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Investment strategy

The Global Investment Committee confirmed its convic-
tion in the existing asset allocation at its meeting on
15 October. The allocation consists of an overweight
In equities, a strong underweight in bonds and over-
weights in commodities and hedge funds. The GIC also
decided to lift the short euro versus long US-dollar
hedge for US-dollar portfolios, given a muted outlook
for the US dollar.

The committee’s discussion centred on the main macro-
economic scenario, calling for a continued global
recovery, while also considering the potential for an
adverse alternative scenario, involving a recession.

Moderate recovery expected

The main macroeconomic scenario calls for a moderate
recovery and a cyclical pickup from now into 2016. In the
past weeks, economic growth forecasts have been revised
downward by Group Economics, first for emerging markets
and thereafter for developed economies. Group Economics
forecasts are now in line with the IMF and general consensus.
The downward revisions were owing to the potential “knock-
on effect” from the slowdown in China. While China remains
on track according to official data, there is a clear loss of
momentum.

The US and Europe have shown resilience to the slowdown
in emerging markets, but it is beginning to have an impact.
Solid domestic demand, however, continues to support
growth. The Fed’s delay in hiking rates, with the first hike
now expected in July, is positive for global growth and risky
assets. So far, the impact of the delay has included stabi-
lising capital outflows and a rebound in emerging markets
currencies and commodities markets. While the slowdown in
China remains a threat, there is confidence that policymakers
will use their arsenal of financial tools to ensure that the
slowdown is gradual.
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When considering risks that could impact the investment
allocation, it is considered very unlikely that there would be
a recession in the next 12 months. While the possibility of a
recession is considered remote, potential triggers, including
a collapse in China, a deflationary shock, collapse of the
commodity markets and policy errors, were discussed and
evaluated by the GIC.

Equities overweight maintained

Equity markets have stabilised and risk has declined. The
main scenario calling for recovery in Europe supports the
overweight equities position, with a preference for Europe
and Asian emerging markets. Pricing power has been hurt by
the decline in oil and commodities prices, which have now
stabilised. Equity markets are believed to have priced in the
news stemming from the worries about China and emerging
markets in general. In terms of earnings, there is divergence
between companies linked to commodities, which have
been hurt, and companies that are insulated from low oil and
commodities prices. The strengthening US dollar is expected
to continue to be a drag on 2015 US earnings.

Strong underweight in bonds maintained

Bond markets remain volatile, influenced by the possibility
of more stimulus from the ECB and the conflicting signals
around the US Federal Reserve's delay in hiking rates. The
allocation to government bonds consists of bonds from the
eurozone periphery, which are expected to benefit from the
continued asset purchases of the ECB. For yield and diversi-
fication, there are allocations to investment-grade and high-
yield bonds. Despite yields having risen from very low levels,
uncertainty related to changes in central banks’ policies has
increased uncertainty. Liquidity in euro bond markets also
remains a concern.

Euro/US dollar hedge removed for US-dollar portfolios
The short euro versus the long US-dollar hedge for US-dollar
portfolios was lifted. This was based on the expected delay
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of the first Fed rate hike into 2016, which is reducing the
attraction of the US dollar relative to other major currencies.
The US dollar is now expected to fluctuate in a range. The
hedge has performed well, having been entered at around
1.27 and exited at around 1.13. The short Japanese yen long
US-dollar hedge remains in place.

Alternatives are expected to support investment strategy

No changes were initiated relative to the overweight alloca-
tions to commodities and hedge funds or the underweight
allocation to real estate. For real estate, which moves in line
with equities, profits were taken and risk reduced with the
move to underweight in June 2015. No change in the hedge
fund strategy was considered. Favoured strategies continue
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to be long-short equity, event-driven and macro/commodity
trading advisors. After the summer period, when commodi-
ties had a negative impact on performance, the commit-
tee's decision to continue with the overweight allocation
was based on the expectation that oil prices will continue to
recover as the supply/demand balance improves. In the last
month, US crude production has dropped and global demand
has been revised upward.
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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 can not be held responsible for

any damages or losses that occur from transactions and/or services in defiance with the
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Company disclosures

ABN AMRO may beneficially hold a major shareholding or a significant financial interest of
the debt of these companies. ABN AMRO currently maintains a market in the security of these
companies and otherwise purchases and sells securities of these companies as principal. ABN
AMRO may have received compensation for investment banking services from these compa-
nies, its subsidiaries or affiliates during the previous 12 months. All disclosures made herein
refer to ABN AMRO and its affiliates.

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
research of ABN AMRO Research & 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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