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A relative calm
Brazil suspended its president from office, Spain issued 
its longest-dated bond ever, and the earnings season is 
coming to an end. Bond and equity markets remained 
relatively calm. 

Equity update
Equity markets worldwide were mixed this week. The US 

performed well, Europe remained flat, while Asia was mainly 

down, with the exception of Japan. On Wednesday, consumer-

related stocks fell, as Walt Disney published disappointing 

results and retailer Macy’s cut its outlook for the year.

The focus in the first quarter earnings season has shifted to 

Europe. In the US, less than 10% of the S&P500 still has to 

report. Though earnings were beaten in 75% of the times 

and sales by 54% of the companies, expectations were low. 

In Europe, so far, 56% of reported earnings were better than 

expected, with sales exceeding expectations in 43% of the 

cases.

Since the start of the earnings season, the S&P 500 Index 

and the Stoxx 600 Index hardly moved, showing that investors 

are not really impressed by the better-than-expected earnings. 

This may be explained by negative earnings growth. Growth is 

expected to return in the third quarter of 2016.

On the merger front, Staples and Office Depot announced 

their merger deal had collapsed, after we have seen several 

other cancellations recently. In the international seed business, 

chemical conglomerate Bayer said to explore a USD 40 billion 

bid for agriculture company Monsanto.
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Equity index performance in local currency 

Value One week change 

(%)

Year-to-date  

(%)

MSCI ACWI 397.2 0.4 -0.5

S&P 500 2064.1 0.7 1.0

AEX Index 430.9 -0.1 -2.5

EuroStoxx 50 2956.7 -0.2 -10.2

DAX Index 9975.3 0.1 -8.2

Nikkei 225 16412.2 1.9 -13.8

Hang Seng Index 19660.2 -2.2 -10.3

Important rating changes (RL=Recommended List; NR=not rated)

Company From           To

Baidu Buy Hold

Halliburton Sell Hold

Danone Hold Buy

Vallourec Hold Buy

Government bond yields 

Yield (%) One week (bp) One year (bp)

US Treasuries 2-year 0.752 1.6 17.4

German Bunds 2-year -0.518 -0.1 -32.5

Japan 2-year -0.254 -0.1 -25.3

US Treasuries 10-year 1.730 -5.0 -56.3

German Bunds 10-year 0.137 -0.7 -58.6

Japan 10-year -0.113 1.0 -56.0

Spreads

Index Spread (bp) One week (bp) One year (bp)

CDX NA IG 81.29 -3.86 16.30

iTraxx Euro 5-year 78.77 -0.85 17.14

JPM EMBI+ 386.85 -12.49 20.04

Performance data as of Friday 13 May

Source: Bloomberg
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Reporting calendar

Company Date

Mitsubishi UFJ Financial Group 16 May

Home Depot, Vodafone 17 May

Cisco Systems, Tencent, Target, Staples, SABmiller, Salesforce.

com

18 May

Parkson Retail, Wal-Mart, Applied Materials, Henkel, Merck 

KGAA, Lenovo, National Grid

19 May

Deere & Co, Cie Financiere Richemont 20 May



real. Later, the leader of the Senate said that the impeachment 

vote in the Senate would go ahead. Subsequently, his decision 

and pressure on the new Lower House leader resulted in a 

reversal of the cancelation of the impeachment vote.

Thursday, the Senate voted to suspend Rousseff from office 

to face an impeachment trial. Vice-president Michel Temer 

will take over the office for 180 days. Financial markets have 

widely anticipated this. The real could move somewhat higher 

on the outcome but most was already reflected in the real. 

Overall, we expect the real to come under some pressure in 

the coming weeks. Our year-end forecast for USD/BRL is 3.5. 

Macro update
In the eurozone, weak industrial production data in Germany 

and France in March provided an early sign that the eurozone 

economy slowed in the second quarter after the surge in 

growth in the first quarter, which may itself be revised down. 

German industrial production fell by 1.3% m-o-m. French 

industrial production declined by 0.3% m-o-m. We think the 

eurozone economy remains on a modest recovery trajectory.

In the meanwhile, Greece and its creditors continued to make 

slow progress towards the completion of the first review of its 

new programme. Several eurozone finance ministers signalled 

that the review could be (finally) completed on 24 May. This 

would open the way for the payment of the second aid tranche 

as well as debt relief discussions. 

According to sources, the eurozone and the IMF still need to 

agree on the specifics of these measures, including crucially, 

under what conditions they would be triggered. However, 

finance ministers suggested that the gap between the two 

sides was narrowing. Following an eventual successful 

completion of the review, the difficult issue of debt relief will 

be discussed. In other words, a long and difficult road still lies 

ahead for Greece and significant risks remain.

In the US, there are very few signs that inflation pressures 

in the US are building up. We expect, for example, a modest 

pick-up in wage inflation, but we think that modest GDP 

growth and subdued inflation abroad will cap the upward 

pressure on prices. The preferred inflation measure for the 

Fed, the core PCE, increased by 1.7% y-o-y in March, after 

hovering around 1.3% for almost a year. Over the last few 

days, some Fed officials have been floating the idea that the 

Fed could allow inflation to overshoot. We think that headline 

inflation will return to the 2% target, but that it will require 

the Fed to remain accommodative. This supports our view of 

no rate hikes this year.

Clients are invited to contact their ABN AMRO Private Banking Advisor for publications mentioned in the Global Weekly. Core pub-

lications are also directly available on ABN AMRO’s Research App for the iPad, which can be downloaded from Apple App stores. 

In April, we cut our overweight equities position to a moderate 

overweight. We continue to believe equities offer a better 

return than other asset classes, but earnings growth is low 

and multiple expansion is limited.

Bond markets update
The market is increasingly positioning for the scenario that 

the US Federal Reserve (Fed) leaves its monetary policy 

unchanged for 2016. This is also the view of ABN AMRO 

Group Economics. Major central banks in the eurozone, Japan, 

Denmark, Sweden and Switzerland have implemented nega-

tive policy rates, by charging a negative interest rate on bank 

reserves deposited at the central bank or by pushing the 

main lending rate target below zero. This is in addition to 

other unconventional measures to provide further monetary 

stimulus. 

These loose central bank policies are driving global govern-

ment bond markets into negative yield territory and as such, 

make US Treasuries look attractive. The yield on US 10-year 

Treasuries is nearing its February low of 1.66% and may even 

reach its all-time low of 1.38% (July 2012). Japan continues to 

hit all-time lows (-0.1%). Also German Bund yields are likely 

to test new lows as the pace of the ECB’s asset purchasing 

programme remains high. 

Eurozone peripheral bonds are slowly following the rally seen 

in German Bunds. Investors’ appetite for new government 

bonds is high. Spain was able to place its longest-dated bond 

ever (50-year) very successfully, although the country has 

not formed a government yet after the elections and the EU 

is preparing sanctions for Spain as the country is missing its 

budget deficit target. Furthermore, new issuance activities are 

typically high during May and June. We expect to see similar 

appetite for new issuance from financial and corporate bonds. 

Currency update
Within currencies, the spotlights were on the Brazilian real. 

Since the start of this year, the real has been the top performer 

among emerging markets currencies. The strong recovery in 

commodity prices and a downward adjustment in US Fed 

rate hike expectations have given strong support to the real. 

However, political developments have also been among the 

major drivers behind the rally in the real. Changes in the real 

this week show how sensitive the currency is towards political 

developments. 

At the start of the week, the new leader of the Lower House 

annulled the impeachment vote of 17 April against Brazilian 

President Dilma Rousseff. This resulted in a 4% drop of the 
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Asset allocation
At its meeting on 12 May 2016, the Global Investment 

Committee left the asset allocation unchanged. It continues to 

call for a moderate overweight in equities and an underweight 

in bonds. Commodities are overweight, with neutral allocations 

to both real estate and hedge funds.

Investment Strategy & Portfolio Expertise
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