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Time to re-deploy some cash in the markets        

While the macro facts on hand still favor continued volatility and hence a well-diversified and defensive overall strategy, 

investors' views are increasingly becoming too one-sidedly negative. With this in mind, we recently began to re-deploy 

some of our excess cash, first in the bond markets, then in gold, and now in global equities.  

 

   
In April, following a historic surge in US interest rates in the 

first three months of this year, we bought investment grade 

bonds (IG) to reduce our previously very large underweight in 

fixed income. Our expectation was that the upward momen-

tum in rates had peaked for now. Indeed, rates have been 

largely moving sideways since, which has supported the IG 

bond segment.  

 

Similarly, earlier this month we added to our gold position on 

weakness, doubling our existing tactical overweight. With the 

fundamental case for gold intact, we viewed the recent selloff 

as overdone. Lastly, following one of the worst monthly stock 

market setbacks in many years, last week we also topped up 

our equities position to trim our overall underweight in the 

segment.  

 

Nevertheless, following these purchases our liquidity position 

remains well above neutral, as we were previously holding his-

torically very high levels of excess cash. 

 

Sentiment is too one-sidedly bearish  
 

From history and behavioral observation, we know that price 

trends tend to weaken and eventually reverse once sentiment 

and positioning become too one-sided – and such indications 

have been increasing of late. For instance, the ratio of bearish-

to-bullish individual investors has hit the highest level since the 

turmoil that was triggered when Iraq invaded Kuwait in 1990 

(graph 1).  

 

Institutional positioning has also approached long-term bearish 

extremes: the put/call ratio is near the upper bounds of the 

past decade's range and Bank of America's monthly global 

fund manager survey for May showed that cash allocations 

have reached the highest level since 2001, which was the year 

of the 911 terrorist attacks. These developments suggest that 

broad investor sentiment is becoming too one-sided, and that 

markets are thus due for meaningful countermoves in the com-

ing days or weeks.  

 

Three big macro uncertainties  
 

As indicated, the mentioned actions are part of our active in-

vestment management approach and as such do not signify a 

big change in our assessment of the broader macro outlook, 

which remains cautious.  

 

In the coming months and quarters, three topics will continue 

to weigh on the outlook in our view:  

 The extent of the US Federal Reserve's hawkishness    

 Geopolitics (especially the war in Ukraine)  

 China's strict lockdowns    

 

Although the impact of these issues will vary from region to re-

gion, overall the global economy will have less growth and 

more inflation than was generally assumed until recently. 
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Graph 1 

Retail investors most bearish since Iraq war of 1990 
(Z-score of ratio of bearish to bullisch investors) 

 

Source: American Association of Individual Investors, Bloomberg, LGT Capital Partners 
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In essence, most of these uncertainties represent supply-side 

challenges that are theoretically easy to solve through policy 

adjustments. In practice, unfortunately, various constraints 

mean that these issues will take time to be resolved:  

 The Fed is likely to keep tightening policy as long as the in-

flation rate is not steadily declining  

 An end to the war in Ukraine is not yet in sight   

 China has pledged to adhere to its Zero Covid policy, 

which requires strict curbs on social and economies activi-

ties when virus outbreaks occur  

 

The financial markets will thus likely remain sensitive to the 

downside risks until solutions to these problems come into 

view.   

 

The mutually reinforcing interplay of 

the three uncertainties 
 

On a somewhat more positive note, while US monetary policy 

tightening is appropriate given current inflation pressures, it 

comes at a time when US domestic demand and household 

balance sheets are strong, disposable income and savings are 

high, labor markets are tight, and wage gains especially at the 

lower end of income ranges are large. While this backdrop 

does not guarantee that the Fed will not risk hurting the stock 

market and/or eventually overtighten policy, it means that the 

US has still the best chance to achieve a soft landing.  

 

Unfortunately, on a global level, the withdrawal of US liquidity 

comes at an inopportune time, as both Europe and China are 

facing special adversities, which in turn have mutually and 

globally reinforcing effects via the channel of prices for various 

resources as well as goods and services. As mentioned, this re-

sults in less growth and more inflation globally (graph 3).   

 

Europe in particular will bear the biggest burden of the direct 

consequences of the war in Ukraine, mostly due to the higher 

energy prices as well as the cost to phase out and replace Rus-

sian energy supplies with energy from other sources. In fact, 

following the invasion of Ukraine in late February, eurozone 

consumer confidence, which had already been cooling from 

last year's peaks, plunged to levels last seen at the height of 

the initial Covid-19 shock of 2020.  

 

,  

 

We can thus expect European consumers to cut back on con-

sumption in the coming months (graph 4). Furthermore, due to 

high inflation pressures, the European Central Bank is even 

more constrained than the Fed to provide monetary support in 

the short-term.  

 

 
 

China's adherence to Zero Covid  
 

On the other side of Eurasia, China must also carry the rising 

cost of its pandemic policy. Like in Europe, the first signs are 

that China is facing an economic freeze that will broadly 

match the shock of 2020. The recent declines in residential 

property sales and industrial production, for example, are 

comparable or greater than after the first virus outbreak in 

Wuhan in late 2019 (graph 5).  

 

Graph 2 

The three global macro uncertainties  
(Factors that limit growth)  

 
 

Source: LGT Capital Partners 

 

China's Covid-19 containment policy    

 impacts the global supply and price of 

manufactured goods as well as growth in China

US monetary policy shift 

 impacts the supply and price of money for the 

financial markets and the economy  

Geopolitics (war in Ukraine, sanctions)  

 impacts the supply and price of many basic 

resources, including energy and food 

Graph 3 

Global stagflation risks have risen  
(Actual world inflation¹ and real GDP growth forecast) 

 

¹Weighted by gross domestic product. Source: Bloomberg, LGT Capital Partners 

 

Graph 4 

Eurozone: consumer confidence and consumption 
(Year-on-year change in percent for consumption, bal-
ance/diffusion index for confidence) 

 

Source: Bloomberg, LGT Capital Partners 
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Meanwhile, Zero Covid will tend to blunt the impact of the 

macro stimulus measures that Beijing has announced so far. 

The continued deleveraging of the over-indebted residential 

property sector as well as lingering concerns about further 

sudden regulatory interventions in the tech sector provide 

further headwinds.  

 

Of course, domestic activity will rebound after the current 

virus infection wave fades. Still, the adherence to the same 

lockdown policies in the third year of Covid means that 

some uncertainty about China's macro outlook will linger on 

for some time, at the very least among foreign business 

people and investors. 

 

Thus, the only consolation at this point on the global level is 

the relative resilience of the US economy, which seems on 

track to deliver a growth rate that is higher than China's for 

the first time in half a century. Unfortunately, this makes it 

even more likely that the Fed will keep its hawkish monetary 

policy bias, which will worry investors and cool growth fur-

ther over time.  

 

Finally, reducing the headline inflation in the West will de-

pend not only on monetary tightening but also on how the 

war in Ukraine and the pandemic play out in the coming 

weeks and months. The combination of these uncertainties 

certainly makes for an unusually challenging outlook.   

 

Broadening US dollar strength  
 

Reflecting the prospect for higher interest rates in the US, es-

pecially when compared to most other economies, the US dol-

lar has been successively gaining in strength globally (graph 6).  

This broadening shift in favor of the USD began last summer, 

when the US Federal Reserve first began to signal it would 

have to bring forward its plan to raise interest rate hikes. 

 

 
 

The events that followed successively confirmed that the envi-

ronment favors the greenback against more and more other 

currencies. Most recently, when Chinese authorities imposed 

the hard lockdown of Shanghai, the USD began to surge 

against the Chinese yuan's managed exchange rate as well. 

Beijing's adherence to Zero Covid implies a need to ease Chi-

nese monetary policy further amid a weakening domestic 

economy, while the US has ample room to keep tightening due 

to the overheated domestic demand.   

 

Current positioning  
 

Concluding, while we have been gradually re-deploying our 

previously very high cash reserves in the markets since April, 

our overall asset allocation remains on the defensive side: 

We hold equities (including listed real estate) and fixed in-

come at an underweight, albeit to a lesser degree than be-

fore. We are also overweight gold, the US dollar, and liquid-

ity.  

 

Within equities, we favor the US as a region and Real Estate 

Investment Trusts (REITS) as a public market proxy for real 

assets, which tend to perform relatively well in inflationary 

environments. Within fixed income, we favor emerging mar-

ket issuers, although also to a lesser degree than before. 

Our view on gold as useful diversifier has not changed either 

and our tactical position is now double of what it was last 

month. However, we are inclined to reduce the quota again 

on strength.  

 

In currencies, we continue to favor the US dollar – actively 

by having taken an outright long position against the euro, 

and passively against Asian emerging markets' currencies 

(i.e. resulting from our allocations in that region). Finally, we 

reiterate the importance of liquid alternatives, which have 

generally performed well this year and hence contributed to 

our portfolios' overall stability, as intended.  

    

END OF REPORT 

 

Graph 5 

China residential property and industrial production  
(Year-on-year change in percent) 

 

Source: Bloomberg, LGT Capital Partners 
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Graph 6 

Globally stronger US dollar  
(Rebased to 100 per end-2020, price of 1 USD) 

 

Source: Bloomberg, LGT Capital Partners 
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Strategic scenario landscape  

 

Our strategic asset allocation (SAA) is based on a set of macro scenarios that are reviewed annually and adjusted or changed if neces-

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

emerged compared to the previous year's observations. 

 
 

LGT Capital Partners: tactical asset allocation  

 

The tactical asset allocation (TAA) is set quarterly with a time horizon of up to six months. The table shows our current positioning ver-

sus the strategic allocation (SAA) of the LGT Group Endowment, or Princely Strategy.  
  

 Equities: overall underweight, with bearish positions in Europe and emerging Asia   

 Fixed income: underweight due to our positioning in investment grade and high yield bonds       

 Alternatives and currencies: long positions in gold and the USD against the EUR, underweight in EM currencies 
  

 
 

Reference portfolio: LGT GIM Balanced (USD). The TAA is valid for all similar portfolios but various restrictions or liquidity considerations can lead to deviations in implementation. In currencies, “others" 
represents indirect exposures resulting from unhedged positions in markets against the base currency. * Includes global government, inflation-linked and corporate bonds. 
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Economic and corporate fundamentals 
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 USA China Eurozone Japan Germany Britain France Canada Korea

Gross domestic  produc t (GDP)

Nominal, this year¹ bn USD 25,347 19,912 14,493 4,912 4,257 3,376 2,937 2,221 1,805

Per Capita, purchasing power parity¹  USD, PPP 76,027 21,364 40,965 48,814 63,271 55,301 56,036 57,812 53,051

Real growth this year¹ Consensus 2.7% 4.8% 2.7% 2.0% 2.0% 3.8% 3.0% 4.1% 2.8%

Real growth next year¹ Consensus 2.0% 5.2% 2.3% 1.8% 2.5% 1.4% 1.9% 2.6% 2.6%

Real growth current quarter Annualized -1.4% 5.3% 1.1% -1.0% 0.2% 0.8% 0.0% 6.7% 0.7%

Unemployment this year Consensus 3.6% 4.0% 6.9% 2.6% 5.0% 4.0% 7.3% 5.3% 3.5%

Inflation this year Consensus 7.1% 2.2% 6.7% 1.6% 6.8% 7.7% 4.8% 5.6% 4.0%

Inflation next year Consensus 3.0% 2.2% 2.7% 1.1% 2.8% 4.0% 2.4% 2.6% 2.1%

Purchasing manager index (comp.) ² Neutral: 50 56 37 56 51 54 56 56 56 52
          

Structural budget balance/GDP IMF -5.3% -7.0% -3.5% -7.3% -2.0% -4.4% -5.3% -2.3% -1.3%

Gross government debt/GDP IMF 125.6% 77.8% 95.2% 262.5% 70.9% 87.8% 112.6% 101.8% 52.0%

Current account balance/GDP IMF -3.5% 1.1% 1.8% 2.4% 5.9% -5.5% -1.8% 1.1% 2.2%

International currency reserves bn USD 36.5 3,119.7 542.3 1,195.4 37.2 115.1 51.8 78.1 433.0
         

Govt bond yield   2yr ³ % p.a. 2.61% 2.20% 0.74% -0.06% 0.42% 1.57% 0.29% 2.64% 2.93%

Govt bond yield   10yr ³ % p.a. 2.84% 2.79% 1.67% 0.24% 1.01% 1.97% 1.54% 2.83% 3.25%

Main policy interest rate ⁴ % p.a. 1.00% 4.35% 0.00% -0.10% 0.00% 1.00% 0.00% 0.25% 1.50%
Spread 10y-2y treasury yield Basis points 22.5 59.1 93.0 29.9 59.1 39.8 124.8 18.8 32.1
¹ IMF estimates  ² Manufacturing PMI for Korea  ³ Currency swap rates for China and Brazil and closest ESM/EFSF bond for Eurozone  ⁴ Max target rate for Fed

 USA China Eurozone Japan Germany Britain France Canada Korea
Exchange capitalization* bn USD 42,448 15,643 8,191 5,607 2,184 3,117 2,742 2,984 1,901

Growth in earnings per share, estimated (MSCI)

12 months forward / trailing 12 monthsConsensus 19.9% 18.5% 10.6% 11.5% 14.6% 31.8% 64.6% 24.6% 8.3%
Next fy / 12m fwd Consensus 4.8% 4.0% 9.5% 3.3% 4.0% 2.0% 0.5% 1.9% 5.8%

Growth in revenue per share, estimated (MSCI)

12m fwd / trail 12m Consensus 8.4% 6.3% 10.4% 7.0% 5.4% 13.0% 10.9% 0.2% 5.9%
Next fy / 12m fwd Consensus 2.9% 1.4% 6.3% 1.7% 2.2% 1.1% -1.0% 4.6% 3.4%

Valuations (MSCI)

Price-Earnings Ratio (est 12m fwd) Consensus 17.06 12.05 10.43 12.29 10.62 12.16 10.47 12.16 9.02

Price-Sales Ratio (est 12m fwd) Consensus 2.29 1.06 0.91 0.91 0.80 1.15 1.25 1.92 0.74
Dividend yield Consensus 1.60 3.41 2.60 2.63 3.72 3.16 4.12 3.07 2.25
* China market cap includes Hong Kong | Source: Bloomberg Data per: 24.05.2022
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