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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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Unleashed!

Some 50 years ago, “Bretton Woods”, 
the last international monetary order, and 
with it the last link between money and 
the price of gold, was buried in a televised 
speech. Reason enough to review the 
developments and look into the future. 
Have the limits of fiat money been 
exhausted and are we even facing a new 
monetary order due to digitalization? 

It is true that most currencies broke with the actual gold stan-

dard as early as the First World War. However, the post-war 

monetary order established at the Bretton Woods conference 

in 1944 once again led to a weakened version of the gold 

standard. The US dollar served as a global anchor currency, 

which was to be exchanged in gold at any time at a fixed rate 

of 35 USD per troy ounce, while all other currencies were 

pegged to the dollar at a fixed exchange rate and thus still 

indirectly to gold. From then on, the world relied on the  

Americans’ promise to fully exchange all dollars for physical 

gold on demand, at any time. But the system soon began to 

encounter difficulties. To finance the horrendous war expen-

ditures and President Johnson’s elaborate “Great Society” 

social program, the treasury turned to the printing press 

(note the parallels to today), which increasingly diminished the 

purchasing power of the greenback. Foreign central banks 

had to buy up the rapidly growing dollar supply to stabilize 

their exchange rates. Their accumulated dollar holdings soon 

exceeded the gold reserves at Fort Knox, which is why the  

US had long been unable to keep its redemption promise.  

The gold reserves melted away, threatening insolvency. On 

Sunday evening, August 15, 1971, President Nixon pulled the 

emergency brake and announced on television that he was 

ending the gold standard, contrary to the contractual agree-

ment. It was the nail in the coffin for gold money, the biggest 

gold heist, indeed the biggest act of monetary expropriation 

in history.

Consequently, the last link between money and the yellow 

precious metal was broken. Henceforth, trust in state institu-

tions was to suffice to give money a value. Thus, all currencies 

became irredeemable paper money that could be multiplied  

unhindered and seemingly without limits. For many years, a 

certain degree of restraint was exercised. But since the financial 

crisis at the latest, reaching into the monetary poison cabinet 

has become routine. Bankrupt banks and deficient budgets 

were financed for years with newly created money. The pur-

chase of government debt, once considered an extraordinary 

measure, has long since become part of the standard repertoire 

of monetary policy.
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Hardly anyone seems to mind anymore that the boundaries 

between fiscal and monetary policy are becoming increasingly 

blurred. In Europe, former finance ministers are becoming 

central bankers, in the US vice versa. Central banks are increas-

ingly degenerating into mere vicarious agents of extravagantly 

spending governments, which means that there are virtually 

no longer any limits to the financing of governments’ spending 

desires. Joe Biden’s “American Family Plan,” for example,  

is set to become the biggest social program since Johnson’s 

aforementioned “Great Society”. And there is no change of 

direction in sight. The growing cracks in the social fabric are  

calling for more and more fiscal spackle, and the central banks 

are ensuring that it can be financed. It goes without saying 

that the institutionalized independence of the monetary watch-

dogs will de facto be jeopardized if they permanently become 

the most important buyers of government debt. But monetary  

policy is becoming increasingly politicized anyway. Central 

banks are supposed to take care of social inequality, affordable  

housing, and climate change – for which they have neither 

democratic legitimacy nor competence – instead of focusing 

on their softened price stability targets. Secretly, one wishes 

for somewhat higher inflation rates anyway, because negative  

real interest rates are the only seemingly proven means of 

creeping devaluation of horrendous debt. The more the fiat 

money system is exhausted, however, the stronger the correc-

tive forces of the markets, which are pushing for a clearing 

of pent-up undesirable developments, will have to be kept in 

check by repressive state interventions, via regulations and bans.

This raises the question of why we have not seen a widespread 

loss of confidence in state institutions and their currencies so 

far. It is probably mainly the lack of alternatives that keeps 

savers from fleeing from these currencies. After all, none of 

the major currencies is free of symptoms of creeping stability 

erosion. And private cryptocurrencies will not ultimately pro- 

vide any real competition for the existing reserve currencies –  

simply because they are not allowed to. Their widespread use 

would undermine the state’s monetary monopoly and thus 

deprive authorities of their cherished money creation profits. 

Decentralized, uncontrolled, private digital currencies with 

anonymized transactions are precisely not in the interest of  

the Leviathan. Their possession and use will therefore sooner 

or later be restricted, taxed, or banned altogether.

But not even money can resist digitalization. Most central 

banks will therefore introduce a first generation of digital 

central bank currencies before the end of this decade, with the 

aim of maintaining monetary sovereignty, the effectiveness  

of their monetary policy and ultimately their own relevance  

in the digital age. After money finally broke free from its 

golden shackles 50 years ago, paper money will soon shed its 

physical dress as well. However, there can be no talk of a new 

monetary order. The transition from paper to digital money 

will be carried out extremely carefully so as not to undermine 

the existing financial architecture.

But digital cash has other advantages from governments’ point 

of view. Transactions will hardly ever be as anonymous as with 

paper money, and its programmable nature could open up 

entirely new possibilities – such as the enforcement of negative 

interest rates or automatic tax collection – and open the door 

to abuse. So it is surely no coincidence that the authoritarian 

regime in China, of all places, is particularly fond of digital 

central bank currency. And even if the Fed, ECB & co. deny 

corresponding intentions, monetary history shows: It would be 

naive to assume that the state will not also consider these new 

possibilities sooner or later to finance its expenditures and to 

tame market forces – lucky who could exchange his 35 paper 

dollars for a fine ounce of gold back then: These roughly  

31 grams of ultimate hard currency cost 1800 USD today.

Johannes Oehri

Senior Economist 
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What a year ago would have been considered a rose-tinted 

best-case scenario has become a black-and-white fact: For the 

entire global economy, the corona slump is history – making 

it go down in the annals as the sharpest, but also the shortest 

recession of all time. Nevertheless, the corona pandemic will 

continue to affect us for some time to come. The course of 

infection rates and the emergence of new viral mutations 

remain unpredictable, and the interactions between epide-

miological variables and policy decisions remain complex. On 

the other hand, there is hope that future outbreaks will have 

less of an impact on the economy thanks to rising vaccination 

coverage rates. 

The economic outlook is less contrasting than it was three 

months ago, with all regions of the world now showing signs 

of a strong catch-up boom. China has virtually overcome the 

pandemic and – despite all the prophecies of doom due to the 

scaled-back credit stimulus policy – is “back on track” in terms 

of economic development. In the US, the (globally strongest) 

rebound has been and continues to be tuned to high pressure 

with government infrastructure programs, vouched for not 

least by Treasury Secretary and former Federal Reserve Chair 

Janet Yellen. Even the eurozone, which until recently was still 

trapped in lockdowns, enjoys improved economic prospects. 

In line with the cyclical findings, inflation, unimaginable until 

recently, has become an issue again: In step with the recovery, 

the combination of supply-side restrictions (keyword: de-glo-

balization) and stronger demand is leading to rising price 

pressure. It remains to be seen how temporary this phenom-

enon, widely downplayed as an “inflation hump”, really is. 

The break-even inflation rates, currently at the upper edge of 

their long-term sideways band, do not yet provide a conclusive 

answer. Monetary normalization, however, is and will remain a 

non-issue for the central banks for some time to come: Corona 

serves as a welcome justification or excuse to perpetuate a 

policy that was masterminded long ago. 

In our main scenario, the strong recovery continues. Neverthe-

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

monetary stimulus in history. Admittedly, these two positive 

factors are largely priced in, which is why the trees are unlikely 

to grow to the stock market sky. Given this constellation, we 

recommend a tactical positioning with only a slightly overweight 

in equities, in combination with a substantial gold position. 

Are the trees growing to the stock market sky?

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
Best case

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 September 27, 2021

*  Includes global government, inflation-linked, and corporate bonds
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CHF: Bon appétit

Michel Roth

Stress leads to loss of appetite – this also applies to investors’ 

appetite for risk. The Swiss franc serves as a barometer for this 

in the currency segment. If the global economy strengthens, 

risk appetite increases and the low-yielding Helvetic currency 

falls. Conversely, if economic uncertainty increases, the Swiss 

franc strengthens. This has been the case since June. So are 

we once again in a period of economic stress? 

Indeed, global momentum has recently passed its peak and is 

currently transitioning to a lower growth path. There are three 

hurdles to overcome: the rapid spread of the highly contagious  

delta variant, fears of an excessive slowdown in China, and 

global supply bottlenecks. For the safe haven called franc, this 

means temporary upside. But not in the medium term. Delta is 

not considered vaccine-resistant, and there are increasing signs  

of monetary easing in China. Ultimately, the supply bottlenecks 

should also be put into perspective. As growth peaks, demand 

will gradually decline, reducing the mismatch between supply 

and demand. However, thanks to the ongoing low interest 

rate policy and high savings rates – i.e. future investment 

spending – it remains likely that a new equilibrium will settle 

below the growth peak, but above the long-term trend. Once 

this new steady state is established, the franc should weaken 

and risk appetite return. Well then, bon appétit. 

Overview of currencies as per September 27, 2021

Currencies Exchange 
rate

Year-to- 
date

Medium-term 
trend

Comment

EUR-USD 1.17 -4.4% Money glut vs. economic recovery keep EUR trading sideways

GBP-USD 1.37 0.3% Brexit is no longer an issue for market participants

USD-JPY 110.99 7.5% Kuroda’s BoJ likely to rank among the last to seek normalization

USD-CHF 0.93 4.8% Fed’s thinking about policy normalization strengthens the greenback

AUD-USD 0.73 -5.6% The AUD has moved away from “down under”, but remains trapped in a sideways trend

USD-CAD 1.26 -0.8% The appreciation trend in the Loonie is still intact for the time being

USD-SGD 1.35 2.4% Recapturing the support level at 1.32 is put further into doubt

USD-KRW 1176.85 8.3% KRW shows weakness and provides positive impetus for the export economy

USD-CNY 6.46 -1.2% The psychological mark at 7 corresponds to a solid resistance

USD-MXN 20.10 0.9% MXN caught in sideways pull

USD-RUB 72.59 -1.9% The energy complex remains an important pillar of support for the RUB

EUR-CHF 1.08 0.2% No tightening of the monetary policy reins is to be expected from the SNB

EUR-SEK 10.18 1.3% The SEK remains unjustifiably undervalued from a fundamental perspective

EUR-NOK 10.06 -4.0% A positive growth outlook and a hawkish Norges Bank support the NOK

  Trade-weighted CHF
  Global economic policy uncertainty index (rhs)

Source: Refinitiv, LGT
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Actually, there is only one topic for many economists and 

investors this year: the surprisingly high inflation. In Germany, 

it has reached its highest level in almost 30 years. The German 

Bundesbank expects that the inflation rate could still climb 

to 5%. In the US, consumer price inflation has already been 

above this mark for months. 

Commodities and various intermediate goods are difficult to 

obtain, and together with rising shipping and transport costs 

this even led to an increase of over 8% in the US index for 

producer prices in August. The Bloomberg Commodity Index, 

which tracks price trends for about two dozen commodities, 

recorded its highest level since 2015, rising about 70% since 

the spring of 2020. Of course, the current rise in inflation is 

also due to temporary base and extraordinary effects. But 

there are increasing signals and warnings that inflation could 

stay higher for longer. For example, producer and import 

prices – as upstream price levels – are climbing as strongly 

as they did in the 1970s and 1980s. In this environment, the 

central banks’ extremely loose monetary policy stands rather 

askew in the landscape.

Although central bankers never tire of describing the price 

trend as merely a temporary phenomenon, the conflict is 

becoming increasingly obvious. The current situation is taking 

on historic dimensions. Nominal interest rates have never been 

so low, and real interest rates on long-dated bonds have never 

been negative for as long as they are now. Central banks’ 

balance sheets have never been so bloated – except in times 

of war. Public sector debt is in some cases even higher than it 

was during World War II.

Financial markets are also rising to ever new record highs. 

Investors and politicians are now relying on the money glut. 

This makes the normalization of fiscal as well as monetary 

policy particularly protracted and difficult this time around, 

and the challenge increases the later this process begins. Of 

course, central bankers do not want to cause a crash, so they 

will talk about normalization or tapering, but at best they 

will do it in homeopathic doses. An actual interest rate hike, 

however, is not on the agenda for quite some time. 

Government bonds:  
Historical moments
Ewald Duer

Overview policy rates and yields on 10y government bonds as per September 27, 2021

Economy Policy rate Trend Comment 10y yield Trend Comment

USA 0.125% No rate increase in foreseeable future 1.48% Higher inflation reflected in higher yields

Eurozone (DE) 0.00% No rate increase in foreseeable future -0.23% Unchanged loose ECB helps to keep yields low

Japan -0.10% No rate increase in foreseeable future 0.06% Kuroda buys and supports Nippon’s bonds

UK 0.10% No rate increase in foreseeable future 0.96% Yields pave their way towards the north

Switzerland -0.75% No rate increase in foreseeable future -0.15% Swiss yields remain negative but in demand

Brazil 6.25% Gradual tightening priced in 11.07% Remains on a northward course

China 3.85% No rate increase in foreseeable future 2.88% Positive but challenged growth

Yield of US government bonds

  Yield of 10Y US government bond Source: Refinitiv, LGT
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The topic of inflation remains high on the agenda and divides 

investors into two camps. On the one hand, we have the 

“Permanent” team. This team expects that the extreme support 

measures for the economy as well as the loose monetary 

policy will result in a sustained upswing in inflation rates. The 

representatives of the “Transitory” camp act as opponents. 

They justify the rising price trend with the strongly distorting 

effects due to the pandemic and see the trend as only tempo-

rary. The representatives of the most powerful central banks 

are also playing on this team.

Market-based inflation expectations indicate that this assump-

tion is supported for the time being. The 10-year US breakeven 

inflation rate, for example, has been moving sideways in a 

narrow range since the end of May and stands at 2.3%. The 

European measure remains below the ECB’s annual inflation  

target of 2%. Another indication for team “Transitory” is 

also the persistent inverse structure in the US inflation curve. 

Thus, the central bankers’ camp is in the lead, but the game is 

far from being over. The monthly US labor market report for 

August already showed conflicting signals. Employment rose 

much less than expected. At the same time, however, hourly 

wages increased at a surprisingly strong rate of 0.6% month-

on-month and 4.3% annualized, and the unemployment rate 

fell to 5.2%. In Europe, wage pressure has so far been weaker 

due to the overall higher unemployment rate and the fact that 

the upswing is not yet so far advanced. There is a risk that the 

current inflationary momentum will not abate as quickly as 

central banks hope for, but will instead become entrenched 

via higher inflation expectations and rising wages. Economic 

development continues to depend heavily on the course of  

the pandemic.

We expect the new wave of infection to slow down the 

recovery, but not to stall it. Furthermore, the general global  

economic policy will continue to have a clearly inflation- 

friendly effect for some time to come. We take this into 

account and deliberately mix inflation-linked bonds into our 

portfolios. In a global bond portfolio, the current ratio is a 

good 20%. 

Inflation-linked bonds:  
For the time being 1:0 for team “Transitory”
Dieter Gassner

Emerging markets hard currency bonds:  
“Per aspera ad astra”
Ikram Boulfernane

In recent months, the constellation in the investment sky for 

emerging market hard currency bonds has not been exhila-

rating. The global spread of the delta variant caused unease 

among the investors. Pandemic-related risks are affecting 

emerging markets (EM) more than their developed counter-

parts, especially as they have a slower vaccination pace due  

to their weaker healthcare infrastructure.

However, the biggest source of uncertainty remains China. 

The waning credit impulse – a metric that indicates how much 

credit expansion is driving or, as now, holding back economic 

development – regulatory crackdowns, and COVID-19-related 

restrictions are revising Beijing’s growth forecasts downward 

– leaving a mark on the entire EM complex. The latest leading 

indicators are already predicting a slowdown in expansionary 

momentum, which means that economic activity is likely to 

stabilize rather than intensify.

In contrast, EM macro fundamentals are intact and investors’ 

appetite for risk is supported by global growth. In addition, 

the US dollar is also providing positive momentum to EM hard 

currency bonds. Recent US macro data counter the “hawkish” 

interpretation of the US monetary policy turnaround. An 

interest rate hike in the near future has lost some of its appeal. 

The Federal Reserve’s “tapering” of securities purchases is no 

surprise and its announcement is widely expected. A dramatic 

capital withdrawal from EM as during the “taper tantrum” 

in 2013 is not written in the stars for now – nor is a marked 

greenback strength. Neither does the relative interest rate 

differential between Washington and its trading partners  

nor the state of the US trade deficit argue for an appreciation  

of the US currency – a support for emerging market hard 

currency bonds. 

“Per aspera ad astra” – the Latin proverb says “through hard-

ships to the stars.” And this is exactly the case for EM hard 

currency bonds, which are trying to carve a path northward 

in the field of these ambivalent forces to attract the favor of 

international investors with yields in their orbit. 
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There are definitely stress factors for the stock markets. The 

recovery of the global economy is weakening, the corona 

pandemic is going into overtime, and inflation remains high 

for the time being. Nevertheless, it is important to note that 

the US economy remains under steam and the Federal Reserve 

has so far opened the money floodgates wide. 

In this environment, the picture within the US equity market  

is divided. Well-known standard stock indices such as the  

S&P 500 and Nasdaq 100 have recently continued to chase 

records. The broad mass of stocks, on the other hand, is no 

longer making any real headway. For example, small cap 

indices have only been moving sideways for months. In tech-

nical jargon, one speaks of a decreasing market breadth, 

which is tantamount to an unfavorable finger pointing in the 

context of our market structure analysis.

This means that we have already arrived at the heart of the 

behavioral finance analysis. Our indicator set, which summa-

rizes important market or investor signals beyond the market 

structure, increasingly provides negative signals in the short 

term. For example, many investors are already invested and 

it is currently difficult to mobilize the fuel – additional invest-

ments in the stock market – for the next price surge on the 

stock markets.

In addition, the markets are in a seasonally difficult phase at 

the beginning of fall, which is often accompanied by stronger 

price fluctuations instead of rising prices. Accordingly, a more 

cautious strategy is recommended at least until mid-October. 

Normally, this so-called “seasonal pattern” is reported in the 

relevant media and investors tend to adopt a more cautious 

stance during the difficult months. This has only been the  

case to a limited extent in the US this year, with institutional 

investors currently underestimating the risks. 

The set of indicators thus confirms the results of our market 

structure analysis: The shorter-term uptrend is in danger. But  

a short market shakeout – in line with the seasonal pattern –  

should resolve many of the issues mentioned above. Investors  

should be prepared for the possibility of a temporary price dip 

in the coming weeks. But: As the long-term, intact upward 

trend continues to have a positive effect in the background 

and no change in the “buy-the-dip” behavior of investors is in 

sight, a strong price recovery would be expected again after-

wards in the aforementioned case. Volatility could therefore be 

the winner in the so-called “turnaround” month of October. 

Equities US:  
Seasonal greetings
Manfred Hofer

Overview of equity markets as per September 27, 2021

Equities US

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

* annualized

Stock market (MSCI indices) year-to-date since 09/27/2020 since 09/27/2016* Trend Comment

United States (USD) 18.6% 36.8% 17.5% Strong upwards trend

Eurozone (EUR) 18.4% 35.9% 9.6% Strong upwards trend

Japan (JPY) 17.0% 32.2% 11.7% Strong upwards trend

United Kingdom (GBP) 13.0% 25.5% 4.2% Strong upwards trend

Germany (EUR) 12.5% 23.0% 7.3% Strong upwards trend

Switzerland (CHF) 12.2% 16.6% 10.0% Strong upwards trend

China (CNY) -16.9% -5.3% 8.6% Downwards trend

Emerging markets (USD) -0.2% 22.1% 9.3% Sideways trend

Source: Refinitiv, LGT
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Tokyo’s stock market seems to have been kissed awake recently: 

After months in which the MSCI Japan Index seemed stuck 

in a sideways no-man’s land between the strong Western 

markets and the weak Eastern exchanges, the Summer Olym-

pics in Tokyo apparently helped put the market back in the 

international spotlight.

What investors discovered in the process seemed to please.  

In just a few weeks, Japanese equities have almost completely 

closed most of the performance gap with the US and Europe 

that they had opened up since the beginning of the year. At 

this point, we have repeatedly pointed out the fundamentally  

robust recovery of the strong economy, despite corona. A 

growing number of investors now seem to share this view. In 

addition, after a failed start, Japan has now also caught up 

with the West in terms of vaccination rates, which means that 

it could become the first country in Asia-Pacific to reopen  

its borders.

Politics also delivered a good surprise: Prime Minister Yoshihide  

Suga voluntarily left the field for more popular candidates, thus 

improving the Liberal Democratic Party’s chances of retaining 

its dominant parliamentary majority in the elections due by the 

end of November – which also raises hopes of fresh impetus 

for economic and reform policy. 

Equities Europe:  
Autumn Blues?
Ralf Piersig

Three months have already passed since our last article, but 

overall not much seems to have happened on the European 

stock markets. The most important leading indices were able 

to post a return of about 1% with volatility remaining low 

overall. However, more significant price differences emerged in 

the subsectors: A rise in new COVID-19 infections weighed on 

airlines, hotel operators, and bricks-and-mortar retail prices, 

while technology stocks remained in demand.

Looking ahead to the coming months, however, we believe 

the focus will shift from the acute fight against COVID-19  

to new issues. After the economy and corporate earnings 

recovered quickly in the first half of the year, the focus is now 

likely to shift increasingly to cost pressures from significant 

increases in commodity and energy costs, signs of a slowdown 

in economic growth, and public sector financing (spending 

cuts or rising debt). We believe the ingredients are in place for 

a return of volatility to the equity markets – accompanied by a 

possible price setback. We therefore confirm our assessment 

from the last article and recommend to remain cautiously  

positioned for the time being. 

Equities Japan:  
Kissed awake by Olympia
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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The index for emerging market stocks has been unable to keep 

pace with the US-dominated world stock index since February. 

The reason lies in China, which has thrown several regulatory 

sticks between the legs of its high-tech corporations in recent 

months. For many years, the West expected a Chinese wave 

of opening and liberalization. But now the true face of China’s 

state capitalism is showing, in whose understanding entrepre-

neurship serves the achievement of state goals.

Recent regulatory measures have been aimed at curbing the 

proliferation of the private sector and bringing it more in line 

with the state’s broad social and political priorities. This has 

particularly affected Hong Kong-listed technology giants, which 

are heavily represented in the emerging markets index. In any 

case, regulatory pressure and the lack of transparency are 

likely to remain high at least until the National Party Congress 

in the fall of 2022, and with it the political risk premium. It is 

therefore still too early to buy Chinese equities. 

Emerging market equities:  
Made in China
Johannes Oehri

Private equity: 
Solving the liquidity puzzle for private equity assets
Trushna Anand Jhaveri

Private equity investing historically had a fairly straightforward 

model: investors committed to blind-pool funds, which would 

then acquire control in several companies. After a period of 

active value creation, these companies were then sold on to 

another owner or taken public, thus generating liquidity for 

investors. However, public listings have lost much of their 

appeal over the last 20 years, as evidenced by the declining 

number of listed companies and corresponding increase in the 

number of companies under private ownership. 

Managers are generally reluctant to sell “winners” – companies 

that generate, and continue to compound, significant value –  

but sometimes feel pressured to do so to satisfy investors’ 

liquidity expectations. They realize that, to deliver on their 

investors’ expectations, they must solve the puzzle of two 

potentially diverging objectives: maximize value on the under-

lying investments but also generate liquidity for investors. 

Therefore, they are increasingly willing to consider alternatives 

to the traditional private equity model.

The secondary market offers investors a path to liquidity (by 

selling out of their positions) while permitting managers to pre-

serve the ability to build value in the underlying asset. Indeed, 

the secondaries market has grown substantially in the last 

decade, and manager-facilitated transactions have accelerated  

even faster, already representing 30% of the secondaries market.

We are thus observing a new private equity model evolve, where 

a financial sponsor can regularly reshuffle the investor base and  

permit passive minority shareholders to trade in and out while  

the company maintains the flexibility of a privately held busi-

ness. Such transactions are quickly evolving to the next level to  

become company-level liquidity solutions, giving the manager 

free reign over the transaction, and allowing near-term liquidity 

to be traded for long-term value creation while retaining full 

control over the asset, including the final exit route. 

As such, an active and innovative secondary market is a key 

source of liquidity in this growing asset class. We see private 

equity continuing to grow in importance for investors’ port-

folios and for the financial industry at large. 

Equity price indices in USD, indexed as of 03/23/2020
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Real estate:  
Housing inflation
Boris Pavlu

“Transitory or non-transitory?” – when it comes to inflation,  

this is the hotly debated question of the moment. And although 

many of the factors driving inflation do indeed seem to be 

temporary in nature, there are also developments that go 

beyond base effects and short-term bottlenecks.

The rise in housing prices, for example, is a long-term trend  

in many countries that has recently accelerated. Although 

house prices do not usually find their way directly into inflation 

statistics, they are certainly capable of boosting effective rents 

and owner-occupied rental values, which are very much in use. 

The latter generally account for around one-third of the basket 

of goods and services from which the consumer price index 

is calculated. In the US, for example, while the housing cost 

component has risen faster than overall inflation, it lags well 

behind the strong increase in house prices, which suggests 

future price pressures from this side. But of course this is not 

compelling, as the effect is indirect and housing prices could  

in turn cool down again. Still, there seem to be more than 

transitory forces at work in inflation. 

Insurance-linked securities: 
Have we reached a tipping point?
Siti Dawson

The hurricane season is in full swing and has already seen a 

good number of storms, including multiple major hurricanes. 

On 29 August, hurricane Ida made landfall in Louisiana as a 

massive Cat 4 storm and later caused additional damage on the 

North-East coast of the US. As Ida affected densely populated 

areas with significant insured values, it is already apparent that 

the damages caused by winds, storm surge and flash floods 

will have a significant impact on reinsurance and ILS markets.

In a year without any other major natural catastrophe events, 

a hurricane like Ida would typically not suffice to significantly 

change the premium levels or market participants’ view on 

risk assessment. However, Ida is already the third large loss 

event in the calendar year 2021, after US-winter storm Uri in 

February and the very extensive European flood events in July 

and August. The combined insured loss from these events is 

putting an enormous pressure on primary insurers and will 

likely erode significant blocks of reinsurance capacity. This 

brings up the question whether – despite the very successful 

renewal rounds of 2021 – the seemingly increasing frequency 

of weather-related natural disasters and the consecutive 

performance impact outweigh the diversifying benefits of ILS 

as an asset class.

As a direct consequence of the above-average loss activity of 

recent years, market participants are going through a funda-

mental re-assessment of potential loss events. It is already 

clear that the market is not only facing a significant shift in 

risk pricing, but also a substantial “re-underwriting” of rein-

surance contracts. Primary insurers are already reviewing and 

optimizing their client portfolios, reduce the policy count in 

exposed zones (for example flood / fire / wind zones) and gener-

ally increase their retention levels and deductibles to improve 

the attractiveness of their reinsurance programs to ensure a 

successful placement. At the same time, providers of reinsur-

ance capacity – including the ILS market – are being much 

more selective on the type of risk assumed, and are reviewing 

the actual portfolio composition of the primary book even 

more in-depth. All these measures are ultimately leading to 

more robust portfolios and a better compensation of the risks 

assumed by investors who are considering an allocation to  

the ILS space. 

US inflation and housing costs
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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 
08/31/2021

Performance 
2021

Performance
-3 years p.a.

Performance 
-5 years p.a.

Multi asset class

LGT Alpha Indexing Fund (CHF) B LI0101102999 30.04.2009 CHF 1790.20 6.33% 4.91% 3.60%

LGT GIM Balanced (CHF) B LI0108469029 31.01.2010 CHF 14020.89 8.01% 5.80% 4.03%

LGT GIM Balanced (EUR) B LI0108469169 31.01.2010 EUR 15791.70 8.17% 6.39% 4.37%

LGT GIM Balanced (USD) B LI0108468880 31.01.2010 USD 16651.54 7.84% 8.28% 6.35%

LGT GIM Growth (CHF) B LI0108469268 31.01.2010 CHF 15754.81 11.02% 7.04% 5.50%

LGT GIM Growth (EUR) B LI0108469318 31.01.2010 EUR 18032.25 11.18% 7.65% 5.86%

LGT GIM Growth (USD) B LI0108469250 31.01.2010 USD 18729.59 10.71% 9.55% 7.84%

LGT Sustainable Strategy 3 Years (CHF) B LI0350494782 10.11.1999 CHF 1104.95 2.77% 3.28% 2.24%

LGT Sustainable Strategy 3 Years (EUR) B LI0008232162 10.11.1999 EUR 1907.76 2.98% 3.90% 2.74%

LGT Sustainable Strategy 3 Years (USD) B LI0350494840 30.04.2010 USD 1223.56 2.70% 5.60% 4.62%

LGT Sustainable Strategy 4 Years (CHF) B LI0350494907 10.11.1999 CHF 1175.04 6.12% 5.26% 3.92%

LGT Sustainable Strategy 4 Years (EUR) B LI0008232220 10.11.1999 EUR 2003.64 6.35% 5.93% 4.46%

LGT Sustainable Strategy 4 Years (USD) B LI0350494998 30.04.2010 USD 1300.71 5.96% 7.68% 6.34%

LGT Sustainable Strategy 5 Years (CHF) B LI0350495169 01.10.2004 CHF 1226.62 8.92% 6.59% 5.09%

LGT Sustainable Strategy 5 Years (EUR) B LI0019352926 01.10.2004 EUR 2137.04 9.16% 7.27% 5.58%

LGT Sustainable Strategy 5 Years (USD) B LI0350495227 30.04.2010 USD 1356.50 8.68% 9.00% 7.44%

Money market

LGT Money Market Fund (CHF) B LI0015327682 19.01.1998 CHF 1067.60 -0.55% -0.82% -0.83%

LGT Money Market Fund (EUR) B LI0015327740 19.01.1998 EUR 689.35 -0.41% -0.50% -0.45%

LGT Money Market Fund (USD) B LI0015327757 19.01.1998 USD 1546.05 -0.04% 1.08% 1.07%

Bonds

LGT Bond Fund EMMA LC (CHF) B LI0133634688 30.09.2011 CHF 1110.35 -0.38% 2.90% 0.16%

LGT Bond Fund EMMA LC (EUR) B LI0133634662 30.09.2011 EUR 1251.80 -0.37% 4.28% 0.40%

LGT Bond Fund EMMA LC (USD) B LI0133634670 30.09.2011 USD 1100.23 -3.87% 4.77% 1.58%

LGT Sustainable Bond Fund EM Defensive (CHF) B LI0183910038 30.06.2012 CHF 976.92 -1.29% 0.93% 0.20%

LGT Sustainable Bond Fund EM Defensive (EUR) B LI0183910012 09.07.2012 EUR 1017.58 -1.00% 1.42% 0.69%

LGT Sustainable Bond Fund EM Defensive (USD) B LI0183909998 15.12.2011 USD 1151.32 -0.47% 3.46% 2.78%

LGT Sustainable Bond Fund Global Inflation Linked (CHF) B LI0148578045 17.04.2012 CHF 950.25 1.53% 0.60% -0.53%

LGT Sustainable Bond Fund Global Inflation Linked (EUR) B LI0017755534 10.05.2004 EUR 1193.47 1.84% 1.11% 0.00%

LGT Sustainable Bond Fund Global Inflation Linked (USD) B LI0148578037 30.09.2010 USD 1116.21 2.28% 3.02% 1.95%

LGT Select Bond Emerging Markets (USD) B LI0026536628 31.12.2000 USD 3924.90 -1.47% 5.75% 3.17%

LGT Select Bond High Yield (USD) B LI0026564604 31.08.2000 USD 2999.19 3.20% 6.52% 5.70%

LGT Select Convertibles (CHF) B LI0132437745 31.08.2011 CHF 1651.48 2.53% 7.42% 5.46%

LGT Select Convertibles (EUR) B LI0132437737 31.08.2011 EUR 1717.72 2.80% 7.81% 5.77%

LGT Select Convertibles (USD) B LI0102278962 31.07.2006 USD 2229.18 3.45% 10.20% 8.21%

LGT Sustainable Fixed Income Global Opportunities (EUR) B LI0008232030 10.11.1999 EUR 1673.81 -0.26% 0.86% -0.46%

LGT Sustainable Bond Fund Global (EUR) B LI0106892909 30.11.2009 EUR 1599.61 0.96% 3.22% 0.60%

LGT Sustainable Bond Fund Global Hedged (CHF) B LI0148577955 22.10.1996 CHF 1063.47 -1.84% 1.27% -0.65%

LGT Sustainable Bond Fund Global Hedged (EUR) B LI0148577948 22.10.1996 EUR 1113.20 -1.66% 1.69% -0.24%

LGT Sustainable Bond Fund Global Hedged (USD) B LI0015327872 22.10.1996 USD 3075.79 -1.05% 3.83% 1.93%

LGT Quality Funds – Sustainable Short Duration Corp. 
Bond Fund Hedged (CHF) B LI0183909808 30.06.2012 CHF 982.48 -1.03% 0.21% -0.89%

LGT Quality Funds – Sustainable Short Duration Corp. 
Bond Fund Hedged (EUR) B LI0183909782 30.06.2012 EUR 1030.35 -0.74% 0.71% -0.36%

LGT Quality Funds – Sustainable Short Duration Corp. 
Bond Fund Hedged (USD) B LI0183909790 30.06.2012 USD 1150.21 -0.22% 2.68% 1.60%
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LGT Funds ISIN Launch date Price as per 
08/31/2021

Performance 
2021

Performance
-3 years p.a.

Performance 
-5 years p.a.

Equities

LGT Select Equity Emerging Markets (USD) B LI0026536354 31.12.2000 USD 5684.03 4.64% 11.33% 10.56%

LGT Select Equity Enhanced Minimum Variance (USD) B LI0337486141 25.11.2016 USD 1531.72 13.84% 7.17% n.a.

LGT Sustainable Equity Fund Europe (EUR) B LI0015327906 30.09.2000 EUR 1568.70 15.48% 9.71% 7.72%

LGT Sustainable Equity Fund Global (CHF) B LI0148540441 17.12.2012 CHF 2757.02 14.18% 10.42%  9.80%

LGT Sustainable Equity Fund Global (EUR) B LI0106892966 31.12.2009 EUR 3640.46 14.18% 11.90% 10.07%

LGT Sustainable Equity Fund Global (USD) B LI0148540466 17.12.2012 USD 2762.84 10.17% 12.44% 11.36%

LGT Sustainable Quality Equity Fund Hedged (CHF) B LI0183907844 30.06.2012 CHF 2479.34 15.56% 16.20% 12.04%

LGT Sustainable Quality Equity Fund Hedged (EUR) B LI0183907836 09.07.2012 EUR 2465.15 15.79% 16.57% 12.45%

LGT Sustainable Quality Equity Fund Hedged (USD) B LI0183907802 30.06.2012 USD 3080.03 16.55% 19.22% 14.99%

Insurance-linked investments

LGT (Lux) I – Cat Bond Fund (CHF) B LU0816333040 30.11.2010 CHF 110.42 0.71% 0.12% -0.09%

LGT (Lux) I – Cat Bond Fund (EUR) B LU0816332828 30.11.2010 EUR 115.23 0.85% 0.42% 0.24%

LGT (Lux) I – Cat Bond Fund (USD) B LU0816332745 30.11.2010 USD 130.63 1.47% 2.46% 2.30%

Alternative investments

LGT Crown Listed Private Equity (EUR) B IE00B7T8CN06 25.02.2013 EUR 349.22 41.99% 19.99% 18.86%

LGT Crown Listed Private Equity (USD) D IE00BJVWTR76 28.07.2014 USD 248.47 36.99% 20.56% 20.25%

LGT Alpha Generix UCITS Sub-Fund Class O (USD) IE00B7VFVC16 01.10.2012 USD 1039.99 0.81% 4.29% 0.24%

LGT Alpha Generix UCITS Sub-Fund Class P (EUR) IE00B82ZPK32 01.10.2012 EUR 924.49 0.08% 2.17% -1.85%

LGT Alpha Generix UCITS Sub-Fund Class Q (CHF) IE00B46N8H32 01.10.2012 CHF 882.35 -0.07% 1.80% -2.28%

LGT Dynamic Protection UCITS Sub-Fund Class F (USD) IE00BD365334 20.04.2017 USD 1001.22 -3.72% 2.60% n.a.

LGT Dynamic Protection UCITS Sub-Fund Class G (EUR) IE00BD365441 30.04.2017 EUR 924.45 -4.28% 0.66% n.a.

LGT Dynamic Protection UCITS Sub-Fund Class H (CHF) IE00BD365557 30.04.2017 CHF 907.06 -4.38% 0.21% n.a.
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There can be hardly any investor who has not witnessed the meteoric rise of crypto-
currencies such as Bitcoin, Ethereum, and Dogecoin. Central banks have also been 
keeping a very close eye on this development. After all, if digital currencies issued by 
the private sector are adopted by large numbers of users, they could become more 
closely linked to the wider financial system and thus pose a threat to financial stability. 
Solutions are needed, and central banks seem to have found them.

The rising popularity of cryptocurrencies has accelerated 

the “race” for digital money. When tech giant Facebook 

wanted to issue its own currency called Libra, now Diem, it 

was “a wake-up call for central banks to strengthen their 

efforts to improve existing payment systems,” according to 

former ECB Executive Board member Benoît Cœuré. Face-

book has around three billion users. If they were all to use 

Diem, parts of the monetary system would be privatized 

and detached from traditional payment structures – and 

therefore out of central bank control. Policymakers around 

the world will not stand idly by and watch as they lose 

control of their monetary system, which is critical to the 

conduct of efficient and effective economic policy. After 

all, the state has fought for the monetary monopoly for 

centuries and sees the supply of money – a public good –  

as intrinsic to the work of central banks. Central bank 

digital currencies (CBDCs) are the public sector’s response 

to the private crypto threat. According to the Bank for 

International Settlements (BIS), 86% of central banks are 

actively researching the potential for CBDCs.

Digital central bank currencies –  
an old concept in new clothing?

Skepticism about 
Bitcoin and the 
like: central banks 
are working on 
digital currencies 
despite their con-
cerns. Why? Be-
cause if too much 
private money 
were to be held in 
cryptocurrencies, 
their monopoly on 
money would erode 
and be at risk.
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CBDCs can be defined as an electronic form of central 

bank money that differs from the current digital form of 

the monetary base for commercial banks. It is therefore a 

digital payment instrument that is based on the national 

unit of account and represents a direct “risk-free” liability 

of the central bank. Balances can be held on mobile 

phones, smartcards, or other digital devices. Most central 

banks envisage a CBDC that is directly accessible to private 

households (end customers) – like cash is today. Payments 

can be verified through token-based (store value) or 

account-based systems. With the former, transactions do 

not require validation by a third party. Coins, banknotes, 

and electronic stores of value are examples of token-based 

systems. They are designed in such a way that users can 

independently verify their authenticity in real time. This 

could, for example, be achieved via an app and potentially 

via blockchain. The transactions would be decentralized  

and peer-to-peer, and could be anonymous (like cash). 

By contrast, account-based CBDCs require users to have 

accounts with a financial institution that verifies the 

account holder’s identity for transactions. The transactions 

are authorized via identification and processed centrally, 

making every transaction traceable.

Economic policy 2.0

CBDCs are opening up new opportunities in monetary and 

fiscal policy. They would enable governments and central 

banks to improve their economic forecasts using big data, 

artificial intelligence, and machine learning to optimize 

their economic policy endeavors – especially if CBDCs  

can be traceable like a bank deposit or reserves, and not 

anonymous like cash or some cryptocurrencies. Stimulating 

overall demand through direct transfers to the public and 

companies (i.e. helicopter money) could be done more 

efficiently. To ensure that the money is spent in the real 

economy, rather than being saved, the transfers could  

have an “expiry date”. They could also be made condi-

tional on being spent on certain goods and services. The 

“programmable” nature of CBDCs would make it possible 

to add built-in conditions of use to CBDC credits. 

It is also conceivable that CBDCs could yield interest, which 

could make the negative interest rate policy more effective. 

This would be especially true if physical cash were to be 

severely restricted or abolished, as it represents a way to 

escape negative interest rates by hoarding notes and coins. 

So far, however, no country considering CBDCs intends 

to completely replace cash. The principles of the BIS state 

that CBDCs would need to coexist with and complement 

existing forms of money.

So is a financial revolution now taking place?

In advanced economies, interest in digital state-issued 

money is linked to maintaining the importance and effec-

tiveness of central banks and monetary policy. Cryptocur-

rencies such as Bitcoin and Facebook’s Diem are becoming 

competitors to fiat currencies. Private solutions have an 

incentive to create their own ecosystem, so as to boost 

their value and gain market power. Leaving money creation 

to the private sector – led by large technology companies or 

decentralized networks – will lead to a fragmented system. 

Monetary policy risks losing all its traction if payments 

shift out of the banking system and it becomes impossible 

for central banks to ensure price and financial stability. 

They will not allow significant amounts of capital to flow 

into private cryptocurrencies that undermine and threaten 

their monopoly on money. These considerations will likely 

speed up the pace with which central banks move towards 

adopting CBDCs.

It therefore seems certain that CBDCs will be introduced in 

the medium term. However, decision-makers are not plan-

ning a financial revolution. Although many design aspects 

still need to be precisely defined, one central feature of 

CBDCs will probably be that the current modus operandi, 

in which commercial banks act as financial intermediaries, 

is preserved. This means that these digital currencies would 

not serve as an alternative to commercial banks for depos-

iting large savings; instead, they would act as a payment 

platform. With an account-based CBDC, users’ identities 

are known, which prevents complete anonymity – negating 

one of the supposed benefits of some private cryptocur-

rencies. Since the political will to abolish physical cash is 

virtually non-existent, even in Sweden, where it is already 

barely used, CBDCs will complement rather than replace 

cash. In addition, most central banks are leaning toward 

CBDCs that do not yield interest.

As such, the first generation of CBDCs is unlikely to funda-

mentally alter the financial system as we know it today. 

However, economic and social policy will determine how 

CBDCs will be implemented and how far-reaching their 

potential areas of application will be. Activity in the CBDC 

field is highly dynamic, and numerous other trials and 

pilot projects will likely follow soon around the world. The 

extent to which future generations of CBDCs will revolu-

tionize the financial system will depend on economic events 

and sentiment. For the time being at least, then, CBDCs 

remain an old concept in new clothing. 
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Central banks around the world are grappling with the topic of central bank digital 
currencies (CBDCs), as they face up to the challenges resulting from cryptocurrencies. 
In this interview, computer scientist and ETH professor Roger Wattenhofer outlines 
the advantages of the “new money”.

Investorama: Are cryptocurrencies such as Bitcoin a 

major threat to the state’s monopoly on money?

Prof. Wattenhofer: The state will make sure that it does 

not get a raw deal, with bans and regulation if necessary. 

Bitcoin itself is too unwieldy, but there are some interesting 

projects: Facebook’s Diem, for example. 

According to the Bank for International Settlements, 

many central banks are making plans to potentially 

introduce CBDCs. What tangible benefits do they 

offer over existing solutions for electronic payment 

transactions (e.g. credit cards and app payments such 

as Google Pay, PayPal, etc.)? Or are CBDCs in reality a 

solution to a problem that does not exist? 

CBDC has some advantages over app-based solutions. 

Providers such as Apple Pay could choose to increase their 

fees at any time, for example. With CBDCs, the state can 

ensure that payment must be completely free of charge 

for everyone involved. Security is assured by the central 

bank itself, while with apps this falls to a private company. 

However, the advantages of CBDCs over cash or classic 

cryptocurrencies are even greater.

Will CBDCs mean the death of cash, or will both 

forms of payment coexist in the future? 

This is pure speculation of course, but I suspect that cash 

will die out. In Sweden and China, for instance, there are 

already times when it is no longer possible to pay with 

cash. Merchants could pass on their high cash handling 

costs to customers. That would hurt the popularity of cash. 

At some point, it will cease to be worth maintaining the 

infrastructure for cash. So, the future looks bleak for tradi-

tional banknotes and coins. We are also working on a kind 

of CBDC cash that you can simply print out yourself.

How can CBDCs strike a balance between protecting 

privacy (which cash currently does) and regulations  

to prevent money laundering, tax evasion, and 

terrorist financing?

There are some technical solutions (for example zero-knowl-

edge proofs) that allow complete protection of privacy. 

However, some states are pushing CBDCs with the ulterior  

motive that they will then be able to better control the 

flow of money. In the West, there could be a compromise 

along the lines that privacy is normally protected, but could 

be overturned by a court order. This is technically possible.

In a world of negative/zero interest rate policies, are 

CBDCs a way to impose even more negative interest 

rates on households and businesses?

Unfortunately, it certainly looks that way in the EU. I see 

CBDC as a digital substitute for cash, which means inter-

est-free. If CBDCs are burdened with negative interest 

rates, then private-sector solutions are likely to prevail.  

If the state were then to ban them, it would make itself 

very unpopular.

Former politicians are now central bankers and vice 

versa – the lines between fiscal and monetary policy 

are already blurred. Would CBDCs intensify this trend?

I stopped believing in central bank independence a long 

time ago, with or without CBDCs. 

 “I suspect that cash will die out”

Professor Roger Wattenhofer is a full professor in the Information 

Technology and Electrical Engineering Department at ETH Zurich. His 

research interests are a variety of algorithmic and systems aspects in 

computer science and information technology. He has received various 

awards for his work, such as the Prize for Innovation in Distributed 

Computing (also called SIROCCO award). He has published the book 

“Blockchain Science: Distributed Ledger Technology”, which has been 

translated into Chinese, Korean, and Vietnamese. 
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Bitcoins have gone from being a currency for computer geeks to the  
object of speculation for investors. Now central banks, too, are considering  
introducing digital currencies. But the inventor of Bitcoin remains something  
of a mystery.

Some people say that Bitcoin was invented in 2009 in 

response to the financial crisis, as a currency that would be 

independent of states, central banks, and other financial 

institutions. Elsewhere, you can read that a certain Satoshi 

Nakamoto invented the Bitcoin payment system back in 

2007 and first described it in a publication in November 

2008. We may never know for sure the real truth or the 

real identity of Satoshi Nakamoto. One thing is certain: the 

name is a pseudonym. And we do not even know whether 

one person or a group hides behind it.

What we do know is that there are several suspects. They 

include the software developer Hal Finney, who died in 

2014 and is said to have at least codeveloped Bitcoin, but 

also the drug dealer Paul Le Roux, alleged inventor of the 

encryption software TrueCrypt, and Ross Ulbricht, founder 

and first operator of the online black market Silk Road, in 

which bitcoins were the only means of payment. 

Clues point to deceased figures

We can say with some confidence that, whatever else  

they may be, Bitcoin’s inventor or inventors must now 

be very rich. He, she, or they are said to own one million 

bitcoins – which at the time of publication in September 

would be worth almost USD 41 bn. The euphoria sur- 

rounding bitcoin is driving forecasts into the realms of  

the fantastical: speculation ranges from total collapse to 

talk of prices rocketing from over USD 40 000 today to  

one million US dollar. 

The question of whether Bitcoin’s real inventor will ever 

be unmasked is every bit as uncertain as what will happen 

to its price. Some of the suspects are no longer with us 

to come clean. Hal Finney, the US software developer 

mentioned above and one of the first ever recipients in a 

bitcoin transaction, died in 2014. The computer forensics 

expert Dave Kleiman, to whom some clues point, is also no 

longer alive. The same goes for the programmer, hacker, 

and IT security expert Len Sassaman. The evidence for him 

looks particularly strong: Satoshi Nakamoto published his 

last message two months before Sassaman’s death. Like 

Satoshi Nakamoto, he used the same British English in his 

tweets. And his obituary was embedded into the block-

chain, confirming that he had connections to the other 

Bitcoin developers.

False confession?

The only person so far to have confessed to being the 

inventor of Bitcoin is the Australian entrepreneur Craig 

Steven Wright. He claims to have borrowed the pseud- 

onym Satoshi Nakamoto from the historical Japanese 

philosopher Tominaga Nakamoto. And he published as 

evidence a digital signature that could only be generated 

by Nakamoto’s private key. However, this was not con- 

clusive – it had not been freshly generated, but was a 

copied signature from 2009. The Australian has promised 

further evidence, but there is as yet no sign of this. The 

mystery of Satoshi Nakamoto remains alive; the search  

for Bitcoin’s inventor continues. 

Who is Satoshi Nakamoto?

istockphoto.com/101cats

Still a mystery: the true identity behind the pseudonym of the 
Bitcoin inventor may never be uncovered.
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One financial institution calculated 
this March that the cryptocurrency 
had posted 100 000 000% price 
growth between its launch in 2009 
and its record price to date of over 
USD 60 000. In this light, current 
talk that the value could jump from 
something over USD 40 000 today 
to one million US dollar seems  
far-fetched, but not utterly absurd.
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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.

Cover image: Unknown artist, detail from “Large bulbous 

vase with cover, Imari decoration and bronze gilding,”  

late 17th century 

© LIECHTENSTEIN. The Princely Collections, Vaduz–Vienna

www.liechtensteincollections.at

A look inside the Princely Collections: The Princely Collections are known in particular for their paintings  

and sculptures, but also include a large number of porcelain pieces. Once part of the furnishings of the  

family’s castles and palaces, these fragile works not only reflect the diverse relationships between lifestyle 

and dynastic interests. They also provide us with insights into the ideas and the artistic development during 

the respective period.
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