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November: Animal spirits return

Positions: Further increase in the risk profile of the portfolio

> The major event in November was supposed to be the US elections. A period of 
fierce full campaigning would come to an end and there would be clarity on the 
political direction for the coming four years. Almost a month later and President 
¢ǊǳƳǇ ǎǘƛƭƭ ƘŀǎƴΩǘ ŎƻƴŎŜŘŜŘ ǘƘŀǘ ƘŜ ƭƻǎǘΣ ŜǾŜƴ ǘƘƻǳƎƘ ƛǘ ƛǎ ǉǳƛǘŜ ŜǾƛŘŜƴǘ ǘƘŀǘ 
Biden has won. The major driver of financial markets in November, however, 
turned out not to be the election, but encouraging announcements of several 
companies with regards to the development of a vaccine against Covid-19. 

> The timing of the announcements could not have come at a better time. 
Infections have increased rapidly, both in Europe and the US.The macro 
environment was becoming less supportive, with weakening numbers in Europe 
and less positive data surprises out of the US. On top of that, the likelihood that 
fiscal stimulus in the US was going to be extended any time soon dropped 
significantly. The prospects that several vaccines would be available sometime 
next year changed the sentiment of the market, as a path to normality could be 
plotted. The vaccine news lifted all boats and almost all assets delivered positive 
returns in November, gold being one of the few exceptions.

> In November, we increased the risk profile of our portfolio by further increasing 
the equity weight. We added exposure to emerging market and Japanese 
equities at the expense of cash. We continue to be overweight corporate credits 
and commodities at the expense of government bonds.

> . 

Source: Bloomberg, Robeco

Source: Robeco
All market data to 30 November unless mentioned otherwise
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Relative performance (YTD): Global Growth vs. Value

Valuation: Relative valuation favors Value above Growth  

> November saw big moves in markets as the announcement of several Covid-19 
vaccines with a high effectiveness handed the keys to the resolution of a pandemic 
that has brought the deepest recession since the 1930s. Stock market indices broke 
new highs, with the largest inflows into equities in recorded history in recent weeks. 

> Looking at equity factor performance, November saw a decent outperformance of 
value stocks versus growth stocks of close to 5%. Value stocks that have been 
lagging the recovery trade since March have experienced a rerating since the 
vaccine news broke in November. This catch-up has raised the question of whether 
the long-awaited rotation from value to growth has finally begun. The jury  is still out 
on this. In November, value stocks jolted 15% higher, but tech stocks also rose 
substantially, gaining 10.9%.

> We think that the announcement of several effective vaccines and nascent approval 
for one of them in the UK has nonetheless brought the value tortoise on the move, 
with further upside for value stock outperformance seen in 2021. With a relative PE 
multiple around 2, the dispersion between value and growth valuations has become 
exceptional, andsuggests returns above the historical average for the value factor in 
the medium to longer term, outperforming growth stocks.

> With value stocks already historically cheap since the Covid-19 recession peaked in 
March, they experienced another derating as the equity market corrected on the 
back of the second wave of the pandemic in the autumn. At the start of December, 
with vaccine approvals in sight, it seems the historically wide dispersion in relative 
valuation of value stocks versus growth stocks has started to roll over.

Source: : Refinitive Datastream, Robeco

Source: Refinitive Datastream, Robeco
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Relative PE: Growth vs. Value 

Asset classes: S&P 500 Value/Growth ratio vs. yield curve (10y-2y)

> So, has the value in value been finally unlocked? Three arguments favor this thesis. 
First, value has the tendency to outperform at the beginning of a new economic 
cycle. While our business cycle model still signals an economic slowdown, we expect 
ƛǘ ǘƻ Ǝƻ ƛƴǘƻ ŀ ŦƭŀǎƘ ΨǊŜŎƻǾŜǊȅΩ ǎƻƻƴΦ !ǘ ǘƘŜ ŜƴŘ ƻŦ ǊŜŎŜǎǎƛƻƴǎΣ ȅƛŜƭŘ ŎǳǊǾŜǎ ǎǘŀǊǘ ǘƻ 
steepen as bond investors start to demand a higher compensation for growth risk in 
the bond market. Value stocks tend to rebound relative to growth stocks as yield 
curves steepened further in the early recovery phase.

> {ŜŎƻƴŘΣ ǎǘŜŜǇŜƴƛƴƎ ȅƛŜƭŘ ŎǳǊǾŜǎ ŀƭǎƻ ǊŜŦƭŜŎǘ ŜōōƛƴƎ ΩŜŎƻƴƻƳƛŎ ƎǊƻǿǘƘ ǎŎŀǊŎƛǘȅΩΣ ǿƛǘƘ 
an increasing number of global leading indicators also signaling economic 
expansion. Growth stocks have shown a strong multiple expansion in recent years, 
as investors were willing to pay up for companies with cashflow generation ability in 
a late-cycle, growth-scarce environment. This accelerated when the Covid-19 
recession peaked in March. With economic growth scarcity now on the verge of 
fading, a headwind for value stocks disappears.

> Third, governments have shown a greater willingness to provide fiscal support 
during this pandemic. This stands in sharp contrast with the global financial crisis 
aftermath when governments were even pursuing austerity. This accommodative 
fiscal stance, facilitated by central banks acting as credible fiscal financiers, has two 
major implications for the value trade. First, higher net government issuance exerts 
upward pressure on bond yields, which benefits the less interest rate-sensitive 
segments of the equity universe such as value stocks (the discount rate effect). 
Second, there are positive multiplier effects on the real economy, which benefits 
more growth-sensitive stocks like value stocks (the cashflow effect). 

SourceRefinitive Datastream, Robeco

Source: Goldman Sachs Global Investment Research
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Asset classes: Value/Growth ratio vs. US real yield (10y)

Asset classes: Cyclical/defensive ratio  vs. silver/gold ratio

> The recent outperformance of value stocks could predominantly be because they 
ŀǊŜ ŎŀǘŎƘƛƴƎ ǳǇ ǊŀǘƘŜǊ ǘƘŀƴ ŘǳŜ ǘƻ ŀ ǊƻǘŀǘƛƻƴΦ LƴǾŜǎǘƻǊǎ ŘƛŘƴΩǘ ŘǳƳǇ ƎǊƻǿǘƘ ǎǘƻŎƪǎ ƛƴ 
November, so the market action should not be prejudged as a great rotation out of 
growth to value. The big winners were the stocks that suffered the most because of 
the pandemic, and were simply laggards since the March bull run. 

> There are other reasons not to be carried away too much just yet. We have seen 
false rotations before, such as in autumn 2018. The improved outlook for hospitality 
and leisure in the wake of a vaccine will also indirectly benefit growth stocks through 
things such as higher advertising revenues from hotels and restaurants on digital 
platforms. Also, the value factor is strongly correlated with the performance of 
cyclicals. In the near term, the outperformance of cyclical sectors versus defensives 
may have run its course, as the ratio has decoupled from other cyclical growth 
proxies. 

> With inoculations due to begin this month in a few major economies, the trilemma 
between solving the health crisis, kick-starting economic growth and maintaining 
personal freedoms is going to be considerably eased. This will bring steeper yield 
curves and a broadening economic recovery sustained by a continued fiscal thrust. 

> The case for additional value outperformance in the next 12 months is 
strengthening. But we are not out of the woods yet. The road to a post-Covid-19 
ΨƴŜǿ ƴƻǊƳŀƭΩ ǿƛƭƭ ƴƻǘ ōŜ ǎƳƻƻǘƘΣ ǿƘƛŎƘ ƛƳǇƭƛŜǎ ǎŜƭŜŎǘƛǾŜ ŜȄǇƻǎǳǊŜ ǘƻǿŀǊŘǎ ǘƘŜ 
value tilt against a backdrop of near-term risks. The value tortoise may have made 
some promising moves lately, but it has yet to bridge a soft patch. 

SourceRefinitive Datastream, Robeco

SourceRefinitive Datastream, Robeco
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Economic surprises are decelerating but still positive

Consumer confidence is dipping lower again

> The Fed is comfortable with current policy settings. The combination of forward 
guidance and asset purchases is seen as being more than sufficient. However, the 
central bank continues to stress that if deemed necessary, it has ample room to add 
stimulus through adjusting its buyback program. The Fed continues to make the 
Ǉƻƛƴǘ ǘƘŀǘ ǘƘŜǊŜ ƛǎ ƴƻ ǘƛƳŜ ŦƻǊ ŎƻƳǇƭŀŎŜƴŎȅΣ ŀƴŘ ǘƘŀǘ ŦƛǎŎŀƭ ǎǳǇǇƻǊǘ ƛǎ ƴƻǘ ΨƴƛŎŜ ǘƻ 
ƘŀǾŜΩ ōǳǘ ŀ ΨƳǳǎǘ ƘŀǾŜΩΦ ¢Ƙƛǎ ƛǎ ǘƻ ǇǊŜǾŜƴǘ ǇŀǎǎƛǾŜ ŦƛǎŎŀƭ ǘƛƎƘǘŜƴƛƴƎ ƛƴ ǘƘŜ ŎƻƳƛƴƎ 
period as support programs end. 

> The chance that a substantial fiscal support package will indeed be delivered, 
however, is slim. The key determinant of  the future path of the economy remains 
the trajectory of the pandemic. With encouraging news on the development of 
several vaccines, optimism is warranted. But it will take some time before any 
vaccine will be widely available and distributed. In the meantime, the number of 
infections is rapidly increasing. 

> tǊŜǎƛŘŜƴǘ ¢ǊǳƳǇ ǎǘƛƭƭ ƘŀǎƴΩǘ ŀŎŎŜǇǘŜŘ Ƙƛǎ ƭƻǎǎ ŀƴŘ ŎƻƴǘƛƴǳŜǎ Ƙƛǎ ƭŜƎŀƭ ōŀǘǘƭŜǎΦ ¢ƘŜ 
positive news is that President-elect Biden finally has access to funding and data so 
that he can finally start to properly prepare for a transition of power. This election 
has once again laid bare the divisions that exist among the US electorate, and the 
onus is on Biden to prove he can be a president for all Americans.

> Economic numbers in general are still positively surprising, indicating that the 
economy is holding its momentum. Some cracks are starting to appear, however: 
inflation is decelerating, non-farm payrolls were disappointing, and consumer 
confidence has dipped lower. 

Source: Bloomberg, Robeco

Source: Bloomberg, Robeco

Economy

All market data to 30 November unless mentioned otherwise
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9ǳǊƻǇŜΩǎ ƎǊƻǿǘƘ ƳƻƳŜƴǘǳƳ ƛǎ ƭƻǎƛƴƎ ǎƻƳŜ ǎǘŜŀƳ    

Eurozone inflation: A cyclical trough for core inflation?  

> The European economy is losing momentum: the Eurozone PMI fell to 45.1 in 
November. This was to be expected, as the second wave of Covid-19 triggered 
another round of (selective) lockdowns across the region. New lockdown measures 
are the strictest in France. Intra-EU divergences in growth will likely increase into Q1 
2021, given a larger divergence between social distancing measures compared to 
the first wave. Given the more selective nature of the lockdowns, the GDP impact 
will also be substantially less compared to the March-April episode. 

> Although we are likely to need to build a bridge between a soft patch and a more 
synchronized recovery, the announcement of inoculations starting as early as next 
month in some countries (like Germany) are positive. It increases the possibility that 
economic activity will strengthen again in the medium term. Elevated personal 
savings ratios, a resilient housing market and a modest improvement in 
unemployment suggest there is room for significant pent-up demand to materialize. 

> Nonetheless, policymakers are very much aware of the need to bridge the (liquidity) 
gap towards a self-sustaining recovery. We expect the ECB to extend its pandemic 
emergency purchase program (PEPP) this month, and we expect a tweak to its asset 
purchases as well. This will give a clear signal that the central bank is in this for the 
long haul and is cognizant of the uncertainties still surrounding vaccine rollouts and 
Brexit-related risks. While German Chancellor Merkel has already warned that fiscal 
ǎǳǇǇƻǊǘ ǿƻƴΩǘ ōŜ ǘƘŜǊŜ ƛƴŘŜŦƛƴƛǘŜƭȅΣ CƛƴŀƴŎŜ aƛƴƛǎǘŜǊ {ŎƘƻƭȊ ƛƴŘƛŎŀǘŜŘ ǘƘŀǘ ƳƻǊŜ 
fiscal support could be released to cushion near-term demand. This is relevant as it 
ƛǎ ƭƛƪŜƭȅ ǘƘŀǘ ǘƘŜ ΨƭƻŎƪŘƻǿƴ-ƭƛǘŜΩ ƛƴ DŜǊƳŀƴȅ ǿƛƭƭ ōŜ ŜȄǘŜƴŘŜŘ ǘƻ WŀƴǳŀǊȅΦ 

Economy

Source: Refinitiv, Robeco

Source: Refinitiv, Robeco

All market data to 30 November unless mentioned otherwise






















