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Fundamentals deserve all the attention
Possible Western military action against Syria turned
investor sentiment sour for the bigger part of this week.
At the end, however, fundamentals were again gaining
the upper hand.

Macro update

Syria loomed large over the global financial markets at the
beginning of this week, continuing the downturn in senti-
ment that began during Monday’s US session. This followed
the increased probability of Western military strikes against
the regime of President Bashar al-Assad. Markets turned into
a classic risk-off mode, with equity markets declining, but
Treasuries, core eurozone bonds, the yen and gold all ben-
efiting from safe-haven demand. We nevertheless expect the
markets to soon focus on fundamentals again. Because, at
the risk of sounding repetitive, economic data continue to
suggest that global economic growth is gaining traction.

And indeed, there were enough positive data to celebrate this
week. The biggest surprise was the US Q2 GDP which was
revised upward from 1.7% to 2.5%. Net trade and inventories
were a bit stronger than expected. The Q2 GDP estimate also
revealed that profits grew by 3.9% (non-annualised) in Q2,
after a 1.3% drop the quarter before. This marked the strong-
est increase since Q4 2011 and bodes well for the outlook for
investment.

Germany'’s Ifo business climate indicator jumped from 106.2
in July to 1075 in August, beating the consensus forecast of
a more moderate rise to 106.9 and rising to well above the
long-term average value of 101. The jump in the headline index
resulted from a rise in the current conditions index and a rise in
the expectations index. The latter index tends to move closely
in line with GDP growth and at its current level it is consist-
ent with continuing solid growth of the German economy. It
should remain the driving force behind the ongoing moderate
recovery of the eurozone. In the US, the Conference Board's
measure of consumer confidence rose to 81.5 in August, from
81.0 the month before, keeping it in an upward trend.

At first sight, the only dissonant data were the durable goods
orders in the US, which fell by 7.3% in July. This was consid-

Equity index performance in local currencies

Value One week (%)  Year-to-date (%)
MSCI ACWI 365.45 -1.8 76
S&P 500 1638.17 -1.1 14.9
EuroStoxx 50 2758.31 -2.7 4.4
DAX 8194.55 -2.8 75
Nikkei 225 13388.86 -2.0 28.8
Hang Seng Index 2167714 -0.9 -4.3
Important rating changes
any From To
Allergan Hold Buy
Vodafone Buy Hold
ABB Hold Buy
Government bond yields
Yield (%) One week (bp) One year (bp)
US Treasuries 2-year 0.39 0.3 13.70
German Bunds 2-year 0.23 -3.7 26.20
Japan 2-year 0.1 0.2 1.10
US Treasuries 10-year 2.77 -11.9 114.20
German Bunds 10-year 1.84 -8.0 51.80
Japan 10-year 0.72 -3.3 -8.70
Spreads
Spread (bp) One week (bp) One year (bp)
CDXNA IG 82.54 1.7 -20.5
iTraxx Euro 5-year 104.93 19 -46.9
JPM EMBI+ 373.54 18.2 60.5
Performance data is as of 12:00 pm Friday, 30 August
Source: Bloomberg
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erably worse than the expected drop of 4%. The weakness
in the orders report was mostly concentrated in transporta-
tion orders, which can be very volatile from month to month.
Excluding transportation, orders only fell by 0.6%. As this
is the first drop in four months, orders (ex. transportation)
remain in a positive trend.

Bond markets update

Sentiment on the bond markets was dominated by the devel-
oping situation in Syria. The resulting risk aversion triggered
safe-haven flows into bond markets in the first half of the
week, but dried up after the prospect of an immediate mili-
tary intervention had faded. Usually, the impact of geopo-
litical developments on fixed income markets is short-lived,
provided the situation does not escalate. The betterthan-
expected US Q2 GDP data confirms our view that growth
will accelerate later this year. This also reinforces our base
case scenario that the Fed will start tapering its bond pur
chase program next month. Economic readings from the
eurozone confirm that the fragile economic recovery contin-
ues. Over the week, US 10-year Treasury yields were almost
unchanged, while German 10-year Bund yields declined.

Spreads of peripheral countries underperformed versus
the core countries in Europe. Dutch finance minister and
president of the Eurogroup Jeroen Dijsselbloem joined his
German colleague Wolfgang Schauble in saying that Greece
may need a new aid package in 2014. Although the country
has made progress with reforms, we believe Greece will not
be able to avoid another haircut in order to make its debt
burden sustainable. Italian yields also underperformed. A pro-
posed property tax in ltaly led to tension within the coalition
government. Berlusconi’s People of Liberty party threatened
to withdraw its support for the government if the property tax
on first homes was not withdrawn.

Credit markets awakened after the summer holidays.
German car maker BMW, French telecom operator Orange
and French pharmaceutical company Sanofi, amongst others,
issued new bonds. We expect that new issuance will be
well absorbed by the market in the remainder of this year,
as supply of new bonds will not be significantly higher than
redemptions of existing bonds. New issuance from the finan-
cial sector, in particular, will be significantly less than the
number of redemptions. This benign supply outlook and the
strong demand for the asset class will support credit spreads
in the remainder of the year.

Equities update

Equity investors reacted as they always do in times of politi-
cal uncertainty and possible turmoil: they stepped out and
took some profit to lower their exposures to stocks. For the
most promising investments, of which profits are quite pre-
dictable for the next 18 months or so, buying interest quickly
returned, however. In general, mature stock markets in coun-
tries which are expected to show solid GDP growth, clearly
outperformed, with the US, the UK, Japan and China leading
the way.

Syria may continue to weigh on sentiment but will eventually
not have a major impact on the stock markets. Other prob-
lems are emerging that can further ‘decouple’ the mature
markets from the less established ones. Much of this has
to do with the ‘liquidity squeeze’ in the emerging markets,
which is taking place as a result of the imminent tapering of
the Federal Reserve’s bond buying. The more industrialised
Asian and other emerging economies should be able to keep
pace with this positive development in the US and increas-
ingly also in Europe. Those countries that heavily depend on
foreign capital inflows, however, now face withdrawal of that
capital and are seeing their currencies weaken. To this we can
add the already evident pattern of lower commodity prices
and the fact that some emerging countries have been too
lenient on credit growth. The result is a very weak perfor-
mance of the smaller Asian stock markets, India, and also
several Latin American markets, such as Mexico and Brazil.

This redistribution effect may continue for a while and the
resulting weakness might attract new buyers. Until the dust
of all this upheaval settles, however, we recommend invest-
ing in the more safe and solid markets with good fundamen-
tals and higher liquidity.

Stock to watch: Ahold, Delhaize, Sligro and Carrefour
Improving margins seem an indication that the difficult times
for supermarkets, in particular, in Western countries are
coming to an end. Large players, such as Ahold (with a large
exposure to the US) and Carrefour, and also the UK supermar-
kets are benefiting from improving circumstances. House-
hold incomes are becoming more secure and food prices in
many categories are declining, as prices of food commodities
such as coffee, sugar and grains are trending lower. New
shopping habits, such as online buying, should also contrib-
ute to lower prices. Here, size does matter, however, and the
larger companies will remain the most profitable. We cur
rently have a Buy recommendation on Ahold, Delhaize and
Sligro. We also see some more upside in Carrefour (Hold).

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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Currency outlook

Short-lived rally in classic safe-haven currencies and gold
With sentiment in the financial markets clearly deteriorat-
ing, the rise of safe-haven assets was general. The sell-off in
emerging market (EM), less liquid and commodity-sensitive
currencies, the rally in the Japanese yen, the Swiss franc, the
US dollar and gold are all evidence of a classic risk-off mode.
This added to the already existing jitters that had more varied
effects across asset classes, related to the possible fall-out
from the Fed tapering its asset purchases and the rise in US
Treasury yields (which partly reversed on Syria).

On Thursday, there were already tentative signs that the
momentum behind the safe-haven move was waning. Equi-
ties edged up, the VIX dropped and gold prices came off their
earlier peak. In any case we expect the risk aversion to ulti-
mately prove to be short-lived. The era of the safe havens
— from Treasuries and gold, to the franc and yen — fuelled by
systemic risks and ultra-accommodative US monetary policy
seems to be coming to an end.

Emerging market currencies to regain some traction

An improvement in risk appetite and government measures
have helped to stem the weakness in EM currencies.
Although it is too early to definitively declare that the worst
is over, we do see a recovery in EM currencies over the next
few months. Further improvement of the global economy and
a gradual withdrawal of the Fed's monetary stimulus should
revive investor risk appetite. At the same time stronger global
growth will support EM exports. Finally, EM fundamentals
are better than in past crises.

Currency forecasts

Today 032013 Year-end 2013
EUR/USD 1.3262 1.25 1.20
GBP/USD ) 1.5517 1.49 1.45
USD/JPY i 98.2 106 110

Source: ABN AMRO Group Economics

Asset allocation

The Global Investment Committee has maintained the cur
rent asset allocation: 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 ‘defensive’ profiles
(overweight) and the more "balanced’ profiles (neutral). Cash
is overweight in risk profiles 1 to 4 and underweight in pro-
files 5 and 6.

Next week’s calendar

Important dates next week

- Date

HSBC PMI manufacturing CN 2 Sept
PMI manufacturing EU 2 Sept
Flash PMI final us 3 Sept
Construction spending us 3 Sept
ISM manufacturing us 3 Sept
HSBC PMI services CN 4 Sept
PMI services EU 4 Sept
GDP goq EU 4 Sept
Retail sales EU 4 Sept
Policy rate EU/JP 5 Sept
ISM non-manufacturing us 5 Sept
Industrial production DE 6 Sept
Unemployment us 6 Sept
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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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