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Countdown till December

Expectations continue to build that the US Federal Reserve
and the European Central Bank will continue to move their
policies in different directions in December. The minutes
of their last meetings add to these expectations, and
reveal inflation worries within the ECB.

Macro outlook

In Europe, the minutes of the European Central Bank (ECB)
provided more evidence of upcoming monetary easing in
December. It was very clear from the discussion at the meeting
that the ECB is very concerned that inflation will turn out even
lower than was projected in September and that the central
bank felt compelled to act at the next meeting.

The Governing Council of the ECB discussed the options for
further stimulus. It was noted that ‘the present communication
already catered for the possibility of extending the programme
beyond September 2016". However, ‘adjusting the overall size
and range of eligible assets was seen as requiring further
analysis by ECB staff and the relevant committees’. The council
also discussed the option of lower rates. The minutes mention
that ‘reference was made to the experience in other jurisdic-
tions, where negative rates had not appeared to result in major
difficulties or widespread substitution into cash’. This option
would also be further examined by committees.

We think the ECB will almost certainly deliver a stimulus
package in December. We expect the ECB to step up the
pace of its asset purchasing programme by EUR 20 billion
per month, to signal that purchases will continue beyond
September, and to expand the eligible universe of assets to
include regional bonds. On top of that, we expect a 10 basis
points (bp) reduction in the ECB's deposit rate.

In the US, the minutes of the 27-28 October meeting of the
Federal Reserve (Fed) were published. The minutes confirmed
that 16 December is a “live possibility” for a rate hike. Indeed,
the number of participants favouring a rate hike as soon as
December, seems to be in a majority. The minutes indicate that
‘most participants anticipated that conditions for normalisation

Equity index performance
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AEX Index 466.9
EuroStoxx 50 3430.5
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Nikkei 225 19879.8
Hang Seng Index 22754.7
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Government bond yields

Yield (%)
US Treasuries 2-year 0.903
German Bunds 2-year -0.389
Japan 2-year -0.025
US Treasuries 10-year 2.249
German Bunds 10-year 0.475
Japan 10-year 0.318
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will be met in the next meeting, based on their assessment of
the current economic situation and their outlook for economic
activity, the labour market and inflation’.

We think that after the liftoff in December the pace of the
rate hikes will be slow. \We expect the Fed policy rate to reach
0.5% in December 2015. The next hike will be in June, giving
the Fed time to assess the impact on the US economy, and
thereafter rate hikes every other meeting, resulting in a policy
rate of 1.25% at yearend 2016.

Bond markets update

The main drivers for bond markets remain the leading central
banks of the US, the eurozone, Japan and China as they could
announce more accommodative policy or reverse it, as in the
US. Expectations on both sides of the Atlantic are building in
a different manner.

US Treasury vyields rose gradually from 1.97% (14 October)
to a high of 2.34% (9 November) as an increasing number of
investors believes that a liftoff by the Fed will take place on
16 December. US Treasury yields, however, ended the week
lower as markets are not forecasting an aggressive continuing
increase by US Fed.

German 10-year Bund prices rose nine days in a row, the
longest stretch of gains since the depths of the eurozone
sovereign debt crisis. The rise reflects the market conviction
that the ECB will deliver additional stimulus in December.

The German Bunds curve started to show positive yields
for maturities longer than seven years. Eurozone peripheral
bonds show positive yields for bonds with a maturity from two
years and longer. US corporate credit spreads have slightly
widened, especially within high yield. European corporate
credit spreads remained unchanged overall, with a tendency
of tighter spreads going forward.

In the coming weeks, market liquidity will continue to diminish
as a we are approaching the end of the year, which is usually
a period of reduced bond trading volumes.

Currency update

The US dollar continued to show strength in the past week,
as investors kept on positioning for a Fed rate hike. The Fed
minutes did not change this market behaviour. Investors,
however, seem to have taken some profit on long US dollar
positions after the release of the minutes. This is probably
done because of signs that the Fed will only hike at a very
modest pace. We think that this profit taking is only temporary.

Net long US dollar positions are considerable, but far from
extreme levels. We expect further strength in the US dollar in
the next months as financial markets have not fully priced in
that the Fed will raise the Fed funds target rate by 25 basis
points (bp) in December. Currently financial markets estimate
a probability of 66%. So there is clearly more room.

Equity markets update

This week, markets rose on optimism about the ongoing
economic recovery in Europe and a clearer rate hike
signalling by the Fed, which also supported the US-dollar
uptrend versus the euro. US markets lagged somewhat, but
emerging markets continued to recover from the selloffs
in 2015. Commaodity prices seem to be stabilising, helping
sentiment towards emerging markets. For next week, with
Thanksgiving on Thursday, we expect market consolidation
and some profit-taking.

This week, the German DAX Index had the best performance
in Europe with a gain of more than 3%, recouping losses of
about 18% from the low of this year, which was reached at the
end of September when the VW scandal emerged.

US markets were not that much concerned about a possible
rate hike in December. Instead, they were focussed on
corporate actions such as mergers & acquisitions. One of
the largest mergers of the year is expected to be announced
next week when pharma giant Pfizer specifies the pending deal
with Allergan. This would create the largest pharmaceutical
company worldwide, surpassing Johnson & Johnson and
boasting a market capitalisation of more than USD 327 billion.

The technology sector was a clear outperformer. Apple, the
company with the largest market capitalisation in the US
stock market, was rerated by Goldman Sachs. The focus is
now on the software of the company, or on how the tablets,
smartphones and other gadgets that are in use by a large client
group are providing data to advertisers, commercial services
and to automated systems, robots and health care providers.

Published this week

Investment Strategy - November 2015

At its meeting on 12 November, the Global Investment
Committee reduced risk by moving the strong overweight
in equities to a less pronounced overweight. In the balanced
profile-3 portfolio, this amounted to a reduction in equities of
5%. The 5% reduction in equities (profile 3) was taken first
from emerging markets equities excluding Asia. To come to
5%, reductions were also taken in US and European equi-
ties. The final regional positioning results in an overweight
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in Europe, underweight in US and a neutral allocation to

emerging markets, with a preference for emerging-markets -ny

Asia. The proceeds were invested in bonds, an asset class
which remains strongly underweight. Bond positions were
increased equally in the corporate segments of investment-
grade and high-yield.
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Disclaimer

© Copyright 2015 ABN AMRO Bank N.V. and affiliated companies (“ABN AMRQ"), Gustav Mahler-
laan 10, 1082 PP Amsterdam / P.O. 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),
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China Resources Enterprise 23 Nov
Compass Group, Tiffany & Co., Hewlett-Packard 24 Nov
Holcim, Deere & Co 25 Nov
Infineon Technologies 26 Nov
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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 AMRO 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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