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ECB meeting: the aftermath

Equity markets retreated this week, as investors were
still digesting the ECB's recent decision not to increase
the size of its monthly asset purchases and to only
moderately lower the deposit rate. Bond markets initially
fell in response to the ECB's statement, before recovering
a bit this week.

Equity markets update

Equity markets headed lower this week, mainly driven by the
slump in commodity prices and the aftermath of the ECB
statement. By raising oil production from 30 million to 31.5
million barrels per day, the Organisation of Petroleum Exporting
Countries (OPEC) increased the pressure on US exploration &
production companies. As a result, stock prices of Anadarko
Petroleum and Marathon Qil declined by double digits. On
Tuesday, pipeline and energy storage company Kinder Morgan
announced a dividend cut of 75%, to avoid a downgrade by
credit rating agencies from investment-grade to junk status.
Following this news, we decided to remove Kinder Morgan
from our recommended list.

This week, we saw confirmation that our investment theme
‘Unlocking shareholder value' is indeed a current topic. Dow
Chemical and DuPont are planning to merge, according to
the Wall Street Journal. The two companies would have a
combined value of USD 120 billion. After completion of the
merger, the newly formed company would be split into three

parts: agrochemicals & seeds, plastics and specialty chemicals.

Internet and media company Yahoo!, in turn, announced a
reverse spin-off where its internet and media activities will be
transferred to a newly formed entity, while its stake in Alibaba
remains with the current company.

Bond markets update

The ECB clearly underdelivered at its meeting on 3 December.

Disappointed bond investors sent interest rates higher across
the curve. Risky assets, including the riskier segments of
fixed income markets, quickly retreated. However, global
yields — moving inversely to bond prices — declined a bit this

Equity index performance

Value
MSCI ACWI 399.4
S&P 500 2052.2
AEX Index 435.2
EuroStoxx 50 3256.0
DAX Index 10557.3
Nikkei 225 19230.5
Hang Seng Index 22754.7
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Government bond yields

Yield (%)
US Treasuries 2-year 0.945
German Bunds 2-year -0.346
Japan 2-year -0.029
US Treasuries 10-year 2.208
German Bunds 10-year 0.563
Japan 10-year 0.316
Spreads

Spread (bp)

CDXNA IG 88.49
iTraxx Euro 5-year 79.13
JPM EMBI+ 399.05
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week, after the market had digested the reality of an ECB that
is less eager to further ease monetary conditions. Since the
ECB meeting, most of our fixed income positions have given
up about a third of their fourth-quarter gains. Peripheral and
corporate spreads were wider, but most of the disappointment
was reflected in inflation linkers and global high-yield bonds,
that also suffered from lower oil prices after the recent OPEC
meeting failed to make a difference.

In January 2016, prices in Europe will likely be up by more
than 1% compared with early 2015, when oil prices and the
EUR/USD exchange rate were at their lows. Higher headline
inflation and resilient growth are expected to sideline the ECB,
leaving the Fed in the driving seat to decide on the level of
divergence in monetary policy across the Atlantic. Financial
markets will be holding their breath next week, when we will
most likely be able to finally assess the impact of the first
US rate hike since 2006. The path of Fed rate hikes next year
will be a major driver of the euro versus the US dollar and of
interest rates in Europe as well. We see no reason to worry
too much, as we are convinced the Fed will act carefully and
in line with economic developments. With very limited room
for any return on core government bonds, where yields are still
negative up to five years maturity, cash is a better alternative
to stabilise portfolios and provide protection and diversification.
The only bond categories that may be able to beat cash in 2016
are peripheral government bonds (including inflation linkers)
and corporate bonds, both investment-grade and high-yield.

Macro update

In its December Staff Macroeconomic Projections, the ECB
lowered its inflation forecast for 2016 from 1.1% to 1.0% and
that for 2017 from 1.7% to 1.6%, which seems below its target
level of close-to-but-below 2%. In its forecasts the central
bank has assumed that the euro will remain stable versus the
US dollar at a level of 1.09 throughout its forecasting horizon
and that the oil price will be USD 52.2 per barrel in 2016 and
USD 575 in 2017 Given that financial conditions have tightened
since the ECB’s meeting and oil prices are well below the
level assumed by the ECB, the risks are skewed towards a
new round of monetary stimulus. The impact of the Fed rate
hike expectations on the euro versus the dollar, the evolution
of oil prices and the incoming eurozone's economic activity
data will be crucial factors. The ECB'’s next forecast update in
March 2016 could be the moment of truth.

Currency outlook
We would have expected that the US dollar would have rallied
strongly after the strong US employment report last Friday. In

fact, this was not the case. To begin with, investors appear
to have taken a more cautious stance towards central bank
events after the ECB under-delivered compared with market
expectations. As a result, the US dollar has not been able to
fully profit from the strong US employment report.

Second, it is likely that investors have started to close main
positions this year. In general, investors have been short euro,
long US dollar, short emerging market currencies, short metals
and short oil. The perception that we may have seen the
move for the year could have triggered the closing of some of
these positions in currency and commodity markets. However,
the drop in oil prices below the previous lows appears to
have halted or even reversed this process, at least until the
upcoming Fed meeting. For 2016, monetary policy divergence
will remain a dominant topic, in our view. Therefore, we expect
a higher US dollar especially versus the euro, yen, sterling and
Australian and New Zealand dollars.

Brent oil prices dropped below USD 40 per barrel, which is
the lowest level in more than six years. Last Friday, the OPEC
decided not to cut oil production as some had hoped, but to
raise the production ceiling instead. As a result of the drop
in oil prices, currencies of oil-exporting countries fell around
1.5% versus the US dollar.
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Bond Markets Monthly November — ready, set, December!
December will be an interesting month for investors. Not so
much because it is the last month of the year, but in anticipa-
tion of actions by the US Federal Reserve. Markets believe
the Fed will most likely increase its policy rate this month.
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© Copyright 2015 ABN AMRO Bank N.V. and affiliated companies (“ABN AMRO"), Gustav
Mahlerlaan 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 constitu-
te 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 judge-
ment. 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 in-
struments 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 of-
fering 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, in-
direct, 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 AMRO’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. In-
vestment Advisers Act of 1940, as amended (the “Advisers Act” and together with the 1934

Act, the “Acts), and under applicable state laws in the United States. Accordingly, absent spe-

cific exemption under 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
products 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 document or any copy thereof may come, must inform themselves about, and observe, any
legal restrictions 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, ho-
wever, 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 recom-
mendation to invest in certain investments products. The opinion is based on investment re-
search of ABN AMRO. 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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