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Central banks and politics

The hike in US interest rates looks delayed, the ECB's
corporate bond buying is underway and Britain votes
in less than two weeks on whether to stay in the EU.
Central banks and politics are dominating markets.

Disappointing US labour data modified market expectations
for a rate hike in the US. The probability of a hike, as indicated
by Fed funds futures rates, has radically declined, with just an
18% likelihood of a hike in July priced-in. Group Economics
does not expect a hike by the Federal Reserve in 2016. If a
hike would occur, it is expected to be the slowest rate-hike
cycle ever, with limited market effect.

With the US rate hike off the table for now and the commence-
ment of the ECB's corporate credits buying programme, bond
yields dropped. Despite solid growth in Europe, yield curves
remain low and flat. Central banks are exerting more influence
on markets than positive growth.

Equity markets are stable or even grinding higher, despite an
environment that could lead to volatility. The negative US labour
report, mixed US data and Britain's EU referendum have not
had much of a lasting effect on markets. Instead, low interest
rates and the relative attractiveness of stocks versus other
asset classes is holding sway. Stabilising oil and currency
markets, including emerging markets currencies, have also
supported weaker regions and sectors.

The date of Britain’s vote on leaving the European Union is less
than two weeks away on 23 June. Polls regarding the outcome
of the vote are very tight. The base-case scenario from Group
Economics calls for Britain staying in the EU with a probability
of 65%. So far, volatility related to the Brexit vote is largely
limited to currency hedging in the options market, while the
spot market for the British pound remains relatively calm.

Equity markets update

Stock markets remain in wait-and-see mode before the Brexit
referendum on 23 June. They appear torn between the positive
forces of inflows and the probability of Britain staying in the EU
versus negative influences related to a subdued earnings outlook
and expected returns that are lower than historical averages.

Equity index performance in local currency

MSCI ACWI 4071 0.8 1.9
S&P 500 2115.5 0.8 3.5
AEX Index 441.3 -0.7 0.1
EuroStoxx 50 29578 -1.2 -9.4
DAX Index 9966.0 -1.3 -7
Nikkei 225 16601.4 -0.2 -12.8
Hang Seng Index 21059.2 0.6 -3.8

Important rating changes

Mosaic Buy Hold
Vallourec Buy Hold
Royal Bank of Scotland Group Hold Buy
Carnival Corp Hold Buy
Baker Hughes Sell Hold

Government bond yields

US Treasuries 2-year 0.769 -0.5 4.2
German Bunds 2-year -0.545 -0.8 -37.7
Japan 2-year -0.274 -2.9 -28.1
US Treasuries 10-year 1.677 2.4 -80.7
German Bunds 10-year 0.035 -3.3 -94.5
Japan 10-year -0.155 -5.1 -66.1

Spreads

CDX NAIG 75.8 -2.1 9.5
iTraxx Euro 5-year 75.9 0.4 9.7
JPM EMBI+ 384.3 -7.6 -4.4

Performance data as of Friday, 10 June

Source: Bloomberg
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The materials and energy sectors performed best, while
the more defensive health care and consumer discretionary
sectors slightly underperformed. The correlation between
oil prices and equity markets remains above average. The
momentum for oil is positive, as the US dollar has weakened
and inventory data is declining faster than previously expected.

Royal Dutch Shell (buy) held its first capital market day after
its acquisition of the British integrated oil company BG Group.
With the slogan ‘Reshaping Shell to create a world-class
investment case’, the company presented its updated strategy.
Operational costs and investments will be further reduced to
align with a USD 60 oil price assumption. Moreover, cash-flow
generation will be sufficient to guarantee the current 8%
dividend yield and there is still room for share buy-backs.

Bond markets update

Bund and Treasury rates dropped this week, as US payrolls
seriously undershot expectations. The Federal Reserve did not
get the strong jobs report they were looking for, modifying
expectations for a summer rate hike. Ten-year Bund rates are
inches away from going into negative territory, and US 10-year
Treasury rates dropped by 15 basis points to 1.7%. Corporate
bonds performed well this week, as credit spreads and rates
declined.

The European Central Bank (ECB) started its corporate bond
buying programme this week. Although the exact details
on the size of the programme are not known, the market is
expecting purchases of EUR 5-10 billion a month. The ECB is
likely to start slowly and then gradually increase the size of its
purchases. One of the first corporate bonds bought by the ECB
was Telecom ltalia (Ba1/BB+/BBB-). It is rated as high-yield by
two out of the three main credit-rating agencies. It is proof
that the ECB is willing to buy lowerrated paper.

Currency outlook

The US dollar has been on a slide since the weak US employ-
ment report released last Friday. Together with comments from
Fed Chair Janet Yellen earlier in the week, this has resulted in
the market substantially reducing expectations for a Fed rate
hike this year. Our view is that while there is a case for a hike,
the case for the Fed to remain on hold and to be more cautious
strongly outweighs it. The Fed remaining on hold should
nurture US growth and support sentiment on financial markets.
It is likely that it will weigh on the US dollar across the board
and support currencies of commodity-exporting countries

such as the Norwegian krone and the Canadian, Australian
and the New Zealand dollars. The disappointing labour report
also had an impact on emerging market currencies, which
have rallied strongly.

Asset allocation

At the Global Investment Committee meeting of 9 June 2016,
the decision was made to keep the asset allocation unchanged.
It continues to consist of a modest overweight in equities, an
underweight in bonds and a significant overweight in cash.
Commodities are overweight, with neutral allocations to real
estate and hedge funds.

Investment Strategy & Portfolio Expertise
Group Economics
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DISCLAIMER

© Copyright 2016 ABN AMRO Bank N.V. and affiliated companies (“ABN AMRO"), Gustav
Mahlerlaan 10, 1082 PP Amsterdam / P.0. box 283, 1000 EA Amsterdam, The Netherlands. All
rights reserved. This material was prepared by Global Advisory of ABN AMRO. It 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 reason-
able 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 situ-
ation, 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. ABsN
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 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. Invest-
ment 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 specific
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 can not be held responsible for

any damages or losses that occur from transactions and/or services in defiance with the
restrictions aforementioned.

Company disclosures

ABN AMROQ may beneficially hold a major shareholding or a significant financial interest of
the debt of these companies. ABN AMRO currently maintains a market in the security of these
companies and otherwise purchases and sells securities of these companies as principal.
ABN AMRO may have received compensation for investment banking services from these
companies, its subsidiaries or affiliates during the previous 12 months. All disclosures made
herein refer to ABN AMRO and its affiliates.

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
research of ABN AMRO Research & 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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