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Central banks point the way 
This week the Federal Reserve and the ECB both tried to 
steer markets. The Fed wants to prepare markets for an 
exit from its highly accommodative monetary policy, while 
the ECB is studying ways to fight uncomfortably low infla-
tion. The outcomes of PMI surveys in the eurozone, China 
and the US did not contain any surprises. Chinese equi-
ties performed well on positive news from the Communist 
Party Conference. Bond markets saw a lot of new issuance. 
The dollar rose, whereas the euro was under pressure.

This week, Fed Chairman Bernanke needed to convince mar-

kets that tapering does not automatically mean that interest 

rates will be hiked, whereas ECB President Draghi tried to 

temper expectations of a cut in the ECB’s deposit rate. 

The FOMC minutes of the October meeting show that the 

Federal Reserve (Fed) is ready to start scaling back its bond 

purchasing programme in the coming months. This is in line 

with our expectation that the Fed will start to taper in March 

2014. The minutes also revealed that the Fed considers 

strengthening its forward guidance about keeping interest 

rates low. Earlier in the week, Fed chairman Bernanke said 

that rates will remain low until long after the bond purchasing 

programme has ended. By emphasising this, he hopes that 

financial markets will not automatically pencil in a rate hike 

when the Fed starts tapering. We expect US yields to remain 

close to their current level for the remainder of the year, as the 

Fed will shift from its bonds buying programme to a stronger 

forward guidance. Later in 2014 and 2015, we expect US rates 

to rise, reflecting the growth acceleration of the US economy.  

ECB President Mario Draghi tried to cool expectations of an 

imminent cut in the deposit rate in a speech to a business 

conference in Berlin on Thursday. Referring to the possibility 

of a negative deposit rate, he said that this was discussed at 

the last Governing Council meeting but that “there is no news 

since then”. This is in line with reports suggesting that the ECB 

had considered the option of a mini deposit rate cut in case 

the downside risks to inflation would have grown, rather than 

as an imminent step. The central bank also seems to be giving 

some thought to quantitative easing in the same way, but is 

for now still in the orientation phase. We expect interest rates 
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Equity index performance in local currencies  

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

MSCI ACWI 398.78 -0.3 17.4

S&P 500 1795.85 0.3 25.9

EuroStoxx 50 3044.34 0.0 15.9

DAX 9196.08 0.5 21.0

Nikkei 225 15381.72 1.4 48.0

Hang Seng Index 23696.28 2.9 4.6

Important rating changes

Company From To

Coca-Cola Buy Buy/RL

Deere Hold Buy

Swatch Buy Hold

Yahoo! Hold Sell

Government bond yields 

Yield (%) One week (bp) One year (bp)

US Treasuries 2-year 0.274 -1.6 0.4

German Bunds 2-year 0.111 1.1 10.6

Japan 2-year 0.092 0.5 0.4

US Treasuries 10-year 2.787 9.7 110.7

German Bunds 10-year 1.769 7.0 33.9

Japan 10-year 0.618 2.6 -10.7

Spreads

Index Spread (bp) One week (bp) One year (bp)

CDX NA IG 70.39 -1.52 -30.11

iTraxx Euro 5-year 81.10 -1.37 -44.60

JPM EMBI+ 350.55 -6.14 76.51

Performance data is as of 12:00 pm Friday, 22 November

Source: Bloomberg



in Europe to stay low throughout 2014 and 2015, as inflation 

and economic growth remain subdued.

The eurozone PMI surveys for November confirm that the 

eurozone’s economic recovery remains lacklustre, keeping 

the pressure on the ECB to ease its monetary policy further. 

The composite PMI (covering the whole eurozone economy) 

edged down for the second successive month. At current 

levels, the composite is consistent with a GDP growth of 

around 0.2% quarter-on-quarter, which is roughly in line with 

the growth rates we have seen in the last couple of quarters.

China’s PMI slipped to 50.4 from 50.9 the month before, but 

the level remains relatively high, consistent with the economy 

maintaining recent growth rates in the 7.5-8% region. The 

Markit US manufacturing PMI increased to 54.3 from 51.8, 

which marked an eight-month high. We continue to believe 

that stronger global economic growth lies ahead, led by the US. 

Bond markets update
Companies are using the final weeks of the year to tap the 

primary market. After a slow October, new issuance in the 

non-financial segment picked up significantly in November. 

This new supply is well absorbed by investors and did not 

lead to a re-pricing in the secondary market. Most new bonds 

came from strong companies in the investment-grade uni-

verse and were issued without a significant premium com-

pared to existing bonds. 

Telecom Italia was downgraded by S&P to sub-investment 

grade, after management failed to convince the rating agency 

with its plan to strengthen its balance sheet. Counter-intui-

tively, credit spreads of Telecom Italia tightened. This can be 

largely explained by the fact that this downgrade was well 

anticipated by the market. Telecom Italia bonds will now be 

added to the high-yield benchmarks and subsequently to 

high-yield investment portfolios. We see Telecom Italia as a 

BB+ credit in the next 18 months and assign a neutral rating. 

Telecom Italia is on our Opportunistic Credit List. 

Equity update
Equity markets moved somewhat higher over the week. Chi-

nese stocks, Hong Kong-listed H shares in particular, staged 

a very convincing rally of some 7%, as more details of the 

decisions made at the Communist Party Conference were 

revealed. They show that the country is moving in the direc-

tion of a market-oriented economy, with greater freedom 

for financial institutions, less subsidies for state-controlled 

companies and a wider currency fluctuation band. The one-

child policy will be further relaxed to stem the adverse demo-

graphic developments. Higher wealth levels will also help in 

turning the demographic trend. Baby product makers (baby 

milk, diapers, baby care products, etc.) were immediately 

marked up. The longer-term effects of a growing population 

on consumer demand are, of course, also very positive.

Although it may seem that equity markets are winding down 

and getting ready for the Christmas break, behind the scenes 

there is still a lot of action. A host of new companies are being 

listed on the market, with Twitter drawing the most attention. 

Hilton Hotels is also preparing for a public listing. Parallel to 

this, large, ‘dusty’ conglomerates are waking up to the calls 

of investors and are, sometimes reluctantly, beginning to 

focus on their core again, in a reversal of the strategy that 

made them big in the first place, by divesting non-related busi-

nesses. Examples are ‘Big Pharma’ companies, such as Pfizer 

(Hold), which is preparing for a likely break up into two or three 

different entities, and Novartis (Hold), which just announced a 

large share buy-back programme. Another example is energy 

company Devon Energy (Buy/RL), which is spinning off under-

valued parts of its business. So, besides the more obvious 

stocks that will benefit from good growth prospects as the 

global economy moves into a new expansion phase, there 

is also much to gain from the trend of unlocking shareholder 

value. This trend has the advantage that it is less sensitive to 

market sentiment, which can be very volatile.  

Currency outlook
At the start of the week, the dollar was on the defensive, 

because markets expected the Fed to keep interest rates 

low for longer. Recent comments from Fed officials generally 

pointed in this direction. Sentiment changed, however, after 

St. Louis Fed President James Bullard stated that a tapering 

of the bond buying programme is on the table for next month. 

His comments surprised currency markets and have led the 

dollar to rise ever since. It is interesting to note that the recov-

ery of the dollar went hand in hand with a rise in 10-year US 

Treasury yields. This reflected that overall market sentiment 

did not deteriorate substantially and the dollar could recover. 

In 2014 and 2015 we expect a strong appreciation of the US 

currency, based on a combination of a strong US and global 

economy, higher US yields, the Fed to start hiking rates (in 

2015) and positive investor sentiment. 

The euro came under heavy pressure on speculation that 

the ECB Governing Council would be considering cutting its 

deposit rate by ten basis points – taking it to -0.1%, in case 

downside risks to price stability strengthen. Overall, the euro 

dropped only modestly, because at the start of the week the 

euro had advanced versus most currencies.  

Currency forecasts 

Today Q4 2013 Year-end 2014

EUR/USD 1.3460 1.35 1.20

GBP/USD 1.6117 1.63 1.52

USD/JPY 100.95 100 110

Source: ABN AMRO Group Economics
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Asset allocation
No change to the overall asset allocation was made this 

week. The asset allocation continues to reflect a strong over-

weight in equities, a strong 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. Within equities, all regions are 

neutral, except for an overweight in European equities and 

an underweight in North America.

If you have questions or comments about this publication, contact the Global Investment Communications team at I-Comms.Global@nl.abnamro.com 

Next week’s calendar
Important dates next week

Date

Pending home sales US 25 Nov

Housing starts US 26 Nov

House price index (FHFA & Case Shiller) US 26 Nov

Conference Board consumer confidence US 26 Nov

Initial jobless claims US 27 Nov

New durable goods orders US 27 Nov

Chicago Fed business confidence US 27 Nov

Uni Michigan consumer confidence US 27 Nov

Consumer confidence EC 28 Nov

Economic sentiment monitor EC 28 Nov

CPI JP 29 Nov

Industrial production JP 29 Nov

CPI EC 29 Nov

Unemployment EC 29 Nov
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Disclaimer
© Copyright 2013 ABN AMRO Bank N.V. and affiliated companies (“ABN AMRO”), 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 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.

80
.6

22
6 

(1
1.

13
)


	Bond markets update
	Equity update
	Currency outlook
	Asset allocation
	Next week’s calendar

