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In the US, political turmoil around President 
Donald Trump continued and his tax reform 
plans seem further away than ever. As a 
result, financial markets declined.

Equity markets 
This week, the equity market suffered its worst days in eight 

months. The S&P Index as well as the European Stoxx 600 

Index lost around 2%. The New York Times reported that a 

memo from fired FBI Director James Comey revealed that US 

President Donald Trump had asked Comey to stop the FBI’s 

investigation into National Security Advisor Michael Flynn’s ties 

to Russia. If this is true, Trump could face difficult times, as the 

president is not allowed to obstruct these kind of investiga-

tions. The likelihood of this scenario is hard to assess. In the 

meantime, however, Trump will be distracted from important 

key topics such as tax reforms and infrastructure investments. 

In Brazil, it was reported that President Michel Temer was 

allegedly involved in a cover-up scheme with the jailed former 

speaker of the Lower House of Congress, Eduardo Cunha. 

There is probably a recording of Temer approving an illicit 

Equity index performance in local currency 
Value One week 

change (%)*
Year-to-

date  
(%)

MSCI ACWI 456.29 -0.7% 8.2%

S&P 500  2,365.72 -1.1% 5.7%

AEX Index  524.52 -1.9% 8.6%

EuroStoxx 50  3,562.22 -2.1% 8.3%

DAX Index 12,590.06 -1.4% 9.7%

Nikkei 225 19,553.86 -1.7% 2.3%

Hang Seng Index 25,136.52 -0.1% 14.3%

Performance data as of Thursday, 19 May 2017

Source: Bloomberg
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payment. If true, his position is unstable and many positive 

reform policies could be halted. Markets reacted fiercely. The 

Brazilian real and European-listed Brazil ETFs dropped on 

Thursday by double-digit numbers.

This week, investors took profit in sectors and regions that have 

performed well in the last months such as IT and European 

equity. Tencent and Alibaba, both large Chinese social media 
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and e-commerce platforms, reported their quarterly results. 

Tencent’s results were far better than expected. Revenue 

increased by 55% compared with a year ago. In addition to 

online games, new business lines such as cloud computing 

showed strong gains, growing from 7% to 15% of total 

revenue. Alibaba missed on earnings due to higher taxes, but 

its revenues were 60% higher than last year. E-commerce is 

still the dominant driver, but new developed businesses based 

on cloud and artificial intelligence are on the rise.

Bond markets update
Bond prices came down strongly this week. This was chiefly 

caused by political upheaval in the US. Investors are becoming 

less convinced that the US administration will be able to deliver 

the fiscal stimulus it has been promising. Also, ECB officials 

hinted that normalization of monetary stimulus in the eurozone 

will continue to be gradual.

The  latest episode in  the Trump drama will make it even more 

difficult for fiscal policy to receive the necessary attention. 

For some time now, markets have taken into account that 

fiscal stimulus might not happen. So did we and we continue 

to see fiscal stimulus as icing on the cake. We still remain 

underweight in core government bonds. Notwithstanding 

fiscal stimulus, the economic backdrop in the US and Europe 

still favours riskier bonds. Corporate credits still fare well at 

reasonable levels of growth. Inflation-linked bonds and duration 

hedges should work out well when the economic cycle starts 

to mature and central banks need to tighten more aggressively. 

China managed to relieve markets somewhat as the Chinese 

central bank pushed liquidity into the system and refrained 

from increasing short-term rates. This confirms our view that 

the central bank is orchestrating monetary tightening to evade 

a material impact on the real economy, but still is achieving 

the necessary de-leveraging to keep away from asset price 

bubbles. 

Currencies outlook
For the euro, we expect more strength versus the US dollar in 

2017. EUR/USD has risen by more than 5.5% since the start 

of this year and the pair has now broken above our year-end 

forecast of 1.10. We expect more dollar weakness and euro 

strength this year. A Fed rate hike of 25 basis points (bp) in 

June is fully discounted and a 25 bp rate hike in September 

is priced in for around 50%. So while we expect two further 

rate hikes this year, it is unlikely that this will provide strong 

support for the US dollar. Meanwhile, the market will continue 

to focus on ECB tapering and this should support the euro 

Government bond yields 
Yield (%) One week 

(bp)
One year 

(bp)
US Treasuries 2-year 1.293 0.0 40.9

German Bunds 2-year -0.690 -0.6 -18.2

Japan 2-year -0.165 1.6 6.5

US Treasuries 10-year 2.248 -7.9 39.8

German Bunds 10-year 0.360 -2.8 19.1

Japan 10-year 0.035 -0.4 11.0

Spreads
Spread 

(bp)
One week 

(bp)
One year 

(bp)
CDX NA IG 64.54 1.81 -20.94

iTraxx Euro 5-year 62.92 -0.14 -17.39

JPM EMBI+ 337.87 17.64 -44.79

Performance data as of Friday, 19 May 2017

Source: Bloomberg

going forward. Moreover, the negative headlines about the 

Trump administration will probably remain. This could result in 

another 4% decline in the dollar versus a basket of currencies.

What will likely dampen the strengthening in EUR/USD, 

however, is a refocus on political uncertainty and poor funda-

mentals in Italy later this year. Still, our new year-end 2017 

forecast is 1.15 (from 1.10). For 2018 we leave our year-end 

forecast unchanged at 1.20. 

Macro update
Eurostat published this week the second estimate for euro-

zone economic growth in first quarter as well as the rates in 

the individual countries. Growth in the eurozone remained 

unchanged from the first estimate, at 0.5% q-o-q, the same 

rate as in the fourth quarter. At the individual country level, 

differences remain, with Greece moving back into recession 

(-0.1% q-o-q), while Spain (0.8% q-o-q) and Portugal (1.0% 

q-o-q) are outperforming the eurozone by a wide margin. We 

found that, although differences remain, there has been a 

broader trend of growth convergence in recent years. 

Reporting calendar
Tingyi (Cayman Isln) Holding 22 May

China resources beer holding, Tata Motors Ltd-

Spon ADR

23 May

China state construction int, PVH Corporation, 

Tiffany & Co, HP Inc.

24 May

Aristocrat Leisure Ltd, Lenovo Group Ltd, 

Medtronic Plc

25 May



Recent macro data support our view that China’s economic 

growth peaked in the first quarter and is likely to resume 

a gradual slowdown from the second quarter onwards, 

as Beijing has stepped up its targeted tightening policies. 

Purchasing manager’s indexes, imports and car sales data for 

April published earlier this month already indicated that the 

momentum has turned. The monthly macro data published this 

week pointed in the same direction. Given Beijing’s balanced 

approach to fine-tuning policy, we still expect growth to 

resume a gradual slowdown. 

Asset allocation
Our overall asset allocation consists of a strong overweight in 

equities, a large 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: Positive environment for equities 
At its meeting on 11 May, ABN AMRO affirmed the existing 

asset allocation. Equities continue to be favoured over bonds. 

The view on real estate is also positive and commodities 

are avoided. A neutral stance is taken toward hedge funds. 

Within bond portfolios, ABN AMRO suggests taking profits 

in Italian government bonds and using the proceeds to invest 

in European inflation-linked bonds. 

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 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 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 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.
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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. 


