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Less Savings to Fund US Tax Cuts
By Florence Tan, Celestee Tan

Failure to pass the healthcare bill and exclusion of the Border
Tax Adjustment in the proposed tax reform imply that there is
less savings to finance a corporate tax rate cut.
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In the US, the Dow Jones Industrial Average increased
1.16%, S&P 500 Index was nearly unchanged (-0.02%) and the
Nasdaq Composite ticked 0.20% lower.

European equities, as measured by the Stoxx Europe 600
Index, dropped 0.48% while Japanese stocks also fell on yen
strength (Nikkei 225: -0.70% and Topix: -0.54%).
Emerging Markets, on the other hand, outperformed with the
MSCI EM index rising 0.26%, led by MSCI Asia ex Japan
(0.33%), MSCI Latin America (0..27%) and MSCI Emerging
Europe (0.03%). Within Asia, the Jakarta Composite Index
(JCI) was the top performer, advancing 1.14% on the week.
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Less Savings to Fund US Tax Cuts (Continued)
• The failure of the Senate to pass the American Health Care Act (AHCA), in any
version, does not mean the end of the Republican aim to repeal and replace
Obamacare. The House of Representatives will depart for its five-week summer
recess, but the Senate shortened its recess to two weeks in late August. Ahead
of the break, Senators are free to consider alternative options, including a bipartisan solution that would leave the existing Obamacare regime in place, but
stabilize faltering insurance markets and fix other troubled aspects of the
system.
Cumulative Revenues from the BAT (Billions of
Dollars)

“The Border
Adjustment Tax (BAT)
could have generated
$1.2 Trillion in
static Federal tax
revenues over 10
years.”

Source: Citi Research as of 28 July 2017.

• The Trump Administration leaders posted a joint statement on tax reform on
July 27th, promising big changes, but no Border Adjustment Tax (BAT).

• Officials restated the three core principles of tax reform which include
providing relief for businesses and consumers, simplifying a complex tax code
and rendering the US tax system more internationally competitive.
• Large US importers including retailers, auto-makers, tech firms, oil refiners
as well as the Senate Republicans had pressed for the BAT to be excluded. The
sidelining of the BAT was a significant blow to the House Speaker who had
hoped to level the playing field for US exporters while generating roughly
$1.2 trillion in revenue for the federal government.
• Failure to pass the healthcare bill and exclusion of the Border Tax Adjustment
in the proposed tax reform imply that there is less savings to finance a
corporate tax rate cut. Citi analysts now assume a 25% corporate tax rate in
their earnings forecasts, up from 20%.
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Why Investors Need Not Fear Euro Strength
Citi analysts find little evidence that a strong euro hurts European company
earnings.
• European equities have rallied with the DJ Stoxx up 8.5% year to date. During
this period, the performance of the euro has been even more impressive, up 11%.
Would further gains in the euro start to hurt earnings of European companies?
• Citi analysts find little evidence that a strong Euro hurts European companies’
earnings. Data over the last 15 years shows that economic growth in the euro area
is more important in driving earnings of European companies.

Euro and European Equities have rallied year to date

“Economic growth
is more important
than the euro in
driving
earnings.”

European
Equities
gains

Euro
gains
European
Equities

EUR/USD

Source: Citi. Bloomberg. As of 25 July 2017.

• However, Citi analysts find that Euro strength affects the relative performance
between sectors. Sectors that derive a large share of their revenues overseas,
such as Healthcare and Technology tend to underperform when the euro strengthens.
Domestic sectors, including Utilities and Banks tend to be more resilient to euro
strength.
• Citi analysts have a positive outlook on European equities given fading political
risks and a broadening economic recovery. The strength in the euro this year has
been largely driven by persistent strength in the economic data from Europe (ex
UK) and the reduction in political risks post the French presidential election.
In this context, euro strength is to be welcomed by investors and not feared.

MARKET ANALYSIS – PAGE 3

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. Likewise, past performance is no guarantee
of future results.

WEEKLY MARKET ANALYSIS

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. Citibank N.A. and its affiliates / subsidiaries
provide no independent research or analysis in the substance or preparation of this document.
The information in this document has been obtained from reports issued by CGMI. Such information is based on sources
CGMI believes to be reliable. CGMI, however, does not guarantee its accuracy and it may be incomplete or condensed.
All opinions and estimates constitute CGMI's judgment as of the date of the report and are subject to change without
notice. This document is for general information purposes only and is not intended as a recommendation or an offer or
solicitation for the purchase or sale of any security or currency. No part of this 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 nonlocal 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. Some investment products (including
mutual funds) are not available to US persons and may not be available in all jurisdictions. 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
with companies covered in its research reports. As a result, investors should be aware that
conflict of interest that could affect the objectivity of this report. Investors should consider
single
factor
in
making
their
investment
decision.
For
more
information,
https://www.citivelocity.com/cvr/eppublic/citi_research_disclosures
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Country Specific Disclosures

Australia
This document is distributed in Australia by Citigroup Pty Limited ABN 88 004 325 080, AFSL No. 238098, Australian
credit licence 238098. Any advice is general advice only. It was prepared without taking into account your objectives,
financial situation, or needs. Before acting on this advice you should consider if it's appropriate for your
particular circumstances. You should also obtain and consider the relevant Product Disclosure Statement and terms and
conditions before you make a decision about any financial product, and consider if it’s suitable for your objectives,
financial situation, or needs. Investors are advised to obtain independent legal, financial, and taxation advice prior
to investing. Past performance is not an indicator of future performance. Investment products are not available to US
people and may not be available in all jurisdictions.
Bahrain
This document is distributed in Bahrain by Citibank, N.A., Bahrain. Citibank, N.A., Bahrain, may in its sole and
absolute discretion provide various materials relating to the securities for information purposes only. Citibank,
N.A., Bahrain is licensed by the Central Bank of Bahrain as a Conventional Retail Bank and is bound by the CBB’s
regulations and licensing conditions with regards to products and services provided by Citibank, N.A. Bahrain. These
terms are governed by and shall be construed in accordance with the laws of the Kingdom of Bahrain. The Customer
irrevocably agrees that the civil courts in the Bahrain shall have non-exclusive jurisdiction to hear and determine
any suit, action or proceeding and to settle any disputes which may arise out of or in connection with these Terms and
Conditions and for such purposes the Customer irrevocably submits to the jurisdiction of such courts. Investment
products are not insured by government or governmental agencies. Investment and Treasury products are subject to
Investment risk, including possible loss of principal amount invested. Past performance is not indicative of future
results: prices can go up or down. Investors investing in investments and/or treasury products denominated in foreign
(non-local) currency should be aware of the risk of exchange rate fluctuations that may cause loss of principal when
foreign currency is converted to the investors’ home currency. Investment and Treasury products are not available to
U.S. persons. All applications for investments and treasury products are subject to Terms and Conditions of the
individual investment and Treasury products. Customer understands 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 customer 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. Customer understands that Citibank does not provide legal and/or tax advice and are not
responsible for advising him/her on the laws pertaining to his/her transaction. Citibank Bahrain does not provide
continuous monitoring of existing customer holdings.
Hong Kong
This document is distributed in Hong Kong by Citibank (Hong Kong) Limited ("CHKL"). Prices and availability of
financial instruments can be subject to change without notice. Certain high-volatility investments can be subject to
sudden and large falls in value that could equal the amount invested.
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Country Specific Disclosures
India
This document is distributed in India by
principal amounts invested. Products so
bank deposits. Past performance does not
Canada Persons. Investors are advised to

Citibank N.A. Investment are subject to market risk including that of loss of
distributed are not obligations of, or guaranteed by, Citibank and are not
guarantee future performance. Investment products cannot be offered to US and
read and understand the Offer Documents carefully before investing.

Indonesia
This report is made available in Indonesia through Citibank N.A., Indonesia Branch. Citibank N. A., is a bank that is
licensed, registered and supervised by the Indonesia Financial Services Authority (OJK).
Korea
This document is distributed in South Korea by Citibank Korea Inc. Investors should be aware that investment products
are not guaranteed by the Korea Deposit Insurance Corporation and are subject to investment risk including the
possible loss of the principal amount invested. Investment products are not available to US persons.
Malaysia
This document is distributed in Malaysia by Citibank Berhad.
People's Republic of China
This document is distributed by Citibank (China) Co., Ltd in the People's Republic of China (excluding the Special
Administrative Regions of Hong Kong and Macau, and Taiwan).
Philippines
This document is made available in Philippines by Citicorp Financial Services and Insurance Brokerage Phils. Inc, and
Citibank N.A. Philippine Branch. Investors should be aware that Investment products are not insured by the Philippine
Deposit Insurance Corporation or Federal Deposit Insurance Corporation or any other government entity.
Singapore
This report is distributed in Singapore by Citibank Singapore Limited (“CSL”). Investment 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.
Thailand
This document contains general information and insights distributed in Thailand by Citigroup and is made available in
English language only. Citi does not dictate or solicit investment in any specific securities and similar products.
Investment contains certain risk, please study prospectus before investing. Not an obligation of, or guaranteed by,
Citibank. Not bank deposits. Subject to investment risks, including possible loss of the principal amount invested.
Subject to price fluctuation. Past performance does not guarantee future performance. Not offered to US persons.
Vietnam
This document is distributed in Vietnam by Citibank, N.A., - Ho Chi Minh City Branch and Citibank, N.A. - Hanoi
Branch, licensed foreign bank’s branches regulated by the State Bank of Vietnam. Investment contains certain risk,
please study product’s prospectus, relevant disclosures and disclaimers and the terms and conditions for details
before investing. Investment products are not offered to US persons.
United Kingdom
This document is distributed in U.K. by Citibank Europe plc, UK Branch. The registered address in the UK is Citibank
Centre, Canada Square, Canary Wharf, London E14 5LB. Citibank Europe plc, UK Branch is authorised by the Prudential
Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority.
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