ivc/docs/quadrant/20240114%20CIO%20Bulletin.pdf
https://www.privatebank.citibank.com/ivc/docs/quadrant/DataWatch_020224.pdf
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The strongest global beneficiaries of a goods sector recovery and most vulnerable industries to “firm rates” are easy 
to document on a historic basis (FIGURE 9). However, unique issues are present in every cycle. Some undiscounted 
opportunities and risks for the present environment are discussed below.

FIGURE 9: Industry correlations to US 10yr Treasury yield

2  Federal Reserve Bank of St. Louis. https://www.stlouisfed.org/on-the-economy/2023/jul/commercial-real-estate-stress-poses-
challenge-banks#:~:text=Thus%20far%2C%20most%20of%20the,San%20Francisco%2C%20Austin%20and%20Houston.

Source Bloomberg as of February 8, 2024. Note: correlations calculated us monthly data from January 2016 to present. S&P 
500 industry Group indices were used 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. Index returns do not include any 
expenses, fees, or sales charges, which would lower performance. Past performance is no guarantee of future results. Real results 
may vary.

What Growth Means for Non-US Shares
This may be the wrong time to give up on select non-US equities. Amidst last year’s recession in global trade, investors 
flocked to US technology where growth was abundant. We expect market returns to broaden out not just at the 
sector level but also geographically. Global shares that are benefiting from the same secular growth trends should be 
rewarded like their US peers. Moreover, a further recovery in global manufacturing and trade could benefit industrials 
in Japan and Europe, which have lagged their US counterparts. While much further off, an eventual Chinese recovery 
may also benefit its closest trading partners in Asia and Europe.

A Moment of Caution Even as Growth Picks Up: Regional Banks
A higher-for-longer interest rate backdrop heightens risks for over-levered segments of the economy.

Over the past two weeks, regional banking concerns have resurfaced bringing consternation to those expecting bank 
shares to sustain their recent rise. The broader regional banking complex has sold off after a community bank based in 
New York was forced to slash its dividend and raise loan loss reserves against its commercial real estate portfolio. Even 
though this particular situation is idiosyncratic, impacted more forcefully by changes to rent control policy in New York 
City, it comes at a time when the market was already re-assessing the Fed’s downward rate trajectory in 2024.

Following the regional banking crisis, a year ago, we do not view the $25 trillion US commercial real estate sector as 
a monolith. For sure, pockets of office, multifamily, and retail face secular pressure. Commercial office makes up 15% 
of the total commercial real estate space2. Indeed, in the publicly traded Real Estate market, segments like industrial 
and data centers have rallied over the past two weeks, showing that the market will discern where distress may 
be exhibited.
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While we do not rule out further volatility within the regional banking space from here, we remain much less concerned 
about a broader banking crisis akin to 2008-09. Total commercial real estate comprises just 13% of large bank loan 
books (FIGURE 10). Many systemically important banks have negligible office real estate exposure. And the Fed and 
Treasury are vigilant with Jerome Powell noting some small banks may fail, but regulators are prepared to handle their 
orderly resolution3.

FIGURE 10: Large bank loan book exposure

3  Source: CBS News, 60 Minutes, February 4, 2024. https://www.cbsnews.com/news/full-transcript-fed-chair-jerome-powell-60-
minutes-interview-economy/

Source: Haver Analytics as of February 8, 2024. “RE” represents Real Estate.
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https://www.veracast.com/webcasts/citigroup/ciostrategy/CIO/
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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. 

 

(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. 

Alternative investments referenced in this report are speculative and entail significant risks that can include losses due to leveraging or other 
speculative investment practices, lack of liquidity, volatility of returns, restrictions on transferring interests in the fund, potential lack of 
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diversification, absence of information regarding valuations and pricing, complex tax structures and delays in tax reporting, less regulation and 
higher fees than mutual funds and advisor risk.  

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

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 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.  

Diversification does not guarantee a profit or protect against loss. Different asset classes present different risks.  
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Bahrain: IN BAHRAIN, CITI PRIVATE BANK OPERATES UNDER SPECIFIC APPROVAL ISSUED ON THE BASIS OF CITIBANK, N.A., BAHRAIN 
BRANCH’S BANKING LICENSE   
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document may be reproduced in any manner without the written consent of Citibank N.A. Information in this document has been prepared without 
taking account of the objectives, financial situation, or needs of any particular investor. Any person considering an investment should consider the 
appropriateness of the investment having regard to their objectives, financial situation, or needs, and should seek independent advice on the 
suitability or otherwise of a particular investment. Investments are not deposits, are not obligations of, or guaranteed or insured by Citibank N.A., 
Citigroup Inc., or any of their affiliates or subsidiaries, or by any local government or insurance agency, and are subject to investment risk, including 
the possible loss of the principal amount invested. Investors investing in funds denominated in non-local currency should be aware of the risk of 
exchange rate fluctuations that may cause a loss of principal. Past performance is not indicative of future performance, prices can go up or down. 
Investment products are not available to US persons. Investors should be aware that it is his/her responsibility to seek legal and/or tax advice 
regarding the legal and tax consequences of his/her investment transactions. If an investor changes residence, citizenship, nationality, or place of 
work, it is his/her responsibility to understand how his/her investment transactions are affected by such change and comply with all applicable laws 
and regulations as and when such becomes applicable. Citibank does not provide legal and/or tax advice and is not responsible for advising an 
investor on the laws pertaining to his/her transaction. 

Citi Research (CR) is a division of Citigroup Global Markets Inc. (the "Firm"), which does and seeks to do business with companies covered in its 
research reports. As a result, investors should be aware that the Firm may have a conflict of interest that could affect the objectivity of this report. 
Investors should consider this report as only a single factor in making their investment decision.  

For more information, please refer to https://www.citivelocity.com/cvr/eppublic/citi_research_disclosures. 

MARKET SPECIFIC DISCLOSURES 

Hong Kong:  This This communication is distributed in Hong Kong by Citibank (Hong Kong) Limited ("CHKL") and/or Citibank, N.A., Hong Kong 
Branch (“CBNA HK”, Citibank, N.A. is organized under the laws of U.S.A. with limited liability). CHKL and CBNA HK provide no independent research 
or analysis in the substance or preparation of this communication. Although information in this communication has been obtained from sources 
believed to be reliable, CHKL and CBNA HK do not guarantee its accuracy or completeness and accept no liability for any direct or consequential 
losses arising from its use. 

This communication is for general information only, is not intended as a recommendation or an offer or solicitation for the purchase or sale of any 
products or services and should not be relied upon as financial advice. The information herein has not taken account of the objectives, financial 
situation or needs of any particular investor. Any person considering an investment should consider the suitability of the investment having regard 
to their objectives, financial situation and needs, and should seek independent advice before making an investment decision. You should obtain and 
consider the relevant product terms and conditions and risk disclosure statement, and consider if it’s suitable for your objectives, financial situation 
or needs before making any investment decision. Investors are advised to obtain independent legal, financial and taxation advice prior to investing. 
Investments are not deposits, are not protected by the Deposit Protection Scheme in Hong Kong and are subject to investment risk including the 
possible loss of the principal amount invested. 

This communication does not constitute the distribution of any information in any jurisdiction in which it is unlawful to distribute such information 
to any person in such jurisdiction.  

CHKL does not provide discretionary portfolio management services. 

Singapore: This communication is distributed in Singapore by Citibank Singapore Limited (“CSL”) to selected Citigold/Citigold Private Clients. CSL 
provides no independent research or analysis of the substance or in preparation of this communication. Please contact your Citigold/Citigold Private 
Client Relationship Manager in CSL if you have any queries on or any matters arising from or in connection with this communication. Investment 
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products are not insured under the provisions of the Deposit Insurance and Policy Owners’ Protection Schemes Act of Singapore and are not eligible 
for deposit insurance coverage under the Deposit Insurance Scheme. 

This communication is for general information only and should not be relied upon as financial advice. The information herein has no regard to the 
specific objectives, financial situation and particular needs of any specific person and is not intended to be an exhaustive discussion of the strategies 
or concepts mentioned herein or tax or legal advice. Any person interested in the strategies or concepts mentioned herein should consult their 
independent tax, legal, financial or other advisors, as appropriate. This communication does not constitute the distribution of any information or 
the making of any offer or solicitation by anyone in any jurisdiction in which such distribution or offer is not authorized or to any person to whom it 
is unlawful to distribute such information or make any offer or solicitation.  

Before making any investment, each investor must obtain the investment offering materials, which include a description of the risks, fees and 
expenses and the performance history, if any, which may be considered in connection with making an investment decision. Interested investors 
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circumstances, that the investment is consistent with the investor’s investment objectives and assess whether the investment product is suitable 
for themselves. Although information in this document has been obtained from sources believed to be reliable, CSL does not guarantee its accuracy 
or completeness and accept no liability for any direct or consequential losses arising from its use. 

CSL does not provide discretionary portfolio management services. 

UAE: This document is distributed in UAE by Citibank, N.A. UAE. Citibank N.A. UAE is licensed by UAE Securities and Commodities Authority (“SCA”) 
to undertake the financial activity as Promoter under license number 602003. 

Citibank N.A. UAE is registered with Central Bank of UAE under license numbers BSD/504/83 for Al Wasl Branch Dubai, 13/184/2019 for Mall of the 
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This is not an official statement of Citigroup Inc. and may not reflect all of your investments with or made through Citibank. For an accurate record 
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offering materials, which include a description of the risks, fees and expenses and the performance history, if any, which may be considered in 
connection with making an investment decision. Each investor should carefully consider the risks associated with the investment and make a 
determination based upon the investor’s own particular circumstances, that the investment is consistent with the investor’s investment objectives. 
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