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Investment Strategy

A more pro-cyclical

stance in equities

Positive fundamentals continue to support equities. Global
stock markets are experiencing a range of positive conditions:
a synchronised worldwide economic upturn is underway,
interest rates remain low in absolute terms and double-digit
earnings growth is expected this year. Longerterm earnings-
pershare expectations are also rising, based on an increase in
fiscal spending, which could potentially fuel higher multiples.
Stock valuations are not cheap. Higher valuations, however,
are counterbalanced by low interest rates, which make equi-
ties a relatively attractive asset class. A possible risk to the
favourable equity outlook would be fasterthan-expected rate
hikes in the US, but this is not expected, given the Fed's
cautious approach.
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Regional switch: from US to Europe

US stock markets are currently trading around new all-time
highs and have extended their outperformance over European
equities. Over the last couple of years, US equities have
benefited from an accelerating economy. In the more recent
past, US equity markets also drew support from President
Trump’s fiscal stimulus plans. European stocks, by contrast,
were held back by lower growth and the debt crisis. This envi-
ronment is now rapidly changing in favour of European equi-
ties: we see signs of improving European economic growth,
much stronger upwards earnings revisions than in the US and
increasingly attractive valuations. European stocks now trade
at 15 times forward earnings (2017), much cheaper than US
stocks at 18 times. (See Figure 1.)

Upcoming elections in Europe continue to represent risks.
However, we see these risks abating, as polls in France
continue to suggest a market-friendly result. We therefore
suggest investors to consider selling some of their US stock
positions and buying European equities instead, where we
previously recommended a balanced regional approach.

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.



Sector switch: from energy to industrials

After the sharp correction in 2015, the energy sector was the
best performing sector in 2016. Energy companies benefited
from a recovering oil price and impressed with their ability
to cut production costs. In our view, however, the flip side
is that especially US oil producers are capable of producing
more oil in a profitable way. As a result, the oil market faces
further oversupply risks. Valuations for energy stocks have
become rich after last year’s reversal and we see elevated
downside risk for oil prices. We therefore believe the sector
will underperform.

We suggest investors to consider switching from energy
stocks to industrial stocks. We believe the industrials sector
will continue to benefit from improving global economic
growth prospects. So far, the sector has underperformed
this year, while business conditions are still supportive for
the sector. A confirmation of this view is a growing appe-
tite to invest in growth by companies, partly triggered by

persistently low interest rates. In addition, governments
are turning their attention to fiscal stimulus, which should
give an extra push to the overall level of capital expendi-
ture. The industrials sector should benefit most from the
recovering investment cycle. We therefore expect the
sector to outperform.

On balance, our equity stance remains pro-cyclical: we
are positive on [T, consumer discretionary and industrials,
while taking a negative view on more defensive sectors
like consumer staples, telecoms and utilities. Together with
our regional preference for European over US equities, we
believe this is the most suitable positioning within an environ-
ment of synchronized global growth.

Global Head Equity Strategy & Portfolio Management
Annemijn Fokkelman, CFA

Figure 1: Increasingly attractive valuation of European vs US stocks
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is 18x for US stocks and 15x for European stocks.

Source: Bloomberg



General

The information provided in this document has been drafted by ABN AMRQ Bank N.V. and is in-
tended as general information and is not oriented to your personal situation. The information may
therefore not expressly be regarded as a recommendation or as a proposal or offer to 1) buy or trade
investment products and/or 2) procure investment services nor as an investment advice. Decisions
made on the basis of the information in this document are your own responsibility and at your own
risk. The information on and conditions applicable to ABN AMRO-offered investment products and
ABN AMRO investment services can be found in the ABN AMRO Investment Conditions (Voorwaar-
den Beleggen ABN AMRO), which are available on www.abnamro.nl/beleggen.

Although ABN AMRO attempts to provide accurate, complete and up-to-date information, which
has been obtained from sources that are considered reliable, ABN AMRO makes no representations
or warranties, express or implied, as to whether the information provided is accurate, complete or
up-to-date. ABN AMRO assumes no liability for printing and typographical errors. The information
included in this document may be amended without prior notice. ABN AMRO is not obliged to update
or amend the information included herein.

Liability
Neither ABN AMRO nor any of its agents or subcontractors shall be liable for any damages (including
lost profits) arising in any way from the information provided in this document or for the use thereof.

Copyrights & distribution

ABN AMRO, or the relevant owner, retains all rights (including copyright, trademarks, patents and
any other intellectual property right) in relation to all the information provided in this document
(including all texts, graphic material and logos). The information in this document may not be copied
or in published, distributed or reproduced in any form without the prior written consent of ABN
AMRO or the appropriate consent of the owner. The information in this document may be printed
for your personal use.

US Person

US Securities Law Disclaimer

ABN AMRO Bank N.V. (ABN AMRQ’) 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 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, including (without
limitation) the investment products and investment 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 in-
vestment products or investment 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 investment products and investment 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

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.
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