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A breath of fresh air from the US

Encouraging newsflow from the US, a better-than-ex-
pected earnings season and positive sentiment in credit
markets is lifting investor morale. Even China’s trade
data was more upbeat than expected, signalling that
its.economy could be stabilising. This week, the Global
Investment Committee returned to a strong overweight
in equities.

Macro update

The upbeat economic reports out of the US continue to roll.
Even job growth appears to be accelerating. That was the mes-
sage from this week’s initial jobless claims data. While claims
edged up slightly after a sharp decline last week, the less-volatile
fourweek moving average declined to 335,500, a low not seen
since November 2007 and before the last recession.

With household balance sheets rapidly gaining strength, the
labour market recovery gaining pace and credit conditions im-
proving, it would not be a big surprise to see US consumers
feeling good about the future. All this makes a strong case for
US demand to continue to accelerate in the coming months,
which should help to lift global economic growth, world trade
and investor sentiment.

Domestic demand picking up

Another positive sign regarding domestic demand was detected
in the service sector Purchasing Manager's Index (PMI) indica-
tors for advanced economies that were released this week. Ser
vice sector PMls rose significantly in the US, UK and eurozone,
suggesting that domestic demand is picking up steam. Emerg-
ing markets, however, appear to be still losing momentum, per
haps with the exception of China. The acceleration in advanced
economies’ demand should, however, over time lift emerging
market exports and overall global growth and trade.

China's July trade data was robust, signalling that the economy
could be stabilising. The US trade deficit fell sharply in June (to
USD 34.2 bn from USD 44.1 bn) taking it to the lowest level since
October 2009. The immediate implication is that US Q2 GDP
growth will be revised upwards by up to 0.75%, while the bigger
picture is that underlying trends in US trade are improving because
of the direct and indirect effects of the shale energy revolution.

Value

MSCI ACWI 376.82
S&P 500 1697.48
EuroStoxx 50 2816.88
DAX 8318.32
Nikkei 225 13615.19
Hang Seng Index 21807.56
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Government bond yields

Yield (%)
US Treasuries 2-year 0.30
German Bunds 2-year 0.16
Japan 2-year 0.1
US Treasuries 10-year 2.59
German Bunds 10-year 1.69
Japan 10-year 0.76
Spreads
X Spread (bp)

CDX NA IG 75.25
iTraxx Euro b-year 95.65
JPM EMBI+ 338.12

Equity index performance in local currencies

One week (%) Year-to-date (%)

-0.5 10.9
0.3 18.6
0.1 6.7
-1.1 9.3
-5.9 31.0
-1.7 -3.7
From To
Buy Hold
Hold Buy
Sell Hold
Buy Hold
Hold Buy

One week (bp) One year (bp)

-32.4 -27.1

-15.2 5.4

-12.2 8.7
-268.1 -162.4
-165 .0 -140.4

-79.1 -79.5

One week (bp) One year (bp)

0.88 -2754
-0.92 -63.41

8.82 3770

Performance data is as of 12:00 pm Friday, 9 August

Source: Bloomberg
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Bond market update

US Treasuries and German Bunds moved sideways this week.
US macro data confirmed that the country’s economic recovery
remains on track and the eurozone's PMI figures indicate that
the region’s delicate economic recovery is ongoing.

The Bank of England (BoE) followed the Federal Reserve in giv-
ing an explicit forward guidance to keep rates low for a pro-
longed period. The Monetary Policy Committee (MPC) of the
BoE is not considering scaling back its asset purchases or re-
ducing the interest rate until the unemployment rate reaches
7%, which it does not expect to occur until the end of 2016. We
expect that the ECB wiill follow suit in communicating a more
explicit forward guidance. This is necessary, as the ECB needs
to give credibility to its previously communicated forward guid-
ance. ECB chief Mario Draghi reiterated that interest rates will
remain at present or lower levels for an extended time period
and added that the current expectations for rate hikes in money
markets are ‘unwarranted.

The sentiment in credit markets remained positive, both in the
investment-grade and high-yield segments. Investors are con-
tinuing to add risk in a prudent manner, as the supply of corpo-
rate bonds remains light. This caused credit spreads to gradually
tighten. Furthermore, solid corporate earnings over the second
quarter have so far been constructive for both credit and equity
markets. We expect this trend to continue, with credit markets
supported by a benign supply outlook of new corporate bonds
for the remainder of the year. In particular, new issuance from
the financials sector will be significantly less than the amount of
redemptions. This is because banks are reducing their balance
sheets and have been attracting deposits in order to become
less dependent on funding from capital markets.

In high yield, we expect to see more activity in the new issuance
market, as these issuers are increasingly refinancing their loans
in the public market, because banks are less willing to lend to
them under the new regulatory framework.

Equities update
US and European markets took a breather this week after US
markets climbed to new all-time highs last week. Despite better
than-expected macroeconomic data from China, Asian markets
were lower, which could be due to profit-taking. Overall, vol-
umes were low.

The earnings season continues in Europe, while in the US it is
nearing the end, with 448 companies of the S&P 500 Index hav-
ing reported. More than two-thirds (67 %) beat earnings expec-

tations. In Europe, a number of financials reported this week.
HSBC, Munich RE and Aegon disappointed, while Standard
Chartered, ING and Credit Agricole surprised positively. All in all
we continue to be more positive on US financials.

In terms of sectors, Nestle, the world's largest food & beverage
company, reported mixed results, but its revenue growth lagged
behind peers in the consumer staples sector, such as Unilever
and Danone. In the energy sector, US Chevron reported weak
results, which were in line with expectations, while most of its
competitors disappointed. Of the major integrated oil compa-
nies, we prefer Chevron, but, in general, we are not enthusiastic
about the subsector, owing to high costs and low margins.

This week also saw fireworks within the chemicals indus-
try, which remains our preferred subsector within materials.
Lanxess, the leader in synthetic rubber for the tyre market, was
a dud when it cut its full-year outlook. On the other hand DSM,
an integrated industrial company, delivered solid, high-quality
results, driven by its nutrition segment. Symrise, the leading
fragrances and flavours maker, had excellent results with de-
mand remaining strong. Finally, Agrium, a large agricultural re-
tailer, reported its highest quarterly earnings ever, beating all
expectations. Next week Wal-Mart reports second-quarter earn-
ings. Over the year, the stock has lagged its US peers, as the
company lost its competitive pricing edge. A change in strategy,
focusing on aggressive pricing should bring the company back
on track.

Reporting calendar

.mpany Date
Bilfinger Berger, Prudential 12 August
AA Real, E.ON, OMV, Geberit, Van Lanschot, Thyssenkrupp 13 August
IKB Bank, Unit. Internet, Hochtief, Celesio, Vastned Retail, 14 August
RWE, MLR Salzgitter, Cathay Pacific, Swiss Life Holding, Cisco
Systems
China Mobile, Holcim, Wal-Mart, Zurich Financial, Estee Lauder, 15 August
Boskalis, Aalberts
A/P Moeller - Maersk, PSP Property 16 August

A more detailed description of our strategic equity views will
be available in the next issue of the Equities Strategy Monthly,
due next week.

Asset allocation

The Global Investment Committee (GIC) on 8 August decided
to increase the allocation to equities, moving to a strong over
weight at the expense of cash. In addition, the underweight
in European equities was closed, with the allocation moved to
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neutral. The increase to European equities was at the expense
of emerging markets equities, and, in particular, emerging mar
kets Asia. As a result, the allocation to emerging markets equi-
ties was reduced from overweight to neutral.

The committee also reaffirmed its overall asset allocation, con-
sisting of a now strong overweight in equities, an underweight
in bonds, neutral allocations to property and commodities and
a hedge fund allocation only in the defensive (overweight) and
the more balanced (neutral) profiles. For more information, read
today's issue of the GIC Update.

Currency outlook

The euro came under some pressure after ECB chief economist
Peter Praet said that further rate cuts remain an option. How-
ever, betterthan-expected German data and some weaker US
data releases pushed the euro versus the US dollar above 1.33.
The British pound rose to 1.55 as the market remains skeptical
that rates will remain low until Q3 2016, given the recent improv-
ing economic outlook and elevated inflation.

The Japanese yen strengthened as interest rate differentials be-
tween the US and Japan narrowed. Market expectations that
the Bank of Japan will hold back on further monetary easing
measures in the coming months also supported the yen. Better
trade data from China also supported risk sentiment in the yuan
and Asian currencies.

Currency forecasts

Today Q3 2013 Year-end 2013
EUR/USD 1,338 1.25 1.20
GBP/USD 1,554 1.49 1.45
USD/JPY 96.65 106 110

Source: ABN AMRO Group Economics

New publications

GIC Update: Overweight in equities increased; European eq-
uities moved from underweight to neutral

For more information, see Asset allocation on page 2.

Next week’s calendar

Important dates next week

- Date
GDP JP 12 August
ZEW Index GE 13 August
Industrial production EU 13 August
NFIB small business optimism us 13 August
Retail sales us 13 August
GDP EU 14 August
Producer prices us 14 August
Empire State PMI us 15 August
CPI us 15 August
Industrial production us 15 August
NAHB home builders confidence us 15 August
Philadelphia Fed business confidence us 15 August
Housing starts us 16 August
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Equity Research & Strategy Team
Edith Thouin - edith.thouin@nl.abnamro.com
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Bond Research & Strategy Team
Roel Barnhoorn - roel.barnhoorn@nl.abnamro.com
Henk Wiersma - henk.wiersma@nl.abnamro.com
Jeroen van Herwaarden - jeroen.van.herwaarden@nl.abnamro.com
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Georgette Boele - georgette.boele@nl.abnamro.com
Peter de Bruin - peter.de.bruin@nl.abnamro.com

Roy Teo - roy.teo@nl.abnamro.com

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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© Copyright 2013 ABN AMRO Bank N.V. and affiliated companies (“ABN AMRQ"), Gustav
Mahlerlaan 10, 1082 PP Amsterdam / P.O. box 283, 1000 EA Amsterdam, The Netherlands. All

rights reserved. This material is provided for informational purposes only and does not constitu-
te 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 independent judge-
ment. 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 in-
struments referred to in this material. ABN 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 of-
fering 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, in-
direct, 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.

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 AMRQ 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 cannot be held responsible for any
damages or losses that occur from transactions and/or services in defiance with the restrictions

aforementioned.

Sustainability Indicator Disclaimer

ABN AMRO Bank N.V. has taken all reasonable care to ensure the indicators are reliable, ho-
wever, 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.

Company disclosures

ABN AMRO may beneficially hold a major shareholding or a significant financial interest of the
debt of this company. ABN AMRO currently maintains a market in the security of this company
and otherwise purchases and sells securities of this company as principal. ABN AMRO has
received compensation for investment banking services from this company, its subsidiaries or
affiliates during the previous 12 months. All disclosures made herein refer to ABN AMRO and
its affiliates, including ABN AMRO Incorporated, which is regulated in the United States by the
NYSE, NASD and SIPC.

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 re-
search of ABN AMRO Research and 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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