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How to beat passive with factors?

Wilma de Groot, PhD, CFA - Head Core Quant Equities

Robeco Quant Explore
Paris, 31 May 2018

For Professional Investors only
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Passive Investing
Global ETF Assets
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Passive Investing
How it works

MSCI World
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MSCI World Index tracker
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MICROSOFT
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Passive Investing
Advantages

Indextracker

MICROSOFT
AMAZON

alan Diversified portfolio
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1. Is Passive Investing Truly Passive?

Membership Home Partfolic Stocks Funds ETFs Markets Tools Personal Finance

Toolsl ETF Scresner i Basic ETF Screener
ETF Screener ¢ Add Criteria ¢ Categories I

F My Screen ¢ Morningstar Screen Sawe Save As Clear

5 fownd Range

Criteria # of E

Source: Morningstar as of November 3, 2017 — Illustration has been modified for this presentation



ROBe=CO

1. Is Passive Investing Truly Passive?

Membership Home Portfolic Stocks Funds ETFs Markets | Tools Personal Finance
Tools | ETF Screener il | Basic ETF Scresner
ETF Screener & Results Found » Add Criteria » Categories I
F My Screen F  Mornmingstar Screen Save Save As Clear
Criteria # of ETFs found Range

Market premium

Salect All + Add to My Portfolic & Results Found
ETF Mame

Market premium ETF 1

Market premium ETF 2

Market premium ETF 2

Market Premium ETF 4

Market premium ETF 5

OO OO0

Market premium ETF &

| Add to Portfolio & Results Found

Source: Morningstar as of November 3, 2017 — Illustration has been modified for this presentation

Show Rows: |20 % | Page 1 of1l 4 Previous || Mext »
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1. Passive Investing isn’t Passive

Membership Home Portfolic Stocks Funds ETFs Markets | Tools Personal Financa
Tools | ETF Screener % |  Basic ETF Screener
ETF Screener 2064 Results Found out of 2064 » Add Criteria ¢ Categories I
F My Screen k. Morningstar Screen Sawve Save A= Clzar
Criteria # of ETFs found Range

China Region [2£) Diversified Emerging Mkis (72) Diversified Pacific/Asia [7) Infrastructurs (8)

Foreign Large Value [31) Foreign Small/Mid Blend (&) Foreign Small/Mid Growth (1) Industrials [22]

India Equity [10) Japan Stock [24) Latin America Stock [7) Miscellansous Region (23] Small Blend [40]
World Small/Mid Stock (8] Communications (5] Consumer Cyclical [22) Consumer Defensive [12)
Equity Energy (27) Equity Precious Metals (12) Fimancial (32) Global Real Estata (12) Health (24)

Miscellaneows Sector [24) Matural Resources [21) Real Estate (22) Mid-Cap Growth (23] Mid-Cap Value (23]

Technology (43) Utilities (12) Large Blend (128) Large Growth (41) Large Value (7E] Leveraged Met Long (0]

, id- 28]
Europe Stock (40) Foreign Large Blend (54] Foreign Large Growth (12] World Large Stock (40] Mid-Cap Blend (28]

Foreign Small/Mid Value (11) smazll value (20) Small Growth (14) Pacific/Asia ex-Japan Stk (12]

Select all + Add to My Portfolio 20654 Results Found out of 2064

Source: Morningstar as of November 3, 2017 — Illustration has been modified for this presentation
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2. There is Passive, Passive & Passive

Different ways to get exposure to indices:
Full replication: Buying all the index names

Sampling: Divide the index in cells that represent characteristics
of that index and invest in stocks that mimic these cells

Optimization: Buying the securities in an index that provide the most
representative sample of the index based on
correlations, exposure and risk
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3. Active Choices For The Passive Investor

Activities of a Global Equity index portfolio manager:

What to do with new cash inflows?

What to buy/sell?

When to buy/sell?

How to act in case of corporate actions?
When and how to rebalance?

How to deal with dividend taxation?

Engage in securities lending?

What kind of collateral for securities lending?
How to finance a redemption?

O oo NILA WK~

Passive investing = Active decisions
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4. Isn't Passive Investing Free Riding?
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5. Passive Vehicles Underperform

Tools | ETF Serasner v|  Basic ETF Screener
F My Screen F  Morningstar Screen Sawve Save As Claar
Criteria # of ETFs found Range How are the funds distributed?
Technology [45) Utilities (12) Large Blend {1328) Large Growth (41) Large Value (78] Leveraged Met Long (0] Mid-Cap Blend (38)

Salect all + Add to My Portfolic 2064 Results Found out of 2064
Market Return
ETF Name Symbol Category Expense Ratio (%) fMarket Return YTD 1-Year
[] adviscrshares Dorsey Wright ADR. ETF AADR Foreign Large Growth 43.02 41.58
[Jishares M5CI &ll Country Asia ex Jpn ETF A8 Facific/Azia ex-lapan Stk 39.20 32,73
I:l SPDRE MSCI ACWI IMI ETF ACIM World Large Stock 18.80 25.09
[Jishares Edge M5CI Multifactor Global ETF ACWF World Large Stock 25.51 2B.6Z
[Jishares MSCI ACWI ETF ACWI World Large Stock 20.52 25.85
[Jishares Edge MSCI Min Vel Global ETF ACWY World Large Stock 15.00 15.50
[ ]ishares MSCI ACWI ex US ETF ACWX Foreign Large Blend 24.84 26.15
[] BLDRS Asia 50 ADR ETF ADRA, Diversified Pacific/Asia 27.35 24.78
I:‘ BLDRS Developed Markets 100 ADR ETF ADRD Foreign Large Value 18.53 24,00
[]ELDRS Emerging Markets 50 ADR ETF ADRE Diversified Emerging Mkts 25.20 28,02
[ |ELDRS Europe Select ADR ETF ADRU Europe Stock 20.28 25.54
[ oB agriculture Short ETH ADZ Trading--Inverse Commaodities .19 g.1%
[]wanEck Vectors Africa ETF AFK Miscellanecus Region 20.57 20,05

Source: Morningstar as of November 3, 2017 — Illustration has been modified for this presentation
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6. Allocates To Stocks With A Negative Return

14%
12%
10%
8%
6%
4%
2%
0%
-2%
-4%
-6%

Return premium

Top 20% 2 3 4 Bottom 20%
W Return over cash ~ ®Return over government bonds
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7.The Hidden Cost Of Index Arbitrage

‘ Average return development with index changes

Announcement  Rebalancing

Cumulative abnormal return

—Additions —Deletions

Source: Petajisto (2011), The Index Premium and Its Hidden Cost for Index Funds, Journal of Empirical Finance, 2011, 18(2):271-288
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9. Corporate Governance
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https://www.youtube.com/watch?v=OYpCxXuF3M8&feature=youtu.be
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Passive Investing

Index tracker

Performance lags index after costs

MICROSOFT
AMAZON

V\I;!( No academic insights
o O

EXXON MOBIL . .
_ Prone to index arbitrage
P K

X
R

No sustainability

O ® -
Corporate governance is at risk ...
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Enhanced Indexing
Features

’)( INDEX TRACKER
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Enhanced Indexing
Features

;U

RETURI\I
’)( OUR CHALLENGE

%




ROBe=CO

Enhanced Indexing
Features
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Enhanced Indexing
Features
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MSCI World Index tracker

APPLE

MICROSOFT
AMAZON

FACEBOOK
JPMORGAN CHASE & CO

T




Enhanced Indexing

Explained
MSCI World

APPLE

MICROSOFT

AMAZON

FACEBOOK

JPMORGAN CHASE & CO

JOHNSON & JOHNSON

ALPHABET

BANK OF AMERICA

EXXON MOBIL
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Enhanced Indexing

APPLE

MICROSOFT
AMAZON

FACEBOOK
JPMORGAN CHASE & CO

JOHNSON & JOHNSON

ALPHABET

BANK OF AMERICA
EXXON MOBIL



Enhanced Indexing

Research and Experience

1

SINCE

1977

Academic research

)

1994

Robeco quant research

ROBe=CO
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Ll

SINCE

2002

Robeco quant equity portfolios
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Enhanced Indexing

Value Investing

Value characteristics

Value stocks
provide better returns

VALUATION
BOOK / PRICE
QUALITY

SHARE BUYBACKS



Enhanced Indexing

Momentum Investing

Value characteristics

Value stocks
provide better returns

VALUATION
BOOK / PRICE

QUALITY
SHARE BUYBACKS

ROBe=CO

Momentum characteristics

Momentum stocks
provide better returns

MOMENTUM
PRICE TRENDS
ANALYSTS

REVISIONS
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Enhanced Indexing
Ranking the stocks

Scoring and Ranking

VALUATION + QUALITY + | MOMENTUM § | ANALYSTS
BOOK / PRICE SHARE BUYBACKS PRICE TRENDS REVISIONS




ROBe=CO

HOW TO BUILD AN
ENHANCED INDEX STRATEGY?
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1600

Stocks in MSCI World
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VALUE
CHARACTERISTICS

MOMENTUM




J1510]0,

Stocks

Randstad NV

Loews Corp
Mitsubishi Corp
Altice NV
NN Group NV

Netflix Inc

VALUE
CHARACTERISTICS

Book /
Price

0.42
1.31
1.71
0.15
2.21

0.05

Share
Buybacks

1%
10%
2%
-10%
3%

1%

ROBeCO

MOMENTUM
CHARACTERISTICS

Price
Trends

-18%

20%

4%

-21%

9%

1%

Analyst
Revisions

17%
-24%
9%
-24%
47%

-5%
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1600 VALUE MOMENTUM R AN K
Stocks CHARACTERISTICS CHARACTERISTICS

Book / Share Price Analyst
Price Buybacks Trends " Revisions
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1600 VALUE MOMENTUM R AN K
Stocks CHARACTERISTICS CHARACTERISTICS

Book / Share Price Analyst
Price Buybacks Trends " Revisions
Highest rated stocks
NN Group NV VA 3% 9% A47% 1.0%
Mitsubishi Corp 1.71 2% 4% 9% 5.6%
Loews Corp 1.31 10% 20% -24% 9.9%
Lowest rated stocks
Randstad NV 0.42 1% -18% 17% 87.8%
Netflix Inc 0.05 1% 1% -5% 91.8%

Altice NV 0.15 -10% -21% -24% 97.0%



Overweight

Target 20 basis points

Neutral weight

Underweight

Target 30 basis points

ENHANCED INDEXING

NN Group NV

Mitsubishi Corp

Loews Corp

Randstad NV

Netflix Inc
Altice NV

/50

N{eld'S

ROBeCO
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Demo

RANKING A STOCK

Suggestions?
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Index Deviations

Per Country Per Sector

United States
2%

0%

2%

United Kingdom
2%

2004 2006 2008 2010 2012 2014 2016 2018
source: Robeco
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Index Deviations

Per Country Per Sector

SRMEREELS

2%

2%

2%

2004 2006 2008 2010 2012 2014 2016 2018
source: Robeco
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Tracking Error
Development 2007 - 2017

3.0%
2.5%
Limit

1.5%

1.0%

0.5%

0%

2007 2008 2009 2010 20M 2012 2013 2014 2015 2016 2017
source: Robeco
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Sustainability

Better sustainability profile

AVERAGE ROBECOSAM SUSTAINABILITY SCORES
58%

56%
54%
52%
50%

48%
Robeco Global Developed Enhanced Index Fund

A6%
’ 2002 2003 2004 2005 2006 2007 2008 2009 2010 201 2012 2013 2015 2015 2016



Net Returns After Costs
April 2018

Global Developed Markets

SINCE 2004

+1.07%

MSC] Index-
World tracker Robeco
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Net Returns After Costs

April 2018
Global Developed Markets Emerging Markets

SINCE 2007

+1.07%

04, %
/ MSCI Index- Robeco MSCI Index- Robeco
World tracker EM tracker



Net Returns After Costs
April 2018
European
SINCE 2004

+1.19%

O MSCI Index-
Europe tracker

Robeco
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Net Returns After Costs

April 2018 Us

European SINCE 2004

+0.74%

+1.19%

Oy
/ MSCI Index-

’ Index-
Europe tracker Robeco S&P-500 Robeco

tracker
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Enhanced Indexing

Overview
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Tailor-made Solutions

Possibilities
RISK & RETURN

BETA HEDGING

ACTIVE SHARE TRACKING ERROR

IMPACT INVESTING DM UNIVERSE
POSITIVE SCREENING EM UNIVERSE
EXCLUSION ASIA-PACIFIC UNIVERSE

SUSTAINABILITY INVESTMENT UNIVERSE
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Sustainable Enhanced Indexing

Overview

ROBECO SUSTAINABLE
ENHANCED INDEXING
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Sustainable Enhanced Indexing

Overview
\/
No investments in: Impact investing: Portfolio ESG score
CONTROVERSIAL 20% LOWER FOOTPRINT IMPROVEMENT:

COMPANIES
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OVER 1 MILLION COPIES SOLD

BURTON G.JMALKIEL

AlRandom
Walk Down

Wall Street

THE TIME- TESTED]STRATEGY
FOR(SUCCESSFUL INVESTING

\

COMPLETELY REVISED AND llPDH'ED

Burton Malkiel (1973)
“Blindfolded monkeys do just as well as the experts”
Served on the board of passive manager Vanguard for 27 years




“An Index-Fund Evangelist Is Straying From His Gospel”
The New York Times — 22 June 2017

Now, at age 84, advocates an approach called
“Advanced Indexing”, a smart beta strategy that
“aims to exploit market inefficiencies and beat

the passive approach”

Burton Malkiel (1973)
“Blindfolded monkeys do just as well as the experts”
Served on the board of passive manager Vanguard for 27 years
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Passive investing?

Overview
1. Passive Investing Is not passive
X 2 ESG Integration gt
Enhanced Indexing, 6-
X 3. Governance issues ity %
passif

X 4. Return lagging the index
X 5. Hidden costs of index arbitrage

X 6. Allocates to stocks with a negative return

ses principaux écueils,

X 7. No contribution to price discovery (free riding)
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INFORMATIONS IMPORTANTES

Destiné aux investisseurs professionnels.

Ce document possede un caractére privé et confidentiel ; il est a I'usage exclusif de la personne a laquelle il a été remis par Robeco.
Cette présentation nest donnée qu’a titre indicatif et ne présente aucune valeur contractuelle. Elle ne peut étre diffusée, reproduite ou publiée partiellement ou intégralement a destination de tout
tiers sans I'accord écrit préalable de Robeco.

Ce document a été réalisé dans un but d‘information uniquement et ne constitue pas une offre ou une sollicitation en vue de la souscription d’instruments financiers ; I'investisseur étant seul juge de
I'opportunité des opérations qu'il pourra étre amené a conclure. Les données, issues de diverses sources internes et externes, sont communiquées dans un but d’information uniquement, sous
réserve d’erreurs ou d’omissions. Avant toute transaction, I'investisseur doit s'assurer que les supports choisis correspondent a sa situation financiére et a ses objectifs en matiére de placement ou de
financement, il doit prendre connaissance des prospectus de chaque OPC, comprendre la nature des supports choisis, leurs caractéristiques et leurs risques notamment de perte en capital. Les
informations légales devant étre remises avant toute souscription d’OPC, notamment les prospectus et Documents d’Informations Clés pour l'investisseur, sont disponibles auprés de Robeco France
ou sur le site Internet www.robeco.com/fr

En rémunération de son activité de conseil et de distribution des OPC du groupe, I'entité en France percevra de la maison mére, en application de I'ensemble des regles édictées par le groupe Robeco
en matiére de prix de transfert, une commission :

« correspondant a 1/3 des frais de gestion appliqués aux parts de type institutionnelles et qui ne donnent pas lieu & commission de distribution (que percevrait les « clients » distributeurs comme les
banques privées par exemple).

« correspondant a 2/3 des frais de gestion appliqués aux parts tout investisseur et qui, sous réserve de |'existence d’une convention, peuvent donner lieu a reversement d’une commission de
distribution.

RIAM est une société de gestion de droit néerlandais agréée par I'’AFM et ayant la libre prestation de service en France.
Robeco France est agréé par I’ACPR (RCS Paris 354.080.558 - CIB10683) en tant qu’entreprise d’investissement depuis le 28 septembre 2012,
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