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General overview (1)

March: very few places to hide
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Positions: slowly tilting towards credits
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Special Topic

Economy  Equities  Fixed Income Commodities & FX

March 2020 is a month that will not quickly be forgotten by investors. Not only
did equity markets suffer substantial losses, the speed at which they dropped
was unprecedented. The last time we witnessed such a fast pace of value

destruction was in 1929. The VIX index, a measure that reflects the uncertain
of the equity markets, reached 8 f Y2 a0 F2dzNJ G6AYSa (K

The downturn was not limited to equity markets: few assets were able to deliv
a positive return this month. It should not come as a surprise that gold and
government bond marketsoften seen as the ultimate saffaven assets

were amongst the begierforming asset classes.

The coronavirus outbreak continues to spread globally. What the cumulative
impact of the outbreak will be, and the subsequent measures taken to contain
it, remain uncertain. In China, the outbreak seems to be contained, but this is
not the case yet in Europe and the US. The good news is that globally, centra
banks and governments have acted swiftly to provide support. What the shap
of the recovery (VY U or L-shaped) will eventually be is uncertain.

We have been relatively active in the portfolio this month. Ourterg
underweight to high yield bonds has paid off massively. Also, our preference f
US government bonds and our overweight to government bonds generally
attributed positively to our performance. Equity allocations contributed
negatively (albeit modestly), resulting in a positive net asset allocation result.
Currently, we are cautiously adding corporate debt to the portfolio.
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Theme of the month

Dow Jones day returns in excess of 10% since 1900

DOW Jones > 10% daily returns

3/15/1933 15.3%
10/6/1931 14.9%
10/30/1929 12.3%
3/24/2020 11.4%
9/21/1932 11.4%
10/13/2008 11.1%
10/28/2008 10.9%
10/21/1987 10.1%

Source: Dow Jones, Robeco

Implied recession probability by asset class

Asset Class implied recession probability
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Special Topic

Navigating the twavay risk in equities (1)

>

The fastest slide of equities into bear market territory since 1929 evidences the
unprecedented uncertainty surrounding the external shock to the global economy
posed by the coronavirus. This has been aggravated by the sudden change of tac
OPECH+ in the oil market. Wild swings in equity prices signal that investors have tc
navigatetweg @ NRA &1 ® Ly @dSaid2NB NBIFEATS GKI
recession. And will the ensuing recovery hdNor L-shaped? Nobody really

knows.

Yet, as investors we are not rewarded for waiting until the dust has settled, and the
macroeconomic view is all clear. In confusing times like these, market technicals
trump fundamentals in market pricing behavior. With major equity indices down
more than 25% from the recent highs, the natural question is: how much downsid
in indices is left from a technical point of view?

Hopes of a bottoming out have risen recently. March 24 showed a record daily
bounce of 11.45% in the Dow Jones Industrial Average in anticipation of a USD 2
trillion stimulus package from the US Congress. However, a bounce of this size is
necessarily good news when put into a historical perspective. The first >10% bour
in the 1931, 1987 and 2008 bear markets was still followed by another wave of
selling before the final trough emerged. From a sentiment angle, recent exception
bounces suggest that investor sentiment is still in the denial phase, rather than in
phase of capitulation that paves the way for a new bull market.
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Theme of the month

Peakto-trough S&P 500 around NBER recessions

Peak to trough S&P 500 around NBER recessions
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Source: Shiller database, Robeco, Bloomberg

Peak CAPE versus subsequent pedfough returns

Peak CAPE versus subsequent peak to trough returns

Source: Shiller database, Robeco, Bloomberg
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Special Topic

Navigating the twavay risk in equities (1)

> Zooming in on equities, the average recessionary bear market for US equities ha:

seen a peako-trough of-22.1%, while the average noecessionary bear market

has shown a19.8% decline. At this stage, we are obviously in a recessionary beat
market. The 27% slide in the S&P 500 Index since its 19 February peak has alrec
exceeded the average petiktrough seen around recessions, suggesting that
recession risk has already been fully priced. What matters here for market timing
purposes is not the average, but the detail. What were the specific preconditions
under which this bear market emerged?

We found that one of the best variables to explain the variation around the averag
peakto-trough returns for the S&P 500 Index is the Shiller CAPE at the prior mark
LISF1® ' ffE26Ay3 F2NJ GKS FI OO0 GKFG 6SC
February S&P 500 Index peak prior to thisdglthe remaining downside in the

S&P from the current index level is still > 10%. The lesson to be drawn from this
analysis is to keep an eye on downside risk, as it could still be lurking in a corner
this bear market.

Low visibility on the macro front, a state of denial in investor sentiment,
unpredictable 10%+ bounces and stretched ex ante US valuation levels are
important clues that we might not be out of the woods yet. Therefore, the risk for
bears is that they are waiting for a trough that already happened. There is therefo
obvious tweway risk for equity investors at this juncture.
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United States

Initial jobless claims have seen a massive spike
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Percentage of total workers who could work from home

Financial activities

Professional and business services

Information

Manufacturing

Public administration

Other services ——

Education and health services =
Construction [

Wholesale and retail trade
Transportation and utilities
Agriculture

Leisure and hospitality I

0 20 40 60

Py

Source: BLS JP Morgan

5

Economy

The Fed was amongst the first developed central banks to act when it lowered
interest rates at the beginning of March. Since then, the frequency of additional
measures has rapidly increased. The Fed lowered rates again, removed its cap tc
purchase Treasuries and mortgdupcked securities, lined up a substantial number
of specific financing facilities, and opened new swap line facilities to address the
dollar shortage problem that appeared to develop outside the US.

Given that social distancing is the new norm, and some economic activity has aln
come to a complete stop, just like most other countries, the US will experience a
negative growth shock. It should therefore be no surprise that estimates for growt
in seconequarter GDP are substantially negative, and that expectations are for the
unemployment rate to significantly rise. To counter the negative impact, the US
Congress has passed both a fiscal package and a substantial stimulus package w
roughly USD 2 trillion in total.

Support measures by central banks and government are important, but what reall
matters for the economic outlook is how long social distancing and the lockdowns
will remain in place. The first indications we are getting from China is that these
extreme measures are indeed effective. All eyes are now on Europe, and on Italy
particular, to get confirmation that these measures are bearing fruit. The question
however, is to what extent this is a good blueprint for the US, as there seemsto b
less willingness or tolerance for social distancing and lockdowns there.
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Europe

German producer sentiment plunges

Euro Area GDP

Percentage changes
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Source: Refinitive, Robeco

Unemployment data is about to make a major turn for the worse

unemployment rate versus core inflation EZ
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Economy

> With Italy and Spain in full lockdown, and major export markets like China and the

US also suffering from the Co\lil pandemic, large parts of the European economy
have come to a sudden stop. The final release of the leading IFO sentiment inde»
March plunged to 79.7. That is close to the 79.1 low point during the global financ
crisis. The bad news is that the final 10% of responses in the IFO survey were
implicitly at 59.0. That suggests that another large hit to European producer
O2yFARSYyOS A& &St G2 02YS Ay ySEG Y2
the lows seen in December 2008. Germany intends to loosen up social distancing
measures around 19 April, and Italy around 14 April. However, the damage from 1
f 201 R26ya Aa | tftNBFIRe& R2yS® 5FGF FNRY
the lockdown started there on 12 March, 898,822 workers have lost their jobs.
CKFGQa | f NBFRé | NRPdzyR p2 2F GKS G20t
couple of weeks. Eurozone unemployment had hit a cyclical low of 7.3% in Febru
but will likely edge up above 10%, looking at previous recessions.

Nonetheless, there is one mitigating factor. This time around, policymakers in the
Eurozone have acted swiftly. Germany has released a fiscal stimulus package wo
3.6% of GDP, de facto removing its cherished balanced budget goal. France plan
stimulus worth 1.9% of GDP, followed by Spain and Italy (both 1.4% of GDP). A fl
of other measures are being implemented in most Eurozone countries: additional
healthcare spending, temporary tax cuts, loan payment deferrals, working time
reductions, worker subsidies, and credit guarantees to protect the-sap| Also,

the ECB has forcefully intervened in bond markets and initiated a EUR 750 billion
Pandemic Emergency Purchase Program.
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Japan

Manufacturing: the slide lower has started
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Inflation remains far from the targeted level
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Economy

In line with other countries, both the government and the Bank of Japan have
undertaken measures to support the economy. Lessons were learned from the
global financial crisis, as the response to the current crisis was quick. Just like the
ECB, the BoJ refrained from lowering its policy rates. Given the concern the BoJ |
on the negative impact that exceptionally low rates have on banks, this should no
come as a surprise.

The policy measures were mainly targeted at keeping financing lines open to firm
and keeping funding markets open. The buying program for ETFs and REITs was
increased. A zermte loan program for companies was also introduced. The

government announced an additional loan package on top of the earlier measure
bringing the total government financing support program to around USD 15 billior

Japan is already set up to implement helicopter money. The combination of runnil
a budget deficit and fiscal stimulus in an environment where the BoJ controls the
yield curve equals, or at least comes close, to some sort of helicopter money.

Current circumstances warrant an expansionary policy. We expect the governmer
to announce a new economic package as soon as the initial budget is approved k
parliament. This will most likely focus directly on firms and households that are
affected by the virus outbreak. The size of this package could be 10% of GDP.

The inflation index excluding both energy and fresh @ib@ gauge preferred by
the BoX; came in at 0.4% yeamn-year and remains far below the target of 2.0%.

ROBECO



China

Hotel occupancy rates China are slowly recovering
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More room to cut rates further

Source: Refinitive, Robeco
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Economy

The official story is that China is slowly kickstarting its economy, now that the viru
has been beaten domestically. The lockdown in Wuhan has been lifted, and peop
are returning to work. There are US intelligence reports, however, that say the
number of official cases in China are unegrorted, a hypothesis that is confirmed
by the renewed closure of theatres in some areas.

| KAYIl Qa YI ydzFl OGdzNAy3 talL NB&aS G2 pH
due to the output componentrising from 27.8 to 54.1, suggesting that factories ar
restarting production after a-Bhonth lockdown. However, this number is less
encouraging than it seems, given the methodology behind the Chinese PMI data.
The numbers reflect the net reported improvement in actiatsitiveto the prior
month. As a reading of 50 indicates there is no relative change compared to the
prior month, a level of 54 is nothing to cheer about. A very gradual bottoming out
activity is also seen in a services sector like hotels, where occupancy rates have
slowly risen to 25% in recent weeks from 10%, but are still 35% below average. If
official story about zero new domestic Coelfticases is correct, and the virus has
indeed been beaten, then the slow restarting of Chinese economy last month
suggests the presence of secenotind effects, where domestic consumers are wary
in the aftermath of the lockdowns. The credit impulse in China has been weakenil
further, suggesting that a return to normalcy will be delayed.

The central bank has been moving to a net easing stance, with the reserve
requirement ratio for big banks now at 12.5%. Also, tlay’reverse repo rate was
cut. As we noted last month, a more proactive fiscal and monetary stance was to
SELISOGSRE gAGK 2FFAOAILIf & y2g-cylkal Ay 3
I RedzaliYSyié KIFIra 0SSy SYiSNBRO®
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