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Room for optimism

Equity markets gained further territory this
week, especially in Europe. Bond yields —
moving inversely to prices — also rose, as
demand for safe havens declined.

We have recently become more positive over the outlook for
stocks. Political risks have now abated, and the economic
recovery in Europe is strengthening. We therefore suggest
that clients consider building their stock positions in line with
renewed optimism for equity markets.

Macro update

The eurozone economy probably continued to grow robustly in
the first quarter of this year. Eurostat, the statistical office of
the European Union, on Wednesday published its preliminary
estimate of first-quarter GDP growth. According to Eurostat,
the eurozone economy grew by 0.5% quarteron-quarter, which
is in line with our expectations.

Zooming in on the components of GDP (which will be
published in early June), we think that private consumption
growth slowed down in the first quarter, due to a combination
of a jump in (food and energy) inflation and modest wage
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Equity index performance in local currency

One week
change (%)*

MSCI ACWI 4571 0.4 8.3
S&P 500 2,389.5 0.2 6.7
AEX Index 528.4 1.4 9.4
EuroStoxx 50 3,6279 1.9 10.3
DAX Index 12,6478 1.7 10.2
Nikkei 225 19,445.7 13 1.7
Hang Seng Index 24,683.9 0.3 12.2

*Thursday close compared with Friday last week
Performance data as of Thursday, 4 May 2017
Source: Bloomberg

growth. Still high levels of business confidence and improving
corporate profitability should have supported investment in the
first quarter of the year. Finally, exports should have benefitted
from global trade gathering traction and the decline in the
trade-weighted euro since the middle of last year.

In the US, the Federal Reserve (Fed) struck a positive tone
in its statement delivered after the 3 May meeting, despite
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recent weaker data. The adjustments made to the statement
tried to capture the strong underlying economic fundamentals,
while suggesting that the economic slowdown is likely to be
transitory. We think that with this message, the Fed is trying
to leave the door open for a rate hike in June. Ahead of the
release, the Federal funds futures — the odds for a rate hike in
June — were 70% and after the statement the odds jumped
to around 93%. We still expect two rate hikes this year, one
in June and another in September.

Equity markets update

This week, equity markets were mostly dominated by the first-
quarter earnings season. So far, the results are encouraging
and coming in somewhat ahead of expectations. Especially
European companies’ results reveal a rather strong picture,
with both net earnings and revenues showing solid growth.
This could be proof that Europe is indeed gaining more trac-
tion. Positive earnings trends are an important reason for our
optimistic stance towards equities.

Politics have moved a little bit to the background: Trump'’s
announcement on ‘big’ tax reforms was considered to be a
non-event and the second round of the French elections is
expected to have a market-friendly outcome. It seems the
swing factor in the elections is not so much if Macron wins,
but by what margin. A landslide victory for Macron could give
European markets another boost.

In terms of equity performance, Europe and emerging markets
maintain their lead over the US, which fits well into our deci-
sion to overweight the former two regions. On balance, the
fundamental situation continues to be supportive for equity
markets, with positive incoming macro data and encouraging
earnings developments. Moreover, political risks in Europe
are decreasing. A positive equity stance therefore remains
warranted, in our view.

Bond markets update

Bond yields edged further upwards this week, despite inaction
by the Fed and ECB. Markets seem convinced — as are we —
that rate hikes and communication about tapering will become
reality in the foreseeable future. Investors were not deterred
by mixed economic data reflected in surveys, spending indica-
tors and supply-driven inflation indices. The bond market is less
certain about the outlook for inflation, which is reflected in the
cheap price levels of inflation-linked bonds.

Last week's relief in the European periphery — following the
first round of the French elections — had some additional room
to run, especially in Spain where we also saw encouraging
economic data. High-yielding corporate bonds also benefitted

Government bond yields

One week | One year
bp bp

US Treasuries 2-year 1.31 4.8 59.2
German Bunds 2-year -0.72 2.1 -20.7
Japan 2-year -0.20 0.0 819
US Treasuries 10-year 2.36 76 61.1
German Bunds 10-year 0.37 D) 20.9
Japan 10-year 0.02 -0.2 14.5
Spreads

(bp) (bp) (bp)
CDX NAIG 63.25 -0.79 -21.25
iTraxx Euro 5-year 64.24 -2.36 -14.67
JPM EMBI+ 323.83 -2.81 -72.77
Performance data as of Friday, 5 May 2017
Source: Bloomberg
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from betterthan-expected earnings data posted by cyclical
companies and a lower level of new issues. Basic materials
stocks suffered this week from a drop in metal prices. Credit
spreads, by contrast, were not affected. This confirms our view
that strengthened balance sheets will enable basic materials
companies to weather headwinds.

Currencies special: Norwegian krone

The Norwegian krone had a good start to the year and appreci-
ated by close to 3% in the first two months of 2017 Then,
its fortunes changed dramatically. Since 22 February, the
Norwegian krone has lost more than 7%. \What has happened?
First, all possible positive news was reflected in the price and
the Norwegian krone did not rise anymore on positive news.
As a result, investors started to close some of their long
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positions. Second, the oil price came under pressure in March,
which resulted in more profit-taking in the Norwegian krone.
The krone has a strong tendency to move in tandem with oil
prices, as weaker oil prices result in a downward adjustment
in expectations about the Norwegian economy and future
monetary policy.

Third, on 10 March, inflation came in far below expectations,
resulting in a downward adjustment in expectations about
monetary tightening this year and next year. Fourth, the 10-year
government yield bond spread between Germany and Norway
has narrowed, making the krone a less attractive investment.
Last but not least, optimism about an EU-friendly election
outcome in France has calmed investors’ nerves. As a result,
the euro has recovered and investors became less motivated
to diversify out of the euro into a non-eurozone (European)
currency such as the Norwegian krone.

Up to now, we believed that the Norges Bank, Norway's central
bank, would deliver two rate hikes of 25 basis points each this
year. However, given recent developments, this has become
unlikely. Therefore, we now expect that the Norges Bank will
hike interest rates early next year. Our new EUR/NOK forecasts
reflect this change in view. Our new yearend forecasts for
2017 and 2018 in EUR/NOK are 9.25 (previously 8.5) and 8.5
(previously 8.0), respectively.

Even though the current momentum is negative, we are
optimistic about the krone's outlook. For a start, we expect
Brent oil prices to rise to USD 60 per barrel before the end
of the year. This should give strong support to the Norwegian
krone. Moreover, we don’t expect a sharp drop in inflation,
and we expect the economy to perform well. Furthermore, in
the coming weeks and months investors will probably realise
that the Norges Bank is likely to raise interest rates before the
ECB does. This should also support the krone. What is more,
the fundamentals of the Norwegian krone are pretty strong.
In short, we would use further weakness in the krone versus
the euro as an opportunity to position for strength later this
year and next year. At the moment it is too early to position;
we are waiting for more extreme conditions. For example if
EUR/NOK moves towards 9.75.

Asset allocation

Our asset allocation consists of an overweight in equities,
an underweight in bonds and an overweight in cash. Within
alternatives, real estate is overweight, a neutral stance is taken
to hedge funds and there is no allocation to commodities.

Published this week

Investment Strategy: Renewed optimism for equities

ABN AMRO has moved further in favour of equities, advising
clients to consider increasing stock holdings, particularly in
regions that have lagged the economic recovery and are now
catching up. Bond markets remain unattractive, given the
prospect of rising bond yields.
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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 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 AMRQO, 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 AMRO') 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 invest-
ment 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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