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Political risks In Eurozone
without safety net

* French and Italian government bond spreads widen sharply
* Political risks drive bond markets as ECB gradually withdraws

* Active country allocation in Eurozone is crucial

Turmoil in EMU bond markets

Political risk is back in the Eurozone and it impacts bond markets like its 2011 all over again.
The spread between French and German 10-year bond yields has risen quickly from just 0.3%
in early November to nearly 0.8% in early February. This is the highest spread since late 2012.
ltalian bond spreads rose above 2% for the first time since 2014. EMU countries’ bond

markets have not diverged this much since the start of the ECB’s QF program.

Rising political risk in France...

Political risk is clearly elevated this year with elections in France, Germany, the Netherlands
and potentially in Italy as well. Moreover, populist anti-EMU parties rank strongly in the polls.
In France polls indicate that Le Pen will win the first round of the presidential election. Her
Front National promises a referendum on EMU membership and it wants to repay the
government debt in French Francs instead of in euros. Polls also indicate that she will be
defeated in the second round by Macron or Fillon. These candidates propose the kind of
structural reforms that France needs to unleash its economic potential. According to the polls
her party surely won't win the parliamentary elections in June. But polls did not predict the

Brexit or Trump. French bonds have sold of sharply on the back of these political risks.

and populism as a threat to the entire Eurozone...
Coupled with the strong support for euro-sceptic party PVV of Geert Wilders in the Dutch
polls, the ascent of the AfD in Germany and the likely arduous Brexit negotiations the risks

to the Eurozone as a whole are rising. Especially Italian bonds were also hit strongly by this

‘Markets are
reacting
strongly to
country-specific
weaknesses
and risks,
offering
opportunities
to add value .’




risk. As mentioned in our article Italian unrest returns with a vengeance?, our fundamental

view on [taly is rather bearish. Structurally weak growth has led to high unemployment,
feeding political discontent. The rise in political risks became clear last December when
Prime Minister Renzi stepped down after constitutional reform was rejected by referendum.
Early elections are a risk, while the anti-euro 5 Star Movement is in a neck-and-neck race with
Renzi’s centre-left PD party in the polls. While the risks are clear, the strong market reaction
remains notable. Bond markets easily ignored similar risks in recent years, helped by the

supportive stance of the ECB.

Figure 1| Spread of French 10-year government bonds versus German bonds
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... while the ECB is stepping back

This support from the ECB - however - is starting to fade. This explains why bond markets are
now clearly more vulnerable to bad news than in recent years. Last December the ECB
announced that it will reduce its monthly bond buying from EUR 80bn to EUR 60bn in April
2017. Furthermore the ECB has already implemented two other changes to its Quantitative
Easing (QE) program that together result in a significant reduction in the duration (interest-
rate risk) of the bonds that the ECB buys. The ECB reduced the minimum maturity to 1year
and it started to buy bonds with a yield below the deposit rate. The ECB will effectively absorb
a third less Italian bond risk in April than late last year and even take less than half as much
German bond risk from the markets (as is shown in Figure 2). And with headline inflation
now close to target, economic growth decent and the technical limits of the ECB’s bond
buying coming closer, markets have to get used to the idea that the QE program might be

reduced further already this year and will end next year.
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Figure 2 | Substantial decrease in risk absorption by ECB
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Active country allocation necessary

The ECB's Quantitative Fasing has effectively reduced country spreads and volatility in the
Eurozone bond markets. While we benefited from this spread compression in 2013-2015, it
also meant that there were fewer opportunities to add value with active country allocation
in 2015 and 2016, as markets could ignore country fundamentals. This has now changed.
Markets are reacting strongly to country-specific weaknesses and risks, offering opportunities

to add value with our proven active country allocation.

Robeco Global Total Return Bond Fund and Robeco Euro Government Bonds were correctly
positioned for wider spreads in Italy and France in early 2017. This contributed positively to
the performance in January. Late last year, the funds also were positioned for the spread
widening in the run-up to the Italian referendum. We temporarily closed these positions in
December, but again sold Italian bonds after these had recovered from the referendum,

anticipating renewed widening this year.

Our active country allocation, based on in-depth country research including ESG factors, has
proven its value in the euro sovereign debt crisis and in the ensuing spread tightening. Rising
political risk and the ECB stepping back offer great opportunities for Robeco Global Total

Return Bonds and Robeco Euro Government Bonds to add value with country allocation.
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Important Information

Robeco Institutional Asset Management B.V., hereafter Robeco, has a license as manager of UCITS and AlFs from the Netherlands Authority for the Financial Markets in Amsterdam. This statement is intended for
professional investors. Therefore, the information set forth herein is not addressed and must not be made available, in whole or in part, to other parties, such as retail clients. Robeco disclaims all liability arising from uses
other than those specified herein. Without further explanation this presentation cannot be considered complete. It is intended to provide the professional investor with general information on Robeco’s specific capabilities,
but does not constitute a recommendation or an advice to buy or sell certain securities or investment products. All rights relating to the information in this presentation are and will remain the property of Robeco. No part
of this presentation may be reproduced, saved in an automated data file or published in any form or by any means, either electronically, mechanically, by photocopy, recording or in any other way, without Robeco's prior
written permission. 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. The prospectus and the Key Investor Information Document for the Robeco Funds can all be obtained free of charge at www.robeco.com. Investment involves risks. Before investing,
please note the initial capital is not guaranteed. The value of the investments may fluctuate. Past performance is no guarantee of future results. Historical returns are provided for illustrative purposes only. The price of
units may go down as well as up and the past performance is not indicative of future performance. If the currency in which the past performance is displayed differs from the currency of the country in which you reside,
then you should be aware that due to exchange rate fluctuations the performance shown may increase or decrease if converted into your local currency.

Additional Information for investors with residence or seat in France
Robeco is having the freedom to provide services in France. Robeco France has been approved under registry number 10683 by the French prudential control and resolution authority (formerly ACP, now the ACPR) as an
investment firm since 28 September 2012. Robeco France is only authorized to offer investment advice service to professional investors.

Additional Information for investors with residence or seat in Germany
This information is solely intended for professional investors or eligible counterparties in the meaning of the German Securities Trading Act.

Additional Information for investors with residence or seat in Italy

This document is considered for use solely by qualified investors and private professional clients (as defined in Article 26 (1) (d) of Consob Regulation No. 16190). If made available to Distributors and individuals authorized
by Distributors to conduct promotion and marketing activity, it may only be used for the purpose for which it was conceived. Therefore, the information set forth herein is not addressed and must not be made available, in
whole or in part, to other parties, such as retail clients. Robeco disclaims all liability arising from uses other than those specified herein.

Additional Information for investors with residence or seat in Spain
The Spanish branch Robeco Institutional Asset Management BV, Sucursal en Espafia, having its registered office at Paseo de la Castellana 42, 28046 Madrid, is registered with the Spanish Authority for the Financial
Markets (CNMV) in Spain under registry number 24.

Additional Information for investors with residence or seat in Switzerland

This document is distributed in Switzerland by RobecoSAM AG which is authorized by the FINMA as asset manager of collective investment schemes and Swiss representative of foreign collective investment schemes.
RobecoSAM AG has been authorized by the FINMA as Swiss representative of the Fund, and UBS Switzerland AG, Bahnhofstrasse 45, 8001 Zurich, postal address: Badenerstrasse 574, P.0. Box, CH-8098 Zurich, as Swiss
paying agent. The prospectus, the key investor information documents (KIIDs), the articles of association, the annual and semi-annual reports of the Fund, as well as the list of the purchases and sales which the Fund has
undertaken during the financial year, may be obtained, on simple request and free of charge, at the head office of the Swiss representative RobecoSAM AG, Josefstrasse 218, CH-8005 Zurich. The performance data do not
take account of the commissions and costs incurred on the issue and redemption of units. The prices used for the performance figures of the Luxembourg-based funds are the end-of-month transaction prices net of fees up
to 4 August2010. From 4 August 2010, the transaction prices net of fees will be those of the first business day of the month. Return figures versus the benchmark show the investment management result before
management and/or performance fees; the fund returns are with dividends reinvested and based on net asset values with prices and exchange rates of the valuation moment of the benchmark. Please refer to the
prospectus of the funds for further details. The prospectus is available at the company’s offices or via the www.robeco.ch website. Performance is quoted net of investment management fees. The ongoing charges
mentioned in this publication is the one stated in the fund's latest annual report at closing date of the last calendar year. The material and information in this document are provided "as is" and without warranties of any
kind, either expressed or implied. RobecoSAM AG and its related, affiliated and subsidiary companies disclaim all warranties, expressed or implied, including, but not limited to, implied warranties of merchantability and
fitness for a particular purpose. All information contained in this document is distributed with the understanding that the authors, publishers and distributors are not rendering legal, accounting or other professional
advice or opinions on specific facts or matters and accordingly assume no liability whatsoever in connection with its use. In no event shall RobecoSAM AG and its related, affiliated and subsidiary companies be liable for any
direct, indirect, special, incidental or consequential damages arising out of the use of any opinion or information expressly or implicitly contained in this document.

Additional Information for investors with residence or seat in the United Kingdom
Robeco is subject to limited regulation in the UK by the Financial Conduct Authority. Details about the extent of our regulation by the Financial Conduct Authority are available from us on request.

Additional Information for investors with residence or seat in Hong Kong

Investment returns not denominated in HKD/USD are exposed to exchange rate fluctuations. Investors should refer to the fund’s Hong Kong prospectus before making any investment decision. Investors should ensure that
they fully understand the risk associated with the fund. Investors should also consider their own investment objective and risk tolerance level. Any opinions, estimates or forecasts may be changed at any time without prior
warning. If in doubt, please seek independent advice. The content of this document is based upon sources of information believed to be reliable. This fund may use derivatives as part of its investment strategy and such
investments are inherently volatile and this fund could potentially be exposed to additional risk and cost should the market move against it. Investors should note that the investment strategy and risks inherent to the fund
are not typically encountered in traditional equity long only funds. In extreme market conditions, the fund may be faced with theoretically unlimited losses. This document has not been reviewed by the Securities and
Futures Commission. This document has been distributed by Robeco Hong Kong Limited (‘Robeco’). Robeco is regulated by the Securities and Futures Commission in Hong Kong.

Additional Information for investors with residence or seat in Singapore

This document has not been registered as a prospectus with the Monetary Authority of Singapore. Accordingly, this document and any other document or material in connection with the offer or sale, or invitation for
subscription or purchase, of Shares may not be circulated or distributed, nor may Shares be offered or sold, or be made the subject of an invitation for subscription or purchase, whether directly or indirectly, to persons in
Singapore other than (i) to an institutional investor under Section 304 of the Securities and Futures Act, Chapter 289 of Singapore (the “SFA”) or (i) otherwise pursuant to, and in accordance with the conditions of, any
other applicable provision of the SFA.

Additional Information for investors with residence or seat in Shanghai

This material may not be copied or used with the public. This material is prepared by Robeco Investment Management Advisory (Shanghai) Limited Company (Robeco Shanghai for short) and is only provided to the specific
objects under the premise of confidentiality. This material must not be wholly or partially reproduced, distributed, circulated, disseminated, published or disclosed, in any form and for any purpose, to any third party
without prior approval from Robeco Shanghai. The information and/or analysis contained in this material have been compiled or arrived at from sources believed to be reliable but Robeco Shanghai does not make any
representation as to their accuracy, correctness, usefulness or completeness and does not accept liability for any loss arising from the use hereof or the information and/or analysis contained herein. Neither Robeco
Shanghai or its affiliates, nor any of their directors, officers or employees shall assume any liability or responsibility for any direct or indirect loss or damage or any other consequence of any person acting or not acting in
reliance on the information contained herein. The information in this material may contain projections or other forward-looking statements regarding future events, targets, management discipline or other expectations
which involve assumptions, risks, and uncertainties and is only as current as of the date indicated. Based on this, there is no assurance that such events will occur, and may be significantly different than that shown here,
and we cannot guarantee that these statistics and the assumptions derived from the statistics will reflect the market conditions that may be encountered or future performances of Robeco Shanghai. The information in this
material is based on current market conditions, which will fluctuate and may be superseded by subsequent market events or for other reasons. The information contained herein may not reflect the latest information on
account of the changes and Robeco Shanghai is not responsible for the updating of the material or the correction of inaccurate or missing information contained in the material. Robeco Shanghai has not yet been
registered as the private fund manager with the Asset Management Association of China. This material was prepared solely for informational purposes and does not constitute a recommendation, professional advice, an
offer, solicitation or an invitation by or on behalf of Robeco Shanghai to any person to buy or sell any product. This material should not be viewed as a recommendation to buy or sell any investment products or to adopt
any investment strategies. Nothing in this material constitutes investment, legal, accounting or tax advice, or a representation that any investment or strategy is suitable or appropriate to your individual circumstances, or
otherwise constitutes a personal recommendation to you. Robeco Shanghai is a wholly foreign-owned enterprise established in accordance with the PRC laws, which enjoys independent civil rights and civil obligations. The
statements of the shareholders or affiliates in the material shall not be deemed to a promise or guarantee of the shareholders or affiliates of Robeco Shanghai, or be deemed to any obligations or liabilities imposed to the
shareholders or affiliates of Robeco Shanghai.

Additional Information for investors with residence or seat in Australia

This document is distributed in Australia by Robeco Hong Kong Limited (ARBN 156 512 659) (‘Robeco’) which is exempt from the requirement to hold an Australian financial services license under the Corporations Act 2001
(Cth) pursuant to ASIC Class Order 03/1103. Robeco is requlated by the Securities and Futures Commission under the laws of Hong Kong and those laws may differ from Australian laws. This document is distributed only to
wholesale clients as that term is defined under the Corporations Act 2001 (Cth). This document is not for distribution or dissemination, directly or indirectly, to any other class of persons. It is being supplied to you solely for
your information and may not be reproduced, forwarded to any other person or published, in whole or in part, for any purpose.

Additional Information for investors with residence or seat in the Dubai International Financial Centre (DIFC), United Arab Emirates
Robeco Institutional Asset Management B.V. (Dubai Office), Office 209, Level 2, Gate Village Building 7, Dubai International Financial Centre, Dubai, PO Box 482060, UAE. Robeco Institutional Asset Management B.V.
(Dubai office) is requlated by the Dubai Financial Services Authority (“DFSA”) and only deals with Professional Clients and does not deal with Retail Clients as defined by the DFSA.

Additional Information for investors with residence or seat in Brazil

The fund may not be offered or sold to the public in Brazil. Accordingly, the fund has not been nor will be registered with the Brazilian Securities Commission - CVM nor have they been submitted to the foregoing agency for
approval. Documents relating to the fund, as well as the information contained therein, may not be supplied to the public in Brazil, as the offering of the fund is not a public offering of securities in Brazil, nor used in
connection with any offer for subscription or sale of securities to the public in Brazil.

Additional Information for investors with residence or seat in Colombia

This document does not constitute a public offer in the Republic of Colombia. The offer of the fund is addressed to less than one hundred specifically identified investors. The fund may not be promoted or marketed in
Colombia or to Colombian residents, unless such promotion and marketing is made in compliance with Decree 2555 of 2010 and other applicable rules and regulations related to the promotion of foreign funds in
Colombia. The distribution of this document and the offering of [Shares] may be restricted in certain jurisdictions. The information contained in this document is for general guidance only, and it is the responsibility of any
person or persons in possession of this document and wishing to make application for the fund to inform themselves of, and to observe, all applicable laws and regulations of any relevant jurisdiction. Prospective
applicants for the fund should inform themselves of any applicable legal requirements, exchange control regulations and applicable taxes in the countries of their respective citizenship, residence or domicile.

Additional Information for investors with residence or seat in Panama

The distribution of this fund and the offering of Shares may be restricted in certain jurisdictions. The above information is for general guidance only, and it is the responsibility of any person or persons in possession of the
prospectus of the fund and wishing to make application for Shares to inform themselves of, and to observe, all applicable laws and regulations of any relevant jurisdiction. Prospective applicants for Shares should inform
themselves as to legal requirements also applying and any applicable exchange control regulations and applicable taxes in the countries of their respective citizenship, residence or domicile.

This document does not constitute an offer or solicitation to any person in any jurisdiction in which such offer or solicitation is not authorized or to any person to whom it would be unlawful to make such offer or
solicitation.

Additional Information for investors with residence or seat in Peru
The fund has not been registered before the Superintendencia del Mercado de Valores (SMV) and are being placed by means of a private offer. SMV has not reviewed the information provided to the investor. This
document is only for the exclusive use of institutional investors in Peru and is not for public distribution.

Additional Information for investors with residence or seat in Uruguay

The sale of the fund qualifies as a private placement pursuant to section 2 of Uruguayan law 18,627. The fund must not be offered or sold to the public in Uruguay, except in circumstances which do not constitute a public
offering or distribution under Uruguayan laws and regulations. The fund is not and will not be registered with the Financial Services Superintendency of the Central Bank of Uruguay. The fund corresponds to investment
funds that are not investment funds regulated by Uruguayan law 16,774 dated September 27, 1996, as amended.
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