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Other challenges besides tapering

With tapering of quantitative easing (QE) in the US
largely priced in, the financial markets are likely to focus
on other key events that are scheduled for this month. In
EFurope, ECB President Draghi’s statements to the press
on.5.September only briefly reversed the rise in bond
yields, while in the US employment data paint a mixed
picture.

Challenges ahead

In September, financial markets are likely to be driven by a
number of key event risks, in addition to the ongoing uncer
tainty about US growth and heightened emerging market vol-
atility. The impact on rates of possible military action against
Syria depends on the severity and duration thereof; yields
could rally on falling equities and a flight to safety, should
the conflict escalate. Markets would therefore like to see
a quick strike (as seen against Libya), but given the current
geopolitical constellation, this is not likely to happen. While
markets have been focused on the timing of the Fed'’s taper
ing, a number of other important topics are on the Federal
Open Market Committee’s (FOMC) agenda for its Septem-
ber 18 meeting. Aside from discussing possible guidance
about the tapering process, the FOMC will consider possible
changes in the thresholds for future interest rate hikes as
well as changes to the staff's economic projections. For the
first time, the FOMC will reveal its forecasts for the level of
the Fed funds target rate at the end of 2016. This could shift
the market'’s focus from when to how far rates will be hiked.
The forecast could well come as a surprise to the market, in
turn causing the three- and five-year bond curves to steepen.
Also on tap for September is a likely announcement concern-
ing the replacement of both Chairman Bernanke and other
FOMC Board Members. The market will focus on any shift in
the dove/hawk balance that could result from these changes.
The US fiscal debate could re-emerge as US Congress returns
from its recess on September 9. The Federal government
faces expiration of the continuing resolution and a looming
debt ceiling in October. Europe could re-enter the spotlight,
as elections and reviews could revitalise dormant contentious
issues.
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Macro update

Following Draghi's warning that short-term interest rate
expectations in money markets were unwarranted in August,
financial markets were keen to hear whether ECB President
Draghi would step up his rhetoric at the press conference
on 5 September. Revealing that he was “very, very cautious
about the recovery” Draghi said that a rate-cut had been dis-
cussed, but that rates had ultimately been kept at their cur
rent level. The ECB also maintains its forward guidance that
it initially gave in July. The bank expects its key interest rates
to remain at current or lower levels for an extended period of
time. Draghi also stated that, watching money market rates
very closely, the ECB is “particularly attentive” of the impli-
cations as regards the Bank's stance on monetary policy. He
stated that the ECB has the tools to push market rates down
if necessary, hinting at the possibility of a new long-term refi-
nancing operation (LTRO) or a rate cut.

While dovish in tone, Draghi did not go far enough to suc-
ceed in dampening financial markets’ rate-hike expectations.
Vague about whether the ECB sees current rate expectations
as appropriate, he also suggested that the central bank is not
considering changing its forward guidance. Short-term inter
est rate expectations and government bond vyields dipped
only temporarily following Draghi's comments and then
resumed the rise they had begun in the run-up to the confer
ence, in line with the sell-off in the US Treasury market.

Recent macro data from the US pave the way for the Fed-
eral Reserve to announce a tapering of its quantitative easing
programmes at the FOMC's September meeting. The ISM
manufacturing and non-manufacturing indexes both came in
stronger than expected, the first rising to 55.7 from 55.4, the
highest level since 2011, and the second climbing to 58.6 from
56.0, the highest level since 2005. Most encouragingly was the
jump in the employment sub-index, which rose from 53.2 to
57 Friday’s employment report disappointed with 169,000 new
jobs, where 180,000 were expected. Moreover, job growth in
June and July was revised downward by 74,000 jobs. Despite
the mixed picture in employment data, we remain convinced
that US job market growth will accelerate later this year.

Bond markets update

US and German 10-year government bond yields rose further
and are now challenging the new psychological levels of 3%
and 2%, respectively. Betterthan-expected US and European
macro data as well as the Fed signalling the upcoming taper
ing of QE not only triggered a major rise in bond yields - or

the end of the global hunt for yield — but a revival of classical
cyclical exposure as well. It also led to changing correlations
between assets and asset classes. Diversification between
risk assets has become more beneficial, whereas the diver
sification benefits of safe-haven bonds have declined. ABN
AMRO'’s Group Economics is convinced of continued moder
ate global growth: They do not see the turmoil in emerging
markets tipping the global economy over the cliff. We believe
the major adjustments in bond yields are over for now, result-
ing in range trading around psychological levels for the time
being. Higher bond vyields increase fixed income assets’
attractiveness. We remain balanced in our bond allocation,
with an underweight in sovereign debt and an overweight in
more risky debt (like investment-grade (20%), and high-yield
credits (15%) and emerging markets (10%)) as well as cash.

Equities update

Equity markets were volatile last week. Possible military
action by the US, and maybe others, against Syria was still on
investors’ minds, but betterthan-expected macro data helped
sentiment. European and US markets ultimately performed
very well, while sentiment in Asia was quite bullish. Headline
company news was the USD 130 bIn deal between Verizon
and Vodafone, in which the latter sold its lucrative 45% US
wireless stake to joint venture partner Verizon, prompting
a surge in Vodafone shares. Its shareholders will receive a
cash and stock dividend. Another deal announced this week
was Microsoft's EUR 5.4bIn bid for Nokia's handset opera-
tions. Nokia shares opened almost 50% higher. The Finnish
company will refocus on its telecoms infrastructure business.
Microsoft shares dropped on the news. Longer term, how-
ever, the company needs Nokia's business to push sales of
its Windows Phone software. Currently, Windows ranks third
after Apple’s I0OS7 and Google’s Android. With M&A increas-
ing for a while now, investment banks benefit. UBS and Gold-
man Sachs are expected to share as much as USD 118 min
in Vodafone advisory fees from the Verizon deal. Increasing
M&A is also a bullish signal for equity markets. Bad news
came this week from Ryanair, which issued a profit warning,
blaming price competition, some capacity increases, weak
economic conditions in Europe and weaker exchange rates.
Several European airline companies felt the profit warning,
seeing their shares drop. News from another [T-giant was
the launch of Samsung's Galaxy Gear smartwatch, ahead of
Apple's iWatch and Google's Glass headset, but it had little
impact on the stock.

The agenda for next week remains empty as the second
quarter earnings season has ended. Syria may continue to
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weigh on investor sentiment, but for now we do not expect
the situation to escalate and therefore remain overweight in
equities.

Stock to watch: Philips

We believe Philips will announce an EBITA margin target
range of 12-14% for 2016 at its Capital Market Day (CMD)
on 17 September, up from 10-12% in 2013 and with con-
sensus around 12%. Consumer Lifestyle (CL) is the main
driver behind margin expansion in our view. We believe
strong margin expansion in CL is feasible, as 1) the mix has
improved after divestments; 2) strong top-line growth as a
result of Philips’ focus on local relevance should enable oper
ational leverage, and 3) peer group margins — from Proctor &
Gamble, for example - suggest there is a significant gap to
close. The announced cost savings programme (known as
"Accelerate!” and mainly focused on Healthcare and Light-
ing), should also help overall margins. Ambitious margin
targets could be accompanied by a new share buyback or
higher dividends. We re-iterate our Buy/RL recommendation
and target price of EUR 28.

Currency outlook

The movements in emerging market currencies diverged
last week. The Mexican peso, South African rand and Turkish
lira remained under pressure, while the Brazilian real moved
sideways (but showed intraday volatility). The recent run-up
in US yields was again partly responsible for the pressure on
emerging market currencies. Sentiment towards Brazil looks
to be improving, mainly because of a vigilant and credible
central bank and interventions in currency markets. The min-
utes from the latest policy committee meeting showed that
the current pace of rate hikes will continue. If, in the current
environment, domestic economic data come in better than
expected and overall investor sentiment improves, the real
should recover further. New Bank of India Governor Rajan
impressed financial markets with his first statement, which
resulted in a recovery of the rupee. The uncertainty surround-
ing Syria continues to haunt the lira.

The euro/dollar rate continues to track movements in the
two-year yield spread between Germany and the US. The
betterthan-expected US data releases early in the week
pushed US vyields higher, resulting in support for the dollar
versus the euro. On Thursday, Draghi's comments caused
intraday volatility. While Draghi was initially able to talk down
German yields (which pushed the euro/dollar lower), halfway
through the press conference, the market changed its view.
By the end of the conference, German yields were back at
the same level as before the ECB’s rate decision. The disap-

pointing employment report pushed US vyields down, sup-
porting emerging market currencies.

The Bank of England left its monetary policy unchanged, but
UK economic data continue to surprise on the upside, result-
ing in an appreciation of the pound versus the euro and higher
UK yields. Safe-haven currencies, the Swiss franc (CHF) and
the Japanese yen (JPY) fell under pressure as uneasiness
around Syria eased somewhat and economic data came in
better than expected.

Currency forecasts

Today 032013 Year-end 2013
EUR/USD 1.3155 1.25 1.20
GBP/USD 1.5615 1.49 145
USD/JPY 99.92 106 110

Source: ABN AMRO Group Economics

Asset allocation

The Global Investment Committee has maintained the cur
rent asset allocation: a strong overweight in equity (profiles
2 to 6), a neutral in property and commodity (profiles 2 to 6)
and a strong underweight in bonds (profiles 1 to 5), while
hedge fund allocations occur only in the ‘defensive’ profiles
(overweight) and the more ‘balanced’ profiles (neutral). Cash
is overweight in risk profiles 1 to 4 and underweight in pro-
files 5 and 6.

Next week’s calendar

Important dates next week

- Date

GDP goq JP 9 Sept.
Fixed investments CN 10 Sept.
Retail sales CN 10 Sept.
Industrial production CN 10 Sept.
NFIB small business optimism us 10 Sept.
Industrial production EC 12 Sept.
Initial jobless claims us 12 Sept.
Industrial production JP 13 Sept.
Retail sales us 13 Sept.
Producer prices us 13 Sept.
Un. Michigan consumer confidence us 13 Sept.
Business inventories us 13 Sept.
Unemployment us 6 Sept

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 Mahl-
erlaan 10, 1082 PP Amsterdam / P.0. box 283, 1000 EA Amsterdam, The Netherlands. All rights
reserved. This material 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 reasonable 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 situation, knowledge, experience, or individual
needs of recipients and should not be relied upon in substitution for the exercise of independ-
ent 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 trans-
action 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 AMRO'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
companies, 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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