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Risk factors

Prior to investing, investors should carefully consider the risks 

associated as detailed in the offering document. The value of 

an investment can fall and the originally invested amount may 

never be recovered. Investors should consider the following 

risks, without limitation:

 ■ Market risk: The risk of losses in positions arising from 

movements in market prices.

 ■ Currency risk: The risk of losses arising from currency  

fluctuations, in case the currency of an investment is 

different from the investor’s reference currency.

 ■ Liquidity risks: Adverse effects created by the situation 

where the fund must sell assets where insufficient market 

demand exists and lower price levels must be accepted to 

execute a transaction.

 ■ Operational risks: The fund may suffer losses as a result  

of insufficient internal processes or systems, misbehavior  

of employees or external circumstances.

 ■ Political and legal risks: Investments are exposed to  

changes in the rules and standards applied by the country 

under the respective jurisdiction. This includes restrictions 

on currency convertibility, the imposition of taxes or trans-

action controls, limitations on property rights or other  

legal risks. Investments in less developed financial markets 

may expose the fund to increased operational-, legal- and 

political risk.

 ■ Derivative risk: The risk of losses arising from the usage  

of derivatives, which can be highly sensitive to price  

movements of the underlying asset and can result in 

increased leverage.

 ■ Credit risks: Risk characterized by the failure of counter-

parties to meet contractual financial obligations.

 ■ Master-Feeder risks: The performance of the Fund may 

deviate from the performance of the Master-Fund.
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A crisis is not necessarily a bad thing

The stock market turmoil triggered by the 
coronavirus was a nerve-shredding expe-
rience for investors. Rarely has the mood 
on the financial markets swung so quickly 
between exuberance and despair as in the 
first quarter of this year. Never before have 
equity markets fallen so rapidly, plummeting 
by more than 20% from a record high to 
a bear market. Never before have there 
been so many days in a row when the 
stock market has moved up or down by 
several percentage points daily.

“Never let a good crisis go to waste.” Whether or not these 

words were actually uttered by British statesman Winston 

Churchill toward the end of the Second World War is a matter 

of debate. But whoever it was, they were right. Because a 

crisis is not necessarily a bad thing. In fact, it is rather a good 

test of an investment portfolio’s quality. Experience shows that 

when putting together and managing an investment portfolio,  

it is not only the return that matters, but also whether the 

portfolio can survive a market crash largely unscathed. It is of 

little use, for example, if investors are successful on average 

but are forced by a market crash to liquidate their portfolios 

because they were perhaps overleveraged. Warren Buffet put 

it in a nutshell when he said: “In order to succeed, you must 

first survive.”

In a crisis, however, it is important not to lose your nerve in 

the face of uncertainty and fail to act. Instead, it might make 

sense to carry out a countercyclical rebalancing exercise. 

After a sharp correction, portfolio allocation is left in disarray. 
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Instead of an equity allocation of 40%, for example, one 

suddenly has only 30% because the shares have lost value. 

The allocation to equities therefore has to be increased again. 

Disciplined rebalancing means buying at low share prices and 

selling at high ones. Market dislocations can also be used as 

buying opportunities. Attractive entry prices for temporarily  

undervalued assets could reward the few investors who provide 

the market with liquidity during periods of high stress, while 

everyone else is just thinking about selling. In order for us as 

LGT Capital Partners to better exploit these opportunities, we 

introduced a rule-based system that monitors the market valu-

ation of various asset classes after the financial crisis in 2008. 

We also defined triggers based on historical data that indicate 

whether it would be profitable to respond to these valuation 

signals. During the coronavirus crisis, our rule-based system 

signaled a number of value-oriented investment opportunities,  

two of which we have implemented so far. In March, we in- 

creased our weighting in both Japanese and European equities.

These are helpful tips, but we all know that it is not always 

easy to implement an investment concept according to plan 

in the middle of a crisis. Asset prices are determined not only 

by fundamental data, but also by the psychology and human 

biases of investors. One of these psychological traps is the 

so-called “recency effect.” People tend to attach too much 

weight to the recent past when analyzing possible future 

outcomes. As a result, recent information is always considered 

the most relevant when assessing a situation, because it is the 

easiest to remember. It is therefore not surprising that inves-

tors have valued equities on the basis of the events connected 

with COVID-19, even though their effects are likely to be 

short-lived for most companies. The wide gap between short-

term and long-term expectations tempts many investors into 

“market timing.” This means attempting to enter and exit the 

markets at short notice and at the right time. In most cases, 

this strategy is not successful, and the investment return may 

even be reduced because of wrong market timing decisions 

and transaction costs. In fact, stock market returns follow 

the 80/20 rule, which states that 20% of the causes usually 

account for 80% of the effect. A small part of the upward 

movements in stock markets therefore influences the majority 

of the result over a longer time horizon. Therefore, if you were 

away from the stock market for some of those days because of 

market timing, you would have missed out on a large part of 

the returns and been unable to benefit from the market rally. 

An example of this would be the strong recovery phase that 

began in April this year and has lasted until now, which few 

market participants would have expected.

So do not let emotions and biases guide you. Avoid constantly 

watching the news and checking your statement of assets 

every day. As Winston Churchill once again aptly summed it up: 

“keep calm and carry on.” A well-conceived and, above all, 

consistently pursued investment strategy allows you to do so 

even in difficult times. 

Marcel Dillier

Co-Head Key Account Management

“Rarely has the mood on the financial 
markets swung so quickly between 
exuberance and despair as in the first 
quarter of this year.”
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No other event has presented the global economy with such 

intractable challenges: the coronavirus pandemic is disrupting 

global supply chains and – even without a second wave – will 

have significant second-round effects and repercussions – 

could it even turn out to be the “black swan” of globalization?  

In fact, this virus dwarfs all the “major” structural issues of 

the last decade, from the trade war and protectionism to the 

latent government crises in the EU and the consequences of 

Brexit. On top of this – and looming ever larger as the year 

progresses – there will also be the background noise of the 

US election campaign and the revival of an old EU box office 

hit: the communitization of public debt, now carrying the 

not-so-original label of “corona bonds.” 

However, the reaction of the financial markets to the pandemic 

– an example of behavioral finance in action – has not followed 

a logical pattern, but a psychological one: the coronavirus 

was at first ignored for a long while, until full-on panic broke 

out at the end of February, later exacerbated by the oil price 

turmoil that Saudi Arabia triggered. Then, in mid-March, just 

when the fundamental news flow was at its bleakest, the 

markets began their recovery.

The economic outlook around the globe is pitch-black. For the 

first time since the Great Depression of the 1930s, industrialized  

countries are in recession at the same time as emerging and 

developing countries – a largely politically motivated recession,  

it should be noted. But that is not all: The decision taken almost 

everywhere in the world (except Sweden) to put social life into 

sleep mode after the outbreak of the pandemic resulted in a 

simultaneous shutdown of both the manufacturing and service 

sectors. The fact that inflation is no longer an issue on a 

three- to six-month horizon fits in with the economic findings, 

because without economic activity and with rising unemploy-

ment there is simply no demand and no pressure to negotiate 

wages. In the course of the expected recovery, the combina-

tion of supply-side constraints (due to deglobalization) and a 

resurgence in demand will lead to increasing price pressure. 

In our baseline scenario, we expect a deep recession limited 

to a few quarters, followed – perhaps even in the last few 

months of the current year – by a similarly strong recovery. 

We currently recommend a neutral tactical positioning with  

a substantial position in gold. 

Panic gone – pandemic overcome?

Dr Alex Durrer

 --- -- -  + ++ +++

Equity USA

Equity Europe

Equity Japan

Equity emerging markets

Investment grade bonds*

High yield bonds

Emerging markets bonds

Gold

Liquidity

Stagflation
Inflation-linked bonds, 
gold

Sovereign bonds
Deflationary depression

Classic boom
Cyclical stocks

Growth stocks
Globalization

Inflation

Price 
develop- 
ment

Deflation

  Baseline scenario        Risk scenario

Real growth

* The macroeconomic landscape has a time horizon of 3-6 months Source: LGT

Global macroeconomic landscape*

ExpansionContraction

Overview investment policy as per June 29, 2020

*  Includes global government, inflation-linked, and corporate bonds

6 Economic conditions, outlook and positioning



Swedish krona: a cyclical coronation?

Michel Roth

Despite an unconventional virus control strategy with no lock-

down, the pandemic has hit Swedish economic growth hard, 

as for this small open economy, external demand plays a more 

decisive role than the domestic one. This is emblematized in 

the evolution of the trade-weighted Swedish krona (SEK).

With the outbreak of COVID-19 in Europe, the SEK initially 

plummeted. The trend reversal came at the beginning of May, 

when Europe began to reopen its economy. Thanks to the 

expected economic recovery in the second half of the year, 

the chances of further SEK strength remain intact. Actually, 

this argument is applicable to most cyclical currencies. A more 

SEK-specific backing would entail the krona‘s extreme under-

valuation, along with Sweden’s low public debt and stable 

current account surplus. Be that as it may, these supporting 

factors were already in place before the crisis, yet they did not  

help the currency to make the desired breakthrough despite 

the then still intact economic situation. This was probably 

due to the unattractive domestic interest rates. In today’s 

zero interest rate world, the remaining fundamental factors 

are now more likely to be considered. Nevertheless, also the 

current recovery should better be played using a diversified 

approach. It is therefore advisable to supplement the SEK 

position with other attractive cyclical currencies, such as the 

Australian dollar and the Norwegian krone. 

Overview of currencies as per June 29, 2020

Currencies Exchange 
rate

Year-to- 
date

Medium-term 
trend

Comment

EUR-USD 1.12 0.2% Macro environment and ECB monetary policy hinder any significant EUR appreciation

GBP-USD 1.23 -7.4% Brexit worries fade, but the GBP is struggling to break out of its sideways trend

USD-JPY 107.72 -0.9% Safe haven demand outweighs anemic growth, supporting the JPY

USD-CHF 0.95 -1.9% Regaining parity remains a challenge

AUD-USD 0.69 -2.5% The AUD was quick to price the economic malaise and is now forming a bottom

USD-CAD 1.37 5.6% Suboptimal outlook for the energy complex creates headwind for the CAD

USD-SGD 1.39 3.7% MAS poised to act in the wake of the coronavirus growth shock

USD-KRW 1198.65 3.6% Devalued won as a support factor for export-oriented South Korea

USD-CNY 7.08 1.6% PBoC will allow a weaker CNY given trade tensions

USD-MXN 23.15 22.6% Negative economic consequences of the coronavirus crisis affect the MXN

USD-RUB 70.16 13.0% Potential reduction of CBR forex sales and capital outflows limit RUB appreciation

EUR-CHF 1.07 -1.7% SNB continues to combat CHF strength

EUR-SEK 10.47 -0.3% Extremely cheap SEK appears attractive thanks to undervaluation

EUR-NOK 10.90 10.6% Norges Bank’s monetary policy remains loose for now, but so does the ECB’s

  Swedish krona (trade-weighted)
  Country enters lockdown
  Initial lockdown easing measures announced

Source: Refinitiv, LGT
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Within the space of a few weeks, the coronavirus crisis has 

plunged countless companies into problems and exposed 

many of the shortcomings of the global economy. The travel 

industry, the hotel and restaurant industry, and those sectors 

of the economy that have had to deal with massive difficulties 

before have been hit particularly hard. With the synchronized  

downturn of the global economy, the flood of money from 

central banks and aid packages from politicians seems to be 

rising to unimaginable heights. During the financial crisis in 

2008, attempts were already being made to cover up the 

problems with money. Back then, instead of measures to 

tackle the structural problems, huge rescue packages were 

introduced, which meant that the problems were simply post-

poned into the future. Instead of reforms being attempted, 

debt was allowed to continue rising massively. A financial crisis 

turned into a debt crisis. The current COVID-19 crisis will cause 

budget deficits to go through the roof once again. For many 

countries, which had already been struggling with high levels 

of public debt before, this would lead to collapse without 

assistance in the form of central bank financing.

The central bankers are using all their firepower like there were 

no tomorrow, and are already far outstripping the quantitative 

easing of the financial crisis period. For many private individuals  

and companies, the lack of income will nevertheless lead to 

payment defaults and bankruptcies. Even though many are 

expecting a V-shaped or even a 90% economic recovery, the 

global economy remains still well below its pre-crisis level. 

However, a full economic recovery to the previous level is 

highly unlikely in the foreseeable future.

Since many problems in the economy and at companies have 

not been solved despite the glut of money, the default rates  

of risky firms have been rising clearly for some time – in spite 

of low interest rates. In contrast to the financial crisis of 2008  

– which was followed by a debt and economic crisis – the 

reverse could happen this time, with the economic crisis poten-

tially leading to a new financial crisis. The fight against the 

coronavirus pandemic still presents the world with enormous 

challenges and means that a state of emergency became the 

new normal. This also applies to the central banks, which will 

“have” to stick to their extremely expansive monetary policy 

or even rely on even more unconventional and far-reaching 

measures. How the central banks can get out of this predica-

ment without causing damage to the economy or the financial 

markets is probably something they themselves do not know. 

For the time being, there is no escape from low interest rates. 

Government bonds:  
... like there were no tomorrow
Ewald Duer

Overview target rates and yields on 10y government bonds as per June 29, 2020

Economy Target rate Trend Comment 10y yield Trend Comment

USA 0.125% No rate changes in foreseeable future 0.64% Ultra-loose Federal Reserve policy as support factor

Eurozone (DE) 0.00% No rate changes in foreseeable future -0.51% ECB measures appear endless

Japan -0.10% No rate changes in foreseeable future 0.01% Hovering around the zero mark thanks to BoJ

UK 0.10% No rate changes in foreseeable future 0.12% Defying economic concerns

Switzerland -0.75% No rate changes in foreseeable future -0.55% Positive interest rates remain wishful thinking

Brazil 2.25% No rate changes in foreseeable future 6.78% Growth and inflation outlooks are burdening

Malaysia 2.00% There is room to cut rates 3.05% Gloomy economic outlook

Yield of US government bonds

  Yield of 10Y US government bond Source: Refinitiv, LGT
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Drastic monetary and fiscal policy measures have been intro-

duced following the economic slump caused by the COVID-19 

crisis, sparking a controversial debate over the consequences 

of these measures. The issue of whether the coronavirus 

pandemic will lead to falling or rising prices in the longer term 

could now become the million-dollar question. In contrast to 

the well-known TV quiz “Who Wants to Be a Millionaire?”, 

there is no clear answer to this question at the moment. Both 

camps have their arguments, and the time aspect does not 

help in this context either. Judging by the recent statements  

from the European Central Bank (ECB) and US Federal Reserve 

(Fed), there is still no concern about higher inflation for the 

time being. The central bankers see the risks as being clearly 

to the downside and are flooding the financial markets with 

unprecedented liquidity. At its June meeting, the ECB announced 

that it would increase the volume of its Pandemic Emergency 

Purchase Programme (PEPP) by a further EUR 600 bn to  

EUR 1.35 tn. For its part, the Fed has given an assurance that  

it will further extend its monthly purchases of US Treasury  

and mortgage-backed securities in the amount of at least  

USD 80 bn and USD 40 bn respectively. Support for these 

unorthodox measures is provided by current consumer prices, 

which continue to fall as a result of the lockdown and the 

massive slump in oil prices. In both the eurozone and the 

United States, the inflation rate in May was 0.1%, which is 

well below the respective inflation targets. However, with the 

gradual reopening of the economy and the recent reversal in 

gasoline and oil prices, headline inflation should start to move. 

Longer-term price trends thus depend on the upturn in the 

economy, which is now being revived by massive monetary 

and fiscal policy stimuli. 

When contestants on the quiz show are not sure of the answer, 

they can use their 50:50 “lifeline”. In our view, however, using 

inflation-linked bonds to hedge against inflation risk achieves 

much more than simply reducing the number of possible 

answers. We therefore deliberately hold a strategic allocation 

in this asset class and hope that there is no “fat-tail event” in 

the form of hyperinflation – so that suddenly the million-dollar 

question turns into a billion-dollar question. 

Inflation-linked bonds:  
The million-dollar question: deflation or inflation?
Dieter Gassner

Corporate bonds:  
Fresh money served up by the Fed
Ikram Boulfernane

The coronavirus pandemic has had a disastrous impact on the 

economy. To counteract the effects in the credit segment, the 

US Federal Reserve (Fed) has taken an unprecedented step.  

For the first time in its existence, it is now making purchases  

of corporate bonds. The direct intervention in the form of 

a USD 750 bn purchasing program is designed to provide 

liquidity to the US corporate bond market and facilitate Corpo-

rate America’s access to credit. The Fed’s Secondary Market 

Corporate Credit Facility will purchase not only ETFs, but 

now also individual corporate bonds. In order for a company 

to benefit from this liquidity boost, it must meet defined 

minimum requirements with regard to maximum maturity, 

rating and other criteria.

The Fed’s March 23 announcement alone on the introduction  

of corporate credit facilities for the primary and secondary 

markets was enough to cause euphoria among investors. Before 

the US central bank made a single purchase, the message 

sparked an immediate response in the form of capital inflows 

and investor positioning in the US corporate credit market, 

which in turn resulted in tighter credit spreads. It seems 

evident to investors that the Fed, with its clearly visible hand, 

will substantially support the market in times of crisis.

We are currently experiencing the deepest, but potentially 

shortest recession in our lifetimes – an economic recovery is 

currently expected in the second half of the year. A more  

optimistic macro outlook combined with an anticipated reduc-

tion in corporate bond issuance in the second half of 2020 

seems to be the right recipe for positive momentum in the 

credit market. But another important ingredient essential to 

the tightening of US credit spreads is unorthodox monetary 

policy. From being a lender of last resort, the Fed is turning 

into a regular market participant. Although too many cooks 

are known to spoil the broth, the central bankers from Consti-

tution Avenue make sure the credit market soup has the right 

seasoning. Fresh money served up by the Fed should help to 

tighten credit spreads further. And investors do not seem to 

have lost their appetite for corporate bonds either ... 
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It has been a turbulent year for the stock markets. In February, 

the equity markets were still in a party mood, hitting new 

all-time highs. Then, in the blink of an eye, investors’ sentiment  

changed – from jubilation to panic. By the end of March, the 

indices had dropped by around 30% from their peaks. This 

was followed by another mood swing – and an unprecedented 

catch-up rally began. Within a very short space of time, a large 

part of the losses was recovered. 

These sharp fluctuations reflect the uncertainty among inves-

tors. They are torn between the negative economic impact of 

the pandemic and the efforts of central bankers, politicians, 

and scientists to overcome the coronavirus crisis. While the 

support measures, especially in the United States, are on too 

large a scale not to be taken seriously, the concern is that the 

upcoming presidential elections in the fall will be an additional 

source of volatility. Our valuation indicator has risen across 

the board since equity prices bottomed out and can now be 

considered fair. However, in the current environment, valua-

tion figures should be treated with caution – reliable earnings 

forecasts are a tall order at the moment.

This makes our Behavioral Finance analysis an even more valu-

able tool. It is based on specific market and investor signals. 

We analyze the market structure, which provides an insight 

into the stock market situation from a strategic point of view, 

and our “indicator construction kit”, which focuses more on  

the short-term market situation. The crucial finding from both 

analyses is that the stock markets are still “in transition”, mean-

ing that they are neither in a bull market nor a bear market. 

On the market structure side, the top-down picture has im- 

proved recently, but at the same time the bottom-up analysis  

points to a deterioration. And as mentioned above, our indicator 

construction kit also shows a deadlock. One positive aspect, for  

example, is the fairly low proportion of equities in the port folios 

compared with historical levels, which in principle provides 

upside price potential. On the negative side, underlying senti-

ment is driving investors to sell when share prices rise.

Conclusion: The transition phase in the stock markets, in 

which one should expect strong price swings in both direc-

tions, is likely to stay with us for the time being. In a trading 

market of this kind, a countercyclical investment approach  

is recommended. 

Equities US:  
In the blink of an eye
Manfred Hofer

Overview of equity markets as per June 29, 2020

Equities US

  MSCI USA Index (USD)
  Moving average (40w) Source: Refinitiv, LGT

* annualized

Stock market (MSCI indices) year-to-date since 06/29/2019 since 06/29/2015* Trend Comment

United States (USD) -4.0% 6.1% 9.8% Upwards trend

Eurozone (EUR) -12.5% -5.7% 1.6% Volatile sideways trend

Japan (JPY) -8.5% 2.5% 0.8% Upwards trend

United Kingdom (GBP) -17.0% -14.5% 2.2% Volatile sideways trend

Germany (EUR) -8.3% -1.9% 1.2% Volatile sideways trend

Switzerland (CHF) -3.8% 3.1% 5.6% Volatile sideways trend

Asia/Pacific ex Japan (USD) -6.7% -1.0% 4.4% Volatile sideways trend

Emerging markets (USD) -9.9% -3.5% 3.1% Volatile sideways trend

Source: Refinitiv, LGT
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Japanese equities were among the winners in the scintillating 

global stock market rally that began towards the end of March. 

Thanks to the relatively high proportion of cyclically sensitive 

companies and technology stocks, the Nikkei 225 gained a 

good 37% between March 23, i.e. the low point of the corona-

virus stock market crash, and June 23 (editorial deadline) –  

and thus outperformed its European and Asian counterparts 

by several percentage points. Only the US market, with its 

megatrend stocks known as the “FANGs”, performed better.

However, in a world that has learned to live with the pandemic 

and to manage health risks without further significant self- 

inflicted harm to the economy, Japan’s stock market certainly 

offers appealing investment prospects. First, the country’s 

COVID-19 crisis management was one of the world’s most 

prudent and ultimately most successful – with fewer than 

1000 deaths as of mid-June, despite a population of more 

than 100 million. Second, the government and central bank 

reacted comparatively quickly to the global lockdown in terms 

of economic policy. For example, Japan now has one of the 

highest fiscal packages on offer, worth around 10% of GDP. 

Third, the Japanese stock market remains one of the most 

attractively valued among the major equity regions. What is 

more, the relative strength of the yen has again proved no 

hindrance to the rally in Tokyo stocks – a bullish sign. 

Equities Europe:  
Unprecedented times
Ralf Piersig

Since our last article at the beginning of April, market structures  

seem to have completely reversed. The sharp fall in prices at 

the end of March, triggered by the ubiquitous effects of the  

coronavirus crisis, was followed by an unprecedented recovery 

in the stock markets. From a real economy perspective, expec-

tations have not changed significantly: This year, the region’s 

economy will probably correct downwards by a record 8%–10% 

before improving next year. As a result, earnings estimates for 

2021 have been reduced by 25% since the onset of the crisis. 

And yet the stock markets are only about 3% below their 

recent highs.

The explanation lies in the unprecedented support measures 

taken by the central banks, the government economic stimulus 

programs worth billions of euros, and the signs of stronger 

European fiscal policy, which together provide support for the  

stock markets’ valuation multiples. Opportunities and risks 

therefore appear to be evenly balanced at the moment. However,  

we reiterate our view here that we continue to favor companies 

with a strong market position and a relatively low level of debt. 

Equities Japan:  
On the path to recovery
Mikio Kumada

Equities Europe

  MSCI EMU Index (EUR)
  Moving average (40w) Source: Refinitiv, LGT

Equities Japan

Source: Refinitiv, LGT
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The catch-all term “emerging markets” (EM) covers countries 

ranging from South Korea to Egypt and Argentina, some of 

which differ greatly in terms of political institutions, cultural 

norms, or level of economic development. But the current pan-

demic, which has led to the biggest economic collapse since 

reliable records have been available for this conglomerate, has 

opened up a huge gap between the countries.

China, South Korea, and Taiwan have been the most effective  

in dealing with the pandemic. They were able to break the 

chain of infection quickly, have made the most progress in the 

still-tentative recovery, and have accordingly delivered the best 

stock market performance. Since the beginning of the year,  

Taiwan has had a better performance than the world index, with  

China even ahead of the United States. These are precisely 

the three countries most strongly represented in the emerging 

markets equity index, together accounting for 57% of the 

total index. Without the three Northeast Asian heavyweights, 

the EM index would lag behind the global index by a full 16% 

this year instead of just 4%.

The relative structure of emerging market bourses is likely to 

change as the year progresses. Particularly in Latin America, 

where the virus is currently raging worst, stock markets could  

post above-average gains in the second half of the year. 

Although the end of the pandemic is not yet in sight, a great 

deal of negativity has already been priced in. In addition, 

temperatures in the Southern Hemisphere will then gradually  

become warmer again, which should help to contain the virus.  

As the global recovery progresses, commodity prices should 

also recover to some extent, with Brazil and Chile, for example, 

benefiting. And finally, in the run-up to the US elections, both 

the political rhetoric and the economic reins will be tightened 

further vis-à-vis China, a development that has been particu-

larly detrimental to Asian stock markets in past conflict phases.

The gap between the stock markets in Northeast Asia and the  

rest of the emerging markets is therefore unlikely to be as wide  

by the end of the year. As when travelling on the London Under-

ground, investors should “mind the gap” to avoid stumbling. 

Emerging markets equities:  
Mind the gap
Johannes Oehri

Emerging markets local currency bonds:  
Walking the tightrope between attractive valuations and uncertainties
Sven Lang

The coronavirus crisis is having a clear impact on emerging 

markets, too. The pandemic is affecting structurally weak 

healthcare systems in some countries, and living conditions 

in densely populated areas make “social distancing” difficult 

to enforce. While infection rates are declining significantly in 

most developed countries, the peak has not yet been reached 

in several emerging markets. In addition to the great human 

suffering, the collapse of the economy is also hitting people 

hard, especially since the share of the shadow economy is high, 

and some social safety nets are not as tightly knit as in the 

industrialized countries. While developed markets are currently 

countering the crisis with generous monetary and fiscal policy 

measures, emerging markets do not have the same scope 

to do so. Accordingly, bond prices fell sharply in March, and 

currencies depreciated significantly against the US dollar. The 

flip side of the coin is that currency valuations after the sell-off 

are even more attractive than before the correction. Similarly, 

investors have been significantly underweighted in the asset 

class for some time owing to economic and political uncertain-

ties, which has been accentuated in the recent correction.

However, the combination of appealing valuations and the fact 

that investors are critical of the asset class given the current 

situation increases the probability of a sustainable recovery in 

the asset class in the future, which should not be underesti-

mated. The price gains in April and May were possibly a taste 

of this. In the short term, the market will continue to be driven 

by the conflicting forces of valuation versus uncertainty. But 

as soon as the current clouds on the horizon clear, it can be 

assumed that attractive valuations will gain the upper hand 

and prove the more convincing argument for investors. 
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Real estate:  
Will things be different this time?
Boris Pavlu

The relative strength of real estate stocks had already begun to 

wane. Long sought-after because of their stable and steadily 

growing dividend distributions, they were being increasingly 

overshadowed by structural growth stocks, for example from 

the pharma and technology sectors. The coronavirus crisis 

significantly reinforced this trend. The clear underperformance 

of real estate stocks in the course of the recent recovery in the 

world’s equity markets is particularly striking. Real estate is 

apparently being valued as a continuing loser from the turmoil 

caused by the pandemic.

In the past, policymakers have usually countered economic 

weakness with lower interest rates and other stimulus measures 

– which they have done on this occasion, too, and on an 

unprecedented scale. The net effect for real estate has often 

been positive, especially because its relatively high dividend 

yields were attractive to investors – despite general growth 

concerns. The fact that this mechanism does not seem to be 

working this time, given the record high yield premiums on 

government bonds, is a cause for some concern. 

Insurance-linked securities: 
Mid-year market review and hurricane outlook
Siti Dawson

The reinsurance industry is facing heavy losses attributable to 

the ongoing COVID-19 pandemic – mostly from specialty lines, 

such as event and travel cancellation and workers compensation.  

On the other hand, the ILS market is expected to be only margin- 

ally affected, thanks to its strong focus on property catastrophe 

reinsurance. And furthermore, investors may ultimately benefit 

from the current situation: COVID-19 has significantly impaired 

the balance sheets of insurers and reinsurers and these compa-

nies are now in dire need for additional risk capital, both in the  

form of equity and reinsurance. At the same time, the available  

reinsurance capacity is not sufficient to fully meet the demand. 

The result of this “capacity crunch” is a substantial premium 

increase for both cat bonds and collateralized reinsurance, 

generating a very attractive investment environment in 2020. 

The North Atlantic hurricane season has officially started on 

June 1. Current forecasts point towards an “above-average” 

season for 2020 in terms of storm activity. However, it should 

be emphasized that an active season does not imply large 

insurance losses, nor that a quiet hurricane season will be one 

of low insurance losses. 

Development of global equities and REITs as well as return premium
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Parameter Forecast 2020 Actual

CSU TSR NOAA Ø 1 2017 2019 2020

Named storms 19 17 13–19 10 17 18 3

Hurricanes 
(Cat 1–5)

9 8 6–10 6 10 6 0

Major hurricanes 
(Cat 3–5)

4 3 3–6 3 6 3 0

Industry loss  
(USD bn)

– – – 19.0 90.0 20.0 n/a
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LGT’s investment center is a specialist for multi asset solutions  

as well as alternative investments. Our core competencies 

include:

Asset Allocation

Carefully planned asset allocation is the foundation for 

successful asset management and performance. LGT’s long-

standing experience and disciplined investment approach 

enable us to offer our clients traditional and alternative invest-

ments as an integrated, comprehensive package and to go 

to our clients as an authority in this regard. Our transparent 

investment process covers portfolio construction and imple-

mentation in line with our clients’ needs as well as continual 

monitoring of specific risks. The aim of our asset allocation 

investment solutions is to optimize the long-term risk-return 

profile. It is important to ensure that our investment solutions  

participate in market upturns, while offering stability and 

capital preservation in difficult market periods. The corner-

stones of our Asset Allocation expertise are:

 ■ A comprehensive global universe of listed and  

non-listed investments 

 ■ Broad diversification in and between asset classes, 

segments, styles, specialists and currencies 

 ■ A systematic, disciplined process based on a balanced  

blend of qualitative and quantitative elements

The long-term strategic asset allocation requires a look at the  

future. But because predicting future developments is possible 

only to a very limited extent, we use scenario analysis. The 

knowledge of past developments in economics, politics and the  

financial markets gives us a basis for our scenarios. Academics 

and practitioners add their own expert knowledge in certain 

thematic areas. We then use this array of information to develop  

various future scenarios. These are either baseline scenarios 

(high probability of occurring) or alternative scenarios (low prob-

ability of occurring). We set the optimum portfolio weighting 

for each scenario. We then work out investment solutions  

that we think can bring robust returns for our clients across 

several scenarios. 

Through our tactical asset allocation we take advantage of 

medium-term inefficiencies and fluctuations. In a quarterly  

process we reconsider our active positioning also taking into 

account our findings from economic and market information 

along with behavioral finance.

Sustainability

Our long-term direction and ESG investment principles are a 

core element of our corporate culture. We are convinced that 

we can only invest successfully for our clients by following a 

long-term approach that contains a strong awareness of envi-

ronmental, social and governance (ESG) principles. This also 

applies to investment solutions that we offer our investors as  

well as to our overall business activities. On the following pages, 

we will demonstrate how LGT Capital Partners integrates these 

principles into its business activities.

ESG in our investment and monitoring process

Compliance with ESG criteria is a fixed component of our 

investment process. It is structured so that it meets the United 

Nations-supported Principles for Responsible Investment (UN 

PRI). Our investment teams are responsible for due diligence 

for potential investments. Every investment opportunity we 

pursue is examined based on these criteria. These assessments  

are important information for portfolio managers and the 

Investment Committee when it comes to making an investment  

decision. We monitor a broad spectrum of risks, against the 

background of ESG criteria as well. We work closely with our 

external managers and offer them advice on how ESG criteria 

can be integrated even more extensively. For some clients, we 

check the portfolios according to specific ESG guidelines.

We have developed processes to integrate ESG principles in 

line with the requirements of the various investment categories  

and structures. In the context of our private equity, hedge 

fund and multi-manager long-only portfolios, for example,  

we focus on the assessment of ESG practice of our external 

and internal managers, and work with them to raise standards 

in this area. In our equity and bond portfolios, we rely on  

LGT’s core competencies in asset management
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individual stock selection. This way, we can benefit from the 

fact that substantially more information is available for an ESG 

assessment. We have therefore developed an internal tool, the 

ESG cockpit, which enables us to analyze and evaluate the ESG 

risks and opportunities of every position in these portfolios.

Compliance with international agreements on  

controversial weapons

Apart from carrying out our own ESG analyses, we are coop-

erating with Global Engagement Services (GES) and applying 

their guidelines to avoid investing in companies involved in 

the manufacture of controversial weapons such as land mines, 

cluster bombs and ammunition as well as ABC weapons. This 

way, we can develop portfolios that meet the requirements of 

international agreements on controversial weapons.

Our definition of ESG

When analyzing managers and companies, we check the 

following environmental, social and governance factors:

 ■ Environment: greenhouse gas emissions, energy efficiency, 

water consumption, waste disposal, use of resources and 

other factors

 ■ Social: refers to subjects such as controversial weapons, 

human rights issues, labor standards, employee fluctuation, 

health and safety, training and professional development  

as well as other factors

 ■ Governance: quality of the board of directors, clear separa-

tion between the role of the CEO and president of the board  

of directors, accounting practices, reporting/transparency, 

management incentives, shareholders’ rights, bribery and 

corruption as well as other factors

In choosing countries of potential issuers of government 

bonds, we concentrate on the degree of freedom, democ- 

racy, political and civil rights that prevail in the respective 

country as well as on the level of corruption and the rule  

of law. This is enhanced by further analyses that illustrate  

how a country deals with natural resources and the status  

of social development.

Integration of alternative investments

To achieve robust portfolios, there needs to be as much inte-

gration as possible of many uncorrelated return sources. It 

has been shown that alternative investment classes can make 

a valuable contribution in particular. LGT Capital Partners has 

been investing in private market investments and liquid alter-

native investment classes for 20 years. We have a global net- 

work and therefore access to experienced managers in this 

area, as well as direct investment competence. Investments in 

private markets can improve the risk-reward ratio of an invest-

ment portfolio. They offer investors the opportunity to achieve 

higher returns while at the same time diversifying their port-

folio. With an investment horizon of more than ten years, 

private equity requires a long-term commitment and readiness  

to accept reduced liquidity and unexpected capital flows. The 

returns are also highly dependent on the investor’s ability to 

gain access to the managers with the best performance, as 

returns from funds in the upper and lower quartile vary enor-

mously from one another. Liquid alternative investments such 

as alternative risk premia, hedge funds or insurance-based 

investments play a large part in broader diversification of a 

portfolio. The integration of these strategies into a portfolio 

requires in-depth analysis that takes account of investors’ aims 

and requirements. This calls for the relevant analysis tools, as 

well as for long-term experience.
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Overview LGT Funds

LGT Funds ISIN Launch date Price as per 
05/31/2020

Performance 
2020

Performance
-3 years p.a.

Performance 
-5 years p.a.

Multi asset class

LGT Alpha Indexing Fund (CHF) B LI0101102999 30.04.2009 CHF 1543.64 -6.34% -0.08% 1.15%

LGT GIM Balanced (CHF) B LI0108469029 31.01.2010 CHF 11734.69 -4.92% -0.12% -0.17%

LGT GIM Balanced (EUR) B LI0108469169 31.01.2010 EUR 13221.22 -4.50% 0.26% 0.07%

LGT GIM Balanced (USD) B LI0108468880 31.01.2010 USD 13620.30 -3.58% 2.27% 1.68%

LGT GIM Growth (CHF) B LI0108469268 31.01.2010 CHF 12498.80 -7.42% -0.33% -0.14%

LGT GIM Growth (EUR) B LI0108469318 31.01.2010 EUR 14317.20 -6.98% 0.08% 0.05%

LGT GIM Growth (USD) B LI0108469250 31.01.2010 USD 14506.22 -6.04% 2.03% 1.59%

LGT Sustainable Strategy 3 Years (CHF) B LI0350494782 10.11.1999 CHF 1024.75 -1.19% 0.61% 0.78%

LGT Sustainable Strategy 3 Years (EUR) B LI0008232162 10.11.1999 EUR 1767.12 -0.72% 1.10% 1.09%

LGT Sustainable Strategy 3 Years (USD) B LI0350494840 30.04.2010 USD 1110.19 0.10% 2.99% 2.72%

LGT Sustainable Strategy 4 Years (CHF) B LI0350494907 10.11.1999 CHF 1012.05 -3.93% 0.35% 0.72%

LGT Sustainable Strategy 4 Years (EUR) B LI0008232220 10.11.1999 EUR 1724.43 -3.43% 0.86% 1.15%

LGT Sustainable Strategy 4 Years (USD) B LI0350494998 30.04.2010 USD 1093.44 -2.68% 2.66% 2.61%

LGT Sustainable Strategy 5 Years (CHF) B LI0350495169 01.10.2004 CHF 1004.48 -5.78% 0.07% 0.65%

LGT Sustainable Strategy 5 Years (EUR) B LI0019352926 01.10.2004 EUR 1749.23 -5.27% 0.60% 1.04%

LGT Sustainable Strategy 5 Years (USD) B LI0350495227 30.04.2010 USD 1083.05 -4.58% 2.30% 2.43%

Money market

LGT Money Market Fund (CHF) B LI0015327682 19.01.1998 CHF 1077.72 -0.37% -0.86% -0.80%

LGT Money Market Fund (EUR) B LI0015327740 19.01.1998 EUR 694.09 -0.32% -0.44% -0.33%

LGT Money Market Fund (USD) B LI0015327757 19.01.1998 USD 1546.45 0.61% 1.64% 1.21%

Bonds

LGT Bond Fund EMMA LC (CHF) B LI0133634688 30.09.2011 CHF 1090.14 -6.90% -2.12% 0.65%

LGT Bond Fund EMMA LC (EUR) B LI0133634662 30.09.2011 EUR 1243.28 -5.30% -1.53% 0.00%

LGT Bond Fund EMMA LC (USD) B LI0133634670 30.09.2011 USD 1029.92 -6.14% -1.87% 0.30%

LGT Sustainable Bond Fund EM Defensive (CHF) B LI0183910038 30.06.2012 CHF 951.81 -2.62% -1.08% -0.46%

LGT Sustainable Bond Fund EM Defensive (EUR) B LI0183910012 09.07.2012 EUR 986.26 -2.45% -0.57% 0.09%

LGT Sustainable Bond Fund EM Defensive (USD) B LI0183909998 15.12.2011 USD 1103.62 -1.51% 2.06% 2.18%

LGT Sustainable Bond Fund Global Inflation Linked (CHF) B LI0148578045 17.04.2012 CHF 920.51 0.63% -1.32% -1.24%

LGT Sustainable Bond Fund Global Inflation Linked (EUR) B LI0017755534 10.05.2004 EUR 1149.85 0.82% -0.77% -0.64%

LGT Sustainable Bond Fund Global Inflation Linked (USD) B LI0148578037 30.09.2010 USD 1065.28 1.76% 1.72% 1.32%

LGT Select Bond Emerging Markets (USD) B LI0026536628 31.12.2000 USD 3514.36 -8.31% 0.20% 1.71%

LGT Select Bond High Yield (USD) B LI0026564604 31.08.2000 USD 2595.09 -4.97% 2.55% 3.40%

LGT Select Convertibles (CHF) B LI0132437745 31.08.2011 CHF 1299.44 -2.25% -0.14% -0.76%

LGT Select Convertibles (EUR) B LI0132437737 31.08.2011 EUR 1345.83 -2.11% 0.20% -0.38%

LGT Select Convertibles (USD) B LI0102278962 31.07.2006 USD 1721.17 -1.06% 3.00% 1.86%

LGT Sustainable Fixed Income Global Opportunities (EUR) B LI0008232030 10.11.1999 EUR 1647.30 -2.39% -1.24% -0.56%

LGT Sustainable Bond Fund Global (EUR) B LI0106892909 30.11.2009 EUR 1598.27 -0.02% 1.83% 1.70%

LGT Sustainable Bond Fund Global Hedged (CHF) B LI0148577955 22.10.1996 CHF 1070.48 2.78% 0.16% 0.04%

LGT Sustainable Bond Fund Global Hedged (EUR) B LI0148577948 22.10.1996 EUR 1116.01 2.99% 0.62% 0.56%

LGT Sustainable Bond Fund Global Hedged (USD) B LI0015327872 22.10.1996 USD 3046.62 4.03% 3.40% 2.75%

LGT Quality Funds – Sustainable Short Duration Corp. 
Bond Fund Hedged (CHF) B LI0183909808 30.06.2012 CHF 960.20 -3.16% -1.70% -1.31%

LGT Quality Funds – Sustainable Short Duration Corp. 
Bond Fund Hedged (EUR) B LI0183909782 30.06.2012 EUR 1001.79 -2.95% -1.15% -0.70%

LGT Quality Funds – Sustainable Short Duration Corp. 
Bond Fund Hedged (USD) B LI0183909790 30.06.2012 USD 1105.76 -2.11% 1.33% 1.22%
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LGT Funds ISIN Launch date Price as per 
05/31/2020

Performance 
2020

Performance
-3 years p.a.

Performance 
-5 years p.a.

Equities

LGT Select Equity Emerging Markets (USD) B LI0026536354 31.12.2000 USD 3623.49 -19.04% -2.82% -0.74%

LGT Select Equity Enhanced Minimum Variance (USD) B LI0337486141 25.11.2016 USD 1190.91 -8.71% 2.47% n.a.

LGT Select REITS (USD) B LI0148225985 01.03.2004 USD 1403.22 -17.96% 0.42% -0.30%

LGT Sustainable Equity Fund Europe (EUR) B LI0015327906 30.09.2000 EUR 1176.66 -13.65% -0.93% -0.77%

LGT Sustainable Equity Fund Global (CHF) B LI0148540441 17.12.2012 CHF 2127.74 -7.94% 4.70% 8.46%

LGT Sustainable Equity Fund Global (EUR) B LI0106892966 31.12.2009 EUR 2842.17 -6.36% 5.34% 7.76%

LGT Sustainable Equity Fund Global (USD) B LI0148540466 17.12.2012 USD 2033.02 -7.19% 4.97% 8.08%

LGT Sustainable Quality Equity Fund Hedged (CHF) B LI0183907844 30.06.2012 CHF 1804.86 -3.22% 6.07% 6.07%

LGT Sustainable Quality Equity Fund Hedged (EUR) B LI0183907836 09.07.2012 EUR 1788.62 -3.19% 6.50% 6.59%

LGT Sustainable Quality Equity Fund Hedged (USD) B LI0183907802 30.06.2012 USD 2201.16 -1.99% 9.49% 8.76%

Insurance-linked investments

LGT (Lux) I – Cat Bond Fund (CHF) B LU0816333040 30.11.2010 CHF 107.11 0.55% -1.17% -0.35%

LGT (Lux) I – Cat Bond Fund (EUR) B LU0816332828 30.11.2010 EUR 111.46 0.68% -0.75% 0.02%

LGT (Lux) I – Cat Bond Fund (USD) B LU0816332745 30.11.2010 USD 124.84 1.46% 1.79% 2.09%

Alternative investments

LGT Crown Listed Private Equity (EUR) B IE00B7T8CN06 25.02.2013 EUR 197.57 -18.06% 2.50% 5.07%

LGT Crown Listed Private Equity (USD) D IE00BJVWTR76 28.07.2014 USD 132.47 -18.80% 2.13% 5.25%

LGT Alpha Generix UCITS Sub-Fund Class O (USD) IE00B7VFVC16 01.10.2012 USD 1013.94 2.06% 1.27% -0.57%

LGT Alpha Generix UCITS Sub-Fund Class P (EUR) IE00B82ZPK32 01.10.2012 EUR 914.23 1.22% -1.35% -2.60%

LGT Alpha Generix UCITS Sub-Fund Class Q (CHF) IE00B46N8H32 01.10.2012 CHF 874.72 1.10% -1.84% -3.15%

LGT Dynamic Protection UCITS Sub-Fund Class F (USD) IE00BD365334 20.04.2017 USD 1184.82 21.72% 6.27% n.a.

LGT Dynamic Protection UCITS Sub-Fund Class G (EUR) IE00BD365441 30.04.2017 EUR 1107.09 21.14% 3.60% n.a.

LGT Dynamic Protection UCITS Sub-Fund Class H (CHF) IE00BD365557 30.04.2017 CHF 1088.12 20.71% 2.99% n.a.

17





A
n

d
ré

-C
ha

rl
es

 B
o

u
lle

, 
d

et
ai

l f
ro

m
 “

B
o

u
lle

 m
ar

q
u

et
ry

 c
ab

in
et

,”
 a

ro
u

n
d 

17
0

0
/1

0



Lockdown mania in the wake of the coronavirus pandemic has brought economic 
activity in Europe to a near standstill. There is general agreement that fiscal support 
measures are necessary. But there is disagreement over who should pay for it –  
or rather who should take on liability for the additional debt. Are we about to see 
debt mutualization?

The severe recession triggered by the state-orchestrated 

halt to economic and social activity has hit the entire 

monetary union hard, but particularly heavily indebted 

countries such as Italy. A Europe-wide relief in the form 

of billions in aid measures is needed to counteract the 

economic malaise. One possible approach to design such 

measures has come up repeatedly: communitization of 

sovereign debt – formerly known as Eurobonds and today 

under the label Corona bonds. This concept has accompa-

nied the European Monetary Union since its existence and 

made a major comeback during the euro debt crisis. Some 

saw it as a remedy to alleviate the suffering of member 

states with horrendous budget deficits and high levels 

of public debt, whose bonds were trading on the capital 

markets with an increased probability of default.

Through joint borrowing, financially strong countries such 

as Germany, Austria, and the Netherlands, which benefit 

from good creditworthiness and thus low interest rates 

when raising credits, would be collectively liable for loans 

taken out jointly with the heavily fiscally indebted countries  

such as Italy. Countries with sound budgets were vehemently  

opposed to the proposal, fearing the issue of moral hazard: 

they believed communitization of debt would create false 

incentives for financially stricken countries, which would 

be able to borrow cheaply on the capital markets and 

continue to pursue a strongly deficit-ridden fiscal policy. 

The resulting lower credit rating and higher interest burden 

would affect all member states. The much-vaunted Euro-

pean solidarity had reached its limits.

Today, in the worst recession since the Second World War, 

the solidarity aspect of the supranational organization is a 

hot topic once again, and the issue of debt communitization 

is back on the agenda. For some Europeans, Corona bonds 

are a sign of solidarity as well as a means of avoiding the 

beginning of the end of the EU in these economically 

precarious times. Proponents of the pandemic bonds for 

communitizing debt are spreading the message that these 

are one-off expenditures to combat a unique crisis situa-

tion. They stress that the communitization concerns only 

new borrowing, not old debts. They also note that all EU 

countries need a functioning continental internal market 

to sell their exports, and not neighbors that are imploding 

economically. By contrast, the same concerns as a decade 

ago still hold sway among critics. They are concerned that 

this temporary arrangement would become permanent and 

that effects of moral hazard would unfold to the detriment 

of countries with strong credit ratings.

An alternative to the Corona bonds seems to have been 

found in the EUR 750 bn recovery plan “Repair and prepare 

for the next generation”. Two-thirds will be used as non- 

repayable transfers and the remainder as loans to the 

countries most affected by the corona crisis. To finance 

this plan, the European Commission plans to place bonds 

on the capital markets. Unlike with Eurobonds or Corona 

bonds, the EU states will not all be liable for the full debt 

burden but rather according to their share of annual 

economic output. This is an old concept dressed up as a 

new approach, as it is close to but not actually intended 

to be debt communitization. It now remains to be seen 

whether this instrument will cause less controversy than 

Eurobonds and Corona bonds. 

Old concept, new approach
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Fund description

Humankind is facing major social, ecological, and economic 

challenges such as climate change and scarcity of natural 

resources. However, these challenges also open up invest-

ment opportunities, which we seek to capture within 

our sustainability funds. The LGT Sustainable Equity Fund 

Europe is an actively managed equity portfolio based on 

sustainability criteria. The fund invests primarily in compa-

nies that are domiciled in Europe or carry out the majority 

of their economic activity there. The fund’s investment 

philosophy includes the consideration of long-term value 

creation and the enhancement of human well-being.

Why invest in the LGT Sustainable Equity Fund Europe?

 ■ Investors can invest in European companies that distin-

guish themselves with respect to sustainability criteria.

 ■ There is an emphasis on issues which contribute to the 

improvement of human well-being.

Opportunities

 ■ Investors benefit from the cooperation of internal and 

external investment experts with longstanding experience 

in the area of sustainability.

 ■ The portfolio is broadly diversified and professionally 

managed.

Risks

Market risk: The risk of losses in positions arising from 

movements in market prices. 

Currency risk: The risk of losses arising from currency 

fluctuations, in case the currency of an investment is 

different from the investor’s reference currency.

Liquidity risks: Adverse effects created by the situation 

where the Fund must sell assets where insufficient market 

demand exists and lower price levels must be accepted to 

execute a transaction.

Operational risks: The Fund may suffer losses as a result 

of insufficient internal processes or systems, misbehavior  

of staff or external circumstances.

Political and legal risks: Investments are exposed to 

changes in the rules and standards applied by the country 

under the asset’s recognized jurisdiction. This includes 

restrictions on currency convertibility, the imposition of 

taxes or transaction controls, limitations on property rights 

or other legal risks. Investments in less developed financial 

markets may expose the Fund to increased operational-, 

legal- and political risk.

Master-Feeder risks: The performance of the Fund may 

deviate from the performance of the Master-Fund.

Fund data

Inception September 30, 2000

Fund domicile Principality of Liechtenstein

ISIN LI0015327906

Distribution None, retains profits

Reference currency EUR

Management fee p.a. 1.50%

Operations fee p.a. 0.30%

Total fund assets EUR 69.05 m (as of 05/31/2020)

Registration AT, CH, DE, IT, LI

LGT Sustainable Equity Fund Europe (EUR) B

Past performance is not a guarantee, nor an indication  

of current or future performance. Returns may increase  

or decrease as a result of currency fluctuations.

  LGT Sustainable Equity Fund Europe (EUR) B

Source: LGT

Performance (net of LGT fees)
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The corona pandemic is plunging the EU into an economic crisis unparalleled in 
the post-war era and reigniting the debate on debt communitization. Professor 
Heinemann from the Leibniz Centre for European Economic Research (ZEW) explains 
in the interview the chances of Corona bonds being introduced and what a potential 
fiscal union could look like.

Investorama: Solidarity is one of the fundamental 

values on which the EU is based. But during the 

corona emergency, Italy, for example, had to learn 

that this much-vaunted solidarity cannot be relied on 

when urgently needed. Is this situation a breeding 

ground for a new euro crisis – or even an EU crisis?

Professor Heinemann: Europe definitely had consider-

able teething troubles in the initial shock of the corona 

lockdown. The Franco-German engine, which has so often 

been pivotal at critical moments in the integration process, 

then started up again after some delay. The Macron-

Merkel recovery plan and the Commission’s proposal for a 

EUR 750 bn “Next Generation EU” fund, which builds on 

it, could now cut the Gordian knot. Since these proposals, 

public opinion has also changed rapidly in Italy: Merkel 

bashing has been replaced by praise for Merkel among 

some politicians and journalists. The EU is demonstrating 

financial solidarity on an unprecedented scale.

The proposition of communitizing European public 

debt is being raised for the umpteenth time, naturally 

on the initiative of the Southern EU member states. 

Does the idea have a better chance of success this 

time under the Corona bond label?

A distinction has to be made between wise and more 

harmful forms of European solidarity. If a really good friend 

gets into financial difficulties, many people are willing 

to help him out with a medium-sized amount of money. 

But hardly anyone would sign a guarantee for his mort-

gage straight away, and thereby risk their own prosperity. 

Corona bonds, in the sense of a comprehensive communiti-

zation of national debts, however, amount to this type of 

comprehensive, high-risk guarantee. If the Poles, Swedes, 

and Dutch are ultimately to pay for decades of Italian debt, 

it will not save Europe but destroy it. Fortunately, the idea 

of Corona bonds therefore did not stand a chance. The 

solution now emerging, of temporary European borrowing 

for the EU recovery package, with its clear appropriation of 

funds, is a much better option.

After Merkel steps down, who will be able to stand 

up to the ambitions of Southern European countries 

in the future?

One lasting contribution of Angela Merkel’s chancellorship  

is probably that during European crises, she has managed 

the balancing act between the excessive desire for transfers 

on the part of countries in Southern Europe and the selfish 

greed of those in Northern Europe time and again. During 

Merkel’s final period of office, Germany has tended to be  

more generous than during the Greek crisis. The “Frugal Four”  

and the “Hanseatic League”, i.e. the alliances involving the 

Netherlands, Austria, Ireland, the Scandinavian countries, 

and the Baltic states, are a good counterweight to the new 

German generosity. They keep insisting, and rightly so, that 

countries must be held responsible for their own mistakes 

and that European solidarity is not a free ride. It should be 

remembered that there may now be transfers from less  

well-off countries in Eastern Europe to better-off but highly 

indebted countries in Southern Europe. This is politically 

extremely risky and must not be taken too far.

“Nobody doubts that we need a 
European fiscal union”
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The stigma of the lack of fiscal union has stuck with 

the monetary union from the outset. Do you see any 

real alternatives to this?

Nobody doubts that we need a European fiscal union, but 

the question is which one. There are essentially two models. 

In a centralized fiscal union, we would have a really large 

European budget, and the member states would have to 

give up a great deal of autonomy over their budgetary 

policy. In the decentralized model, Brussels’ budget remains 

lean but is supplemented by more effective crisis mecha-

nisms. Furthermore, the member states also retain their 

autonomy, but must themselves be responsible for the 

financial consequences of their economic policies. I am a 

self-confessed fan of the decentralized model, because I 

do not see that Europe’s voters really want the European 

Parliament to decide on matters such as health insurance, 

pensions, or progressive taxation in the future. 

Since the major financial crisis, the ECB has always 

been able to use monetary policy as means of rescuing  

or remedying the situation when fiscal policy went 

wrong (with the “whatever it takes” vow). Do you 

now see this threatened by the ruling of the Federal 

Constitutional Court?

The Karlsruhe judges were given a severe dressing-down 

for this ruling. However, I am of the opinion that the 

Federal Constitutional Court has not harmed Europe, but 

rather rendered a service to it. In particular, the passage 

concerning the ban on monetary public-sector financing 

makes clear to the ECB the limits on the purchase of 

government bonds. It is important to note that the ruling 

does not criticize purchases during an acute crisis, such as 

the present one, but unlimited purchases during normal 

economic times. According to the ruling, the ECB may not 

finance the national debt of the euro states in an unlimited 

amount or for an unlimited period of time. Incidentally, the  

European Court of Justice has so far taken the same view. 

I am a little surprised that not only politicians but also 

many of my colleagues in science are so upset about this 

ruling. Essentially, the Court is simply making the point 

that the original agreement on the euro basic rules must 

be respected. It has always been a mistake to interpret 

“whatever it takes” as a statement about printing money 

to provide member states with unlimited financing.

In the “Compromise of 1790”, the first US Secretary 

of the Treasury, Alexander Hamilton, succeeded in 

consolidating the war debts of the individual states 

at federal level, thereby creating a de facto fiscal 

union. When will Europe’s “Hamilton moment” come?

The economic corona crisis, the depth and course of which  

cannot be predicted with any certainty, will change Europe’s 

fiscal institutions. The “Next Generation EU” fund is a historic  

landmark. Structures are being created here that can also 

help in future crises. However, the “Hamilton moment” of 

the US is currently being misinterpreted. Even 230 years 

after its Hamilton moment, the US remains an example of a  

federation in which the individual states have a high degree  

of political and economic autonomy. In the US, the states 

can become insolvent without assistance having to be given 

at federal level. In this respect, the US may well be a role 

model, but certainly not for an approach of far-reaching 

political centralization and debt communitization. It is also 

certain that corona short-time workers in Europe currently 

feel much more comfortable than the corona unemployed 

in the US. In this respect, too much alignment with US 

conditions should not be an objective of European policy  

in this crisis at least. 

Prof. Dr. Friedrich Heinemann  

is the head of the “Corporate Tax-

ation and Public Finance” Research 

Department at the ZEW – Leibniz 

Centre for European Economic 

Research. His research interests 

include empirical public finance 

and political economy, with a thematic focus on European integration 

and the reform of fiscal institutions for the European Union and the 

euro area. He is also adjunct professor of economics at the Ruprecht 

Karl University of Heidelberg. Prof. Heinemann studied economics and 

history at the University of Münster, the London School of Economics, 

and the University of Mannheim.
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The idea under discussion in the European Union of dealing with the consequences 
of the corona crisis as a community of debt has a role model: the redemption fund 
after the American Civil War.

“A debt paid is a friend kept,” as the saying goes. The latest 

discussions on Corona bonds suggest that this is clearly 

also being heeded by governments. The German Council of  

Economic Experts, otherwise known as the five sages of the 

economy – a body that advises the German government on 

economic issues – proposed issuing special EU government 

bonds to help overcome the corona crisis. The proposal was 

rejected, and even the reference to the historical precedent 

was unable to change opponents’ minds. 

The Council of Economic Experts recalled a redemption 

fund that the first US Secretary of the Treasury, Alexander 

Hamilton, set up in 1792 to prevent the young states going 

bankrupt. Even then, such ideas were not accepted without  

debate. To convince his opponents – including his former 

political ally James Madison, who even brought their friend-

ship to an end over the debt issue – Alexander Hamilton 

had to offer them much more than just good arguments. 

In the struggle for independence from the British crown, 

the 13 colonies on the East Coast of America had taken on 

a lot of debt – too much debt. To prevent their bankruptcy, 

Secretary of the Treasury Hamilton wanted to free them 

from the debt trap. His suggestion was for the debts of 

the individual states to be taken on by the federal govern-

ment, which in return would gain sole control of customs 

duties, thus gaining a new source of income. The Southern 

states – above all Virginia, the home of James Madison 

– blocked Hamilton’s redemption fund. They had already 

largely repaid their debts through their own efforts and 

saw no reason to be held responsible for the debts of the 

Northern states. 

Hamilton made a political deal with Madison, who had  

in the meantime left the Federalist Party and founded the 

opposition Democratic Republican Party with the later 

President Thomas Jefferson: under the deal, if Madison 

gave up his resistance, the seat of government of the 

United States would be built right on the border with 

Virginia. Madison agreed, and in 1792, the construction of 

Washington began in an area on the border of Maryland 

and Virginia.

Alexander Hamilton had solved more than just the debt 

problem with this coup. It also marked the start of the 

centralization of fiscal policy. “Giving the national state 

access to its own sources of income was what first pushed 

the federation of colonies towards becoming the United 

States as we know it,” writes Ralph Bollmann, Deputy 

Head of the Economics department at the Frankfurter 

Allgemeine Sonntagszeitung. 

 
From debt community to world power
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2003
Four years after the introduction  
of the euro in 1999, Jacques Delors 
proposed that the budget of the 
European Union should also be 
financed by EU government bonds. 
Eurobonds were discussed again 
in the light of the global economic 
crisis in 2008, then later in connec-
tion with the rescue package for 
Greece in 2010, and more recently 
as a possible response to the 
corona crisis.
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For more than 400 years, the Princes of Liechtenstein have  

been passionate art collectors. The Princely Collections 

include key works of European art stretching over five 

centuries and are now among the world’s major private 

art collections. The notion of promoting fine arts for the 

general good enjoyed its greatest popularity during the 

Baroque period. The House of Liechtenstein has pursued 

this ideal consistently down the generations. We make de- 

liberate use of the works of art in the Princely Collections 

to accompany what we do. For us, they embody those 

values that form the basis for a successful partnership with 

our clients: a long-term focus, skill and reliability.

Cover image: Viennese Boulle workshops, detail from  

“A pair of torchères with Boulle marquetry,” around 1700 

© LIECHTENSTEIN. The Princely Collections, Vaduz–Vienna

www.liechtensteincollections.at

A look inside the Princely Collections: André-Charles Boulle is considered to be the preeminent 17th century 

craftsman and artist in the field of marquetry in France. He refined the technique and style of this inlaid work 

in wood and other materials and through the use of new materials – such as tortoiseshell and ebony in com-

bination with brass or pewter – influenced cabinetmaking throughout Europe. His cabinets, commodes and 

tables can be admired not only in the Palace of Versailles or the Louvre, but also in the Princely Collections.
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