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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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Fortune favors the prepared

Keeping a cool head when the stock 
markets are turbulent is often difficult – 
but it is crucial for long-term investment 
success. Investors who make preparations 
when things are calm can weigh up 
opportunities and risks in a balanced 
manner and maybe even make calculated 
acquisitions when the heat is on – instead 
of believing the doom-mongers and 
throwing in the towel. 

The new decade began with a bang. 2020 has been a year 

that most people certainly won’t forget so quickly. It has been 

extremely challenging in many respects – and that includes for 

investors. It has been a year of extremes and contrasts for the 

economy and the financial markets, featuring the deepest and 

fastest global economic nosedive of all time, but also probably  

the shortest recession. The fastest bear market in history, but 

also the quickest recovery. This kind of environment offers 

long-term investors attractive investment opportunities, but 

unfortunately only a few tend to take advantage of them.

Compared with speculators, who focus on monthly or even 

daily returns, investors generally measure their financial success 

over a longer period. As such, the main risk investors face is not  

volatility, but a permanent loss of capital and the associated 

threat to their long-term investment goals. However, that is 

precisely where their advantage lies: they have more staying 

power and can better tolerate temporary price losses. This 

basically means that they run less risk of losing their bearings  

at the height of a general panic and are less likely to sell off 

long-term investments unless they have to. Instead, they 

should literally capitalize on their advantage by buying long-

term value-adding investments at favorable prices during 

severe market distortions. It is how one behaves in precisely 

these occasional stock market turbulences that sets successful 

investors apart from also-rans over the long term. Napoleon  

Bonaparte is said to have defined a military genius as “the man 

who can do the average thing when everyone else around him 

is losing his mind.” The same is true of successful investing: 

most long-term success comes from keeping a cool head 

during occasional periods of market panic.

That is of course easier said than done: we are all quick to give 

credence to the harbingers of doom in the media, who vie 

for our attention with frightening horror stories and make us 

forget the long-term view. That is because we humans have a 

fundamental preference for security and an irrational aversion 

to loss. For example, experiments done by Daniel Kahneman  

and Amos Tversky, the founding fathers of behavioral finance, 

showed that our distress at a financial loss is about twice as  
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great as our happiness about a profit of the same size – the 

psychological impact is therefore unequal. This cognitive 

distortion prompts us to make irrational decisions. Because 

we weigh opportunities and risks differently, we run the risk 

of selling long-term investments after sharp corrections due 

to uncertainty and fear of further price losses. But it can then 

prove difficult to start investing again. Initially, the environment 

remains uncertain and we want to wait until the fog lifts – but 

as soon as the haze of uncertainty clears, the stock markets 

have already priced in the improvement. At that point, we do 

not want to chase after rising prices and would rather wait 

again for a more favorable buying opportunity. This means that  

while the risk reduction may bring short-term emotional relief, 

it can be painful in the long run – because the compounding 

effect amplifies even minor missed bull phases, resulting in 

lower financial returns over the years.

What can investors do to counteract this? Get prepared! 

Because even if the stock markets rise in the long term, there 

will inevitably be sharp corrections at some point. We now 

all carry devices around with us that give us access to global 

negative headlines anytime, anywhere. As a result, bad news 

spreads faster than a virus and short-term overreactions are 

probably even more common than before. If one prepares for 

this, the psychological effect can be reversed at the decisive 

moment and, instead of focusing on the risks, increase the 

awareness of the opportunities arising.

As a long-term investor, LGT Capital Partners has also prepared 

itself accordingly. We have been explicitly incorporating the 

findings of behavioral finance into our investment processes 

for many years. In our strategic asset allocation, we use the 

scenario approach to systematically address negative future 

paths and their impact on asset prices. And in order to be 

prepared for strong corrections, such as in March 2020, and 

to be able to benefit from opportunities as they arise, we 

have included a countercyclical component in the investment 

process of the Princely Strategy since 2012. In quiet times, we 

calmly and carefully set out the conditions for various asset 

classes – such as valuation levels and investors’ sentiment – 

at which we consider strategic acquisitions to be opportune 

for the Princely Strategy amid all the uncertainty and stress of 

a sharp correction. We focus on questions such as: At what 

level of credit spreads do high yield bonds price in a default 

cycle on a historically unprecedented scale? At what level can 

discounts for listed private equity investments no longer be 

fundamentally justified, even in a recession? This approach 

reduces complexity in turbulent times and provides support. 

The conditions are defined conservatively with the aim of 

unlocking significant gains in the value of the investments in 

question over one to two years. Of course, such acquisitions  

are never made automatically, but are always subject to the 

critical veto of the experienced investment committee of the 

Princely Strategy, which takes equal account of opportunities 

and risks. The acquisitions are sold as soon as market conditions  

and the valuation metrics under consideration have normalized.

Regular monitoring of designated opportunities has in fact 

already resulted in a number of countercyclical investments, 

all of which were sold again with a double-digit profit after 

less than a year. Which just goes to show – fortune does 

indeed favor the prepared! Do as we do and use calm financial 

markets to get ready for the inevitable bear market phases. Or 

entrust the management of your financial assets to the experts 

at LGT – just as the Princely Family does. That leaves you with 

the time to prepare for more important things.

Johannes Oehri

Senior Economist 

“Most long-term success comes from 
keeping a cool head during occasional 
periods of market panic.”
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In some markets, VW used to use the advertising slogan  

“Da weiss man, was man hat” [You know what you’ve got].  

By contrast, the current economic situation is more like  

“V or W: you don’t know what you’ve got.” Certainly, we  

now know that the painful topic of the coronavirus pandemic 

will continue to dominate the global financial markets and 

social life around the world for the rest of the year – and 

possibly far beyond. However, the infection rate trends remain 

unpredictable, and the causal relationships between epidemio-

logical variables and political decisions are complex. 

The economic outlook this year is thus very mixed. 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 – and in the worst recession since World 

War II, no less. But that is not all: the politically ordained  

anesthetization of society and the economy shut down the 

manufacturing and service sectors simultaneously. 

Signs of a broad-based recovery rapidly emerged on the back 

of all the fiscal and monetary policy stimuli. However, this will 

likely be slowed again somewhat by the second wave of the 

pandemic and the lockdown measures imposed to counteract 

it. As a result, the risk of a W-shaped double-dip recession  

has risen slightly (reducing the probability of a V-shaped move  

back to the previous growth path), but this has not prevented 

the stock markets from drawing a perfect V. Given the extremely 

low interest rates at which even earnings accruing in the distant 

future are discounted, this does not seem irrational! The fact 

that inflation is no longer an issue on a three to six-month 

horizon fits with the economic evidence, because with reduced 

economic activity and rising unemployment there is simply no 

demand and no pressure to negotiate wages. In the course of 

the expected recovery, the combination of supply-side constraints 

(due to deglobalization) and a resurgence in demand will prob-

ably lead to increasing price pressure from mid-2021 onward. 

In our baseline scenario, the sharpest but also shortest reces-

sion ever is followed by a similarly strong recovery. Neverthe-

less, there is no end in sight to the most massive fiscal and 

monetary stimulus in history. In view of this situation, we 

recommend a relatively ambitious tactical positioning with a 

slightly above-average equity component, combined with a 

substantial gold position. 

A V-shaped recovery or a W-shaped double-dip recession?

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 November 23, 2020

*  Includes global government, inflation-linked, and corporate bonds
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CNY: Currency philosophy 

Michel Roth

An old Chinese proverb begins: “A bitter medicine cures the 

disease.” It was in this spirit that China imposed comprehensive 

lockdowns earlier this year, closed its borders, and successfully  

stopped the domestic spread of coronavirus. Since then, its 

economic recovery has progressed rapidly, despite relatively 

little stimulus and positive interest rates. This helped to make 

the Chinese currency CNY strong this year. Will the election 

defeat of Donald Trump now be its next catalyst?

Caution is warranted. Firstly, Donald Trump will continue to 

exercise executive authority until January 20, and may further 

cement his legacy as a persistent critic of China. Secondly, 

Biden may adopt a more moderate tone, but the strategic 

rivalry will remain unchanged, because all political factions 

in the US remain skeptical toward China. Thirdly, China itself 

seems to have little appetite for continued currency strength, 

as suggested by its recent removal of the counter-cyclical 

factor from its currency fixing. In practice, the support factor 

prevents unwanted currency depreciation. Its removal there-

fore promises more symmetry in the CNY again and allows 

for a tactical reversal. However, the jury on the tug-of-war 

between currency dirigisme and the market economy is still  

out. A clear verdict would entail the abolition of capital 

controls in China. But that will only happen if the authorities 

pay more attention to the second part of the proverb: “Honest 

advice may be unpleasant to hear, but beneficial.” 

Overview of currencies as per November 23, 2020

Currencies Exchange 
rate

Year-to- 
date

Medium-term 
trend

Comment

EUR-USD 1.18 5.3% While it is all-change at the White House, at the US Federal Reserve everything remains the same

GBP-USD 1.33 0.4% Brexit seems to be priced into the GBP, which continues to trend sideways

USD-JPY 104.48 -3.9% The yen is one of the most popular safe-haven currencies

USD-CHF 0.91 -5.7% The appreciation of the CHF seems unstoppable, to the detriment of exporters

AUD-USD 0.73 3.6% The AUD is moving further away from “Down Under”

USD-CAD 1.31 1.0% The weaker USD and higher oil prices are propping up the CAD

USD-SGD 1.35 0.1% The SGD is in the middle of the long-term NEER policy band

USD-KRW 1110.35 -4.0% The sharp appreciation of the won is being watched closely and suspiciously

USD-CNY 6.57 -5.7% The psychological mark at 7 is returning to its old role as a resistance level

USD-MXN 20.10 6.4% Despite the favorable interest rate differential, the MXN is unable to prevail against the USD

USD-RUB 76.47 23.1% The prospect of Biden as US president gives the ruble no reason for cheer

EUR-CHF 1.08 -0.7% Lagarde beats Jordan: CHF struggles to depreciate against the EUR

EUR-SEK 10.22 -2.7% The Swedish krona remains undervalued

EUR-NOK 10.70 8.4% Economic reality turns the hawks into doves at Norges Bank

  USDCNY
  Chinese policy uncertainty  

   (news-based, standardized, rhs)

Source: Refinitiv, LGT

Exchange rate and political uncertainty
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Not just central banks, but politicians too, have been throwing 

money around – in the millions, billions, and now trillions.  

And sometimes the politicians like to round up the trillions: 

one trillion turns into two, as if that were just a little more. 

Yet many people probably do not even know how many zeros 

they would have to write after the number (twelve zeros) – 

and it does make quite a difference whether you write a one 

or a two at the start. These are dizzying figures, and the trend 

is worldwide! Whether in the US, Europe, the UK, or Japan, 

the coronavirus pandemic is resulting not only in rampant 

infections, but also in runaway national debt.

This year, global government debt will climb to over 100% of 

annual economic output (GDP) for the first time. For example, 

the UK currently has government debt of more than 100% of 

GDP (GBP 1.8 tn), for the first time in 60 years. But Germany, 

France, and Italy now have about more than EUR 2 tn in debt 

too. This pushes France’s debt ratio to almost 120%. In Italy, 

debt is a chronic disease anyway, but the coronavirus has 

given it a new dimension. While its national debt was already 

well over 100% before the crisis, it is now set to exceed 160% 

– which is to say roughly the level at which Greece slid into 

insolvency. But nobody is really bothered by that in Italy.  

Investors will also be reassured by the new EUR 750 bn EU 

reconstruction fund, for which Brussels is itself now borrowing 

on a large scale. This signals to investors that the EU is now an 

implicit joint liability community.

The central banks are contributing their share to the flood of 

money – and in generous quantities! Estimates suggest that 

the major central banks of Europe, the US, and Japan will likely 

support their regions and economies with around USD 7 tn in 

new money this year. These efforts could bear fruit: the vast 

quantities of money being pumped in and the promising vac- 

cine from BioNTech and Pfizer could help the global economy 

to get back on its feet in 2021. In the event of a broad-based 

upswing, however, the large volumes of money that have so 

far been sitting on bank balance sheets could quickly find their 

way into the real economy. If inflation picks up, the central 

banks will face even more stress – it will be a real test to see 

whether monetary policy can then be normalized. Most econ-

omists now assume that interest rates will remain this low for 

years to come. However, it could prove illusory to think that 

central banks can control the situation and keep interest rates 

at zero or in negative territory. 

Government bonds: Ingredients for economic success:  
monetary and fiscal policy plus a vaccine?
Ewald Duer

Overview target rates and yields on 10y government bonds as per November 23, 2020

Economy Target rate Trend Comment 10y yield Trend Comment

USA 0.125% No rate increase in foreseeable future 0.85% Macro environment does not allow higher rates

Eurozone (DE) 0.00% No rate increase in foreseeable future -0.58% Lagarde keeps the money printing presses running

Japan -0.10% No rate increase in foreseeable future 0.01% Yield curve control is fulfilling its purpose

UK 0.10% No rate increase in foreseeable future 0.35% Heading south

Switzerland -0.75% No rate increase in foreseeable future -0.55% Positive yields are not yet in sight

Brazil 2.00% No rate increase in foreseeable future 7.83% A rise in yields should not come as a surprise

Malaysia 1.75% No rate increase in foreseeable future 2.67% The downtrend remains intact

Yield of US government bonds

  Yield of 10Y US government bond Source: Refinitiv, LGT
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Who would have thought it? In view of the rapid spread of 

the coronavirus, more and more European countries have felt 

compelled to impose new lockdowns. In contrast to the spring, 

when governments slammed the brakes on their economies 

completely, for now the fight against the further spread of 

COVID-19 is only being waged with targeted restrictions. As a 

result, the economic recovery is being slowed down again and 

uncertainties over the economic outlook are increasing. At the 

same time, the announcement of a possible vaccine to combat 

the coronavirus can be seen as a glimmer of hope. Given the 

hard-fought nature of the US presidential election, the refla-

tionary sentiment that arose on hopes of a landslide victory 

for the Democrats was shattered again. The “new” political 

constellation will likely make it harder to rapidly implement 

expenditure-driven economic stimulus measures on the scale 

required to have an impact on inflation.

The initial reaction to the election results was a strong rally  

in US government bonds, together with a lowering of market-

based inflation expectations (break-even rate). European  

inflation expectations also reflect the fact that the impact of 

expansive fiscal and monetary policy is not a one-way street. 

The German ten-year break-even rate stands at 0.8%, which is 

significantly lower than comparable US inflation expectations. 

The gap is close to 100 basis points – almost as wide as the 

all-time record of February 2019 – and we view this widening 

as a clear sign of prevailing fiscal and monetary policy diver-

gence. We do not expect the reflation trade in the US to die a 

death because of this changed market situation, but rather to 

be put on ice. Political decision-makers and central banks will 

ultimately be forced to provide additional funds, especially if 

the economic situation deteriorates again.

The message is “postponed, not canceled”: we continue to 

regard inflation as a longer-term theme and are therefore 

making a conscious choice to include inflation-linked bonds  

in our bond portfolios. 

Inflation-linked bonds:  
Not a one-way street
Dieter Gassner

Corporate bonds:  
Ideal breeding ground
Ikram Boulfernane

In contrast to the second wave of coronavirus, there was no 

“blue wave” for the Democrats in the US. The likely combina-

tion of a Democratic president and Democratic House of Repre-

sentatives with a Republican-dominated Senate will mitigate  

against damaging effects, such as tougher regulations and 

higher corporate taxes. The fiscal stimulus package will probably 

be smaller than expected, but sufficient for the US economy to 

post growth in the next few quarters. The political landscape 

thus provides a fertile environment for US corporate bonds.

The economy is on the road to recovery, although its continued 

growth will depend on what happens with COVID-19. However, 

fewer strict lockdowns and hopes of a wonder vaccine are 

giving grounds for optimism for the time being. The seeds of 

optimism are being sown not only by the economy, but also by  

the technical front. As yields on government bonds remain low  

by historical standards, corporate bonds offer a more bountiful  

crop of yields. The US Federal Reserve also remains a supportive 

factor. The advantageous conditions on the demand side, 

coupled with an anticipated reduction in supply, are providing 

the ideal breeding ground for further spread tightening. 

Credit spreads (OAS) on global corporate bonds

  Global investment grade bonds
  Global high yield bonds (rhs) Source: Refinitiv, LGT
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The stock markets have performed unevenly so far in this final 

quarter – with significant price swings in both directions. This 

can be attributed to the US presidential elections, the COVID-19 

pandemic, and the progress on vaccine development. 

In connection with the US presidential election, January 5, 2021 

is a key date for the diary. Two weeks before the President’s 

inauguration, the Senate runoff election will be held in the 

state of Georgia. This will determine the extent to which Joe 

Biden will be able to implement his political agenda. So far, 

the signs are pointing to a combination that the stock markets 

favor: a Democratic President, facing a Republican Senate that 

can put the President in his place if necessary. However, we 

basically stick to the stock market wisdom that “political stock 

markets have short legs.” There is a lot of truth in this.

How is the economy doing? The data continues to point to a 

“V-shaped” recovery. Overall, the economic policy background 

for risk assets remains largely intact. First and foremost, we 

should mention the very market-friendly monetary policy.  

The global central banks – including the US Federal Reserve – 

have committed to maintaining a reflationary stance for years 

to come. In addition, a further round of fiscal stimulus can  

be expected in the US sooner or later. Finally, significant  

progress has been made on COVID-19 vaccine development –  

an important milestone in the fight against the pandemic. 

Restrictive measures and pandemic-related obstacles to growth 

will become increasingly superfluous in the medium term.

As part of our behavioral finance analysis, we recommended in 

the last issue of Investorama that investors heed the seasonal 

pattern. We expected the market to weaken in October, 

followed by a renewed rise in stock prices. The so-called turn-

around materialized as expected, albeit at the last second. In 

fact, share prices did not fall until late October, and the rally 

set in around the start of November – just in time for the elec-

tions. The current analysis results essentially point to further 

upside potential. However, as our short-term indicators are 

slowly moving back toward overbought territory, a further 

temporary downtick in the market should be anticipated in the 

coming weeks. It is advisable to continue to buy the dips. 

Equities US:  
Short legs
Manfred Hofer

Overview of equity markets as per November 23, 2020

Equities US

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

* annualized

Stock market (MSCI indices) year-to-date since 11/23/2019 since 11/23/2015* Trend Comment

United States (USD) 14.3% 18.8% 13.4% Upwards trend

Eurozone (EUR) -3.9% -2.3% 3.4% Volatile sideways trend

Japan (JPY) 3.4% 5.3% 3.5% Volatile sideways trend

United Kingdom (GBP) -14.8% -12.3% 3.5% Downwards trend

Germany (EUR) -2.6% -1.8% 2.5% Volatile sideways trend

Switzerland (CHF) -0.7% 1.7% 6.0% Volatile sideways trend

Asia/Pacific ex Japan (USD) 16.3% 23.2% 11.4% Volatile sideways trend

Emerging markets (USD) 11.6% 19.0% 10.3% Volatile sideways trend

Source: Refinitiv, LGT
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The first months of the post-Shinzo Abe era were warmly 

received by the equity market, despite the renewed waves of 

the pandemic in Europe and America, the resulting renewed 

restrictions on activity, and the political drama of the US elec-

tions. While many investors and the world media focused 

on these (admittedly exciting) developments, the Nikkei 225 

recently reached its highest level since 1991, paced by the 

cyclical consumer, materials, and information technology 

sectors. With a return of around 10%, the Nikkei has so far 

outperformed all international indices except Hong Kong’s 

Hang Seng in this final quarter.

Due to the high weighting of internationally oriented compa-

nies in the relevant sectors, Japan could well benefit more 

than average from recent events, e.g. in the shape of reduced 

trade policy tensions in Asia after the election of Democrat 

Joe Biden as US president and the development of vaccines 

against COVID-19 at the maximum possible speed. Moreover, 

Japan’s economic relations with China and South Korea are 

now better regulated, following the signing of the Asia-Pacific  

RCEP trade agreement in November. In recent years, it has 

also concluded trade agreements with the EU, the US, and the 

other Pacific countries. 

Equities Europe:  
Normalization in sight?
Ralf Piersig

In our last article, we highlighted Europe’s increasingly attractive 

risk/reward profile – and indeed, its markets are now about 7% 

stronger, despite significantly increased price volatility. Since the 

end of October, they have even outperformed the US markets. 

What are the reasons behind this? Firstly, it is not yet entirely 

clear what impact the US election outcome is likely to have on 

the US stock markets. This is a source of uncertainty. Secondly, 

positive news on the development of an effective vaccine 

against COVID-19 has fueled hopes of economic normalization 

in 2021. This is boosting the European equity market in partic-

ular, which is dominated by cyclical sectors.

Moreover, the third-quarter reporting season proved much 

better than expected, with positive effects on corporate 

balance sheets. An average dividend yield of 3.1% for 2021 

thus appears increasingly attractive, especially compared with 

2.1% for global equities. This means that European equities 

continue to trade at a significant discount, which we consider 

unjustified, given increased signs of normalization in 2021.  

We remain constructive. 

Equities Japan:  
Nikkei reaches new highs
Mikio Kumada

Equities Europe

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

Equities Japan

Source: Refinitiv, LGT

  MSCI Japan Index (JPY)
  Moving average (40w)
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Emerging market equities have been hit by record outflows 

this year. Yet, the coronavirus is much better under control in 

emerging countries than in Europe or the US. Northeast Asia 

has been particularly successful at combating this once-in-a-

century virus. Thanks to rigorous testing and effective, tech-

nology-supported contact tracing, China, South Korea, and 

Taiwan – which together account for around two-thirds of the 

MSCI Emerging Markets Index – have seen virtually no new 

infections for a long time. But even the most recent hotspots – 

Brazil, India, and Indonesia – have been recording falling case 

numbers again for some weeks now.

This is benefiting their economies, with most emerging 

markets continuing to recover faster and more strongly from 

their pandemic-related recession lows despite comparatively 

restrained stimuli. This view is also supported by the renewed 

rise in the purchasing managers’ indices, which signal optimism. 

Moreover, following the election defeat for the erratic Trump, 

the potential for geopolitical conflict is tending to be lower. 

As a result, investors’ sentiment continues to brighten. Against 

the backdrop of moderate valuations and underweight global 

investors, the environment is increasingly positive for emerging 

market equities. 

Emerging markets equities:  
Unjustly snubbed
Johannes Oehri

Emerging markets local currency bonds:  
Everything’s gonna be alright – really?
Sven Lang

The iconic Bob Marley famously sang that: “Everything’s 

gonna be alright.” Can the same be said for emerging market 

local-currency bonds? An eternal optimist would naturally 

answer with a resounding “yes.” Unfortunately, however, a 

more nuanced view is needed.

For almost ten years now, the growth differential between 

the emerging markets and industrialized countries has been 

steadily narrowing. There have been many reasons for this: 

the commodities boom came to an end; China was unable to 

maintain its very high growth rates; there were country-spe-

cific crises, such as in Turkey; and smoldering trade conflicts 

hurt the emerging markets. Accordingly, the high inflows seen 

in the previous decade were not repeated. This has put pres-

sure on the debt situation and balance of payments of some 

countries. This macroeconomic deterioration is most clearly 

reflected in emerging market currencies. Most have depreciated 

sharply, making returns for local-currency bonds as an asset 

class disappointing.

Is everything going to be alright again in the next ten years? 

If one believes that the US President-Elect Joe Biden will be 

the savior of the emerging markets, she or he may be in for a 

disappointment. However, the fact that the economic slump  

that followed the coronavirus crisis was less severe in many 

emerging markets than in industrialized countries is encour-

aging. One reason for this is that the agricultural sector remains 

an economic mainstay and has suffered much less than others. 

The emerging markets did not and could not enact fiscal policy 

measures on such a large scale as the industrialized countries, 

so their debt situation has been less impacted. Moreover, due 

to the meagre returns in recent years, investors have moved 

away from the asset class, which means that this segment has 

not been swamped by the liquidity flood of recent years. And 

last but not least, it should be noted that emerging market 

currencies are favorably valued from a technical perspective  

after years of depreciation. In short, the likelihood is that 

not everything will be alright, but that the outlook promises 

improvement compared with the recent past. Investors should 

therefore not completely overlook this asset class. 

Equities Emerging Markets

600

700

800

900

1000

1100

1200

1300

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

11/23/
2014

11/23/
2015

11/23/
2016

11/23/
2017

11/23/
2018

11/23/
2019

11/23/
2013

11/23/
2020

12 Emerging markets



Real estate:  
Paris en vogue
Boris Pavlu

The apparently never-ending drama surrounding Brexit has left 

its mark on the European real estate market. While London 

used to be regarded as the undisputed largest, most liquid, 

and generally most promising market for real estate investors, 

it is now at best mid-table in the current popularity rankings. 

According to a survey conducted by the consulting firm Price-

waterhouseCoopers and the Urban Land Institute, real estate 

experts now place Paris at the top of their list when it comes 

to future prospects. This is due not solely to Brexit, but also  

to the enormous efforts by the French capital itself. Some  

EUR 26 bn is earmarked for the “Grand Paris” project, which 

aims to modernize the city’s transport infrastructure, partly 

with a view to the Olympic Games scheduled for summer 2024.

Many German cities are also in the top ten, with Berlin missing 

out on a podium place due to its airport chaos and rent cap. 

Madrid and Amsterdam are also considered promising, as the 

previous oversupply of commercial space in both cities has 

been reduced and rents are rising. The situation is similar in 

Barcelona, although the political risks are something of a  

drag there, after stricter regulations on residential property 

construction in particular were brought in. Lisbon, on the 

other hand, has probably become a victim of its own success. 

Experts judge that it will likely not be able to repeat the good 

results of the recent past, especially as there are only a few 

central investment properties and development sites left to  

be acquired there. 

Hedge funds: 
There was more than just beta to be found in the strong recovery...
Stefano Lecchini

After a turbulent first quarter, equity markets staged a strong 

recovery over the course of the year, which slowed to some 

extent in September and October. For the period from April 

to October, indices such as the MSCI World and S&P 500 still 

managed to achieve a return of over 25% – a welcome level of 

beta. But how did liquid alternative strategies perform in such 

an environment? We can examine this by taking a closer look 

at two elements that characterize such strategies:

Timing: In the systematic area, we have seen positive examples  

of defensive strategies that gradually deactivated their pro-

tective elements – e.g. VIX or gold exposure – after the first 

quarter, meaning that their gains were not eroded by the strong 

recovery. Positive timing was also seen in the news-based 

signals that identified the positive sentiment in the markets 

up to mid-September and the subsequent market cooling. The 

picture was less convincing for trend followers, however: their 

equity exposure remained very low, sometimes even short, 

throughout the second quarter, being increased to a limited 

extent thereafter. It subsequently remained long on average 

until the end of October.

Stock picking: Long/short equity managers with a strong 

bottom-up approach were able to generate positive alpha on 

both long and short picks. Short holdings included examples  

that are either idiosyncratic (e.g. Wirecard) or structural in nature 

(e.g. shopping malls). Conversely, some thematic managers 

– e.g. those with a focus on technology – struggled more to 

reflect the implications of the pandemic in their portfolios.

Overall, a diversified portfolio of liquid strategies offered  

good diversification in the first quarter; the resulting returns 

were by no means solely attributable to beta against the 

equity market, but were generated by other factors typical of 

alternative strategies. 
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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.

15



Overview LGT Funds

LGT Funds ISIN Launch date Price as per 
10/31/2020

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 1570.70 -4.70% -0.18% 1.81%

LGT GIM Balanced (CHF) B LI0108469029 31.01.2010 CHF 12003.86 -2.74% -0.35% 1.16%

LGT GIM Balanced (EUR) B LI0108469169 31.01.2010 EUR 13535.59 -2.22% 0.59% 1.61%

LGT GIM Balanced (USD) B LI0108468880 31.01.2010 USD 14132.85 0.05% 2.58% 3.49%

LGT GIM Growth (CHF) B LI0108469268 31.01.2010 CHF 12852.12 -4.81% -0.66% 1.56%

LGT GIM Growth (EUR) B LI0108469318 31.01.2010 EUR 14733.02 -4.28% 0.35% 2.02%

LGT GIM Growth (USD) B LI0108469250 31.01.2010 USD 15151.48 -1.86% 2.29% 3.86%

LGT Sustainable Strategy 3 Years (CHF) B LI0350494782 10.11.1999 CHF 1033.12 -0.38% 0.11% 1.33%

LGT Sustainable Strategy 3 Years (EUR) B LI0008232162 10.11.1999 EUR 1783.97 0.22% 1.09% 1.85%

LGT Sustainable Strategy 3 Years (USD) B LI0350494840 30.04.2010 USD 1134.13 2.26% 2.93% 3.72%

LGT Sustainable Strategy 4 Years (CHF) B LI0350494907 10.11.1999 CHF 1031.21 -2.11% -0.07% 1.61%

LGT Sustainable Strategy 4 Years (EUR) B LI0008232220 10.11.1999 EUR 1759.33 -1.48% 0.98% 2.26%

LGT Sustainable Strategy 4 Years (USD) B LI0350494998 30.04.2010 USD 1131.11 0.68% 2.78% 4.01%

LGT Sustainable Strategy 5 Years (CHF) B LI0350495169 01.10.2004 CHF 1025.76 -3.79% -0.47% 1.74%

LGT Sustainable Strategy 5 Years (EUR) B LI0019352926 01.10.2004 EUR 1788.46 -3.14% 0.63% 2.36%

LGT Sustainable Strategy 5 Years (USD) B LI0350495227 30.04.2010 USD 1124.17 -0.95% 2.33% 4.08%

Money market

LGT Money Market Fund (CHF) B LI0015327682 19.01.1998 CHF 1075.24 -0.60% -0.83% -0.77%

LGT Money Market Fund (EUR) B LI0015327740 19.01.1998 EUR 692.97 -0.48% -0.45% -0.36%

LGT Money Market Fund (USD) B LI0015327757 19.01.1998 USD 1546.66 0.62% 1.50% 1.18%

Bonds

LGT Bond Fund EMMA LC (CHF) B LI0133634688 30.09.2011 CHF 1064.03 -9.13% -4.06% 1.04%

LGT Bond Fund EMMA LC (EUR) B LI0133634662 30.09.2011 EUR 1214.63 -7.48% -1.33% 1.44%

LGT Bond Fund EMMA LC (USD) B LI0133634670 30.09.2011 USD 1053.35 -4.00% -1.34% 2.53%

LGT Sustainable Bond Fund EM Defensive (CHF) B LI0183910038 30.06.2012 CHF 975.85 -0.16% -0.66% 0.82%

LGT Sustainable Bond Fund EM Defensive (EUR) B LI0183910012 09.07.2012 EUR 1012.64 0.16% -0.16% 1.33%

LGT Sustainable Bond Fund EM Defensive (USD) B LI0183909998 15.12.2011 USD 1137.37 1.50% 2.33% 3.49%

LGT Sustainable Bond Fund Global Inflation Linked (CHF) B LI0148578045 17.04.2012 CHF 929.74 1.64% -0.66% -0.69%

LGT Sustainable Bond Fund Global Inflation Linked (EUR) B LI0017755534 10.05.2004 EUR 1163.17 1.98% -0.14% -0.12%

LGT Sustainable Bond Fund Global Inflation Linked (USD) B LI0148578037 30.09.2010 USD 1081.24 3.29% 2.22% 1.88%

LGT Select Bond Emerging Markets (USD) B LI0026536628 31.12.2000 USD 3653.56 -4.68% 0.76% 3.61%

LGT Select Bond High Yield (USD) B LI0026564604 31.08.2000 USD 2737.63 0.25% 3.54% 5.12%

LGT Select Convertibles (CHF) B LI0132437745 31.08.2011 CHF 1432.61 7.77% 2.27% 2.29%

LGT Select Convertibles (EUR) B LI0132437737 31.08.2011 EUR 1485.10 8.02% 2.56% 2.62%

LGT Select Convertibles (USD) B LI0102278962 31.07.2006 USD 1910.02 9.80% 5.35% 5.02%

LGT Sustainable Fixed Income Global Opportunities (EUR) B LI0008232030 10.11.1999 EUR 1675.60 -0.71% -0.38% 0.04%

LGT Sustainable Bond Fund Global (EUR) B LI0106892909 30.11.2009 EUR 1602.33 0.23% 2.93% 1.84%

LGT Sustainable Bond Fund Global Hedged (CHF) B LI0148577955 22.10.1996 CHF 1079.87 3.68% 0.80% 0.31%

LGT Sustainable Bond Fund Global Hedged (EUR) B LI0148577948 22.10.1996 EUR 1127.21 4.03% 1.24% 0.78%

LGT Sustainable Bond Fund Global Hedged (USD) B LI0015327872 22.10.1996 USD 3090.10 5.51% 3.87% 3.01%

LGT Quality Funds – Sustainable Short Duration Corp. 
Bond Fund Hedged (CHF) B LI0183909808 30.06.2012 CHF 981.64 -0.99% -0.82% -0.68%

LGT Quality Funds – Sustainable Short Duration Corp. 
Bond Fund Hedged (EUR) B LI0183909782 30.06.2012 EUR 1025.87 -0.61% -0.30% -0.11%

LGT Quality Funds – Sustainable Short Duration Corp. 
Bond Fund Hedged (USD) B LI0183909790 30.06.2012 USD 1136.76 0.64% 2.09% 1.88%
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LGT Funds ISIN Launch date Price as per 
10/31/2020

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 4454.06 -0.48% -0.17% 7.18%

LGT Select Equity Enhanced Minimum Variance (USD) B LI0337486141 25.11.2016 USD 1216.05 -6.78% 1.62% n.a.

LGT Select REITS (USD) B LI0148225985 01.03.2004 USD 1433.43 -16.19% 0.40% 0.26%

LGT Sustainable Equity Fund Europe (EUR) B LI0015327906 30.09.2000 EUR 1173.54 -13.88% -1.42% 0.34%

LGT Sustainable Equity Fund Global (CHF) B LI0148540441 17.12.2012 CHF 2121.99 -8.19% 2.65% 7.72%

LGT Sustainable Equity Fund Global (EUR) B LI0106892966 31.12.2009 EUR 2837.09 -6.53% 5.57% 8.13%

LGT Sustainable Equity Fund Global (USD) B LI0148540466 17.12.2012 USD 2124.50 -3.01% 5.56% 9.30%

LGT Sustainable Quality Equity Fund Hedged (CHF) B LI0183907844 30.06.2012 CHF 1897.98 1.77% 7.70% 7.16%

LGT Sustainable Quality Equity Fund Hedged (EUR) B LI0183907836 09.07.2012 EUR 1883.14 1.93% 8.12% 7.60%

LGT Sustainable Quality Equity Fund Hedged (USD) B LI0183907802 30.06.2012 USD 2331.78 3.82% 11.09% 10.00%

Insurance-linked investments

LGT (Lux) I – Cat Bond Fund (CHF) B LU0816333040 30.11.2010 CHF 110.03 3.30% 0.05% -0.03%

LGT (Lux) I – Cat Bond Fund (EUR) B LU0816332828 30.11.2010 EUR 114.62 3.53% 0.41% 0.31%

LGT (Lux) I – Cat Bond Fund (USD) B LU0816332745 30.11.2010 USD 128.89 4.75% 2.89% 2.40%

Alternative investments

LGT Crown Listed Private Equity (EUR) B IE00B7T8CN06 25.02.2013 EUR 199.80 -17.14% 1.61% 6.18%

LGT Crown Listed Private Equity (USD) D IE00BJVWTR76 28.07.2014 USD 140.28 -14.01% 1.60% 7.31%

LGT Alpha Generix UCITS Sub-Fund Class O (USD) IE00B7VFVC16 01.10.2012 USD 987.85 -0.56% -0.22% 0.47%

LGT Alpha Generix UCITS Sub-Fund Class P (EUR) IE00B82ZPK32 01.10.2012 EUR 886.43 -1.86% -2.69% -1.64%

LGT Alpha Generix UCITS Sub-Fund Class Q (CHF) IE00B46N8H32 01.10.2012 CHF 847.70 -2.03% -3.12% -2.15%

LGT Dynamic Protection UCITS Sub-Fund Class F (USD) IE00BD365334 20.04.2017 USD 1127.70 15.85% 5.62% n.a.

LGT Dynamic Protection UCITS Sub-Fund Class G (EUR) IE00BD365441 30.04.2017 EUR 1049.13 14.80% 3.12% n.a.

LGT Dynamic Protection UCITS Sub-Fund Class H (CHF) IE00BD365557 30.04.2017 CHF 1031.11 14.38% 2.59% n.a.
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This year’s market turbulence has brought the importance of portfolio protection 
into focus. Diversification is essential, but in times of near zero interest rates  
and rising correlations across asset classes this becomes increasingly difficult.  
The LGT Dynamic Protection strategy seeks to overcome these challenges with  
its distinctively asymmetric return profile.

Investors face a dilemma: on the one hand, they have to  

take much higher risks than in the past to achieve a halfway 

decent return, but on the other hand, they do not want 

to accept heavy losses on their portfolios. The current 

zero interest rate environment is making efficient portfolio 

diversification difficult. The idea of getting in and out of a 

bull or bear market at just the right time can be laid to rest 

as a failed utopia. Hedging strategies based on the purchase 

of put options offer portfolios a high degree of protection 

but also generate immense costs, which in the long term 

reduce both the absolute and the risk-adjusted return.

The LGT Dynamic Protection strategy has been designed to 

overcome these challenges. It aims to deliver strong returns 

during times of turmoil and preserve capital during more 

benign market periods. The strategy consists of a diversified 

set of eight sub-strategies covering the main liquid asset 

classes. All of which are anchored fundamentally but exe- 

cuted systematically to mitigate the shortcomings of human  

decision-making, especially in high-stress situations. Each 

sub-strategy receives an equal risk budget. However, its 

risk usage is dependent on the underlying signal strength. 

Typically, several signals are used and must be in concor-

dance with one another in order for a strategy to fully 

utilize its risk budget. The risk budget itself is not static 

but again dynamically tied to equity market volatility. Risk 

taking in the strategy thus increases or decreases in lock-

step with unfolding market conditions. To increase robust-

ness, risk taking in each sub-strategy is further spread 

across several markets or instruments, multiple stress indi-

cators, and respective signal filters with varying degree of 

impulse responsiveness. Using a diversified set of strategies  

across asset classes with different signal sources and trading 

speeds allows the strategy to cope with a wide array of 

possible future stress scenarios. 

Investments are not made in options, but only in liquid 

financial futures contracts traded electronically in large 

amounts on major global exchanges. This has two big 

advantages: first, the high contracted hedging costs 

related to buying and rolling put options for protection  

are avoided. Second, liquidity allows for cost-efficient  

and rapid adjustment of exposures based on underlying 

signal strength and is of utmost importance to ensure  

high capacity in the strategy as well as to accommodate 

daily investor flows, particularly in times of equity market 

stress. Moreover, the rule-based investment framework  

is not a “black box” but a “glass box”, as LGT offers in- 

vestors a high degree of transparency with respect to the 

investment thesis and algorithms driving the risk taking 

in the strategy. In essence, the strategy seeks to benefit 

from recurring cause-effect linkages driving asset prices 

during periods of market stress such as “flight-to-quality” 

behavior, rising volatility, and fast changing expectations  

leading to large price moves across markets globally. If 

market turmoil increases, the risk-taking in the strategy 

is rising as well, for example by taking short positions 

in equity index futures, industrial metals, and energy 

commodities or by taking long positions in VIX futures. 

Concurrently, defensive long positions might be built up in 

government bonds, money market contracts, safe-haven 

currencies, or gold.

The broad diversification across multiple dimensions and 

the dynamic coupling of the risk framework to the volatility 

of the stock market lead to the desired asymmetry in the 

payoff: robust protection during extended market down-

turns as well as capital preservation or limited performance 

givebacks in stable or rising equity markets. The return 

profile of the LGT Dynamic Protection strategy delivered  

over the six years since inception is a testimony to this:  

it resembles a put option but does not entail the same 

long-term drag from paying costly insurance premiums  

for protection. This is borne out by its clearly positive  

annualized return despite its strongly negative correlation 

to the equity market. 

 Dynamic protection, asymmetric returns

20 Investment topic



Fund description

The Fund has been designed to generate gains across 

a variety of asset classes during times of equity market 

stress while seeking to preserve capital during benign 

market conditions. This objective is pursued through a 

rule-based, systematic investment approach consisting of 

eight sub-strategies that dynamically invest in the most 

liquid, global exchange traded financials futures contracts 

covering implied volatility, equity indices, commodities, 

gold, sovereign bonds, interest rates, and currencies.

Why invest in LGT Dynamic Protection?

 ■ Robust protection during extended markets downturns 

thanks to its broad diversification and high versatility. 

 ■ No costly option premium outlays and therefore suited 

as a strategic allocation in the portfolio context.

 ■ No discretionary intervention needed; the systematic  

strategy is timing protection for you and helps you 

staying composed and calm when markets are not.

Opportunities

 ■ Supplements government bonds, which are likely less 

effective as a hedge against falling stock prices in a near 

zero yield environment.

 ■ Improves the resilience of compounding capital over 

time when rebalanced with the equity quota on a 

regular basis.

Risks

 ■  Market risks: The risk of losses in an investment arising 

from adverse movements in market prices. 

 ■  Liquidity risks: The risk that fund is unable to meet 

short term financing demands or has to sell investment 

securities at lower price levels under the condition of 

reduced market demand.

 ■  Operational risks: The risk of the Fund incurring losses 

as a result of inadequate or failed processes, people or  

systems failures, or from external or force majeure events.

 ■  Political and legal risks: The risk of change in rules 

and standards applied in the jurisdiction of an asset of 

the Fund. This includes restrictions on currency convert-

ibility, the imposition of taxes or transaction controls, 

limitations on property rights or other legal risks. Invest-

ments in less developed financial markets may expose 

the Fund to increased operational, legal and political risk.

 ■  Credit/counterparty risks: The risk that a counterparty 

fails to meet contractual financial obligations on a timely 

basis.

 ■  Currency risks: The risk of losses arising from currency 

fluctuations, in case the currency of an asset is different 

from the Fund and/or investor’s investment currency.

 ■  Derivative risks: The risk of losses from an investment 

in derivatives, due to high sensitivity to price movements 

of the underlying asset, and/or increased leverage.

Fund data

Inception April 21, 2017

Fund domicile Ireland

ISIN IE00BD365334

Distribution None, retains profits

Reference currency USD

Management fee p.a. 1.00%

Performance fee p.a. No

Total fund assets USD 279.90 m (as of 10/31/2020)

Registration AT, CH, DE, DK, ES, FI, GB, IS, IT, LI, NL, NO, SE

LGT Dynamic Protection UCITS Sub-Fund Class F (USD)

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 Dynamic Protection UCITS Sub-Fund Class F (USD)

Source: LGT
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Investors seeking a cushion for their 
portfolio against extended stock market 
downturns often resort to put options. 
However, buying and rolling put options 
for protection is too costly to maintain 
over the long run, as investors may have 
to pay high insurance premiums for 
years without ever having the benefit 
of a payback during a crash. The LGT 
Dynamic Protection strategy has been 
developed to overcome this challenge. 
In the following interview, Pascal Spiel-
mann, head of the investment team 
that is managing this strategy in-house 
at LGT Capital Partners, explains how 
it works, what advantages it offers and 
where its limitations lie.

Investorama: How exactly does the LGT Dynamic Pro-

tection strategy differ from a traditional hedge fund?

Pascal Spielmann: I would highlight three distinguishing 

features. First, the objective: the LGT Dynamic Protection 

strategy strives to deliver a distinct negative correlation to 

the equity market without overly weighing on total port-

folio returns over the long run. By contrast, most hedge 

funds have a positive correlation to the equity market and 

– despite the “hedge” in their name – have no explicit 

hedging objective. Second, transparency: although LGT 

Dynamic Protection is a systematic strategy, it is extremely 

transparent in terms of underlying investment theses, 

markets traded, signals used, and embedded risk controls. 

Unlike many opaque “black box” offerings from hedge 

fund managers, the strategy exploits recurring cause-effect 

relationships that affect investor expectations and drive 

asset returns in times of turmoil. Third, access and fees: 

many hedge funds are not accessible as UCITS and charge 

high fees. By contrast, the LGT Dynamic Protection strategy 

is also available as a UCITS fund without a performance 

fee and favorably positioned in terms of cost-benefit ratio 

in comparison to traditional hedge fund providers. The 

strategy is therefore also suitable as a strategic building 

block in portfolios of less experienced investors who have 

a significant equity bias in their asset allocation.

What are the concrete advantages of the strategy 

compared to hedging strategies with options?

The purpose of any hedging strategy should be to improve 

the shock resilience and risk-adjusted return of a portfolio  

without impairing the compounding of capital over the long 

run. Unfortunately, this goal is hardly achievable by buying 

and rolling put options for protection; the high premium 

outlays are simply too detrimental to long-term returns. 

Conversely, the odds of the payoff of the LGT Dynamic  

Protection strategy are skewed in favor of the desired out- 

come and not the costs. By investing solely in highly liquid, 

exchange-traded financial futures contracts, the strategy 

explicitly avoids expensive insurance costs related to options. 

Accordingly, there is no need for discretionary human inter-

vention or market timing as with option-based hedging, 

which often has proved to be wrong in investors’ experience.  

Predicting a market peak and monetizing put options at the 

bottom of a downturn is extremely difficult to say the least.  

Instead, our strategy is timing the protection and allows 

investors to stay calm and composed when markets are not. 

Ultimately, the very versatile, broadly diversified, and sys- 

tematic approach pursued by the LGT Dynamic Protection  

strategy offers another significant advantage: the embedded 

rule-based discipline mitigates the shortcomings of human 

decision-making – especially in high stress situations where 

quick reaction can be paramount to survival. Various con - 

straints such as communication with advisors or coordination  

of decision-makers impede us from taking action quickly 

and decisively. Likewise, cognitive limitations and mental 

exhaustion restrict the amount of information that we can 

process at the time and stand in the way of rapid decision- 

making and rational action. Without clear rules in place, we  

cannot decide let alone execute quickly. Instead of scram-

bling for a plan in the midst of a financial panic, it seems 

more advisable to think thoroughly through the possible 

“what-if” scenarios beforehand, come up with a plan, and 

“There is no such thing as a  
perfect hedge”

22 Interview



then implement that plan with stoic, rule-based discipline. 

The plan may not be perfect, but a good plan executed 

resolutely in a crisis is better than no plan or a perfect one 

executed too late.

What is the ideal market environment for the strategy?

The LGT Dynamic Protection strategy tends to work well 

when the fundamental environment and economic pros-

pects deteriorate gradually, resulting in rising volatility and 

market turmoil that is inducing a flight-to-quality from risky 

assets to defensive investments, from which the strategy 

can benefit.

The ideal scenario for the strategy is therefore a stock 

market crash that starts as minor correction and then builds 

up over several weeks or months into a vicious downward  

spiral, which ultimately cascades into major corporate 

defaults, panic selling, and a liquidity squeeze as we experi-

enced at the turn of the millennium with the Internet crash 

or during the global financial crisis from mid-2007 to 2008.

Is there a scenario in which the strategy works less well? 

Yes, there is such a scenario. Very fast unfolding “risk-off” 

events as well as sharp “risk-on” market leaps, known as 

“gap moves”, are difficult to counteract with any systematic  

strategy. Unfortunately, a certain minimal time lag between 

the detection of a signal and the corresponding adjust-

ment of positions in the portfolio is inevitable. The extent 

to which the hedge works or performance suffers in these 

circumstances is therefore rather a question of coincidence 

than of the quality of the signals. This is the “price” to pay 

for a systematic strategy that invests in futures and not 

in options; it can only adapt to unfolding events but not 

foresee them. Accordingly, in case of a sudden “risk-off” 

gap event the LGT Dynamic Protection strategy may not 

benefit equally from the initial surge in volatility, but only 

subsequently given that the market turmoil persists for 

some time. Think of the “9/11” terrorist attacks in 2001 

as an illustrative example. Likewise, in case of an adverse 

”risk-on” gap event the strategy may post losses by being 

defensively positioned at elevated levels of risk while stock 

markets are suddenly surging. We have experienced this 

just a few days ago on “11/9” (9 Nov 2020), when Pfizer 

announced an effective vaccine against the coronavirus: 

the S&P 500 soared by almost 4% at the open and the 

EUROSTOXX 50 index jumped even more by almost 6% 

within a few minutes intraday. Yet, these kind of explosive 

gap events are extremely rare and often revert within short 

time so they do not matter too much in the bigger context. 

Regrettably, there is no such thing as a perfect hedge that 

reliably works all of the time but costs you nothing to hold 

in the portfolio no matter what the circumstances.

The strategy acts as a pressure valve in the portfolio 

context – can you expand on this point?

We use the pressure valve analogy to help investors under-

stand how to use the strategy effectively in the context 

of their own portfolios or asset allocation. The reason for 

this is that top-down, the risk budgeting of the strategy is 

directly linked to the volatility of the equity market, which 

can be seen as proxy for the prevailing downward pressure 

on risky asset prices. Concurrently bottom-up, the utiliza-

tion of the risk budget for each sub-strategy is then driven 

by the signal strength of the underlying (stress) indicators,  

which determine to what extent prevailing conditions are 

conducive for taking on risk or not. These two factors – 

the dynamic risk framework derived from equity market 

volatility (top-down) and its dynamic exploitation based 

on signal strength (bottom-up) – give the strategy a high 

degree of versatility. 

It is therefore perhaps easiest to think of the strategy as a 

rapid deployment force or as a pressure valve in a portfolio 

context, which automatically shifts the exposure from an 

aggressive or return-seeking to a more defensive investment 

mix when market turmoil increases and vice versa when the 

markets calm down, without the need to interfere manually. 

Nevertheless, given that the best and worst returns recorded 

in markets are often clustering together, we recommend 

investors to define a strategic allocation quota for the 

LGT Dynamic Protection strategy that is in line with their 

existing asset mix and objectives and then rebalance it 

back to target on a regular basis. This is the best thing 

investors can do to solidify their portfolios and improve the 

resilience of compounding capital over time. 

Pascal Spielmann is Head of Investment and portfolio manager at  

Alpha Generix, the alternative style premia team of LGT Capital Partners. 

In this capacity, he also chairs the Alpha Generix Investment Committee 

and is a member of the Liquid Alternative Management Committee 

of LGT Capital Partners. Before joining the firm, he was the Managing 

Director and Chief Investment Officer of Meridian Capital Holding Ltd as  

well as a consultant and engagement manager at McKinsey & Company, 

Inc. Between these roles, he founded a web-based business-to-business  

marketplace for agricultural commodities. Mr. Spielmann holds a Master’s 

degree in Business Administration from the University of St. Gallen (HSG) 

and a Master’s degree in International Management from the Commu-

nity of European Management Schools (CEMS). He further holds the 

Chartered Alternative Investment Analyst (CAIA) designation.
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Futures contracts were already around in medieval Europe. But it was not until half  
a millennium later that the world’s first futures exchange was founded in Japan.

The existence of futures contracts in the 13th century  

is borne out by the treatises of the Italian philosopher  

and theologian Thomas Aquinas on “ad terminum” and  

“ad tempus” transactions. In modern times, Amsterdam 

is considered the first city where futures contracts were 

concluded. This was not to everyone’s liking: German and 

Flemish traders were accused of driving up the price of 

grain with futures contracts. 

For the same reason, futures trading was not welcomed 

in Japan either. Rice was more than a staple food in those 

days: around 90% of government revenues were gener-

ated by rice trading. Restrictions and bans were enacted 

to protect the price of rice from rising due to speculation. 

Evidently unimpressed by these rules, Japanese merchants 

continued to trade. Over time, they even extended the 

initially short contract periods. This enabled traders to 

trade the rice forward.

But they did not just engage in futures trading: they also 

standardized it, thus creating the conditions for regulated, 

liquid stock exchange trading. To this end, the rice market 

in the center of Osaka was relocated to the river island of 

Dojima in 1697, and its futures contracts were standard-

ized in terms of delivery quantity, delivery item, delivery 

price, and delivery date. The rules – such as fixed trading 

hours and a clearing house – resembled already those of 

modern futures exchanges. 

Several decades were to pass until official approval was 

granted. Dojima was first officially recognized as a rice 

exchange in 1730. At the beginning of the 20th century, 

Japan’s economy and community were fundamentally 

reorganized. This also led to the end of the Dojima rice 

exchange. In 1939, it was formally dissolved and replaced 

by the state rice agency. 

The world’s first futures market

“God of the markets”

The origin of technical analysis goes back to the Japanese 

rice trader Munehisa Homma (1724–1803), who recognized 

the value of statistical information and the impact of market 

information on mass psychology and thus on prices. To make 

his notes more meaningful, he developed the candlestick 

chart. According to the financial author Michael C. Thomsett, 

this is still one of the most useful, functional, and visual of 

all chart systems. The candlestick chart not only shows the 

daily price, but also displays the momentum of the price trend 

at a glance. There are also chart patterns to which a trend 

forecast can be assigned.

Dojima Rice Exchange
Trading was conducted on the roads 
around Dojima Rice Exchange. Water 
was scattered to drive off people who 
stayed after official trading had ended 
for the day.

Painting by Hiroshige (1797–1858).
Property of Osaka Prefectural Nakano-
shima Library. (Source: www.jpx.co.jp)
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 14.5
Because of its large and important  
futures exchanges, the United 
States is the hub of global futures 
trading. In 2019, however, the 
exchanges in the Asia-Pacific 
region recorded trades of around 
USD 14.5 bn in futures and listed 
options, outstripping the United 
States. With contract trades totaling  
USD 10.3 bn, the North American  
futures and options exchanges were 
still far ahead of their European 
counterparts (USD 5 bn).
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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: expertise, reliability and a long-term perspective.

Artwork in this publication: Unknown artist, detail from 

“Lacquered cabinet,” around 1700 

© LIECHTENSTEIN. The Princely Collections, Vaduz–Vienna

www.liechtensteincollections.at

A look inside the Princely Collections: The images in this publication feature a lacquer cabinet by an unknown 

Japanese master. Lacquer art made its way from China to Japan in prehistoric times. During the 17th century, 

Japanese artists succeeded in making magnificent works of art of unparalleled beauty by sprinkling gold 

powder of varying colors and granularities on the jet-black layer of lacquer while it was still damp to create 

animals, plants and entire landscapes. 
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