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Marketing material

The policy-backed global economic rebound from the COVID-19 shock continues and is now underpinned by the prospect
of an early rollout of vaccines in most parts of the world. However, investor sentiment is now generally bullish, which
makes us aware of the risk of short-term setbacks. We therefore increase equity risk only at a measured pace at this point.

Positive outlook for growth
The base case for a continuation of the global economic recovery remains intact. As things stand today, the global economy
is on a path to surpass its pre-pandemic trend sometime late
next year (graph 1). This outlook is supported by the monetary
and fiscal policy backdrop, progress in vaccines research and
therapeutics in the fight against COVID-19, as well as receding
political risks stemming from the US elections.
Graph 1
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(Level of real GDP based on PPP valuation of USD)
180,000
160,000

However, if the Democrats win in Georgia, the Republicans
would lose their current Senate majority. Hence, presidentelect Joe Biden could implement his party's agenda without a
meaningful incentive to seek common ground with the Republicans, which might at least temporarily sour the currently very
bullish market sentiment.
Other potential headwinds include disruptive last-minute geopolitical moves by the outgoing administration, the risk of a
no-deal Brexit, as well as renewed partial and/or regional lockdowns during the difficult winter months in the Northern Hemisphere. Such measures could more severely impact economic
activity, which currently is still much less restricted when compared to the initial measures to suppress the spread of COVID19 (graph 2).
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The latter now pose only a very unlikely tail risk in the form of
a surprise blue sweep as a result of the run-off vote for two
Senate seats in Georgia early next year. In our view, the positive element of the US vote is that the American electorate rejected a second term for President Donald Trump without endorsing the broader progressive agenda of the Democratic
Party in general, and proposed corporate tax hikes and increases in regulation in particular.
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Policy support and vaccine rollouts

Lockdown laggards outperform

At present, financial markets are clearly looking beyond the
pandemic, envisioning at least a couple of years of relatively
high economic growth (graph 3). Investors take comfort in the
unrelenting financial support from policymakers and in the prospect of effective vaccines being rolled out in the near future.

Equity market performance in November bears witness to that
narrative, as the S&P 500 had its second best month on record.

Graph 3

Economic growth to remain high for a while
(Annual change in global real GDP)

Hitherto largely underperforming segments, i.e. those that are
set to benefit most from ending the pandemic, such as shares
of smaller companies or the broader emerging markets (EM),
have started to catch-up forcefully in recent weeks. The latter
intensified on the heels of news about viable vaccines that began to come in with increasing frequency shortly after the US
elections (graph 5).
Graph 5

Markets: initial pandemic laggards have rallied recently
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With regard to the former, the US Federal Reserve's recently
adopted average inflation targeting policy and the nomination
of Janet Yellen as Secretary of the Treasury support the notion
of simultaneous stimulus from formally independent government institutions. Likewise, the European Union is inching
closer to distributing its joint pandemic relief funds while the
European Central Bank has just expanded its asset purchase
programs and is conducting its own strategic policy review.
As for the latter, an early global vaccine rollout could gain momentum next year and would indeed further support economic
activity, with relatively poor emerging economies set to benefit
most (graph 4).
Graph 4
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Positioning: measured increases in
equity and credit risk
Our overall stance is somewhat more constructive than before,
both on a strategic horizon (of several years) as well as over a
tactical time frame (of a few months). We expect the massive
reflationary policy efforts to largely succeed and economies to
gradually reopen over the course of next year.
However, the recent run-up in risk assets has pushed some indicators to extremes, which made us step back from larger increases in risk at this point.
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For instance, retail and institutional sentiment and positioning
are very bullish at the moment, which means the markets are
vulnerable to short-term setbacks. Valuations (more of a longterm indicator) have also crept up, but are supported by record
low interest rates and prospective earnings growth. On the
other hand, market breadth and trend strength, as exemplified
by the recent surge of the former lockdown laggards, generally
attest to a bill of good health for the new bull regime.
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We note that going into the new year, we have also approved
a new strategic asset allocation that includes higher neutral
quotas for equities. Hence, the decisions implemented following the last quarterly review combine both strategic quota
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changes as well as our current tactical views. For simplicity's
sake, we comment on the actual changes in positioning that
we implemented following the quarterly review:










Within public equity markets, we increase our exposure to
both developed and emerging markets, the latter by closing our long-standing tactical underweight in EM
We have also added to Listed Private Equity, in particular
to formerly private equity-fund owned company shares;
where applicable, we add outright private market investment allocations instead
In fixed income, we reduce Investment Grade credit in favor of EM debt and high yield bonds
In Liquid Alternatives, we increase exposure to our inhouse Dynamic Protection strategy, which is designed to
participate in upside markets while offering strong results
during drawdowns, such as the one we experienced in
February and March; this increase is also meant to counterbalance the rise in overall equity risk
Finally, we have trimmed our pronounced off-benchmark
overweight in gold and take no active currency position
As a result of all changes, we now hold a passive overweight in EM currencies

ing investor risk appetite on improving cyclical prospects, lingering USD weakness, and a cyclical rebound in basic materials' and industrial commodity prices.
Moreover, improving macro fundamentals should also help put
an end to rating downgrades and thus eliminate a factor that
has weighed on the asset class this year. The relative attractiveness of government bonds and corporate credit from the developed world continues to be depressed by record-low yields.
However, the improved cyclical picture and the abating of issuances after a record year 2020 do lend some support for highyield bonds. Corporate credit fundamentals are also generally
supported by the record surge in cash levels during the atypical
lockdown recession (graph 6). The latter means that debtors
are – overall – in a good position to repair potentially over-levered balanced sheets, which reduces the risk of defaults.

Graph 6
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Equities: moderate overweight maintained
Equities are overall kept at a small overweight (versus an increased strategic quota) and we have closed our long-standing
underweight in EM. As light at the end of the coronavirus tunnel emerges and market participants refocus on assets with
catch-up potential, the broader emerging markets stand to
benefit in our view. US dollar weakness and a new US administration that will reemphasize traditional diplomatic etiquette
and international cooperation should also prove supportive.
In addition, China, the economic epicenter for many developing countries, continues to exhibit the strongest recovery dynamics from the corona crisis. Risks to this position lie in a
premature policy tightening in China and/or an escalation of
the trade/tech war beyond the last days of the Trump presidency. Developed market equities remain overweight, albeit
with less distinct differences in terms of our preferred regions.
We should note that we describe the overall overweight as
moderate because our new strategic – and therefore neutral –
quota has risen.

Fixed income: shifting toward EM and
high yield
In fixed income, we remain underweight duration and corporate credit but raise emerging market debt to neutral. The purchase of emerging market bonds follows from the more sanguine tactical outlook for those regions at large. As relatively
less expensive and higher-yielding that the main developed
market fixed income segments, both hard and local currency
instruments of emerging nations stand to benefit from return-
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Currencies: passive overweight in EM
In currencies, we take no active position in the major currencies, also known as G10. Owing to the pandemic, all major
central bank policy outlooks and the regional economic cycles
are now very much in sync across the globe. The opportunity
set for currency pair trades among the majors is therefore not
convincing at this juncture.
However, due to the tactical addition of EM equities, which we
do not hedge for foreign exchange risks, we now hold an overweight in the currencies of emerging economies, primarily the
Asian countries. This position is in line with our broader reflationary economic and pandemic outlook, i.e. the prospect of
relatively quick rollouts of vaccines around the globe, as well as
with our assessment that these currencies are attractive on valuation grounds (graph 7).
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growth-sensitive investments. However, we continue to hold a
core position in our portfolios with a bias to top up, if and
when the opportunity arises in the future.

Graph 7

EM currencies are attractively valued
(Standard deviations from long-term mean value)
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Finally, in addition to this off-benchmark position, we note that
in the Liquid Alternatives space, we have also increased the allocation to our internally managed Dynamic Protection strategy
(graph 8).
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Precious metals: reducing gold
Finally, we reduce our long-standing tactical weight in gold.
Although the fundamental case for gold is still very much intact
(negative real interest rates, reflation efforts, fears of monetary
debasement, etc.), we suspect that the ongoing consolidation
in precious metals may drag on for quite a while.
In a general risk-on environment, non-yielding safe-haven assets lose in relative attractiveness, as funds are reallocated to
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END OF REPORT
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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 and adjusted in the interim if necessary; it
shows our current positioning versus the strategic allocation (SAA) of the LGT Endowment, or Princely Strategy, for 2021. The regional
weights for equities result from the quota in global developed markets.
Equities: maintain a moderate overweight against an increased SAA with less regional differentiation
Fixed income: underweight, with the preference shifting in favor of high yield; emerging markets are now neutral
Alternatives and currencies: reduced tactical position in gold, with no active positions in the major currencies





Alt. / Real

Equities

Fixed
income

Asset class
Short-term investments
Investment grade bonds*
High yield bonds
Emerging market bonds
Global defensive
Global developed
North America
Europe
Japan
Asia-Pacific
Emeging markets
Listed private equity
Liquid alternatives
Insurance-linked securities
Real estate (REITs)
Gold

Currencies

Currency2
USD
EUR
CHF
JPY
Others

SAA

Tactical allocation versus SAA
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overweight

2021

----

---

--

-

+

++

+++

++++

SAA

----

---

--

-

+

++

+++

++++

0.0%
23.0%
5.0%
7.0%
7.5%
26.5%
OW
OW
OW
OW
5.0%
5.0%
13.0%
6.0%
5.0%
0.0%

88.0%
0.0%
0.0%
0.0%
12.0%

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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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
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 financial 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 2020. All rights reserved.
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