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Tactical asset allocation for Q3/2020    
 
The large-scale fiscal and monetary measures, designed to help economies recover from the damage caused by the Coro-

navirus pandemic and the subsequent shutdowns, are mitigating the remaining public health-related financial risks. We 

maintain our balanced outlook for risk assets and add some exposure to investment grade debt.  

 

 

Assessment of the pandemic and the 
macro outlook  

 

Although the novel coronavirus continues to spread across the 

world, we may have already passed through the worst of the 
collateral damage inflicted on the global economy.  

Lockdown measures are being eased everywhere – even in 

places where infection rates have not yet slowed enough to 

warrant a fast reopening from a medical point of view.  

Likewise, authorities will probably avoid issuing comprehensive 

shutdowns and hard restrictions in case of a second wave of 

infections, as most societies are simply no longer willing to 

bear the devastating economic loss, the costs of funding the 

recoveries, and the social harm such actions now entail.  

Thus, we are most likely on the way out of the deepest – and 

possibly shortest – economic recession of our lifetimes. Swift 

and bold stimulus measures, both from central banks (mone-

tary) and from governments (fiscal, see graph 1) have so far 

averted that the temporary standstill spirals into an enduring 

systemic crisis.  

 

Ample stimulus, but no vaccine or herd 
immunity  

 

In fact, most major economies, including, notably, the Euro-

pean Union (EU), are still discussing further rounds of massive 

support programs (graph 2), and their implementation could 

fuel the economic recovery for a prolonged time.  

On the other hand, absent an effective and readily available 

vaccine, social life may still not fully return to the pre-pandemic 

norm. Some industries, such as travel and leisure, face long- 

lasting headwinds, and hence the economy may not be able to 

regain a portion of its output for some time to come – an envi-

ronment that some have dubbed the “90% economy." 

 

Regional outlook: US leadership, based 

on Big Tech  

 

In the United States, the upcoming election could prove an ad-

ditional source of volatility during the summer months. Given 
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Graph 1 

Updated fiscal economic support measures 
(Excluding loans and monetary measures such as QE, in % of 
GDP) 

Based on April 2020 IMF fiscal monitor, with data updated on 16 June by LGT Capital 

Partners to include additional measures announced since. QE = quantitative easing. 

GDP= gross domestic product. Source: IMF, Bloomberg, LGT Capital Partners 
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the Electoral College system, there is no clear front-runner for 

the Oval Office as of today and hence financial markets have 

not yet discounted any particular outcome. 

Meanwhile, Europe is doing its best to heal divisions that go 

back to the last euro crisis, and which reemerged during the 

peak of the pandemic and lockdown shocks, particularly in the 

Southern European countries. As a result, the pandemic recov-

ery plan recently proposed by Germany and France in demon-

strative unity would, if implemented, represent a major step to-

wards solidarity transfers and debt pooling within the union.  

The European Central Bank (ECB), meanwhile, has not only re-

newed its pledge to do “whatever it takes” to safeguard the 

euro, but has already repeatedly backed up this promise with 

various asset purchase programs.   

Lastly, the emerging markets (EM) remain as heterogeneous as 
ever in this crisis, with China assuming the role of the first na-

tion to leave the pandemic behind, while Brazil, India and Rus-

sia have become the new hot spots of rising COVID-19 cases.  

The monetary and fiscal support measures in many developing 

nations have so far been less decisive, and may in some cases 

fail to adequately mitigate the economic shock. Consequently, 

social grievances may arise there as well, raising the risk of po-

litical instability in many emerging nations.  

 

Portfolio positioning: respecting the 
forces behind the surge   

 

Bolstered by the economic stimulus policies and the slowing 

pandemic outbreak, risk asset prices have staged an impressive 

comeback since the latter half of March, recouping most of the 

losses incurred during the pandemic panic selloff over the pre-

ceding four weeks (graph 3).  

Investors have clearly started to look through and beyond the 

current economic losses and are discounting a more straight-

forward path back to normality, supported by expanded size, 

accelerated speed, and broad scope of the monetary and fiscal 

support measures adopted around the world.   

Furthermore, with interest rates back to near or below zero in 

more and more countries, institutional as well as private inves-

tors will have to “hunt for yield" even more than before – i.e. 

they will have to take some risk if they seek meaningful excess 

return.  

Simultaneously, the breadth of the equity rally has been nar-

row at times, with big tech often the primary driver of broader 

index gains. Meanwhile, investors are still generally under-

weight risk and holding large cash positions (graph 4), which 

suggests that participation and confidence in the rebound re-

mains rather low. From a behavioral finance perspective, this 

Graph 2 

Franco-German pandemic recovery proposal for the EU 
(Excluding loans, in % of GDP) 

Source: Bloomberg, EU Commission, LGT Capital Partners 
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Graph 4  

Institutional and retail money market fund holdings 
(% of US stock market capitalization) 

Source: Bloomberg, LGT Capital Partners 
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Financial market returns since 23 March  
(Return in %) 

All MSCI indices are in local currency, as we hedge currency exposure versus the base 

currency of each portfolio as a matter of principle. The bond indices and gold in USD. EM = 

emerging markets. Source: Bloomberg, LGT Capital Partners 
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means that the “pain trade” is still likely to push indices higher, 

as those who missed to enter the rally start chasing it. 

On the other hand, valuations have gone up across the board, 

while the outlook for the currently disastrous fundamentals re-

mains uncertain.  

Overall, we thus continue to keep a neutral weight in equities 

and retain an underweight in credit risk and emerging market 

assets over the coming months. We also intend to continue to 
rebalance our portfolios more often to capitalize on short-term 

exaggerations in both directions if (and when) they occur. Fi-

nally, we keep a considerable position in gold and a smaller po-

sition in the Japanese yen as additional diversifiers and tail risk 

hedges. 

 

Increase investment grade credit and 
maintain equity risk position    

 

Going into the new quarter, we implement the following tacti-

cal investment positioning: 

Equities are overall at a neutral weighting with prefer-

ence for developed markets. The US remains an overweight 

in our holdings. Its market leadership is unassailable, with its 

sector composition being the underlying factor: the “winner-

takes-it all” US tech giants are clearly outperforming versus the 

broader US market as well as their perceived Chinese counter-

parts (graph 5). 

Furthermore, the US policy response to the pandemic is una-

pologetically focusing on bringing back broader growth. The 

latter is also true for Europe and Japan (although a rejection of 

the EU recovery fund is still possible, albeit not very likely).  

In addition, Japan still features the most attractive valuation of 

the major regions and seems to have brought the pandemic 

under control without having had to go through full lock-

downs. Therefore, Japanese equities are another overweight 

position to us. We remind investors that we had added expo-

sure to equities in Japan and Europe during the pandemic 

panic selloff, as these two markets had reached extremely un-

dervalued levels (based on our Anti-Cyclical Value Opportuni-

ties program).   

Conversely, equities in emerging markets (EM) remain at an 

underweight. The latest virus hotbeds are in Latin America and 

Eastern Europe. Furthermore, some of these countries do not 

have ample monetary and fiscal wiggle room to counter the 

growth shock. The recent flaring up of the trade war and re-

lated geopolitical tensions are another negative, coming at a 

most inopportune time. The EM benefitted from the compara-

tively frictionless US-Chinese cooperation that facilitated the 

process of globalization in the past, but face greater head-

winds in today's more confrontation international environ-

ment.  

In fixed income, we generally remain underweight dura-

tion, corporate credit and emerging market sovereign 

risk. However, we now deploy our excess cash to increase the 

position in investment-grade bonds. Yield curves have steep-

ened somewhat on returning growth optimism (graph 6).  

The latter is also visible in the recovery of short-term inflation 

expectations from deflationary levels, following the initiation of 

the monetary and fiscal support policies (graph 7, next page) – 
although they remain very much below target for the near fu-

ture, and have hovered around the modest recent norm on the 

very long-term end. 

For the foreseeable future, treasury yields seem capped on the 

upside, as central banks anchor policy rates around zero and 

buy vast amounts of long-dated bonds. Outright yield curve 

control may even be a next step for the Federal Reserve and 

the ECB, following the Bank of Japan’s hitherto positive experi-

ence with the policy tool (positive in technical terms – i.e. keep-

ing rates at desired levels, rather than generating meaningful 

inflation).  

Graph 5 

US tech giants have quickly surged to new highs 
(Rebased to 100 at start of year) 

US big tech: Alphabet, Amazon, Apple, Microsoft, Facebook, equal-weighted. China BATs: 

Baidu, Alibaba, Tencent, also equal-weighted. Source: Bloomberg, LGT Capital Partners 
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Graph 6 

Steeper US treasury yield curve  
(Difference of 30- and 10-year US bonds yields vs. 2-year US 
bonds in %) 

Source: Bloomberg, LGT Capital Partners 
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Still, given where we are today, our fixed income team particu-

larly likes inflation-linked bonds as the current deflationary 

shock offers attractive entry prices to hedge medium- to long-

term inflation risks. Positioning within corporate bonds is de-

fensive with a focus on quality; higher spreads and central 

bank buying are supportive but deteriorating company funda-

mentals are an obvious headwind for credit risks. 

Finally, in currencies and real assets, we keep the JPY/EUR 

pair trade and our position in gold. The euro has spiked a 

bit in the last few weeks on hopes that the bold stimulus 

measures will revive growth in the Eurozone. The longer-term 

trend for the common currency still points down, in our view, 

while a deteriorating risk sentiment usually favors the Japanese 

yen, making it thus a useful portfolio diversifier. 

Gold too, tends to spike on geopolitical events and general 

risk-aversion and presumably protects against high inflation – a 

potential longer-term problem. Against the current backdrop 

of rapid and seemingly unlimited balance sheet expansion by 

central banks, many investors continue to favor gold as an al-

ternative, non-fiat currency – after all “you cannot print gold,” 

as the adage goes. 

 

 

 

 

 

END of REPORT 

  

Graph 7 

US inflation expectations based on traded instruments 
(Priced-in future annual inflation rate in %) 

Source: Bloomberg, LGT Capital Partners 
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LGT Capital Partners: tactical asset allocation  
 

The tactical asset allocation (TAA) is set quarterly with a time horizon of up to six months and adjusted in the interim if necessary; it 

shows our current positioning versus the strategic allocation (SAA) of the LGT Endowment, or Princely Strategy. 
 

 Equities: neutral overall with US and Japan overweight balanced by an underweight in the EM  

 Fixed income: modestly reduced underweight in duration and investment grade borrowers  

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

Reference portfolio: LGT GIM Balanced (USD). The TAA is valid for all similar portfolios but various restrictions or liquidity considerations can lead to deviations in implementation. In currencies, 
“others" represents indirect exposures resulting from unhedged positions in markets against the base currency.* 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  

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 1.0%

Japan 1.0%

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

Fixed Income

Global government bonds USD 0.0% 1.2% 5.1% 5.3% 4.7%

Global inflation linked bonds USD 0.8% 2.0% 1.1% 3.0% 2.7%

Investment grade corporate bonds USD 2.6% 5.1% 3.5% 4.7% 4.3%

High yield bonds USD 6.9% 9.1% -4.1% 3.1% 4.6%

Emerging markets ² USD 5.8% 5.1% -5.3% 2.0% 3.8%

Equities

Global USD 7.2% 27.6% -6.8% 6.1% 6.5%

Global defensive USD 3.4% 16.2% -7.9% 5.6% 7.4%

North America USD 7.5% 30.2% -4.2% 9.4% 9.0%

Europe EUR 7.9% 24.2% -13.5% -0.7% 2.2%

Japan JPY 5.7% 24.1% -9.6% 1.3% 0.3%

Emerging markets USD 7.5% 16.7% -12.6% 1.2% 2.4%

Alternative and real assets

Listed private equity USD 16.1% 31.4% -14.0% 4.3% 5.9%

Hedge funds USD 2.6% -2.7% -4.3% 1.0% 1.4%

Insurance linked securities (ILS) USD 0.2% -0.6% 1.1% 2.3% 3.8%

Real estate investment trusts (REITs) USD 15.7% 19.7% -11.5% 3.0% 4.9%

Gold USD -0.4% 14.0% 13.7% 11.2% 7.9%

Currencies (vs. rest of G10) ³

US dollar USD -5.0% -4.2% 2.0% 1.4% 1.8%

Euro EUR 0.1% -2.7% 3.3% 1.8% 2.0%

Swiss franc CHF -2.5% -4.4% 4.1% 2.3% 1.4%

Japanese yen JPY -5.4% -5.8% 3.2% 2.5% 4.9%

Australian dollar AUD 3.5% 10.0% 0.5% -2.2% -0.7%

Norwegian krone NOK 3.4% 4.7% -6.3% -2.9% -2.7%

Emerging market currency index ⁴ USD 5.3% 0.6% -9.6% -7.0% -5.6%

British pound GBP -0.4% -0.9% -3.2% 1.0% -2.9%
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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 finan-
cial 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, regulatory, 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 reference currency. It should be noted that historical returns and 
financial market scenarios are no guarantee of future performance. © LGT Capital Partners 2020. All rights reserved.  

Picture on title page: Quentin Massys (Löwen 1466-1530 Antwerp), detail from "The Tax Collectors", after 1501 © LIECHTENSTEIN. The Princely Collections, Vaduz-Vienna  

 USA China Eurozone Japan Germany France U.K. Canada S. Korea

Gross domestic product (GDP)

Nominal, this year¹ bn USD 22,322 15,270 13,678 5,413 3,982 2,772 2,717 1,812 1,627

Per Capita, purchasing power parity¹  USD, PPP 67,427 20,984 40,965 46,827 55,306 48,640 48,169 52,144 46,452

Real growth this year¹ Consensus -5.7% 1.8% -8.0% -4.9% -6.4% 4.2% -8.0% -7.1% -0.5%

Real growth next year¹ Consensus 4.0% 8.0% 5.2% 2.3% 5.0% -2.2% 5.6% 4.2% 3.0%

Real growth current quarter Annualized -5.0% -33.8% -13.6% -2.2% -2.2% -5.3% -2.0% -8.2% -1.3%

Unemployment this year Consensus 9.5% 4.4% 9.3% 3.0% 6.1% 10.0% 7.0% 9.9% 4.1%

Inflation this year Consensus 0.8% 3.0% 0.4% 0.0% 0.7% 4.8% 0.9% 0.7% 0.5%

Purchasing manager index (comp.) ² Neutral: 50 37.0 54.5 31.9 27.8 32.3 40.6 40.7 40.6 41.3

          

Structural budget balance/GDP IMF -6.3% -6.2% -0.9% -2.1% 1.0% -2.5% -1.4% -0.8% -0.3%

Gross government debt/GDP IMF 108.0% 60.9% 82.3% 237.6% 55.7% 99.2% 84.8% 85.0% 43.4%

Current account balance/GDP IMF -2.6% 0.5% 2.6% 1.7% 6.6% -0.7% -4.4% -3.7% 4.9%

International currency reserves bn USD 41.7 3,101.7 396.0 1,303.1 37.8 53.6 136.6 75.6 392.7

         

Govt bond yield   2yr ³ % p.a. 0.19% 2.15% -0.47% -0.14% -0.66% -0.57% -0.04% 0.28% 0.80%

Govt bond yield   10yr ³ % p.a. 0.74% 2.80% -0.19% 0.02% -0.43% -0.04% 0.21% 0.51% 1.43%

Main policy interest rate ⁴ % p.a. 0.25% 4.35% 0.00% -0.10% 0.00% 0.00% 0.10% 0.25% 0.50%

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 China Eurozone Japan Germany France U.K. Canada S. Korea

Exchange capitalization* bn USD 32,422 12,762 7,133 5,671 2,049 701 2,666 600 1,745

Growth in earnings per share, estimated (MSCI)

12 months forward / trailing 12 months Consensus 3.1% 14.1% -2.8% 18.2% 33.4% -35.4% 36.8% 1.0% 56.9%

Next fy / 12m fwd Consensus 12.4% 10.9% 18.0% 18.9% 19.4% 18.9% 17.2% 16.7% 20.3%

Growth in revenue per share, estimated (MSCI)

12m fwd / trail 12m Consensus 3.0% 18.2% -11.9% 0.6% 3.9% -28.6% -18.4% -3.9% 0.9%

Next fy / 12m fwd Consensus 4.2% 7.2% 3.6% 4.2% 3.4% 4.1% 5.4% 4.2% 4.9%

Valuations (MSCI)

Price-Earnings Ratio (est 12m fwd) Consensus 22.0 13.4 17.6 16.0 16.8 18.0 15.4 17.7 11.6

Price-Sales Ratio (est 12m fwd) Consensus 2.3 1.4 1.0 0.8 0.9 1.1 1.2 1.7 0.7

Dividend yield Consensus 1.9% 1.9% 3.0% 2.5% 2.8% 3.0% 4.1% 3.4% 2.4%

* China market cap includes Hong Kong | Source: Bloomberg Data per: 16.06.2020

Price earnings ratios based on expected earnings
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