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Fundamentals coming into focus
Investment strategy

The investment environment has become more positive
for stocks, as the market's focus returns to fundamentals.

It has been an unusual year in financial markets. There have
been large swings driven by market sentiment, as, in the
background, the world economy progressed at a very slow
pace.

Fears over China at the very beginning of the year and, later,
the Brexit vote induced short-term equity market corrections.
These adverse periods, however, later reversed, and stock
markets recovered. Many investors increased their cash posi-
tions through the year. We did too, taking profits in July, when
we reduced our equity exposure to neutral.

Improving environment for stocks

World growth has nonetheless proven to be resilient, with
central banks successfully providing financial liquidity when
necessary. As we wait for the result of the US elections on
8 November, the major world economies are progressing.
Equity earnings are expected to recover, and market condi-
tions are stabilising. Our conviction is that the US election is
less relevant for financial markets than the improvement in
fundamentals and the continued attractiveness of equities.

Stocks are offering appealing medium-term returns at a time
when risk has increased in bond markets and cash is yielding
only marginal returns. These considerations led us to increase
our equity allocation back to overweight at the expense of
cash this week.

Return to more normal market conditions

We became more positive on stocks as a number of the
factors that appeared to put equity markets in jeopardy
during the year have gradually resolved. Global economic
growth is modestly positive and resilient, emerging markets
are improving and China has been effective in managing its
growth and transition to a more domestic-focused economy.
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What had been considered major events, such as the US elec-
tions and the consequences of the Brexit vote, appear to be
slowly moving to the background. For example, we do not
expect that the US elections will have a big effect on financial
markets. (For more information, see the side bar on page 2.)
And the Brexit issue is on a slow trajectory. WWe now expect
a return to more normal market circumstances in the fourth
quarter and for investors to again focus on fundamentals.

Earnings are recovering

The decision to suggest that clients increase the equity
portions of their portfolios is supported by gently rebounding
earnings, which we expect to continue. The effect on the
overall economy of the earnings recession observed in the
energy and materials sectors is now behind us, as oil and
commodities have rebounded substantially. The negative
effect of a strong US dollar on the foreign earnings of US
companies has also abated.

The earnings turnaround that is unfolding can also create
momentum that will support equity markets in the coming
quarters.

Valuations are attractive, especially in emerging markets

Equity valuations are attractive, although there are differ-
ences in terms of regions. In particular, emerging markets
and European stocks appear undervalued. Increasing polit-
ical risk may be a factor behind lower European valuations,
although they are also traditionally lower than US valuations.

In terms of regions, we prefer emerging-markets stocks,
particularly emerging-markets Asia, over developed markets.
There are a number of positive factors supporting this stance,
including interest rates in the US remaining low for longer,
recovering commodity prices and the stability of the exchange
rate between the euro and the US dollar. In terms of funda-
mentals, the earnings cycle in emerging markets has reached
a low point and is now expected to improve.

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.



US election not a threat to markets

Much attention has been focused on the US election, and
it was discussed in depth by the Investment Committee
on 20 October. Over the past few weeks, what had once
been a close race has seen Democratic nominee, Hillary
Rodham Clinton, gaining steadily. She now has a signifi-
cant lead, outdistancing Republican nominee, Donald
Trump, by around 10% in national polls.

The base-case scenario from ABN AMRO Group
Economics is for Clinton to be elected President of the
United States on 8 November, with a Democratic majority
in the Senate and a Democratic minority in the House of
Representatives. Clinton's election is seen as a continua-
tion of current policies. No big effect of the US election is
expected on worldwide financial markets. And, if Clinton
is elected, there should be no big surprises in terms of US
monetary policy, inflation rates or unemployment.

Markets appear unaffected by election rhetoric

Market volatility has remained low in historical terms in
the run-up to the election. The mounting political rhet-
oric was not reflected in market volatility. Based on an
internal study by our risk experts, polling results have had
little or no effect on markets so far. For example, when
Donald Trump was doing well in the polls, there was no

Financials sector should benefit from rising interest rates
With global economic growth remaining modestly positive
and riskier assets becoming more attractive, we have shifted
our sector view toward slightly more exposure to a pick-up in
cyclical stocks. Cyclical stocks are characterised by improving
as economic activity picks up. This is different from defensive
stocks, which are less affected by the economic environment.
Our growing shift towards cyclical stocks is signalled by our
more positive (from underweight to neutral) view regarding
the financials sector. We expect financials companies to
benefit from short-term growth momentum and from rising
interest rates, which will help margins. At the same time, we
have reduced exposure to defensive stocks, by taking a more
negative view on the consumer staples sector (moved from
overweight to neutral.)

We continue to be positive (overweight) regarding the
health care and information technology sectors and remain
most negative (underweight) on the industrials and utilities
sectors. We take a neutral stance to all other sectors (energy,
consumer discretionary and telecoms).

substantial effect seen in global markets — either positive
or negative. This was also true when his opponent gained
the lead in polls.

Our analysis found that most markets are trading based
on their own fundamentals, with no sustainable correla-
tion seen with polling results over the first nine months
of the year. This is in direct contrast to the Brexit vote,
where the British pound traded in lockstep with the polls.
The analysis adds support to the view that if our base-case
scenario holds true, there may be some short-term vola-
tility around the time of the elections, but no medium-term
market impact is expected.

The election is just the first step

The election of a new US president is just the first step to
what will a gradual process leading to eventual changes
in fiscal policy. Important signals regarding the direction
of the presidency will be first seen in Cabinet appoint-
ments, as the composition of the Cabinet will influence
the next four years. Policy announcements will also be
key to understanding the new administration. The State
of the Union address, which is usually scheduled in late
January or early February, will provide a first glimpse into
the priorities of the new administration.

What should clients do?

We suggest that our clients consider increasing the portion
of their investment portfolio dedicated to equities and to
fund any new positions from cash. In particular, we find the
stocks of emerging markets Asia companies attractive, as
well as global companies exposed to the emerging-markets
consumer. In terms of sectors, clients can also consider
selling consumer staples stocks in favour of financials
companies. We favour insurance companies and diversified
financial companies over banks. In general, we prefer US
financials over European institutions and defensive and well-
capitalised companies throughout the sector.

Global Investment Committee
Didier Duret, Chair
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Disclaimer

© Copyright 2016 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
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 not included in this material and ABN AMRO may
prior or immediately after publication thereof have acted based on such information. In the
pastyear, 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 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 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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