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Waiting for September

Mixed second-quarter results saw equity markets move
sideways this week. US Treasury yields rose slightly on
the back of strong US macro data, while German Bund
yields were stable as the economic recovery in Europe
remains fragile. What could have been a big week was
actually tame, as markets await the September meeting
of the US Federal Reserve.

Macro update

FOMC holds off from tapering or changes in guidance

At its meeting this week, the Federal Reserve policy com-
mittee left its statement broadly unchanged, holding off from
any slowing of the pace of its asset purchases or even any
hints in that direction. Its guidance on the economic condi-
tions necessary for the central bank to start steering short-
term interest rates upwards was also left unchanged, despite
indications that it is considering lowering the threshold unem-
ployment rate from 6.5%.

The policy committee also noted that the US economy was
expanding only modestly but that growth is expected to pick
up. At the same time, the labour market had improved, but
the unemployment rate remained high. On a slightly dovish
note, the policy committee recognised that inflation “persis-
tently below its objective could pose risks to economic per
formance” but expected it to move back to its target rate over
the medium term.

We continue to believe that the FOMC wiill gradually begin to
slow the pace of its asset purchases at the September 17-18
meeting. There is also a possibility that it might change its
forward guidance to indicate an even later start of rate hikes,
but we think that the risk that it will be perceived to be behind
the curve could well prevent such a move. Our base case is
that the first policy rate hike will come in early 2015.

ECB steps up its guidance, warning that market rate expecta-
tions are unwarranted

The ECB kept its policy rates on hold but continued its cam-
paign to dampen market expectations of rises in short-term
interest rates. ECB President Mario Draghi reiterated the
forward guidance introduced last month that “the Govern-

Equity index performance in local currencies

Value One week (%) Year-to-date (%)
MSCI ACWI 376.51 0.4 10.8
S&P 500 1706.87 1.0 19.7
EuroStoxx 50 2808.64 2.8 6.9
DAX 8410.73 2.2 10.7
Nikkei 225 14466.16 2.4 39.2
Hang Seng Index 22190.7 1.0 -2.1
Important rating changes
-pany From To
Samsung Electronics Co Ltd Buy Hold
Wessanen Buy Hold
Schneider Electric Buy Hold
Procter & Gamble Co Buy Hold
Ryanair Holdings Plc Hold Sell
Government bond yields
Yield (%) One week (bp) One year (bp)
US Treasuries 2-year 0.33 0.4 9.8
German Bunds 2-year 0.15 -0.2 23
Japan 2-year 0.12 -0.7 2.7
US Treasuries 10-year 2.71 13.5 118.2
German Bunds 10-year 1.67 -0.4 29.9
Japan 10-year 0.80 -0.8 1.9
Spreads
X Spread (bp) One week (bp) One year (bp)
CDX NA IG 74.37 -2 -31.12
iTraxx Euro 5-year 96.57 -6.9 -58.78
JPM EMBI+ 329.30 11.5 12.41
Performance data is as of 12:00 pm Friday, 2 August
Source: Bloomberg
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ing Council expects the key ECB interest rates to remain at
present or lower levels for an extended period of time” He
also took a step further, explicitly communicating that current
expectations for rate hikes in money markets are “unwar
ranted” This obviously suggests that the ECB feels that the
downward adjustment still has a way to go, given its current
view of a “subdued outlook for inflation extending into the
medium term (and) given the broad-based weakness in the
real economy and subdued monetary dynamics”

Bond market update

Weak demand from banking sector in second half 2013

The possibility of the Fed tapering its quantitative easing
programme dominated fixed income demand in the second
quarter. Demand for bonds, however, is not only determined
by the Fed’s asset purchases: the banking sector also used
to be a major buy-side player.

But bank demand is diminishing. The banking sector suffered
a blow from recent changes to regulatory capital require-
ments. Under the new rules, large banks will be required to
include unrealised gains and losses on their assets-for-sale
portfolios in regulatory capital. This will likely create more
volatility in capital ratios and result in lower bank demand
for securities.

There are also eight institutions that are considered global
systemically important banks. This group includes Goldman
Sachs, UBS, Citigroup and BNP Paribas, for example. These
eight institutions are now required to maintain a minimum
supplementary leverage ratio, based on total rather than risk-
weighted assets, and including many off-balance sheet expo-
sures. Since these banks account for a large share of total
securities holdings in the banking system, a reduction of their
balance sheets to meet leverage targets may also negatively
impact the banking sector’s demand for bonds.

Short-term dislocation in credit markets

Stronger economic growth will support credit quality of cycli-
cal companies and financials, resulting in tighter credit risk
spreads. And, eventually, fundamentals will also prevail over
technicals (waning demand from the banking sector and
higher interest rates) also leading to tighter credit spreads.
Dislocations within corporate bonds, however, may persist
in the short term.

EM assets in stable condition
Emerging markets assets finally stabilised at the end of the
month, as US Treasury yields fell from their 2.75% highs to a

stable 2.5% level, following the release of US non-farm pay-
rolls. Ben Bernanke eased Fed tapering concerns during his
two-day Humphrey Hawkins testimony, after likely becoming
uncomfortable with the rise in yields and its possible con-
sequences for the economic recovery. The Fed Chairman’s
cautious tone regarding the economic outlook and an em-
phasis on the data dependency for tapering, restored calm
to emerging markets and led to a strong recovery, with yields
returning to pre-sell-off levels.

Equities update

Markets moved sideways this week, as second quarter earn-
ings were a mix of disappointment and very positive surprises.
European equity markets slightly outperformed the US.

In the US financials sector, earnings were strong. While Euro-
pean banks are now also showing improvement, it is at a much
slower pace than in the US.

Overall, industrial earnings are signaling an upbeat message for
the second half of 2013. Again, this is more true for the US
than for Europe, which continues to see very weak demand.
Emerging markets demand is clearly slowing, but this should be
compensated for by growth in the US and Europe in the second
half of the year.

Fading enthusiasm for commodity-related stocks

Stock price trends are closely linked to commodities. But com-
modity demand has been weak for more than two years and
the appetite for oil and base materials continues to be lacklustre.
With prices for base materials already trending downward for
some time now, unless suppliers can take advantage of lower
input and energy prices, the earnings trend outlook remains
negative.

Capacity additions are now leading to oversupply, and new in-
vestments are being put on hold. But it's not all bad news. Ben-
eficiaries of lower commodity costs include intermediate goods
producers and, ultimately, finished product producers as well.

Specialty chemicals manufacturers and car, airplane, machinery
and building materials manufacturers are therefore well placed
to benefit from lower input prices. The transportation sector
may also see margins recover, in particular, airlines, rail, ship-
ping and trucking companies.

Potash prices in free fall
The big news last week was the breakdown of a Russian cartel
that was one of two cartels responsible for setting prices for
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potash, an essential ingredient in fertiliser. The Canadian consor
tium Canpotex is the only other large potash cartel.

The price war was started by the Russian potash company Ural-
kali and could lead to much lower prices for potash globally.
While this is good news for farmers and for food prices, it would
hurt the profitability of large producers, such as Potash Corpora-
tion, Mosaic, Kali & Salz and Uralkali itself.

Regionally more diversified fertiliser producers that concentrate
on the other two essential ingredients in fertiliser, phosphate
and urea, are not affected by this event. They will continue to
see good prices amid healthy demand.

The fact that one more commodity is now facing pricing pres-
sure, however, is indicative of the unwinding of the commaodi-
ties boom, which had been driven by high demand from emerg-
ing markets and limited supply.

The end of the commodities super cycle is good news for in-
dustrial companies. They will gain from lower costs, healthier
margins and a more positive growth outlook. This, in turn, can
lead to higher employment and an increase in consumer spend-
ing power globally.

Reporting calendar

.npany Date
PostNL, Grontmij, HSBC, Veolia, Nippon T&T, Suedzucker 5 August
Porsche , Dominion Resources, Deut. Post, Muenich Re, Credit 6 August
Agricole, Merck, Standard Chartered, DSM, Walt Disney, Daikin
Ind., Emerson Electric
Kraft Foods, Time Warner, Duke Energy, Hannover Ruecky, Fra- 7 August
port, ING, Freenet, Dexia, Devon Energy, Beiersdorf, Swisscom,

CSM, Crucell, Agrium, MEMC

KBC, Adidas, Adecco, Commerzbank, Stada Arzn., Henkel, Ae- 8 August
gon, Unicredit, SGL Carbon, TUI, Aviva, Rio Tinto, Nestle, SBM

Offshore, Sara Lee

IVG Immobilien, Fugro 9 August

Asset allocation

The asset allocation remains unchanged. The Global Invest-
ment Committee continues to call for an overweight in equi-
ties, an underweight in bonds, neutral allocations to prop-
erty and commodities and a hedge fund allocation only in
the defensive (overweight) and the more balanced (neutral)
profiles. For more information, read the latest issue of the
GIC Update, published on 18 July 2013.

Currency outlook
The euro pushed above 1.33 versus the US dollar, after the
Federal Reserve did not provide any signal as to when mone-

tary stimulus will be scaled back. Prices eased lower towards
1.32, however, after better than expected US manufacturing
data was released. Improving US data supported higher US
yields, resulting in a stronger US dollar versus the Japanese
yen. The Bank of Japan is widely expected to leave monetary
policy unchanged next week.

Current account deficits in emerging markets are affecting
currency markets, with the Indian rupee and Brazilian real
continuing to underperform. Investors fear that capital flows
will be reversed when the Fed reduces its bond purchasing
programme, which we expect to start later this year. The Chi-
nese yuan, our top Asian currency pick, remained stable as
sentiment on China’s growth prospects improved.

Currency forecasts

Today 03 2013 Year-end 2013
EUR/USD 1.3211 1.25 1.2
GBP/USD 1.5612 1.49 1.45
USD/JPY 99.5 106 110

Source: ABN AMRO Group Economics

New publications

Effective Diversifiers: Hedge Fund Monthly

Hedge fund performance has rebounded after declining in

June. The Global Investment Committee continues to call for

a hedge fund allocation in defensive profiles, where an over-

weight position is recommended as an alternative to bonds;

and a neutral hedge fund position in more balanced profiles.

» Long/short equity and event-driven hedge funds offer the
best return potential.

» Anincrease in M&A and corporate transactions is positive
for event-driven and merger arbitrage funds.

» Bond market volatility opens opportunities for long/short
fixed income strategies.

Next week’s calendar

Important dates next week

- Date

PMI services CN 05 August
PMI services EC 05 August
Composite PMI EC 05 August
ISM nonmanufacturing us 05 August
Manufacturing orders DE 06 August
Economy watchers survey JP 08 August
Trade balance CN 08 August
Policy rate JP 08 August
Industrial production CN 09 August
M2 money growth CN 10 August

If you have questions or comments about this publication, contact the Global Investment Communications team at I-Comms.Global@nl.abnamro.com
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Disclaimer

© Copyright 2013 ABN AMRO Bank N.V. and affiliated companies (“ABN AMRO"), Gustav
Mahlerlaan 10, 1082 PP Amsterdam / P.0. box 283, 1000 EA Amsterdam, The Netherlands. All
rights reserved. This material was prepared by Global Advisory of ABN AMRO. It is provided for
informational purposes only and does not constitute an offer to sell or a solicitation to buy any
security or other financial instrument. While based on information believed to be reliable, no
guarantee is given that it is accurate or complete. While we endeavour to update on a reason-
able basis the information and opinions contained herein, there may be regulatory, compliance
or other reasons that prevent us from doing so. The opinions, forecasts, assumptions, estimates,
derived valuations and target price(s) contained in this material are as of the date indicated
and are subject to change at any time without prior notice. The investments referred to in this
material may not be appropriate or suitable for the specific investment objectives, financial situ-
ation, knowledge, experience, or individual needs of recipients and should not be relied upon
in substitution for the exercise of independent judgement. ABN AMRO or its officers, directors,
employee benefit programs or co-workers, including persons which were involved in preparing or
issuing this material, may from time to time hold long- or short-positions in securities, warrants,
futures, options, derivatives or other financial instruments referred to in this material. ABsN
AMRO may offer and render at any time investment banking-, commercial banking-, credit-,
advice-, and other services to the issuer of any security referred to in this material. Pursuant to
offering and rendering such services, ABN AMRO may come into possession of information not
included in this material and ABN AMRO may prior or immediately after publication thereof have
acted based on such information. In the past year, ABN AMRO may have acted as lead manager
or co-lead manager with regard to a public offering of securities from issuers as mentioned in
this material. The stated price of any securities mentioned herein is as of the date indicated and
is not a representation that any transaction can be effected at this price. Neither ABN AMRO nor
other persons shall be liable for any direct, indirect, special, incidental, consequential, punitive
or exemplary damages, including lost profits arising in any way from the information contained
in this material. This material is for the use of intended recipients only and the contents may not
be reproduced, redistributed, or copied in whole or in part for any purpose without ABN AMRQ's
prior express consent. This document is solely intended for dissemination amongst private/retail
customers in a PC country. Distribution to private/retail customers in any jurisdiction that would
require registration or licensing of the distributor which the distributor does not currently have,
is not permitted. Material means all research information contained in any form including but not
limited to hard copy, electronic form, presentations, e-mail, SMS or WAP.
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US Securities Law

ABN AMRO Bank N.V. 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 Bank N.V. is not a registered investment adviser under the U.S. Invest-
ment 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 Bank N.V., including (without limitation) the products and 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
products or 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 products and services described herein. ABN AMRO can not be held responsible for

any damages or losses that occur from transactions and/or services in defiance with the
restrictions aforementioned.

Company disclosures

ABN AMRO may beneficially hold a major shareholding or a significant financial interest of
the debt of these companies. ABN AMRO currently maintains a market in the security of these
companies and otherwise purchases and sells securities of these companies as principal. ABN
AMRO may have received compensation for investment banking services from these compa-
nies, its subsidiaries or affiliates during the previous 12 months. All disclosures made herein
refer to ABN AMRO and its affiliates.

Personal disclosures

The information in this opinion is not intended as individual investment advice or as a recom-
mendation to invest in certain investments products. The opinion is based on investment
research of ABN AMRO Research & Strategy. The analysts have no personal interest in the
companies included in this publication’. Their remuneration for this work is not, was not and
will not be related directly or indirectly to the specific recommendations or views expressed in
this opinion.
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