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Taper talk, not taper time

Bond vyields briefly spiked this week, after news agency
Bloomberg reported that the European Central Bank
(ECB) is considering how to scale back or ‘taper’ its asset
purchases. We do not expect the ECB to start tapering
any time soon.

The account of the ECB’s Governing Council meeting of 7-8
September, published on Thursday, suggested that recent
market fears about the central bank winding down its asset
purchase programme (quantitative easing) are overdone.
Governing Council members noted that “there was still
no clear upward trend visible in measures of underlying
inflation, which remained low" This is a crucial statement,
as the ECB's forward guidance on quantitative easing (from
the press statement) is that “it will continue until (we see) a
sustained adjustment in the path of inflation consistent with
its inflation aim” So clearly this condition is not judged to
have been met.

We continue to think that the ECB will expand the duration
of its asset purchase programme from March 2017 currently
to September 2017 in December. We do think it is logical that
when the ECB does decide to end the programme, that it
would do so gradually. So tapering would make perfect sense
when the time is right. However, the time is not right now.

In the US, by contrast, the time for a rate hike is drawing
near. Some Fed policymakers have been warning investors
that the next rate hike could be as early as the next meeting
in November. The Federal funds futures implied probability
of a rate hike in November is only 24% and around 60% in
December. We think that a November rate hike is unlikely
given the proximity of US elections. We do expect the Fed to
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Equity index performance in local currency

Value Oneweek  Year-to-date

change (%) (%)
MSCI ACWI 4176 -0.2 4.6
S&P 500 2160.8 0.4 5.7
AEX Index 451.9 -0.1 2.3
EuroStoxx 50 3021.6 0.1 -8.0
DAX Index 10568.8 1.0 2.2
Nikkei 225 16860.1 2.5 -11.4
Hang Seng Index 23851.8 2.4 8.8

Performance data as of Friday, 7 October 2016
Source: Bloomberg

hike again in December and resume a very slow pace of rate
hikes next year.

Equity markets update

Equity markets were slightly higher this week, with the energy
sector leading and the utilities sector lagging. The energy
sector gained on hopes that the Organization of the Petroleum
Exporting Countries (OPEC) will limit production, which also
pushed up oil prices this week.

Shares of Deutsche Bank rebounded strongly after hitting a
low of EUR 9.90 last week — a decline of almost 75% from its
2014 peak at EUR 38. Last weekend, Deutsche Bank’s chief
executive officer said the bank has enough resources to pay any
fine from the US Department of Justice (DoJ). Rumours about
a possible settlement with the DoJ also added to the relief rally
in Deutsche Bank shares. We keep emphasizing, however, that
for equity investors, risks related to Deutsche Bank are not over.

Rumours about a possible takeover of Netherlands-based
NXP Semiconductors by US chip maker Qualcomm sent both
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shares higher. NXP has a strong position in automotive chips.
Cash-rich Qualcomm is playing the trend towards vehicles
being increasingly equipped with computers and software
systems. With the development of autonomous technology
that allows a car to know its position on the road, sense
other vehicles and obstacles, and guide the car safely to
its destination, the need for computing power in a vehicle
has accelerated. In addition, chips are increasingly used for
infotainment solutions in cars. Qualcomm is one of the star
performers in the IT sector this year, with a 33% increase in
share price.

On Wednesday, Monsanto published quarterly results. The
company experienced a tough year, as farmers struggled with
lower prices for agricultural commodities. Price competition
from DuPont represented another challenge for Monsanto.
Monsanto's management, however, sees markets improving.
Monsanto has agreed to a takeover bid from Bayer. The market
consensus is apparently sceptical about the deal receiving
regulatory approval, as the company’s shares remain priced
20% below Bayer's offer.

Bond markets update

The week started relatively quiet, but on Tuesday leaks from
unnamed ECB officials suggested that the central bank was
making plans on how to wind down its asset purchases
(quantitative easing). This tapering rumour caught the market
off guard and bond yields briefly shot up.

We have been saying for a while that central banks are
rethinking their policies, as they believe governments should
do more to stimulate their economies. Rumours about central
banks ending their asset purchase programmes — forcing
governments to become more active — can easily lead to yields
shooting up. We do not think, however, that this week'’s story
amounts to tapering any time soon.

That said, we cannot rule out any near-term interest rate
increases. This as inflation expectations are creeping up.
The five-yearforward inflation expectation, the one the Fed
watches closely, has increased by 30 basis points in the last
three months. This week, some Fed officials signalled that the
Fed might increase its policy rate as soon as November. The
market is currently assigning only a 24% probability to this.
Furthermore, when looking at the average yield forecast of
economists consulted by news agency Bloomberg, we do not
see any significant rise in interest rate expectations since July.

All'in all, there is a lot of complacency in the market that
interest rates will not move any time soon, whereas the

Government bond yields

Yield (%) One week (bp) One year (bp)
US Treasuries 2-year 0.852 8.8 225
German Bunds 2-year -0.660 3.3 -40.8
Japan 2-year -0.278 1.4 -278
US Treasuries 10-year 1.749 15.4 -31.9
German Bunds 10-year 0.019 141 -57.3
Japan 10-year -0.064 3.0 -40.0

Spreads

Index Spread (bp) One week (bp) One year (bp)
CDXNAIG 74.26 -0.91 -9.96
iTraxx Euro b-year 74.23 1.64 -9.23
JPM EMBI+ 336.70 -14.41 7773

Performance data as of Friday, 7 October 2016

Source: Bloomberg

reasons to expect rising interest rates are — slowly — becoming
more compelling.

Currency outlook

At the start of the week, the US dollar received support from
comments by Fed voting member Loretta Mester. Mester, an
advocate of monetary policy tightening, said that November is
a "live” meeting for raising rates. On \Wednesday, non-voting
Fed member Jeffrey Lacker, who is also in favour of tighter
monetary policy, said that a pre-emptive rate hike is critical
for stable inflation. As a result of this comment, the US dollar
rallied again. If economic data come in betterthan-expected,
expectations for a rate hike at the November meeting will
increase further. This should push the dollar higher. As a result,
EUR/USD could drop to 1.10, while GBP/USD could move in
the direction of 1.25.

The British pound plunged around 6% versus the dollar in early
trading on Friday. According to Bloomberg, GBP/USD touched
alow at 1.1841. Other sources, however, said the pound even
hit 1.1378 at a certain point. It is not yet clear what caused this
sharp decline. We do know that liquidity in the pound is low
when only the Asian markets are open. The pound recovered
during the course of the morning.

Asset allocation

ABN AMRO's Global Investment Committee made no change
to the asset allocation at its meeting on 29 September. The
allocation continues to consist of a neutral stance to equities, an
underweight to bonds and overweight allocations to commaodi-
ties and real estate. There is a neutral stance to hedge funds.
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Published this week

Equity Sector Note: consumer staples

We like the consumer staples sector for its defensive nature
and exposure to emerging markets. Valuations in the sector
look high, but the dividend yield of almost 3% is attractive and
sustainable, in our view.

Bond Markets Monthly: mixing protection and return

Within our underweight allocation to bonds, we are mixing
protection and return. We seek protection in specific govern-
ment bond strategies and investment-grade corporates. Return,
in our view, is only to be found in riskier segments, such as
high yield and emerging market debt.

Bond Sector Note: consumer staples — stable but expensive
From a bond perspective, we take a neutral stance towards
the consumer staples sector. Most of the issuers we cover
still enjoy stable credit quality. However, bonds issued by
consumer staples companies are expensive and upside
potential is limited.

Disclaimer

General

The information provided in this document has been drafted by ABN AMRO Bank N.V. and is
intended as general information and is not oriented to your personal situation. The information
may therefore not expressly be regarded as a recommendation or as a proposal or offer to

1) buy or trade investment products and/or 2) procure investment services nor as an investment
advice. Decisions made on the basis of the information in this document are your own res-
ponsibility and at your own risk. The information on and conditions applicable to ABN AMRO-
offered investment products and ABN AMRO investment services can be found in the ABN
AMRO Investment Conditions (Voorwaarden Beleggen ABN AMRO), which are available on
www.abnamro.nl/beleggen.

Although ABN AMRO attempts to provide accurate, complete and up-to-date information,
which has been obtained from sources that are considered reliable, ABN AMRO makes no
representations or warranties, express or implied, as to whether the information provided is
accurate, complete or up-to-date. ABN AMRO assumes no liability for printing and typograp-
hical errors. The information included in this document may be amended without prior notice.
ABN AMRQO is not obliged to update or amend the information included herein.

Liability

Neither ABN AMRO nor any of its agents or subcontractors shall be liable for any damages
(including lost profits) arising in any way from the information provided in this document or for
the use thereof.

Copyrights & distribution

ABN AMRO, or the relevant owner, retains all rights (including copyright, trademarks, patents
and any other intellectual property right) in relation to all the information provided in this
document (including all texts, graphic material and logos). The information in this document
may not be copied or in published, distributed or reproduced in any form without the prior
written consent of ABN AMRO or the appropriate consent of the owner. The information in this
document may be printed for your personal use.
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US Person

US Securities Law Disclaimer

ABN AMRO Bank N.V. ("ABN AMRQ') 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 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’), 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, including (without limitation) the investment products and investment 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
investment products or investment 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 investment products and investment 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

Sustainability Indicator Disclaimer

ABN AMRO 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.
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