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Tactical asset allocation for Q2/2022

The war in Ukraine adds another supply-side shock and increases economic uncertainty at a time when macro policy is 

constrained by high inflation and strained public finances. Despite this, most stock markets are trading higher today than 

at the start of the invasion. We decided to use the higher prices to de-risk our portfolios, primarily by trimming our expo-

sure to Europe, which is most exposed to the immediate impact of the war in Ukraine. 

Last week, our investment team concluded the quarterly tacti-

cal asset allocation review for Q2/2022. In this report, we pro-

vide a brief summary of our views and positioning decisions. 

Near-term outlook: less real growth, 
more inflation  

While the continuation of a reflationary economic expansion 

remains our base case longer term, the invasion of Ukraine late 

last month and the subsequent international sanctions against 

Russia and Belarus have weakened the more immediate macro 

outlook.  

Russia and Ukraine, and to a lesser extent Belarus, are im-

portant global suppliers of key commodities, including food 

(graph 1), while the Black Sea is a major maritime trade route 

for the bulk of these resources. The main impact on the global 

economy will thus come through inflation. 

The war in Ukraine and the related sanctions against Russia dis-

rupt local production as well as transportation, which impacts 

prices of related goods and services worldwide not only in en-

ergy and food, but also to some extent for the electronics, au-

tomotive and other industries.  

As a result, the global economy is now tilted towards stagfla-

tion, although the exact mix of inflation and real output as 

components of overall economic activity will vary from one 

economy to another. Moreover, this new supply shock comes 

at a time when consensus forecasts for real output growth 

rates had already been gradually sliding lower due to the anti-

cipated hawkish bias during the coming monetary tightening. 

That downward path of forecasts has accelerated with the in-

vasion of Ukraine and is now significant for some economies 

(graph 2). 

Graph 1

Russia and Ukraine: important suppliers of resources  
(Share of global production or exports) 

¹ Share of a single Ukrainian company, based on Odessa, with suppliers in Russia ² Share of 
exports. Source: Bloomberg, BCA, USDA, Reuters, LGT Capital Partners 
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Graph 2

Change in the consensus forecasts for real GDP  
(Since 24 February 2022*, in percentage points) 

* The day of the invasion of Ukraine; GDP = gross domestic product  
Source: Bloomberg, LGT Capital Partners 
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Similarly, with inflation rates showing no signs of abating from 

record high levels even before the escalation of the conflict, 

consensus inflation forecasts have surged in tandem (graph 3). 

Unsurprisingly, economies that are most reliant on direct Rus-

sian energy supplies, such as Germany and Italy, will be hit 

hardest, at least in 2022.  

Finally, supply chain issues are not limited to these new geo-

political developments as COVID-19 still lingers in the back-

ground. In particular, China's stringent zero COVID-19 policy 

continues to pose the main risk on that front, although future 

restrictions due to new virus variants can also not be ruled out 

in other countries either. 

Regional differentiation of stagflation 

risks  

We should note that, while the risks are titled in the direction 

of a stagflationary environment, the US and some other econo-

mies are still far from such a situation. Despite the now ex-

tended inflation spike, for instance, US real output gains will 

still likely be higher than what we got used to over the past 

few decades on average (graph 4).     

As far as the mix of inflation and real output is concerned, 

China and Japan are even in a relatively benign situation, as 

real output gains are still likely to contribute far larger portions 

to their nominal GDP than inflation, albeit from different levels.  

We are thus mainly concerned about two elements when con-

sidering our tactical positioning for the coming months:   

 The direction of the current developments, which raises 

stagflation risks globally, at least as long as the geopoliti-

cal tensions are not meaningfully resolved 

 The near-term outlook for Europe, where major econo-

mies such as Germany and Italy are already very close to 

an outright stagflation – i.e. very high inflation and very 

little or no real output 

Monetary tightening complicates the 
outlook  

In addition, despite new headwinds to growth, most major 

central banks have already adopted a bias to tighten monetary 

policy. Most importantly, the US Federal Reserve earlier this 

month just kicked off the process of raising policy rates, with a 

majority of their policy committee members being biased in fa-

vor of more and bigger rate hikes if needed. While the tighten-

ing cycle is already more advanced in many emerging markets, 

other developed economies will eventually follow with efforts 

to tame inflation.    

Thus, we expect an overall gradual tightening of global mone-

tary conditions going forward, which means that growth-sup-

portive macro policies will have to come from the fiscal side – 

that, however, is far from certain, given already stretched pub-

lic finances and rising interest rates.  

The US in particular, being more isolated from the broader so-

cial and humanitarian fallout of the war in Europe, and being 

more energy independent, likely faces tighter liquidity condi-

tions and less generous government spending going forward, 

regardless of how the war in Ukraine evolves in the near term. 

China stands out in this respect – Beijing’s economic policy has 

now turned growth-supportive, as the country was pursuing 

credit tightening when everyone else was easing. But this only 

comes on the heels of the strong headwinds from COVID-19-

related restrictions, an ailing property sector, and a slew of 

new regulations impacting the private sector.  

Japan is in a different phase of its cycle as well, albeit for differ-

ent reasons. Having largely missed the first post-COVID-19 re-

opening phase last year, and with core inflation still far below 

target, Tokyo is just preparing for another fiscal stimulus pack-

age, while the Bank of Japan has just reaffirmed that its mone-

tary policy will remain unchanged for longer. However, this will 

have only a marginal impact beyond its own shores.  

Graph 3

Change in the consensus forecasts for annual inflation 
(Since 24 February 2022*, in percentage points) 

* The day of the invasion of Ukraine  
Source: Bloomberg, LGT Capital Partners 
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Graph 4

Actual and projected real GDP and inflation for the US 
(Bloomberg consensus estimates per 24 March 2022) 

Source: Bloomberg, LGT Capital Partners 
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For the Asian emerging markets, primarily because of the rela-

tively mute Chinese economy's prospects, we see little material 

change in the outlook compared to last quarter. The increase 

in commodity prices will help some economies, but they have a 

relatively small weight in our investment universe – partly due 

to our long-term strategic conviction that the future lies with 

knowledge-based economies that can reduce their reliance on 

fossil fuels more quickly.    

Overall, the confluence of new obstacles to growth, upward 

pressures on inflation, and the uneasy policy outlook lowers 

the visibility for the economic outlook and increases the risks 

that the ongoing recovery could temporarily turn for the 

worse.  

Portfolio positioning: selling the rally 
to de-risk and fine-tune equity alloca-
tion   

Despite of this backdrop and the many intermediate phases of 

intense volatility, equity markets have recently recovered a 

good part of the prior losses incurred on interest rate/inflation 

concerns early this year, before the start of the escalation of 

the war in Ukraine. In fact, all developed equity markets are 

trading higher today than on the day of the invasion, although 

crude oil and other commodity prices have rallied far more 

(graph 5). 

Due to the described broader macroeconomic circumstances, 

we believe that markets are currently too sanguine given 

abounding geopolitical risks and the more uncertain economic 

outlook for the coming months.  

We have therefore decided to further de-risk our portfolios by 

moving equities to an overall underweight, mostly in favor of 

raising more cash for increased flexibility going forward.  

The global underweight in equities mainly stems from a now 

bearish tactical position in European markets, combined with 

the existing underweight in Emerging Asia. Meanwhile, Japan 

is held at neutral and North America at a small overweight, 

given our differentiated regional assessments. In addition, we 

added to listed global real estate as this sector tends to outper-

form in an inflationary environment with rising interest rates.  

Portfolio duration is still held short as we continue to prefer 

low duration money market instruments (cash) in an environ-

ment of rising rates and bond yields. We should also note that 

within the remaining investment grade allocation, our fixed in-

come team keeps a significant allocation to inflation-linked 

bonds, which have performed very well in recent months.   

A pair trade in the US dollar vs. the euro and a tactical long po-

sition in gold continue to serve us as portfolio diversifiers in the 

face of geopolitical uncertainty, inflation worries, and other po-

tential sources of market volatility. 

The cash position in the portfolio is now substantial and can be 

redeployed in future tactical trades and anti-cyclical value op-

portunities – if and when they occur. 

END OF REPORT 

Graph 5

Performance of markets since the invasion of Ukraine 
(Change in percent, since 24 February 2022) 

MSCI net return indices for equities, JP Morgan indices for bonds, hedged for all developed 
markets, all quoted in USD. Source: Bloomberg, LGT Capital Partners 
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Economic and corporate fundamentals  
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Strategic scenario landscape  

Our strategic asset allocation (SAA) is based on a set of macro scenarios that we review annually and adjust or change as deemed nec-

essary toward the end of each year. Below we provide an overview of the current scenarios and comment on the changes.  

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 Group Endowment, or Princely Strategy, for 2022.  

 Equities: overall underweight with a bearish tactical position in European and in Emerging Asia equities 

 Fixed income: underweight, with emerging markets and high yield still favored over investment grade       

 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.

Important information: This marketing material was issued by LGT Capital Partners Ltd., Schützenstrasse 6, CH-8808Pfäffikon, Switzerland and/or its affiliates (hereafter "LGT CP") with the greatest of care 
and to the best of its knowledge and belief. LGT CP provides no guarantee with regard to its content and completeness and does not accept any liability for losses that might arise from making use of this 
information. The opinions expressed in this marketing material are those of LGT CP at the time of writing and are subject to change at any time without notice. If nothing is indicated to the contrary, all 
figures are unaudited. This marketing material is provided for information purposes only and is for the exclusive use of the recipient. It does not constitute an offer or a recommendation to buy or sell finan-
cial instruments or services and does not release the recipient from exercising his/her own judgment. The recipient is in particular recommended to check that the information provided is in line with his/her 
own circumstances with regard to any legal, regulatory, tax or other consequences, if necessary with the help of a professional advisor. This marketing material may not be reproduced either in part or in full 
without the written permission of LGT CP. It is not intended for persons who, due to their nationality, place of residence, or any other reason are not permitted access to such information under local law. 
Neither this marketing material nor any copy thereof may be sent, taken into or distributed in the United States or to U. S. persons. Every investment involves risk, especially with regard to fluctuations in 
value and return. Investments in foreign currencies involve the additional risk that the foreign currency might lose value against the investor's reference currency. It should be noted that historical returns and 
financial market scenarios are no guarantee of future performance. © LGT Capital Partners 2022. All rights reserved. Picture on title page: Quentin Massys (Löwen 1466-1530 Antwerp), detail from "The 
Tax Collectors", after 1501 © LIECHTENSTEIN. The Princely Collections, Vaduz-Vienna 

SAA

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

Europe

Japan

Emerging markets 5.0%

Listed private equity 5.0%

Hedge funds 15.0%

Insurance-linked securities 4.0%

Real estate (REITs) 5.0%

Gold 0.0%

SAA
USD 90.0%

EUR 0.0%

CHF 0.0%

JPY 0.0%

AUD 0.0%

NOK 0.0%

Others 10.0%

Asset class underweight                                       Tactical allocation versus SAA                                       overweight
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