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Brexit unlikely, but &%
what If...?7 “

Lukas Daalder
e We currently put the odds of a Brexit at 25% ClO Investment Solutions

e The overall impact for the UK and financial markets is closely
linked to the fate of the pound

o For Europe, the biggest risk is potential speculation on a further
disintegration

What are the odds that the UK will leave Europe on 23 June? And if this occurs what impact
will it have? We asked Lukas Daalder, CIO Investment Solutions.

Let me start by saying that we do not expect the British majority to vote in favor of the UK
leaving the EU on 23 June. Neither the deal secured by Cameron, nor the fact that the
mayor of London Boris Johnson has joined the Brexit camp can be seen as decisive
elements that will determine the outcome of the vote. Many British citizens feel limited
affection for the EU, but faced with the greater uncertainties surrounding a Brexit, when
push comes to shove, we expect the majority to choose to maintain the status quo. As
such, we currently put the odds of a Brexit at 25%.

But what if? What if the Brexit camp does manage to secure a majority, how will that
impact the UK and European economies and what will the impact be on the financial
markets? Interestingly, the first part of this question (on the economic impact) is
irrevocably tied up with the second part: much will depend on how the financial markets
deal with the additional uncertainties for what is already a fragile market environment.

It will depend on the overall volatility in the months prior to 23 June: if things have more
or less stabilized in the intervening months, the impact will probably be much more muted
than if a 'no’ vote were to take place today. There is some risk of escalation, but we don’t
think it's very likely.

To be clear: even if there is an exit majority on 23 June, it will still be rather unclear to all

parties involved what the direct implications will be. David Cameron’s resignation is pretty

likely, the replacement of Boris Johnson plausible, but beyond that, there are a lot of

uncertainties. Trade deals need to be renegotiated (within a two-year time frame), which | .

probably poses bigger risks for service-oriented sectors as they do generally not fall under There is some
WTO rules. No one knows how lenient the Eurozone countries are going to be during these . k _[_-

negotiations, so it is impossible to assess what the outcome will be. rsK o

Crucial uncertainties include: escalat|on, bUt

1. How the British pound will react to the ‘no’ vote (in light of the external funding of the we dOn 't th | nk
twin deficits)
2. Foreign direct investment flows out of the UK it's very ||ke|y'
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3. Impact on the status of London as Europe’s financial center (will it move to Frankfurt,
will the UK still be allowed to handle euro-clearing?)

And on a broader level for Europe:

4. Willit trigger a potential renewed wave of XXexit worries (fill in XX with the country of
choice)?

5. Potential weakening of Europe’s global political power

UK growth will be hit, inflation will reappear

As for the economic impact on the UK, there are three elements that will directly affect
growth. The first is the impact on sentiment and the increased uncertainty, which will hit
foreign investment. The second is the effect on financial asset prices in the UK (housing
sector), as the influx of wealthy foreigners will stall (with longer term implications for
underlying labor market growth as well). Potentially the biggest and most direct impact
will be what happens to sterling, however. In the event of a strong slide (>25% versus EUR
and USD) the impact on inflation will be significant, possibly pushing it up to as much as
5%.

The big question in such a scenario will be whether the Bank of England is willing to let this
run its course, or will they feel the need to hike rates. Higher interest rates might also be
needed to keep the pound from depreciating too much and to attract capital to finance
the twin deficits. A 25% slide may seem big (it does to us as well), but it should be seen in
the context of an overvalued starting point (from a BIS REER perspective) and the
somewhat ominous twin deficits (current account, government budget). 'Potentia | |y the
The UK needs external funding and this will be at risk once we get into a Brexit scenario. .

Additionally, UK stocks will enter a pretty volatile trading environment, with the financial b | g g eSt dn d

sector as the most likely victim. This is the short-term outcome, with the pound as the .
main variable to keep an eye on: the more muted the response in the FX markets, the less mOSt d | reCt
extreme the ripple effect on the economy and other financial markets. The longer term ; ;
impact depends on the outcome of the negotiations, which — as said — are impossible to Im pad wi ” be
evaluate at this point in time. It is clear though that a no-vote poses clear risks to the What ha p penS
position of the UK as the financial center of Europe. . ,
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Cost of Brexit for Europe

As for Europe, the cost of Brexit will also be mostly linked to the way financial markets are
able to cope with the uncertainties. Although we would expect the euro to strengthen
versus the pound (or rather, the other way round), the euro is certainly going to weaken
versus the dollar (and other currencies), which means that the impact will be evened out.
Investments will be hit (uncertainty), although EU countries (Ireland?) and sectors
(financials) will get a boost from the diverted foreign direct investment.

'For Europe the

For Europe the biggest uncertainty is linked to potential speculation on the further blg QESt
disintegration of the Eurozone itself. Peripheral bond spreads could widen once again, : :
forcing the ECB to step up to the plate again to keep things from escalating out of control. u ncerta I nty N
The real test will be to see how a Brexit will impact the various parliamentary elections || n ked tO

that will take place in 2017 (Dutch, French and German).

potential
Figure 2. Key Dates Influencing the UK EU Referendum, 2016-17 .
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Market impact

As stated previously, we feel that the pound is the crucial variable that will determine the
extent of the shockwaves that hit the system. With a limited drop in the pound’s value
(<10%), the direct impact for inflation will be manageable and not trigger any central
bank policy change. In that scenario, the focus will be more on the longer term effects,
with negative consequences for UK stocks (lower growth) and positive ones for UK bonds
(lower growth, flight to safety). If the correction in the FX markets is more pronounced,
this will compound the market stress and add the inflation element to the mix. Short rates
may have to move up, while the outlook for bonds will become less certain (inflation up,
growth down) and credit spreads will widen.

The developments in the UK markets will be mimicked outside the UK as well, but will
become less extreme, the further away we move geographically. In other words, the
impact will be felt in the European stock market more strongly than in the US and even less
so in Asia. Volatility in the markets will undoubtedly once again lead to speculation on the
safety of the European financial sector. There is a fair amount of uncertainty on how and if
the financial system could be ‘unbundled’ in an orderly fashion. Despite their ultra-low
yields, bonds would be likely to profit from a flight to safety yet again, although credit
spreads are likely to widen.
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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. 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.

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 Hong Kong

This document has been distributed by Robeco Hong Kong Limited (‘Robeco’). Robeco is licensed and regulated by the Securities and Futures Commission
in Hong Kong. The contents of this document have not been reviewed by any regulatory authority in Hong Kong. If you are in any doubt about any of the
contents of this document, you should obtain independent professional advice.

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 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 licence 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 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 regulated 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 France

In remuneration for its advisory and distribution activities in respect of the group's UCITS, the parent company will pay the entity in France a fee, in
application of all the rules laid down by the Robeco Group with regard to transfer pricing:

- equivalent to 1/3 of the management fees applied to institutional-type units that do not give rise to a distribution fee (which distributor "clients" such as
private banks would receive, for example).

- equivalent to 2/3 of the management fees applied to "all investors" units that may, provided there is an agreement in place, give rise to payment of a
distribution fee (which distributor "clients" such as private banks would receive, for example) up to a maximum 50% of the management fees of the
underlying UCIT. RIAM is a Dutch asset management company approved by the AFM (Netherlands financial markets authority), having the freedom to
provide services in France. Robeco France has been approved by the French prudential control and resolution authority (formerly ACP, now the ACPR) as

an investment firm since 28 September 2012.

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.
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Additional Information for investors with residence or seat in Switzerland

RobecoSAM AG has been authorized by the FINMA as Swiss representative of the Fund, and UBS AG as paying agent. The prospectus, the articles, 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. 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. The value of the investments may
fluctuate. Past performance is no guarantee of future results. 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 August 2010. 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.
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