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Tactical asset allocation for Q4/2021 

 
The macro outlook remains positive, but peak growth is behind us and the economic momentum will continue to slow to a 

more normal pace. At the same time, investors are pricing risky assets for a carefree future, and might thus prove suscepti-

ble to disappointments. In this situation, we combine a small overweight in risk assets with elevated cash reverses.    

 

Last Friday, our investment team concluded the asset allocation 

review for the fourth quarter of 2021. Bellow we summarize 

our view and positioning decisions for the coming three to six 

months. These tactical decisions are expressed as a deviation, 

i.e. an under- or overweight, from our long-term strategic 

views.  

 

Peak growth is behind us  
 

The economic recovery is intact but peak growth in the US is 

behind us and the global outlook faces three broader chal-

lenges:  

 Potential impact of the latest COVID-19 variant outbreak  

 China's credit tightening and regulatory makeover  

 Unclogging the supply disruptions caused by the pan-

demic 

 

At the same time, the strong rebound of consumer prices that 

erupted when the West began to exit the lockdowns has 

started to ease – defusing fears of lasting excessive inflation,  

 

 

with the occasional macro data disappointment, such as the 

August US unemployment report, reinforcing this détente.  

 

Somewhat ironically, these developments are market-friendly, 

as they give the Federal Reserve more room to justify and if 

need be to prolong its (very) patient stance when it comes to 

the eventual reduction of its bond purchases (currently $120 

billion per month). 

 

 
 

Against this background, interest rates have barely detached 

from their extremely low levels and financial conditions conse-

quently remain very accommodative.  

 

At least for now, investors seem to view the recent inflationary 

outburst mainly as the welcome consequence of reopening the 

economies – i.e. the ability of businesses that were devastated 

by last year's lockdowns and social distancing rules to, quickly, 

restore prices to their pre-pandemic trajectories.  

Graph 2 

US economic growth will peak this quarter   
(Change in gross domestic product, % per year     

 
*Big 5: Goldman Sachs, JP Morgan, Morgan Stanley, Barclays, UBS.  
Source: Bloomberg, LGT Capital Partners 
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A strong economic recovery is now widely expected 
(US GDP rebased to 100 at start of COVID-19 outbreak) 

*Annual expected growth in gross domestic product that exceeds the estimated potential 
growth rate of the economy. Source: Bloomberg, LGT Capital Partners 
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Naturally, such pent-up price surges cannot continue infinitely 

beyond their point of release, i.e. the end of the lockdowns - 

and hence inflation pressures should begin to ease off again 

with time. 

 

 
 
Challenges for growth: COVID variants, 
Chinese tightening and supply issues   
 
With a view to the aforementioned challenges to growth, there 

are a few potential pitfalls to consider:   

 

Firstly, regional disparities in managing the aftermath of the 

pandemic remain in place. For instance, several countries in 

Asia-Pacific still lag North America and Europe when it comes 

to vaccination rates, which reduces their ability to reopen their 

borders safely. Others, most notably China, do not lag in vac-
cinations but prefer to keep their borders largely sealed regard-

less, in order to keep domestic COVID-19 infections at zero.  

 

While policy makers in most major economies have moved on 

to treating the virus as an endemic health issue, rather than a 

pandemic crisis, the virus and its mutant variants, the related 

disparities in policy priorities, as well as the potential policy er-

rors have the potential to prolong supply chain disruptions 

and/or hurt consumer behavior.  

 

As long as national health care systems can handle the disease, 

we would view a return to strict lockdowns in the US or Europe 

as such an error from an economic perspective. However, the 

economy may also be dampened by consumers turning away 

from certain activities and services due to fears of catching the 

latest COVID-19 variant.   

 

  
 

Secondly, China's ongoing credit tightening, which has largely 

coincided with a regulatory makeover that aims to better align 

the country's private sector with the state's broader social, po-

litical and even cultural priorities is not quite over yet.  

 

 

Graph 3  

Post-lockdown inflation pressure has started to ease   
(Contributors to the overall US consumer prices' change) 

Source: Refinitiv, LGT Capital Partners 

Graph 4  

Financial conditions remain extremely easy    

(Based on quarterly data series, since 1970) 

 

Graph 5 
Recurring waves of COVID-19 outbreaks of all variants    

(Confirmed total number of daily infections) 

 
Source: Bloomberg, LGT Capital Partners 

Graph 6 

When will China end the credit tightening?  

(Earnings shown with a lag of nine months) 

RRR = Reserve Requirement Ratio, or the amount of reserves Chinese commercial banks are 
required to keep at the central bank. MSCI earnings per share (EPS) based on Bloomberg es-
timates. Source: Bloomberg, LGT Capital Partners 
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However, in terms of the market impact of this development, 
the worst may be over. Going forward, we expect the intensity 

of the state interventions to soften just as policy makers' con-

cerns about overall growth increases with time. We are hence 

inclined to revisit the situation toward the year-end, to confirm 

whether the tightening cycle has indeed run its course or not. 

 

 
 

Thirdly, and depending to some extend on how both of the 

above developments pan out going forward, the global supply 

chain disruptions that followed on the heels of the pandemic 

also pose a risk. While the delays in supplier delivery times have 

retreated from recent extremes, they are still far above normal. 

Slow vaccination campaigns, excessive lockdown decisions, and 

even accidents, as well as outbreaks of new, more infectious vi-

rus variants, could of course delay the return to normalcy.  

 

 
Geopolitics and politics: not great, but 
not all terrible  
 
In geopolitics, the recent withdrawal of the US and allied forces 

from Afghanistan are certainly dramatic from a historical and 

international political perspective – but they have not affected 

financial market sentiment in any meaningful way. That said, 

we continue to monitor geopolitical risks, which include con-

cerns about rekindled US-Iran tensions – the latter is reportedly 

close to the technological breakout point to begin arming itself 

with nuclear weapons.  

 

The upcoming elections in Germany are much less dangerous 

in nature but could conceivably lead to a political constellation 
that might prioritize broader social and environmental issues 

over the interests of big business and/or the wealthy. However, 

that would be not much different from political developments 

in the US and China of late. Hence, we do not think this topic 

to be a major market disruptor either.  

 

Interestingly, the past month also highlighted a rare case in 

which politics actually surprised on the upside – when Japanese 

Prime Minister Yoshihide Suga voluntarily dropped out of the 

race for the ruling Liberal Democratic Party (LDP) leadership. In-

vestors overwhelmingly welcomed the move, intensifying a 

rally in Japanese equities.  

The move makes way for a more electable and younger leader 
to take the limelight, which in turn improves the LDP's chances 

to defend its overwhelming majority in both chambers of par-

liament at the next general elections, due by 28 November. 

Japan's political developments thus highlighted the stability of 

a predictable, pro-business environment untainted by deep so-

cial or electoral divisions, or the need to resort to any kind of 

redistributive policies.  

 

All said, we do not expect geopolitical developments to slay 

the bulls in the market, although they possess the potential to 

upset them – if only because we are increasingly in an environ-

ment in which investors are pricing many financial assets for an 

almost perfectly carefree outlook.  

 

 

Portfolio positioning: staying the course   
 

Despite the aforementioned challenges, the big picture has not 

changed that much since June. We believe the bull market is 

generally intact and stay positioned to benefit from continued 

global reflation, combining a small overweight in equities with 

a pronounced underweight in duration – and more recently 

also a well-stocked cash reserve. The latter reflects the peak 

growth factor, as well as our wish to retain flexibility to re-en-

ter markets selectively during or after volatility spikes.  

 

The potential headwinds to growth have a positive side effect 

in that they also reduce risk of a monetary overtightening – 

while the case for a fiscal retrenchment among the major 

economies remains miniscule. In the US, the Democrats have 

the necessary political majorities to push through with their 

spending plans, while elections in Germany and Japan in the 

coming weeks also seem to favor fiscal doves, rather than 

hawks. Finally, China's credit tightening cycle, while not over 

just yet, could also reverse by the end of the year.     

 

Market valuations, as well as most sentiment and positioning 
indicators, overall point to a rather relaxed investor consensus 

about the economy's trajectory in general and the corporate 

earnings outlook in particular. This relative complacency is a 

concern in terms of the potential for volatility outbursts, which 

motivates us to adopt a marginally defensive bias for the near 

term. Finally, while we are not overly worried about the imme-

diate post-lockdown dynamics for inflation, we should note 

that the broader global economic policy regime remains clearly 

more inflation-friendly than at any other point in the recent 

decades. We thus continue to believe that holding gold in a 

multi-asset portfolio makes sense.  

 

Going into the new quarter, we implement the following tacti-

cal positioning:  

 

 
Equities: developed markets preferred   
 

After having reduced our exposure in emerging Asia in the pre-

vious quarter, we keep our key regional allocations unchanged. 

Emerging market equities, representing predominantly Chi-

nese and other Asian companies in our case, remain at neu-

tral, while the developed markets are all modestly over-

weight.  

 

Within the developed equity markets universe, it is worth not-

ing that Japan, like in the previous quarterly review, again re-

Graph 7 

Unprecedented disruption of supply chains  
(Share of managers stating suppliers' deliveries have slowed) 

 
Indices based on the Institute of Supply Management's monthly survey of purchasing manag-
ers, for the manufacturing industries and services. Source: Bloomberg, LGT Capital Partners 
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ceived our highest scoring. More importantly, and encour-
agingly for our positioning, Japanese equities have also finally 

started to outperform recently, quickly closing the gap that had 

opened versus the US and Europe over the course of this year 

(see chart below). Following the latest earnings season, global 

investors have started to acknowledge the market’s attractive 

fundamentals. More recently, investors were also encouraged 

by the mentioned political developments, which fuel hopes of 

a reopening of its borders for fully vaccinated travelers in the 

near term and a renewed effort for a lasting reflation in the 

longer term. 

 

 

 
 

Fixed income: emerging markets pre-
ferred  
 

In fixed income, we remain underweight sovereign and 

corporate debt and to a lesser degree in high-yield 

bonds, with a small overweight in emerging market debt 

in local currency. Despite robust corporate fundamentals, 

strong earnings, relatively healthy balance sheets, and favora-

ble debt cycle trends in the West, the spreads offered are 
simply too low for higher allocations – even high yield debt is 

now offering negative real yields in many cases.  
 

In addition, we expect base rates (government bond yields) to 

gradually edge higher in the future, which also favors relatively 

light exposures to this segments. With the fixed income seg-

ment, emerging market local debt remains the most attractive 

space for the same reasons as before. Most EM sovereigns con-
tinue to enjoy a mix of good macro fundamentals, attractively 

valued currencies, and decent risk premia.  

   

 

Closing the NOK/EUR trade and keeping 
a smaller gold position  
 

We close the position in the Norwegian krone versus the 

euro and keep our recently reduced position in gold.  

 

The NOK remains attractive from a fundamental viewpoint. 

However, fundamentals have also improved for the euro, as 
the region is experiencing a strong, post-lockdown economic 

recovery. Hence, our conviction in the short end of the pair 

trade has diminished and the market has started to erode the 

initial gains of the position. We have thus decided to close the 

pair trade.   

 

 
 

 

Finally, gold has generally disappointed in recent months, given 

its failure to rally despite the persistently negative real interest 

rates and at least three upside inflation surprises since April. 

We had thus trimmed our holdings somewhat in August. Nev-

ertheless, given the very inflation-friendly policy regime around 

the globe, we continue to believe it makes sense to hold some 

gold to hedge against unexpected inflation shocks.  

 
 
 

END OF REPORT 

 

 

 

 

 

Graph 8 

MSCI equity indices for selected major markets 

(Rebased to 100 at the end of 2020) 
 

Source: Bloomberg, LGT Capital Partners 

Graph 8 

Gold and real interest rates  

(Interest rates shown in inverted scale) 
 

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: modest tactical overweight in developed markets, with an emphasis on reflationary/reopening themes  

 Fixed income: underweight, with a preference for emerging markets bonds issued in local currencies    

 Alternatives and currencies: moderate position in gold combined with a passive overweight 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 

 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% 1.3% -1.3% 4.8% 2.9%

Global inflation linked bonds USD 0.8% 2.3% 4.5% 4.7% 3.6%

Investment grade corporate bonds USD 0.5% 0.6% 0.1% 6.0% 3.9%

High yield bonds USD 0.9% 0.4% 3.2% 7.1% 6.3%

Emerging markets ² USD 1.3% -0.6% -1.4% 6.5% 3.6%

Equities

Global USD 1.2% 5.5% 19.0% 15.1% 14.9%

Global defensive USD 1.4% 3.8% 12.0% 10.0% 9.9%

North America USD 1.3% 6.2% 20.1% 18.0% 17.7%

Europe EUR -0.8% 2.8% 17.8% 9.0% 8.7%

Japan JPY 6.7% 5.8% 15.7% 10.2% 11.4%

Emerging markets USD 0.2% -5.0% 2.2% 11.2% 9.9%

Alternative and real assets

Listed private equity USD 1.0% 11.0% 45.3% 23.8% 20.6%

Hedge funds USD -0.5% 0.7% 6.3% 5.3% 5.0%

Insurance linked securities (ILS) USD 0.2% 1.1% 2.8% 3.8% 3.5%

Real estate investment trusts (REITs) USD 2.6% 3.0% 25.7% 12.2% 8.4%

Gold USD 4.2% -5.1% -5.1% 14.6% 6.3%

Currencies (vs. rest of G10) ³

US dollar USD -1.0% 3.0% 2.1% -1.2% -0.1%

Euro EUR 0.2% -0.1% -1.3% -0.4% 1.1%

Swiss franc CHF -0.2% 0.3% -1.6% 1.1% 1.3%

Japanese yen JPY -0.3% 2.4% -4.7% -0.8% -1.6%

Australian dollar AUD -0.2% -2.2% -2.2% 0.2% -0.5%

Norwegian krone NOK 2.8% -1.7% 1.5% -2.3% -1.1%

British pound GBP -0.7% 0.6% 3.9% 1.1% 0.9%

Canadian dollar CAD -1.7% -1.6% 3.2% 0.4% 0.7%

Chinese yuan (vs. USD) CNY 0.4% -0.9% 1.0% 1.9% 0.6%
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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 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 2021. All rights reserved.  
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 USA China Eurozone Japan Germany France UK 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 68,309 18,931 40,965 44,585 56,956 49,492 47,089 51,713 47,027

Real growth this year¹ Consensus 6.1% 8.4% 4.8% 2.5% 3.2% 6.0% 6.8% 6.2% 4.0%

Real growth next year¹ Consensus 4.3% 5.6% 4.4% 2.5% 4.5% 4.0% 5.4% 4.2% 3.0%

Real growth current quarter Annualized 6.6% 5.3% 9.2% 1.9% 1.6% 1.1% 4.8% -1.1% 0.8%

Unemployment this year Consensus 5.5% 3.9% 8.0% 2.9% 5.8% 8.1% 5.0% 7.6% 3.9%

Inflation this year Consensus 4.2% 1.3% 2.0% 0.1% 2.8% 1.7% 2.1% 2.8% 2.0%

Inflation next year Consensus 2.9% 2.3% 1.5% 0.6% 1.7% 1.4% 2.4% 2.4% 1.6%

Purchasing manager index (comp.) ² Neutral: 50 55 47 59 46 60 58 60 57 51

          

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 42.9 3,232.1 423.7 1,298.0 37.3 54.5 126.2 75.9 445.7

         

Govt bond yield   2yr ³ % p.a. 0.22% 2.48% -0.59% -0.12% -0.70% -0.69% 0.23% 0.39% 1.47%

Govt bond yield   10yr ³ % p.a. 1.33% 2.86% -0.08% 0.05% -0.35% -0.02% 0.74% 1.17% 2.01%

Main policy interest rate ⁴ % p.a. 0.25% 4.35% 0.00% -0.10% 0.00% 0.00% 0.10% 0.25% 0.75%

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 51,724 10,381 19,035 7,239 2,854 926 3,700 816 2,275

Growth in earnings per share, estimated (MSCI)

12 months forward / trailing 12 months Consensus 27.3% 33.0% 23.6% 11.4% 32.8% 44.0% 50.7% 16.8% 47.2%

Next fy / 12m fwd Consensus 2.8% 2.5% 5.1% 3.9% 2.2% 2.8% 0.7% 1.4% 0.2%

Growth in revenue per share, estimated (MSCI)

12m fwd / trail 12m Consensus 11.6% 5.2% 22.5% 7.6% 7.8% 7.5% 9.7% 4.4% 7.7%

Next fy / 12m fwd Consensus 2.1% 1.4% 4.0% 1.9% 1.3% 1.5% 0.7% 1.6% 2.4%

Valuations (MSCI)

Price-Earnings Ratio (est 12m fwd) Consensus 21.7 16.0 13.8 15.4 14.1 16.5 11.7 15.7 10.5

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

Dividend yield Consensus 1.3% 2.7% 1.8% 2.1% 2.7% 2.8% 4.4% 2.6% 1.8%

* China market cap includes Hong Kong | Source: Bloomberg Data per: 10.09.2021

Expected annual inflation rates
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