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Inflation will not spoil the equities bull market 

 
An above-consensus gain in US consumer prices in April raised concerns about the inflation outlook and briefly boosted 

stock market volatility. We looked into inflation dynamics and their potential impact on markets and found that they are 

broadly in line with expectations, and hence neither overly worrying, nor likely to spoil the equity bull market.      

 

The latest reading of the US consumer price index, published 

on 12 May, showed a surge of 0.8% in April from March. The 

number is more than seven standard deviations higher than the 

average divergence of the average analyst forecast from the 

actual value.  

 

Compared to a year earlier, i.e. when the economy was in the 

depth of the pandemic-triggered lockdown freeze, the CPI had 

risen 4.2%, while the consensus had predicted a gain of 3.9%. 

The April data print contained unusually strong price develop-

ments in lockdown/reopening-related areas: prices for used 

cars and trucks, airline fares and lodgings away for home had 

risen 21%, 10.7%, and 8.1% year-on-year, respectively.  

 

 
 

Equities sold off on that day and the US stock market volatility 

index VIX soared 26%, recording its biggest one-gain since 

February. Market volatility has retreated again since (graph 2), 

while equity markets have mostly recovered – albeit with some-

what less upward momentum than before.  

 
 

We thus used the opportunity to review current inflation dy-

namics and assess the resulting outlook for the financial mar-

kets in the coming months. In brief, we found the following:   

 

 Annual inflation rates could indeed remain elevated for 

some time, around in the mid-single digits, before the 

base effect and the pent-up demand catch-up effects 

begin to fade. Post-pandemic-related supply issues, partic-

ularly in the labor market, may continue to temporarily ex-

acerbate the upside    

 A one-off increase in the consumer price level is not a ma-

jor worry because it is ultimately based on a stronger 

economy and will be accompanied by higher corporate 

earnings  

 Moreover, inflationary periods have been good for finan-

cial markets historically. Equities of all sectors have proven 

a must-have asset during inflationary phases, especially in 

periods when the inflation rate is moving higher  

 For bonds, the outlook is more challenging – but even 

fixed income tends to deliver positive total return during 

Graph 1 

Inflation rates and inflationary phases 
(Year-on-year rate of change in %) 

The Core Personal Consumption Expenditures (PCE) price index is a broader inflation meas-
ure, capturing the change in prices in goods and services consumed by all households and 
non-profit organizations serving households, excluding volatile energy and food prices. The 
CPI captures expenditures of urban households. Source: Bloomberg, LGT Capital Partners 

Graph 2 

Recent inflation print boosted volatility 

(CBOE Volatility Index of expected S&P 500 volatility) 

CBOE = Chicago Board Options Exchange. Source: Bloomberg, LGT Capital Partners 
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inflationary phases as well. However, government and in-
vestment grade bonds are preferable in phases of declin-

ing inflation  

 In terms of the impact on monetary policy, the Federal Re-

serve is not likely to prematurely start tightening monetary 

policy, given its clear commitment to a new policy frame-

work  

 

The important factor for the market outlook is that, at present, 

the inflation drivers are benign. Since the depth of the initial 

pandemic outbreak shock of early 2020, household savings 

and income as well as consumer spending and business sales 

have surged at extraordinary rates, while consumer prices have 

only very modestly moved up so far (graph 3).   

 

 
 

Given the surge in personal incomes, consumer demand is 

likely to remain robust going forward, supported by the gov-

ernment's generous fiscal policy stance, and sustained by the 

jump in household savings.  

 

US personal spending is up about 11% since the COVID-shock, 

and accounts for about 70% of US nominal domestic gross 

product (GDP). In the meantime, following a 183% surge since 

March 2020, household savings now account for 27% of GDP.  

The combination of rising incomes and much higher savings 
leaves plenty of fuel for a continued economic growth even af-

ter the impact of the recent fiscal stimulus packages recedes.   

 

With such an economic outlook, the CPI should indeed rise as 

well by quite a bit more than it has so far, although the exact 

path will probably depend on the pace and success of the eco-

nomic reopening efforts. In all, the current inflation outlook 

per se clearly does not diminish the case for a continuation of 

an equity bull market. 
 
Monitoring inflation risks: not yet in the 

danger zone     
 

Still, investors also need to be aware of the risks and prepare 

for the occasional burst in volatility in the future as well. If the 

economy proves much stronger than expected today, the Fed 

will of course have to address inflationary risks at some point. 

While markets should be able to take it without a lasting panic, 

corrections are possible.  

Continuous monitoring of interest rate and inflation instrument 
markets can help assess the danger of a coming monetary pol-

icy shift. In this context, the index of breakeven rates (graph 4) 

has rebounded very strongly from the depth of the pandemic, 

but remains well below the normal peak levels of the past 15 

years. In addition, breakeven rates are now down somewhat 

compared to their May highs, which suggests that investors 

have digested the April CPI surprise for now.  

 

 
 

In short, at present we are still within the economic growth 

zone, rather than in a danger zone. The risk of a premature or 

undue monetary tightening is hence relatively low. It is also 

worth noting that, unlike the stock market, the bond market 

has largely ignored the April scare. US treasury market volatility 

has been steadily declining since February (graph 5).   

 

 
 

Here, we should recall that the Fed, since completing its first-

ever comprehensive policy review in the summer of last year, 

now operates under a new policy framework that tolerates rel-

atively high interim inflation rates, as long as they fluctuate 

around 2% per year over time. The purpose of this policy is to 

help the economy to achieve the highest possible employment 

level ("full employment").  

Graph 3 

Robust income and sales growth, modest price gains  

(Changes in %, compared to March 2020) 

Source: Bloomberg, LGT Capital Partners 

Graph 4 

Breakeven rates below peak growth levels 

(Implied future annual inflation rate in %) 

The index includes 2 year USD inflation zero swaps, 5 year US inflation-linked treasury securi-
ties, 5 year-5year inflation swap forwards, 5 year-5 year forward breakeven rate of US infla-
tion-linked securities. Source: Bloomberg, LGT Capital Partners 

Graph 5 

Bond market volatility has continued to decline  
(ICE BofA implied volatility of the US treasuries market) 

Source: Bloomberg, LGT Capital Partners 
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The whole idea behind the policy change was to reduce the 
risk of premature tightening. For now, this policy framework 

seems to work well and as intended. This mindset was the key 

factor behind the swift policy response to the pandemic shock 

of March/April 2020, and the subsequent rebound in the econ-

omy and markets – the strongest on record. Given that a rea-

sonable amount of inflation is part of this concept, markets 

overall clearly view the new policy as credible.  

 
A one-off jump in the price level would 

not surprise anymore  
 

When it comes to inflation, the dangerous part is the unex-

pected surprise – i.e. the part that catches consumers, busi-

nesses, borrowers and investors off-guard, making it more dif-

ficult for them to prepare and plan future economic activities.  

For that reason, we need to assess what is currently already 

generally expected. Hence, we looked at the most common in-

flation expectation measures in the market and plotted them 

against the actual CPI (graph 6).  
 

 
 

Following the unusually sharp rebound economic rebound 

from the COVID-19 shock, we assume that the price level too 

could experience a commensurate one-off increase in the com-

ing months – albeit less intense by comparison. Since money 

supply, private consumption, incomes, and savings will not 

continue to skyrocket as they did over the past year (and as 

shown on graph 3, previous page), the upward price pressure 

should also normalize with a time lag.   

 

Commodity prices, which have also already doubled in aggre-

gate over the past year, are also not likely to double again over 

the coming year. As the rebound effect fades, these inflation 

drivers will return to a more normal and sustainable growth 

path in coming months, mitigating the inflation pressure.  

 

It is also worth noting that all inflation expectations measures 

are already quite high for the coming years: the analyst con-

sensus stands at the low end, predicting a three-year average 

annual inflation rate of 2.5%. The monthly consumer survey of 

the University of Michigan represents the high end, at 4.2%. 
The market-based indication is somewhere in between.  

         

The point is that, while the April may have surprised the cur-
rent consensus for that month, in the broader frame of things 

it is still within the expected (and in fact desirable) outlook for 

the next few years. Overall, investors, consumers and busi-

nesses do not seem to underestimate inflation. 

 

Equity markets segments during infla-
tionary phases 
 

Finally, and more importantly from a practical investor perspec-

tive, we examined how equities and bonds performed in 

phases of rising annual rates of inflation, compared to periods 

in which that was not the case.  

 

 
 

In the inflation graph on page 1, we show the annual rate of 

change of the consumer price index over the past 20 years, 

along with the less volatile core personal consumption expendi-

tures. The grey areas represent periods with rising annual infla-

tion rates.  

 

We looked at how various market indices performed during 

such inflationary periods and found that all equity market sec-

tors offered positive returns during such periods (graph 5). The 

returns were also higher in all sectors during inflationary 

phases than during phases of declining inflation. Financials, in-

dustrials, small value stocks and materials tend to decline in 

disinflationary phases, while the other sectors deliver lower re-

turn when compared to inflationary phases.  

 

Fixed income segment return during in-
flationary phases  
 

The fixed income segment is somewhat more challenging dur-

ing inflationary phases. Like equities, emerging market debt, 

high yield and inflation-linked bonds perform better during in-

flationary phases, as the safety of the interest payments and re-

demptions are ultimately dependent on economic growth (or 

on inflation in the case of inflation-linkers).  

 

Graph 6 

Inflation expectations are already high  
(Levels rebased to February 2020) 

Source: Bloomberg, LGT Capital Partners 

Graph 7 

Equities and inflationary/disinflationary phases  
(Total return from start to end of a phase in %)  
 

For the equity sectors, we show MSCI net total return indices, unhedged in USD. Data go 
back to 1998. Source: Bloomberg, LGT Capital Partners 



LGT Capital Partners Ltd., Schützenstrasse 6, CH-8808 Pfäffikon, Switzerland, Phone: +41 55 415 9211, lgt.cp.kam@lgt.com, www.lgtcp.com. See disclaimer on last page.         4/6 

 

Government bonds and investment grade credit, by contrast, 

underperform when compared to disinflationary phases. 

 

In short, growth-reliant assets perform best during inflationary 

phases, although investors need to be aware that real return of 

government and investment grade bonds may prove very low 

when inflation is high.   

 

 
 

 
Investment positioning: reflationary reo-

pening and gold  
 

Against this background, we feel confident with our overall in-

vestment strategy in the current environment. On a tactical and 

ad-hoc level, our overweight position in gold and the recent 

addition of a portfolio of equities that we expect to benefit 

from the reflationary reopening process in the US and Europe 

have performed very well during the recent inflationary devel-

opments (graph 7).  

 

In fixed income, we maintain a pronounced underweight in du-

ration, while favoring the emerging markets and high yield rel-

ative to government bonds and investment grade credit.  

 

In addition, we have a relatively high exposure to smaller and 

medium-capitalized companies throughout our portfolios, 

which is also beneficial in the current reflationary environment.  

Lastly, on a strategic level, we hold high allocations to inflation-

protected bonds and investment portfolios that benefit during 

very volatile phases, such as our rules-based dynamic protec-

tion strategy.  

 

 
 

 
END OF REPORT 

 

 

 

 

 

 

 

 

 

 

 

Graph 8 

Bonds and inflationary/disinflationary phases  
(Total return from start to end of a phase in %) 

Based on J.P. Morgan, Bloomberg Barclays and ICE BofA total return indices, with data going 
back to 2006. Source: Bloomberg, LGT Capital Partners 

Graph 9 

Reflationary reopening theme outperforms  

(MSCI net return indices and LGTCP reopening index) 

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 -0.2% 0.3% -3.0% 4.3% 2.9%

Global inflation linked bonds USD 1.0% 2.2% 1.8% 4.1% 3.4%

Investment grade corporate bonds USD 0.6% 0.3% -0.9% 6.0% 4.1%

High yield bonds USD 0.7% 1.6% 2.1% 7.0% 7.3%

Emerging markets ² USD 1.1% 0.9% -2.2% 4.5% 5.0%

Equities

Global USD 0.2% 9.1% 11.1% 13.5% 13.9%

Global defensive USD 1.1% 10.0% 6.1% 9.7% 9.1%

North America USD -0.1% 9.6% 11.5% 17.3% 16.6%

Europe EUR 1.5% 11.0% 12.5% 6.2% 8.4%

Japan JPY 0.1% 3.3% 7.1% 6.1% 9.9%

Emerging markets USD -1.0% 0.9% 4.8% 8.3% 13.5%

Alternative and real assets

Listed private equity USD 2.9% 19.3% 27.1% 19.6% 18.1%

Hedge funds USD 2.1% 5.4% 5.7% 5.1% 5.3%

Insurance l inked securities (ILS) USD 0.5% 1.6% 1.6% 3.8% 3.9%

Real estate investment trusts (REITs) USD 1.4% 14.1% 15.0% 11.0% 7.0%

Gold USD 6.9% 9.8% 0.3% 13.5% 9.3%

Currencies (vs. rest of G10) ³

US dollar USD -1.2% -2.0% -1.2% -1.5% -0.8%

Euro EUR 0.3% -0.3% -0.8% 0.3% 1.2%

Swiss franc CHF 1.2% -0.3% -2.4% 2.2% 1.4%

Japanese yen JPY -1.9% -4.2% -6.8% -1.3% -0.6%

Australian dollar AUD -1.4% -0.8% 0.1% -0.4% 0.8%

Norwegian krone NOK -1.1% 3.1% 2.7% -2.0% -0.8%

British pound GBP 0.8% -0.2% 2.7% 0.7% -1.6%

Canadian dollar CAD 2.0% 4.3% 5.0% 1.2% 0.8%

Chinese yuan (vs. USD) CNY 1.3% 0.9% 1.8% -0.1% 0.4%
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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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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. 
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financial market scenarios are no guarantee of future performance. © LGT Capital Partners 2021. All rights reserved. Picture on title page: Quentin Massys (Löwen 1466-1530 Antwerp), detail from "The 
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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 6.5% 8.5% 4.1% 2.6% 3.3% 5.6% 6.1% 6.2% 3.8%

Real growth next year¹ Consensu 4.0% 5.5% 4.2% 2.2% 4.1% 4.0% 5.5% 4.1% 2.8%

Real growth current quarter Annualize 6.4% 2.4% -2.5% -5.1% -1.8% 0.4% -1.5% 9.6% 1.6%

Unemployment this year Consensu 5.4% 3.8% 8.4% 2.9% 5.9% 8.5% 5.3% 7.5% 4.0%

Inflation this year Consensu 3.0% 1.5% 1.7% 0.1% 2.4% 1.4% 1.6% 2.3% 1.6%

Purchasing manager index (comp.) ² Neutral: 68.1 54.7 56.9 48.1 56.2 59.2 66.1 57.2 54.6
          

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 43.4 3,198.2 417.3 1,295.2 37.1 53.4 133.1 71.1 433.2
         

Govt bond yield   2yr ³ % p.a. 0.15% 2.55% -0.60% -0.13% -0.66% -0.65% 0.02% 0.30% 1.07%

Govt bond yield   10yr ³ % p.a. 1.58% 3.06% 0.11% 0.08% -0.17% 0.19% 0.79% 1.46% 2.13%

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 47,961 10,177 18,820 6,802 2,819 970 3,720 738 2,146
Growth in earnings per share, estimated (MSCI)

12 months forward / trail ing 12 monthsConsensu 29.3% 23.6% 130.1% 18.9% 109.2% 184.0% 273.6% 37.8% 56.2%

Next fy / 12m fwd Consensu 11.1% 16.3% 14.5% 12.4% 13.1% 14.9% 6.6% 5.8% 11.0%
Growth in revenue per share, estimated (MSCI)

12m fwd / trail  12m Consensu 13.8% 29.3% 11.4% 10.2% 11.5% 11.5% 13.8% 6.9% 10.9%

Next fy / 12m fwd Consensu 6.4% 12.8% 4.4% 3.8% 5.1% 3.9% 2.3% 5.1% 7.6%
Valuations (MSCI)

Price-Earnings Ratio (est 12m fwd) Consensu 22.9 16.3 18.1 16.4 15.8 19.2 13.5 16.2 12.2

Price-Sales Ratio (est 12m fwd) Consensu 2.9 1.8 1.3 1.0 1.1 1.4 1.3 2.1 1.0

Dividend yield Consensu 1.4% 1.6% 2.7% 2.1% 2.7% 2.6% 4.0% 2.7% 1.8%
* China market cap includes  Hong Kong | Source: Bloomberg Data  per: 26.05.2021

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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