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Happy new year

Equity markets have had a good start to the year.
While the number of trading days in 2017 can still
be counted on one hand, it is a welcome contrast
to 2016.

The new year has started much more positively than 2016.
Stock markets are calm and continue to be buoyed by the end-
of-year rally that took place in the last weeks of 2016. Activity
is expected to pick up, given the impact of the fourth-quarter
earnings season, which is getting underway next week, and
the inauguration of the new US president later in the month.
Double-digit earnings growth, driven by improving macroeco-
nomic data and strengthening company fundamentals, should
support equity prices for the time being.

Equity markets update

The first week of the year was quiet but positive for equities.
Most major markets rose, driven by prospects of improving
global economic growth and further shifts from bonds into
equities. Japanese shares were particularly strong with the
Nikkei Index rising by 3% over the week.
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Equity index performance in local currenc

One week

change (%) (%)
MSCI ACWI 429.6 1.8 1.8
S&P 500 2,269.0 0.8 1.3
AEX Index 485.9 0.6 0.6
EuroStoxx 50 3,316.5 0.4 0.4
DAX Index 11,584.9 0.6 0.6
Nikkei 225 19,454.3 0.3 1.8
Hang Seng Index 22,503.0 &8 2.3

Performance data as of Friday, 6 January 2017
Source: Bloomberg

European banking stocks did well this week. UBS, Credit
Suisse, Deutsche Bank and Commerzbank all rose by some
10%. Next to generally positive sentiment for financials since
the election of Donald Trump, European banks benefited from
the announcement this week that new Basel Il rules will
be postponed. This may give the sector more time to lobby
against the new rules, which are expected to have substantial
consequences for various European banks. The delay could
also mean that the draft Basel Il plans are relaxed, as the
Trump administration may pursue looser banking regulation.
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US car producers, such as Ford and GM, also had a good
week after reporting betterthan-expected vehicle sales for
December. Traditional retail stocks, however, had a tough
week. The UK department store operator Next Plc issued a
profit warning and its shares tanked. Its US peers, Macy's and
Kohl's, also issued warnings on Wednesday. In our view, this
confirms that department store operators continue to face
intense pressure from online retailing.

Companies will begin reporting their annual results next week.
Industrial metals producer Alcoa will kick off on Monday,
followed by the US banks, including JPMorgan, Wells Fargo
and Bank of America, which are set to report on Friday.

Bond markets update

Eurozone government bond yields surged after strong German
inflation data. The 10-year Bund yield rose to 0.27%. Since the
German inflation data was higher than expected, the 10-year
inflation expectations rose to 1.30%, the highest level since
mid-2015. This benefits inflation-linked bonds, which offer
protection against inflation.

Global debt issuance of USD 21.2 billion so far in 2017 has
been the strongest start to a year on record. Companies are
locking-in borrowing costs before Trump's inauguration on
20 January. Spreads on investment-grade corporate bonds
remained flat, compared to yearend 2016. High-yield corporate
bonds in Europe and the US tightened by 15 basis points,
leading to higher index values. This could be explained by the
search for yield by investors and/or positioning in bonds with
a shorter duration in anticipation of Donald Trump’s economic
policies and potential Fed rate hikes.

Emerging-markets bonds are moving between risk-on/risk-off
brackets. Stable oil prices and increasing global growth seem
supportive for emerging markets, but Trump's foreign-trade
policy leaves emerging markets vulnerable, and hence more
volatile. These factors drove emerging-markets bond investors
to other sub-asset classes and emerging-markets equity
investors into emerging-markets bonds.

Currency outlook

The US dollar had a strong start to 2017. A surprise jump in
the Institute of Supply Management prices-paid index and
the surge in eurozone inflation turned the focus of currency
markets back to inflation. Since then, the US dollar has been
on the defensive. Lower US Treasury yields and a narrower
10-year yield spread versus Germany have also weighed on
the US dollar.

Government bond yields

(bp)

US Treasuries 2-year 1.168 -2.3 19.0
German Bunds 2-year  -0.726 74 -33.8
Japan 2-year -0.213 -2.8 -20.3
US Treasuries 10-year 2.351 9.4 18.0
German Bunds 10-year  0.248 4.5 -25.3
Japan 10-year 0.052 1.1 -19.3
Spreads

(bp) (bp)
CDXNA IG 64.11 -3.39 -2779
iTraxx Euro 5-year 69.06 -3.25 -12.05
JPM EMBI+ 353.78 -8.34 -565.80

Performance data as of Friday, 6 January 2017
Source: Bloomberg

Overall, we expect US real yields to rise in the coming months,
and for the Federal Reserve to initiate three hikes of 25 basis
points each in 2017. Meanwhile, the ECB should keep an
accommodative monetary policy in place. Eurozone political
uncertainty will likely weigh on eurozone sentiment. We are
therefore retaining our forecast that the EUR/USD will break
parity and reach 0.95 in the first half of 2017.

Asset allocation

At the meeting of the Global Investment Committee on 5
January, no changes were made to the asset allocation. It
consists of a strong overweight in equities and an underweight
in bonds. Within alternative investments, commodities and real
estate are overweight, and there is a neutral stance toward
hedge funds.

Investment Strategy & Portfolio Expertise
Group Economics
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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 responsibility and at
your own risk. The information on and conditions applicable to ABN AMRO-offered investment pro-
ducts and ABN AMRO investment services can be found in the ABN AMRQ 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 typographical errors. The information
included in this document may be amended without prior notice. ABN AMRO 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.

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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