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Tactical asset allocation for Q1/2022    
 
The global reflationary outlook remains largely intact, although slowing growth momentum, high current inflation read-

ings, COVID-19 uncertainties, and a potentially faster monetary policy normalization pose near-term challenges. We refrain 

from raising our overall risk exposure and pivot further in favor of the developed markets in both equity and credit. 

 

Global reflation intact, but…  
 

In the big picture, the reflationary expansion of the developed 

markets (DM) remains largely intact, although the fierce dy-

namics unleashed during the rebound from the initial COVID-

19 shock are now naturally slowing.  

 

The key growth-supporting factors are still with us:  

 Fiscal and monetary policy is still accommodative and will 

also remain so even if the Federal Reserve accelerates pol-

icy normalization and/or moves to hike interest rates a bit 

earlier next year (because the US output gap has almost 

closed already) 

 Pent-up demand from fiscally enriched, flexibly remote-

working consumers with record excess savings, in societies 

that are wealthy to begin with, is still plentiful  

 The corporate sector is brimming with record profit mar-

gins (registered in Q3/2021), easy financing conditions and 

big capex plans  

 

In fact, G7 region economic activity this year has surged far 

above historical norms and will likely remain high (i.e. above 

potential) in the coming years as well. By contrast, the emerg-

ing economies are underperforming their past and their poten-

tial (graph 1). 

 

As for inflation in the developed markets, the current upward 

pressures certainly represent a serious challenge, alongside the 

much-cited supply chain disruptions. Still, US corporate profit 
margins have hit an all-time in Q3/2021 and are well above the 

levels of the stagflationary 1970s (graph 2).  

 

This situation suggests that businesses have a decent safety 

buffer for absorbing the price pressures and shows that we are 

still far from a truly stagflationary environment. The latter as-

sessment is also corroborated by the strong ongoing recovery 

in the labor market, where unemployment is falling at an accel-

erating pace – rather than rising, which is what usually hap-

pens and actually happened in periods of stagflation. 

 

 

 

 

Graph 1 

Real GDP growth, past norms and current pace   
(Bloomberg consensus for all estimates)  

Source: Bloomberg, LGT Capital Partners 

 
Graph 2 

US corporate profit margins      
(Based on Bureau of Economic Analysis' National Accounts) 

Corporate profit after tax shown before inventory valuation and capital consumption adjust-
ments. Source: Bloomberg, LGT Capital Partners 
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…emerging markets are facing head-
winds  
 

Returning to the emerging markets (EM), their modest fiscal re-

sponses to the COVID-19-crisis and, in many cases, the chal-

lenging pandemic management have weighed on cyclical 

growth. Beyond such ultimately passing factors, China in par-

ticular is also facing a structural moderation of its potential 

growth rate, due to deteriorating demographics and more 

broadly speaking the increasingly maturing and more regulated 

nature of its economy. Finally, the harsh and sudden way with 

which China has chosen to implement this regulatory reset 

(and property sector deleveraging) has probably helped to 
frontload some of that structural pain over the past year. 

 

Overall, for the coming months, the EM macro outlook remains 

relatively soft, largely because China is still dealing with debt 

and deleveraging issues in its property sector, while the 

broader domestic credit conditions remain relatively tight, de-

spite the gradual and targeted easing moves announced by the 

policy authorities recently. 

 

Moreover, with the post-pandemic surge in Western consumer 

demand now set to settle at more normal levels, Chinese ex-

ports will offer less of a safety buffer next year. While we ex-

pect China's economic momentum to stabilize and perhaps 

even achieve a soft cyclical takeoff sometime next year, that 

point in time is not yet imminent in our view.  

 

At the same time, we expect political uncertainty in many EM 

to increase over the coming months. A multitude of developing 

economies and no less than four out of the five largest coun-

tries in the EM space will hold elections or seminal political 

summits next year.  

 

While such events can ultimately help invigorate a positive eco-

nomic momentum in the long term, volatility typically rises ini-

tially as politicians seek the support of local voters and other 

domestic audiences, rather than foreign investors. For example, 

increasing government expenditures ahead of an election can 

prove to be a double-edged sword: fiscal leeway is rather con-

strained as COVID enters its third year and investors seem in-

creasingly quick to scrutinize economies with weaker balance 

sheets. 
 

Lastly, owing to the robust US economy and the prospect of 

rising policy rates at some point in the future, many other 

emerging economies are now facing a strong US dollar. This 

development in turn adds upward pressures on consumer 

prices and forces many central banks to keep hiking policy 

rates despite the relative softness of the EM growth outlook. 

For these reasons, for the next few months we prefer to stay 

on the cautious side in the emerging space in general and in 

China in particular.  

 
Caveat 1: Hawkish surprise  
 
With regard to the risks to our base case of a continued (albeit 

now moderating) reflation, we see two plausible problems. 

 

Firstly, the transitory inflation phenomenon is showing signs of 

becoming more permanent. In the coming months, central 

banks will thus face more pressure to act from various constitu-

encies, including governments, parliaments, and markets – and 

might have to tighten liquidity conditions beyond what is cur-
rently expected (“hawkish surprise”). The fact that US Presi-

dent Joe Biden, for instance, has had to repeatedly 

acknowledge that inflation is becoming a problem for the aver-

age household is a case in point here.   

 

Such a policy surprise would surely unnerve markets – and in 

the extreme case possibly jeopardize the economic recovery. 

Admittedly, for this to happen, we would likely have to attain 

(the rather flexibly defined) maximum employment status first, 

as well as see more evidence of an ensuing wage increases.  

 
Caveat 2: Dovish disappointment  
 
The second risk comes from the pandemic sapping global 

growth once again. Renewed restrictions based on fears of ma-

lignant virus variants, as observed in parts of Europe over the 

past few weeks, could become more widespread and intense – 

causing the now well-known hardship for many business sec-

tors and maybe even another overall recession. Such a develop-
ments would arguably also have distinctly stagflationary fea-

tures this time around.  

 

While the world economy activity is still the freest it has been 

ever since the first outbreak almost two years ago, there is a 

political risk of a big reversal of this reopening if the European 

response to the most recent COVID-19 wave is repeated else-

where.  

 

As of early December, only Western Europe was on a quantifi-

ably visible path of reintroducing domestic restrictions on social 

and economic activities, albeit these still have far less of an 

economic impact than before. On a global level, the Goldman 

Sachs Effective Lockdown Indices showed that the trend is still 

geared toward reopening (graph 3).  

 

 
 

However, if the new variants spread quickly and prove suffi-

ciently vaccine-resistant, the world could move into broader 

lockdowns again. Moreover, with policy makers having already 

gone "all in" on stimuli (graph 4), additional support will prove 

more difficult to come by – which would in turn exacerbate the 

negative impact of the pandemic relapse (“dovish disappoint-

ment”).  

Graph 3 

Will the world follow Europe into lockdown?  

(Based on Goldman Sachs Effective Lockdown Index data) 

Source: Bloomberg, LGT Capital Partners 
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In general, recent pandemic developments point to an in-

creased uncertainty about the outlook, with a wide range of 

possible outcomes (graph 5). As such, this is thus a good time 

to think about diversification.   

 
Portfolio positioning: pivot to the devel-
oped markets in equities and credit  
 

Given our assessments where financial markets are at this junc-

ture in terms of asset valuations and investors’ expectations, 

sentiment and positioning, we deem it possible that the re-

cently experienced phase of heightened volatility could linger a 

while longer, or return again in the coming months.  

 

Specifically, going forward we take an overall neutral risk 
stance in our multi-asset portfolios for the coming quarter 

(from slightly overweight before).  

 

However, while keeping the total risk around the strategic 

weight, we generally pivot a bit further away from the emerg-

ing to the developed markets in both equities and credit – the 

latter by trimming EM local currency bonds. As a result, our to-

tal EM bond position is now cut to neutral, while the EM equity 

quota declined to a modest underweight.  

 

High yield credit remains an underweight on historically tight 

spreads, although we marginally add to our investment grade 

position. The latter is dominated by DM government bonds 

and hence reflects our general shift away from the EM as well 

as our increased macro level caution. In the bigger picture, of 

course, despite the reallocation, we should point out that we 

are clearly favor equities over bonds, especially government 

bonds.  

 

Improve diversification  
 

For additional portfolio diversification, we decided to keep the 

tactical gold quota, while also opening a new long position in 

the US dollar against the euro. In the benign case, the Green-

back could profit further from relative monetary policy biases 

(with the Fed hiking policy rates long before the European 

Central Bank). In case of some risk-off event, both the dollar 

and gold could provide a portfolio cushion – although rarely 

for the same reasons and at the same time.  

 

We should also note that following a recent strategic allocation 

review, we have added to the strategic quota of Liquid Alterna-

tives in order to improve the diversification profile for the com-

ing years. Finally, we continue to hold ample cash reserves in 

the portfolios, which we are biased to redeploy if and when 

significant market opportunities arise.  

 
END OF REPORT 

 

Graph 4 

Fiscal room to maneuver has decreased  
(Budget deficit, % of GDP) 

 

Source: Bloomberg, LGT Capital Partners 

 

Graph 5 

Covid-19 Omicron variant: scenarios and stylized market impact  

 
Source: 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 2022. The SAA quotas are reviewed and adjusted 

toward the end of each year.    
  

 Equities: neutral overall positioning, still tilted in favor of the developed markets  

 Fixed income: underweight, with a slightly increased position in investment grade bonds vs. previous quarter     

 Alternatives and currencies: long positions in gold and the USD against the EUR, underweight in EM currencies  

 
 
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 
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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

Emerging Asia 5.0%

Listed private equity 5.0%

Liquid alternatives 15.0%

Insurance-linked securities 4.0%

Real estate (REITs) 5.0%

Gold 0.0%
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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 0.4% -0.2% -1.6% 4.2% 3.5%

Global inflation linked bonds USD 0.2% 1.1% 5.7% 5.1% 3.8%

Investment grade corporate bonds USD -0.2% -1.4% -1.3% 5.6% 4.0%

High yield bonds USD -0.4% -2.4% 0.8% 6.9% 5.7%

Emerging markets ² USD -1.6% -4.2% -5.4% 4.4% 3.8%

Equities

Global USD -0.8% 3.3% 22.6% 19.0% 14.1%

Global defensive USD -0.4% -0.1% 11.2% 10.5% 10.0%

North America USD -0.2% 4.7% 25.0% 22.9% 17.1%

Europe EUR -2.0% 1.9% 20.1% 12.0% 8.3%

Japan JPY -2.9% -4.4% 12.2% 10.3% 7.7%

Emerging markets USD -3.5% -4.5% -2.2% 10.4% 9.6%

Alternative and real assets

Listed private equity USD -6.0% 3.0% 48.5% 31.2% 20.0%

Hedge funds USD 0.7% 1.0% 7.4% 6.6% 5.0%

Insurance linked securities (ILS) USD 0.3% 1.5% 4.6% 5.0% 3.6%

Real estate investment trusts (REITs) USD 1.7% 3.6% 29.0% 13.3% 10.0%

Gold USD -4.2% -0.5% -6.0% 12.9% 9.0%

Currencies (vs. rest of G10) ³

US dollar USD 1.8% 3.3% 5.8% -0.3% -0.2%

Euro EUR 0.4% -1.7% -3.0% -0.5% 1.2%

Swiss franc CHF 1.8% 3.3% 1.1% 2.5% 1.9%

Japanese yen JPY 2.2% -0.2% -4.7% -0.3% 0.1%

Australian dollar AUD -0.7% 0.2% -2.2% -0.6% -1.2%

Norwegian krone NOK -1.4% -0.6% 1.0% -1.9% -1.5%

British pound GBP 0.4% -1.6% 2.2% 1.4% 0.8%

Canadian dollar CAD 0.3% 2.6% 5.8% 1.5% 0.5%

Chinese yuan (vs. USD) CNY 0.6% 1.3% 2.4% 2.5% 1.6%
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Economic and corporate fundamentals 
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 USA China Eurozone Japan Germany France UK Canada S. Korea

Gross domestic product (GDP)

Nominal, this year¹ bn USD 22,940 16,863 14,518 5,103 4,230 2,940 3,108 2,016 1,824

Per Capita, purchasing power parity¹  USD, PPP 69,375 19,090 40,965 44,935 58,150 50,876 48,693 53,089 48,309

Real growth this year¹ Consensus 5.5% 8.0% 5.1% 2.0% 2.8% 6.7% 6.9% 5.0% 4.0%

Real growth next year¹ Consensus 3.9% 5.3% 4.2% 2.8% 4.2% 4.0% 4.8% 4.1% 3.0%

Real growth current quarter Annualized 2.1% 0.8% 9.1% -3.6% 1.7% 3.0% 1.3% 5.4% 0.3%

Unemployment this year Consensus 5.4% 3.9% 7.8% 2.8% 5.7% 8.0% 4.8% 7.6% 3.7%

Inflation this year Consensus 4.6% 1.0% 2.5% -0.2% 3.1% 2.0% 2.4% 3.3% 2.3%

Inflation next year Consensus 3.7% 2.2% 2.4% 0.7% 2.5% 2.0% 3.7% 3.2% 1.9%

Purchasing manager index (comp.) ² Neutral: 50 57 51 55 53 52 56 58 57 51

          

Structural budget balance/GDP IMF -8.8% -6.9% -5.9% -8.0% -5.7% -7.5% -5.6% -6.6% -2.5%

Gross government debt/GDP IMF 133.3% 68.9% 98.9% 256.9% 72.5% 115.8% 108.5% 109.9% 51.3%

Current account balance/GDP IMF -3.5% 1.6% 2.6% 3.5% 6.8% -1.7% -3.4% 0.5% 4.5%

International currency reserves bn USD 41.1 3,222.4 568.4 1,279.5 36.8 55.2 126.8 75.5 444.2

         

Govt bond yield   2yr ³ % p.a. 0.67% 2.49% -0.59% -0.10% -0.69% -0.75% 0.43% 0.96% 1.78%

Govt bond yield   10yr ³ % p.a. 1.49% 2.89% -0.05% 0.05% -0.35% 0.00% 0.74% 1.46% 2.20%

Main policy interest rate ⁴ % p.a. 0.25% 4.35% 0.00% -0.10% 0.00% 0.00% 0.10% 0.25% 1.00%

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

 USA Eurozone China Japan Germany France UK Canada S. Korea

Exchange capitalization* bn USD 53,138 9,971 19,154 6,671 2,702 788 3,536 785 2,304

Growth in earnings per share, estimated (MSCI)

12 months forward / trailing 12 months Consensus 22.2% 22.8% 18.1% 7.2% 13.8% 39.2% 45.5% 18.4% 21.0%

Next fy / 12m fwd Consensus 2.0% 0.7% 1.2% 2.1% 1.0% 0.7% 0.2% 2.3% -0.3%

Growth in revenue per share, estimated (MSCI)

12m fwd / trail 12m Consensus 10.0% 4.3% 20.5% 7.9% 8.7% 5.8% 11.3% 1.7% 5.1%

Next fy / 12m fwd Consensus 1.2% 0.5% 0.9% 1.1% 0.6% 0.4% 0.5% 1.4% 0.4%

Valuations (MSCI)

Price-Earnings Ratio (est 12m fwd) Consensus 22.0 15.1 12.5 13.9 13.1 15.6 11.7 14.7 11.0

Price-Sales Ratio (est 12m fwd) Consensus 3.0 1.3 1.2 1.0 1.0 1.5 1.3 2.1 0.9

Dividend yield Consensus 1.3% 2.7% 1.9% 2.2% 2.9% 2.6% 4.2% 2.7% 1.8%

* China market cap includes Hong Kong | Source: Bloomberg Data per: 13.12.2021

Expected corporate earnings growth rates
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