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In search of stabilisation
Equity and bond markets are showing signs of stabi-

Equity index performance

Value One week change Year-to-date

lising. Qil prices moved upward this week, but remain & )
volatile and a negative influence on market sentiment. ~ YS<ACW! 3676 o 9
S&P 500 1893.4 13 74
Equity, bond and commodity markets are in search of stabi- AEX Index 425.6 1.5 3.7
lisation. Equity markets recovered somewhat this week but  EuroStoxx 50 2979.4 0.0 74
remain fragile, owing to concerns regarding global growth, DAX Index 9639.6 0.1 9.0
China and oil. Bond markets are also perceived to be doing  Nikkei 225 17518.3 3.3 -8.0
slightly better. Spreads are narrowing and the move toward  Hang Seng Index 19683.1 32 -10.2
risk aversion is dissipating. Nonetheless, the move is small
and spread levels remain elevated. Important rating changes (RL=Recommended List; NR=not rated)
lny From To
Some stabilisation has also been seen in the commodities  BinckBank Hold Buy
market. The key base metals copper and zinc have stabilised BP Buy Hold
since mid-January. The oil price, while climbing off its lows, Glencore Hold Sell
remains volatile in search of a new equilibrium. Samsung Electronics Buy Hold
Halliburton Buy Hold
This week’s statement by the Fed made clear that the US
central bank is in “wait and see” mode. The risks are now  Government bond yields
skewed towards later and fewer moves by the central bank in - Yield (%)  One week (bp)  One year (bp)
2016. The bar for future rate hikes has been raised, given the  USTreasuries 2-year 0.803 6.8 28.6
strong US dollar, lower energy prices and falling equity prices.  German Bunds 2-year -0.467 -1.8 287
Group Economics continues to believe that the next hike in  Japan 2-year -0.080 5.5 8.1
interest rates by the US Federal Reserve will be in June, but  USTreasuries 10-year 1.960 93 20.8
the risks of a delay have increased. German Bunds 10-year 0.379 -10.4 2.1
Japan 10-year 0.094 -13.8 -19.3

Bond markets update
Financial markets are worried about the risks of a further slide  Spreads

in oil and commodity prices. This fear is in combination with Spread (bp)  One week (bp) One year
a possible hard landing in China and recession risk in the US. (bp)

Central banks are now responding to these worries. Last week, CDXNAIG 103.44 -1.66 34.71
the European Central Bank (ECB) announced decisive action in  iTraxx Euro 5-year 90.79 2.21 33.39
March and, this time, we expect ECB President Mario Draghi  JPM EMBI+ 439.73 -23.47 702
to deliver with a 10-basis point cut in rates and an additional  Performance data as of Friday. 29 January

EUR 10 billion in monthly bond purchases. Source: Bloomberg

This week, the Fed showed plenty of patience with current In this issue

conditions. German Bund and US Treasury yields are expected Bond markets update 1
to move sideways. They are also more likely to fall, before rising Equities update 2
again in the second half of the year. This may open up short- Currency outlook 2
term opportunities for aggressive investors in safe government Asset allocation 3

bonds. It also improves prospects for other bond segments,
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where attractive spreads are lifting overall yields above what
are still unattractive risk-free levels. The shadow of higher US
Treasury yields has long been hanging over the US-dollar global
high-yield and emerging-markets bond segments. But these
risks are now pushed outward considerably.

So far this year, all risky bond markets have been pushing
valuations to levels that would often imply a recession. But
this week is the first week so far this year where spreads
managed to stabilise, mostly on support from central banks.
The impact of oil on US high-yield spreads is obvious, given
that the energy sector dominates the US high-yield universe.

The European high-yield segment, however, is also starting
to suffer. The pain is owing to the links of southern European
banks with Latin America and a general decline in risk appetite.
Unlike last year, when emerging-markets bonds posted posi-
tive returns, they have now seen absolute losses. We do not
expect inflation-linked bonds to perform until the oil price
stabilises or rebounds. After that, the recovery could again be
strong and rapid, such as was seen in early 2015.

We continue to favor peripheral government bonds (including
inflation-linked bonds), euro corporate bonds and high-yield
bonds with a strong tilt (more than 50%) toward Europe.

Equities update

Nervousness about the health of the Chinese economy
continues to dominate the mood of investors. European
and Japanese markets did better this week than the US,
while Chinese markets remained in a clear downward trend.
Commodity and energy prices continued to be highly volatile
as overcapacity persists. This also continues to weigh on
sentiment.

The US and European equity markets are now in the midst
of the fourth-quarter earnings season. So far, we have seen
mostly positive surprises, although, admittedly, expectations
were low.

The energy and commodity-related companies that have so far
reported their results have confirmed the weakness expected
in terms of demand and pricing. The outlook for the rest of
the year remains very cautious. The takeover of British Gas
by Royal Dutch, which pre-announced their results last week,
was approved by shareholders on Tuesday.

In the information technology (IT) sector, the disappointing
numbers published by Apple were countered by very strong

numbers from Facebook. This emphasizes the growing impor-
tance and profitability of the software versus hardware side
of the technology industry.

The defensive consumer staples sector continues to outper
form. Large-cap companies, such as Procter & Gamble and
Johnson & Johnson, reported good results and a positive
outlook for 2016. Philips surprised with the strong performance
of its health care business, as the company’s shares rallied.

Overall, we continue to see attractive investment opportunities
in the high-quality growth sectors of IT and health care. The
very strong balance sheets and cash generation of the leaders
in these sectors and the acceptance of the innovations they
have introduced are both disruptive and impressive. Older
industries are shaken by the rapid changes that new types of
business models are bringing to their markets. Investors need
to get used to this new reality and adjust their portfolios to
include these new trends.

As history has repeatedly shown, new technologies lead to
higher productivity and to increased wealth. Investors should
believe in the longerterm benefits that the current wave of
innovation is bringing and regain confidence.

Reporting calendar

Company

Google, Anadarko Petroleum, BT Group, Ryanair, Mitsubishi Fin.,

Date
01 Feb
Julius Baer
Yahoo!, Dow Chemical, United Parcel Service, BF, Pfizer, Gilead 02 Feb
Sci., Nomura, Nintendo, Exxon Mobil, Emerson Electric, Infineon,
Unibail-Rodamco, Givaudan, LVHM
Motorola, ABB, Fortum, Hyundai, Kon. KPN, Merck, Comcast, 03 Feb
GlaxoSmithKline, Hitachi, Southern, Exelon Corp, BBVA,
Panasonic, Takeda Pharma, Gas Natural, Becton Dickinson & Co,
Kraft Foods, General Motors, Syngenta
Philip Morris, Credit Suisse, Stora Enso, Neste Oil, Daimler, 04 Feb
Occidental Petroleum Corp, Hartford Financial, Statoil, Royal
Dutch Shell, ConocoPhillips, Dominion Resources, ING,
Swisscom, Astrazeneca, Muenchener Ruecky, News Corp,
Wereldhave
BG Group, BNP Paribas, Estee Lauder, Intesa Sanpaolo, Toyota 05 Feb

Motor, Nippon T&T

Currency outlook

A re-occurring theme is that the deterioration in financial
markets since the start of the year has resulted in a relatively
resilient euro. Analysts suggest that the euro seems to have
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become a safe-haven currency. We strongly disagree with this
conclusion. When investor sentiment deteriorates, investors
tend to move back into assets that appear to be less risky.
They therefore often pay low or even negative interest rates
(reversal of interest-rate carry or growth carry trades). In
addition, currencies of countries that have a current account
surplus often receive support as well.

The euro has the characteristic of having low interest rates and
is backed by a region with a current account surplus. Does
this mean that the euro is a safe haven currency now? We do
not think so. A safe-haven asset has an extra feature which
makes a real difference in times of severe stress: liquidity. On
this front, the yen and the US dollar are unigue because of the
depth in their financial markets.

Currently we are experiencing the reversal of interest-rate and
growth carry trades resulting in repatriation of investments
(such as the yen). What complicates the situation is that the
US dollar is currently behaving as a cyclical currency as well.
The dollar faces headwinds versus the yen and euro because of
the downward adjustment in interest rate expectations and the
US growth outlook. The behaviour of the euro versus the dollar
may point in the direction of it being a safe-haven currency,
but when financial markets move in extreme risk aversion,
then only the yen and the US dollar will stand out. Therefore,
we will not call the euro a safe-haven currency. Considering
the euro as a safe-haven currency can be misleading in times
of severe stress.

Asset allocation

No change was made to the asset allocation at the meeting
of the Global Investment Committee on 28 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
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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Disclaimer

© Copyright 2016 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 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. 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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