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Under central bankers’ spell
Equity markets rebounded in the second half of this
week, as several Fed policymakers indicated a near- change (%) %)

Equity index performance

Value One week Year-to-date
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term rate hike may be premature. ECB officials took an SELAC 208 93 8

. L L S&P 500 2023.9 0.5 -1.7
accommodative stance as well, hinting at additional

] ] } AEX Index 446.6 11 5.2

gasing measures to fuel inflation. EuroSton 50 32388 02 35

DAX Index 10064.8 0.1 3.1

Equity markets update Nikkei 225 18291.8 0.8 4.8

On balance, global equity markets did not move much this  Hang Seng Index 23088.9 28 22

week, with China being the exception. After a weak start, stock
markets gained territory during the second half of the week,  Important rating changes (RL=Recommended List)

as investors seemed convinced that the Federal Reserve (Fed) ny From To
will refrain from rate hikes in the near term. Expectations for ~ Morgan Stanley Buy Hold
new stimulus in China also added to investors' confidence. Syngenta Hold Buy

BMW Buy Hold

In the US, the third-quarter earnings season really kicked-off.
So far, companies seemed a bit cautious with regard to their  Government bond yields

outlook. Some large banks were among the first US companies - Yield (%)  One week (bp) One year (bp)
to report quarterly earnings. In terms of profits, these banks’  USTreasuries 2-year 0.595 4.4 24.9
results were mixed. Loan growth, however, was strong and  German Bunds 2-year -0.264 -1.3 21.0
net interest margins were stable. Mortgage volumes disap-  Japan 2-year 0.003 0.0 38
pointed and trading revenue declined. Third-quarter figures  US Treasuries 10-year 2.017 72 -14.0
of Netflix trailed expectations. Moreover, the provider of  German Bunds 10-year 0.547 6.7 271
online streaming services reported disappointing subscriber  Japan 10-year 0.314 0.1 -16.8

growth in the US. Wal-Mart issued a profit warning. In Europe,
ASMLs outlook disappointed, but Unilever reported very strong  Spreads

revenue growth for the third quarter. Spread (bp) One week (bp) One year (bp)
CDX NA IG 83.12 2.05 9.13

On the mergers & acquisitions (M&A) front, the SAB Miller  iTraxx Euro 5-year 79.91 -0.85 2.69

board accepted an improved offer from AB Inbev and Dell made ~ JPM EMBI+ 403.43 -0.62 39.31

an offer for data storage company EMC. The rationale for Dell  Performance data as of Friday, 16 October

to acquire EMC is that the company becomes less dependent  Source: Bloomberg

on the shrinking global pc market. Intertrust was listed on
Euronext Amsterdam this week. The Initial Public Offering (IPO) In this issue

price was EUR 15.50 per share, valuing the provider of legal Equity markets update 1
and financial administrative services at EUR 1.3 billion. More Bond markets update 1
IPO news came from FiatChrysler: the car maker is planning Macro update 2
to list its subsidiary Ferrari. At the top end of the price range, Currency outlook 2
Ferrari is valued at USD 9.8 billion. Asset allocation 2
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Although the risk-averse attitude of late seems to be waning,
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10-year US Treasuries and 10-year German Bund yields are still
trading around their 3-month lows, with Treasuries yielding
1.95% and Bunds 0.53%. Inflation figures pulled yields some-
what down this week.

In the European periphery, Portuguese bond prices came under
pressure, on the news that Portugal’s opposition Socialists
Party is exploring the possibility of joining forces with the
radical Left Bloc and the hard-line Communist Party, in forming
a government following the inconclusive election earlier this
month. This would result in the replacement of the current
centre-right coalition by an anti-austerity government. Yields
on Portuguese 10-year government bonds, moving inversely
to prices, rose by 20 basis points.

Credit spreads, both investment-grade and high-yield, remained
stable over the week. Quite an achievement, as the market
for new issues reopened and a string of large M&A deals and
takeover proposals — including the AB InBev/SABMliller deal
and Dell's bid for EMC — was announced. These M&A activities
show that, at least in the US, companies have entered the later
stages of the credit cycle: firms are increasingly re-leveraging
their balance sheets, while earnings languish. Here, Wal-Mart
provides an interesting example: the company issued a profit
warning and seeks to invest heavily, in an effort to reignite
sales growth. At the same time, Wal-Mart is embarking on a
USD 20 billion share buyback programme, through large-scale
bond issuance. We believe that European companies have not
reached this stage yet; we expect European firms to remain
more bondholderfriendly than their US counterparts, for the
time being.

Macro update

The uncertainty around the first rate hike by the Fed is in-
creasing. This week, two Fed board governors signalled their
reservations for a rate hike this year, challenging Fed Chair
Janet Yellen who had mentioned earlier that a rate hike this
year was likely. Fed Governor Daniel Tarullo said that right now,
he did not expect it was appropriate to raise rates. Meanwhile,
Fed Governor Lael Brainard indicated that “the risks to the near
term outlook for inflation appear to be tilted to the downside”

Bill Dudley, the influential President of the New York Fed,
discussed monetary policy yesterday. He said that he did
not know whether the Federal Reserve would raise rates in
December, but most of his arguments suggest that he would
be in favour of a delay. He mentioned that recent economic
news suggests that the US economy is slowing. He also

pointed out that financial market turmoil has brought about
additional risks, which are important to take into account when
considering a rate hike. Last week, we have adjusted our
expectations for a first Fed rate hike. We now think that the
Fed will further delay raising interest rates beyond December
and into 2016.

The European Central Bank (ECB) also seems to be in favour
of maintaining an accommodative monetary stance. Yesterday,
ECB Governing Council member Ewald Nowotny sounded
more worried than before about the inflation outlook. He
said that the ECB was “clearly missing” its inflation target.
This is partly due to a decline in oil prices. Nowotny, however,
pointed out that core inflation was “clearly” below target
as well (core inflation excludes food and energy prices). He
concluded that additional steps are necessary to help the ECB
reach its objective.

The ECB commentary is consistent with our base scenario
that sees further ECB monetary easing by the end of this year.
We expect the ECB to extend its asset purchases beyond
September 2016. We also expect the ECB to raise the level
of its monthly purchases (by EUR 20 billion per month, taking
the total to EUR 80 billion per month).

Currency outlook

Most currencies have profited from a weaker US dollar in
an environment of improved investor sentiment. Weaker US
data (retail sales) and mixed comments from Fed officials are
considered as good news, because they have lowered the
likelihood of the Fed hiking rates this year. As a result, bad
news is considered as good news and this is supportive for
currencies other than the US dollar.

It is likely that the euro in the nearterm will continue to move
higher versus the dollar, in the wake of the pricing out of a
possible Fed rate hike this year. Once this has happened,
the US dollar has room to recover. However, the recovery
in the US dollar we expect at the start of next year will be
relatively modest. The euro may start falling more convincingly
versus the dollar during the course of next year, when Fed rate
hikes approach.

Asset allocation

The Global Investment Committee, at its meeting on 15
October, left the current allocation unchanged. It consists
of an overweight in equities, a strong underweight in bonds
and overweight allocations to hedge funds and commodities.
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Next week’s calendar

Important dates next week

- Country Date
GDP - % CN 19 Oct
NAHB home builders’ confidence index us 19 Oct
Housing starts - % us 20 Oct
Consumer confidence EC 22 Oct
Existing home sales - % us 22 Oct
PMI manufacturing - index EC 23 Oct
PMI services - index EC 23 Oct
Composite PMI output EC 23 Oct
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Disclaimer

© Copyright 2015 ABN AMRO Bank N.V. and affiliated companies (“ABN AMRO"), Gustav Mahler-
laan 10, 1082 PP Amsterdam / PO. box 283, 1000 EA Amsterdam, The Netherlands. All rights
reserved. This material is provided for informational purposes only and does not constitute an offer
to sell or a solicitation to buy any security or other financial instrument. While based on information
believed to be reliable, no guarantee is given that it is accurate or complete. While we endeavour
to update on a reasonable basis the information and opinions contained herein, there may be
regulatory, compliance or other reasons that prevent us from doing so. The opinions, forecasts,
assumptions, estimates, derived valuations and target price(s) contained in this material are as
of the date indicated and are subject to change at any time without prior notice. The investments
referred to in this material may not be appropriate or suitable for the specific investment objectives,
financial situation, knowledge, experience, or individual needs of recipients and should not be
relied upon in substitution for the exercise of independent judgement. ABN AMRO or its officers,
directors, employee benefit programs or co-workers, including persons which were involved in
preparing or issuing this material, may from time to time hold long- or short-positions in securities,
warrants, futures, options, derivatives or other financial instruments referred to in this material.
ABN AMRO may offer and render at any time investment banking-, commercial banking-, credit-,
advice-, and other services to the issuer of any security referred to in this material. Pursuant to
offering and rendering such services, ABN AMRO may come into possession of information not
included in this material and ABN AMRO may prior or immediately after publication thereof have
acted based on such information. In the past year, ABN AMRO may have acted as lead manager
or co-lead manager with regard to a public offering of securities from issuers as mentioned in this
material. The stated price of any securities mentioned herein is as of the date indicated and is
not a representation that any transaction can be effected at this price. Neither ABN AMRO nor
other persons shall be liable for any direct, indirect, special, incidental, consequential, punitive
or exemplary damages, including lost profits arising in any way from the information contained
in this material. This material is for the use of intended recipients only and the contents may not
be reproduced, redistributed, or copied in whole or in part for any purpose without ABN AMRQ's
prior express consent. This document is solely intended for dissemination amongst private/retail
customers in a PC country. Distribution to private/retail customers in any jurisdiction that would
require registration or licensing of the distributor which the distributor does not currently have, is
not permitted. Material means all research information contained in any form including but not
limited to hard copy, electronic form, presentations, e-mail, SMS or WAP.

US Securities Law

ABN AMRO Bank N.V. is not a registered broker-dealer under the U.S. Securities Exchange Act
of 1934, as amended (the “1934 Act”) and under applicable state laws in the United States. In
addition, ABN AMRO Bank N.V. is not a registered investment adviser under the U.S. Investment
Advisers Act of 1940, as amended (the “Advisers Act” and together with the 1934 Act, the “Acts),

Reporting calendar

-ny Date
Halliburton 19 Oct
Verizon, TomTom 20 Oct
Ebay, Coca-Cola, AmEx, Baker Hughes, Texas Instruments, 21 Oct
Motorola, Yara International, EMC Corp., Credit Suisse, Abbott
Lab., Iberdrola, ABB, Thermo Fisher
McDonald's, Dow Chemical, Microsoft, AT&T, Eli Lilly, Caterpillar, 22 Oct
3M, Daimler, Southwest Airlines, Amazon.com, Kon. Wessanen
Procter & Gamble, Stora Enso, Neste Oil, Ericsson, Hyundai, 23 Oct
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and under applicable state laws in the United States. Accordingly, absent specific exemption un-
der the Acts, any brokerage and investment advisory services provided by ABN AMRO Bank N.V.,
including (without limitation) the products and services described herein are not intended for U.S.
persons. Neither this document, nor any copy thereof may be sent to or taken into the United States
or distributed in the United States or to a US person.

Other jurisdictions

Without limiting the generality of the foregoing, the offering, sale and/or distribution of the pro-
ducts or services described herein is not intended in any jurisdiction to any person to whom it is
unlawful to make such an offer, sale and/or distribution. Persons into whose possession this docu-
ment or any copy thereof may come, must inform themselves about, and observe, any legal restric-
tions on the distribution of this document and the offering, sale and/or distribution of the products
and services described herein. ABN AMRO cannot be held responsible for any damages or losses
that occur from transactions and/or services in defiance with the restrictions aforementioned.

Sustainability Indicator Disclaimer

ABN AMRO Bank N.V. has taken all reasonable care to ensure the indicators are reliable, however,
the information is unaudited and subject to amendment. ABN AMRO Bank is not liable for any
damage that constitute from the (direct or indirect) use of the indicators. The indicators alone
do not constitute a recommendation in relation to a specific company or an offer to buy or sell
investments. It should be noted that the indicators represent an opinion at a specific period of time
considering a number of different sustainability considerations. The sustainability indicator is only
an indication regarding the sustainability of a company within its own sector.

Company disclosures

ABN AMRO may beneficially hold a major shareholding or a significant financial interest of the
debt of this company. ABN AMRO currently maintains a market in the security of this company and
otherwise purchases and sells securities of this company as principal. ABN AMRO has received
compensation for investment banking services from this company, its subsidiaries or affiliates during
the previous 12 months. All disclosures made herein refer to ABN AMRO and its affiliates, including
ABN AMRQ Incorporated, which is regulated in the United States by the NYSE, NASD and SIPC.

Personal disclosures

The information in this opinion is not intended as individual investment advice or as a recommenda-
tion to invest in certain investments products. The opinion is based on investment research of ABN
AMRO Research and Strategy. The analysts have no personal interest in the companies included in
this publication’. Their remuneration for this work is not, was not and will not be related directly or
indirectly to the specific recommendations or views expressed in this opinion.
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