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General overview

February results: risk on!

—  Following the volatile start of the year, February turned out to be a classic risk-

GSCl Commodities

Global equities in EUR
Global equities on month. Greece was saved, the Ukraine military escalation halted, and oil
Emerging Markets (in EUR
Global high yield prices recovered. A pessimist would add “for now’ to all of these points, but with
EMD hard currency (unh. in EUR)

il Index no less than 18 central banks announcing measures to stimulate their
GSCl Agriculture
b et et respective economies since the start of this year, it was clear that the markets

Clobal real estate

judged it differently. All risky assets showed a healthy performance during the

Global investment grade bonds

EMD local cur y (unh. in EUR)

month, with the exception of real estate, which was taking a breather after the

exceptionally strong January push. High yield experienced one of its strongest

months in recent years, lifting the “what-do-bonds-know-that-equities-don’t’

US is switching sides with Europe, with respect to economic surprises fears that Iingered in the markets.
150 -

—  From an economic perspective, some weaker data from the US was
compensated by better-than-expected results in Europe, with especially
consumer demand in the Eurozone surprising on the upside. It strengthens our
positive view that we continue to have on the Eurozone, although this is of
course remains dependent on developments in Greece and Ukraine. As for the

US, Fed chairwoman Janet Yellen has clearly created room for policy flexibility

s — urope — Emerging markets moving forward, which means that the timing of the first rate hike will depend

150 . . . .
2010 20m 202 203 201 2015 on wage and inflation data. We have made no adjustments to our portfolio,

Citigroup surprise index

which means that we are still cautiously overweight on risky assets.
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United States

Room for higher US wages

45 —  After growing briskly in the second and third quarter of 2014, the US economy
40 slowed markedly to a growth rate of 2.2% in Q4. The overall strength of the US
35 - 15 dollaris probably an important factor. The growth of personal consumption is
30 strong (4.2%), suggesting that the domestic economy is in excellent health.
25 ° Heartening as well was the 4.8% growth in business fixed investment. An
20 overall growth rate of 3.0% for the US economy in 2015 is easily within reach,
15 ] a despite ongoing mixed news from the housing market.
e 2007 2008 2000 2010 2011 | 2012 2013 2014 2015
: g:l;?wﬂ;ﬁlc;mt;dgpi:’u‘“m:"y::;l”Zl“l’g”‘m:s) — The Fed is rightly considering the US economy to be sufficiently strong to drop
o its policy of forward guidance. In her testimony to the US Congress, Yellen made
. Headine defiaionnthe US . it clear that the central bank will shortly drop the word ‘patience’ (meaning: no
rate hike at least in the coming two Fed meetings) in its statement. This doesn’t
] ¢ mean, however, that a rate hike is imminent. Wage growth h is still too timid.
X ', Earlier, Yellen had said she would like to see a wage growth of 3-4%. This will
- take some time, though the trend is clearly upwards. Moreover, headline
° <« inflation has turned into mild deflation. But the Fed clearly wants to increase its
2] \J |, room for maneuver and to lessen its predictability. As we expect the US
economy and the labor market to strengthen gradually, a first modest rate hike
(2008 2008 2007 | 2008 2008 2010 2011 2012 2013 2014 B in the third quarter is the most likely outcome.

Bron: Thomson Reuters Datastream
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E [ t declining, but still at high level . . .
urozone unemployment ceclining, but st at a very ighfeve — The Eurozone economy is showing clear signs of recovery, as shown by the drop

L 12 in the unemployment rate. Retail sales rose for the fourth straight month in

12

[Gnempioyment ais 11.2%} -
January after rising by 1.1% from December and 3.7% from January 2014. The

11 P

sustained rise in sales reflects the boost of household spending power from

10 10

lower oil prices. Producer confidence is on the rise as well. The Markit

9 1 Fo Purchasing Managers Index (PMI) rose to 53.3 in February from 52.6 in January.
e | " The PMIs for the four largest economies in the Eurozone are now all above 50.
7 7
—  Under these circumstances the start of the QE program by the ECB appears to be
® e e e oo 03 o4 os o5 10 512T1R4nam pro-cyclical. With headline inflation in negative territory for the third month in a
Ongoing deflation row, this policy will not be difficult to justify by the ECB in the coming months.
1 ° Still, if the recovery continues to gain strength, debates about an eventual
4] L. tapering by the ECB can be expected to intensify. A growth rate of 1.5% for the
. . Eurozone economy in 2015 is easily within reach.
2 P2 —  AGreek default has been prevented by a last-ditch deal to extend Greece's
\ - bailout for four months. Though Greece is small, accounting for just 2% of the
Eurozone economy, a default and/or ‘Grexit’ at a later stage could shatter
' v _— /V ' confidence and endanger the recovery. We expect, however, the EU to go to
T aoo0 2002 zoos 2008 zoos | 2010 201z R great lengths to prevent such an outcome, partly for geopolitical reasons.

—— Headline ——— Excluding energy and seasonal food
Bron: Thomson Reuters Datastream
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Japan
Low Japanese unemployment should push up wages

© re — The Japanese economy is recovering convincingly from the recession in 2014
caused by the hefty VAT hike. The weakness of the yen, the collapse of the price

’ ’ of oil, the tightening labor market and strong corporate profits all help to put the

) . Japanese economy on a more solid footing. Private consumption is still lagging,
but an improvement in wages should help, partly due to a ‘spring offensive’ on

. | s wages. Business leaders have promised Prime Minister Shinzo Abe their ‘utmost
efforts’ to raise pay. GDP growth of 1.0% in 2015 is within reach.

2 2

1985 1990 1995 2000 2008 20" " aos — The decline in oil prices is the main driver pushing down inflation once again. As

) - the effects of the VAT hike will drop out of the CPI figure in April, core CPI could
apanese inflation falls back

easily drop to become deflation once again in May. The governor of the Bank of
Japan (BoJ) Haruhiko Kuroda made it clear in a recent speech that the bank still
intends to achieve its inflation target of 2% within two years, and that the BoJ
will make adjustments without hesitation if needed. This makes additional

easing measures by the BoJ after May highly likely, possibly starting in July.

—  Surveys suggest that the Japanese labor market remains tight, despite an

unexpected uptick in the unemployment rate in January by 0.2 points.

Interestingly, labor force participation in Japan is gradually on the rise against

-3 T T T T T — -3
1985 1990 1995 2000 2005 2010 2015

— Headline m Excluding food and energy . .
Bron: Themmaon Feuters Dtastrsam the background of an aging population.
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Our BRICS highlight this month: India

Indian 1 day repo rate

] e —  Atthe end of February, Prime Minister Narendra Modi delivered his eagerly

o o awaited first budget, an important indication of his reform drive. The budget

. . turned out to be relatively pragmatic. The corporate tax rate will be brought

down from the existing 30% to 25% in four years’ time. The system will also be

' ’ simplified by gradually phasing out various exemptions. Public investment in

¢ ° infrastructure will be increased. Some restrictions on foreign investment will be

5 | L5 relaxed. The government is firmly committed to implement a Goods and Services

ol . Tax to replace the highly fragmentized local taxes from April 2016 onwards. The
2008 | 2007 | 2008 | 200s | 2010 | 2011 | 2012 | 2013 | 2014 rate is likely to be relatively high: above 20%. The budget was silent on rules on

Indian benchmark Wholesale Price Index land acquisition and the labor market, both of which need drastic reform to
2 7 r 2 unleash private investment. Subsidies were also left mostly untouched.

10 A F 10
—  Despite the less-than-impressive budget, the Indian economy is still expected to
8 - ]
show a growth rate of above 7.0% in 2015 and 2016.

8 ]

41 P — Inflationary developments have been rather benign as illustrated by the collapse
2] Lo in the growth rate of the benchmark wholesale price index. This creates room for
. y Wt o more interest rate cuts in the course of 2015. India has now switched to a

system of inflation targeting: 4% plus or minus 2%. As retail price inflation

T T T T T T T T T T -2
2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

Bron Thormeon Reutors Datastroam amounted to 5.1% in January, a ceiling of 6% is fortunately not restrictive.
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Equities (1)

Equities

Divergence between stocks and high yield appears to have ended

2200

2.0

Following the volatile start to the year, February turned into a classic risk-on

month, with all stock indices posting positive returns. Europe was yet again the

2100 25

000 |~ SEPS00 (LHS) 30 strongest region, while the Asian markets (ex-Japan) lagged behind. The fact

1900 U5 i il spread (RHS, reverse) ) "‘Vﬂf 3 that this rally in stocks was accompanied with a recovery in the US High Yield
ol

. PAR " market lifted the “what-do-bonds-know-that-equities-dont’ fears which had

1700 M-_LMH\. {
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Solid returns across the equity board

Italy 8.5%
Brazil 8.0%
France 7.5%
Spain 7.4%
Netherlands 7.4%
Eurozone 7.4%
Russia 7.3%
Switzerland 6.9%
Australia 6.8%
Japan 6.8%
MSCI All Countries (in EUR) 6.2%
Germany 6.2%
USA 5.7%
MSCI All Countries (local cur) 5.6%
Emerging Markets (in EUR) 37%

UK — 3 3%
Emerging Markets (local cur) e——— 3 5%
China T 2%
Asia ex Japan EE———— 9%
Hong Kong s 1.3%
Korea s 0.4%
India Fu.ws
0% % 2% % a% % &% 7% a% a%

4.5

5.0

5.5

6.0

6.5

7.0

resulted in some nervousness in stock markets since the middle of last year. The
solution to the Greek debt debacle that was reached in the middle of February,
the firming of European macro data, as well as the stabilization and partial
recovery in oil prices all helped lift stock prices, triggering a new leg in the rally
that started back in 2009.

Taking a step back and looking at this particular rally, there is no escaping the
fact that it has been pretty impressive. All of the major US stock indices are
trading at or near all-time highs, with even the Nasdaq just inches away from
breaking the famous March 2000 high; the peak from which followed the even
more famous 78% crash. It is not just the US that is trading at record highs: the
Nikkei is also at a 15-year high, while even most European indices have managed
to pass the break-even levels of 2000, if we take dividend payments into

account. Excluding dividends, European stocks are now at the levels last seen in

Robeco Investment Solutions & Research 7



Equities (II)

A new high is seldom a cause for a correction in stocks

o =0 New all-time highs (or even 15-year highs for that matter) always raise concerns
acs max that stocks have risen too high and are due for a correction. We saw the same
a0 et o concerns when the S&P500 and Dow Jones broke through their highs back in
20% T P ~J March 2013. As we indicated at that time, there is no historic evidence that

reaching uncharted territory raises the risk of a correction. Looking at data going

back to the 1950s, US stocks have hit a new all-time level ten times. Only once

did stocks turn negative shortly after reaching the new record, but the average

e : ! Yol iy I\, /
0% f VA N TN A
| Vg S AT

Equities

return of 13% in the 12 months that followed clearly indicates that we should not

-20%
-40 -15 10 35 60 85 10 135 160 185 210 235 260

be worried by a new high in itself (see chart).

Number of trading days since reaching the new all-time high

o Looking at consensus, there is room for improvement on growth estimates

- —  Whether stocks will move higher or not will ultimately depend on a number of
0 variables. One of these is the state of the world economy, and more specifically
25 earnings. Disregarding potential negative events like a ‘Grexit’ or an escalation
20 ] of the Ukraine situation, the outlook for the world economy is pretty solid. The

longer-term implications of the decline in oil prices is a net positive for the better

15 4
M part of the world, while Japan and Europe stand to benefit from their currency
1.0 1

adjustments. As for earnings, the strong decline in the price of oil in combination

—Japan 2014
05 —us 201 with the strength of the US dollar have led to a substantial re-rating of US
——CEurozone 2014 . . . .
" consensus expectations GDP growth 2013 earnings during the past two months, while European earnings have been
) feb mei aug nov feb mel aug nov feb

steadily lowered during the course of the past nine months. . At an average >>
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Equities (I11)

We expect 2015 to be a more volatile year, which is why we have a lowered our risk profile

expected EPS of only 3.5% for the MSCI World in 2015, earnings expectations

Table 4: “15e EPS growth expectations vs start of last year look a lot more realistic than they normally do around this time of the year. To
Jan-14 Current put it differently, from these levels, stocks could actually be supported by
MSCI World 11.0% 3.5% earnings upgrades moving forward.
S&P500 10.9% 24%
Stoxx600 11.9% 5.7% . _ .
3 Topix 10.0% 9.5% — Asecond factor determining the fate of stocks is valuation. Our preferred
= EM 10.3% 8.4%, valuation matrix continues to be the cyclical adjusted PE ratio, a.k.a. the Shiller
(W]
Source: [BES PE. For US stocks, this matrix has reached a level close to 28, a level only seen

during the roaring twenties and the more recent run-up to internet bubble.
Stocks are not cheap. Than again, what is, these days?

50 Although this indicates that US stocks are indeed expensive, the level of

45 overvaluation is a lot less threatening when we look at an international measure

——Shiller PE: 27.8 x
4 of the Shiller PE. On balance, stocks are expensive, but that applies to almost all

average: 16.6 x

” assets these days. With liquidity still ample and the search for yield still a main

30

’s driver, current valuations do not pose a serious hurdle for the market just yet. It
- hf\ A AMM . / will be a cause for higher volatility though, as stocks are expected to become
15 ¥ ' Y /' 1 | more sensitive to earning surprises moving forward. Looking at momentum (QAS
10 w UW \”\\[/V models) and our quantitative models confirms the view that stock markets are

° likely to move higher in the months ahead, which is why we hang on to our

% 04 09 14 19 24 29 34 30 44 49 54 59 64 69 74 79 64 89 94 99 04 09 14 slight overweight position in equities.
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Developed Market Equities (1)

Strongest start in seven years for Europe
Eurostoxx since start of year . . .
Indices rebased —  Records inflows were recorded for European equities this month, and macro

120 4 r 120

115 ] L s surprises suggest the tide is shifting in favor of Europe versus the US.

o Nevertheless, sentiment in the US also remained strong, and the Nasdaq broke

” through the 5000 barrier, a level not seen since the year 2000. Analysts have

further downgraded US earnings relative to European earnings, in line with the
F oo dollar’s appreciation. However, matching EPS growth with the move in the dollar

P (see second chart), it looks as if the market has overreacted somewhat over the

dollar’s strength. This should in principle mitigate a further drop in forward

D4 D9 D14 D19 D24 D29 D34 D39 D44 D49 D54 D59

Days since startof the year earnings, which have been downgraded in the US as if we are entering recession

Bron: Thomson Reuters Datastream

Developed markets equities

Analysts seem (too ) realistic about negative dollar impact territory. Also, although wage growth is expected to pick up, it is still on the
12 month forward EPS growth US versus US dollar sluggish side, and profits in the US have remained resilient to wage pressures so

s far.

30 1

20 1 — Diverging monetary policy sets the tone for regional equity perspectives as the

BoJ and the ECB are clearly in QE mode, while the Fed is pondering the timing of

its first rate hike. The effect of competitive devaluation on relative regional

0 ! earnings has turned to the favor of Japan and Europe. Although the ECB says it

does not target a lower euro, we think the exchange rate is the main

90 92 94 26 98 00 02 04 08 08 10 12 14
= |BES MSCI NORTH AMERICA 12 month forward EPS

= 1Y % change of TRADE-WEIGHTED DOLLAR (RH Scale - inverted)
Recession

transmission channel for reflation in the Eurozone.
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Developed Market Equities (1)

Valuation - Europe getting more expensive, approaching its historical 9%
discount

Europe versus US on 12 month forward PE . . . .
13 13 —  Valuations in Europe increased as we have seen a strong re-rating of European

equities. European valuations are now close to historical averages relative to the
US on a 12-month forward price- to earnings metric, leaving not much upside
left from a valuation point of view. Relative momentum is currently strongest for
the Eurozone within developed markets, as many investors buy the story that
the ECB’s QE will a) bring higher overseas earnings for European corporates

08 through a lower euro, b) lower corporate funding costs and c) boosts producer

o7 | confidence. A lower oil price is an additional boon for the Eurozone, a net oil

importer. Although we tend to agree with this upbeat story, there are some

= = Average of (IBES MSCI EUROPE - A12PE/IBES MSCI NORTH AMERICA - A12PE)
IBES MSCI EUROPE - A12PE/IBES MSCI NORTH AMERICA - A12PE

Bron: Thomson Reuters Datastream

pitfalls, because:

Developed markets equities

Japanese exports are picking up as dollar strengthens
60 1 r 60

—  Our quant model has turned the signal to neutral from overweight for Europe .

40 1

Europe has now become a consensus trade and although there seems to be
20 ] upside left, sentiment in the Eurozone remains particularly vulnerable to

political developments as the tensions in Ukraine remain elevated. Also, the

left-wing Greek government and Germany have dug in hardline positions. The

presence of political risk has caused European equity volatility still to be elevated

-20 A

compared to other regions. While recognizing these risks, we prefer an

-40 -40

1996 1998 2000 2002 2004 2006 2008 2010 2012 2014 overweight to Japan, where earnings prospects are still improving. We retain

= 1Y % change of EXPORTS : Japan (EG)
= 1Y % change of TRADE-WEIGHTED VALUE OF US DOLLAR AGAINST MAJOR CURRENCIES : Unit..

Bron: Thomson Reuters Datastream our .n.e_ui[a.ljia nce tO\NaIdS the .US_ ___________________________________________
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Equities: Emerging vs Developed (I)

China lowers interest rates

China Interest Rate ) )
—  The outlook for emerging markets does not look all that different from last

month. Growth is struggling as a result of secular and temporary factors. China
lowered short-term interest rates for a second time to make sure growth doesn’t

fall back further. Officially though, the rate cute by the People’s Bank of China is

not meant as stimulus. The bank stated explicitly that the rate cut is aimed at

g cancelling out higher real interest rates as a result of declining inflation (CPI rose
§ just 0.8% in January) and does not imply a change in monetary policy. We think,
T China byearBenchmark ending te Sourc: Boonberg however, that more rate cuts are likely as GDP growth cools down over time.
45
: § ; : 5 ; : : 3 :

Oil price recovery helps Russia —  Slower growth in China impacts other countries in the region as well. In the last

28

Ruble & Qil

round of manufacturing PMIs, many Asian countries saw their index decrease,

pointing to slower growth going forward.

38|

48

—  Russia’s economy still looks pretty ugly, but a rebound in the price of Brent oil

80

gave the Russians a bit of breathing space. The ruble and PMI rebounded

58

together with oil prices. Still, a severe recession will evolve this year, and

probably next year as well. More sanctions loom ,and given current production

——Brent 0l USD o8
=——Russian Ruble (RHS, Inverted)

0 Source:Boombers levels, oil prices may fall again. Political tensions will remain for the foreseeable

Aug-13
Oct-13
Feb-14

future.
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Equities: Emerging vs Developed (Il)

The strength of the US dollar remains an important risk

@ —  As mentioned many times before ,a stronger US dollar often means trouble for
s emerging markets. And while Yellen strains herself to convince markets that the
" Fed will take it very easy, a rate hike this year is still very much on the table. In a

world of ever -looser monetary policy elsewhere (with the exception of Brazil),

more dollar strength can’t be ruled out. In recent weeks the brief spell of

$ emerging market outperformance has vanished.
E .
= Yoo
s MSC1 Emerging Markets Index/ MSCI World Index [ . . i . .
<= Trade Weighted Dollr fverted, ) e ¥ — Earnings development has not improved much lately. Oil prices and slightly
: i : : i lower interest rates have had some impact on earnings, but earnings growth is

Valuation of emerging markets s attractive still lagging in emerging markets. Valuation is attractive, but has been so for a

while. Valuation doesn’t function as a catalyst for out- or underperformance

most of the time.

—  For now we remain underweight emerging markets. Fundamentally, things

have not yet significantly improved. Furthermore ,we expect the ‘threat’ of a

rate hike by the Fed to be of bigger impact than the loosening of monetary

policy elsewhere in the world. Further US dollar appreciation remains likely,

0,2

19'96 1998 2000 2002 2004 2006 2008 2010 2012 2014 02 . .
—— PRICETO-B0OK which dampens the outlook for emerging markets.

PRICE-TO-CASH FLOW
PRICE-TO-EARNINGS
= PRICE-TO-EARNINGS 12M FORWARD

Bron: Thomson Reuters Datastream
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Real estate

One-year rolling correlation of equities approaches zero.

1.200 —  After the real estate rally in January, fueled by the bond buying program of the

1.000

ECB, real estate markets took a serious break. The performance of global real
0.800

oo \ estate (in euros) was exactly 0% in February, fully erasing the outperformance

against global equity (in euros). Both asset classes have returned around 12% so

0.400

0.200 far this year. The correlation between interest rates and the performance of real

0.000

estate is still present, on a global level at around 0.7. The rolling year-on-year

-0.200

correlation with equities has steadily declined and now is approaching zero. This

-0.400

Real Estate

means that real estate could be a good diversifier for equity investments. So, from

-0.600
~—Global Equity ~——Global Bonds

-0.800 a portfolio perspective, real estate is an interesting asset class. Besides the low

1986 1991 1996 2001 2006 2011
Source: Bloomberg, Robeco . . 0 . .. R .

9 correlation with equity, it provides a stable dividend that is significantly higher
Relative performance of global real estate

Figure 3: Total Returns Calendar YTD as of 27 Feb 2015 {Local Currengy) than bond yields. A rising bond yield, what we ultimately expect, will have a

2% negative impact on real estate.

20%

16%

12%

—  However, the valuation of real estate is stretched, to put it mildly. Real estate in

8%

4%

the US is expensive compared to equity in terms of the FFO multiple (comparable

0%

4% to the equity PE) and to their own history. So far, investors don’t seem to be
[T W R TP — Word Horgrong  US e bothered though, as it is the dividend yield that counts. The same is true for
mabmiire s Felatvets Domesic Equiies Japan, where BoJ buying of J-REITs pushed valuations higher.

Mote: As of 27 Feb 2015. Source: FTSE, EPRA, NAREIT, Thamson Reuters DataStream, UBS estimates
Regional real estate total return figures calculated using the FTSE EPRANAREIT ftotal return) real estate
indices.

""""""""""""""""""""""""""""""""""""""""""" @&a@mentsput together; we keep our neutralposition for real‘est'ilge.' TTTTTTTTTs
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AAA Bonds (I)

Due to relatively small budget deficit s, net supply is not matched by the
increase in demand in the Eurozone

—  With the ECB finally starting its long anticipated purchasing program, and the

€ billon; we assume €4Qbnimonth spent on sovereign bonds market generally expecting it to last until September 2016, we need to start

300 1 248 WQE purchases thinking about new drivers for the rates market. Does this mean that the

250 BGross funding . . . .

200 197 BNet funding gravitational pull lower of the buying program is over? No, not at all, but we do

%0 1.0 138 need to be aware of other forces that might mitigate the pull lower. In this regard

100 | &7 7

0 Sfpr | S0 we think a change in Fed policy and a pick-up in European growth are two
50 . J_tl_‘ ﬁ_r_z‘ 14 17, 1014? - g policy p p p g
o > " o 'Iel e —— developments worth monitoring carefully over the coming period.
s ¢ 0§ g : : § £ 8
Source: Credt Susse = — If history is a guide we should expect the impact of a rate increase in the US to be
a global rather than a local event. When you look at the performance of the US

(5]
g The inflation picture is less straightforward in the US economy, which has been pretty good over the last couple of months, and put this
=
= 45 against the monetary policy of the Fed, you can't help but think that there is a
2 4

disconnect. Against an improving economy the Fed is still running a policy that is
3 4
25 W focused on fighting an emergency/disaster situation. The reason is

2 - -
_/\ M
1'i J - =\ understandable, given that the risk that comes with hiking too early are just too

. B big. Furthermore, the dual mandate of the Fed gives it some room for maneuver,
R as the picture stemming from inflation is more complicated. Yes, inflation
§ 525 5§ 5=585§5=%2555=3535855z%758°%5
S e esE=ressrme s e s e expectations still seem well anchored, but inflation has been in a downward
Core PCE YoY Core CPI YoY CPI YoY Inflation 5Y5Y

trajectory for the last couple of months.
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AAA Bonds(ll)

Economic momentum seems to be picking up

- Taking all of this into account, we agree with the market that in the third quarter

80.00 - - 56.00
60.00 - - sa00  we may be faced with the first rate hike.
40.00 - - 52.00
20.00 - \ | 50.00
(20.00) - \ | /\/ | \ - 4800- We have been positive on European growth for quite a while, and its good to see
- 46.00
(40.00) - that this view is finally getting some traction. The upward trajectory in both
(60.00) | - 44.00
(80.00) - - 4200  economicsurprises and purchasing indices, and also the improvement in the
(100.00) Feb12  Augl2 Feb 13 Aug13 Feb 14 Aug-14 Fob 15 %9 demand for loans from businesses strengthen our believe that the recovery has
—— Eurozone Economic Surprises (Ihs) Eurozone Composite PMI (rhs) legs. We will monitor inflation expectation in the Eurozone closely to see if the
markets are starting to price in reflation, as we consider this a risk to our current
First fully priced 25 bp Fed hike according to Fed fund futures . o . .
o view. An indirect effect of the positive growth story might also be that the ECB
IS 5 - . .
S 3 starts to be less coherent. This may make the market suspicious whether the
=
3 2 buying program will be fully executed, which is essential for the supply/demand
X

mismatch theme.

15 - First full 25bp hike

' l —  Forthe moment we are comfortable sticking with the supply shortage story. We
0.5 1 therefore continue to be overweight on duration. As recommended last month,
, @7 we prefer to have longer-dated European bonds, and have a preference for non-
3/31/2015 9/30/2015 3/31/2016 9/30/2016 3/31/2017 9/29/2017 core. This is to capitalize on further downward pressure on rates due to

purchases by the ECB.
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Investment Grade Credits (1)

European credit yields and the Bund yield

2.50

—  February was a relatively good month for investment grade European credits. A
N
2.00

: lot of good news supported the credits: the Greek risk went off the table, at least
- \\:\\//\,\\\"\\\ _ for a while, there was a ceasefire in Ukraine, and positive surprises for the

W European economy. So, with these risk factors fading away, and with start of the
1.00 ™\ 0.88

3
' “\/ \'\,\&'\ ECB’s bond-buying program, spreads came in, especially in the second half of the
0.81
0.50 \/‘A month.
033
0.00 T T T T
03/01/2014 03/04/2014 03/07/2014 03/10/2014 03/01/2015 . . .
—  Yields have fallen well below 1% for European credits now. As can be seen in the
——Barclays EuroAgg Finance ISMA == Germany Generic Govt 10¥ Yield
——Barclays Furo AGG Corporate x top graph, spreads of European Financials came in faster, while the government
Longer duration needed to get some yield :
° o _ ) ) bond yield was merely flat.
= The duration risk required to achleve target returns has risen
o
o _ Average
= 18 Tanar (¥rs)
& 14 iald i
o — Inorder to have at least some yield, investors have to move to the longer end of
[ 12 4
10 the curve. In 2012, a tenure of 2 years was enough to have a yield of 1.5%,
g o whereas now a maturity 8 years from now is required. For higher return targets,
& . . . . .
this effect is even more pronounced. We think 2.5% yield for a period of about 14
4 4
2 years doesn’t reflect the true credit risks that they contain.
o . . .
12 13 14 15
—] T Targ et 1.5% targer ) . ) ) )
e 2% TAFG L 2.5% target —  Despite the positive signs last month, risks aren’t off the table. We think the

Mote: Based on Barckys Agg Corp exSub Index. Source: Barckys Resaanch
upside potential for European credits is limited. Yield has to be found elsewhere.
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Investment Grade Credits (I1)

Issuance of corporate credit
Issuance volumes arewell ahead of expectations

J—— — Inthe US, It is attractive for corporates to issue new debt, so issuance volumes in
::EZ” the US are rising (European issuance is slowing down actually). About half of the
1406 n new issuances in the US is stated in euros, in order to profit from the difference
£120bn
1006n inyield. The rising issuance of US corporates gives some breath to the tight euro

=0bn credit market.

£H0bn

=bn

£20bn

Dbn —  Where European yields continue to slide, US credit yields are moving upwards.

2007 2008 2008 2090 2011 2012 2013 2014 2015
However, US spreads tightened as the Treasury yield in the US went up more.

Ml=zuance wTDH

Saurce: 53 Grass Ammet ResearchfGradi Most spread tightening took place in the mid-term segment, where the 10-year
o o ) i segment came in nearly 25bps from the highest point so far this year. Yields for
= Spread tightening in the US in the medium term
g 10y Bonds Have Led the Rally, Tightening Nearly 10bp corporates in the US closed around 3% this month (measured in euros, this is
é Relative to the Index 2.6%).
E CDrUp-DSt-’ate rAaturity Bucket

Indes T

Sy T 10w S0y
" | | | | | — Arate hike would hurt US credit performance, but the indication is that this will
T not occur in the coming months. Keeping the search-for-yield mantra in mind,
T US credits might be an alternative for their European counterparts. We have an
-15bp

underweight position in European credits. Investors looking for yield might could

P take a look at US credits as an alternative, but they must be aware of the slightly

m Tightaning from 2075 Wides
-25bp -

higher risk profile of US credits, and the currency effect.
Sourca: Bloombam, Barnckhys Raesaam h
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High Yield (1)

High Yield spread
. — Driven by a positive sentiment in financial markets, High Yield experienced one
w of its strongest months in recent years. An immediate ‘Grexit’ was avoided and

i looser monetary policy around the globe (the US being the only major
exception) revived the quest for yield. The Global High Yield Index (hedged to

g \a euros) increased by 2.5% in February. Since the end of January the spread on
high yield bonds has contracted significantly (76 basis points.)

o— —  Energy companies were the biggest gainers within the Global High Yield Index as

TO
20
€0
vor
s0-ue
20
L0
80
60
ot1-ue
T

oil prices stabilized. It was the energy sector’s strongest month in six years, with

a total return of 5.5%, and also the first positive month since August last year.
Energy spreads decreased

1,100

— The graph to the left shows that the strong return on energy-related bonds came

)
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-
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900

as oil prices stopped their decline. This underpins our view that investors did not

discriminate enough between those companies in real default danger and the

700

healthier companies when oil prices were falling. As the oil-related turmoil

500

weakened, investors paid more attention to fundamentals again, with lower

spreads as a result. That said, given the strong growth in oil production, another

300

——US HY Spread - Energy sector drop in oil prices can not be ruled out at this time.

Source: Bloomberg ===Qil price USD 20

o
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High Yield (II)

Leverage ratios are increasing...

—  Over the last couple of years the leverage ratio of high yield companies has

steadily increased. While this has deteriorated the fundamental outlook a bit,

these levels are not that troublesome when current interest rates are taken into

account. The graph below shows that interest costs have actually gone down as

2000 20

bond yields have fallen sharply. Effective interest cost levels are significantly

(e an s an an an i bonds and equities. Investment grade credit spreads have remained extremely

15

lower than a few years ago.

30

Net Leverage (Net Debt/LTM EBITDA, x)

H — HighYield still offers an attractive valuation against both investment grade

25
1998

... but effective interest costs are falling low as a result of the announcement of QE by the ECB, while high yield spreads

have widened somewhat. Compared to the earnings yield for equities, high yield

75 remains attractive as well.
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—  We continue to be marginally overweight in high yield bonds (especially against

Lol
o

cash). We think that the extreme loose monetary stance of many central banks

@
o

will force investors towards riskier asset classes. This should lead to reasonable

Net Leverage (Net DebULTM EBITDA, x)

. | _ _ _ _ _ returns for high yield bonds compared to the returns on cash, government

bonds and credits.
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Emerging Market Debt (I)

Yield to Maturity

—  Spreads on emerging market debt (EMD) narrowed marginally over the last
month. As has been the case for quite some time now, spread movements are
the least important factor concerning EMD returns. As the graph to the left
shows, the somewhat volatile movements in US interest rates are of bigger
importance. After a sharp drop at the start of the year, the 5-year US Treasury

' yield rebounded as macro data and Yellen’s testimony on rates emphasized that

a Fed rate hike is likely.
~—JPM GBI-EM YTM

—US 5-year Govt Bond Yield (RHS) Source: Bloomberg
5 0
3 E 3 g 3 z — Russian local currency bonds stabilized as oil prices ended their steep decline
Russian Local Currency bonds and no additional sanctions were inflicted ... yet. The ruble and some forward-

Russia Local G tBond Perf , .
ssia Rocal movernment Sond Feriormance looking macro data (for example, the manufacturing PMI) strengthened and

brought some relief. However, since the weight of Russian local bonds has fallen

100
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to just 4%, against the maximum 10% less than a year ago, any recovery in

Russian bonds will have a limited effect on the overall index.

—  Furthermore, Russia remains the most volatile and unpredictable part of the

EMD universe. Qil prices are not expected to rise that much in the short term.
~—JPMorgan GBI-EM Russia USD
— 1P Morgan GBI-EM Glohal Diversified USD Also, the economy is under severe pressure, currency reserves are dwindling and

I
Aug-14
sep

3 a bold move by the central bank to lower short-term rates could still backfire.
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Emerging Market Debt (I1)

1-month Change in inflation

—  Lower oil prices have led to lower inflation levels in most emerging countries, as is

shown by the graph on the left. Next to Russia, Brazil is the only other major

m Brazil CPI IPCA YoY

a ussi CP1 Vo exception. Interest rates are expected to go up here. Meanwhile, Brazil’s currency,

u Mexico CPI Yo

the real, is weakening. The outlook for Brazilian local government bonds remains

mIndonesia CPI YoY

® Hungary CPI Yearly

poor. But for most countries in the EMD universe, lower inflation offers room to

u Malaysia CPI YoY 2010=100

“”““f"””"”‘“ loosen monetary policy. Indonesia, Turkey and Peru have already lowered rates this
0 mSouth Africa CPI YoY (2012=100
l.  China CPL Yo year and more rate cuts are expected. This is a positive for EMD.
mThailand CPI All Ttems YoY 201
-1
,; —  Meanwhile, emerging market currencies remain under pressure, especially against
1-month change in EM FX the US dollar. With the exception of Russia (already mentioned before), most

emerging currencies depreciated against the dollar as a US rate hike looms. While

Brail
hile

we should take into account that ultimately returns are measured in euros, the

olumbia
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outlook remains subdued. We expect emerging market currencies to fall against

the dollar. Current accounts are improving slightly this and next year, but they

laysa remain negative for most countries. On top of that we expect emerging market
Philippines

frd currency volatility to remain relatively high for a considerable time. Much of the

effects and imbalances that result from aggressive maneuvers by central banks

Russia

Soutnica my- around the globe are reflected through currencies. We stay neutral on emerging
' ‘ market debt.

4% 6% A% 2% 0% % % 6% 8% 10%
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The euro is still depreciating against most G-10 currencies

— So now that the ECB has finally started its long-anticipated buying program, what

EURUSD will happen next? The general expectation is that the euro will weaken further.
EURSEK 0.1%
CURCHF That is the conclusion that can be drawn from past experience (sterling, yen, US
EURAUD dollar). When looking at the returns of the past month this still seems to be the
:E:S:E right view. The euro only strengthened against the yen (still in QE mode) and
EURNOK against the Swiss franc, which saw a small retracement after the massive 14%
EURDKK 3% . .
decline in January.
EURJPY
EURGBP
76.‘0% —A.IO% —2.6% 0.6% 2.(I)% 1-1.(I)% . . . .
—  The crosses against which the euro depreciated all have short-term interest rates
Higher interest rates are still supportive for currencies (1-year swap rates) higher than that of the Eurozone. Not that all these central
banks are expected to tighten policy; for the moment, we only think that this is
EURAUD ’d the case for the US and the UK. Already in the first months of this year around 18
FURCAD — - : - -
EURNZD | = central banks have eased policy. To stand out in such an environment is only
EURIPY 4 possible if you out-ease every one else. That is exactly what the market expects
> EURUSD = . . o . .
o EURGBP — from the buying program of the ECB, and we think this is already priced firmly
g EEUL:?FLSSE — into the euro side of the currency crosses. A risk is any indication that the ECB
3 EURDKK 1 can't live up to its promise and starts back peddling. This might happen if data in
= EURCHF —
5 ' ’ the Eurozone continues to strengthen
g 6.0% 4.0% 2.0% 0.0% 2.0% 4.0% 9 :
= 1y euro rate -/- 1y rate other ccy February 2015 currency return
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The US economy is rapidly adding more jobs
— Inthe short term however, we think that not the euro part, but the other leg

of the currency crosses will be an important driver.

— To determine the future path of the euro/dollar cross we need to look

(20000) - towards the US. Based on the latest Fed-speak it is obvious that incoming
ek data will be very important. A continued improvement in the labor market
1 and wage increases are essential for the Fed to start a tightening cycle. What
sl . e i we did notice is that Yellen went to great lengths to create policy flexibility.
(Looo.ooko—v_gl Nowd3  Novss Nowdl  Norsd Mol Novd3 Nowds Novd] Mol MNovll Nowi3 To us this means that the Fed is saying goodbye to forward guidance, a policy
Money is flowing out of Japan that has been in place for the last couple of years. A consequence of this is
71 100n st mumbsr mesns oo fom s an increase in volatility around the release of important data. For the yen we
EEE .'T['ETE:::”;;'E f/f -\\"-\ think the picture is a bit clearer : no end to quantitative easing, of which a
450 - mOther new round is still very probable. We are also watching portfolio outflows very
ggg I'l carefully as this is an indication that locals are reacting to QE.
& 300 |
9 250 |
;% ':'gg I,-'I —  We continue to believe that the dollar will strengthen further. For the
g 123 / moment we prefer to capitalize on this by having a short yen position. We
S '?Ian-lﬂ T e T D e e m e i e continue to look for opportunities to increase this position and to add a long

Bource: CreditBulsae, Japan Mgy of Finance dollar position against the euro.
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Important information

This document has been carefully prepared by Robeco Institutional Asset Management B.V. (Robeco).

It is intended to provide the reader with information on Robeco’s specific capabilities, but does not constitute a recommendation to buy or
sell certain securities or investment products.

Any investment is always subject to risk. Investment decisions should therefore only be based on the relevant prospectus and on thorough
financial, fiscal and legal advice.

The information contained in this document is solely intended for professional investors under the Dutch Act on the Financial Supervision
(Wet financieel toezicht) or persons who are authorized to receive such information under any other applicable laws.

The content of this document is based upon sources of information believed to be reliable, but no warranty or declaration, either explicit or
implicit, is given as to their accuracy or completeness.

This document is not intended for distribution to or use by any person or entity in any jurisdiction or country where such distribution or use
would be contrary to local law or regulation.

All copyrights, patents and other property in the information contained in this document are held by Robeco. No rights whatsoever are
licensed or assigned or shall otherwise pass to persons accessing this information.

The information contained in this publication is not intended for users from other countries, such as US citizens and residents, where the
offering of foreign financial services is not permitted, or where Robeco's services are not available.

Robeco Institutional Asset Management B.V. (trade register number: 24123167) has a license of the Netherlands Authority for the Financial
Markets in Amsterdam.
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