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Market summary

The fourth quarter of the past year was undoubtedly dominated by the U.S. elections. The approach to the
electoral event was very cautious on the markets, and at the dawn of the initial exit polls, everything
appeared to take a turn for the worse. However, as in the case of Brexit, the equity markets reacted positively in this case as well, as they did one month later, with a positive reaction to the outcome of the
Italian referendum, which had been so feared up until the night before. Given the performance of the year
just ended, we can easily assume that investors were most likely taken by surprise on excessively prudent
positions in their portfolios, later having to suffer through the market fluctuations.
The second interest rate increase in the USA was observed at the end of the year; however, this time investors appeared to be more prepared, and we did not see the negative reactions we had witnessed at the
beginning of 2016.
The upcoming year opens with positive expectations for the development of the overseas economy, along
with many uncertainties of a political nature for Europe, with various important elections ahead. The
emerging markets must also demonstrate that they are now more mature and able to fuel their own growth
independently, no longer solely dependent on the impetus provided by exports.
We are entering the eighth year of equity market increase after the financial crisis of 2008, and the economic prospects and expectations of recovery in profit growth give us confidence that this movement will
continue, although it will not be without pitfalls.
On the currency and bond front, the current situation calls for extraordinary flexibility and opportunism.
The rate normalisation trend in the USA will impact all of the other bond markets as well, which remain
closely linked to one another. The deep-rooted tendency in recent years of generating positive returns on
bonds thanks to capital gains accrued on prices rather than on yields may no longer work, thereby calling
for more sophisticated management of one’s positions, in order to generate positive results in a scenario
where rates, particularly real ones, are still very (too) low.
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ECONOMIC OVERVIEW

Context

The economic climate appears uncertain during this start to the year. The numerous political events, with
elections in France, the Netherlands and Germany, as well as the consequences of Brexit, will continue to
keep volatility high on the European front. The new U.S. administration should bring in a wave of optimism
and recovery of investments in the USA, but the protectionist attitude with which it presented itself risks
having negative repercussions, particularly on trade partners in the NAFTA zone and in Asia. China remains a
source of potential risk, as the Country’s leadership continues to place priority on economic growth that is
largely accompanied by significant growth in debt, which in the end could prove to be destabilising.
Moreover, there are no signs of easing of the tensions in the Middle East; greater Russian involvement in the
region could have a stabilising effect under certain aspects and a destabilising effect under others, whereas
the weakened terrorism in the Middle East continues to strike in the United States and Europe.
In conclusion, with the beginning of this new year, there will be no shortage of risks of geopolitical tensions
that could impact the economic prospects.

Macroeconomic
indicators

According to the last quarter data, the macroeconomic indicators are optimistic. In fact, although productivity growth has diminished in the past year, the situation in the U.S. job market has now stabilised, clearing
the way for a normalisation in rates that has been expected for some time now.
The PMI indices continue to remain firmly in positive territory, and macroeconomic surprises have remained
positive in both the Eurozone and the USA. The U.S. leading indicators, although positive, are still undergoing the weakening phase that has continued for nearly 2 years now.
Third quarter US GDP has been adjusted upwards to 3.5%, in line with forecasts by the Atlanta FED’s GDP Now
leading index (calculated on a monthly basis rather than quarterly).

Outlook for 2017

We believe that in this upcoming year the US domestic policy will be particularly in favour of economy, due
to a more flexible budget policy, a relatively expansive monetary policy and a less stringent regulatory framework. In this respect, we expect economic growth in the United States to continue throughout 2017 and the
global growth rate to improve slightly from 2.5% in 2016 to approximately 3% in 2017, also due to the expansive tax and monetary policies implemented in the various key countries.
Lastly, despite the fact that the initial political measures by newly elected president Trump risk jolting the financial markets as far as trade tariffs and agreements are concerned, we are convinced that he will be able to
adjust his aim, if necessary, in order to better achieve the desired results. Therefore, although we may be in for
a bumpy ride, economic growth in the United States for 2017 does not seem to be under any serious risk.

US – Eurozone Composite PMI
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CURRENCY STRATEGY

The American dollar
in light of Donald
Trump’s victory

Donald Trump’s victory in the US presidential elections, together with a hawkish Federal Reserve, change the
scenario, once again proposing for the new year the issue of divergence between the FED’s monetary policy
and that implemented by other major central banks (ECB, BOJ and SNB). The variables that we consider
(fundamental analysis, price action, momentum) tend towards an appreciation of the USD. Nevertheless, we
believe there will be phases during the year in which the joint action of a strong dollar and an increase in
yields will risk weighing on US growth. In this case, it will be up to the US president himself to adjust the
dollar by issuing a statement.
From a purely technical standpoint, the EUR-USD breakout (which failed) of the support level in the 1.05
area does not yet call for a clear “long dollar” position.

Neutral on the
Swiss franc

The apparent incapacity, confirmed again this year, of the EUR-CHF exchange rate to return to levels of
greater weakness for the franc leads us to limit exposure. For the first time, Switzerland’s central bank has
mentioned the possibility for the CHF to appreciate against a basket of currencies and not only against the
euro. This could drive Swiss monetary authorities to allow the Swiss currency to appreciate against the Euro,
as it is offset by appreciation of the USD against the franc. The level currently “defended” by the SNB is in
the 1.0680 area, but if this support level does not hold, the franc may appreciate by 1%-1.5%.

Emerging currencies
also offer an interesting
wager on weaknesses

In general, the increase in yields during the last quarter of the year does not encourage appreciation of the
emerging currencies. The approach to these currencies should therefore be cautious: we recommend maintaining a limited structural exposure, operating opportunistically on particularly stressed situations where
value is identified. The beginning of the year showed two currencies particularly under pressure: the Turkish
lira and the Mexican peso. The Mexican currency was devalued by over 6 percentage points in two market
sessions, following a declaration by Trump regarding the wall between Mexico and the USA and the cancellation by Ford of a USD 1.6 billion investment in Mexico. We believe the devaluation to be excessive and that
current prices offer a good entry point for a long position on the Mexican peso. We remain positive on the
Russian rouble, although valuations are already discounting Trump’s positive effect. Consequently, we recommend limited exposure, to be increased in the case of adjustment of the Russian currency.

Renewed interest in
Scandinavian currencies

At the levels achieved by the Swedish krona (spot ref: EUR-SEK 9.50), we believe there is little value in
maintaining a long position. However, it may be interesting to reopen a position in Norwegian krone: in fact,
the country’s macro-economic fundamentals are recovering, inflation above 3% is averting expansive monetary policy measures and the growth in oil prices should encourage appreciation of the Norwegian currency
as well. The transaction may be conducted using the CAD as the funding currency, with the objective of
neutralising the oil risk. In fact, both currencies have a similar beta with respect to black gold prices.
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BOND STRATEGY

Fed rates hike in the
last quarter of 2016

In December, the second increase in official rates by the Fed was finally announced, after the first, slightly
traumatic one recorded one year ago. This time, the situation was different: inflation prospects have grown
and are now much clearer, the bases for an economic recovery are more solid and, therefore, the increase
should not be isolated. In particular, Yellen’s unusually “hawkish” tone leads us to expect at least 3 increases in the upcoming year.
The bond markets had already positioned themselves for a credit squeeze during the quarter, recording the
worst adjustment in many years, after the post-Brexit lows. The Global Aggregate index lost approximately
3.5% during the period (this is an index hedged in EUR), while the more generic USD index lost much more.
Following the decision by the Fed, together with the November election of Trump, the yield spread between
US government bonds and those of the Eurozone recorded a sharp widening along the entire yields curve.

Our forecasts for 2017

For 2017, we suggest an approach characterised by tactical and dynamic choices, as we believe the markets
will show significant movement and that there will be a good deal of volatility.
The long and very long ends of the curves in Europe should have little or very little value: inflationary expectations have increased, while real rates have remained negative. This leads us to consider current yields as
still very depressed compared to the fundamental levels. Therefore, we recommend a negative duration for
this sector, which could become even more negative in the event of a decrease in yields.
As far as the spread differential between the U.S. and Germany is concerned - currently at record highs - we
believe it is currently offering a good entry level in relative terms. Moreover, we believe it is destined to
decline, given the strength of the USD which, in conjunction with a further increase in rates, could make US
growth not that much higher than the European one.
Lastly, following expectations of a rates hike, we believe the U.S. curves may tend to flatten out, and we
envisage that even in Europe, expectations of tapering may lead the curves to greater flattening (particularly on the long ends and in some peripheral Countries: in Italy, for example, the nearly 200 bps spread between 10 and 2 years is already very high).

The spread on
issuers of emerging
countries offers some
opportunities to seize

The post-electoral risk-on movement in the United States has further compressed High-Yield spreads, dropping to the lows of 2016.
For the moment, emerging stocks have been excluded from this movement, with spreads initially widening
and still offering good investment opportunities.
In the new year, the spread between peripheral and core countries in Europe should have significant reduction potential during risk-on phases in the markets and vice versa.
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EQUITY STRATEGY

Context

No significant impact of the rates hike was recorded on the markets in the last quarter of 2016, with US
markets actually moving toward their record highs.
Moreover, if we look at the S&P 500 performance after the real estate crisis from another standpoint, we can
see that, although the S&P 500 achieved approximately 240% from the lows of 2009, it is only 44% above
the March 2000 and October 2007 levels. Given this, we cannot rule out the possibility of the rally continuing
for some time, also thanks to an inversion in the investment flows toward equities (provided that after 2
years of stagnation in profits, they resume growth as expected).
In the short term, however, Trump’s arrival could result in a more traditional “buy the rumours, sell the
news”, although we believe these adjustments are of a temporary nature, as occurred in the recent past
(October 2014, August 2015 and January-February 2016).
In Europe, the Eurostoxx50 reduced its 2016 losses to zero at year-end and closed the gap with respect to
the USA. Indeed, the overall European situation is essentially different from that of the United States, with
a good portion of equity markets that have not yet regained the 2007-2008 pre-crisis capitalisation levels.
The European under-performance, however, has a structural reason for existing, with earnings and margins
that are not comparable to the American ones. Even in this case, we believe this trend will continue for a bit
longer, albeit with the risk of some interim adjustments (also in light of the excess purchase levels).
In summary, therefore, we recommend preferring the US equity market over the European one in the long term.

Equity market
valuations and
earnings forecasts

The recent upturn of the US market has brought the S&P 500 P/E to over 21. Forecast P/E for the upcoming
year is at the more reasonable level of 17.5, indicating an expected recovery in EPS; after 2 years of earnings
stagnation, it will be important that this figure not be adjusted downward in 2017 as well.
In Europe, the sharp rally in prices has brought the Eurostoxx50 P/E to over 21, in line with US P/E. Expected
P/E for the upcoming year, however, is at 14.4, indicating significant EPS growth forecasts.
According to initial data for the new year, the expected EPS figures in the USA for 2017 seem to be off to a
very good start, well above forecasts for the prior two years; clear signs of recovery are also observed in the
EURO zone, albeit starting from lower levels.

Implications
for asset allocation

During the course of the prior quarter, we saw a sector rotation almost without historic precedent, with growth
and quality stocks heavily paying the price after years of absolutely exceptional returns. A case in point is the
Nestlè stock, judged as universally “safe” and which lost approximately 15% from its highs during the period
from August to the end of November 2016, compared to a global equity market that was instead practically
flat during the same period. A similar trend was observed in the majority of those stocks considered as similar
to bonds due to the limited volatility of their corporate results and the high dividends paid to shareholders.
In this respect, we believe that this shift from bond proxy to value and cyclical stocks may continue during
the course of the new year. In fact, Trump’s fiscal policies, in conjunction with an increase in oil prices, may
trigger initial signs of inflation. Inflation could in turn force central banks to revise their monetary policies
to take on a less accommodating stance and, consequently, financial operators to adjust the discount rate at
which they value the cash flows of the companies in which they invest. As a result, rather than consumer
staples and information technology (which are historically at a premium), for the upcoming future we prefer
materials, industrials and financials, which should benefit from higher rates and prices.

S&P 500 P/E ratio compared to Eurostoxx 50 P/E ratio
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ASSET MANAGEMENT CONCEPT

Objectives
Our main asset management objective is total return. Over a 12-month span, we want to achieve capital
growth, while containing as much as possible downward price swings due to bearish financial market
conditions.

Investment Philosophy
To achieve this result, we apply a management philosophy based on the following points:
•
•
•
•
•

sharp reduction in the emotional component
limitation in drawdowns
discipline in building the portfolio
breakdown of interest
limited presumption of market timing

Portfolio Structure
Maximum investment limits (%)

Investment Profile

Risk category

Cash

Investment
Grade Bonds
(>=BBB-)

Income

Low

100

100

0

0

5

15

Income Plus

Medium-low

50

100

15

15

15

15

Dynamic

Medium

30

100

20

30

25

25

Balanced

Medium-high

30

80

20

50

25

25

Growth

High

30

50

20

75

30

25

Equity

Very high

30

50

20

100

30

25

Non Investment
Grade Bonds
(<BBB>)

Other
Equities Funds*

Currency
Diversification

* Non-directional funds, total return funds, funds of funds

The limitation of drawdowns via compounding of profits - defined by Einstein as the eighth wonder of the
world - permits the accrual of profits on profits, triggering a snowball effect that results in growth of
capital invested in the long term. The main innovation of this approach is in the way of limiting losses:
in the past, portfolio volatility was offset by investments in instruments considered to be free of risk,
namely bonds. Today, the protection offered by such instruments is mostly limited, while in the medium/
long-term, traditional investment in bonds could even increase portfolio risk, especially if we consider
that over the recent period, stocks and bonds have increased in perfect harmony.

In our opinion, the implementation of systematic strategies allows for portfolio risk reduction and profit
achievement whilst protecting invested capital, even in difficult markets. Due to their cold and mechanical approach, these strategies sharply mitigate the emotional component that drives and influences investment decisions and are based on the concept that it is preferable to participate in market trends
rather than anticipate a shift or change in trend. On this basis, market prices are the best indicators of
the current trend. As opposed to traditional ones, systematic strategies may also participate in market
price downturns and, combined with a more traditional fundamental analysis approach, are able to offset
sharp downward shifts such as those of 2008 or 2011.
In essence, common sense, systematic behaviour and discipline in making investments are the bases on
which we build the portfolios of our clients.
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TACTICAL ASSET ALLOCATION

Allocation by asset class
Income
Cash		35		
Bonds		60
Equities		–
Alternative instruments		
5
		100

Cash
Bonds
Equities
Alt. instruments

Asset classes

Income Plus
Cash		7
Bonds		64
Equities		15
Alternative instruments		
14
		100

Cash
Bonds
Equities
Alt. instruments

Asset classes

Dynamic
Cash		3
Bonds		44
Equities		30
Alternative instruments		
23
		100

Cash
Bonds
Equities
Alt. instruments

Asset classes

Balanced
Cash		2			
Bonds		34
Equities		39
Alternative instruments		
25
		100

Cash
Bonds
Equities
Alt. instruments

Asset classes

Growth
Cash		5
Bonds		24
Equities		48
Alternative instruments		
23
		100

Cash
Bonds
Equities
Alt. instruments

Asset classes

Equity
Cash		4
Bonds		20
Equities		55
Alternative instruments		
21
		100

Cash
Bonds
Equities
Alt. instruments

Asset classes
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