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Risk factors

Prior to investing, investors should carefully consider the risks 

associated as detailed in the offering document. The value of 

an investment can fall and the originally invested amount may 

never be recovered. Investors should consider the following 

risks, without limitation:

 ■ Market risk: The risk of losses in positions arising from 

movements in market prices.

 ■ Currency risk: The risk of losses arising from currency  

fluctuations, in case the currency of an investment is 

different from the investor’s reference currency.

 ■ Liquidity risks: Adverse effects created by the situation 

where the fund must sell assets where insufficient market 

demand exists and lower price levels must be accepted to 

execute a transaction.

 ■ Operational risks: The fund may suffer losses as a result  

of insufficient internal processes or systems, misbehavior  

of employees or external circumstances.

 ■ Political and legal risks: Investments are exposed to  

changes in the rules and standards applied by the country 

under the respective jurisdiction. This includes restrictions 

on currency convertibility, the imposition of taxes or trans-

action controls, limitations on property rights or other  

legal risks. Investments in less developed financial markets 

may expose the fund to increased operational-, legal- and 

political risk.

 ■ Derivative risk: The risk of losses arising from the usage  

of derivatives, which can be highly sensitive to price  

movements of the underlying asset and can result in 

increased leverage.

 ■ Credit risks: Risk characterized by the failure of counter-

parties to meet contractual financial obligations.

 ■ Master-Feeder risks: The performance of the Fund may 

deviate from the performance of the Master-Fund.
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Anti-lock brake system, lane departure 
warning system, adaptive cruise control: 
Digitalization has undeniably taken hold 
in automobiles, while electronic assistance 
systems have long been very important 
in terms of safety and marketing. And as 
road conditions and traffic become more 
difficult, stressed drivers will want to have 
even more digital assistance – including 
cars with full autopilot capabilities. Is 
there a need for autonomous stability 
control for investors and does it exist? 

In fact, the prevailing conditions in the economy and the  

financial markets have for some time now been as tricky to 

navigate as bumpy mountain roads in fog, snow, or black  

ice. The road ahead for investors is strewn with risks that  

are difficult to assess: From the simmering Sino-American 

trade conflict to latent fears of recession up to the uncertain  

outcome of the tiresome Brexit. Consequently, there is 

presumably some need or demand from investors for more  

or less autonomous investment assistance systems. 

In order to create an autopilot that can navigate successfully 

through the financial markets, it would, of course, be neces-

sary to keep the underlying real economy on the desired 

course with the aid of such a control system. For despite all 

the widespread doubts and confusion caused by temporary 

market extremes, the stock markets are and remain the most 

accurate pulse monitors of the real economy and companies. 

Unfortunately, political actors, such as central bankers, cannot 

mechanically fine-tune the economy as if they were engineers. 

Nor do target figures – such as growth and inflation rates – 

always react in the desired manner to monetary impulses. 

Instead, there are time delays and feedback mechanisms that 

are difficult to anticipate. The financial markets themselves 

know this only too well – they had a harsh allergic reaction 

at the end of last year to an ill-considered statement by US 

Federal Reserve Chairman Jerome Powell that the normaliza-

tion process of the Fed balance sheet was set on autopilot.  

It is precisely for this reason that market participants do not 

want central banks to blindly follow automated rules, but 

instead to react flexibly when economic data requires a  

course adjustment. 

So is the tricky arena of monetary and investment policy the 

last bastion of discretionary self-drivers? Not entirely – after 

all, in asset management we have some tools at our disposal 

at various levels that give us intelligent support in optimally 

preserving and growing assets. The most important contri-

bution to stability control for strategic asset allocation (SAA) 

Autopilots for monetary and investment policy?
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comes from compiling a portfolio that is robust enough to 

cope with a variety of trends going forward. In a multi-stage 

process, a series of potential main and secondary scenarios is 

first developed that takes into account divergent economic, 

political and social factors. These qualitative “future scenarios” 

are then used to derive quantitative parameters, such as 

return, risk, and correlation, for a large number of asset classes 

and to determine an optimal asset structure for each scenario. 

Finally, the aim is to construct a sturdy portfolio that proves to 

be robust in all relevant scenarios, although it may not quite 

approach the maximum return in each individual environment. 

This lays the foundation for a successful long-term investment 

policy, which must be supplemented by tactical investment 

decisions (TAA). 

In addition, the focus on alternative investments allows investors 

to benefit from largely uncorrelated risk premiums. A prime 

example of this is the premiums for the event risk assumed for 

insurance-linked investments. A further stabilizing element, to 

a certain extent “semi-automatically,” within the framework of 

the Princely Strategy is a system for consistently taking advan-

tage of countercyclical opportunities arising from particularly 

attractive valuations in certain asset classes. As these decisions 

are never easy to make due to stress in the market and/or herd 

instinct, the corresponding buy and sell signals are researched 

and defined in advance – in basis point premiums or standard 

deviations from the long-term mean – and separated from the 

actual execution in terms of time. 

The same principle applies to monetary and investment policy 

as to road traffic: No assistance system, however sophisticated,  

can replace regular driver training, including an anti-skid course. 

In the same way, the responsibility for achieving targets in 

asset management without an accident cannot be completely 

placed in the hands of programming. In both cases, careful 

driving ultimately involves looking ahead and thinking ahead.  

By doing so, damage can be minimized over time, in keeping 

with the maxim that “time heals all wounds.” On the following 

pages you can read where and how we are currently adjusting 

the tactical course and driving style of our portfolios to macro-

economic conditions – sometimes thanks to assistance systems, 

but definitely without autopilot. We hope that you will find this 

publication interesting and look forward to your feedback – be 

it in the form of inspiring criticism or important suggestions.

Dr Alex Durrer

Chief Economist

“Investing and driving are similar in 
that no assistance system, however 
sophisticated, can replace regular driver 
training, including an anti-skid course.”
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Many of last year’s issues are still with us in 2019: How long 

will the US-Chinese trade conflict last? Is the short-term 

impression that the danger of a tariff war is waning deceptive?  

To what extent will the shutdown have slowed the US econ-

omy? Or is the improved tax environment, deregulation, and 

the reduction of red tape – all of which facilitate investments – 

ultimately benefiting the economy? In comparison, the uncer-

tainties in Europe seem somewhat less significant or regionally  

more limited – from the unclear outcome of Brexit to the 

protests of the French “yellow vests” up to the forthcoming 

European Parliament elections in May, the importance of 

which we believe is overestimated. The financial markets are 

still being torn in different directions. 

The economic outlook is likewise mixed and murky: The 

various trends that could weigh on sentiment have long since 

left their mark, and after ten years without recession, the end 

of the cycle is feared every time macroeconomic data dips 

slightly below expectations. America is the exception to the 

trend. Industry is surprisingly robust, and the US economy is 

acting as the undisputed global economic engine. The situation 

in the eurozone is noticeably less upbeat, as the slowdown 

continues. The outlook for emerging markets is very mixed: 

While South Korea and Taiwan are struggling, the climate in 

China has brightened. 

Another aspect of the late-cyclical trend is the weaker econ-

omic momentum, which has cooled inflation somewhat again. 

Inflation had returned last year, exceeding the central bank 

target not just in the United States but even in the eurozone. 

Nevertheless, no one really believed that inflation was making 

a genuine comeback across the board. Accordingly, longer-

term structural inflation expectations have remained in their 

sideways trend. The previously dominant phenomenon of 

monetary policy divergences is weakening more and more: 

Given the uncertain outlook for global growth and lower  

inflationary pressure, major central banks are halting their 

efforts to normalize interest rates for the time being and are 

adopting a wait-and-see stance instead. 

In our main scenario, the global economy will continue to grow, 

but with significantly less momentum. Thus caution is called 

for, which is one of the reasons we recommend a less aggres-

sive tactical position, with a neutral weighting on equities. 

Are we growing accustomed to the customs danger?

Dr Alex Durrer

 --- -- -  + ++ +++

Equity USA

Equity Europe

Equity Japan

Equity Asia/Pacific

Equity emerging markets

Sovereign bonds

Inflation-linked bonds

Corporate bonds

Emerging markets bonds

Liquidity

Stagflation
Inflation-linked bonds, 
gold

Sovereign bonds
Deflationary depression

Classic boom
Cyclical stocks

Growth stocks
Globalization

Inflation

Price 
develop- 
ment

Deflation

  Baseline scenario        Risk scenario

Real growth

* The macroeconomic landscape has a time horizon of 3-6 month Source: LGT

Global macroeconomic landscape*

ExpansionContraction

Overview investment policy as per April 22, 2019
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CNY: the bull in the china shop

Michel Roth

Since the beginning of April, Chinese bonds have been 

included in the Bloomberg Barclays Global Aggregate bond 

index for the first time. For the Chinese currency CNY – also 

known as the yuan or renminbi – the associated inflows of 

funds into the domestic market are just in time, because over 

the last few years China’s balance of payments relative to 

gross domestic product has narrowed considerably. This has 

led to structural pressure on the currency. 

Index inclusion could counter this, as investors who replicate  

the index have to buy Chinese bonds in the same way as the 

benchmark index. In order to make such portfolio investments, 

they need renminbi. In addition to Bloomberg Barclays, other 

major index providers such as J.P. Morgan and FTSE are also 

considering including Chinese bonds in their indices. A positive  

decision would generate additional demand for yuan. None-

theless, currency investors who want to benefit from this need 

a longer-term investment horizon. First, the two providers will  

not decide on a possible inclusion until summer and September, 

respectively. Second, such positions are gradually being built 

up – at Bloomberg Barclays over a period of 20 months – and 

third, the unresolved US-Chinese trade dispute is still the bull 

in the china shop. As long as this heavyweight keeps rumbling 

and tumbling, the CNY is likely to remain fragile. If, on the 

other hand, a trade agreement is reached that regulates funda-

mental problems such as the theft of intellectual property, the 

way would be clear for a structural recovery of the CNY. 

Overview of currencies as per April 22, 2019

Currencies Exchange 
rate

Year-to- 
date

Medium-term 
trend

Comment

EUR-USD 1.13 -1.5% The ECB’s ultra-loose monetary policy is preventing the euro from appreciating

GBP-USD 1.30 1.9% The Brexit chaos is neutralizing the GBP’s favorable valuation

USD-JPY 111.93 2.0% A strong JPY is not in the interest of export-oriented Japan

USD-CHF 1.02 3.0% Safe haven vs. negative interest rates – the CHF is still torn between the two

AUD-USD 0.71 1.3% Market participants price in interest rate cut by the RBA, keeping AUD under pressure

USD-CAD 1.34 -2.2% The risks resulting from global trade and growth are weighing on the CAD

USD-SGD 1.36 -0.5% After two tightening episodes, the MAS will likely exercise caution due to external risks

USD-KRW 1141.60 2.3% Geopolitical and trade policy uncertainties are clouding the outlook for the KRW

USD-CNY 6.71 -2.2% The CNY is looking for a direction – but the psychological mark of 7 is an essential resistance

USD-MXN 18.85 -4.3% The Banco de Mexico will likely follow a cautious monetary policy path for the time being

USD-RUB 63.90 -7.9% The CBR is keeping the key interest rate high and thus the risk of a significant devaluation low

EUR-CHF 1.14 1.5% Political uncertainties in Europe are making the EUR less attractive against the CHF

EUR-SEK 10.48 3.4% Despite the better macro environment, the SEK is struggling to hold its ground against the EUR

EUR-NOK 9.57 -3.3% In contrast to the ECB, Norges Bank is tightening interest rates and is thus supporting the NOK

Chinese balance of payments (simplified)
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The interest rates turnaround was widely announced – and 

indeed – the interest rates turnaround has arrived. But it is 

heading in the “wrong” direction – rather than rising, interest 

rates have fallen sharply. For the first time since the autumn of 

2016, Germany has issued a ten-year sovereign bond with a 

negative yield. Only recently, it was hard to imagine that prac-

tically the entire yield curve would be in the red again. Since 

negative yields now appear to be “normal” in other countries 

(Switzerland, Japan, Sweden, etc.) as well, a separate negative  

index has been developed: The Bloomberg Barclays Global 

Agg Neg Yielding Debt Index. This aggregates all bonds with 

negative yields on a global level – currently an enormous 

volume of around USD 10 tn. 

The yield curve in the US does not look very confidence- 

inspiring either. In March, it inverted temporarily. This means 

that ten-year US bonds yielded less than the three-month 

money market. The yield curve is one of the signs of recession 

that is watched most carefully. In the past, many – but not all –  

economic downturns have been preceded by phases of an 

inverted yield curve.

Such a constellation arises if most investors fear that interest 

rates will decline due to economic or inflation expectations, 

and thus opt increasingly for long-term bonds with compara-

tively higher interest rates, for as long as such bonds are still 

available. This means that the demand for long-term bonds 

rises and, conversely, interest in short-term bonds falls. As 

a result, the prices of long-dated bonds rise too – and their 

yield falls. If this trend continues for long enough, long-term 

interest rates eventually dip below the level of the short-term 

ones, and the yield curve inverts. It is a key growth warning 

sign, and not just for economists and central banks. The World 

Bank has already forecast a significant slowdown in economic 

growth in the US. In the fourth quarter of 2018, Germany 

just missed falling into a recession, with growth of 0.02%. 

Italy is already in a recession and the UK is showing growth 

of just 0.2%. If the economy weakens further under these 

circumstances, interest rate cuts will only be of limited help. 

Although the US has some room again to cut rates, interest 

rates in the EU, Japan, Switzerland, etc. are already negative. 

In any case, no interest rate hikes are expected for the time 

being: The decade of low interest rates is clearly going into  

the second round.  

Government bonds:  
Interest rate turnaround – but in the “wrong” direction!
Ewald Duer

Overview target rates and yields on 10y government bonds as per April 22, 2019

Economy Target rate Trend Comment 10y yield Trend Comment

USA 2.375% Rate normalization is pausing 2.59% Growth and inflation prospects are burdening

Eurozone (DE) 0.00% No rate changes in foreseeable future 0.02% Ultra-loose ECB as key support

Japan -0.10% No rate changes in foreseeable future -0.03% High bond yields remain utopic

UK 0.75% No rate changes in foreseeable future 1.20% Resilient despite Brexit uncertainties 

Switzerland -0.75% No rate changes in foreseeable future -0.38% Negative territory as a natural habitat

Brazil 6.50% No rate changes in foreseeable future 8.98% Growth prospects fuel optimism

Malaysia 3.25% No rate changes in foreseeable future 3.93% Long-term sideways trend remains intact

Yield of US government bonds

  Yield of 10Y US government bond Source: Datastream, LGT
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The weakening global economic momentum in the fourth 

quarter of 2018 continued into 2019. The reasons for this are 

complex: The smoldering trade conflict between the United 

States and China and its consequences for world trade, the 

dispute over the budget with the partial government shut-

down in the United States, and the great political challenge 

arising from the Brexit saga in Europe. These issues dragged 

down sentiment and affected the business climate, fueled 

fears of recession and thus banished the inflation issue to the 

substitution bench. This is partly due to the fact that under-

lying inflation is at just under 2% in the United States and ex- 

ceeding 1% in the eurozone, although wage growth remains  

robust and the oil price has risen significantly again. As a 

result, six of the G10 central banks took action in the first 

quarter of 2019, lowering their key interest rate and growth 

forecasts, in some cases to a significant extent. In the United 

States, most central bankers now expect the key interest rate 

to remain constant throughout 2019. The market has already 

gone one step further: Following nine interest rate hikes since 

the end of 2015, it is already pricing in a first reduction by 

the end of the year. As ten-year German government bonds 

are now back in negative yield territory and economic growth 

in Europe has weakened, there is already talk of a potential 

“Japanization” of Europe. All of these issues explain why  

inflation is not in the foreground anymore. However, a good 

sports team always focuses on the collective, not the indi-

vidual success, and has a broad-based squad of players with 

complementary qualities.

We do the same for our investments, and we maintain a broad 

diversification of asset classes in our portfolio. This continues 

to be the case for inflation-linked bonds, which we are not 

simply banishing to the substitution bench because of the 

current lack of inflationary pressure and the cloudy and uncer-

tain economic environment. We know that market phases can 

change quickly and that a substitution may have to take place 

at a less than ideal time. That is why, just as in sports, we trust 

in the strengths of a broad-based team in portfolio allocation 

and we have an experienced defender.  

Inflation-linked bonds:  
Inflation on the substitution bench again
Dieter Gassner

Emerging markets hard currency bonds:  
Broader index diversification justifies lower yield spreads
Johannes Oehri

Emerging markets hard currency bonds are instruments used 

by governments or state-owned companies from emerging 

markets to borrow in a reserve currency (typically the US 

dollar, but increasingly also the euro). The asset class recently 

celebrated its 25th anniversary. Over this period, it has achieved 

an annualized performance of 8.5%, outperforming global 

equity and bond indices* (6.5% and 4.7% respectively). Only 

the US equity market was able to keep pace – albeit with 

significantly higher fluctuations in value. After a quarter of a 

century, it was exactly on a par with hard currency bonds.

Hard currency bonds will not be able to put in such a strong 

performance over the coming years, especially since the yields 

to maturity are currently around 6.2%. But at a time when 

one-fifth of global bonds have a negative yield, this is very 

attractive. The asset class is even paying a premium of 3.7% 

over US government bonds at present. Yet premiums today 

should be significantly lower than in the past. First of all, inves-

tors are benefiting from a broader diversification within the 

asset class. When J.P. Morgan’s well-known EMBI index family 

was launched, there were fewer than ten issuers. Today, the 

issuers come from 73 countries. This additional diversification 

alone would justify a reduction in the yield spread of around 

50 basis points. Second, many emerging markets are obtaining 

financing mainly in their own currency. This means that if 

they failed to service their USD debt they would have little to 

gain and much to lose in terms of reputation. Credit defaults 

are thus likely to be somewhat lower in the future than the 

already low historical average of 50 basis points. 

The asset class is therefore extremely attractively valued. So 

what could go wrong? Noticeable losses could occur on the 

interest or credit side, if long yields and the US dollar were  

to move clearly higher again. However, as long as the Fed  

sticks to its decision not to raise interest rates, the risk seems 

acceptable. 

* JPM EMBI Global (TR, USD), MSCI World (NR, USD), Bloomberg Barclays Global Aggregate  

(TR, USD), MSCI USA (NR, USD). Period considered: 31.12.1993 to 31.12.2018, annualized.
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Shortly before the turn of the year, equity investors capitulated  

in a textbook manner on the back of concerns about the 

development of the economy and political crises. This sell-off 

served as the basis for a sharp rebound in equities in the first 

quarter of 2019. Share prices rocketed, gaining in a very short 

time what would normally take one to two years.

The main driver was the US Federal Reserve. In January, it 

signaled a turnaround in monetary policy and in March it made  

clear that there would be no further interest rate hikes this 

year. In addition, it officially announced that it intends to stop  

its balance sheet reduction program (“quantitative tightening”) 

by September. It cited weak inflation as the main reason for its 

new stance. The improvement in investors’ sentiment has also 

been bolstered by seemingly positive news flow regarding the 

Sino-US trade talks. Overall, current macroeconomic data point  

to a sustained slowdown in global growth, but the US economy 

continues to be the undisputed global economic engine. 

The result of our behavioral finance analysis remains 

unchanged in the strategic timeframe. The stock markets are 

still in a so-called transition phase – they are neither bull nor 

bear markets. We can expect to see stronger price fluctuations  

during this transition phase, which may accompany us for large 

parts of the year. Positive: Over the past twelve months, some 

of our medium-term indicators improved, particularly market 

valuations and investors’ positioning. However, investors’ 

sentiment only picked up to a limited extent. No positive basic 

conviction has as yet taken hold – which suggests a latent  

willingness to sell. At the same time, however, our risk indi-

cator does not show any signs of a trend reversal toward a 

bear market. On balance, our indicators anticipate that the  

bulls and the bears will continue to exchange blows. As before, 

this showdown will lead to sudden price swings. Hence, anti-

cyclical action remains the order of the day in the current 

market phase. 

Equities US:  
Showdown
Manfred Hofer

Overview of equity markets as per April 22, 2019

Equities US

  S&P 500 Index (USD)
  Moving average (40w) Source: Datastream, LGT

* annualized

Index Points Year-to-date Since 04/22/2018 Since 04/22/2014* Trend Comment

S&P 500 (USD) 2908 16.0% 8.9% 9.1% Upward trend

Euro STOXX 50 (EUR) 3499 16.6% 0.1% 1.8% Volatile sideways trend

NIKKEI 225 (JPY) 22218 11.0% 0.3% 9.1% Volatile sideways trend

FTSE 100 (GBP) 7460 10.9% 1.2% 2.2% Volatile sideways trend

DAX 30 (EUR) 12222 15.8% -2.5% 4.9% Volatile sideways trend

SMI (CHF) 9571 13.5% 8.7% 2.5% Volatile sideways trend

MSCI AC ASIA/Pac ex Jap. (USD) 542 13.6% -4.4% 2.4% Volatile sideways trend

MSCI EM (USD) 1089 12.8% -6.8% 1.5% Volatile sideways trend
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Japanese equities rebounded from the December sell-off  

along with all markets. However, the MSCI Japan lagged, 

rising by about 10% year-to-date, compared to around 14% 

for the other regional benchmarks. One reason was a weak 

corporate reporting season of the last quarter of 2018, 

when Nikkei 225 earnings per share dropped around 22%, 

compared to a global decline of just 4.3% (for the MSCI 

All-Countries Index).

Japan has a very high share of cyclical companies (55% of 

market capitalization, compared to a global average of 41%), 

and was more strongly impacted by economic slowdown and 

the US-Chinese trade conflict during the second half of last 

year. Japan also has the highest earnings sensitivity, or beta, 

to growth in China among the major markets – and is hence 

well-positioned to benefit strongly if or when Washington 

and Beijing reach a trade accord and global growth concerns 

reverse, particularly if the yen remains relatively cheap (the yen 

is down about 1% against a basket of nine major currencies 

this year). 

Lastly, it should be noted that Bank of Japan (BoJ) Governor 

Haruhiko Kuroda in March explicitly stated that the BoJ was 

ready to ease policy further if the yen were to strengthen  

too much. 

Equities Europe:  
Opportunities remain despite rally
Ralf Piersig

We took a cautiously optimistic position for the current stock 

market year in our last contribution, contrary to market senti-

ment, and were probably too cautious in doing so. Following 

the best quarterly performance of the last 10 years, the Euro-

pean stock markets are now about 16% above where they 

started the year and, therefore, only 4% below last-year’s 

highs. The price recovery appears to be linked less to political  

progress in Europe (Brexit, Italy’s debt) than to signs of econ-

omic stabilization in China and a significant extension of the 

flood of money coming from central banks.

It is no surprise that the equity market rebound is not as usual  

led by cyclicals, but also by defensive sectors such as food 

producers. We believe that this reflects the continuing great 

skepticism among market participants about the further 

course of the economy. In our view, this offers opportunities. 

We see only limited price gains for the market as a whole for 

the time being. Nonetheless, the significant valuation discount 

in cyclical sectors continues to offer upward potential in our 

scenario of continued moderate economic growth. 

Equities Japan:  
Nippon’s stocks recover moderately
Mikio Kumada

Equities Europe

  STOXX Europe 600 Index (EUR)
  Moving average (40w) Source: Datastream, LGT

Equities Japan

Source: Datastream, LGT

  NIKKEI 225 Index (JPY)
  Moving average (40w)
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Stocks in the emerging markets (EM) universe seem to know 

only one direction – upwards. Since the beginning of the year, 

the MSCI EM Index has surged around 13% (in USD).

EM stocks are in Icarus mode. Various factors are helping them 

to soar higher and higher. The return of doves to the Federal 

Reserve has led to a drastic turnaround in US monetary policy. 

Concerns about a global liquidity withdrawal have therefore 

receded into the background for the time being. This is bene-

fiting risky assets such as EM equities. Developments on the 

US-Chinese trading front were interpreted as progress by a 

wide swath of market participants, which brightened investors’ 

sentiment and provided essential support for this asset class. 

Furthermore, the EM equity complex is benefiting from China’s 

economic stimulus measures. 

From a macro perspective, the positive relative growth differ-

ential in favor of the emerging economies over the industrial 

nations is a double-edged sword. On the one hand, a marked  

slowdown in the economy is likely to create a headwind.  

On the other hand, overly positive economic activity is fueling 

fears that the world’s key central banks will normalize their 

monetary policy again and that capital will thus increasingly  

flow in the direction of safe havens. But the fact that the 

headwind – US interest rate hikes and the trade conflict 

between Beijing and Washington – has apparently turned  

into a tailwind allows for market optimism.

Accordingly, the business environment is currently favorable 

for EM stocks. However, investors must not ignore its idio-

syncratic risks. Downward corrections cannot be ruled out, 

which investors with a long-term investment horizon could  

use as buying opportunities. Like Icarus, who flew too close  

to the sun, certain EM stock indices are struggling with  

symptoms of overheating. But in contrast to the premodern 

aviation pioneer, the securities of the emerging markets are 

defying gravity for the time being, and there is no prospect  

of an imminent fall. 

Emerging markets equities:  
Icarus mode
Ikram Boulfernane

Private equity:  
Private equity boom or stock market decline?
Dr Juerg Burkhard

While 7400 companies were traded on US stock exchanges  

in 1997, only 3600 companies are listed there today – not  

even half as many. The number of US IPOs shrank from 706 

to 160. The complexity of IPOs, expensive regulatory require-

ments, short-term investors’ focus on quarterly results, and 

even attacks by activists can make a stock exchange listing 

unattractive.

The number of private equity companies increased tenfold 

over the same period. In addition, it is taking longer and 

longer for such companies to launch an IPO. Uber has received 

USD 8 bn of private equity capital over the past eight years. 

The stock exchange is regarded as an important achievement 

of capitalism. Among other things, it has given numerous 

investors an equal chance to build their wealth through rising 

stock prices. The regulatory regime has created a level playing 

field – the stock market is credited with democratizing asset 

accumulation opportunities. At the same time, there are 

concerns about a lack of capital for growing companies.

There are many arguments in favor of private financing not 

only for investors, but also for companies. Founders do not 

have to give up so much control. Digital business models are 

less capital-intensive, but harder to explain. In order to go 

public, a tech company usually has to disclose a great deal of 

intellectual property to the public in order not to be under-

valued. It makes more sense to sell a minority package to a 

specialized venture capital manager who is able to estimate 

the value of the intangible assets. If the majority ownership 

of the company is to be sold, a technology giant often pays 

a better price than IPO investors. In the technology environ-

ment, in particular, the potential for synergies is often great 

and companies often purchase innovations.

In view of the benefits and the increasing supply of private 

financing, the political concern about the supply of capital to 

companies seems relatively unfounded. Instead, ways should 

be found to enable as many investors as possible to participate 

in the value appreciation of private companies. 
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Real estate:  
Real estate as fundamental portfolio support
Ikram Boulfernane

Investors who wish to benefit from the real estate market but 

do not want to acquire physical real assets are well advised 

to opt for Real Estate Investment Trusts (REITs). In a portfolio, 

these offer a high diversification potential thanks to their low 

long-term correlation with other asset classes.

The defensive character of REITs is a welcome attribute in 

the current late cycle. In contrast to cyclical consumer stocks, 

rents have to be paid even in economically hard times. This 

generates predictable returns for the asset class. Furthermore, 

REITs offer attractive dividends as a high income payout ratio 

is often required by law. In addition, the global ultra-loose 

monetary policy is propping up indirect real estate investments. 

The business environment is currently favorable for REITs. 

Fundamentals are robust and corporate balance sheets are 

healthy. It is therefore not surprising that the demand from 

private investors for types of assets REITs own is enormous  

at the moment. Asset managers in the real estate industry  

are sitting on a record sum of almost USD 300 bn in dry 

powder – investor capital that has been collected but not yet 

invested. The foundation for prices to move higher has thus 

been laid. 

Hedge funds: 
News as raw material for trading strategies
Stefano Lecchini

A so-called data revolution is under way in the investment 

business: Faster computing speed, new and broader data 

volumes as well as sophisticated analysis methods make it 

possible to use new investment approaches that were not 

feasible ten years ago.

These methods extend the spectrum of liquid alternative  

strategies that are anchored in the classic hedge fund universe. 

Such novel approaches include, for example, trading strategies  

that systematically use financial news as input. The challenge 

is first to transform the flood of news into a useful production  

factor quickly and reliably, and second, to model the effect 

of the news on the stock markets in order to benefit from 

it. A further challenge can be seen in the fact that some 

approaches presuppose a linear effect (good news leads to 

a positive market development and vice versa), while other 

approaches take account of non-linear feedback in the 

dynamics of “news-based stock markets,” in addition to this 

linear, intuitive context.

These more complex methods are inspired by physical models, 

with news affecting investors in the same way as magnetic 

fields affect iron atoms, and are implemented using techniques 

from the field of artificial intelligence. No, this is not an article 

from a science fiction magazine: The data revolution is making 

it possible to tap new, diversifying sources of returns. This is 

good news for investors in constant search of diversification. 

Dry powder targeting real estate funds (in bn USD)
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LGT’s investment center is a specialist for multi asset solutions  

as well as alternative investments. Our core competencies 

include:

Asset Allocation

Carefully planned asset allocation is the foundation for 

successful asset management and performance. LGT’s long-

standing experience and disciplined investment approach 

enable us to offer our clients traditional and alternative invest-

ments as an integrated, comprehensive package and to go 

to our clients as an authority in this regard. Our transparent 

investment process covers portfolio construction and imple-

mentation in line with our clients’ needs as well as continual 

monitoring of specific risks. The aim of our asset allocation 

investment solutions is to optimize the long-term risk-return 

profile. It is important to ensure that our investment solutions  

participate in market upturns, while offering stability and 

capital preservation in difficult market periods. The corner-

stones of our Asset Allocation expertise are:

 ■ A comprehensive global universe of listed and  

non-listed investments 

 ■ Broad diversification in and between asset classes, 

segments, styles, specialists and currencies 

 ■ A systematic, disciplined process based on a balanced  

blend of qualitative and quantitative elements

The long-term strategic asset allocation requires a look at the  

future. But because predicting future developments is possible 

only to a very limited extent, we use scenario analysis. The 

knowledge of past developments in economics, politics and the  

financial markets gives us a basis for our scenarios. Academics 

and practitioners add their own expert knowledge in certain 

thematic areas. We then use this array of information to develop  

various future scenarios. These are either baseline scenarios 

(high probability of occurring) or alternative scenarios (low prob-

ability of occurring). We set the optimum portfolio weighting 

for each scenario. We then work out investment solutions  

that we think can bring robust returns for our clients across 

several scenarios. 

Through our tactical asset allocation we take advantage of 

medium-term inefficiencies and fluctuations. In a quarterly  

process we reconsider our active positioning also taking into 

account our findings from economic and market information 

along with behavioral finance.

Sustainability

Our long-term direction and ESG investment principles are a 

core element of our corporate culture. We are convinced that 

we can only invest successfully for our clients by following a 

long-term approach that contains a strong awareness of envi-

ronmental, social and governance (ESG) principles. This also 

applies to investment solutions that we offer our investors as  

well as to our overall business activities. On the following pages, 

we will demonstrate how LGT Capital Partners integrates these 

principles into its business activities.

ESG in our investment and monitoring process

Compliance with ESG criteria is a fixed component of our 

investment process. It is structured so that it meets the United 

Nations-supported Principles for Responsible Investment (UN 

PRI). Our investment teams are responsible for due diligence 

for potential investments. Every investment opportunity we 

pursue is examined based on these criteria. These assessments  

are important information for portfolio managers and the 

Investment Committee when it comes to making an investment  

decision. We monitor a broad spectrum of risks, against the 

background of ESG criteria as well. We work closely with our 

external managers and offer them advice on how ESG criteria 

can be integrated even more extensively. For some clients, we 

check the portfolios according to specific ESG guidelines.

We have developed processes to integrate ESG principles in 

line with the requirements of the various investment categories  

and structures. In the context of our private equity, hedge 

fund and multi-manager long-only portfolios, for example,  

we focus on the assessment of ESG practice of our external 

and internal managers, and work with them to raise standards 

in this area. In our equity and bond portfolios, we rely on  

LGT’s core competencies in asset management
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individual stock selection. This way, we can benefit from the 

fact that substantially more information is available for an ESG 

assessment. We have therefore developed an internal tool, the 

ESG cockpit, which enables us to analyze and evaluate the ESG 

risks and opportunities of every position in these portfolios.

Compliance with international agreements on  

controversial weapons

Apart from carrying out our own ESG analyses, we are coop-

erating with Global Engagement Services (GES) and applying 

their guidelines to avoid investing in companies involved in 

the manufacture of controversial weapons such as land mines, 

cluster bombs and ammunition as well as ABC weapons. This 

way, we can develop portfolios that meet the requirements of 

international agreements on controversial weapons.

Our definition of ESG

When analyzing managers and companies, we check the 

following environmental, social and governance factors:

 ■ Environment: greenhouse gas emissions, energy efficiency, 

water consumption, waste disposal, use of resources and 

other factors

 ■ Social: refers to subjects such as controversial weapons, 

human rights issues, labor standards, employee fluctuation, 

health and safety, training and professional development  

as well as other factors

 ■ Governance: quality of the board of directors, clear separa-

tion between the role of the CEO and president of the board  

of directors, accounting practices, reporting/transparency, 

management incentives, shareholders’ rights, bribery and 

corruption as well as other factors

In choosing countries of potential issuers of government 

bonds, we concentrate on the degree of freedom, democ- 

racy, political and civil rights that prevail in the respective 

country as well as on the level of corruption and the rule  

of law. This is enhanced by further analyses that illustrate  

how a country deals with natural resources and the status  

of social development.

Integration of alternative investments

To achieve robust portfolios, there needs to be as much inte-

gration as possible of many uncorrelated return sources. It 

has been shown that alternative investment classes can make 

a valuable contribution in particular. LGT Capital Partners has 

been investing in private market investments and liquid alter-

native investment classes for 20 years. We have a global net- 

work and therefore access to experienced managers in this 

area, as well as direct investment competence. Investments in 

private markets can improve the risk-reward ratio of an invest-

ment portfolio. They offer investors the opportunity to achieve 

higher returns while at the same time diversifying their port-

folio. With an investment horizon of more than ten years, 

private equity requires a long-term commitment and readiness  

to accept reduced liquidity and unexpected capital flows. The 

returns are also highly dependent on the investor’s ability to 

gain access to the managers with the best performance, as 

returns from funds in the upper and lower quartile vary enor-

mously from one another. Liquid alternative investments such 

as alternative risk premia, hedge funds or insurance-based 

investments play a large part in broader diversification of a 

portfolio. The integration of these strategies into a portfolio 

requires in-depth analysis that takes account of investors’ aims 

and requirements. This calls for the relevant analysis tools, as 

well as for long-term experience.
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Overview LGT Funds

LGT Funds ISIN Launch date Price as per 
03/31/2019

Performance 
YTD

Performance
-3 years p.a.

Performance 
-5 years p.a.

Multi asset class

LGT Alpha Indexing Fund (CHF) B LI0101102999 30.04.2009 CHF 1560.52 6.77% 3.00% 3.11%

LGT GIM Balanced (CHF) B LI0108469029 31.01.2010 CHF 11786.81 6.04% 2.18% 1.29%

LGT GIM Balanced (EUR) B LI0108469169 31.01.2010 EUR 13101.01 6.33% 2.38% 2.13%

LGT GIM Balanced (USD) B LI0108468880 31.01.2010 USD 13160.30 6.41% 3.94% 2.15%

LGT GIM Growth (CHF) B LI0108469268 31.01.2010 CHF 12736.44 7.49% 3.56% 1.98%

LGT GIM Growth (EUR) B LI0108469318 31.01.2010 EUR 14382.76 7.80% 3.77% 2.94%

LGT GIM Growth (USD) B LI0108469250 31.01.2010 USD 14212.03 7.80% 5.20% 2.66%

LGT Sustainable Strategy 3 Years (CHF) B LI0350494782 10.11.1999 CHF 1004.60 5.33% 1.63% 1.30%

LGT Sustainable Strategy 3 Years (EUR) B LI0008232162 10.11.1999 EUR 1710.43 5.63% 2.02% 2.35%

LGT Sustainable Strategy 3 Years (USD) B LI0350494840 30.04.2010 USD 1047.68 5.66% 3.57% 2.53%

LGT Sustainable Strategy 4 Years (CHF) B LI0350494907 10.11.1999 CHF 1007.26 6.51% 2.59% 2.00%

LGT Sustainable Strategy 4 Years (EUR) B LI0008232220 10.11.1999 EUR 1691.68 6.83% 3.05% 3.00%

LGT Sustainable Strategy 4 Years (USD) B LI0350494998 30.04.2010 USD 1047.38 6.79% 4.46% 3.01%

LGT Sustainable Strategy 5 Years (CHF) B LI0350495169 01.10.2004 CHF 1010.45 7.51% 3.39% 2.30%

LGT Sustainable Strategy 5 Years (EUR) B LI0019352926 01.10.2004 EUR 1733.75 7.84% 3.72% 3.30%

LGT Sustainable Strategy 5 Years (USD) B LI0350495227 30.04.2010 USD 1049.32 7.74% 5.06% 3.17%

Money market

LGT Money Market Fund (CHF) B LI0015327682 19.01.1998 CHF 1089.42 -0.20% -0.79% -0.60%

LGT Money Market Fund (EUR) B LI0015327740 19.01.1998 EUR 698.10 -0.06% -0.34% -0.20%

LGT Money Market Fund (USD) B LI0015327757 19.01.1998 USD 1514.31 0.62% 1.20% 0.82%

Bonds

LGT Bond Fund EMMA LC (CHF) B LI0133634688 30.09.2011 CHF 1140.73 4.84% 3.50% 0.86%

LGT Bond Fund EMMA LC (EUR) B LI0133634662 30.09.2011 EUR 1243.09 5.60% 2.66% 2.58%

LGT Bond Fund EMMA LC (USD) B LI0133634670 30.09.2011 USD 1039.16 3.69% 2.16% -1.54%

LGT Bond Fund EMMA Quality (CHF) B LI0183910038 30.06.2012 CHF 963.57 2.00% 0.66% -0.99%

LGT Bond Fund EMMA Quality (EUR) B LI0183910012 09.07.2012 EUR 992.90 2.19% 1.17% -0.47%

LGT Bond Fund EMMA Quality (USD) B LI0183909998 15.12.2011 USD 1076.65 2.94% 3.43% 1.05%

LGT Bond Fund Global Inflation Linked (CHF) B LI0148578045 17.04.2012 CHF 920.79 0.72% -1.38% -1.04%

LGT Bond Fund Global Inflation Linked (EUR) B LI0017755534 10.05.2004 EUR 1143.13 0.86% -0.80% -0.42%

LGT Bond Fund Global Inflation Linked (USD) B LI0148578037 30.09.2010 USD 1027.48 1.56% 1.27% 1.00%

LGT Select Bond Emerging Markets (USD) B LI0026536628 31.12.2000 USD 3539.24 4.81% 3.91% 0.96%

LGT Select Bond High Yield (USD) B LI0026564604 31.08.2000 USD 2549.69 6.92% 6.49% 3.65%

LGT Select Convertibles (CHF) B LI0132437745 31.08.2011 CHF 1274.65 4.93% 1.49% 0.19%

LGT Select Convertibles (EUR) B LI0132437737 31.08.2011 EUR 1314.37 5.02% 1.71% 0.56%

LGT Select Convertibles (USD) B LI0102278962 31.07.2006 USD 1626.29 5.87% 4.29% 2.20%

LGT Sustainable Fixed Income Global Opportunities (EUR) B LI0008232030 10.11.1999 EUR 1661.81 2.42% -0.07% 0.52%

LGT Sustainable Bond Fund Global (EUR) B LI0106892909 30.11.2009 EUR 1536.15 4.72% 1.45% 4.31%

LGT Sustainable Bond Fund Global Hedged (CHF) B LI0148577955 22.10.1996 CHF 1035.90 1.60% -1.39% 0.41%

LGT Sustainable Bond Fund Global Hedged (EUR) B LI0148577948 22.10.1996 EUR 1073.76 1.69% -0.94% 0.96%

LGT Sustainable Bond Fund Global Hedged (USD) B LI0015327872 22.10.1996 USD 2837.58 2.47% 1.35% 2.57%

LGT Sustainable Quality Bond Fund Hedged (CHF) B LI0183909808 30.06.2012 CHF 984.24 2.01% -1.24% -0.83%

LGT Sustainable Quality Bond Fund Hedged (EUR) B LI0183909782 30.06.2012 EUR 1020.32 2.15% -0.68% -0.22%

LGT Sustainable Quality Bond Fund Hedged (USD) B LI0183909790 30.06.2012 USD 1093.33 2.90% 1.37% 1.11%
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LGT Funds ISIN Launch date Price as per 
03/31/2019

Performance 
YTD

Performance
-3 years p.a.

Performance 
-5 years p.a.

Equities

LGT Select Equity Asia/Pacific ex Japan (USD) B LI0026536305 30.10.1999 USD 2716.21 10.50% 6.15% 3.49%

LGT Select Equity Emerging Markets (USD) B LI0026536354 31.12.2000 USD 4131.46 9.65% 9.26% 3.03%

LGT Select Equity Europe (EUR) B LI0026536404 19.10.2006 EUR 2139.44 11.92% 5.70% 4.36%

LGT Select Equity Japan (JPY) B LI0026536511 31.10.1999 JPY 1676.00 8.55% 9.69% 8.41%

LGT Select Equity Japan (USD) B LI0230813219 22.01.2014 USD 1437.23 9.35% 11.28% 8.97%

LGT Select Equity North America (USD) B LI0026536560 31.10.1999 USD 2785.76 15.01% 15.15% 9.20%

LGT Select REITS (USD) B LI0148225985 01.03.2004 USD 1579.01 14.55% 4.70% 4.70%

LGT Sustainable Equity Fund Europe (EUR) B LI0015327906 30.09.2000 EUR 1181.83 13.70% 3.41% 4.27%

LGT Sustainable Equity Fund Global (CHF) B LI0148540441 17.12.2012 CHF 2071.96 10.88% 10.70% 11.07%

LGT Sustainable Equity Fund Global (EUR) B LI0106892966 31.12.2009 EUR 2644.48 11.68% 9.80% 12.96%

LGT Sustainable Equity Fund Global (USD) B LI0148540466 17.12.2012 USD 1908.88 9.66% 9.26% 8.42%

LGT Sustainable Quality Equity Fund Hedged (CHF) B LI0183907844 30.06.2012 CHF 1629.11 12.73% 6.86% 6.80%

LGT Sustainable Quality Equity Fund Hedged (EUR) B LI0183907836 09.07.2012 EUR 1609.33 12.85% 7.37% 7.43%

LGT Sustainable Quality Equity Fund Hedged (USD) B LI0183907802 30.06.2012 USD 1913.08 13.71% 9.84% 8.84%

Insurance-linked investments

LGT (Lux) I – Cat Bond Fund (CHF) B LU0816333040 30.11.2010 CHF 107.69 -0.27% -0.67% -0.07%

LGT (Lux) I – Cat Bond Fund (EUR) B LU0816332828 30.11.2010 EUR 111.60 -0.19% -0.33% 0.32%

LGT (Lux) I – Cat Bond Fund (USD) B LU0816332745 30.11.2010 USD 121.25 0.60% 1.84% 1.83%

Alternative investments

LGT Crown Listed Private Equity (EUR) B IE00B7T8CN06 18.02.2013 EUR 200.46 12.63% 13.49% 10.92%

LGT Crown Listed Private Equity (USD) D IE00BJVWTR76 28.07.2014 USD 135.67 10.62% 12.93% n.a.

LGT Crown Managed Futures UCITS SF Class B (USD) IE00B66PKW27 09.07.2010 USD 977.94 -0.35% -5.21% 0.06%

LGT Crown Managed Futures UCITS SF Class C (EUR) IE00B66MZ845 25.06.2010 EUR 904.86 -1.12% -7.18% -1.10%

LGT Crown Managed Futures UCITS SF Class H (CHF) IE00B3PT4X32 30.09.2010 CHF 806.16 -1.28% -7.71% -1.77%

LGT Alpha Generix UCITS Sub-Fund Class O (USD) IE00B7VFVC16 01.10.2012 USD 979.96 3.36% -0.80% 1.27%

LGT Alpha Generix UCITS Sub-Fund Class P (EUR) IE00B82ZPK32 01.10.2012 EUR 910.70 2.61% -2.99% -0.08%

LGT Alpha Generix UCITS Sub-Fund Class Q (CHF) IE00B46N8H32 01.10.2012 CHF 875.93 2.48% -3.55% -0.78%
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On their quest for return, the ongoing low interest rate environment is forcing 
institutional investors to find alternative sources of fixed income. Medium-sized 
companies that want to grow rapidly through acquisitions need to obtain long-term 
debt financing as easily as possible. Private debt as an asset class covers these 
financing and investing needs.

Banks in Europe are facing an increasingly stringent  

regulatory environment. Tighter capital requirements are 

changing the business model of traditional banks. The 

strict regulations are forcing them to become increasingly  

restrictive in their lending to small and medium-sized enter-

prises (SME). SME that are not listed on a stock exchange 

need alternative sources of financing. The broad retreat 

of banks has opened up new opportunities for unconven-

tional lenders. 

Private debt is gaining traction as an attractive alternative 

to traditional bank financing. Private debt providers offer 

corporate financing as an investment opportunity to  

institutional investors, such as pension funds, insurance  

companies, and asset managers. Such investors can pro- 

vide capital to selected borrowers. The market for private 

debt is highly complex and illiquid. Therefore, lenders and 

borrowers often negotiate the terms of the loan directly 

with each other. Borrowers often involve a private equity 

manager (so-called sponsor). This means that follow-on 

capital is available if the company runs into financial diffi-

culties. Moreover, the company gains access to detailed 

information when conducting due diligence. Information is 

a valuable resource in a market that lacks transparency and 

where information is scarce. Companies that borrow can 

benefit from various advantages. They can finance rapid 

growth through acquisition with uncomplicated, long-term 

debt for which they do not have to provide any guarantees 

as far as possible. In addition, not much effort is needed 

for documentation. The result is a faster and smoother 

decision-making process as well as greater structural flex-

ibility with regard to amortization, pricing structures, etc. 

In contrast to traditional credit investments, private debt 

is not standardized. Loan conditions may therefore be 

arranged very differently.

As the name implies, private debt is a non-listed market 

that has its origins in the English-speaking world. In the US, 

business development companies (BDC) act as financial  

investors for small and medium-sized companies. They pro- 

vide capital to established companies as well as to start-ups  

– either in the form of equity capital, in which case the BDC  

is the co-owner, or as debt financing. The BDC themselves 

are traded on the stock exchange. By purchasing shares of 

BDC, private investors get the opportunity to participate in 

this otherwise rather inaccessible market. The BDC model 

Private debt –  
an attractive alternative
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has not yet established itself in Europe. Investors who want 

to participate in this asset class in Europe must resort to 

specialized, often closed-end funds.

From a credit risk perspective, private debt investments 

are comparable to high yield bonds. Depending on the 

debtor and rank in the capital structure in case of bank-

ruptcy, these investments are rated somewhere between 

“BB” and “CCC” (junk status). Three financing strategies 

have become established in the private debt market within 

a spectrum ranging from capital preservation to return 

enhancement: senior debt, mezzanine, and unitranche. 

Senior debt ranks at the top of the capital structure. It 

is often used for acquisitions and growth financing. If a 

company goes bankrupt, the senior debt will be repaid 

first. The lower risk of such debt goes together with lower 

returns, which are generated almost exclusively through 

interest payments. Mezzanine is a combination of debt 

and equity capital, and it is frequently also used for acqui-

sitions and growth financing. This investment vehicle is 

subordinate to debt, but senior to equity. The income 

potential is higher than with senior debt, but it entails 

greater risks. The return component consists of interest 

payments as well as the additional participation in equity. 

Unitranche is a customized credit, first-lien financing solu-

tion that combines senior and junior tranches into a single 

layer of debt. The terms are usually six to eight years. A 

typical feature of the asset class is the variable interest 

rate. It is indexed to a benchmark rate, such as LIBOR, 

with an additional cash coupon as well. The distribution 

is monthly, quarterly or half-yearly. The net cash flow is 

negative initially, and the break-even point is reached after 

approximately seven to eight years. The cash flow is based 

initially on cash coupon payments and arrangement fees. 

The distribution ends when the last loan is paid back. This 

could take about eight years. As a result, this asset class is 

only for long-term investors who feel comfortable with the 

lack of liquidity.

There are several attributes that make private debt invest-

ments attractive. The lack of liquidity and the high level 

of complexity of the asset class is compensated with a 

premium over traditional fixed-income securities. High  

yield bonds promise higher returns as well, but they 

are very interest rate sensitive, and they have a lower 

recovery rate in the case of bankruptcy than private debt 

investments do. The attractive and stable risk premiums 

compared to conventional bonds are another attrac-

tion. Furthermore, the low correlation with other asset 

classes has a positive diversification effect on the port-

folio. The risk profile is different from that of listed equities 

and bonds, and this comes to the fore in particular when 

private debt investments are diversified across strategies, 

managers, regions, and currencies. The attractive features 

of this asset class are associated with higher risks, however. 

Investors who are considering positioning themselves in 

this asset class are well advised to work with a private debt 

fund or manager due to the high level of complexity of this 

extremely opaque market. 
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Investing in private debt strategies can 
make an attractive addition to a port-
folio due to the relatively high return in 
an otherwise low yielding environment. 
Juan Carlos Morales Cortes, partner 
and CFO of LGT European Capital Ltd., 
gives an overview of the current state 
of private debt as an asset class in the 
following interview.

Investorama: What is the ideal macro environment 

for private debt investments?

Juan Carlos Morales Cortes: There are many factors that 

may contribute to a positive investment environment for 

private debt. The ideal macro conditions would be a slow 

steady growth environment. Ideally, global growth and 

company fundamentals should be healthy. Low unemploy-

ment rates and rising earnings should support consump-

tion and investment, respectively, which is beneficial to the 

asset class as these fundamentals provide a low default 

environment and better credit risk.

Following the collapse of Lehman Brothers in 2008, markets 

went through the most severe liquidity withdrawal and 

repricing of risk ever experienced in our lifetime. However, 

despite these developments, private debt has remained an 

attractive asset class within that context, which shows its 

resilience during market stress. 

Unitranche combines senior and junior tranches into 

a single layer. What are the benefits to follow this 

blended investment strategy?

Unitranche facilities have become an increasingly significant  

financing option, especially in the European leveraged loan 

market. They originated in the US in 2005 and since 2012, 

have increased in prevalence in Europe. Unitranche offers 

many benefits to all parties involved.

Borrowers profit from a bespoke financing solution that allows  

cash flows to be invested in the business as the amortization  

is limited or even non-existent. Furthermore, there are fewer 

institutions to be dealt with, transactions can be made in  

different currencies, and undrawn acquisition lines to finance 

capex and add-on acquisitions, respectively, are available.

Sponsors have the advantage of increased speed as well as 

certainty of execution. Moreover, there are fewer lenders 

to negotiate with, which results in an easier documenta-

tion process. Confidentiality and the ability to preempt an 

undesired sale process are also a plus.

Furthermore, unitranche provider benefit from an attractive  

risk-reward profile, frist-lien security as well as from a high 

cash coupon. The ability to obtain board observer rights 

and the strong negotiating power in case of a restructuring 

is an extra as well.

In comparison to high yield bonds, unitranche facilities 

are always secured and have maintenance covenants that 

reduce the lenders’ risks.

Private debt – resilient 
during market stress
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When it comes to asset allocation, does private debt 

fall into the category of fixed income or alternatives?

A holding in a direct lending strategy can make an attractive  

addition to a portfolio due to the relatively high return in 

an otherwise low yielding environment. Clients interested in  

an allocation to direct lending should consider their ability 

to lock up capital. A direct lending fund is a closed ended 

structure with a typical life of 8–10 years. Investors will not  

be able to redeem their holding until the end of the life of  

the fund. Capital is committed (a formal guarantee to invest) 

and then called (taken by the manager and invested). There-

fore, private debt falls in between alternatives and fixed 

income. We, however, see more investors assigning parts of 

their overall alternative allocation to illiquid credit strategies 

and sometimes reducing the fixed income allocation. 

How would you assess the outlook for private debt 

in 2019?

Given that the majority of private debt deal-making aims 

to provide funding for leveraged buyout transactions, it is  

a positive sign for the industry that 2018 recorded healthy 

buyout deal flow and record-high private equity dry powder 

levels. There are indicators that 2019 will be another strong 

year for private equity-backed buyout deals, which will 

provide private debt funds with many new lending oppor-

tunities across divers sectors and countries.

Due to the less transparent market structure  

how can an investor identify an adequate private 

debt manager?

Private debt fund managers operate in similar ways that 

private equity managers do and the selection process is 

similar. The criteria might be slightly different, but deciding 

on a manager is similar. It is important to understand the  

strategy the managers are following and the relative experi-

ence they have in implementing that strategy. The length of  

time the team has worked together and experience during 

economic cycles are key to understand for an investor. 

Juan Carlos Morales Cortes is a partner and CFO of LGT European 

Capital Ltd. (formerly European Capital). He has focused on private 

debt since 2004, when he joined American Capital in Washington, 

DC. In 2015, he moved to London to 

establish the firm’s European Capital 

business. He has more than 27 years 

of finance and accounting experience 

that includes debt and equity capital 

raising, joint venture negotiations 

as well as financial and operational 

restructurings. He holds a BA in Eco-

nomics from the University of Western 

Ontario, an MBA from The American 

University and a MSc in Finance from 

George Washington University.
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Venture capital does not mean risk 
capital so much as the financing of 
companies and opportunities. This 
nuance is typical for the American 
mentality: the American dream of 
going west was also realized with  
the help of investors.

Florian Semle – Shortly after independence, the young 

United States had little in common with today’s culture- 

defining global superpower. At the end of the eighteenth 

century, distant America seemed more like a kind of over-

seas Switzerland, in which a group of courageous settlers 

had wrested their freedom and self-determination from 

the global power of Great Britain with courage and ideals. 

The future of the young country was initially by no means 

certain. Watched closely by several imperial powers and 

without an established public weal, the federation of the 

13 original states had yet to find its future.

Restructuring America: land as currency

The United States bought its independence by taking on 

huge war debts, mostly with foreign banks. America  

basically had no money to expand westward, which was 

still the dream of many immigrants. Alexander Hamilton, 

US secretary of the treasury and legendary economist 

(1755–1804), made a virtue of the plight of the young 

country by creating a central banking institution that 

assumed the debts of the states. At the same time, he  

had large tracts of land in the still undeveloped areas of 

the Ohio River Valley transferred to the public purse. He 

then offered his creditors land rights as repayment. The 

Dutch banks in particular acquired huge parcels of land in 

the American wilderness.

Go west: the future as an investment

Banks and investors divided their tracts of land into small 

plots and sold them at huge profits to settlers. The settlers 

themselves often went into debt for their land and their 

dream. Their loans forced them to sell their harvests and, 

above all, to supply the major cities on the West Coast. 

The US government created suitable investment opportu-

nities in this area as well. It financed the building of roads 

and rail lines by giving railway companies several miles of 

land on either side of the line for every connected mile of 

railway line that they completed. The prospect of commod-

ities generated additional investments, especially among 

early industrial European countries.

The investment policy of the US government allowed the 

young country to handle the Herculean task of settling the 

West almost effortlessly. It formed the basis for America’s 

brilliant rise to superpower status. Many critics, however, 

also saw it as the source of great inequality between rich 

and poor – the dark side of the American dream. 

Go west: the financing of 
the American dream

24 Money tales



11
0 

00
0 

00
0 

00
0

In 2018, USD 110 bn was secured in aggregate capital commitments 

for private debt, a positive sign for the industry despite the full-year 

total not matching 2017’s record. Still, this is good news for businesses 

and firms seeking to borrow from non-bank lenders, with competition 

for deals ensuring a healthy environment for negotiating flexible terms 

meeting their business needs.

(Photo: RomarioIen/shutterstock.com)
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For more than 400 years, the Princes of Liechtenstein have  

been passionate art collectors. The Princely Collections 

include key works of European art stretching over five 

centuries and are now among the world’s major private 

art collections. The notion of promoting fine arts for the 

general good enjoyed its greatest popularity during the 

Baroque period. The House of Liechtenstein has pursued 

this ideal consistently down the generations. We make de- 

liberate use of the works of art in the Princely Collections 

to accompany what we do. For us, they embody those 

values that form the basis for a successful partnership with 

our clients: a long-term focus, skill and reliability.

Cover image: Rudolf von Alt, detail from  

“The ‘Blue Salon’ in Feldsberg Castle,” 1845

© LIECHTENSTEIN. The Princely Collections, Vaduz–Vienna

www.liechtensteincollections.at

A look inside the Princely Collections: Before Prince Franz Josef II took up residence in Liechtenstein in 1938  

– the first of the Principality’s princes to do so – the Princely Family had lived in magnificent residences in 

Feldsberg (Valtice) and Eisgrub (Lednice), in what is now the Czech Republic. Renowned painters such as 

Anton Schiffer, Rudolf von Alt and Ferdinand Runk immortalized the two palaces, both of which are now  

part of the UNESCO World Heritage Cultural Landscape of Lednice-Valtice.
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