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Editorial

Dear readers,

Each year, we assess our Strategic Asset Allocation (SAA) based on the annual review
of our Long-Term Capital Market Assumptions. The ever-evolving economic landscape
requires a dynamic approach to portfolio optimisation, ensuring alignment with both
market conditions and risk/return expectations. At the same time, we want to be
mindful to change our SAAs only when warranted. In this report, we share with you
the thinking behind our results and the changes we are making.

One of the relevant changes to our strategy is the revision of the government bond
benchmark. This adjustment reflects a better alignment of duration between govern-
ment bonds and investment-grade corporate bonds, allowing us to more effectively
manage duration, a measure of interest rate sensitivity. The timing of this adjustment
is not coincidental, since we see an opportunity to extend the bond duration as most
currencies offer attractive return prospects due to high current bond yield levels — with
the exception of the Swiss franc, where we abstain from the change.

We are also increasing our allocation to government bonds to reflect the attractive
risk/return dynamics. This increase aims to balance the pursuit of higher returns with
the need for stability and risk mitigation in our portfolios. We are also increasing our
equity allocation in selected profiles to take advantage of the still attractive expected
long-term outperformance of equities over bonds. We are also slightly increasing our
allocation to hedge funds, where we see attractive return potential with low correla-
tions to risky assets. To accommodate these strategic shifts, we have reduced our al-
location to inflation-linked bonds and investment-grade corporate bonds. The reduc-
tion in inflation-linked bonds is based on their diminished relative attractiveness.
Similarly, the reduced allocation to investment grade corporate bonds reflects a stra-
tegic reallocation towards assets with more attractive valuations and therefore poten-
tially higher returns.

Throughout these adjustments, our objective remains the same: to construct optimal
portfolios that navigate the complexities of the market, align with risk budgets, and
capitalise on evolving opportunities. The following sections of this report will explain
the rationale behind these changes and provide a comprehensive overview of our
updates. We hope that this publication provides you with valuable guidance for your
investment decisions.

Gérald Moser Philipp Lisibach Dr. Achim Backhaus
ClO & Head Investment Services Head Research & Strategy Head Portfolio Management
Europe Europe



Strategic Asset Allocation: annual update

The strategic asset allocation of LGT portfolios
is reviewed annually and adjusted to changing
long-term market conditions with a minimum
five-year horizon. Our forecasts for expected
returns and risks are summarised in our “Long-
Term Capital Market Assumptions 2025",
which are available in a separate publication.

Dr. Jakub Rojcek, Head Quantitative Analysis

After the broad-based sell-off across most assets in 2022, our
expectations for the next five years reached their peak as
reported in our 2023 edition of the Long-Term Capital Market
Assumptions. This year, expected long-term returns on risky
assets continue to moderate. Our base case scenario is one of
continued but regionally divergent growth, of normalising infla-
tion, and a market environment in which risks have lessened.
Against this backdrop, we anticipate that risky assets will per-
form moderately well and that some of the high relative valua-
tions of USD assets will revert to more typical levels. The mod-
erate risk of geopolitical tensions is expected to persist, resulting
in corresponding medium market turbulence.

Expected returns on equities are projected to be lower than last
year. Bonds, on the other hand, are anticipated to perform bet-
ter due to higher initial yields and our prediction is that the
overall yield level will decline. The USD stock/bond efficient
frontier is flatter, with portfolios investing more in equities
offering lower returns and portfolios with higher bond ratios
delivering higher expected returns (graph 1). Investors face dif-
ferent trade-offs depending on the currency in which they are
denominated (graph 2). For example, portfolios of CHF-based
investors do not benefit as much from the inclusion of local
government bonds as those of GBP-based investors. As a result,
we place significant emphasis on constructing sound and diver-
sified portfolios and recommend the increased use of alternative
investments to complement the diversification benefits of gov-
ernment bonds. The addition of alternatives can significantly
improve the risk/return profile of a pure equity/bond portfolio,
as indicated by the enhanced 50/30/20 portfolio, which allo-
cates 50% to equities, 30% to bonds and 20% to alternatives,
rather than the traditional 60/40 equity/bond allocation
(graph 1). Depending on the currency in which investors are

Graph 1: Stock/bond frontiers for the US for 2025 and 2024
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alternative asset classes. Source: LGT, Bloomberg
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The following graph presents incremental expected return on top of money market expect-
ed returns over the next five years coming from local government bonds 5-10 years
maturity, global investment grade and high-yield bonds and local equities. Source: LGT.

based, such improvements can make a more significant contri-

bution to achieving investment targets.

The performance of risky assets relative to our expectations will
largely depend on the ability of economies to maintain growth
in situations of high policy uncertainty and sustained elevated
levels of geopolitical risk. We perceive the range of outcomes
— good or bad — to be quite wide. In our risk framework, we
assign slightly greater weight to the mix of negative scenarios.



In the downside scenario, economic growth is hampered by
trade wars. This would lead to a slight increase in inflation,
driven by elevated commodity and goods prices, but also to
lower growth. If these trade conflicts coincide with a more chal-
lenging geopolitical landscape, the situation would be further
exacerbated. As a result, fears of stagflation risks could grip the
markets, leading to brief periods of heightened turbulence. A
similar outcome could be triggered if concerns about overall
debt levels, particularly in the United States and Europe, were
to resurface and be perceived as unsustainable. In this case, it
would not be inflation that would trigger higher interest rates,
but the increased risk premium needed to attract capital to
finance this debt. This, in turn, could lead to an earlier-than-ex-
pected reversion to the mean for the overvaluation of the US
dollar and a subsequently increasing demand for non-US
safe-haven assets. However, when considering the relative risks
of stagflation versus slower growth with manageable inflation,
we weigh the latter more heavily.

In the upside scenario, we would expect at least partly converse
developments to those in the downside risk scenario. We do not
see an improvement in trade relations as a high-probability out-
come. A lower level of geopolitical conflict and renewed confi-
dence in the forces of globalisation could create a slowly build-
ing positive momentum for growth, especially outside the US,
and improve the dynamics of prices for goods and services. We
place greater emphasis on productivity gains resulting from a
more widespread and sooner-than-expected adoption of artifi-
cial intelligence (Al) with a higher impact. Another potential
upside would come from central banks and other policymakers
proactively and accurately predicting the appropriately steered
tools of monetary policy. Coupled with newly found fiscal dis-
cipline (distinct from austerity), this could gradually reduce rel-
ative government debt and smooth out the business cycle. In
constructing the expected returns of our scenarios, we draw on
observations of asset class performance under different market
and macroeconomic regimes.

Structural change of government bond benchmarks
During 2024, we reviewed the benchmarks for our strategic

portfolios and decided to replace the former government bond

index, which focused on bonds with maturities of between one

and ten years, with an index with longer average maturities,
focusing on bonds with maturities of between five and ten years
in all our reference currencies. This change accomplishes two
goals: (i) it better aligns the duration of investment-grade bonds
with that of government bonds, an important feature that
allows us to manage duration and credit spread allocation more
effectively when optimising portfolios both strategically and
tactically; (ii) it increases the portfolios” weighted duration. For
example, the duration for the Balanced risk profile without
alternative investments rises from 2.24 to 2.67. This means that
the portfolios would have greater protection in the event of yield
decreases due to economic growth-related shocks, which typi-
cally coincide with negative equity performance. This bench-
mark update is relevant for all Discretionary Classic and Adviso-
ry Unconstrained strategic allocations. Discretionary Swiss
Domestic portfolios will continue to use the one-to-ten year
maturities government bond benchmark, which is more closely
aligned in terms of duration to the local Swiss franc corporate
bond index. This change will take effect from 1 March 2025,
together with the allocation adjustments described below.

Allocation changes in our discretionary mandates

Graph 3 (next page) shows the new composition of our stra-
tegic asset allocation, using our Classic Balanced portfolio in the
reference currency EUR as an example. The relative risks and
expected returns of the various assets have changed only mar-
ginally compared to last year, so we are not compelled to change
our positioning substantially in this year's SAA review. We adjust
the portfolios in response to changing market conditions in the
following areas:

Increase in overall equity exposure (+3.0%)

During 2024, we extensively reviewed the risk budget alloca-
tions across the portfolios. We concluded that, for the Conserv-
ative and Balanced risk profiles, the portfolios would benefit
from a recalibration to a moderately higher equity allocation
(+3.0%) in an environment of still attractive expected long-term
outperformance of equities over bonds. The new strategic eg-
uity weight for a Balanced portfolio is 48% when alternative
investments are included and 52% when they are excluded. For
Conservative portfolios, the new strategic equity allocations are
24% in profiles with alternative investments, and 27% in profiles



without alternative investments. As a result, portfolios without
alternatives offer slightly higher equity allocations. The increase
in equity allocation is achieved by raising US equities by +2%.
This decision is influenced by our reluctance to take on addition-
al relative risk compared to the global equities regional market
capitalisation composition, and our expectation that the return
differences between downside and upside scenarios for US eg-
uities will be smaller than those for other regional equities.
Additionally, we are increasing the allocation to Swiss equities
by 1% due to their superior diversification characteristics,
attractive expected returns, and comparatively lower return vol-
atility. This adjustment aims to enhance the overall risk/return
profile of our portfolios. The overall equity allocation for the
growth risk profile remains unchanged.

Reduction of inflation-linked bonds (-1.0%)
Since the inflation-induced drawdown at the end of 2021 com-
bined with interest rate hikes, the inflation-linked bond index

has underperformed the global government bond benchmark
by more than 10%, driven by sharp increases in real rates, dis-
appointing expectations for this asset class as an inflation hedge.
Due to the absence of inflation risk compensation, the expected
returns of inflation-linked bonds are lower than those of com-
parable government bonds. Additionally, the lower diversifica-
tion benefit, manifested in a higher correlation with equity in-
dices, leads us to reduce our allocation to this fixed income

segment.

Reduction of investment grade credit (-4.5%)

Investment grade corporate spreads have tightened substantial-
ly, reducing the expected outperformance of the index over the
government bond benchmark to the 20th percentile of our his-
torical predictions. This makes such investments relatively less
attractive. We therefore reduce our exposure to this segment
and use the proceeds to fund other assets in the portfolio. The

Graph 3: Classic Balanced including alternatives in EUR
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reduction in investment grade corporate bonds is smaller for risk
profiles where we don’t increase the overall equity allocation.

Increase in government bonds (+1.5%)

Our robust portfolio optimisation model prefers to allocate rel-
atively more to government bonds, as the forecasted long-term
correlation is -0.14, compared to 0.39 for the credit index. The
slightly higher volatility of the government bond index further
improves the diversification benefit. Attractive return expecta-
tions driven by high current yield levels and a positive expected
valuation contribution resulting from our expectation falling
yields over the next five years, combined with stable diversifica-
tion benefits, lead us to allocate more to government bonds,
especially given the less attractive investment grade spreads.

Increase in hedge funds (+1.0%)

The main hedge fund style in our liquid Classic portfolios is the
Global Macro/CTA (Commodity Trading Advisors). This style
adds diversification as it is uncorrelated to listed equities and
less dependent on the outcome of scenarios. We expect this
strategy to outpeform cash. We therefore increase our alloca-
tion by 1%. Strategic portfolios are allocated equivalently in
EUR, USD and GBP reference currencies, always using local five-
to-ten-year maturity benchmarks. Changes to the strategic al-
locations of the Balanced risk profile are detailed in table 1, with
an example in the USD reference currency.

CHF investors challenged by low bond yields

Our forecast of 0.7% inflation in Switzerland over the next
five years aligns with the Swiss National Bank's goal of price
stability. The limited supply of outstanding government bonds
(also known as Eidgenossen), combined with Switzerland's sta-
ble political system, makes it more convenient for investors to
hold these safe assets. As a result, yields and expected returns
on these bonds are correspondingly low. We illustrate the
changes to the strategic portfolio with an example of the Con-
servative risk profiles without alternative investments (table 2):

Increase in overall equity exposure (+3.0%) against
government bonds (-3.0%)

The increase of the overall equity exposure in the Conservative
and Balanced risk profiles is in line with the increase in the oth-
er reference currencies and implemented by increasing US eg-

Table 1: Classic Balanced in USD

Reference currency USD incl. alternatives new-old
Money market 2.0%

Fixed income 36.0% -4.0%
Equities 48.0% 3.0%
Alternatives 14.0% 1.0%
Money market 2.0%

Inflation-linked bonds 2.0% -1.0%
Government bonds 16.0% 1.5%
Investment-grade bonds 13.0% -4.5%
High-yield bonds 2.0%
Emerging-markets bonds 3.0%

Equities US 28.5% 2.0%
E(ﬂ(whes Europe ex CH, ex 589%

Equities UK 2.2%

Equities CH 2.5% 1.0%
Equities Japan 5.0%

Equities emerging markets 4.0%

Hedge funds 4.0% 1.0%
Insurance-linked securities 4.0%

Commodities 2.0%

Precious metals 4.0%

Source: LGT

Table 2: Classic Conservative in CHF

Reference currency CHF Conservative '25 new-old

Money market 2.0%

Fixed income 71.0% -3.0%
Equities 27.0% 3.0%
Alternatives

Money market 2.0%
Inflation-linked bonds 6.0%

Government bonds 27.0% -3.0%
Investment-grade bonds 30.0%

High-yield bonds 3.5%
Emerging-markets bonds 4.5%

Equities US 15.0% 2.0%
E(Iq<U|t|es Europe ex CH, ex 339%

Equities UK 1.2%

Equities CH 2.0% 1.0%
Equities Japan 3.5%

Equities emerging markets 2.0%

usb 4.7% 1.0%
EUR 0.5%

CHF 88.8% -1.0%
GBP 0.5%

JPY 3.5%

Others 1.9%

Source: LGT



uities (+2.0%) and Swiss equities (+1.0%). Contrary to other
reference currencies, this is financed entirely by the reduction of
Swiss government bonds as the current low yields don't offer
any compensation above our money market forecast returns.
Swiss franc investors’ positions in investment-grade corporate
bonds as well as inflation-linked bonds are maintained as they
offer incremental return.

As part of the 2025 strategic allocation update, we again re-
viewed the currency hedging rules for equity allocations in
CHF-denominated portfolios. Our conclusion remains un-
changed. From a risk mitigation perspective, it is justifiable to
hedge around 60% of the currency exposure arising from the eg-
uity allocation, as this would improve the overall asset allocation.

Detailed shifts in Swiss Domestic strategy

Low yields of Swiss government bonds, coupled with still
attractive return expectations for a broad Swiss equity index,
mean that the current value of the expected equity risk premium
is relatively high. We took advantage of this steeper efficient
frontier by shifting out of bonds and into equities and Swiss real
estate funds already last year. Return expectations for Swiss
government bonds have deteriorated further as yields have con-
tinued to decline. We continue to adapt the allocation with the
following shifts as highlighted with an example of the Balanced
risk profile with alternatives (table 3):

Reduction of nominal Swiss government bonds (-3.0%)
We predict that money market investments will outperform the
relevant government bond index. We reflect the negative risk
premium on government bonds and the steep efficient frontier
by further shifting out of bonds into money market and equities.
We reduce the risks associated with interest rate movements by
reducing the government bond position by 3%.

Increase in money market investments (+1.5%)

To mitigate the potential risk of higher interest rates, we reallo-
cate proceeds from the sale of Swiss government bonds into
money market instruments. Although they offer only marginal-
ly higher attractive returns, their inherently low interest rate risk
due to very short maturities means that their volatility is expect-
ed to be lower. Building out a small money market position al-
lows us to add to the longer maturity bonds tactically, should
the return potential become more attractive.

Table 3: Domestic Balanced including alternatives in CHF

Reference currency CHF Balanced '25 new-old
Money market 3.5% 1.5%
Fixed income 35.5% -3.0%
Equities 50.5% 1.0%
Alternatives 10.5% 0.5%
Money market 3.5% 1.5%
Inflation-linked bonds 2.5%

Government bonds 14.0% -3.0%
Investment-grade bonds CH 19.0%

High-yield bonds

Emerging-markets bonds

Equities US 10.5%

Equities Europe ex CH, ex Ut 2.7%

Equities UK 1.0%

Equities CH 32.3% 1.0%
Equities Japan 3.0%

Equities emerging markets 1.0%

Hedge funds

Swiss real estate funds 6.5%

*Commodities (H)

*Precious metals (H) 4.0% 0.5%

* Commodities and precious metals positions are hedged in CHF

Source: LGT

Increase in publicly traded equities (+1.0%)

We take advantage of the relatively high equity risk premium in
Swiss equities by further adding exposure to the Swiss equity
market (+1.0%). Cumulatively with an increase in equity alloca-
tion last year, the current overall equity exposure stands at
50.5% for the Balanced portfolio with alternative investments
and at 54.5% for the Balanced portfolio without alternative
investments.

Increase in precious metals (+0.5%)

The CHF hedged precious metals position is predicted to provide
attractive incremental returns with compelling uncertainty risk
hedging properties. We therefore optimise the risk budget with-
in our limits to align the precious metals position with the Clas-
sic strategy at 4%.



Changes in Unconstrained strategic asset allocations

Graph 4 illustrates the new composition of our Unconstrained
strategic asset allocation in USD reference currency for a Bal-
anced profile. The fundamental difference between this Uncon-
strained SAA and our Classic SAA is the addition of illiquid asset
classes. The constraint on the SAA we use for our discretionary
portfolio is that each asset class considered must be sufficiently
liquid. We use the Unconstrained family of SAAs mainly for
Advisory purposes. We adjust the portfolios under the changing
market conditions in the following areas, similar to the adjust-
ments in the Classic strategy:

Reduction of fixed income (-2.0%) and increase in alter-
natives (+2.0%)

We reduce the overall fixed income allocation in the Balanced
portfolio by reducing inflation-linked bonds (-1.0%), and invest-

ment grade corporate bonds (-3.0%). At the same time, we
invest part of the proceeds to government bonds (+2.0%). The
rationale is the same as for our Classic strategy described above.
Government bonds offer more attractive returns and a higher
degree of diversification than their inflation-linked counter-
parts. Spreads in the investment grade corporate bond segment
have tightened and the incremental return that we expect to
earn here is in the 20th percentile compared to our history of
forecasts, hence not deemed attractive.

We increase the overall alternatives quota in the Balanced profile
(+2.0%). We implement this by increasing our overall hedge
fund allocation by 1% to 6.0%. This is done by increasing the
allocation to less liquid institutional strategies within the hedge
fund portfolio. We have a balanced focus on discretionary, un-
correlated strategies with attractive alpha potential, and diver-

Graph 4: Unconstrained Balanced risk profile in USD
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sified trend-following strategies, which we expect to perform
well in an environment of heightened macroeconomic volatility.
We also increase the allocation to private credit (+1.0%) as the
credit premium that we expect to earn in the private markets is
higher than in the public markets. The total allocation to private
credit in the Balanced portfolio is now 3.5%.

Replacing Swiss bonds with alternatives for Swiss Franc
portfolios

Last year, we eliminated the equity home bias in CHF portfolios.
We are continuing with this global approach. To offset the high-
er currency risk, we have introduced partial hedging for CHF
reference currency. As with our liquid Classic mandates, we also
hedge more of the currency risk arising from our equity alloca-
tions in our Unconstrained CHF-denominated SAAs and contin-
ue to review this decision on a regular basis.

As CHF investors face similar challenges from low Swiss govern-
ment bond yields to those that we face in our Classic and Do-
mestic strategies, we have decided to rebalance the Uncon-
strained strategy away from Swiss government bonds to an even
a greater extent. We are taking advantage of the diversification
benefits and attractive excess returns offered by alternative in-
vestments as follows, using the Conservative risk profile as an
example (table 4):

Reduction of fixed income (-7.0%) and increase in alter-
natives (+7.0%)

Return expectations for Swiss government bonds have deterio-
rated further as yields have continued to fall and we decrease
the corresponding allocation by -10%. Within fixed income, we
increase the allocation to global investment grade corporate
bonds, which offer incremental yield for Swiss franc investors.
We increase the allocation to private credit by 3% to 5.5%,
which is 2% higher than the allocation to private credit in USD,
EUR and GBP reference currencies. Similarly, the increase in
hedge funds is more pronounced (+2.0%), bringing the overall
hedge fund allocation for the risk profile to 7.0%. We also in-
crease the allocation to insurance-linked securities (+2.0%). The
overall allocation to this segment is 4.0%. Insurance-linked se-
curities offer attractive return potential as spreads have not yet
fully adjusted to the pre-2022 levels. With these changes, we
are optimising within our illiquidity and risk budget to provide

Table 4: Unconstrained Conservative risk profile in CHF

Reference currency CHF Conservative '25 new-old
Money market 2.0%

Fixed income 52.0% -7.0%
Equities 15.5%

Alternatives 30.5% 7.0%
Money market 2.0%

Inflation-linked bonds global 1-10Y 5.0%

Government bonds CH 5-10Y 17.5% -10.0%
Investment-grade corporate bonds global 25.5% 3.0%
High-yield corporate bonds 2.0%

Emerging markets hard currency debt 2.0%

Equities US 8.5%

Equities Europe 3.5%

Equities Japan 2.0%

Equities emerging markets 1.5%

REITs global 2.0%

Hedge funds 7.0% 2.0%
Insurance-linked securities 4.0% 2.0%
Commodities 1.0%

Gold spot 2.0%

Private equity buyout 6.3%

Private equity growth capital 2.7%

Private debt 5.5% 3.0%
usD 7.7% 0.1%
EUR 0.5%

CHF 87.0% -0.1%
GBP 0.5%

JPY 2.1%

Others 22%

Source: LGT

incremental expected return for CHF-based clients when local
government bonds are unattractive. We optimise the asset class
mix to take full advantage of the diversification benefits of al-
ternative investments.

The expected risk measured as standard deviation increases
from 4.9% 10 5.2%, which is comparable to the expected stand-
ard deviation of the USD Conservative portfolio of 5.4%. The
ratio of alternative investments in the overall portfolio for the
range of risk profiles is 28%, 30.5%, 33.0%, 33.0%, and 32.0%
for the Income, Conservative, Balanced, Growth, and Equity risk
profile respectively. Within the alternatives bucket of the port-
folios, the ratio of private equity increases at the expense of
private credit and hedge funds, and insurance-linked securities
as risk tolerance increases.



Appendix: Principles of building robust forward-looking

portfolios at LGT

LGT's core beliefs are reflected in our strategic asset allocation: (i)
long-term thinking; (i) importance of active management; (iii) di-
versification; (iv) use of alternative investments to generate out-
performance, but also to increase diversification; (v) creation of a
robust base case; (vi) use of robust portfolio optimisation, includ-
ing the definition of alternative scenarios.

The SAA defines the weights of investments in a portfolio at the
asset class level. At the first level, we divide asset classes into cash,
fixed income, equities and alternatives. At the second level, we
generally divide fixed income into government bonds, infla-
tion-linked bonds, investment grade corporate bonds, high yield
corporate bonds and emerging market debt. Geographically, we
typically divide equities into the regions US, Europe, Japan and
emerging markets. We distinguish between Swiss and UK equities,
as well as global REITs and Swiss real estate funds. We also mod-
el equity styles such as value, quality, momentum and others.
Within alternatives, we distinguish between liquid alternatives,
illiquid hedge funds and private markets. Liquid alternatives in-
clude UCITS hedge funds, insurance-linked securities, commodi-
ties and gold, while within hedge funds, we also distinguish be-
tween different styles such as relative value or diversified trend.
Within private markets, we distinguish between asset classes such
as buyouts, growth capital, venture capital, private debt, private
real estate and private infrastructure.

We monitor existing asset classes for changes in their characteris-
tics and research new asset classes that are investable and have
the potential to improve risk-adjusted returns for our clients. The
SAA can also be optimised using factors or styles (alternative risk
premia) or allocated according to risk measures rather than mon-
ey. We currently offer Capital Market Assumptions (CMAs) for
around 150 asset classes, sub-asset classes, risk factors and styles.
We also take into account the currency exposure of investments
and the reference currency of investors. We do this by translating
local estimates of risk and return into all available reference cur-
rencies. We also calculate CMAs for different currencies.

To classify an investor’s risk tolerance, we typically use five stand-
ard categories, or risk profiles, in increasing order of risk tolerance:
income, conservative, balanced, growth and equity, also known
as very low, low, moderate, high and very high risk profiles. For
bespoke analyses, the risk profile can be selected outside the typ-

ical ranges and the degree of illiquidity aversion can also be taken

into account.

LGT Private Bank’s SAA follows the principles of optimisation that
is robust to uncertainty in the parameter estimates, as well as
robust multi-level estimation. The inputs to the robust optimisa-
tion are the expected return and the expected risk (covariance
matrix). Both are estimated under the assumption of uncertainty.

Our forecasting horizon is five years and we review our SAAs
annually, unless long-term market conditions change significantly,
in which case we may review SAAs on an ad hoc basis. In addition,
portfolios are regularly updated through the tactical asset alloca-
tion (TAA) process. As part of the SAA review process, we calcu-
late new estimates of expected return and risk, which are then fed
into robust optimisation. We also gather views from our experts
in various locations around the world, which are incorporated into
our capital market assumptions. Our views and final expected
return and risk figures are summarised in our annual publication,
Long-Term Capital Market Assumptions.

Expected returns

The aim of calculating expected returns is to provide a robust
forecast of performance for each individual asset class. We
estimate expected returns using an ensemble of models, which
increases the statistical robustness of our forecasts. In general,
we use the building block approach, also known as the sum-of-
parts approach. This has been shown to be statistically superior
in the academic literature. The building blocks of expected
returns typically consist of blocks such as income, growth and
valuation, and can be estimated for most asset classes. For
example, in the case of equities, the income component may
consist of the return based on dividends, buybacks and an
adjustment for new share issues. The growth component then
represents the growth in total earnings and the valuation com-
ponent is derived from the convergence of the current earnings
price to a forecast valuation at the end of the investment hori-

zon.

We calculate expected returns over the history available in our data
samples and evaluate their statistical performance. We produce
measures of forecast confidence for each asset class, which also
help us to focus on asset classes with relatively lower forecast



confidence in our meetings with asset class experts. We can also
use the forecast confidence information in the optimisation pro-
cess itself. An important input to expected returns for all asset
classes is an estimate of macroeconomic variables over the forecast
horizon. We obtain these from established sources such as the
IMF, the Survey of Professional Forecasters and economists’ con-
sensus estimates. We also receive estimates and views from our
macroeconomic research team and systematically gather views
from asset class experts and economists, which we combine with
our expected returns. Finally, we translate expected returns into
all the reference currencies available to our clients.

Risk modelling

We also model risk in a robust manner. We estimate the covar-
iance matrix using the shrinkage approach, which minimises the
estimation risk of the sample covariance matrix. We combine
this robust estimation with a factor model, which we use to
populate a covariance matrix for a large set of asset classes. We
translate the local currency asset covariance matrix into different
reference currencies, taking into account the currency exposure
of each asset class. We can incorporate views on correlations
between different asset classes by weighting robust full-sample
covariance estimates with samples from different regimes or
with target covariances created by using asset classes clustered
by correlations.

Robust optimisation

We aim to build portfolios that consistently outperform their peers
over the long term. Expected performance should be aligned with
the needs and risk profiles of our investors. Optimised allocations
reflect our assumptions about the capital markets.

To create robust allocations, we allow for the possibility that our
expectations are uncertain. We therefore create “uncertainty
sets” around our point estimates of expected returns. When op-
timising, we simulate the expected returns from such an uncer-
tainty set and optimise the expected return for a level of risk for
each individual draw. We then average the resulting portfolios to
obtain a robust allocation. In the literature, this approach is known
as "robust resampled optimisation”.

We further expand the set of uncertainties around our base case
estimate of expected returns by using scenarios. We do this by
using various regime indicators. Regimes are performance-rele-

Graph 5: Combined uncertainty sets
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This chart shows the uncertainty sets of our base case, upside and downside scenarios.
Source: LGT

vant conditions that cluster over time. For example, we use a busi-
ness cycle indicator based on the nowcast output gap, or a turbu-
lence indicator based on market returns, or a macroeconomic
indicator based on accelerating or decelerating rates of inflation
and economic growth, or a hidden regime cluster model based
on a geopolitical risk index. We create scenarios by adjusting the
base case forecasts in the directions of performance observed
during periods corresponding to regimes that we consider relevant
for risky assets to outperform or underperform the base case. We
define such conditions, as well as their probability and severity of
impact, at our annual views collection meetings. We refer to such
scenarios as upside and downside scenarios. We also create un-
certainty sets around the scenario returns.

In the final robust allocation, we therefore simulate the expected
returns from the combined uncertainty set (graph 5), including the
scenario expected returns, optimise for each individual draw and
average the portfolios to produce a robust resampled allocation.
Such an allocation is focused on our base case, but to some extent
also aims to mitigate potential risks from risk assets performing
worse than expected, or to capture potential upside should risk
assets perform better than expected. Based on our views, we also
incorporate regime-specific covariance matrices into the covari-

ance matrix used in the optimisation.
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* Positive performance in the past is no guaran-
tee of positive performance in the future. The risk
of price and foreign currency losses and of fluctu-
ations in return as a result of unfavorable exchange
rate movements cannot be ruled out.

General risk information

This publication is a financial analysis. This pub-
lication is intended only for your information pur-
poses. It is not intended as an offer, solicitation of
an offer, or public advertisement or recommenda-
tion to buy or sell any investment or other specific
product. The publication addresses solely the recip-
ient and may not be multiplied or published to third
parties in electronic or any other form. The content
of this publication has been developed by the staff
of LGT and is based on sources of information we
consider to be reliable. However, we cannot provide
any confirmation or guarantee as to its correctness,
completeness and up-to-date nature. The circum-
stances and principles to which the information
contained in this publication relates may change at
any time. Once published information is therefore
not to be interpreted in a manner implying that
since its publication no changes have taken place

or that the information is still up to date. The infor-
mation in this publication does not constitute an
aid for decision-making in relation to financial, le-
gal, tax or other matters of consultation, nor should
any investment decisions or other decisions be
made solely on the basis of this information. Advice
from a qualified expert is recommended. Investors
should be aware of the fact that the value of invest-
ments can decrease as well as increase. Therefore,
a positive performance in the past is no reliable
indicator of a positive performance in the future.
The risk of exchange rate and foreign currency loss-
es due to an unfavorable exchange rate develop-
ment for the investor cannot be excluded. There is
a risk that investors will not receive back the full
amount they originally invested. Forecasts are not
a reliable indicator of future performance. In the
case of simulations the figures refer to simulated
past performance and that past performance is not
a reliable indicator of future performance.

The commissions and costs charged on the issue
and redemption of units are charged individually to
the investor and are therefore not reflected in the
performance shown. We disclaim, without limita-
tion, all liability for any losses or damages of any

kind, whether direct, indirect or consequential na-
ture that may be incurred through the use of this
publication. This publication is not intended for
persons subject to a legislation that prohibits its
distribution or makes its distribution contingent
upon an approval. Persons in whose possession
this publication comes, as well as potential inves-
tors, mustinform themselves in theirhome country,
country of residence or country of domicile about
the legal requirements and any tax consequences,
foreign currency restrictions or controls and other
aspects relevant to the decision to tender, acquire,
hold, exchange, redeem or otherwise act in respect
of such investments, obtain appropriate advice and
comply with any restrictions. In line with internal
guidelines, persons responsible for compiling this
publication are free to buy, hold and sell the secu-
rities referred to in this publication. For any financial
instruments mentioned, we will be happy to pro-
vide you with additional documents at any time and
free of charge, such as a key information document
pursuant to Art. 58 et seq. of the Financial Services
Act, a prospectus pursuant to Art. 35 et seq. of the
Financial Services Act or an equivalent foreign
product information sheet, e.g. a basic information



sheet pursuant to Regulation EU 1286/2014 for
packaged investment products for retail investors
and insurance investment products (PRIIPS KID).

LGT Group Holding Ltd., Herrengasse 12, 9490
Vaduz, Liechtenstein is responsible for compilation
and distribution of this publication on behalf of the
following financial services institutions:
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Liechtenstein. Responsible supervisory authority:
Liechtenstein Financial Market Authority (FMA)
Landstrasse 109, P.0. Box 279, 9490 Vaduz, Liech-
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- LGT Bank (Switzerland) Ltd., Lange Gasse 15,
4002 Basel, Switzerland. Responsible supervisory
authority: Swiss Financial Market Supervisory Au-
thority FINMA, Laupenstrasse 27, 3003 Berne,
Switzerland;
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Risk information for single stock/sin-
gle bond recommendations
Responsibilities

Responsible for compilation: LGT Bank (Switzer-
land) Ltd., Lange Gasse 15, 4002 Basel, Switzer-
land. Responsible supervisory authority: Swiss Fi-
nancial Market Supervisory Authority FINMA,

Laupenstrasse 27, 3003 Berne, Switzerland.

Responsible for distribution in Liechtenstein
within the meaning of Art. 36 and 37 of the Dele-
gated Regulation (EU) 2017/565: LGT Bank Ltd.,
Herrengasse 12, 9490 Vaduz, Liechtenstein. Re-
sponsible supervisory authority: Liechtenstein Fi-
nancial Market Authority (FMA), Landstrasse 109,
P.0. Box 279, 9490 Vaduz, Liechtenstein.

Responsible for distribution in Switzerland with-
in the meaning of the Directives on the Independ-
ence of Financial Research from the Swiss Bankers
Association (SBA): LGT Bank (Switzerland) Ltd.,
Lange Gasse 15, 4002 Basel, Switzerland. Respon-
sible supervisory authority: Swiss Financial Market
Supervisory Authority FINMA, Laupenstrasse 27,
3003 Berne, Switzerland.

Responsible for distribution in Austria within the
meaning of § 54 WAG 2018 (Securities Superviso-
ry Act 2018): LGT Bank AG, Zweigniederlassung
Osterreich, Bankgasse 9, 1010 Vienna, Austria.
Responsible supervisory authorities: Liechtenstein
Financial Market Authority (FMA), Landstrasse
109, P.0. Box 279, 9490 Vaduz, Liechtenstein; Aus-
trian Financial Market Authority (FMA), Otto-Wag-
ner-Platz 5, 1090 Vienna, Austria.

Responsible for distribution in Germany within
the meaning of § 85 WpHG: LGT Bank AG,
Zweigniederlassung  Deutschland, Maximilian-
strasse 13, 80539 Munich, Germany. Responsible
supervisory authorities: Liechtenstein Financial
Market Authority (FMA), Landstrasse 109, P.0. Box
279, 9490 Vaduz, Liechtenstein; German Federal
Financial Supervisory Authority (Bundesanstalt fiir
Finanzdienstleistungsaufsicht BaFin), Graurhein-
dorfer Strasse 108, 53117 Bonn, Germany, Ma-
rie-Curie-Strasse 24-28, 60439 Frankfurt am Main,
Germany

Precautions for avoiding and dealing with
conflicts of interest

Employees of LGT Capital Partners Ltd.,
Pfaffikon, LGT Bank Ltd., Vaduz, LGT Bank (Swit-
zerland) Ltd., LGT Bank AG, Zweigniederlassung
Deutschland and LGT Bank AG, Zweigniederlas-
sung Osterreich, who are responsible for compiling
and/or distributing financial analyses, are subject
to the applicable regulations as prescribed by law
and supervisory legislation. In particular, measures
were taken to avoid conflicts of interest (e.g. check-
ing information exchanged with other employees,
independence of the remuneration of the employ-
ees concerned, preventing the exertion of influence
on these employees, compliance with rules on
employee transactions, etc.). In addition, the han-
dling of financial analyses is governed by an inter-
nal, group-wide directive issued by LGT Group
Foundation, Vaduz. Adherence to the regulations
and organizational instructions is monitored by a
Compliance Officer.

Reference regarding analysis history

If this analysis was made available to any issuers
mentioned in the publication prior toits distribution
or publication, no changes were made to the price
or rating after the issuer's feedback. Important
references for Liechtenstein can be found in Art. 36
and 37 of the Delegated Regulation (EU) 2017/565,
for Switzerland in the Swiss Bankers Association
Directives on the Independence of Financial Re-
search, for Austria in § 54 WAG 2018 (Securities
Supervisory Act 2018) and in Art. 36 and 37 of the
Delegated Regulation (EU) 2017/565, and for Ger-
many in § 85 WpHG and in Art. 36 and 37 of the
Delegated Regulation (EU) 2017/565. A history of
all ratings and recommendations is available at
your LGT relationship manager.
Essential sources of information

Our analysts draw on publicly accessible infor-
mation we consider to be reliable. For the compila-
tion of the analysis, publications by domestic and
foreign media and news services (e.g. Reuters,
Bloomberg, VWD etc.), business publications,
trade publications, statistics and rating agencies
were used, together with information from the is-
suers of the analyzed securities — mainly via the
Internet, but also in writing or by telephone. We
also procure information from investment banks
(sell-side research and primary research).
Reference regarding valuation rates

Unless otherwise stated or specified, the rates
used in the analysis are normally the share prices
provided by the news agencies Reuters and/or
Bloomberg at the close of the stock exchange of
the domestic market of the analyzed security or the
relevant principal market of this security on the
respective local stock exchange on the eve of the
day of compilation.
Explanation of investment recommenda-
tions for stocks

We apply a “hybrid approach” (internal funda-
mental analysis combined with “theScreener”, an
external, purely quantitative analysis tool). The-
Screener is based on purely quantitative, i.e., com-
putable variables such as (but not exclusively re-
stricted to) profit adjustments of the past few
weeks, stock valuation in relation to historical
performance and comparison groups, the technical
trend, performance in relation to the market etc.
The assessment of the equity analysts, which is
largely based on a qualitative analysis, does not
need to match with the one of theScreener. For the
overall judgement the assessment of the equity
analysts overrides the one of theScreener. LGT Bank
(Switzerland) Ltd. categorizes its analysis recom-
mendations into five ratings: for a “Buy” recom-
mendation we expect a relative outperformance
compared with the sector. Only equities subjected
to an internal fundamental analysis can be rated
“Buy”. The recommendation “Attractive” is used
for equities exclusively ranked by theScreener with-
out any internal fundamental analysis as “slightly
positive” or “positive”. A moderate relative outper-



formance versus the index is expected. For equities
that we rate as “Hold” we expect a performance
largely in line with the one of the sector. This can
comprise both equities for which a fundamental
analysis has been carried out as well as equities
that theScreener ranks as “neutral” versus the in-
dex. The recommendation “Unattractive” is used
for equities exclusively ranked by theScreener with-
out any internal fundamental analysis as “slightly
negative”. A moderate relative underperformance
versus the index is expected. By contrast, “Sell”
recommendations are based on the expectation of
a relative underperformance compared with the
sector. This can comprise both equities for which
we are recommending “Sell” for fundamental rea-
sons as well as equities that theScreener ranks as
“negative” versus the index. Therefore the ratings
always reflect a relative consideration versus the
sector and/or index specified by theScreener . The
risk assessment is based on the individual judge-
ment of the analyst (e.g., we assume a “high” risk
for illiquid shares, highly indebted companies or
shares from developing countries).

Reference regarding share valuation basis: The
analysis compiled by LGT Bank (Switzerland) Ltd.
are essentially based on secondary research relat-
ing to fundamental and quantitative analysis. Gen-
erally accepted valuation methods (valuation mul-
tiples, return figures, sector comparisons,
comparisons with past valuations etc.) are used for
this. The forecasts for the quantitative analysis are
prepared with the help of mathematical-statistical
procedures (see statements above concerning the
analysis tool “theScreener”). Economic indicators
such as interest rates, currencies, commodity prices
and assumptions relating to the economy are in-
cluded in the overall assessment. The mood of the
market also affects the company valuation. More-
over, many of the approaches are based on esti-
mates and expectations that may change quickly
and without warning, depending on developments
specific to the industry. Therefore, the recommen-
dations derived from the analysis can also change
accordingly. The investment judgements generally
refer to a period of 6 to 12 months. However, they
are also subject to market conditions and represent
a snapshot of the situation. They may be achieved
more quickly or more slowly or be revised upwards
or downwards.

Explanation of investment recommenda-
tions for bonds

We employ both qualitative and quantitative
methods to derive our recommendations, which
are to be seen as relative to sector/quality peers
among comparable maturities. “Buy” and “Sell”
recommendations demand a qualitative in-house
analyst opinion, in which we incorporate both his-
torical and projected financial results and credit
metrics as well as past and anticipated company
and sector-specific observations and trends. We
recommend “Buy” for a security for which we ex-
pect a strong relative outperformance compared to

sector/quality peers among comparable maturities.
We recommend “Sell” if we expect strong relative
underperformance compared to sector/quality
peers among comparable maturities. The ratings
"Attractive”, “Hold” and "“Unattractive” can be
based purely on a quantitative approach, which
includes the market price of credit risk, valuation of
equities and associated instruments, corporate
leverage, liability structure, size, and agency rating.
We recommend “Attractive” for a security for
which we expect a relative outperformance com-
pared to sector/quality peers among comparable
maturities. We recommend “Hold" if we expect an
average performance compared to sector/quality
peers among comparable maturities. We recom-
mend “Unattractive” if we expect a relative under-
performance compared to sector/quality peers
among comparable maturities.

This publication does not constitute either an
issuing or listing prospectus, nor any other kind of
prospectus. This publication also does not consti-
tute any offer for subscription or any other transac-
tion or obligation.

Definition of rating categories of S&P and
Moody's which are relevant for us:

AAA/Aaa: Borrower with highest credit quality.
Default risk also virtually negligible over the longer
term

AA/Aa: Safe investment, default risk virtually
negligible but more difficult to assess in the longer
term

A Safe investment as long as no unfore-
seen events impair the overall economy or sector

BBB/Baa: Average investment. How-
ever, problems must be expected if the overall
economy deteriorates

BB/Ba: Speculative investment. Defaults must
be expected if the economic situation deteriorates

B: Highly speculative investment. Defaults
are likely if the economic situation deteriorates

For more information on our single stock/single
bond recommendations, please contact your LGT
relationship manager or your local LGT Group com-

pany.

Risk information for fund recommen-
dations

No guarantee is provided that the publications
and information are up to date. Investment deci-
sions should therefore always be made on the basis
of the current prospectus and/or the complete doc-
umentation and publication of the third party/fund
issuer (in particular the key investor information)
and following consultation with an expert. This
fund recommendation does not meet all the statu-
tory requirements for guaranteeing the impartiality
of financial research. The Swiss Bankers Associa-
tion Directives on the Independence of Financial
Research do not apply to this recommendation. It
does not constitute financial analysis within the

meaning of the Liechtenstein Ordinance on the
Preparation of Financial Analysis according to the
Law against Market Abuse in the Trading of Finan-
cial Instruments. LGT Bank (Switzerland) Ltd. and/
or its affiliated companies are not subject to any
prohibition of trading prior to the publication of
financial research with regard to the recommended
funds. The research can form the basis for the in-
vestment decisions of LGT Bank (Switzerland) Ltd.
itself and/or those of its affiliated companies. It is
possible that LGT Bank (Switzerland) Ltd. and/or its
affiliated companies might receive retrocessions
from the issuers of the funds dealt with here.

Austria: Investment decisions should only be
made on the basis of the current KIID and valid
prospectus following consultation with an expert.
All selected third-party funds are subjected to a
thorough quantitative and qualitative analysis pro-
cess prior to inclusion in the LGT FundGuide. Se-
lected third-party funds are also subject to a con-
tinuous monitoring process.

Country-specific information

LGT funds: The current full prospectus, the Key
Investor Information Document (KIID) and the cur-
rent annual and semi-annual reports can be ob-
tained free of charge from the fund administrator
and from the following addresses: Liechtenstein:
LGT Fund Management Company Ltd., Herren-
gasse 12,9490 Vaduz, Liechtenstein and LGT Bank
Ltd., Herrengasse 12, 9490 Vaduz, Liechtenstein
and as an electronic version at www.lafv.li; repre-
sentative for Switzerland: OpenFunds Investment
Services AG, Seefeldstrasse 35, 8008 Zurich, Swit-
zerland. Paying agent in Switzerland: Frankfurter
Bankgesellschaft (Schweiz) AG, Bérsenstrasse 16,
8001 Zurich, Switzerland; paying agent in Austria:
Erste Bank der Osterreichischen Sparkassen AG,
Am Belvedere 1, 1010 Vienna, Austria; Paying and
information agent in Germany: Landesbank
Baden-Wirttemberg, GroBe Bleiche 54-56, 55116
Mainz, Germany.

Risk information for recommenda-
tions concerning structured products
This recommendation was prepared by LGT
Bank (Switzerland) Ltd and not by an independent
financial analysis department. Therefore, this rec-
ommendation does not meet all the statutory re-
quirements for guaranteeing the impartiality of fi-
nancial research. The Swiss Bankers Association
Directives on the Independence of Financial Re-
search do not apply to this recommendation. In-
vestments in structured products entail a wide
range of risks. Investment decisions should there-
fore only be made on the basis of the valid prospec-
tus or complete documentation following consul-
tation with an expert. This does not constitute
financial analysis within the meaning of the Liech-
tenstein Ordinance on the Preparation of Financial
Analysis according to the Law against Market
Abuse in the Trading of Financial Instruments.
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Risk information in connection with
foreign currencies

Information about foreign currencies were pro-
duced by LGT Bank (Switzerland) Ltd. and not by
an independent financial analysis department.
Therefore, forecasts, observations and price infor-
mation are subject to change at any time and there
is no guarantee that the information is complete.
Investment decisions should accordingly be made
in consideration of the investor’s personal risk tol-
erance and within the overall context of the port-
folio. The Swiss Bankers Association Directives on
the Independence of Financial Research do not
apply to currency analysis. Such analyses do not
constitute financial analysis within the meaning of
the Liechtenstein Ordinance on the Preparation of
Financial Analysis according to the Law against
Market Abuse in the Trading of Financial Instru-
ments.

Risk information on LGT Sustainabil-
ity Rating

To determine the LGT Sustainability Rating, the
companies, countries and supranational organiza-
tions underlying the investment vehicles are as-
sessed according to criteria defined by LGT with
respect to the areas of environment (E), social is-
sues (S) and corporate governance (G). Corporate
and country-specific sustainability data (raw data)

of external data providers feed into this rating. The
LGT Sustainability Rating is a result based on crite-
ria and calculation methods determined by LGT. It
does not claim to be exhaustive, accurate or up to
date. The LGT Sustainability Rating is not substan-
tiated by LGT. Any liability of LGT is excluded. The
LGT Sustainability Rating does not constitute ad-
vice, an offer, a solicitation or invitation to submit
an offer; it is neither a basis for a decision nor a
recommendation to buy or sell investment vehicles
or other specific products and does not constitute
advertising for products or services. Advice from a
qualified specialist before making an investment
decision is recommended. Investments may be sub-
ject to fluctuations. A high LGT Sustainability Rat-
ing and a high ESG score do not guarantee a good
or better performance of the investment vehicle or
other products, in particular in comparison with an
investment with a lower LGT Sustainability Rating.
The LGT Sustainability Rating must be strictly sep-
arated from other analyses and assessments. The
ESG criteria applied may differ from individual ide-
as of the client.

Risk information for US assets

This investment proposal might contain US as-
sets located in the USA (known as “US situs as-
sets”) which might trigger US estate tax conse-
quences. This means, for example, that the estate

of the decedent neither domiciled in the USA nor
with US citizenship might become liable for tax
payment to the US tax authority. Certain estate and
gift tax agreements with the USA (see homepage
of the US Internal Revenue Service, IRS), however,
provide for increased tax allowances or more ex-
tensive exemptions, some of which do not apply
automatically but require the filing of a tax return
or approval by the IRS. LGT recommends that cli-
ents consult a qualified tax advisor for further in-
formation on US estate tax and the associated re-
porting obligations and tax liabilities in the USA.
LGT does not automatically report tax liabilities to
the IRS, the US tax authority.

Information related to LGT (Middle
East) Ltd.

Where this publication has been distributed by
LGT (Middle East) Ltd., related financial products or
services are only available to professional investors
as defined by the Dubai Financial Services Author-
ity (DFSA). LGT (Middle East) Ltd. is regulated by
the DFSA. LGT (Middle East) Ltd. may only under-
take the financial services activities that fall within
the scope of its existing DFSA license. Principal
place of business: The Gate Building (East), Level 4,
P.0. Box 506793, Dubai, United Arab Emirates, in
the Dubai International Financial Centre (Regis-
tered No. 1308).-
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