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“Switching from High Yield to Equities”

Lukas Daalder, CIO Investment
What started out as a gradual decline in the oil price has in recent weeks developed into a Solutions Robeco
real selling frenzy. Since mid-June, oil prices have dropped by 40%. Last week’s decision by
OPEC not to cut production levels was the final straw that pushed oil below the USD 70
mark, the lowest level since 2009. There were two main reasons behind this correction —
declining demand due to the weak growth prospects of the world economy and rising
supply linked to the shale gas revolution in the US.
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Although on balance we think this will be a positive growth stimulant for the world
economy, it is clear that there are potential negatives as well. Specifically we see the risks
involved for the oil producing companies and as a result the High Yield market:

e Arising share of the US High Yield market is linked to the oil producing sector,
which is a reflection of the rapidly growing shale industry. From less than 5% in
20086, the share of oil related companies has risen to above 15% in 2014 (see
chart below), with some sources putting the current level at 17.5%. It is clear that
the drop in the oil price has increased the risk of defaults in this sector. Trackers
and ETFs in High Yield will feel the impact in the case of such an event.
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Rising share of oil producers in the US High Yield market
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e Inthe event of a default by one of the shale producers, we think the risk of a
direct economic spillover to other sectors is limited. However, we would expect
the knee-jerk reaction to be more one of spread widening, as it will raise the
overall risk awareness in the market. In fact, the spread widening we have seen
so far in the overall High Yield market can already to a certain extent be
attributed to the developments in the oil sector. Although we would view this
trend in the overall market as a longer term buying opportunity, from a multi-
asset allocation point of view, we see better value in equities.
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Spread widening in the High Yield market
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e  Whereas exposure to the US energy sector in the High Yield market has increased
steadily, the opposite is true for US equities. As such, the impact from a possible

default will be less severe for stocks.

Spread widening in the High Yield market
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e  We expect the overall impact of the oil price decline to be a net positive for the
economic outlook. It will boost final (consumer) demand as real disposable
income for non-energy consumption is set to increase. Additionally, margins for
the cyclical and energy dependent companies are set to strengthen. So whereas
the risk-reward profile for High Yield has deteriorated, the opposite is true for
equities.

Change in multi-asset portfolio

All'in all, we have decided to lower our exposure to High Yield by 3%, in favor of
Developed Market Equities. Following this reshuffle we are still overweight High Yield, as
we expect the search for yield to remain an important theme for the next few months. As
such, we still see any sell-off in High Yield as a buying opportunity. Having said that, we
currently see a better risk-reward trade-off elsewhere.

Multi asset portfolio versus benchmark

active previous

Equities Developed Markets 320% 25.0% 7.0%  40%
Equities Emerging Markets 5.0% 5.0%
Real Estate Equities 2.5% 5.0% 25% -25%
Commaodities 5.0% 5.0%
Core Gov Bonds 1-10 15.0% 20.0% -5 0% -30%
Core Gov Bonds 10+ 7.5% 7.5%
Investment Grade Corp Bonds 19.0% 20.0% -10%  -10%
High Yield Corp Bonds 7.0% 5.0% 20% 50%
Emerging Market Bonds LC 5.0% 50%
Cash 2.0% 25% 05% -0.3%
EUR/USD -2.0% 20%  -20%
EUR/IPY 1.0% 1.0% 1.0%
EUR/GBP
EUR CASH 1.0% 1.0% 1.0%

Portfolio risk
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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 requlation.

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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