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Tackling
the trilemma

Investors face a ‘trilemma’ in 2021 as policymakers try to balance three
issues arising from the Covid-19 crisis, our annual outlook believes.

SPEED READ
– Trilemma of public health, normalizing economy and personal freedoms
– Most positive scenario sees a vaccine paving the way to a new normal
– Equities and commodities should generate the best returns in 2021
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Restoring public health, returning to normal economic functioning and maintaining personal
freedoms will figure highly in the post-coronavirus response, which is likely to begin next year,
Robeco’s multi-asset team says in the 2021 outlook.
And there are many other headwinds investors may face, from unemployment in the Eurozone
to a new US political landscape. However, the eventual end of the economically damaging
measures to contain the pandemic, thanks to a future vaccine, is really the ultimate tailwind,
the team says.
This makes Robeco’s multi-asset team more positive about equities than government
bonds, since stocks should benefit most from any economic recovery, while sovereigns are
set to generate negative returns except in the worst-case economic scenario. Commodities,
high yield bonds and emerging market debt should also shine in 2021, though there are
bull and bear cases for all asset classes.

We need to find a vaccine
Much will depend on the availability of a working vaccine for the Covid-19 crisis, which
claimed more than one million lives in 2020 and infected more than 50 million people.
The world will also continue to rely on close cooperation between governments and central
banks, continuing coordination that has so far mitigated much of the economic damage,
says strategist Peter van der Welle.
“Only a few times in the last century have we experienced such strong cooperation between
fiscal and monetary authorities: this is the main reason why financial markets recovered so
strongly after the fastest downturn in history back in March,” he says.
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The state of play at November 2020 of a vaccine becoming available. Source: New York Times.

“The problem is that we haven’t yet solved this ‘trilemma’ – finding an acceptable tradeoff between public health, the economy and personal freedoms. It is precisely this trade-off
and the easing of it that will shape the economic, market and social circumstances in 2021.”
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Base, bull and bear cases
Robeco’s multi asset team has have determined a base, bull, and bear case scenario for
each asset class based on the progress likely to be made on solving that trilemma. In the
base case, an effective vaccine is expected to be widely available in the first half of 2021;
markets rose strongly on news in early November that a candidate from Pfizer was 90%
effective. Distributing it will be a mammoth task, however, requiring an estimated 15
million deliveries in cooling boxes on 15,000 flights around the world just to make an
inroad. Once a vaccine is available, the journey towards normality can begin.
The bull case sees multiple effective vaccines arriving much earlier; logistical challenges
in vaccine distribution dealt with effectively; and the economy freed from the pendulum
swing between lockdowns and re-openings, with less infringement on personal freedom.
“Thus, the policy trilemma is largely solved, and a quicker return to a new normal takes
shape,” Van der Welle says. “Here we see room for what Keynes called ‘animal spirits’,
which he defined as the ‘spontaneous urge to action rather than inaction’.”
In the bear case, vaccine development experiences persistent setbacks, with a very limited
number on the market by only the end of 2021. Here, the public misery continues, with the
overall impact on the economy profound, as the collective belief in tackling the trilemma
in the medium term becomes elusive.

A good year for risky assets
“For the asset classes, in general, we believe 2021 will be a good year for risky assets, with
equities realizing above average returns in our base case,” says Jeroen Blokland, Head of
the Multi-Asset team. “However, in a scenario in which a working Covid-19 vaccine is not
readily available to a large part of the global population, all bets are off, and all risky assets
will realize negative returns.”
The team’s base case for equities is that combination of a timely, effective vaccine with
ongoing fiscal and monetary stimulus means GDP growth and, more importantly, company
earnings growth continues to improve. Earnings per share levels near those seen before
the Covid-19 outbreak implies growth of about 20%, which would be very healthy for share
prices.

Expected returns outlook 2021
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Predictions for the major asset classes in the 2021 outlook. Source: Robeco.
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For high yield bonds, the base case is that such a recovery in company earnings means
defaults would dwindle, the coverage ratios of high yield companies would improve, and
spread levels would tighten. Spreads on investment grade credits would also tighten in the
base case, with some rotation out of government bonds into corporate bonds by investors
looking for better yields.
The base case for local currency emerging debt is constructive as well, as the team believes
there is ample room for emerging currencies to recoup heavy losses against the US dollar.
Commodities should benefit greatly from the return to normal trading. The rebalancing of
commodity supply and demand that started a couple of months ago is expected to continue,
and a resurgence in oil demand as people get moving again should raise oil prices.
The asset class expected to continue to deliver negative returns is government bonds, as
massive quantitative easing continues and yields continue to grind higher, especially in the
US.
The 2021 outlook also contains three special reports on investing in the Sustainable
Development Goals, Chinese equities, and the 5G mobile communications trend.
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IMPORTANT INFORMATION

Robeco Institutional Asset Management 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. Robeco Institutional Asset
Management 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 content of this document is based upon sources of information believed to be reliable
and comes without warranties of any kind. Without further explanation this document
cannot be considered complete. Any opinions, estimates or forecasts may be changed
at any time without prior warning. If in doubt, please seek independent advice. It is
intended to provide the professional investor with general information on Robeco’s specific
capabilities, but has not been prepared by Robeco as investment research and does not
constitute an investment recommendation or advice 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.
© Robeco – November 2020
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