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The volatile season
S about to begin

* Stock market volatility historically peaks in the Autumn
» Some issues to worry about, from the Brexit to Trump

* No need to panic but RIS remains underweight equities

The ‘volatile season’ is about to begin as investors face what is historically the
bumpiest time of the year, with some genuine things to worry about, says
Robeco’s Lukas Daalder

The August to October period is always nerve-wracking, according to an annualized average
of the VIX index, which shows the implied volatility in the equity options market, and is a
gauge of how much underlying volatility there is in the US stock market. On average, the VIX
index has risen by five points over those three months before falling in the run-up to

Christmas.

This does not bode well for stocks, as based on the past relationship, a five point one-day

change in the VIX is normally associated with a 3% decline in the S&P 500. “In case you
wonder whether we should be all that concerned with a rise in the VIX, the answer is yes,” /v Q | aJ[ | | |J[y

says Daalder, Chief Investment Officer of Robeco Investment Solutions (RIS). “Volatility and

returns go hand in hand, at least in the short run.” a m d I/GJ[ U I/m S

Daalder says that while this is a statistical tradition that comes true more often than not, g O h a ﬂ d | ﬂ

there are a number of genuine things for investors to worry about in the next few months.

These are: ha m d/




The Brexit. “After the initial shock, financial markets quickly moved to complacency,” says
Daalder. “The fact that the Brexit outcome did not lead to a sudden meltdown in either
politics, economics or financial institutions was interpreted by the financial markets that the
UK leaving the EU would be a non-event. We do not agree with this verdict, as we expect the
UK economy to be negatively impacted by the existing uncertainty. The financial markets

have clearly not discounted this bad news, which could lead to volatility moving forward.”

Italy. “The problem with the Italian banking sector has received quite some attention in
recent weeks, with dire consequences for Italian banking stocks and the broader Italian
market (-22% YTD),” Daalder reminds investors. “Reading through the recent country report
by the IMF (written before the crisis in the Italian banking sector came to the forefront), it is
hard to become optimistic on the medium and longer-term outlook for the Italian
economy.” Italy also faces a constitutional referendum in the Autumn to try to make its

governments more stable.

Trump. “We can think of a lot of negative things to say about Donald Trump, but there is
one thing we cannot deny him: he has shown that he is capable of winning against the
odds,” admits Daalder. “And looking at the latest poll, his odds aren’t half as bad as they
were when he announced his intentions to become the Republican’s nominee for US
President. Although the chances of an actual electoral victory in the November 8 poll
currently seem slim, the fact that he has come this far is a clear sign that social cohesion has

eroded, and not only in the US.”

Qil. The price of crude ail is back below USD 42 a barrel, down 20% from the high recorded
in early June. "At this level, we do not think it poses a threat to stocks, but as we have seen
earlier this year, stocks sometimes disagree with us,” says Daalder. The low oil price has
benefited consumers and “we have remained pretty upbeat on the prospects for the US
economy, and continue to do so,” Daalder says. “We put the odds of a rate hike at only 20%

for the next four months; normally, rate hikes lead to higher volatility.”

Is history a good guide?

Daalder says that historically, the Autumn period has seen some major upsets for stocks; the
last great stock market crash occurred in October 1987 and the 9/11 terrorist attacks were in
September 2001, while the worst of the global financial crisis including the collapse of
Lehman occurred in September 2008.”But before concluding that we should sell everything
and wait until the storm has passed, it may be sensible to question whether this pattern is

indeed as solid as the volatility chart makes it look,” Daalder says.
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source: Bloomberg, MSCI world

Watch out: the volatile period is coming up! Source: Robeco, Bloomberg

“We should not forget that this is an average, and that an average can be dominated by
extreme events. Indeed, if we take the low (July 18) and the high (October 13) as turning
points, 1998 and 2008 are the clear outliers, with a rise in the VIX index of 24 and 46 points

respectively.”

So, should investors sell equities, and wait until things statistically have calmed down in
November? Robeco Investment Solutions has been underweight equities since the Brexit
vote but doesn’t advise any mass selling based on historical charts. “As it happens we are
indeed underweight equities right now, but it would be incorrect to say that this is linked to

the seasonal pattern in volatility,” says Daalder.

“Based on the past, volatility seems to have increased more often than not in the late
summer, but as there is no compelling reason why this has happened during this timeframe,
we are hesitant to invest on the basis of it. We prefer to look at the underlying fundamentals,
and for this reason we have gradually lowered our risk profile over the past months. We feel
the market has been too complacent on various issues, but this has no link to the timing in

the year.”
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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 Espaia, 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 AlFs
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.
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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 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.



