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End of a so-so quarter

The first quarter of 2016, which started so poorly, is
ending with a sigh. A relief rally has not quite managed
to return stocks to where they started the year and bond
markets remain mixed.

This week, Federal Reserve Chief Janet Yellen was surprisingly
mild in her remarks regarding future rate hikes. She described
the US economy as “somewhat mixed"” and expressed doubts
regarding the outlook for inflation. She is recommending a
cautious approach to rate hikes. ABN AMRO Group Economics
expects rates to remain on hold in 2016. Even if a hike would
occur, it is not bad news. Instead, it would mean a global
improvement in economic conditions and a more positive
environment in the US.

The monetary stimulus measures announced by the European
Central Bank (ECB) in March will begin to be more fully felt in
the summer. If deflation remains well below the ECB’s comfort
level, the central bank will be expected to do more. It is clear
that central banks are continuing to play a key role in market
developments.

Equities market update

Since the low point of February, equity markets have extended
some gains, with a relief rally driven largely by a technical
recovery based on diminishing fears for a global recession
and a rebound in the price of oil. The gains have mostly been
seen in the hardest hit sectors of energy and materials.
Fundamentals, however, remain basically unchanged and are
expected to support equity markets going forward.

Valuations and dividend yields remain reassuring. Lower single-
digit earnings growth is expected for developed markets,
with somewhat higher, but still single-digit, growth expected
for emerging markets. The long-term view for equities is
cautiously optimistic. Improvement in fundamentals will need
to be seen for equity markets to gain traction.

The financial sector had a volatile week in which it underper-
formed the broader market. There was positive news in Europe,
as loan growth to households and companies increased in
February by the most in almost five years.

Equity index performance

Value
MSCI ACWI 398.3
S&P 500 2059.7
AEX Index 433.1
EuroStoxx 50 2960.3
DAX Index 9834.8
Nikkei 225 16164.2
Hang Seng Index 20498.9
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Important rating changes (RL=Recommended List; NR=not rated)

any From To
Deere & Co Hold Buy
Compagnie De Saint-Gobain Sa Buy Hold
Thyssenkrupp Ag Buy Hold
Twitter NR Hold
Fortum Oyj Buy Hold
Government bond yields
- Yield (%) One week (bp)  One year (bp)
US Treasuries 2-year 0.750 -12.1 21.3
German Bunds 2-year -0.491 -0.5 -23.2
Japan 2-year -0.227 1.8 -25.5
US Treasuries 10-year 1.791 -11.0 -6.8
German Bunds 10-year 0.151 2.7 -1.4
Japan 10-year -0.066 3.2 -44.4
Spreads
l Spread (bp)  One week (bp)  One year (bp)
CDX NAIG 78.59 -4.94 14.99
iTraxx Euro b-year 75.01 -1.61 18.36
JPM EMBI+ 400.29 2.64 -1.72
Performance data as of Friday. 1 April
Source: Bloomberg
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This week, the energy sector declined in line with oil prices.
Oil and gas producer Chesapeake Energy was hit the hardest,
given investor lawsuits that a debt restructuring was detri-
mental to non-institutional investors.

Carnival was one of the best performing companies this week.
The cruise operator beat analyst expectations and boosted its
2016 forecast. Bookings increased substantially compared to
previous years and prices also rose, mainly driven by growing
demand from China. These developments are in line with our
expectations, as described in our thematic note, Travel the
Globe, published earlier this year.

Bond market update

Bond markets remain mixed. Core government bond yields
remain very low, with ten-year Bunds at around 0.15%. Yields
declined after Yellen's speech this week. The ECB'’s supportive
monetary policy has helped credit spreads and issuance is
increasing in response to the ECB beginning to buy corporate
credits of non-financial companies. Bond markets appear to be
expecting inflation to rise, especially in the US, with inflation
expectations moving in line with oil prices.

Helped by central banks, the prices of riskier bonds were
able to continue catching up with government bonds during
the first half of March. In the second half of March, all bond
markets performed well as yields fell across the board. The
credit bond market in Europe received a positive impulse from
the ECB'’s decision to buy corporate bonds as part of its asset
purchasing programme. Most segments of the bond markets
returned between 1.5% and 2.5% in the first quarter, with only
inflation-linked bonds disappointing, given low oil prices and
negative inflation data.

Although bond markets ended the first quarter on a posi-
tive note, the lessons of the full quarter cannot be ignored.
Sentiment is vulnerable and seems to require ever more
aggressive central bank action. Other policy options, such as
tax cuts or government spending, are simply not yet on the
table. With political tensions in Europe likely to increase over
the next few months, uncertainty and volatility are calling
for diversified portfolios. While we remain comfortable with
positions in peripheral government bonds (inflation-linked
bonds) and in European corporates (both investment-grade
and high-yield), we are also continuing to explore other options.

Asset allocation
Markets have entered a more constructive period since the low
point in February. After increasing the allocation to equities at

its meeting on 23 February, the ABN AMRO Global Investment
Committee made no change to the asset allocation at its
meeting on 31 March. The asset allocation consists of an
overweight allocation to equities, an underweight allocation
to bonds and overweight allocations to commodities and
hedge funds.

Currency outlook

Financial markets appear to be biased towards a weaker US dollar.
Comments from Fed officials have been playing a role in the
movements of the dollar. But the more dovish comments, such
as those by Fed Chair Yellen this week, have had a larger impact.

Once more the rally of the US dollar versus the Japanese yen
has run out of steam around the 113 level. Upward pressure
on the euro versus the US dollar is increasing. If US economic
data would disappoint, the euro versus the US dollar could
move to above 1.15.
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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 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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