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fear replaced by cautious optimism

Investment strategy

Recession fears have receded and investors are begin-
ning to focus again on fundamentals. As markets stabi-
lize, risky assets such as stocks are favoured over bonds.

A gradual market recovery is underway, with stabilisation and
improvement seen in equity, bond, commodity and currency
markets. Volatility is declining and financial conditions are
improving. The adverse market conditions that contributed to
the worst start of the year on record are gradually retreating.
Fundamentals are coming more into focus with investors,
and this trend is expected to continue.

The Global Investment Committee, after increasing the
equity allocation at its monthly meeting in February, made no
change to the asset allocation at its meeting on 17 March. The
committee continues to believe that the investment environ-
ment remains favourable for risk taking. The asset allocation
therefore consists of an overweight in stocks, a strong under
weight in bonds and overweight allocations to hedge funds
and commodities.

Modest economic improvement and ongoing challenges
Market fears regarding recession have receded in the face of
a recovery in oil and commodity prices and improvements in
industrial production. The European Central Bank’s increase
in monetary policy easing has also provided support to both
equity and bond markets. While economic growth cannot be
described as strong, it is broad based. Growth, however, is
still not expected to really take off vigorously.

Group Economics expects the global industrial cycle to see
modest improvement. Recent US and eurozone indicators
suggest that this has already started, although more evidence
is needed. The consumer in both regions is in a relatively strong
position. Economic recession is not expected, given sustained
growth in consumer spending and other signs of growth.

US equities hecome more attractive
The outlook for equities is described as cautiously optimistic.
While challenges remain related to the slow global recovery
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and modest earnings growth, there are clear arguments in
favour of stocks. Valuations remain modest, central bank
policies are supportive and decent growth is expected in
selected consumer-oriented segments, such as technology,
health care, consumer discretionary and consumer staples.
(See Figure 1 for the recommended sector allocation.)

The preference for European equities compared with US
equities has declined. The decision was made to move the
tactical allocation for both regions to a neutral position relative
to the strategic asset allocation set by the Global Investment
Committee!. The adjustment involved a 5% decrease in
European stocks and a 5% increase in US stocks. See Figure
2 for the new regional tactical asset allocation. The main
reasons for increasing the portion of US stocks include:
» Stronger economic growth is expected in the US than in
Europe.
» The earnings outlook is more resilient for US stocks than
European stocks. Moreover, the advantage of a lower euro
versus the US dollar is declining.

1 The tactical asset allocation (TAA) reflects active strategies that account
for medium- and short-term views and represent a deviation from the
longer term strategic asset allocation.

Figure 1: Equity sector allocation
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The ABN AMRO Private Banking Global Investment Committee (GIC) has weekly discussions to review key macroeconomic drivers, risk factors and market
prospects in relation to the tactical asset allocation of client risk profiles. For more information, contact your Investment Advisor.



» Political risk is seen as greater in Europe than in the US,
given the EU referendum in the UK, political issues in Spain
and budget discussions in Spain, Portugal and Greece.

Bond market improves but issues remain

US and German government bond yields have remained low
despite a turnaround in market sentiment. Credit spreads
have tightened since the low point of 11 February. The bond
market has benefited from the rebounding oil price, actions
of Chinese policymakers and the decline in recession fears.
The ECB’'s expansion of its bond buying programme has
also supported bond markets, and, in particular, government
bonds from peripheral eurozone countries and eurozone
corporate bonds.

The investment strategy continues to avoid the government
bonds of core European countries, given very low yields.
Instead, the government bonds of peripheral eurozone coun-
tries continue to be favoured. Investment-grade and high-
yield corporate debt is also preferred. See Figure 3 for the
current bond allocation.

Theinclusion of corporate bonds in the ECB’s asset purchasing
programme has increased their attractiveness. Although it is
not yet clear what bonds will be selected, the target is clearly
non-financial bonds from eurozone-based companies.

In the high-yield bond segment, European high-yield bonds
are preferred over global high-yield bonds. This protects the
portfolio from the problems and potential defaults in the US
energy sector, which is a dominant component of the global
high-yield bond market.

Alternatives add diversification and stabilisation
Commodity markets are continuing to recover, and a virtual
circle is being seen between improvements in commodities
and stabilisation in emerging markets currencies. The oil and
base metals markets, in particular, have seen a turnaround.
Volatility in commodity markets (and across all risky assets)
has also decreased. Hedge funds remain sensitive to devel-
opments in equity markets, although macro CTA strategies
have performed better than equity markets since the begin-
ning of the year. Hedge funds are fulfilling their role to diver
sify and stabilize portfolios. The asset allocation continues to
call for an overweight allocation to commodities and hedge
funds.

USD/yen currency hedge removed for US-dollar portfolios

The weakening of the US dollar against a range of developed
and emerging markets currencies prompted the committee
to remove the USD/Japanese yen hedge that had been in
place for US-dollarbased portfolios. The hedge was lifted with

Figure 2: Regional sector allocation (euro-based profiles)

Europe 50.0 50.0

World ex-Europe 40.0 40.0
North America 33.0 33.0
Pacific ex-Japan 2.4 2.4
Japan 4.6 4.6

Emerging Markets 10.0 10.0
EM Asia Pacific 7.0 8.0 1.0
Latin America 1.3 1.0 -0.3
EMEA 1.7 1.0 -0.7

SAA is strategic asset allocation; TAA is tactical asset allocation; A is TAA minus SAA.
Source: ABN AMRO Private Banking

Figure 3: Bond allocation (profile 3)
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a profit. This move comes in the wake of Group Economics
revising their US dollar forecasts lower.

Conclusion

The Global Investment Committee continues to believe that
there are rewards for risk taking in the market and that the
investment strategy is positioned to benefit from the returns
of risky assets in the medium term. The risk distribution was
modified with the increase in US equities and the reduction in
European equities. The change represents a reduction in risk
exposure to events that could negatively impact the European
Union and, in turn, the stocks of European companies.

Global Investment Committee
Didier Duret, Chair
didier.duret@nl.abnamro.com



F ABN-AMRO Private Banking

Disclaimer

© Copyright 2016 ABN AMRO Bank N.V. and affiliated companies (“ABN AMRQ"), Gustav
Mahlerlaan 10, 1082 PP Amsterdam / P.0. box 283, 1000 EA Amsterdam, The Netherlands.
All rights reserved. This material 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 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 opin-
ions 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 judgement. ABN AMRO or its officers, direc-
tors, 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 possession of information notincluded 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 informa-
tion contained in any form including but not limited to hard copy, electronic form, presenta-

tions, 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. Investment 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 sentto 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 itis 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 restrictions aforementioned.

Sustainability Indicator Disclaimer

ABN AMRO Bank N.V. has taken all reasonable care to ensure the indicators are reliable,
however, 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 these companies. ABN AMRO currently maintains a market in the security of
these companies and otherwise purchases and sells securities of these companies as prin-
cipal. ABN AMRO may have received compensation for investment banking services from
these companies, 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
recommendation to invest in certain investments products. The opinion is based on invest-
ment 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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