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Bridging troubled waters – investment outlook 2020   

 

The past year was one the best of the decade-long bull market, after a dovish central bank policy shift prompted investors 

to price out recession risks, and receding trade tensions bolstered sentiment. For the coming year, we take a broadly neu-

tral stance at least until investors cool down and/or the economy starts to over-deliver on these brightened hopes.  

 

  

The year 2019 turned out to be one of the best yet for inves-

tors in the decade-long bull market. However, something does 

not quite feel right for it was neither stronger growth nor re-

ceding policy risks that drove the stellar performance of finance 

markets. Rather, central banks had to save the day once again 

by opening the monetary spigots and adding to the flood of li-

quidity that lifts the many boats in financial markets, from 

bonds to equities to gold.  

Looking forward, this deluge could create some troubled wa-

ters. Lofty valuations in many traditional assets and ever-higher 

policy dependency could well translate into an unpleasant 

swim. Investments in the highest-grade bonds, for instance, 

practically guarantee losses in good times, while their diversifi-

cation benefit in hard times is increasingly doubtful. 

In this report, we present a few investment alternatives that 

can help a portfolio avoid the potential maelstrom and reach 

higher ground.  

 

The global economy: in need of a jolt be-

yond liquidity 

The year 2019 made it evident that there is no escaping from 

the “new normal.” Central banks have no choice but to keep 

policy highly accommodative in the face of tepid growth and 

absent inflation pressures. Thus, the “longest economic recov-

ery” may continue as it has: with much lower real growth than 

in past upswings, propped up by zero-interest-rate policies and 

an occasional shot in the arm from fiscal programs. Lately, tar-

iff rounds and other newly implemented barriers to trade cre-

ated headwinds for global economic growth.  
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Longer, but not stronger 

(Real GDP* for the US in past economic expansions; years du-

ration) 

 

 

Global economy: sluggish but resilient re-

covery to continue 

As the world suffers from a liquidity trap, new fiscal spending 

programs should absorb some of the overhang in savings and 

push for higher real growth. Global monetary and fiscal sup-

port will likely outweigh more harmful national policies, allow-

ing the record-long economic recovery to extend further.   

Financial markets: exuberance in safe as-

sets and passive investing 

A decade of hunting for yield has created bubble-like condi-

tions in traditional safe assets – a space we would avoid and 

replace by a combination of liquid alternative strategies and 

private market investments. In addition, the massive drive 

into passive products has created opportunities for active 

management and controlled value creation. 
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These policies are one particular expression of a more general 

trend to combat inequality. Therefore, uncertainty around ris-

ing state intervention and redistribution policies is here to stay 

and is bound to influence both the real economy and financial 

markets in 2020. 

At the core of the economic malaise lies the fundamental mis-

match between savings and investments. Part of this gap has 

been cyclical. Households had to save more and pay down 

debt in the wake of the Great Financial Crisis, while corpora-

tions shelved investment plans and hoarded cash. Long-term 

structural factors are at play as well. In most of the developed 

world, an aging population has to save more for retirement 

that also lasts longer.  

Conversely, the need for fixed asset investments is lower in to-

day’s sharing economy and with the emergence of “asset-

light” business models.  Consequently, trillions of dollars, euros 

and yen of excess liquidity are sloshing around the globe, de-

pressing yields on existing financial assets and competing for a 

few new investment opportunities. 

Central banks around the world have tried to set policy rates 

low enough to erode the savings overhang and spur corporate 

investments – with limited success. Thus, new policy options 

are needed, especially if the economic recovery should stall. To 

many, this means that fiscal policy should step up, fill part of 

the investment gap and provide jobs and incomes for a larger 

share of the population.  

For the future, several such packages are envisaged in various 

jurisdictions. Infrastructure programs, social benefit build-out 

and measures to avert climate change are among the areas 

that evoke big spending plans.  

 

Of course, not all of these will be realized in the end. However, 

political obstacles are eroding as there is no crowding out of 

private investments and central banks are willing and able to 

help keep the bill of budget deficits as low as possible. 

 

Financial markets: troubled waters in safe 

assets 

After reigning for more than a decade, the bull market may be 

getting old but not necessarily tired. Case in point: during 

2019, global economic growth slowed, while markets rallied. 

The ongoing trade war pushed the manufacturing sector into 

contraction – which is often a precursor for a broader eco-

nomic recession. Financial markets, however, proved resilient 

to bad news for two main reasons. First, investors generally 

viewed the headwinds as temporary, operating from a base 

case that the US and China would eventually come to an amia-

ble accord and remove barriers to trade. Second, central banks 

fully reversed course and instead of normalizing and slowly 

tighten monetary policy, they opened the spigots of liquidity 

once again. 

Evidently, the curative effects of lower rates still outweigh any 

concerns regarding real growth, allowing equities and bonds to 

rally simultaneously. The results are astounding: around a third 

of government bonds globally have negative yields. Even cor-

porate bonds are increasingly joining the club of “return-free” 

risk assets.  

This development spells trouble because even the smallest in-

creases in interest rates translates into big (temporary) losses 

Graph 3 

How to deficit-spend it 

(Government structural balances as % of potential global 

GDP*)

 

Graph 2 

Savings glut, investment dearth 

(Savings, investments and broad money*, all in % of global 

GDP**) 

 

 

Graph 4 

"It's the liquidity, stupid" 

(World equity index and economic indicator) 
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for bondholders. For example, for the 100-year Austrian gov-

ernment bond that recently doubled in price, a 1% rise in rates 

would entail a mark-to-market loss of more than 50%.  

While we do not believe that interest rates are about to rise 

significantly, we would still avoid a space that yields nothing at 

best and bears many hallmarks of a classic investment bubble. 

Another trend that warrants scrutiny is the massive drive to 

passive investment vehicles. Over the last decade, investors 

flocked into ETFs and other index products at the expense of 

actively managed funds. This is understandable, as the latter 

category was associated with poor relative returns and high 

costs. However, the sheer size and rapid growth of the ETF 

market may pose hidden liquidity risks in terms of potential 

mismatches between the trading volumes of the listed fund 

versus its underlying securities.  

Moreover, equity market-cap based passive investing, by defini-

tion, bets on past performance by allocating heavily to today’s 

largest companies.  

In fixed income, indebtedness is rewarded rather than pun-

ished, as indices are tilted towards the major debtors. We 

therefore prefer an active investment approach that retains 

control over portfolio composition, value creation and sustaina-

bility consideration

Portfolio positioning: building blocks to bridge troubled waters in 2020 and beyond  

 For a balanced mix of current income and future growth, 

consider value-add strategies and select niches in real es-

tate and infrastructure 

 Implement systematic strategies to harvest alternative risk 

premia and combine them for market-neutral portfolio re-

turns 

 Focus on genuine alpha managers with proven ability to 

generate skill-based returns, independent of style factors 

and market direction 

 Capitalize on a premium turnaround in insurance-linked 

strategies 

 Add a small portion of gold as a portfolio diversifier  

 Integrate ESG (Environmental, Social, Governance) consid-

erations holistically to achieve truly sustainable investing 

 Where liquidity constraints permit, commit to active own-

ership in private equity and selectively add secondaries to 

gain diversified exposure and profit from increased transaction 

volum

Graph 5 

Safe and sorry 

(Negative yielding debt and 100-year Austrian sovereign 

bond) 

 

 

Graph 6 

Passive aggressive 

(Cumulative fund flows in/out of mutual funds/ETFs*,  

USD bn) 

 

  Key investment themes 

 

  Building a bridge over troubled waters 

More than a decade into the recovery, the world economy is still mired in a lackluster and policy-dependent environ-

ment that has become known as the “new normal.” For investors, this means dealing with scarce growth opportunities 

and low prospective returns on financial assets that have been flooded by the surge in global liquidity. To reach higher 

ground, we would advocate an asset allocation with an emphasis on value-creating strategies in private markets and 

uncorrelated return sources from liquid alternatives. Finally, to avoid troubled waters and contribute to a better tomor-

row, all investment activity must incorporate a sharp focus on sustainability (Environmental, Social, Governance, or ESG, 

integration). 
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LGT Capital Partners: tactical asset allocation  

 

The tactical asset allocation (TAA) relative to the strategic allocation (SAA) for the Princely Strategy* is set quarterly with a time horizon 

of three to six months and adjusted in the interim when deemed necessary.  

 

 Equities: neutral overall, with an US overweight balanced by underweights in Europe and the EM  

 Fixed income: underweight duration and credit risk in all segments, least pronounced in the EM  

 Currencies and real assets: long Japanese yen against the euro and a strong overweight in gold   

* The TAA table refers to the liquid LGT GIM Balanced (USD) as a reference portfolio. The TAA is generally valid for all similar portfolios, but investment restrictions or liquidity considerations can lead to 
deviations in implementation. In currencies, “others" represents indirect exposures resulting from unhedged positions in various markets against a portfolio’s base currency; the effective position of the base 
currency may thus deviate from the direct tactical position shown above. * Includes global government, inflation-linked and corporate bonds. 
 

 

Performance of relevant markets 

¹ Annualized return ² Equal-weighted hard and local currency total return indices ³ Bloomberg correlation-weighted currency indices of a currency versus its nine major counterparts ⁴ J.P. Morgan Emerging 

Market Currency Index Live Spot in USD | Source: Bloomberg 

 

 1 month 3 months Year to date  3 years, p.a.¹  5 years, p.a.¹

Fixed Income

Global government bonds USD -0.1% -0.6% 0.2% 4.2% 3.3%

Global inflation linked bonds USD 0.4% 0.4% 0.4% 2.9% 2.7%

Investment grade corporate bonds USD 0.4% 1.4% 0.2% 4.5% 3.5%

High yield bonds USD 1.4% 3.6% 0.5% 6.4% 6.2%

Emerging markets ² USD 1.5% 2.8% 0.2% 6.5% 4.6%

Equities

Global USD 3.2% 9.7% 1.7% 11.8% 10.0%

Global defensive USD 2.0% 4.1% 0.6% 12.1% 9.9%

North America USD 4.0% 11.2% 1.9% 14.2% 11.5%

Europe EUR 2.2% 6.5% 0.9% 7.4% 7.5%

Japan JPY -0.1% 8.8% 1.0% 6.1% 6.6%

Emerging markets USD 5.5% 12.9% 2.7% 11.1% 6.2%

Alternative and real assets

Listed private equity USD 3.6% 12.7% 1.2% 14.7% 11.5%

Hedge funds USD 0.6% 1.6% 6.8% 3.1% 2.6%

Insurance linked securities (ILS) USD 0.4% 1.1% 0.2% 2.7% 3.8%

Real estate investment trusts (REITs) USD 4.1% 0.6% 0.7% 10.0% 6.1%

Gold USD 4.5% 3.3% 1.7% 8.8% 4.7%

Currencies (vs. rest of G10) ³

US dollar USD 0.0% -2.1% 1.2% 0.3% 2.0%

Euro EUR 0.1% -1.1% 0.4% 1.9% 0.7%

Swiss franc CHF 1.6% 1.0% 0.8% 1.7% 3.1%

Japanese yen JPY -0.7% -3.7% -0.3% 1.7% 3.4%

Australian dollar AUD 0.3% -0.2% -0.8% -2.8% -1.7%

Norwegian krone NOK 1.7% 0.5% -0.2% -1.4% -1.5%

Emerging market currency index ⁴ USD 0.2% 0.4% -0.5% -2.6% -4.6%

British pund GBP -3.1% 1.0% -1.2% 2.6% -1.6%

Canadian dollar CAD 0.7% -0.8% 0.5% 0.4% 0.0%

New Zealand dollar NZD 0.3% 3.5% -0.7% -2.5% -1.4%

SAA

Short-term investments 0.0%

Investment grade bonds* 24.0%

High yield bonds 5.0%

Emerging market bonds 7.0%

Global defensive 7.5%

Global developed 23.5%

North America

Europe

Japan

Emerging markets 6.0%

Listed private equity 4.0%

Hedge funds 12.0%

Insurance-linked securities 6.0%

Real estate (REITs) 5.0%

Gold 0.0%

SAA
USD 87.0%

EUR 0.0%

CHF 0.0%

JPY 0.0%

AUD 1.0%

NOK 0.0%

Others 12.0%

Asset class underweight                                       Tactical allocation versus SAA                                       overweight
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Economic and corporate fundamentals 

 

Important information: This marketing material was issued by LGT Capital Partners Ltd., Schützenstrasse 6, CH-8808Pfäffikon, Switzerland and/or its affiliates (hereafter "LGT CP") 

with the greatest of care and to the best of its knowledge and belief. LGT CP provides no guarantee with regard to its content and completeness and does not accept any liability 

for losses that might arise from making use of this information. The opinions expressed in this marketing material are those of LGT CP at the time of writing and are subject to 

change at any time without notice. If nothing is indicated to the contrary, all figures are unaudited. This marketing material is provided for information purposes only and is for the 

exclusive use of the recipient. It does not constitute an offer or a recommendation to buy or sell financial instruments or services and does not release the recipient from exercising 

his/her own judgment. The recipient is in particular recommended to check that the information provided is in line with his/her own circumstances with regard to any legal, regula-

tory, tax or other consequences, if necessary with the help of a professional advisor. This marketing material may not be reproduced either in part or in full without the written 

permission of LGT CP. It is not intended for persons who, due to their nationality, place of residence, or any other reason are not permitted access to such information under local 

law. Neither this marketing material nor any copy thereof may be sent, taken into or distributed in the United States or to U. S. persons. Every investment involves risk, especially 

with regard to fluctuations in value and return. Investments in foreign currencies involve the additional risk that the foreign currency might lose value against the investor's refer-

ence currency. It should be noted that historical returns and financial market scenarios are no guarantee of future performance. © LGT Capital Partners 2019. All rights reserved.  
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 USA Eurozone China Japan Germany India U.K. Brazil S. Korea

Gross domestic product (GDP)

Nominal, this year¹ bn USD 22,322 13,678 15,270 5,413 3,982 3,202 2,717 1,893 1,627

Per Capita, purchasing power parity¹  USD, PPP 67,427 40,965 20,984 46,827 55,306 9,027 48,169 17,016 46,452

Real growth this year¹ Consensus 1.8% 1.0% 5.9% 0.5% 0.6% 5.1% 1.1% 2.2% 2.2%

Real growth next year¹ Consensus 1.9% 1.3% 5.8% 0.8% 1.2% 6.2% 1.5% 2.5% 2.3%

Real growth current quarter Annualized 2.1% 0.9% 6.1% 1.8% 0.3% 4.3% 1.7% 2.5% 1.6%

Unemployment this year Consensus 1.8% 7.5% 3.6% 2.2% 5.0% 8.2% 3.8% 4.6% 2.3%

Inflation this year Consensus 2.1% 1.2% 3.1% 0.7% 1.4% 4.0% 1.7% 3.7% 1.1%

Purchasing manager index (comp.) ² Neutral: 50 52.7 50.9 52.6 48.6 50.2 53.7 49.3 50.9 50.1

          

Structural budget balance/GDP IMF -6.3% -0.9% -6.2% -2.1% 1.0% -7.1% -1.4% -6.0% -0.3%

Gross government debt/GDP IMF 108.0% 82.3% 60.9% 237.6% 55.7% 68.5% 84.8% 93.9% 43.4%

Current account balance/GDP IMF -2.6% 2.7% 0.9% 3.3% 6.6% -2.3% -3.7% -1.0% 2.9%

International currency reserves bn USD 41.8 383.9 3,107.9 1,255.3 59.1 419.4 137.5 363.2 402.4

         

Govt bond yield   2yr ³ p.a. 1.58% -0.44% 2.71% -0.12% -0.58% 6.17% 0.47% 4.83% 1.37%

Govt bond yield   10yr ³ p.a. 1.83% -0.01% 3.25% 0.02% -0.17% 6.66% 0.72% 6.87% 1.69%

Main policy interest rate ⁴ p.a. 1.75% 0.00% 4.35% -0.10% 0.00% 5.15% 0.75% 4.50% 1.25%

¹ IMF estimates  ² Manufacturing PMI for Korea  ³ Currency swap rates for China and Brazil and closest ESM/EFSF bond for Eurozone  ⁴ Max target rate for Fed

 USA Eurozone China Japan Germany India U.K. Brazil S. Korea

Exchange capitalization* bn USD 34,832 8,264 13,420 6,256 2,281 1,075 3,409 792 1,870

Growth in earnings per share, estimated (MSCI)

12 months forward / trailing 12 months Consensus 19.8% 37.5% 20.9% 12.6% 56.4% 45.8% 39.6% 23.8% 32.9%

Next fy / 12m fwd Consensus 9.3% 8.3% 10.8% 2.1% 10.9% 4.6% 5.2% 11.1% 25.2%

Growth in revenue per share, estimated (MSCI)

12m fwd / trail 12m Consensus 10.4% 4.8% 25.1% 2.6% 11.2% 9.0% -1.4% 10.3% 6.5%

Next fy / 12m fwd Consensus 4.1% 2.6% 9.5% 0.5% 3.0% 2.4% 4.2% 6.6% 5.7%

Valuations (MSCI)

Price-Earnings Ratio (est 12m fwd) Consensus 18.9 14.5 12.6 14.2 14.1 19.1 13.3 13.9 11.9

Price-Sales Ratio (est 12m fwd) Consensus 2.3 1.1 1.4 0.9 0.9 1.8 1.2 1.7 0.7

Dividend yield Consensus 1.9% 3.4% 2.2% 2.3% 3.1% 1.5% 4.6% 3.4% 2.4%

* China market cap includes Hong Kong | Source: Bloomberg Data per: 14.01.2020

Real government interest rates (based on two-year bond yield)
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