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Almost last call

The increasing likelihood that the punch bowl is going
to be taken away and the Fed will start scaling back its
asset purchases in September is again making markets
uneasy. US equities led the way down this week, while
European equities held up relatively well. News that the
eurozone Is exiting its recession pushed up European
bond yields.

Equities markets update

This week, most global equity indices initially returned to a
growth path, but gave back profits towards the end of the week.
This time, it was the US market that took the lead in bringing
markets down. Disappointing results from Walmart and Cisco
didn't help. But the main reason was betterthan-expected em-
ployment data and rising consumer prices in the US, which fed
fear that the Federal Reserve might start tapering its bond buy-
ing and that the scaling back of asset purchases might be more
aggressive than earlier anticipated.

\We believe that the Fed will most likely start its tapering process
in September and that it will be at a relatively modest pace.
More importantly, the Fed and other central banks have put a
lot of emphasis on guiding the market in the right direction. We
believe central bank communication has been and will continue
to be clear and that it will calm market jitters about the gradual
end of the very accommodative monetary policies of the past
few years.

Good news from the eurozone

European markets held up relatively well last week. The region
has started to recover from the underperformance that has been
prevalent for more than a year. Regional indicators show that the
Euro Stoxx 600 Index has gained an average of 3% (in EUR) over
the past month, as compared to -2% for the S&P 500 Index.
Anticipating a gradual improvement of the macro environment,
earnings growth in Europe is set to continue, albeit at a mod-
erate pace given continued headwinds from deleveraging and
fiscal austerity.

European equities are attractively priced. The average 2014 price/
earnings ratio is 10.8x compared with 12.7x for the US and 14.5x
for Japan. Earnings-pershare growth is expected to be 12.9% in

Equity index performance in local currencies

Value One week (%)  Year-to-date (%)
MSCI ACWI 373.09 -1.0 9.8
S&P 500 1661.32 -2.1 16.5
EuroStoxx 50 2835.86 0.3 75
DAX 8376.29 0.2 9.7
Nikkei 225 13650.11 0.3 313
Hang Seng Index 22508.75 3.9 -0.7
Important rating changes
pany From To
Easy Jet Sell Hold
RyanAir Holdings Sell Hold
Vodafone Hold Buy
PepsiCo Hold Buy
General Electric Hold Buy
Government bond yields
Yield (%) One week (bp) One year (bp)
US Treasuries 2-year 0.35 0.3 0.3
German Bunds 2-year 0.22 0.2 -0.02
Japan 2-year 0.1 0.1 0.1
US Treasuries 10-year 2.77 2.6 1.8
German Bunds 10-year 1.87 1.7 1.6
Japan 10-year 0.76 0.8 0.8
Spreads
Spread (bp) One week (bp) One year (bp)
CDX NA IG 79.58 75.25 103.21
iTraxx Euro 5-year 98.82 95.65 146.02
JPM EMBI+ 331.77 338.12 298.27
Performance data is as of 12:00 pm Friday, 16 August
Source: Bloomberg
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2013 and 10.5% in 2014, compared to 10.9% and 10.4% respec-
tively for the US. As a result, even though risks in Europe are
probably still higher than in other regions, the recovery potential
is attractive.

Favourite stocks include German automaker Daimler; Dutch
health care, lighting and consumer lifestyle leader Philips; and
the French pharmaceutical developer and manufacturer Sanofi.
A slightly more speculative recovery play is Bouygues, one of
the largest engineering and construction firms in Europe.

Reporting calendar

."Pa“V Date

Coca-Cola Amatil, Home Depot, BHP Billiton, Medtronic, Best 20 August
Buy

IKB Bank, China Telecom, Lowe's Cos, HP, TKH, Vestas Wind, 21 August
Heineken, Unit 4 Agresso, Heijmans

Ahold, BAM 22 August
Vopak 23 August

Bond markets update

Betterthan-expected economic data from the US and the eu-
rozone are confirming our view of recovering growth in these
economies. Strong inflows into money market funds, however,
indicate that investors are not yet willing to carry out “the big
rotation,” i.e. a large-scale shift from bonds to equities.

Demand for bonds from less creditworthy companies is accel-
erating, as investors deem the risk that a borrower defaults to
be a safer bet than losses sparked by rising interest rates. ABN
AMRO Private Banking bond research supports this trend. In
our latest Fixed Income Digest, published August 14, 2013, we
focus on bond issuer opportunities within corporates carrying
the lower quality ratings of triple-B to single-B.

Stronger EMU GDP figures saw European government bond
yields moving up this week. They could test higher levels if
economic data continues to improve. German ten-year Bund
futures did break the first support level of 140.56. This could
signal, from a more technical perspective, a further weakness
and a move to the next technical level at 140/139.90, which was
tested in February and on 21 June 2013.

Eurozone out of recession does not trigger rate hikes

Markets may be concerned that even a whiff of good data will
bring forward expectations of ECB rate hikes. We do not believe
this view is justified by fundamentals. And, with an anaemic
inflation outlook, there is no case for a rate hike. We continue
to believe that if money market rates drift too far beyond what

were considered unwarranted levels at the time of the August
ECB meeting, then the Council will threaten action on rates.
Then, if words do not do the trick, they will deliver rate cuts.

Limited government bond new issuance in H2 2013

Market estimates of gross funding needs by eurozone govern-
ments indicate that Germany has completed 62% of its 2013
bond issuance requirement, France 70%, Italy 74%, Spain 77 %,
the Netherlands 81%, Belgium 77%, Austria 62% and Finland
57%. As a result, the European issuance calendar for the sec-
ond half of 2013 is not crowded. This could result in low volatility
for bond markets and a less aggressive increase in government
bond yields.

Asset allocation

The Global Investment Committee at its meeting on 15 Au-
gust made no change to the asset allocation. The committee
reaffirmed its overall asset allocation, consisting of a strong
overweight in equities, a strong underweight in bonds, neutral
allocations to property and commodities and a hedge fund allo-
cation only in the defensive (overweight) and the more balanced
(neutral) profiles.

Currency outlook

Usually the ingredients for a strong dollar rally come into place
when USD/JPY and USD/CHF stage a powerful move higher.
The rise in USD/CHF and USD/JPY ran out of steam on 22 May
and capped the general US dollar rally.

In addition, changing expectations regarding Fed actions also
affected the fortunes of the US dollar. Initially the Fed was more
hawkish than expected and this supported the greenback, but
the subsequent campaign to pour cold water on expectations
that tapering would be followed by early rate hikes pushed the
dollar lower again.

USD/JPY may have seen its low last Friday, and the pair should
see a strong rebound going forward. News that the Japanese
government is weighing a corporate tax cut pushed the yen
much lower this week. This signals that the authorities are
not happy with the momentum in the economy, which could
eventually open the door for additional monetary stimulus. The
bounce higher in USD/JPY certainly helped the dollar across the
board. Even a strongerthan-expected German ZEW economic
sentiment indicator and eurozone economic data more gener
ally, which resulted in higher yields in Germany, failed to hurt
the US dollar versus the euro. This is another sign that the situ-
ation of the dollar is about to change for the better. We expect
ongoing positive US economic data and a start of Fed tapering
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in September to be US-dollar positive. At the same time, efforts
by ECB President Mario Draghi to tamp down rate expectations
will weigh on the euro

Currency forecasts

Today 032013 Year-end 2013
EUR/USD 1.3350 1.25 1.20
GBP/USD 1.5640 1.49 1.45
USD/JPY 9728 106 110

Source: ABN AMRO Group Economics

Macro update: eurozone recession ends

Eurozone GDP expanded by 0.3% in Q2, which was slightly
higher than the consensus forecast of 0.2%. The rise fol-
lows six quarters of contraction and marks the end of the
recession in the eurozone. Looking at individual countries,
Germany and France outperformed, but there was also good
news from the peripheral countries, where the recession ap-
pears to be abating. There was a reduced pace of contraction
in Spain, Italy and Greece, while Portugal even saw a sharp
jump in output, although that appears to be largely statistical.
The impact of reduced uncertainty, easier financial conditions
and, in some countries, sharply improved competitiveness,
appears to be making an impression.

Data from other core eurozone countries was mixed, with Bel-
gium and Austria registering modest growth, while the Neth-
erlands experienced another quarter of modest contraction.

Gradual recovery in the cards

We think that the eurozone is set for a gradual economic
recovery, helped by a sharp slowing in the pace of austerity,
an acceleration in global demand growth and a sustained eas-
ing of uncertainty and financial stress. However, a number of
drags remain in place. Unemployment is likely to continue
rising for some time, while fiscal consolidation, although eas-
ing, is still a negative. At the same time, bank deleveraging
and, in some member states, housing market corrections,
are ongoing. Overall, we expect a year average contraction
of around 0.5% this year, before the economy expands by
1.3% in 2014.

The better economic data over the last few weeks will ob-
viously be welcomed by the ECB, however it also faces a
challenge to ensure that rising short-term interest rate ex-
pectations do not lead to an early, unwelcome tightening in
financial conditions. As such we expect the central bank to
continue its efforts to dampen market rate expectations with
a further stepping up of its forward guidance

New publications

Fixed Income Digest: making every position count.

Bond markets, interest rates and words such as quantitative
easing, tapering and dovish are increasingly seen in news
stories. Even casual readers are also now acquainted with
the heads of the Federal Reserve and European Central
Bank, Ben Bernanke and Mario Draghi. It is easy to inter
pret the current focus on rates and central bank policies as
worrisome for bond markets. Instead, we believe the cur
rent environment offers opportunities. Just like cash, bonds
should continue to play a key role in investment portfolios and
wealth preservation strategies.

GIC Update: asset allocation confirmed
The Global Investment Committee, at its meeting on 15 Au-
gust, made no adjustments to the asset allocation.

Next week’s calendar

Important dates next week

- Date

Existing home sales us 21 Aug
PMI manufacturing CN 22 Aug
PMI manufacturing & services EU 22 Aug
Initial jobless claims us 22 Aug
Markit flash PMI us 22 Aug
FHFA house price index us 22 Aug
Q2 GDP final estimate DE 23 Aug
Consumer confidence EU 23 Aug
New home sales us 23 Aug
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Disclaimer

© 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 AMRQ 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 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 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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