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UK triggers Brexit
and starts divorce
talks with EU

* British PM finally sends EU letter informing of intention to leave

* Three issues likely to dominate two years of tough talks

* Pound set to weaken further though no major market impact

The UK government finally began the Brexit process for leaving the European
Union, and now faces two years of tough talks.

Prime Minister Theresa May on 29 March triggered Article 50 of the Lisbon Treaty in a letter
to EU Council President Donald Tusk, starting two years of divorce proceedings. Invoking the

now legendary legal clause — which ironically was written by a British diplomat — had been

mired in controversy since Britons stunned the world by voting to leave the EU in a / h f
referendum last June. T e EU I rSJ[

“Invoking it was no surprise of course after it was passed by Parliament with no strings \/\/a ntg J[O g et
attached, and the timing was diplomatic by waiting until after the Dutch elections and the

Treaty of Rome anniversary,” says Robeco Chief Economist Léon Cornelissen. J[ h e d |\/O I/(:e
“However, the two-year timeframe will work against the UK. Tusk has said he will present p a y m @ ﬂJ[S

negotiating guidelines within 48 hours, and the EU will need to give a full mandate for the Sett ‘ e d /

negotiating stance at its Council meeting on 29 April — which falls in-between the two legs

of the French presidential elections — and that will give us some indication as to how tough

the stance of the EU will be.”
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A bumpy two years lie ahead. Source: Vocal Europe.

“It's also important to note that UK is obsessed with Brexit but for Germany this is just a
sideshow — they’re much more interested in keeping the rest of the EU united while also
worrying about Russia, China and the US. So | would expect the EU to adopt a tough

negotiating stance in the interests of maintaining EU unity.”

Cornelissen says he expects three issues to dominate the negotiations;
e +The cost of divorce proceedings as the UK settles legal liabilities
e +Atrade agreement that implies the UK is outside the Single Market

e Establishing the status of UK expats living in the EU, and vice versa

“The UK has net liabilities to the EU estimated at 60 billion euros to be paid as divorce terms,
including things such as structural commitments to eastern Europe and the pensions to be

paid to EU civil servants for which the UK is partly liable,” Cornelissen says.

“The EU first wants to get the divorce payments settled, and then negotiate a trade deal,
while the UK wants to do this with parallel negotiations, which probably won't be allowed.
Any trade deal will very difficult to negotiate: leaving the Single Market and going back to
using WTO rules would be highly unfavorable to the UK.”

“But given the priority that the UK government gives to controlling immigration, it's hard to
see how the UK won't lose access to the Single Market in one way or another. The EU will
present red lines about things that aren’t open to negotiation, such as over the free
movement of people. So any deal would imply future tariffs on UK products exported to the
EU.”



Expats expatriated
Meanwhile, there are 1.2 million UK nationals living in the EU — including over 300,000 in
Spain —and 3.3 million citizens of EU member states living in the UK. Around one-third of all

British expats in the EU receive UK state pensions.

“So what to do with all these people living or working abroad, including all the ‘pensionados’
in Spain?” asks Cornelissen. “The ongoing uncertainty has already led to labor shortages in
some sectors in the UK, such as the hospitality industry, as EU nationals go back home

against the backdrop of a strengthening EU economy.”

And as the EU economy strengthens after years of stagnation, Cornelissen says the UK
economy is becoming adversely affected by the weakness of the pound, which has fallen by

15% against the euro and US dollar since the original Brexit vote.

“The most recent figure for March was headline inflation of 2.3%, above the 2.0% target of
the Bank of England, as the weak pound means higher import prices which are now feeding
through,” he says. “The Bank isn't in a hurry to hike rates because of the negative impact on
growth now that Article 50 has been invoked. Rising inflation will damage household income

in the UK, and there’s already been a weakening of the UK real estate market.”

Cornelissen says extending the negotiating period beyond April 2019 would be difficult
because it would clash with European parliamentary elections due the following month.
“This would make it doubly arcane as you would run into problems over whether the UK
could field candidates. And such a deadline extension would need to be agreed by the other

27 states, and it's hard to see them allowing it.”

Pound set to weaken
Triggering Article 50 is already priced in to financial markets, so the longer-term focus will
be on how the negotiations develop, with the pound set to weaken further, says Lukas

Daalder, Chief Investment Officer of Robeco Investment Solutions.

“This process has been well flagged and under normal circumstances should not have any
market impact in the short term, though there might be a small risk of ‘buy the rumor, sell

the facts” with the unwinding of speculative positions as the process unfolds,” he says.

“The general outcome is a weakening of both the UK and EU on the world stage, so this does
mean that if investors have high exposure to UK domestic demand or EU exporters, there’s
a clear risk going forward. This is already reflected in most stock markets, which have priced

in a discount linked to the whole Brexit process, and also to the French elections and other
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potentially destabilizing events. In the longer term though, we see the pound weakening

further.”



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 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.

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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