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The Fed's big surprise

Contrary to most expectations the Federal Reserve
postponed the start of the tapering of its quantitative
easing policy. Financial markets welcomed the Fed's
dovish stance.

Macro update

The Federal Open Market Committee (FOMC) on Wednesday
decided to continue its asset purchasing programme at USD
85 billion per month. Even though the FOMC admitted that
the US economy continues to expand at a “moderate pace’
it stated that it needs more evidence that progress is sustain-
able. Moreover, Fed chairman Ben Bernanke in his press con-
ference sounded less sure that the Fed will start tapering its
quantitative easing policy in the coming months, saying that
there is “...no fixed calendar schedule.” The central bank also
lowered its economic forecasts. The midpoint GDP growth
this year was revised from 2.5% in June to 2.2%, while GDP
growth in 2014 was reduced to 3.0%, from 3.3%.

Financial markets widely perceived the FOMC decision as
positive to the growth outlook. Equities rose to new highs
and bonds, emerging-market and growth-sensitive currencies
rallied, while the US dollar came under heavy pressure.

We view a delay of the Fed’s tapering decision as positive for
the economic outlook and growth assets, as it shows that the
central bank is determined to support the recovery and to pre-
vent a premature tightening in financial conditions. That said,
we also think that an acceleration in growth in the remainder
of the year will prompt the Fed to eventually act in December.

Bond markets update

After the FOMC decision, the elements of ‘the great unwind-
ing’ — the unwinding of US quantitative easing, of China’s
leverage (which is likely to lead to a more fragile Chinese
banking sector) and of emerging markets’ domestic excess
credit —are likely to remain in place until policy makers provide
a credible response or a sustainable rebalancing is seen to
be underway.

For fixed income investors this means that the normalisa-
tion process will be a multi-year process. Even if there is no
reason to panic, investors need to know the risks. Corporate

Equity index performance in local currencies

Value One week (%)  Year-to-date (%)
MSCI ACWI 390.06 2.7 14.8
S&P 500 1722.34 2.3 20.8
EuroStoxx 50 2936.2 2.6 1.4
DAX 8694.18 2.4 14.2
Nikkei 225 14742 .4 2.5 41.8
Hang Seng Index 23502.5 2.4 3.7
Important rating changes
any From To
TNT Express Buy Hold
Teva Pharmaceuticals RL Buy
ANZ Buy RL
Santos RL Hold
Allergan Buy RL
Government bond yields
Yield (%) One week (bp) One year (bp)
US Treasuries 2-year 0.33 -11.6 6.9
German Bunds 2-year 0.18 -4.3 141
Japan 2-year 0.10 -1.7 0.5
US Treasuries 10-year 2.74 -174 971
German Bunds 10-year 1.92 -8.5 34.1
Japan 10-year 0.70 -3.7 -10.5
Spreads
Spread (bp) One week (bp) One year (bp)
CDXNA IG 70.15 -773 -28.41
iTraxx Euro 5-year 89.25 -8.17 -38.62
JPM EMBI+ 313.97 -33.68 30.73
Performance data is as of 12:00 pm Friday, 20 September
Source: Bloomberg
In this issue
Macro update 1
Bond markets update 1
Equity update 2
Asset allocation 3
New publications 3
Next week’s calendar 3

>1



credits - either investment grade or non-investment grade —
remain interesting, as the default risks remain low. Interest
rate risk can only be managed by staying relatively neutral
in duration, meaning a maturity of no more than five years.
As we expect more volatility due to increased rate expecta-
tions, investors could use this as an opportunity to position
for the long term or use the window to reduce their current
exposure in anticipation of higher real yield levels.

We keep our current yearend interest forecasts for 2013
and 2014 unchanged: German ten-year Bund 2% (2013) and
2.75% (2014), US ten-yearTreasury 3% (2013) and 4% (2014).

Equity update

Equity markets across the world rallied this week. Following
a cautious start, indices climbed further in the second part of
the week after the Federal Reserve's surprise announcement
not to start tapering yet. The Dow Jones and the S&P 500
Index both reached new all-time highs. Most major European
indices fell short of their all-time highs, yet reached their high-
est level in years. Most major Asian indices also gained.

On the earnings front came good news from FedEx. The
express company reported higherthan-expected profits
due to cost cutting. FedEx customers have been shifting to
cheaper - lower priority — services, forcing the company to
adjust its business model. FedEx now relies more on third-
party networks and uses cheaper transportation methods,
such as ocean shipping. Dutch postal operator Post NL also
surprised investors positively by raising its guidance for 2013,
as the company will raise stamp prices in the Netherlands.

In the software sector, Oracle disappointed by providing a
cautious guidance for its next fiscal quarter. The company
cited sluggish IT spending as the main reason for the sub-
dued business conditions, but we believe that larger software
companies - including Oracle - also have problems competing
with pure plays in cloud computing, such as Salesforce.com
and Workday. A company more successful in adapting its tra-
ditional software model to the cloud is Adobe. The company'’s
shares rose by almost 10% after the company reported earn-
ings that showed that more than one million users are now
subscribing to Adobe software via the web instead of having
it installed on their PCs.

In Europe, the retailers H&M and Inditex issued upbeat state-
ments about their current trading conditions. Both companies
cited improving clothing sales in August. The current cooler
weather across large parts of Europe should be beneficial for

retailers as well, as consumers will likely pull forward their
purchases of winter clothing.

Stock to watch: Allergan

We have added Allergan (USD 88.90 - Buy/RL) to our Recom-
mended List this week. Allergan makes several products that
are in high demand in the cosmetics treatment area. Botox
is the biggest product, representing 30% of total revenues.
New therapeutic applications of Botox — such as migraine,
incontinence, and epilepsy - are becoming increasingly rel-
evant for earnings. The (misuse of) cosmetic Botox applica-
tions and on other Allergan products such as stomach bands
led to much controversy lately, leading to negative publicity
and a financial settlement for the company. Other growth
drivers besides cosmetic products are a range of specialised
treatments for eye care and cosmetic innovations like hair
growth applications. Allergan has a very strong franchise and
is one of the best-in-class regarding free-cash-flow genera-
tion. Its shares have been lagging the healthcare sector for a
while, which we believe is unjustified.

Currency outlook

The financial markets were rocked by a very dovish Fed. Equi-
ties, bonds and currencies all welcomed the Fed's decision to
postpone its tapering and rose, except for the US dollar. The
dollar came under heavy pressure across the board. With the
yield spread between Germany and the US widening, follow-
ing the drop in US yields, the EUR/USD surged to above 1.35.
On Thursday, however, the dollar strongly recovered against
the Japanese yen. The rally in the EUR/USD continued, as
the two-year spread between German Bund and US Treasury
widened further.

With sentiment remaining positive the markets clearly see
the Fed as supportive of growth and liquidity. But as soon
as they take a step back and become concerned about the
US economy, the current wave of risk seeking will come to a
halt. Or, if US economic data start to surprise on the upside,
the markets may become concerned that the Fed is behind
the curve. All in all, enough uncertainty remains and this is
likely to limit the initial risk-on sentiment experienced in cur
rency markets following the Fed's big surprise. In the near
term, the dollar will likely remain under pressure, as the Fed
is perceived as being more dovish than the ECB. This reduces
the likelihood that our yearend forecast of a EUR/USD of 1.20
will be reached. We nevertheless believe the recent rise to be
merely a delay in an ongoing downward trend.

Clients are invited to contact their ABN AMRO Private Banking Advisor for publications mentioned in the Global

Weekly. Core publications are also directly available on ABN AMRO’s Research App for the iPad, which can be

downloaded from Apple App stores.
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GBP

For most of the week the EUR/GBP was stuck in a narrow
0.8360-0.8410 range. On the one hand, sentiment towards
the UK furtherimproved, while on the other hand the stronger
than-expected German ZEW survey supported the euro.
A weak retail sales report pushed the EUR/GBP to above
0.8430. We nevertheless continue to believe in a modestly
strong pound versus the euro, driven by an outperformance
of the UK economy compared to the eurozone. We keep our
forecast of a EUR/GBP at 0.84 at the end of September.

Currency forecasts

Today 042013 Year-end 2014
EUR/USD 1.3553 1.20 1.10
GBP/USD 1.6074 1.45 1.38
USD/JPY 98.91 110 120

Source: ABN AMRO Group Economics

Asset allocation

There are no changes in the current asset allocation. The
Global Investment Committee maintains 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 ‘defen-
sive' profiles (overweight) and the more ‘balanced’ profiles
(neutral). Cash is overweight in risk profiles 1 to 4 and under-
weight in profiles 5 and 6.

New publications

Q4 Quarterly Qutlook 2013 — Gaining traction

The global recovery is accelerating. Central banks are on track
to return to more-normal monetary policies. The surrounding
volatility is an opportunity to buy growth-oriented equities. In
particular, ABN AMRO Private Banking recommends target-
ing small and mid-size companies in the United States and
Europe.

Next week’s calendar

Important dates next week

- Date

HSBC PMI manufacturing CN 23 Sep
PMI manufacturing & services EU 23 Sep
Markit Flash PMI us 23 Sep
Ifo business climate DE 24 Sep
FHFA house price index us 24 Sep
Conf. Board consumer confidence us 24 Sep
Durable goods orders us 25 Sep
New homes sold us 25 Sep
GDP goq us 26 Sep
CPI JP 27 Sep
Economic sentiment monitor EU 27 Sep
Consumer spending us 27 Sep
Uni of Michigan consumer confidence us 27 Sep
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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 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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