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A bumpy ride
Oil prices as well as financial markets dropped sharply

Equity index performance

Value One week change Year-to-date

. . . (%) (%)
since the start of the year. After ECB President Mario
- - . MSCIACWI . 1. -10.2
Draghi hinted Thursday on more stimulus measures in Y%A 3985 v 10
. . . S&P 500 1869.0 1.1 86
March, investor sentiment turned rapidly.
AEX Index 4176 3.5 -5.5
Macro outlook EuroStoxx 50 2943.9 23 76
Since the start of this year, oil prices have fallen by almost  DAX Index 9574.2 2.4 9.0
25%. This week, oil prices dropped temporarily below  Nikkei 225 16958.5 1.1 -10.9
USD 27 per barrel. This has not only resulted in a sharp sell-off  Hang Seng Index 19080.5 23 -12.9

in the currencies of oil-exporting countries, but also in a general
deterioration in sentiment in financial markets. Nevertheless, Important rating changes (RL=Recommended List; NR=not rated)

we believe that oil prices have been pushed too low and lny From To

should gradually recover. This should alleviate the pressure  American Express Hold Buy
on currencies of oil-exporting countries and improve investor  Marriott International Hold Buy
sentiment. Petrobras Buy Hold

Allianz Hold Buy
President Mario Draghi of the European Central Bank (ECB) left  Cisco Hold Buy

little doubt on Thursday that the ECB would step up stimulus
at its next meeting in March. Draghi remained vague about Government bond yields

what the ECB exactly would do, but the bank would consider - Yield (%)  One week (bp)  One year (bp)
all options. Our base scenario remains that the ECB will cut  USTreasuries 2-year 0.859 0.7 339
its deposit rate by 10 basis points (bps) in March and increase  German Bunds 2-year -0.451 5.4 278
the monthly pace of asset purchases by EUR 10 billion. After  Japan 2-year 0.024 1.0 0.2
Draghi’'s statement, investor sentiment turned abruptly and  USTreasuries 10-year 2.049 14 18.5
stocks rebounded vigorously. Oil prices also jumped by more  German Bunds 10-year 0.458 8.2 1.2
than 10% after having dropped to a 10-year low. Japan 10-year 0.231 17 79

The US economy is currently in a soft patch, but we expect  Spreads
GDP growth to slowly pick up to around trend rates after the - Spread (bp)  One week (bp)  One year (bp)

slowdown at the end of 2015. We do not expect a recession. CDXNAIG 108.59 0.79 39.81
The US labour market is strong and we see labour market  iTraxx Euro 5-year 91.64 -4.67 36.66
data as important in gauging the state of the business JPM EMBI+ 463.20 18.83 33.40

cycle. Economic data that was released in the past few days, Performance data as of Friday. 22 January

however, disappointed. Based on weaker retail sales and

inventories, we revised our GDP growth forecast for the fourth In this issue

quarter of 2015 somewhat lower. The forecast for 2016 was Macro outlook 1

also revised to 2% from 2.5%. Bond markets update 2
Equity markets update 2

We have also lowered our outlook for the eurozone, but we Currency outlook 2

continue to see growth. The domestic fundamentals in the Asset allocation 2

eurozone remain consistent with the recovery regaining trac-
tion during the course of the year. The incoming economic data
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for the fourth quarter has disappointed. We therefore expect
the overall growth in the eurozone to be more moderate than
previously expected. We have revised our eurozone GDP
forecast down to 1.6% this year (from 1.9% previously) and
to 1.9% next year (from 2.2%).

Bond markets update

High yield spreads have widened this week. Headlines stated
that corporate high-yield bonds were pricing in a significant
risk of a recession. The widening in high yield indeed could
suggest that the overall economy is weakening. High yield
bond investors are, however, more worried about credit risk
and rising company defaults than about a pending recession,
as they are taking an equity-like risk. Investors now expect
default risk to rise to 6% in the medium term. Rating agency
Standard & Poor’s confirmed earlier this week that in 2016 the
quality of companies will further deteriorate.

Energy and mining are by far the worst performing industries
due to the decline in commodity and crude oil prices. Also,
companies that have increased their leverage the last few
years are being challenged. As a result, corporate credit perfor
mance was this week driven by quality, with the highest rated
bonds delivering the strongest return. Within our current bond
allocation, we remain confident in our overweight position in
high yield and investment grade bonds.

Equity markets update

Equity markets had a bumpy week. In the first days of the
week, stocks dropped sharply as the oil price continued to slide
and worries about the growth prospects of China returned.
Various leading equity indices entered ‘bear market territory’
on Wednesday as they dropped by more than 20% from their
2015 highs. In fact, the start of the year has been the worst
ever for equity markets. After the statement of ECB President
Draghi, however, the stock market rebounded strongly.

The earnings season has just started and the results this week
were a mixed bag. The preliminary fourth quarter earnings of
Royal Dutch Shell disappointed and the shares hit a 20-year
low. In the IT sector, IBM issued a weak outlook for 2016, and
the shares are now almost 50% off their peak level of 2013.
On the other hand, Dutch semiconductor equipment player
ASML reported solid results and its shares gained more than
10% during the week.

Many large US banks also reported their fourth-quarter
results this week. Although profits generally beat expecta-
tions, revenues were mostly flat. Results showed that the

consumer side is still doing well, with solid loan growth and
improving margins. In Europe, Deutsche Bank posted a loss
of EUR 2.1 billion for the fourth quarter, partly due to legal
charges. OnThursday, Deutsche Bank shares hit an all-time low.

Reporting calendar

Company

Date
Kimberly-Clark, McDonald's 25 Jan
Johnson & Johnson, Apple, Lockheed Martin Corp, AT&T, 3M, 26 Jan
Procter & Gamble, Philips, Du Pont, US Steel, Sprint Nextel,
Siemens, Sumitomo Mitsui
Ebay, Texas Instr., United Tech., EMC Corp, General Dynamics, 27 Jan
Ericsson, Canon, Biogen Idec, Novartis, Stmicroelectronics,
Santander, Qualcomm, Lonza
H&M, Baker Hughes, Bristol-Myers Squibb Co, Abbott Lab., 28 Jan
Microsoft, Thermo Fisher, Eli Lilly, Caterpillar, Zimmer Holdings
Inc, Amazon.com, Amgen Inc, Ford, Deut. Bank, Altria Group,
Valero Energy, Roche, Diageo, Celesio
B Skye B, Honeywell Int, Teliasonera, NTT Docomo, Colgate- 29 Jan

Palmolive, Tokyo Electric, Sony, Chevron, Tyco Int., Mizuho

Financial

On Tuesday next week, Apple will report its fourth quarter
earnings. Investors are eager to learn whether demand for the
new iPhone 6S is indeed as weak as rumoured. In addition,
earnings are scheduled for McDonald’s, Procter & Gamble,
Facebook, Microsoft, Siemens, Philips and Novartis.

Currency outlook

The recent wave of deterioration in investor sentiment and
the low oil price have weighed heavily on currencies of
commodity exporters and currencies that are sensitive to
global growth. At the same time, the current market sentiment
strongly supported the Japanese yen. The yen rallied by more
than 3% versus the US dollar since the start of the year. A
further appreciation in the yen could trigger more monetary
policy easing by the Bank of Japan which will be meeting on
29 January. As we expect investor sentiment to improve, it is
likely that the yen will weaken again.

Asset allocation

No change was made to the asset allocation at the meeting
of the Global Investment Committee on 21 January 2016. The
current asset allocation reflects an overweight allocation to
equities (profiles 2 to 5) and commodities (profiles 2 to 6) and
a strong underweight in bonds (profiles 1 to 5), with no bond
allocation in profile 6. Real estate, which is strongly correlated
to equities, is underweight (profiles 2 to 5), but overweight in
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profile 6. There is no real estate allocation in profile 1. Hedge
funds are now overweight in all profiles to mitigate risks.
Cash is overweight in profiles 1, 2, 3 and 4 and underweight
in profiles 5 and 6.
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© Copyright 2016 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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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 foregaing, 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 AMROQ 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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