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ltalian unrest returns
with a vengeance

* New referendum aims to repeal major labor market reform
* Rising risks of early elections

* Ongoing political turmoil negative for Italian bonds

Though the Italian government bond market has just calmed down since last
month’s referendum, a new referendum is already looming. This referendum
aims to repeal Renzi’s labor market reform. Early elections are also becoming
increasingly likely. We are therefore negative on Italian bonds.

The root cause of Italian problems: a chronic lack of growth

Several Italian problems are making headlines: banks struggling with non-performing loans
(NPLs), political instability and Europe’s second-highest debt-to-GDP ratio (after Greece), to
name a few. All of these issues are directly related to the structurally weak economic growth:
on average, the [talian economy has shown no growth over the past 15 years and [talian

productivity has not grown over the last 20 years.

As regards NPLs: many Italian companies struggle to repay their bank loans due to a lack of
domestic demand. Furthermore, support for protest parties is rising as unemployment
remains high, with 36% youth unemployment. And the government debt has risen to more
than 132% of GDP as GDP hardly grows and successive governments try to boost growth with
further spending. Italy needs structurally stronger growth in order to address all of these
problems, and stronger growth requires structural reforms. Renewed political turmoil
obviously does not bode well for further reforms. Italy can hardly afford to roll back reforms
—ortodiscuss leaving the Eurozone lightly, as the leader of the anti-Euro Five Star Movement
(M5S) is currently doing.

January 2017 The Investment Engineers
201 WV WA Y BN — NN RN, NN )
ey o = RN —
vy e SRR /i
Wy s *éé&“\siv\~ ‘
e RSN
2 AT NSNS
N\ A NN 1
5 A —/—1\ -g\s&-.‘\\v NN/ =
&y & RN
| /////$’///////// N R RRARRRY / W

Iltaly needs
more
reforms,
not less




Another Italian referendum...

Italian labor unions have collected the necessary signatures to hold a referendum, aiming to
repeal the recently implemented labor market reforms. These reforms were the main
achievement of Renzi’s government. Employment finally started to grow last year, which was
likely related to this reform. On 11 January, the Constitutional Court will decide if all
requirements have been met and if so, set a date for the referendum. According to the Italian
newspaper Il Sole 24 Ore, there is a legal requirement to organize the referendum by no
later than 15 June. Unlike the referendum last December, this referendum will have a
quorum, meaning the turnout must be more than 50%. But given the importance of the

topic and the previous referendum’s 70% turnout, the quorum can be met.

... Or new general elections

The Italian government apparently shares this view and is worried about the referendum.
Labor Minister Poletti stated that if the court approves the referendum, the government will
ask the president to dissolve Parliament and call early elections. As a result, any forthcoming
referendum would be postponed by twelve months. However, general elections also pose
risks. According to the polls, the governing centre-left PD party is in a neck-and-neck race
with M5S. Its leader Beppe Grillo is advocating a referendum on Italy’s membership of the
Eurozone. While calling such a referendum is legally complicated, the sole aim to do so could
upset markets. Refinancing Italy’s two-trillion euros of sovereign debt at affordable rates
would be challenging in the case of an abrupt Italian Euro-exit.

But even if M5S will not be part of a new government, Berlusconi’s party seems the most
reasonable coalition partner for Renzi’s PD party. This does not bode well for political stability

and with a fragmented coalition it will be more difficult to push through reforms.

But under which electoral law?

Another complication is that the electoral law is currently being contested before the
Constitutional Court. Calling new elections without a proper electoral law is a recipe for
political turmoil. After the December referendum (on reducing the powers of the Senate),
President Mattarella has tasked the current government with aligning the electoral laws for
the Parliament and the Senate. Under the current incongruent laws, political gridlock is
highly likely. Furthermore, under the current electoral law (the Italicum) the most popular
political party will automatically have a majority in Parliament. This increases the likelihood
of M5S achieving an absolute majority. The Constitutional Court will rule on the Italicum on

24 January. The decision to call elections could be postponed until after this ruling.
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Italian government bonds likely to come under pressure

While Italian government bonds have recovered since last month's referendum, the outlook
is not good. Early elections pose risks, given the rise of the anti-Euro M5S in the polls and the
uncertainty about the electoral law. But a potential repeal of the main reform implemented
by Renzi is also a negative. The necessary further reforms are unlikely to be implemented in
either scenario, irrespective of whether early elections are called or the referendum is held.
We are therefore negative on [talian government bonds and positioned our portfolios,
including Robeco Global Total Return Bond Fund, Robeco All Strategy Euro Bond Fund and

Robeco Euro Government Bonds, for rising Italian government bond yields.
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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

Additional Information for investors with residence or seat in France
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 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. All rights relating to the information in this presentation are and will remain the property of Robeco.

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

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.

Additional Information for investors with residence or seat in the United Kingdom
This statement is intended for professional investors only. Robeco Institutional Asset Management B.V. has a license as manager of UCITS and AIFs from the Netherlands Authority for the Financial Markets in Amsterdam and 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
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 with the MAS. Accordingly, this document may not be circulated or distributed directly or indirectly to persons in Singapore other than (i) to an institutional investor under Section 304 of the SFA, (ii)
to a relevant person pursuant to Section 305(1), or any person pursuant to Section 305(2), and in accordance with the conditions specified in Section 305, of the SFA, or {iii) otherwise pursuant to, and in accordance with the conditions
of, any other applicable provision of the SFA.

This information is for informational purposes only and should not be construed as an offer to sell or an invitation to buy any securities or products, nor as investment advice or recommendation. The contents of this document have not
been reviewed by the Monetary Authority of Singapore (“MAS”)

Robeco Singapore Private Limited holds a capital markets services licence for fund management issued by the MAS and is subject to certain clientele restrictions under such licence. An investment will involve a high degree of risk, and you
should consider carefully whether an investment is suitable for you

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 regulated 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
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.
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