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Central banks sing from the same hymn sheet
Markets continued to stabilise this week. Bond markets
rebounded and equity markets rose. The central banks
appear to have successfully (and collectively) eased fear
of global rate hikes.

Markets had been worrying about reduced liquidity once the
Federal Reserve begins slowing its pace of asset purchases
and (eventually) interest rates start rising. But central bank-
ers, including the Fed, ECB, Bank of England and People’s
Bank of China, all squashed rate hike expectations this week.
They took turns leading markets to expect continued liquidity
and no change soon. Both ECB and BoE even kept the door
open to lower rates at their meetings yesterday.

We continue to expect the global economy, led by the US,
to improve in the second half of the year and to reach above-
trend growth in 2014. US non-farm payrolls rose by 195,000
in June, which was better than the consensus of 175,000.
The US unemployment rate held steady at 7.6%, as the gain
in household employment was matched by an almost equal
inflow into the labour force. We think that, on balance, today's
report further increases the chance that the Fed will start to
taper its asset purchasing programmes in September. Indeed,
after the release of the jobs report, yields rose strongly, while
the dollar strengthened.

Bond markets are getting used to the idea of tapering

Bond market volatility came down considerably last week,
and most risky bond asset classes rebounded strongly after
the recent sell-off. We had not witnessed this kind of volatil-
ity in bond markets since late 2012. US bond funds alone had
an outflow of USD 60 bin after the Fed signalled its tapering
plans in May, while emerging market debt funds recorded
their worst two-months performance since the outbreak of
the financial crisis in 2008. Markets appear to have stabilised
after the broad risk re-pricing, as fund managers appear keen
to benefit from lower valuations, reconfirming their strategic
conviction.

In our view, the recent market volatility is due to investors
positioning for lower amounts of cheap central bank liquidity,
which is expected to result from both the Fed's tapering plans
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and the Bank of China's adoption of a more conservative
monetary policy. The riskier segments of the bond markets
are expected to stabilise once market participants complete
their repositioning. Judging by the current rebound, which
has been accompanied by a sharp decrease in market volatil-
ity, it looks as if this process may be almost over.

Bond markets have started discounting rising interest rates
on the back of improving macroeconomic data, especially in
the US. The acceleration of economic growth that we expect
to take place in the next few quarters would indeed justify a
less accommodative stance of the Fed. However, in order to
safeguard the carefully shaped economic recovery, the Fed
must balance the risks of moving too fast versus holding on
too long and providing too much liquidity. It is reasonable to
assume that higher bond yields are here to stay, based on
the Fed'’s eventual course to tighter monetary policy. Still, we
expect the Fed to wait a relatively long time before actually
hiking its policy rates, which will likely occur after it has ended
its bond purchasing programme.

The ECB kept interest rates unchanged this week. The main
refinancing rate remained 0.50% after being reduced by
0.25% in May. The ECB also maintained the deposit rate at
zero and the marginal lending rate at 1.00%. More impor
tantly, President Mario Draghi said that the ECB will keep an
accommodative policy stance for as long as needed, as the
risks to eurozone growth remain on the downside. He also
kept the door open to further easing by stating that the ECB
will keep interest rates "at present or lower levels for an ex-
tended period of time.”

Quiet anticipation on the equity markets

Equity markets were up this week. Asia recovered and Euro-
pean markets were supported by the ECB keeping rates on
hold. US equity markets also rose, but volumes were low due
to the July 4 holiday.

Company news was scant, in the lead up to the second-quar
ter earnings season, which starts next week. Alcoa, always
the first, will report its results on Monday. Although the mar
ket expects a profit, expectations have declined over the past
weeks, as aluminium prices remain under pressure.

At the end of the week the first US banks will report and
expectations are that investment banking has done well. This
week US regulators published the final Basel 3 rules for US
banks. They were in line with market expectations regarding
large banks and even slightly more positive regarding smaller
banks. The leverage ratio, however, is still being discussed
and will probably double to 6%.

China’s regulators have started an investigation into the ma-
nipulation of prices of milk powder used for infants. Mead

Johnson’s share price plunged, as did Abbot Labs, Danone
and Nestle shares. These companies are also part of the
probe.

In the health care sector, Fresenius and DaVita were hit by
the announcement from the US Medicare authorities that
price cuts of more than 9% are being considered for dialy-
sis treatments in 2014. Although we think this large a cut is
unlikely, a reduction in the reimbursement amount is almost
certain.

Stock to watch: FedEx

FedEx, the world's largest express delivery company, is one
of the selected stocks in our New Retailer theme. The com-
pany is the market leader in the US and also has a big interna-
tional network. Postal services companies had suffered from
declining volumes as a result of e-mail and other options. The
strong increase in online retail deliveries is therefore very
positive for them. Moreover, parcels generate higher margins
than regular mail. Last month, FedEx reported betterthan-
expected fourth-quarter profits, with a conservative outlook
for 2014.

Currency outlook

The US dollar continued to move higher, but the rally was
more broad-based. Central banks calmed interest rate mar
kets and this helped sentiment. Going forward, the cocktail
of favourable central bank commmunication and stronger eco-
nomic data should support investor risk appetite. It should
also provide a strong tailwind to the US dollar versus the
euro.

The dollar has been strongly correlated to equity markets and
growth expectations in recent months. We expect the dollar
to outperform other major currencies and precious metals,
but it may give back its gains versus emerging market curren-
cies over the next few months. The stronger than expected
US payroll report today further supported the dollar.

The Bank of England and the ECB sounded more dovish than
expected in their rate decision comments. As a result, the
British pound and the euro have come under pressure across
the board. The EUR/GBP rallied sharply directly after the BoE
decision, only to partly give back its gains after Mario Draghi’s
dovish press conference the same day.

We have modestly downgraded our emerging market cur
rency forecasts. In the near term we still expect a recovery in
EM currencies, on the back of a US-led strengthening of the
global economy and improving investor sentiment.

>2



Currency forecasts

Today 02 2013 Year-end 2013
EUR/USD 1.29 1.25 1.20
GBP/USD 1.5067 1.49 1.45
USD/JPY 99.9 106 110

Source: ABN AMRO Group Economics

Asset allocation

The Global Investment Committee did not make any changes
in the asset allocation this week. The overall tactical asset
allocation therefore remains overweight in equity, neutral in
property and commodities and with a strong underweight
in bonds. Hedge funds are part of the portfolio only in the
defensive (overweight) and more balanced (neutral) profiles.

Next week’s calendar

Important dates next week

- Date

Current account JP 8 July
Economy Watchers Survey JP 8 July
Industrial production GE 8 July
Fed consumer credit us 8 July
CPI CN 9 July
NFIB small business optimism us 9 July
Trade balance CN 10 July
Fed June meeting minutes us 10 July
Policy rate JP 11 July
Industrial production JP 12 July
Industrial production GE 12 July
Producer prices us 12 July
UoM consumer confidence us 12 July

New publications

A solid basis for future earnings: Equity Strategy Monthly
The Equity Strategy Monthly is a new publication from
Research & Strategy. The goal is to communicate the team's
latest strategic and thematic views. It replaces the regional
and sector monthlies and the Quarterly Equity Outlook.

This issue of the monthly updates readers on the regional and
sector allocations and also takes a look at thematic recom-
mendations, including the latest theme: the New Retailer.

In the midst of a market correction, where global equities
tumbled by some 8% in the past few weeks, the Research
& Strategy Equities team remain positive on the outlook for
stocks. They are bullish about the mid- to long-term equity
outlook, despite current market volatility, which is mainly
caused by uncertainty about the US Federal Reserve's exit
from its accommodative monetary policies.

Shifting expectations: Bond Markets Monthly

Financial markets continued to reposition for higher interest
rates in June. Bond yields extended their surge and risk senti-
ment further deteriorated, before stabilising during the last
few trading days of the month. It seems that the Fed has
successfully shifted market expectations by moving from a
stance proclaiming an extended period of easy money to one
of gradual tightening of monetary policy. Meanwhile, mar
kets will stay focused on any signals of an earlier or faster
than-expected exit from central bank stimulus.

Contributors
Equity Research & Strategy Team
Ralph Wessels - ralph.wessels@nl.abnamro.com
Bond Research & Strategy Team
Jeroen van Herwaarden - jeroen.van.herwaarden@nl.abnamro.com
Group Economics
Georgette Boele - georgette.boele@nl.abnamro.com

Peter de Bruin - peter.de.bruin@nl.abnamro.com

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 down-

loaded from Apple App stores.
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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 was prepared by the Investment Advisory Centre (IAC) 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 be-
lieved 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 objec-
tives, financial situation, 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. 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 posses-
sion 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 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 IAC. 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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