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Fundamentals

overpower doubts

Strong fundamentals and a positive earnings
season are providing market stability in an
environment of rising political risks.

Market and macroeconomic fundamentals remain strong,

with no great changes seen over the past week. The earnings
season continues to be better than analyst expectations, and
confidence indicators, logistics data and most German orders
data show signs of strengthening. Political risks, in both
Europe and the US, are the clouds on the horizon. Europe’s
political risk is reflected in the French and ltalian bond markets;
and political risk in both the US and Europe is seen in the
equity risk premiums paid to investors.

According to ABN AMRO Group Economics, the Greek
bailout remains very messy and chaotic. Nick Kounis, Macro
& Financials Markets Research Team, wrote this week that “we
expect that a way forward will be found at the last minute as

usual, but in the meantime there will be continued uncertainty.

In any case, Europe has arguably bigger problems, given rising
political risk and concerns about the impact of an eventual
end of quantitative easing on vulnerable countries. We are
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Equity index performance in local currenc

One week

change (%) (%)
MSCI ACWI 4372 0.2 3.6
S&P 500 2,3079 0.5 3.1
AEX Index 490.3 0.9 1.5
EuroStoxx 50 3,280.1 0.2 -0.3
DAX Index 11,695.9 0.4 1.9
Nikkei 225 193799 2.4 1.4
Hang Seng Index 23,575.0 1.9 72

Performance data as of Friday, 10 February 2017
Source: Bloomberg

particularly concerned about poor fundamentals in Italy and
Portugal.” For more information, read the 8 February 2017,
Daily Insight.

Equities outlook

Over the past week, equity markets have held to levels
hovering around one-year highs. The main influences on
markets are the earnings season and the potential impact of
politics on earnings.
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https://insights.abnamro.nl/en/2017/02/global-daily-greek-bailout-one-of-europes-many-problems/

The earnings season continues to be a bit ahead of expecta-
tions. Among the 30% of companies that have reported so far,
nearly 60% of them have beat analyst estimates. The earnings
outlook given for 2017 is solid and in line with expectations.
Management teams appear cautious, which is usual for the
start of the year. Market consensus continues to expect solid
earnings-per-share growth of 13% in 2017

As for the potential impact of politics, Europe is increasingly
in the picture. There is rising focus among investors on the
outcome of the French elections at the end of April, now that
right-wing candidate Francois Fillon has come under pressure.
Investors are also wondering what the impact could be of
potential new Trump policies in the US, especially the US
border tax. We argue that a lower corporate tax rate is good
for US companies, while a border tax adjustment could hurt
European exporters.

Taken together, fundamentals remain supportive for equity
markets. There is improving macroeconomic growth, earn-
ings acceleration and unstretched valuations, in a low-rate
environment.

Interest rates declined this week, which affected some
interest-rate sensitive sectors. The utilities sector had the best
performance, while financials underperformed. The energy
sector declined in reaction to lower oil prices, as higherthan-
expected oil inventory data pressured prices.

Bond markets outlook

US Treasuries were up earlier this week, due to silence
regarding US President Donald Trump's fiscal stimulus meas-
ures, while other unconventional political measures were
causing outrage. Trump'’s fiscal plans, with details expected
in two or three weeks, will likely be in the lead for pushing
inflation, as US wage growth remains disappointing. But with
both Trump and the US Congress clearly in favour of lower
taxes, we maintain the view that fiscal stimulus will emerge
and rates should accordingly go up again.

One idea for fiscal stimulus is the much debated border tax
adjustment. This measure will likely be more contentious
to get through Congress, especially considering the implica-
tions. If it materialises, we believe it would be good for US
corporates broadly and bullish for US credit spreads versus
other regions. We are closely following these developments.

The clash between Europe and the International Monetary
Fund on how to proceed with the Greek bailout package did
not hamper recovery in spreads of the remaining periphery

Government bond yields

(bp)

US Treasuries 2-year 1.19 -1.1 50.0
German Bunds 2-year -0.79 -3.7 -26.8
Japan 2-year -0.21 1.8 1.0
US Treasuries 10-year 2.42 5.0 74.6
German Bunds 10-year 0.33 -8.4 8.6
Japan 10-year 0.08 -1.1 6.7
Spreads

(bp) (bp)
CDX NAIG 64.71 0.28 -564.09
iTraxx Euro 5-year 73,95 2.46 -43.23
JPM EMBI+ 338.05 -2.18  -135.88

Performance data as of Friday, 10 February 2017
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Corporate earnings calendar

13 Feb
14 Feb

Teva Pharmaceutical

Actelion, Michelin, Credit Suisse Group, Devon
Energy Corp, EDF, Randstad Holding

Air Liquide, Akzo Nobel, Applied Materials,
Barrick Gold Corp, Cisco Systems, Credit

15 Feb

Agricole, Danone, Koninklijke DSM, Heineken,
Intl Flavors & Fragrances, Marathon Qil Corp,
Pepsico, Kraft Heinz, Vastned Retail, VWWessanen
Air France-KLM, Arcadis, Davita,

Nestlé, NN Group, Schneider Electric,

16 Feb

Telenet Group Holding

Aegon, Allianz, Deere & Co, VF Corp, Vopak 17 Feb
countries. Greece remains an isolated issue, but sentiment
could change if negotiations end in deadlock. Europe, however,
seems fairly happy with the progress made by Greece so far
and Greece enjoys very generous lending terms. Despite
some strong words, we expect all parties to reach a deal on
an extension of the programme as soon as possible and in
whatever form is necessary.

Currency outlook

Overall, we believe that there is more “upside” potential
for the US dollar to strengthen, and further “downside” or
weakening potential for the euro. At the start of the week,
the euro fell across the board, as investors turned their focus
towards the political events in the eurozone. This includes a
number of scheduled elections, including in France, Germany,
the Netherlands and, very likely, Italy.
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What is interesting to note is that EUR/USD appears to have
topped out at around 1.08 once more, which we believe is a
bearish sign. We expect the US dollar to rally on strongerthan-
expected US data in an environment of constructive investor
sentiment. We expect the euro to weaken because of more
focus on eurozone politics and an accommodative ECB.

Asset allocation

The current asset allocation consists of a strong overweight
in equities, a strong underweight bonds and an overweight
allocation to cash. Within alternatives, commodities and real
estate are overweight and a neutral stance is taken toward
hedge funds.

Investment Strategy & Portfolio Expertise
Group Economics



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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