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Ready for take-off

The US labour market reported an impressive
monthly gain, in line with the US Federal
Reserve’s expectations. Now, financial
markets have fully priced in a US rate hike
in March.

Macro update

The US labour market continues to improve. February's ADP job
report showed that private employment increased by 298,000
up from an increase of 246,000 in January, one of the strongest
monthly gains of the series since inception in 2001. Job gains in
activities that previously showed a difficult recovery, have been

picking up strongly. Goods-producing employment improved,

mainly in construction and manufacturing. Stronger hiring is
likely driven by increasing business confidence, particularly
among small and medium-sized businesses.

February's ISM manufacturing survey, an indicator of US
economic conditions, recently published a slight slowdown in
the employment component. Meanwhile, the ISM's services
survey showed that job creation edged up slightly compared
with the previous month.
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Equity index performance in local currenc

One week
change (%)

MSCI ACWI 443.21 -0.7
S&P 500 2,364.87 -0.8
AEX Index 512.71 1.4
EuroStoxx 50 3431.92 0.8
DAX Index 12043.76 0.1
Nikkei 225 19604.61 0.7
Hang Seng Index 23568.67 0.1 7.1

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

Thursday, the European Central Bank (ECB) left its monetary
policy rates and plans for its asset-purchasing programme
unchanged, as expected. At the press conference, ECB
President Mario Draghi laid the groundwork for a shift in
forward guidance. Overall, the press conference suggests that
the ECB will embark on a gradual path towards the exit in the
coming months. We expect tapering from April 2018 onwards
at a pace of EUR 10 billion per month. That would see the
programme coming to a halt in September of next year. We
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expect the first deposit rate hike in March 2019.

Bond markets outlook

The USTreasury yields curve rose in tandem, and is currently
challenging its high levels of the last three months. This can
push global bond yields higher. Yields were supported by
strongerthan-expected US economic data, including, for
example, the surprisingly large increase in jobs. If employment
and inflation continue to evolve in line with expectations,
Federal Reserve Chair Janet Yellen has signalled that a rate
hike in March is likely.

At the moment, we continue to forecast three rate hikes
in 2017. We expect a rate hike in March and two more rate
hikes in June and September, but the risks are tilted towards
a fourth rate hike. In 2018, we expect two rate hikes in June
and September. The Fed median 2017 forecast is 1.375% (see
the table below).

The Fed'’s rhetoric has changed from an earlier more patient
tone. According to Yellen, the new tone reflects the “same
strategy” but with “new tactics.” She outlined three basic
principles of conducting monetary policy: “goal driven,”
“forward looking” and "risk sensitive.” Yellen said this strategy
has been the same throughout the extremely gradual policy
accommodation of the past few years. Yet, circumstances
have changed, particularly with respect to risks. In the absence
of major negative surprises, “the process of scaling back
accommodation likely will not be as slow as it was during the
past couple of years.” The pace of the US Fed rate hikes could
start market discussion if other leading central banks such as
the Bank of Japan and ECB would join.

While global risks have receded, they have not been completely
eliminated. Political jitters in Europe could resurface over the
next few months amid elections in the euro area. The same
goes for the US, if the Trump administration does not make
meaningful progress on tax and regulatory reform in the next
few months.

Currency outlook

A few weeks ago, we changed our US dollar view. We think
that the uptrend is over. Despite this change, we decided
to keep our long position USD versus JPY in place, as we

Forecast US interest rates

Government bond yields

One week | One year

bp bp
US Treasuries 2-year 1.378 71 44.9
German Bunds 2-year -0.854 -4.0 -39.9
Japan 2-year -0.266 2.8 -9.4
US Treasuries 10-year 2.616 13.7 68.2
German Bunds 10-year 0.453 10.0 14.8
Japan 10-year 0.084 1.1 10.8
Spreads

) (bp)
CDX NAIG 64.47 4.20 -30.07
iTraxx Euro 5-year 71.48 2.18 -12.80
JPM EMBI+ 33785 B.78 -70.22

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

Corporate earnings calendar

USG People 13 Mar
RWE, Prudential, Geberit 14 Mar
Dufry Group, Muenchener Ruecky, E.ON, 15 Mar
Bilfinger Berger, Oracle, Cathay Pacific

Lufthansa, Heidelbergcement, Enel, Generali, 16 Mar
AMB Generali

Fraport, Tiffany & Co, China Mobile, Beter Bed 17 Mar

expected a recovery in USD/JPY to levels above 115.00. This
has materialised. Since the end of February, USD/JPY has
rallied to above 115.00, mainly because of a modest rise in
US real yields. We think that the upside in the USD/JPY is
limited going forward. Therefore, we have closed our long
USD versus JPY.

Equities outlook

As we near the end of a solid 2016 earnings-reporting season,
equity markets are looking again at policymakers for direction
this week. The increasing likelihood of an interest rate hike by
the Fed was more seen as a sign of strong underlying growth
in the US than as a threat to equity levels. Likewise, European
equities were supported by the expectation that the ECB wvill
hold on to an accommodative monetary policy.
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US equity markets hovered around their all-time high levels
in the past week. Year to date, stock market performance
worldwide has been solid and evenly spread across the US,
Europe and Asia regions. Concerns over the election in France
seem to have eased somewhat. The main drivers -ongoing
solid macro data, accelerating earnings and US growth policies-
continue to be supportive, and, for investors, these drivers
outweigh valuations that are getting stretched.

Last week, the health care sector was impacted by plans
to change Obamacare in the US, which added to fears of
expected further pressure on drug prices. Also, energy stocks
were lower as higher inventory levels weighed on oil prices. In
addition, large mergers and acquisitions captured the headlines,
as Dutch paints and coatings maker AkzoNobel rejected an
unsolicited proposal from US chemicals competitor PPG.

Asset allocation

The current asset allocation consists of a moderate overweight
in equities, a strong underweight in bonds and a large over
weight in cash. Within alternatives, there is an overweight to
real estate, a neutral stance to hedge funds and no allocation
to commodities.

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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