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Growth outlook will outweigh tax headwind  
 
Today, we review the US fiscal policy plans in terms of their potential impact on the economy and markets. Although in-

vestors may respond with intermediate asset sales if the tax hikes prove too aggressive, the positive cyclical outlook 

should prevail. Against this background, we further fine-tune our reflationary investment positioning. 

 

In this report, we review the fiscal stimulus and tax plans of the 

US administration. Overall, we believe the net impact will ulti-
mately prove to be positive for both the economy and financial 

markets, although investors may respond with some intermedi-

ate nervousness if some provisioned hikes prove more severe 

than generally anticipated. However, in their current stage, the 

plans seem rather well balanced. For instance, while the tax 

hikes will weigh on corporate profits, they also reduce the po-

tential extra upward pressure on interest rates (by limiting the 

additional increase of future Treasury debt issuance) and lift 

economic growth.   

 

In a second part, we update readers on our positioning, i.e. on 

the so-called reopening trade – the outlook for sectors that 

should benefit from the rollback of the COVID-19 pandemic 

and the normalization of social and economic activity. 

 

 

From crisis relief to trend growth 

At the end of March, US President Joe Biden announced gov-

ernment spending programs worth close to USD 4 trillion, or 

about 19% of gross domestic product (GDP), in the form of 

the American Jobs Plan (AJP), an approximately USD 2 trillion 

infrastructure and green energy investment plan, and the 

American Families Plan (AFP), tagged at another USD 1.8 tril-

lion. The announcement came only shortly after the president 

signed a USD 1.9 trillion pandemic relief bill into law at the be-

ginning of that same month. However, apart from the stagger-

ing magnitude of fiscal dollars involved, the latest spending 

plans differ from the just-passed COVID-19 relief bill. They fo-

cus on structural growth, rather cyclical support, and are in 

theory fully funded by tax increases, instead of debt.  

 
Spend now, tax later 
 

The current plans envision the spending to occur over eight 

years, with the various tax revenues raised over 15 years (see 

table for a tentative approximation, graph 1). In terms of tim-

ing, the priorities are thus clear: spend now, tax later    

 
 

As we went to press, the Biden administration was announcing 

further details on the AFP. Reports indicate that the Treasury 

could fund part of the USD 1.8 trillion package via USD 1.5 tril-

lion in higher personal taxes for the wealthy. 

 

As expected, the prospect of higher taxes has resulted in firm 

opposition from Republicans in Congress. Nevertheless, in our 

view, at least the infrastructure bill has a high chance of pass-

ing - even without Republican support.  
 

Firstly, infrastructure spending is popular among American vot-

ers: a recent VOX poll found 74% in support of improving in-

frastructure. Secondly, it is justifiable. According to the World 

Economic Forum’s Global Competitiveness Report, the quality 

of US infrastructure ranks 13th in the world, which leaves the 

country significantly trailing behind many advanced economies.  

Thirdly, the bill is part of the climate action agenda and, as the 

White House's proposal explicitly states, the strategic competi-

tion between the US and China – a topic that enjoys support 

across other political divides these days.  

  

Graph 1 

US spending and revenue plans in the first 10 years 

(AJP: tentative approximate estimates, selected items shown) 

 
Source: Financial Times, Bank of America, Goldman Sachs, LGT Capital Partners 

Spending Bn USD

Transportation 412

Other heavy infrastructure 280

Environment 626

Affordable housing & others 378

Manufacturing and Research 445

Total 2141

Revenue Bn USD

Raise the corporate tax rate from 21% to 28% 695

Global minimum tax increase 495

Impose 15% minimum tax on book income 175

Repeal tax loophole for intangible income 217

End fossil  fuel tax breaks and antiinversion measures 54

Total 1636
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Importantly from a practical viewpoint, the Democrats could 

pass it with a simple Senate majority by using a procedure 

called budget reconciliation. The rule allows bills to pass the 

Senate with 50 votes plus the vice president’s tie-breaking 

vote, rather than relying on a dominant majority of 60, as long 

as it concerns fiscal issues and is budget-neutral in the longer 

term. The latter provision allows for leeway in terms of timing 

and for generous fiscal forecasting. The Trump tax cuts passed 

Congress using the same process. Now, the Democrats could 

rely on an economic concept known as the balanced-budget 

multiplier, which states that a simultaneous increase in govern-

ment spending does not need to be matched by the same 

nominal amount of tax increases to achieve budget neutrality 

(hence, it can be considered as fully funded).  

 

The drawback of this unilateral approach relative to a biparti-

san bill would be that it would take longer to pass – and thus 

only become law toward the end of the year. We would thus 

not completely rule out a bipartisan bill. As political discussions 

are still evolving, provisions of the plan might soften, change, 

or vanish entirely. For example, some Democrat Senators favor 

a lower corporate tax rate increase to 25%, rather than 28%, 

and the proposed global minimum tax rate will be subject to 

forthcoming multilateral negotiations. 

  

A global minimum tax rate below 21% 
 

One part of the Biden administration’s tax proposal is to estab-

lish a global minimum tax rate on businesses. Policy experts in 

OECD and G20 circles have been discussing this idea for some 

time, but it had lacked impetus under the previous administra-
tion of Donald Trump. The rationale behind the tax is to curb 

international profit shifting and improve tax collection, and 

hence address an issue that arose with the emergence of glob-

alization and intangible capital. 
 

In its proposed form, countries could continue to set whatever 

local corporate tax rate they want, but if multinational compa-

nies were to settle in low tax rate regimes, their home govern-

ments could top-up taxes to the global minimum.  

 

The US has floated the idea of setting that tax rate at 21%, 

which is far above the 12.5% hitherto discussed (see graph 2). 

At these levels, stiff resistance from low-tax economies is cer-

tain. Yet for the project to be successful, it will be imperative to 

include as many countries as possible, given that economic 

benefits of fully relocating to a non-compliant country increase 

as more countries apply the tax. It seems thus likely that the 

agreement will ultimately settle on a rate below 21%.  

 

We believe a global tax has a better chance of finding suffi-

cient consensus than ever before because the same three rea-

sons that make the US fiscal program likely to pass are also 

generally politically true in most OECD countries to a significant 

degree.  

 

However, the tax remains a very tall order, as many other as-

pects will also have to be resolved: for example, in federal 

countries like Switzerland, Germany and even the US, local or 

regional taxes complement central government levies. At-

tempts to harmonize tax collection would most likely result in 

domestic pushbacks and/or circumvention on these subsidiary 

levels.  
 

Graph 2 

OECD statutory corporate taxes and proposals  
(Tax rates in %) 

OECD = Organization for Economic Cooperation and Development. G20 = 20 largest econo-
mies. Source: Refinitiv, LGT Capital Partners 

 

Lastly, how will important non-member countries, most nota-

bly China, respond? Although the People’s Republic with its 

headline corporate tax rate of 25% has generally been in favor 

of the tax, it could still ask for e.g. a reduction in US tariffs to 

support the now US-led initiative. Especially, since its main in-

ternational capital hub, Hong Kong, ranks among the top 10 in 

the Tax Justice Network’s Tax Haven Index.  

 

Overall, while we do expect domestic and international tax 

measures to cover part of future spending and investment 

plans, we suppose there is a higher change that Congress will 

spend lots of money rather than tax too much when push 

comes to shove.  

 
Economy impact: modestly higher  
potential output 
 
Following the latest COVID-19 spending round, the US econ-

omy is already firmly on track to close its output gap in the 

course of this year. Therefore, the forthcoming infrastructure 

spending is unlikely to have a high multiplier effect on output, 

as private investment is more likely to be crowded-out once the 

output gap has closed. The output gap is the difference be-

tween a theoretical maximum level of economic activity (full 

potential), and where current activity actually is at any given 

time.  
 

Moreover, many items on the agenda are unrelated to infra-

structure and some look like consumption, rather than invest-

ment, which lowers the impact on potential output. Based on a 

variety of economic studies, a 1% increase in the public capital 

stock still typically lifts the level of long-run output by about 

0.1%.  
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Translated into the US figures, potential GDP could thus in-

crease by about 0.5% according to financial industry estimates. 

Moreover, these figures do not yet account for secondary ef-

fects resulting from factors like spillovers from progress in re-

search and development, reduced inequality or environmental 

benefits. Hence, a higher impact on potential GDP might ac-

crue over time (graph 3). While such supply-side aspects will 

take time to come to fruition, the spending should add an im-

mediate short-term jolt to demand. In sum, the net impact on 

growth will be positive and should add additional fuel to the 

fire of the accelerating US upswing. 

 
 

Impact on earnings: the straw that will 
break the bull’s back?  
 
Despite the positive backdrop on growth, many financial mar-

ket participants are concerned about the increase in corporate 

levies, due to the straightforward impact on profits. According 

to a range of estimates, the full implementation of the pro-

posed tax increases could reduce earnings of the members of 

the S&P 500 by 6% to 9%.  

 

However, a back-of-the-envelope calculation suggests that 

even at these higher tax rates, 2022 earnings would still grow 

by mid-single digits from this year, which is testimony to the 

ongoing upswing. Moreover, given the complexity associated 

with changing international tax codes and in view of the loom-

ing mid-term elections in 2022, the legislators are likely to 

phase in the changes gradually, rather than abruptly. The im-

pact on profits could thus be more digestible.  

 

The main issue is that market valuation multiples, which are 

meaningful inverse predictors of long-term stock market re-

turns, are already very elevated in some areas. A reduction in 

earnings, even if small, would, ceteris paribus, either push 

them up even further or result in a price adjustment. In our 

view, while a digestion period could thus ensue in markets 

once earnings data begin to reflect this future tax regime, eco-

nomic fundamentals will remain the more important driver of 

corporate earnings growth. We therefore do not expect higher 

taxes to be the straw that breaks the bull market’s back.  

 

Put differently, the fulcrum at this stage remains the outlook 

for economic growth, and by extension, revenue growth, 

which remains very convincing. After all, the sum of COVID-19 

and infrastructure spending together results still in a net expan-

sionary fiscal backdrop - even if taxes increase.  

 

Lastly, there will likely be implications beneath the surface. On 

a regional level, rising taxes in the US could incentivize capital 

flows into non-US equities, but the extent will hinge on the 

successfulness of the global minimum tax initiative. On a sector 

level, the AJP could press the ongoing rotation trade in favor of 

market segments that benefit from a broader normalization of 

economic activity and a pick-up in consumption. It would put 

sectors like technology or health care at relative tax disad-

vantage, when compared to some other sectors, such as en-

ergy (see graph 4).  

 

 

 
Nevertheless, the tax changes alone should not determine in-

vestment preferences over the medium to longer term. Energy, 

for instance, might benefit from the coming changes, but is 

likely to continue to face other headwinds, such as the need to 

reduce the carbon footprint of portfolios. Conversely, most 

tech companies will continue to grow fast despite potentially 

higher tax rates or increased activity regulations.  

 

Seasonal volatility is another possibility: the proposal to in-

crease capital gains taxes back to their pre-Trump levels could 

lead to temporary selloffs before the effectiveness date. Com-

panies may shift from share buybacks to higher dividend pay-

outs in response, which would also mitigate the effect. 

   

Graph 3 

US output path with and without infrastructure plan 
(Real GDP in billion USD) 

 
GDP = gross domestic product. Oxford Economics estimates, guesstimate by LGT Capital 
Partners. Source: Refinitiv, LGT Capital Partners 

Graph 4 

US equity market sectors and tax rates 
(Based on Global Industry Classification Standard, GICS) 

 
15% = proposed minimum tax rate on book income 
21% = proposed global minimum tax rate 
28% = proposed statutory level of new corporate tax rate 
Source: BCA, Capital Economics, LGT Capital Partners  
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Positioning update equities  
 
We still expect the global economy to remain on a reflationary 

path and social as well as economic life to normalize gradually 

in most countries in the coming months. The recent purchasing 

managers’ indices once again point to another pick up in posi-

tive momentum, especially in the developed economies (graph 

6). This remarkable relative momentum is at least partly due to 

the much faster inoculation of the populations against COVID-

19 in the Western countries.  

 

 
 
At present, the vaccine rollouts are clearly progressing much 
faster in the US and the UK, followed by Europe. The vaccine 
rollouts throughout Asia in particular are disappointingly slow 
by comparison. 
  
While this development seems to have different reasons in dif-

ferent countries – the lag is at least in part a consequence of 

the region's more successful virus containment. We expect the 

inoculation pace in Asia to improve in coming weeks, as these 

various logistical and/or other issues are being resolved, and 

the need to reconnect with the global economy increases.   

 

 
 

In equities, we have recently shifted our weight further in favor 

of the so-called reopening theme. To recap: back in March, we 

decided to create and buy an equal-weighted portfolio of 25 

companies that we expect will benefit from the reflationary re-

opening of economies. These companies had suffered dispro-

portionately during the first phase of the pandemic, but have 

started to outperform more recently (graph 7).  

 

. 

 
END OF REPORT 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

Graph 5 

Tax rates* and equities can rise together 

(US stock market in log scale, tax rates in %)  

* Statutory tax rate for corporations, maximal rate for capital gains. Sources: Prof. Robert 
Shiller at http://www.econ.yale.edu/~shiller/, U.S. Internal Revenue Service, Wolters Kluwer, 
LGT Capital Partners 
 

Graph 6 

Purchasing managers’ surveys point higher again  
(Includes the results for March 2021)  

Source: Bloomberg, LGT Capital Partners 

Graph 7 

Equities: global indices and the reopening theme   

(MSCI net total return indices in local currency*)  

 

*Hedged in the case of developed market equities. 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. The table shows our current positioning ver-

sus the strategic allocation (SAA) of the LGT Endowment, or Princely Strategy, for 2021.  
 

 Equities: tactical overweight in developed and emerging markets, with an emphasis on reopening themes 

 Fixed income: underweight, with a preference for emerging markets bonds    

 Alternatives and currencies: active position in gold, NOK vs. EUR; passive overweight in EM vs. reference currency     

 
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, except for the CNY 
(shown against the USD).| Source: Bloomberg 

SAA
2021

Short-term investments 0.0%

Investment grade bonds* 23.0%

High yield bonds 5.0%

Emerging market bonds 7.0%

Global defensive 7.5%

Global developed 26.5%

North America OW

Europe OW

Japan OW

Asia-Pacific OW

Emeging markets 5.0%

Listed private equity 5.0%

Liquid alternatives 13.0%

Insurance-linked securities 6.0%

Real estate (REITs) 5.0%

Gold 0.0%

SAA
USD 88.0%

EUR 0.0%

CHF 0.0%

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 -0.1% -2.5% -3.0% 4.4% 3.1%

Global inflation linked bonds USD 0.2% 0.2% 0.8% 4.0% 3.3%

Investment grade corporate bonds USD 0.6% -1.2% -1.6% 5.9% 4.0%

High yield bonds USD 1.6% 1.4% 1.4% 6.4% 7.2%

Emerging markets ² USD 2.1% -2.1% -3.4% 3.1% 4.3%

Equities

Global USD 4.4% 9.6% 10.8% 14.0% 14.0%

Global defensive USD 2.7% 5.1% 4.4% 9.2% 8.8%

North America USD 5.7% 10.5% 11.5% 18.1% 16.7%

Europe EUR 3.4% 9.7% 10.7% 6.2% 8.1%

Japan JPY -2.9% 4.0% 6.1% 5.6% 9.7%

Emerging markets USD 4.3% 1.3% 5.9% 8.1% 12.6%

Alternative and real assets

Listed private equity USD 10.8% 21.1% 24.4% 19.3% 17.6%

Hedge funds USD 1.1% 3.7% 3.7% 4.6% 5.1%

Insurance l inked securities (ILS) USD 0.4% 1.2% 1.1% 3.9% 3.9%

Real estate investment trusts (REITs) USD 5.8% 12.6% 13.3% 10.6% 6.8%

Gold USD 3.4% -3.9% -6.9% 10.2% 6.9%

Currencies (vs. rest of G10) ³

US dollar USD -2.0% -0.3% 0.3% -0.4% -0.1%

Euro EUR 0.5% -0.7% -1.1% -0.6% 1.3%

Swiss franc CHF 0.8% -3.5% -3.4% 2.4% 1.1%

Japanese yen JPY -1.2% -4.9% -5.4% -0.3% -0.2%

Australian dollar AUD -0.5% 0.7% 1.0% 0.4% 0.3%

Norwegian krone NOK 1.7% 3.9% 4.2% -1.9% -0.5%

British pound GBP -1.3% 1.1% 2.0% -0.1% -1.2%

Canadian dollar CAD -0.5% 3.6% 3.2% 0.8% 0.2%

Chinese yuan (vs. USD) CNY 0.8% 0.0% 0.6% -0.8% 0.0%
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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 
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 USA China Eurozone Japan Germany France U.K. Canada S. Korea

Gross domestic product (GDP)

Nominal, this year¹ bn USD 22,675 16,642 14,584 5,378 4,319 2,938 3,125 1,883 1,807

Per Capita, purchasing power parity¹  USD, PPP 65,254 18,931 40,965 44,585 56,956 49,492 47,089 51,713 47,027

Real growth this year¹ Consensu 6.3% 8.5% 4.1% 2.9% 3.3% 5.5% 5.5% 5.9% 3.5%

Real growth next year¹ Consensu 4.0% 5.5% 4.1% 2.0% 4.0% 4.0% 5.5% 4.0% 3.0%

Real growth current quarter Annualize 4.3% 2.4% -2.7% 11.7% 0.3% -1.4% 1.3% 9.6% 1.6%

Unemployment this year Consensu 5.5% 3.8% 8.5% 3.0% 5.9% 8.8% 5.8% 7.7% 4.0%

Inflation this year Consensu 2.6% 1.6% 1.6% 0.1% 2.3% 1.4% 1.5% 2.1% 1.5%

Purchasing manager index (comp.) ² Neutral: 62.2 53.1 53.7 50.2 56.0 59.2 60.7 58.5 55.3
          

Structural budget balance/GDP IMF -12.9% -9.0% -4.6% -8.5% -4.0% -5.2% -5.0% -6.7% -2.4%

Gross government debt/GDP IMF 132.8% 69.6% 98.2% 256.5% 70.3% 115.2% 107.1% 116.3% 53.2%

Current account balance/GDP IMF -3.9% 1.6% 2.8% 3.6% 7.6% -2.1% -3.9% -0.8% 4.2%

International currency reserves bn USD 43.6 3,170.0 412.5 1,287.8 37.2 53.2 133.3 70.3 434.4
         

Govt bond yield   2yr ³ % p.a. 0.18% 2.65% -0.63% -0.13% -0.69% -0.67% 0.07% 0.33% 1.05%

Govt bond yield   10yr ³ % p.a. 1.64% 3.18% 0.02% 0.10% -0.25% 0.09% 0.77% 1.56% 2.10%

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%

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

Exchange capitalization* bn USD 48,294 9,946 18,163 6,805 2,796 916 3,639 718 2,094
Growth in earnings per share, estimated (MSCI)

12 months forward / trail ing 12 monthsConsensu 32.2% 31.7% 216.2% 71.1% 185.2% 262.9% 510.1% 59.6% 59.4%

Next fy / 12m fwd Consensu 12.4% 16.6% 16.5% 13.4% 14.7% 16.9% 9.4% 8.7% 21.8%
Growth in revenue per share, estimated (MSCI)

12m fwd / trail  12m Consensu 14.8% 34.6% 11.4% 13.0% 13.7% 11.8% 12.1% 7.4% 11.9%

Next fy / 12m fwd Consensu 6.4% 12.7% 4.5% 3.7% 4.9% 4.3% 4.3% 4.6% 7.5%
Valuations (MSCI)

Price-Earnings Ratio (est 12m fwd) Consensu 23.9 16.7 18.5 16.6 16.4 19.4 13.6 16.3 14.0

Price-Sales Ratio (est 12m fwd) Consensu 3.0 1.8 1.3 1.0 1.1 1.4 1.3 2.0 1.0

Dividend yield Consensu 1.4% 1.6% 2.7% 2.1% 2.6% 2.6% 4.0% 2.8% 1.7%
* China market cap includes  Hong Kong | Source: Bloomberg Data  per: 28.04.2021

Expected revenue per share growth 12 months forward

 

 

¹ IMF estimates, per capita data for Eurozone per 2019, rest per current year  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
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