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Running on more

engines

Europe and emerging markets are taking
over from the US as the engines of economic
growth. Despite politics dominating markets
this week, fundamentals remain strong.

Domestic momentum in many important economies has
picked up and is set to become the main driver of growth
in the remainder of 2017 While the US had led the recovery,
other growth engines, such as Europe and emerging markets,
are now starting up. In this environment, ABN AMRO prefers
equities over bonds, and, in particular, the stocks of European
and emerging markets countries. More information regarding
this view can be found in the ABN AMRO mid-year investment
outlook, “Running on more engines,” published this week.

Market overview

Both equity and bond markets over the last week have
appeared to seek safer ground in the face of renewed political
risks. There is growing uncertainty related to shifting polls
regarding next week's vote in the UK and also in reaction to
US President Donald Trump’s continuing troubles related to
Russia and possible consequences from the US leaving the
Paris Climate Accord. While developed equity markets have
levelled off, emerging-markets Asia is doing well. In bond
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Equity index performance in local currency

One week
change (%)*

MSCI ACWI 4664  0.4% 10.6%
S&P 500 2,430.1 0.6% 8.5%
AEX Index 5270 -0.2% 9.1%
EuroStoxx 50 35670 -0.3% 8.4%
DAX Index 12,664.9 0.5% 10.3%
Nikkei 225 19,860.03 0.9% 3.9%
Hang Seng Index 25,809.22 0.7% 17.3%

Performance data as of Thursday, 1 June 2017
Source: Bloomberg

markets, the effect of the possibility of early elections in Italy
caused some isolated minor concerns. For both equity and
bond markets, political concerns are temporarily winning
out over macroeconomic and business fundamentals, which
remain strong.

Equities market update

Sentiment in equity markets shifted into neutral this week, as
the positive afterglow of the earnings season wore off and the
market refocused on digesting a stream of largely geopolitical
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news. With the conclusion of the G7 summit, President Donald
Trump’s domestic worries again took centre stage, together
with less positive US economic data. Markets pulled back
slightly from recent all-time highs, tilting slightly to more
defensive sectors, such as health care, consumer staples and
utilities. Large-cap information technology companies seem to
be the main cyclical focus for institutional investors.

Momentum in emerging markets continues, although with
large contrasts among regions. Emerging markets Asia, which
we prefer, moved higher, while Latin America and Eastern
Europe seem for the moment to have peaked. This is occurring
as western developed markets take a breather. We expect
that as the quiet summer period starts in earnest, the largest
surprises for the wary investor will be news-driven, while
fundamentals remain strong.

In Europe, momentum has slowed. During the week markets
were flat, despite continuing inflows into funds and momentum
in currency markets. UK election worries related to Theresa
May's Tory party also weighed on markets and the pound, as
doubts rose over the outcome of the vote.

Bond markets update

Global ten-year government bonds yields have been trading
in a continuous W-shape pattern over the last six months, as
global economic data continues to be supportive. It looks like
this pattern could continue over the summer, as progress on
core inflation is painfully slow across developed markets. Euro
area core inflation remains stuck at just below 1%, despite
the steady fall in unemployment. A similar pattern is occurring
in the US.

Given a more optimistic outlook for demand growth, poli-
cymakers are expected to guide markets towards a gradual
normalization of monetary policies. The ECB will meet on 8th
of June and the Fed on 14th of June. Policy uncertainty has
long been a part of investor risk factors and is linked to busy
electoral agendas, with elections in the UK, France Germany
and likely Italy coming up. The prospect of Italian elections
taking place earlier than expected is driving Italian spreads
wider over German Bunds. The periphery is no longer moving
as one block: Spain is stable and Portugal has come in by 100
basis points over the last three months.

Currency outlook

The US dollar has failed to profit from some stronger US
data, while the euro has been fairly resilient in the wake of
comments by ECB president Mario Draghi and lower eurozone

Government bond yields

One week | One year

bp bp

US Treasuries 2-year 1.29 -0.2 40.5

German Bunds 2-year -0.72 -2.9 -20.0

Japan 2-year -0.16 0.6 77

US Treasuries 10-year 2.21 -3.7 41.1

German Bunds 10-year 0.29 -3.7 17.7

Japan 10-year 0.05 0.9 15.6
Spreads

(bp) (bp) (bp)

CDX NAIG 60.44 -2.01 -17.16

iTraxx Euro 5-year 61.79 0.50 -13.03

JPM EMBI+ 32706 0.40 -66.05

Performance data as of Friday, 2 June 2017
Source: Bloomberg

inflation data. Next week the focus is on the ECB. If it sounds
accommodative, there could be some profit-taking in the euro.
Another important event next week is the UK elections. A
victory by Theresa May is now priced-in to sterling.

Asset allocation

The ABN AMRO asset allocation consists of a strong over-
weight in equities, a strong underweight in bonds and a large
cash position. Within alternatives, real estate is overweight and
hedge funds are neutral. There is no position in commodities.

Published this week

Investment Qutlook: Running on more
engines

Europe and other economies are taking
over from the US as the engines of
economic growth. Despite a possible
slowdown in China, the global economic
recovery has become self-sustaining.
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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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