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April: a very good month for commodities

Positions: reflation remains the theme

> April was very favorable for risky assets. Commodities were the best-performing 
asset class, closely followed by equities. The strength within commodities was 
broad based, and the weakening US dollar was very beneficial for the asset class 
as a whole. Emerging equities and emerging debt were adversely affected as 
hard currencies experienced a difficult month. Signs that China is tightening 
weighed on emerging market assets, while Covid-19 infections are rapidly rising 
in places like Brazil and India. After a couple of difficult months, developed 
market fixed income seems to have found a footing. Within fixed income, high 
yield and global investment grade bonds were the best-performers.  

> One of the most striking developments in April was the reversal of US rates. The 
upward pressure on US rates suddenly came to a halt and started to meander 
lower. While it is difficult to explain why this happened, it should not be   
surprising that after a quite substantial move higher, rates moved into a phase 
of consolidation. We continue to think that rates need to move higher to reflect 
more favorable growth and inflation conditions. In other words, the reflation 
trade is not over.   

> We therefore continue to run a portfolio that is pro-cyclical and made no 
changes to it. In equities, we continue to prefer Europe and Japan at the 
expense of the US. The former markets are more skewed towards value stocks, 
which we expect to continue to do well. No changes were made to our exposure 
to commodities, investment grade corporate bonds and US Treasuries. 

Source: Bloomberg, Robeco

Source: Robeco All market data to 30 April unless mentioned otherwise
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Commodities: 1-month vs. 3-month momentum 

/ƻǇǇŜǊΩǎ ǘŜǊƳ ǎǘǊǳŎǘǳǊŜ ƛǎ ƛƴ ōŀŎƪǿŀǊŘŀǘƛƻƴ  

> Commodity markets have been on a tear, with the Bloomberg Commodity Index in 
euros rising 35% over the past 12 months. As we upgraded commodities to 
overweight in our multi-asset portfolio last May, it is time to revisit the case for the 
asset class. Deploying our asset allocation framework factors of macroeconomic 
developments, momentum, valuation and sentiment, we conclude that 
commodities in general (and metals in particular) have become anything but rusty. 
Instead, commodities still shine, and continue to warrant a portfolio overweight in 
the near to medium term. 

> The momentum effect, where price returns follow previous price performance, can 
be seen everywhere in the multi-asset space. Commodity markets are clearly 
enjoying strong and positive momentum at this juncture, seeing the strongest price 
gains on short 1-month momentum across the multi-asset universe. Strong short-
term momentum gains like those observed in metals such as copper and aluminum 
likely signal further price gains in the near future. 

> The valuation of commodities has become more favorable, as can be seen in a 
metric commonly used to value them ςthe roll yield. This is one of the three 
components of commodity returns, next to spot price movements and the cost of 
ŎŀǊǊȅΦ wƻƭƭ ȅƛŜƭŘǎ ŀǊŜ ǇƻǎƛǘƛǾŜ ƛŦ ŀ ŎƻƳƳƻŘƛǘȅΩǎ ŦǳǘǳǊŜǎ ŎǳǊǾŜ ƛǎ ƛƴ ōŀŎƪǿŀǊŘŀǘƛƻƴΣ 
meaning that a longer-dated futures contract converges to the higher spot price 
upon expiry. For a buy-and-hold investor who keeps rolling over their exposure, it 
simply boils down to buying low and selling high, so long as the futures curve stays 
in backwardation. Looking at the current curves, backwardation is the name of the 
game, implying positive roll returns so long as the shape of the curve remains the 
same. This especially holds for metals like copper. 

> .

Source: Refinitiv Datastream , Robeco

Source: Refinitiv Datastream & Robeco

Special Topic

All market data to 30 Aprilunless mentioned otherwise
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Capex has been cut dramatically for metals and mining 

Correlation: a weaker USD is supportive for commodities    

> The current backwardation reflects supply-side pressures in a global economy that is 
facing higher commodity demand in the post-pandemic expansion phase. It is not 
only the typical cyclical forces that are at play here, such as increased mobility, pent-
up travel demand and elevated goods consumption. The USD 2.25 trillion American 
Jobs Plan, for example, will give a more structural impetus to commodity-intensive 
investments in roads, bridges and railways. 

> The green investments needed to achieve the Paris Agreement goal of net zero 
ŜƳƛǎǎƛƻƴǎ ōȅ нлрл ŎŀƴΩǘ ƳŀǘŜǊƛŀƭƛȊŜ ǿƛǘƘƻǳǘ ǎŜŜƛƴƎ ŀ ƘǳƎŜ ŘŜƳŀƴŘ ǎǳǊƎŜ ŦƻǊ ƳŜǘŀƭǎ 
such as copper, aluminum and lithium. The knife of decarbonization cuts both ways 
here, as the supply side is also affected. Clearly, new capital expenditures in metals, 
mining and oil are needed to onboard new production. Another macroeconomic 
element that keeps us bullish is our moderately bearish view on the US dollar. 
Commodities are largely priced in dollars, so a weaker dollar typically leads to higher 
commodity prices. Also, the reopening of the European economy, which is a net 
energy importer, supports commodity demand. Turning to sentiment, the rising 
inflation expected as the global economy expands again could be another tailwind. 
Inflation risk ranks highest on the worry list for fund managers. Commodities have 
seen inflows as they are generally fairly accurateinflation hedges. 

> Although we see the risks for the asset class as skewed to the upside, there are 
downside risks. The most prevalent is that the monetary policy tightening stance in 
China to force deleveraging in certain overheating sectors could inhibit commodity 
demand. China still matters for commodities, and a deceleration in Chinese money 
supply growth has typically been followed with a lag of two quarters by slower 
commodity price appreciation. Source: Refinitiv Datastream , Robeco

Special Topic

All market data to 30 Aprilunless mentioned otherwise

Source: Refinitiv Datastream & Robeco
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US GDP: Consumption is one of the main driver of growth 

The US economy is starting to run hot

> As expected, the Fed made no changes to its policy at it last meeting. The recent 
strength of the US economy was acknowledged but was deemed be insufficient to 
lead to a policy change. The Fed continues to show a willingness to look through the 
current and near-term inflationary pressures. Near-term determinants of changes in 
policy will therefore be progress in containing the pandemic and developments in 
the labor markets. Given the rapid vaccination rollout, progress in the job market is 
now the main focusof the Fed. Here, the central bank will want to see more then 
just one strong top-line job number. 

> While the overall message was a familiar one, a shift in nuance was seen. Compared 
to the last meeting, the Fed is less worried about the outlook. This gives the meeting 
a slightly dovish tilt, as the central bank continues to fully push the policy throttle, 
even though it confirms that risks to the outlook have receded. It once again shows 
that the Fed intends to run the economy hot, and that the risk of possible 
overheating is seen as being one worth taking. 

> Just like the Fed, the US government continues to support the economy. After 
announcing the American Jobs Plan last month, this month the American Family 
Plan was introduced.  

> The US economy grew by 6.4% on an annualized based. While this is a more than 
decent number, it was some what below expectations. The domestic demand 
component almost grew by double digits on an annualized based. Exports and 
inventory were a drag on overall growth.   

Source: Bloomberg, Robeco

Source: Bloomberg, Robeco

Economy

All market data to 30 April  unless mentioned otherwise
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Economic sentiment has strongly improved      

Unemployment has seen little progress 

The Eurozone is still battling the third wave of the pandemic, though the peak should be 
behind us now, with most European countries easing restrictions or becoming very close 
to lowering the intensity of lockdowns. The pace of vaccinations is also increasing, 
though it is lagging the US, with Germany having 29% of its population vaccinated and 
France 23%. 

The composite Eurozone PMI climbed to 53.8 in April, helped by the manufacturing 
sector, which stayed largely open during the third Covid-19 wave. With the re-opening in 
sight and having adapted to the changed circumstances, the services sector producer 
confidence reading also lifted. The Eurozone services PMI moved into expansion 
territory, coming in at 50.5 for April after recording 49.6 in March. 

The recovery within the Eurozone is still fragmented and fragile across both regions and 
sectors, with the ECB increasing the pace of PEPP asset purchases last month. As seen 
elsewhere, supply chain disruptions are top of mind for goods sectors. The composite 
input price index jumped to 64.0 from 61.9, its highest level of the past decade. 

For the crucial services sector there is upside ahead, especially as Greece and Spain start 
to allow tourists in again to enjoy their holidays. The business expectations index for the 
services sector skyrocketed to 68.4, also the highest level of the past decade. 

Given the ongoing re-opening and acceleration of the Eurozone recovery, enlargement 
ƻŦ ǘƘŜ 9/.Ωǎ t9tt ŜƴǾŜƭƻǇŜ ƛǎ ƴƻǘ ƛƴ ǘƘŜ ŎŀǊŘǎΣ ǿƘƛŎƘ ƛƳǇƭƛŜǎ ǘƘŜ 9/. ǿƛƭƭ ǎƭƻǿ Řƻǿƴ ǘƘŜ 
pace of PEPP purchases after Q2. 

Economy

Source: Refinitiv, Robeco

All market data to 30 April unless mentioned otherwise

Source: Refinitiv Datastream , Robeco

Source: Refinitiv Datastream, Robeco
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BOJ lowers purchases of ETFs and REITS  

Inflation continues to improve  

> As widely anticipated, the Bank of Japan made no changes to its policy framework at 
ƛǘ ƭŀǘŜǎǘ ƳŜŜǘƛƴƎΦ ¢ƘŜ ƛƳǇŀŎǘ ƻŦ ǘƘŜ ƭŀǎǘ ƳƻƴǘƘΩǎ ǇƻƭƛŎȅ ǊŜǾƛŜǿ ƛǎ ŀƭǊŜŀŘȅ ǾƛǎƛōƭŜ ƛƴ 
the lower amountof ETFs and REITS purchased by the central bank. This reflects the 
flexibility the BOJ now has tosize purchases according to market circumstances. One 
noticeable thing is that while the changes to the policy in reaction to the policy 
review were small, marginally they all seem to point towards less rather than more 
policy support. The wider band around the 10-year yield and the greater flexibility in 
REITS and ETF purchases all seems to leave the door open for less market 
ƛƴǘŜǊǾŜƴǘƛƻƴΦ ²ƘƛƭŜ ǘƘŜ .hW ŎƻƴǘƛƴǳŜǎ ǘƻ ƭŜŀǾŜ ƛǘǎ ƛƴŦƭŀǘƛƻƴ ǘŀǊƎŜǘ ŀǘ н҈Σ ƛǘ ŘƻŜǎƴΩǘ 
expect to reach this at the end of its three-year projections outlook, butexpects 
inflation to only be around half of it. Growth forecasts on the other hand were lifted 
but the output gap is expected to remain deeply negative.  

> Covid-19 cases are once again on the rise. While the number of new infections is 
lower than that of Europe and the US, the vaccination rate in Japan is also much 
slower. In response, the government has renewed the state of emergency in four 
regions including Tokyo and Osaka.  

> The economy continue to firm. The composite purchasing manager index is back 
above 50. The improvements were mainly driven by the manufacturing sector as the 
service sector remains under pressure. 

> The inflation index excluding both energy and fresh food ςthe gauge preferred by 
the BOJ ςcame in at +0.4% year-on-year. 

Economy

Source: Bloomberg, Robeco

>Source: Bloomberg, Robeco

All market data to 3o April unless mentioned otherwise






















