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In December, Global Aggerate bond indices avoided the embarrassment
of creating a new record of three consecutive negative annual

returns, after losing money for investors in 2022 and 2021. Sovereign
bonds added to their stellar returns of November, as the idea of a

Risk-on sentiment into the year end 'Goldilocks' soft landing in the US became consensus. This performance
has been driven by the precipitous fall in US rate expectation; markets are
MULTI ASSET 1mo 3mo YD YR 3YR YR now pricing in six rate cuts in 2024, up from only one back in

October. This sharp turnaround was confirmed by the Fed’s discussion on

0% orh Bs%  Bsu  leaw

Global real estate (UH, EUR)

MSCI World local currency 4.% 9.8" .1% l% l3-7% ) peak rates in which the central bank said that rate rises are "not base
MSCI World (H, EUR) B odd r)% How [low W caseanymore’.
Clobal ,hlghy'dd (H, EUR) 3.% 72’ o 'l'O% 08% I 2.2% Equity markets reacted positively to the drop in yields, and the narrow
Global investment grade bonds (H, EUR) 3.% 69’ B t'S% _4.3% l 0.4% rally in the '"Magnificent Seven' broadened out, with EU and US small-cap
MSCI World (UH, EUR) 3.% 6'8’ .6% .6% I” 0% -'6% stocks bouncing strongly as financial conditions eased. Real estate
Global nflation-finked bonds (H, EUR) ) Y b b CA8%04% equities sat atop the asset class returns as expectations for Goldilocks
mgrﬁin%Markets ((LS)H - 3=% 5'61 Bl :9% 23k II5-4% growth and rate cuts caused a major reassessment of future returns.
ard currency (UH, 3.0% 4.0 9% 9% | -0.4% 2.1%
Global Gov Bonds (H, EUR) 3'% 5.23’ t 6% |36% -4.8% 11% The US dollar was a casualty of lower bond yields, as the rate differential
Emerging Markets (UH, EUR) Zl% 3.4* t]% |51% 1.8% l 4.4% between the US and other major trading blocs fell; the trade-weighted
EMD local currency (UH, EUR) 254 4.1% l’.6% l6% i 0% F 2.4% dollar is down almost 5% in the last two months of the year. Emerging
Gold (USD) 1h% 11.4' E.S% Bss |23 .8.9% markets benefited from the weaker dollar, but many of the large
Cash (EUR) 0/3% 1.0% 3.4% l3.4% | 1.0% | 0.4% economies (China and India) are not dependent on US dollar financing.
GSCI Commodities (USD) 45  ud% 5% 75w 183%  B9sy
Oil Index (USD) 8 6% _13@% i.3.8% %-3.8% 12559 | 12% Commodities lagged the other asset classes, despite the loosening of
financial conditions, an escalation of tensions in Middle East, a cut in the
copper surplus following the closure of a mine in Panama, and increased
Source: Robeco, Bloomberg production cuts for oil.
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Theme of the month

COP28: Opportunities in the era of climate transition

The COP28 summit has brought back into focus the need to accelerate the climate
transition, with a number of pledges highlighting the importance of government policies
and private financing. Although the long-awaited pledge of “phasing out” fossil fuels was
not included in the final text, the call for a “transition away from fossil fuels’” means that
economies now have to beef up their plans to increase clean energy capacity for the
years to come in order to meet this ambition. It is estimated that this capacity will need
to increase threefold by 2030, with over 110 countries including the US and Europe
committing to support this pledge. Energy efficiency, nuclear and hydrogen are also
solutions that were acknowledged as being part of the opportunity set to facilitate the
transition.

Meeting these ambitions is expected to be more challenging for emerging markets.
According to the Global Energy Transitions Stocktake, the IEA estimates that clean energy
investment in less-developed economies needs to increase by fivefold from current levels
to the end of 2030. A number of mechanisms have already been established to tackle the
funding needs and support emerging economies during periods of natural disasters.
More than USD 700 million has been committed to the loss and damage fund, and
numerous pledges to UN climate funds were also announced during COP28. Although
those initiatives are positive developments, they fall short of the required investments
needed to reach the ambitions of the net zero scenario, which requires a combined
private and public sector effort to finance the transition to a greener economy.
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Pledges to UN climate strategies at COP28
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B Fund to address loss and damage
M Least Developed Countries Fund

m Adaptation Fund
M Special Climate Change Fund

Source: NRDC, based on pledges announced at COP28, as of 9 December 2023
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Theme of the month

Growing investment into climate strategies

Despite 2023 being a challenging market environment for renewable stocks, investment into climate strategies has been growing, with AUM in climate
portfolios surpassing the USD 500 billion mark in June 2023, according to Morningstar. Regionally, Europe accounts for the lion’s share of the AUM (84%),
followed by China and the US. It is also notable that climate transition and climate solutions strategies dominate the landscape, although differences in
regional composition indicate that European investors are favouring climate transition and solutions type of strategies, whereas in China and the US, the
appetite for clean energy/tech solutions is stronger. As the spectrum of solutions spanning clean energy, energy efficiency and less-established technologies
like hydrogen is becoming wider, the landscape for climate investing is expected to benefit from an increasing breadth in the universe.

Nevertheless, given the expanding opportunity set, the scope for investing across a number of climate themes is becoming more apparent, particularly as
rising interest rates, higher input price inflation and supply chain disruptions have put pressure on parts of the renewable energy sector space, where
supply chains are becoming longer and more expensive to build due to the higher costs.

Global landscape of climate investment products Asset class breakdown of global climate strategies (by assets)
M Low Carbon Climate Transition = Green Bond ® Climate Solutions ® Clean Energy/Tech
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Source: Morningstar Investing in Times of Climate Change 2023, September 2023
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Fwd PE Valuations for climate-themed equities

Theme of the month

Diversification is key when investing in the transition 35.0
Markets have taken stock of these developments, though returns in 2023 across themes such as 30.0
clean, wind and solar energy, EV driving technology and battery value-chains have ranged from -26%
to +26%, highlighting the importance of diversification over shorter periods. A challenging backdrop 25.0
has meant that valuations have now adjusted, and prospects for future returns are brighter. Relative =
to global equities, an equally weighted basket of wind, solar, clean energy, EV and battery value-chain 200
themes is now trading at a 9% forward discount compared with the 5.5% post-Covid historical 150
average premium. Multiples for some of those themes and companies have already started to re-rate
from the lows seen in October last year, with room for further re-rating as the interest rate cycle 100
normalises, and as business models adjust to the new macroeconomic state. Feb/20 Aug/20 Feb/21 Aug/21 Feb/22 Aug/22 Feb/23 Aug/23
World
Beyond equities, the growth in the sustainable debt market, and in particular green bonds — ——Equally Weighted (Solar, Clean Energy, EV, Battery Value Chain Themes)
which many companies use as a means of financing to transition away from traditional energy
sources — led its market size to exceed USD 2 trillion by the third quarter of 2023. Despite Yields on green and conventional corporate bonds
allocations to dedicated climate-related fixed income strategies making up only 12% of the total
assets in the Morningstar global climate universe, there is scope for allocations to the asset class 70
to grow, provided that issuance trends recover from their 2023 low and investors reassess their
preferences in the space. Yields for green corporate bonds are now closer to those for 00
conventional bonds, suggesting a diminishing ‘greenium’ due to last year’s more muted demand. 5.0
Alignment of regulatory initiatives with climate ambitions, and greater efforts to mobilise capital X o
towards the less developed part of the world, are required to accelerate the pace of investments 30
needed to achieve the COP28 pledges. As the spectrum of climate solutions is becoming wider, 2.0
opportunities for private investors to participate in the climate transition is growing. 1.0
Diversification is key for navigating the challenges of higher rates and a less friendly macro 0.0
environment in the short term. Through this prism, allocations to climate-related strategies Jun/15  Sep/16 Dec/17 Mar/19 Jun/20  Sep/21 Dec/22
should be viewed as a part of the broader sustainability exposure within investor portfolios in = Global Green Corporate Bonds Global Corporate Bonds
order to achieve a smoother return stream over time. Source: Bloomberg, December 2023
5 ROB=CO

All market data to 29 December 2023 unless mentioned otherwise



US 2023 GDP is defying all prior (recession) odds
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Reflecting on 2023, the Economist magazine wrote about "a dismal year for
the dismal science" as many economists — ourselves included — predicted a
US recession when the US economy has continued to grow at an above-
trend pace instead. We did also predict a recession in the Eurozone, which
most likely did play out, as continuing weak leading indicators suggest that
Q4 GDP numbers likely will show a back-to-back decline in quarterly real
activity. Europe's recovery has been much weaker compared to the US,
partly because consumers experienced a higher decline in real disposable
income and were less willing to drawn down excess savings.

Germany's manufacturing sector continued to struggle throughout 2023 as
it had to grapple with lower demand from China, higher wages and higher
energy prices, reinvigorating a debate whether Germany was once again the
"sick man of Europe". The IFO leading indicator showed that optimism about
trade and business in the German corporate sector over the next six months
remains subdued at 83, even as the indicator has veered back from

its August lows. Yet, the unfolding technical recession in the euro area has
not dented employment and can as such be seen as rare stagnation with full
employment. Eurozone unemployment is still only at 6.5%, an historic low.

For China, 2023 saw piecemeal stimulus by policymakers as it struggled with
deflation. The November CPI showed consumer prices fell by 0.5% year-on-
year. China is trying to re-engineer its growth model, moving away from
construction-led domestic growth by reinvigorating its manufacturing sector
to focus on high added value industries like EVs and solar. The Caixin
manufacturing PMI showed increased expansion for December at 50.8.
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China's official manufacturing PMI, which also incorporates larger (state-
owned) companies, declined in December to 49.0 from 49.4 in
November. Consumption growth is running at a 2.3% annual rate but

is clearly inhibited by the ongoing slump in property prices. So far, the
post-lockdown recovery in China is proving to be timid at best. In Japan,
the long road towards reflation seems to be going somewhere. The
internal price deflator of Japan's GDP as of Q3 shows a 5.0% y-o-y
increase, the highest since 1995. GDP has expanded at an above-trend
pace during the year, likely allowing the Bank of Japan to abandon some
aspects of its long standing ultra-dovish monetary policy in 2024.

This cycle remains difficult to read and keeps throwing up mixed
signals. Our business cycle monitor has moved from signaling
'slowdown' to 'expansion' on the back of a stabilisation in the US
manufacturing PMI, falling credit spreads, a tight labor market and
easing financial conditions. Macro surprises in the US are still positive,
while inflation surprises have remained negative lately, supporting the
consensus soft landing narrative for 2024. Yet, in our view, continuing
disinflationary efforts by central banks will likely start to coincide with
higher employment costs, challenging Goldilocks. One piece of evidence
for this was the negative surprise in the employment component of US
non-manufacturing ISM which shows a considerable worsening of the
employment outlook consistent with previous NBER recession levels.
The recent rise in shipping fees due to tensions in the Red Sea is just
one example illustrating that the probability of negative supply shocks
that could deliver a cost/push inflation impulse remains elevated, and

further immaculate disinflation is not a given.
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Important information

Robeco Institutional Asset Management B.V. (Robeco B.V.) has a license as manager of
Undertakings for Collective Investment in Transferable Securities (UCITS) and Alternative
Investment Funds (AIFs) (“Fund(s)”) from The Netherlands Authority for the Financial
Markets in Amsterdam. This document is solely intended for professional investors,
defined as investors qualifying as professional clients, who have requested to be treated as
professional clients or who are authorized to receive such information under any
applicable laws. Robeco B.V and/or its related, affiliated and subsidiary companies,
(“Robeco”), will not be liable for any damages arising out of the use of this document. The
contents of this document are based upon sources of information believed to be reliable
and comes without warranties of any kind. Any opinions, estimates or forecasts may be
changed at any time without prior notice and readers are expected to take that into
consideration when deciding what weight to apply to the document’s contents. This
document is intended to be provided to professional investors only for the purpose of
imparting market information as interpreted by Robeco. It has not been prepared by
Robeco as investment advice or investment research nor should it be interpreted as such
and it does not constitute an investment recommendation to buy or sell certain securities
or investment products and/or to adopt any investment strategy and/or legal, accounting
or tax advice. All rights relating to the information in this document are and will remain the
property of Robeco. This material may not be copied or used with the public. No part of
this document may be reproduced, or published in any form or by any means without
Robeco's prior written permission. Investment involves risks. Before investing, please note
the initial capital is not guaranteed. This document is not directed to, nor intended for
distribution to or use by any person or entity who is a citizen or resident of or located in
any locality, state, country or other jurisdiction where such distribution, document,
availability or use would be contrary to law or regulation or which would subject Robeco
B.V. or its affiliates to any registration or licensing requirement within such jurisdiction.

Additional Information for US investors

This document may be distributed in the US by Robeco Institutional Asset Management
US, Inc. (“Robeco US”), an investment adviser registered with the US Securities and
Exchange Commission (SEC). Such registration should not be interpreted as an
endorsement or approval of Robeco US by the SEC. Robeco B.V. is considered
“participating affiliated” and some of their employees are “associated persons” of Robeco
US as per relevant SEC no-action guidance. Employees identified as associated persons of
Robeco US perform activities directly or indirectly related to the investment advisory
services provided by Robeco US. In those situation these individuals are deemed to be
acting on behalf of Robeco US. SEC regulations are applicable only to clients, prospects and
investors of Robeco US. Robeco US is wholly owned subsidiary of ORIX Corporation Europe
N.V. (“ORIX”), a Dutch Investment Management Firm located in Rotterdam, the
Netherlands. Robeco US is located at 230 Park Avenue, 33rd floor, New York, NY 10169.

Additional Information for investors with residence or seat in Canada

No securities commission or similar authority in Canada has reviewed or in any way passed
upon this document or the merits of the securities described herein, and any
representation to the contrary is an offence. Robeco Institutional Asset Management B.V. is
relying on the international dealer and international adviser exemption in Quebec and has
appointed McCarthy Tétrault LLP as its agent for service in Quebec.
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