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We are going green!
Green Division, Banca del Sempione’s new project, is
coming to light. Through this initiative, we intend to
practically demonstrate our commitment to protecting
and respecting the environment and society. Our purpose is also to contribute to making the world a better
place for the beneﬁt of new generations and, at the
same time, carry out our work in an increasingly sustainable way.
We therefore want to be a reference point for all those
customers who are seeking a new way of doing banking
based on mutual respect and transparency within the
business relationship, aimed at achieving sustainable
yield both in terms of risk/return ratio and from a socioenvironmental standpoint.
If you wish to keep up to date with the Bank’s latest
initiatives, please follow our LinkedIn page @Banca
del Sempione SA and visit www.bancasempione.ch!
For questions and info:
greendivision@bancasempione.ch
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time. Though the contents of this report are based on information deemed
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and accuracy nor for the present and especially the future quality of
selected securities.
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MARKET SUMMARY

Although one of the most difficult years of the modern era has just gone by, the market seems to show some
basic stability, especially as a result of the marginally positive effects on some of the uncertainties that
appeared earlier: the effectiveness of vaccines, Biden’s victory in the US election and its positive consequences,
the Brexit negotiations, which – despite leaving important issues open yet – have prevented a disastrous
blockade of trade and people, the important fiscal stimulus in the US, and the expectation that major central
banks will continue their expansionary monetary policies. However, the current health situation, due to the
increase in Covid-19 infections and the fear of a third wave, is weighing on the economy, with the consequent
succession of continuous stop-and-go for production, trade and services resulting from targeted lockdowns.
Economic indicators, on the other hand, show significant geographical discrepancies, with a weakening of
economic recovery for certain countries and a strong rebound for others.
In concrete terms, this context highlights the importance of tactical and strategic asset allocation in order
to select sectors or countries that have best managed to defeat the spread of the virus or have effectively
supported economic realities, as confirmed by the continued over-performance of Asian and Chinese stock
markets. And, along with the blue wave of Biden which is supposed to contribute to dusting off value stocks,
even cyclicals and emerging countries could be reconsidered during the year.
Meanwhile, the major fiscal stimulus expected following the US Senate majority for Democrats has brought a
major shift in the rate curve, especially in the long term. We expect, however, that benchmark rates for the
major global economies will remain within stable ranges, especially in the short to medium term, underpinned
by expansionary monetary policies.
Credit spreads continue to benefit from the abundant liquidity in the system and continuous search for yield.
However, as spreads have returned to pre-pandemic levels despite the higher level of indebtedness, we
consider it important to carefully assess the risk-return ratio of each instrument, in order to avoid bonds
that do not pay for the inherent risks that the market may not be currently discounting.
The US dollar’s weakening trend has partly stopped, although expectations for the year 2021 are still of a
trend toward weakening, especially against the euro, which we believe can be favoured by the momentum
the Recovery Fund will provide to economic recovery. Finally, significant interest has increasingly been
shown in some emerging currencies.
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The context of 2020

2020 will be remembered as the hardest year since World War II: a pandemic that forced governments around
the world to take drastic measures to prevent a health-care crisis, causing the worst GDP collapse ever in
modern times. Government debt exploded as a result of funds allocated to cushion the economic impact of the
pandemic, and central banks responded with expansionary monetary policy (bringing rates close to zero where
possible and increasing asset purchases), by expanding their balance sheets faster and more significantly than
the global financial crisis (ECB balance sheet as a % of GDP). These measures enabled economies to stabilize
and recover in the third quarter of the year. In the last quarter, however, there was a worsening of the pandemic, which forced the various governments to take more stringent containment measures and also to deal
with virus mutations. The positive note on the pandemic front lies in news on greater than expected effectiveness of the Covid-19 vaccines by different manufacturers, resulting in a sharp improvement in sentiment.
However, it will be a remedy that should support growth in the medium term rather than in the short term,
as it will have no immediate effect. On the political front, the focus of the last quarter was Brexit and the
US election. After four and a half years, an agreement was finally signed between Europe and Britain, which
prevented a chaotic exit from the single market a few days after the end of the year. Overseas, Democratic
candidate Biden won the White House race despite Trump’s recount and continuing accusations of vote rigging. Moreover, at the end of the year, the much-discussed US fiscal agreement was signed, which supports
households and businesses at a critical stage of the pandemic, leading the economy to a recovery in demand
at the end of the vaccination phase. Finally, the year 2021 began with a crucial vote in Georgia, which confirmed the “blue wave” by establishing democratic control of the US Senate, thereby facilitating the implementation of the newly elected Biden’s political agenda. The transition from Trump’s Republican America,
marked by nationalist, deeply anti-Chinese pride, to Biden’s Democratic America, more focused on supporting
the lower-middle classes, “anti-big tech” and more open on foreign policy, will thus be crucial.

Macroeconomic data
in Europe and the USA

The second wave of the pandemic and the resulting partial lockdowns show a relatively modest impact on
European macro and sentiment data. Despite the increase in containment measures, the strength of the
manufacturing sector and the revival of the services sector in major European economies, such as Germany
and France, continued to support the Eurozone’s composite index of economic activity. Italy and Spain, on
the other hand, remain in contraction territory, although they are up compared to previous months. In the
US, however, recently released labour-market data are well below expectations, both in terms of payroll and
unemployment rate, which remained stable (although kept technically low by the new method of calculation
that excludes from all unemployed workers those currently receiving Covid-19 state aid.) As a counter-point,
however, are managers’ positive expectations, upheld mainly by the US manufacturing index, which reaches
level 60.7. It is necessary to go back to 1987 in order to have a higher figure than the last one recorded.

A glance at 2021

The recovery of major economies will be largely dependent on vaccines. Fiscal and monetary policies should
continue to support the economy later this year, despite the large increase in government debt. As for
emerging markets, Biden’s election reduced uncertainty and improved the chances of simpler international
relations with a return to multilateralism. But, in the long run, high debt could increase emerging economies’ vulnerability, especially given that many of these countries lack sufficient credibility to implement
quantitative easing. We do not expect gradual normalisation until the second half of the year, while we believe that the first half of the year will remain volatile and dependent on the waves of contagion, especially
in Europe. Asia, most likely the first continent to have defeated the spread of Covid-19, will lead the recovery
of the global economy. This positive outlook is confirmed both by macro-economic data (with positive economic growth for the year 2020 and strong forecasts for the year 2021) and industrial growth prospects.
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CURRENCY STRATEGY

The weak dollar
favours the euro

A heterogeneous currency exposure is essential to diversify and defend against the exchange rate effect in a
very dynamic context such as 2020 and 2021. The currency market could offer interesting opportunities in the
wake of what happened this year. The euro-dollar exchange rate went up to 1.22 from 1.08 causing investors
holding assets in US currency to incur huge losses. Our idea is that the dollar will remain weak at least in the
first phase of the year: indeed, the yield spread between the dollar and the euro has narrowed considerably,
making the US currency less attractive. The Federal Reserve has cut interest rates to deal with the economic crisis that resulted from the Covid-19 pandemic, and this policy of “zero rates” is likely to be maintained
in the coming years as well: indeed, with national debt rising from 104% of GDP to 136%, it is in Americans’
interest to have a low debt cost. The situation may change if US inflation returns steadily to above 2%,
but this scenario is highly unlikely in the first half of 2021. Finally, the depreciation of the greenback is
likely to continue, also because of the expansionary policy promised by Biden and the advantage of a weak
currency. So, for 2021, the winning bet could be the euro, whose appreciation will be facilitated by the
reinforcement of programs within the Recovery Fund in the coming months, which will provide a boost to
economic recovery.

Emerging currencies,
including the Chinese
Renminbi, can show
interesting appreciation
trends as well

We believe that the US dollar shows greater weakness against risk-sensitive currencies, but with solid structural dynamics. In particular, we refer to the Australian dollar, the New Zealand dollar and the Chinese
Renminbi. Emerging market bonds in local currency rebounded quite positively already in the last part of the
past year. Higher rates than those in developed countries, in fact, could favour capital inflows, and thus a
stronger currency. Moreover, even if central banks were to cut rates and opt for accommodative policies,
exchange rates would be supported by a more pronounced economic recovery. In particular, the Chinese
currency already recorded a strong rally in the second half of 2020, but we remain bullish for various reasons.
Analysing the country from a macro-economic point of view, the data are excellent, both in absolute terms
and if compared to other developed countries. Please note that China is the only country with a positive
GDP forecast for 2020: it is estimated that it will grow by 2.10%, compared to an American contraction of
4.4% and a European contraction of 8%. PMI data, which provide a picture of the state of health of the
economy, are also booming (composite PMI 55.1). If compared to the returns offered by the other major
currencies, the positive carry obtained by maintaining a “long CNY” position (about 3% per year) represents
a unique opportunity on the market. Finally, as a political factor, Biden’s victory – which gained complete
control of Congress – should soften relations between the US and China, benefiting the currency.

Gold and oil keep their
appeal in new year

In 2020 we witnessed a real gold race: for the middle six months of the year the yellow metal was the protagonist of an unprecedented rally, reaching its all-time high in August. In 2021, the increases are likely
not to be the same, but holding a small share of the gold portfolio is certainly a rational choice. There are
many drivers that will support gold’s high prices. Central banks will have the greatest influence, in that they
will continue to print money and dilute its value, to the benefit of the price of gold which, instead, has
finite quantities. The Biden presidency’s tax package could also play in favour of gold as it is likely to complement a weak dollar and sustain gold prices. Another issue is, instead, inherent in the markets: the euphoria on the stock market is as high as valuations are, and, should a new shock occur, gold – despite showing
a positive correlation with equities for much of the past year – would surely provide a significant source of
hedging. Moving from yellow gold to black gold, the 2021 scenario for oil is positive. In the light of the
vaccine, the risk of new lockdowns is much lower, and demand should be more stable. Moreover, the oil-producing countries, meeting at the usual OPEC meeting, agreed to be prepared to intervene by reducing daily
production even in the event of a fall in demand.
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BOND STRATEGY

The bond market
in 2020

The shock from the Covid-19 epidemic drove the already extremely active role of central banks to grow even
further within the global bond market. Instead of using interest rates – already at zero or below zero in all
major countries (excluding the US, which quickly adjusted) – hyper-expansionary monetary policy was implemented through massive quantitative-easing programs and more or less direct aid to governments and
businesses. No one has explicitly taken the path of debt monetization, but it seems increasingly clear that
central banks’ balance sheets are crucial in absorbing the system’s enormous amount of public and private
debt. On the markets, this has resulted in very flat government curves with yield levels at their all-time lows,
also aided by flight-to-quality triggered by the economies’ first lockdowns. The credit market experienced a
liquidity crisis comparable only to that of 2008, though the recovery was much faster this time, shaping a
“V-shaped recovery” underpinned by the FED’s purchases of ETFs. Default rates remained extremely low
compared to the sharp decline in GDP, but fiscal and monetary aid also played a decisive role.

Prospects for 2021:
eyes are on the US curve

The election of Democrats, with total congressional control, faces a crossroads on the bond market: are we
moving toward an increasingly expansionary central-bank-funded policy, in the wake of the Modern Monetary
Theory (MMT), which could lead to structurally higher inflation rates, or – once the Covid-19 emergency
ends – will we be back on the path of more orthodox monetary and fiscal policy? At the moment, the market
has reacted with a steepening movement of the curve which suggests greater inflationary pressures, without
however discounting extreme price hikes. The US rate trend and the structure of the yield curve will be of
great importance not only for the government bond market, but also for other financial assets, such as credit and equities. We believe that the FED wants to keep real rates in negative territory, by controlling the curve
and avoiding excessive increases in return. We therefore expect a progressively steeper curve, but at yield levels
still low compared to historical averages. Inflation pressures beyond expectations or excessive stock-market overheating, which could force the FED to make monetary policy less accommodating sooner than expected, should
be monitored as risks.

Our allocation
suggestions

In this context, the bond market as a whole, both government and corporate, seems to offer very little
opportunity to the investor, with risks not adequately remunerated. For this reason, we suggest light positioning, with a significant portion of short-term liquid instruments that can be used if they present better
opportunities during the year. In the government segment we continue to favour inflation-linked bonds,
especially US ones. Although prices are now discounting much higher inflation rates than they did last year,
these bonds still seem to offer reasonable protection in the event of very pronounced price growth. In
Europe, we remain confident about peripheral bonds, thanks to the Recovery Fund and ECB support. In
absolute terms, however, yields are very low and call for a more tactical approach. At the credit level, we
favour financial bonds from primary banks, which should not be suffering any knock-on effects from increases in Non-Performing Loans (NPLs), while we recommend caution with regard to high-yield bonds, which
have default rates that can rise if some state aid to economies is removed. Emerging markets seem to be
well positioned, owing to rising commodity prices and highly accommodative monetary policy. But excessive
steepening of the US curve could penalise them later this year. As a niche theme we continue to consider
the legacy tier 1 banking bonds extremely interesting, in particular in the light of the renewed recommendations of the European Banking Authority (EBA) underscoring that regulatory authorities wish to see these
bonds recalled, through the exercise of call options or tender offers. Finally, for those who have a propensity
to increase their equity-market exposure indirectly, convertible bonds offer a very efficient way to participate in stock-market hikes while maintaining a more defensive and convex profile. At a sector level, we
recommend names that can benefit from economic recovery, alongside the technology segments that are
already traditionally dominant in convertible products.
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EQUITY STRATEGY
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A look back on 2020

In the first quarter of 2020, panic caused by the epidemic and the resulting lockdowns, exacerbated by the
liquidity crisis and credit crunch, plunged the world’s largest equity indices by more than 35% over a span
of 20 stock-market days. But the Federal Reserve’s early intervention, which cut rates sharply and resumed
quantitative easing vigorously with several programs aimed at providing maximum liquidity to financial
operators, first allowed the market to stabilise and then to start a recovery that continued for the rest of
2020, bringing the largest indices back to positive territory at the end of the year. Technology and, in particular, “stay-at-home” equities were among the “2020 winners”, along with hydrogen stocks. In many
cases, we witnessed real valuation bubbles favoured by massive liquidity and low interest rates.

Sector
and geographical
allocation in the
new year

The stock market outlook for 2021 remains good. First, vaccine announcements, together with fiscal and
monetary stimulus, will support a full-fledged recovery. Moreover, an encouraging sign that bodes well
comes from the latest quarterly results, whose data show more resilient companies than expected. More
specifically, there could be great opportunities at a sector level in terms of rotation, with value stocks
gaining ground on growth stocks. And, as has been said, if technological stocks were the protagonists of the
year just past, cyclicals may take their revenge in 2021. Among all, the tourism and travel sectors, which
have fallen dramatically in recent months, may be experiencing more sustained rises. Automotive, industrial,
and financial stocks as well as commodities will also be able to generate capital gains for investors. There
remains a question mark on the energy sector: it is favoured by an uptick in production but it is penalised
by the secular trend of lower fossil-fuel consumption. We suggest having a long-term investment horizon
and taking positions on stocks that will shape the world of tomorrow, even accepting higher volatility in the
near term, if necessary. In this respect, ESG megatrends, climate change, Millennials’ new consumption
patterns, digitization, and biotechnology are the structural themes that must be permanently allocated
within the portfolio. From a geographical standpoint, instead, 2021 could be the year of emerging markets,
benefiting from a weak dollar and less harsh US rhetoric against China than that shown by the Trump administration. Actually, China could be considered a geographic megatrend, with some caveats attached: as a
matter of fact, if, on the one hand, China’s economy is growing rapidly and markets are uncrowded, on the
other hand, the risks associated with unfettered markets still remain. However, the US, too, is likely to
continue to surprise positively, as it is less burdened by election uncertainty and favoured by the benefits
of fiscal stimulus.

Risks for 2021

We have repeatedly wondered what factors might derail the optimistic outlook for 2021. We have therefore
drawn up a number of risks against which portfolio protection structures should be provided:
• Excessive enthusiasm for investment themes including electric vehicles, battery and combustion cell
manufacturers, cryptocurrencies, software, which could trigger a sale of passive instruments and thus
have an indirect impact on major stock prices.
• US market valuations that, under all traditional metrics of PE, PS, and CAPE, approach or even exceed the
excesses of the dotcom period. Post-Covid pent-up demand (recovery in demand after forced closures)
and healthy sector rotation could deflate valuations in a controlled manner.
• Exogenous variables, such as a radical mutation of the Covid-19 virus, a tightening of lockdown measures,
a possible ineffectiveness of vaccines, or distributive and logistical difficulties exceeding expectations.
• Excessive steepness of yield curves: the overperformance of growth stocks over the last decade has been
greatly favoured by low and controlled rates. A radical policy shift by the FED or a sudden inflation acceleration could deflate valuations of long-duration assets.
• Increase beyond estimates in banks’ non-performing loans and subsequent default waves.
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ASSET MANAGEMENT CONCEPT

Goals
In a world characterised by increasingly squeezed yields expected for traditional risk categories (shares and
bonds) and by more and more frequent market shocks, the objective set by Banca del Sempione’s asset
management is to achieve a real growth in capital in the medium-long term. To achieve this result we use
the most advanced and innovative techniques accompanied by the healthy values of a Swiss tradition and
culture which within the area of asset management can rely on people with an excellent level of professionalism.

Investment Philosophy
Our investment philosophy is based on five main principles:
•
•
•
•
•

Composition of profits
Drawdown reduction
Discipline of the method, rather than “passivity” of the method
Reduction of cognitive and emotional biases
Limited presumption of market timing

Specifically, a reduction in drawdowns (i.e. negative fluctuations in asset values) combined with capitalisation of profits (defined by Einstein as the eighth wonder of the world), allows for triggering a snowball
effect, through which profits are generated on profits, resulting in growth of invested capital over the
medium-long term.

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-directional funds, total return funds, funds of funds
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Non Investment
Grade Bonds
(<BBB>)

Other
Equities Funds*

Currency
Diversification

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/longterm, 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
Bonds
Equities*
Alternative instruments

Cash

33
62
0
5
100

Bonds
Equities
Alt. instruments

Asset classes

Income Plus
Cash
Bonds
Equities*
Alternative instruments

Cash

20
52
9
19
100

Bonds
Equities
Alt. instruments

Asset classes

Dynamic
Cash
Bonds
Equities*
Alternative instruments

Cash

6
45
20
29
100

Bonds
Equities
Alt. instruments

Asset classes
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Balanced
Cash
Bonds
Equities*
Alternative instruments

Cash

6
31
35
28
100

Bonds
Equities
Alt. instruments

Asset classes

Growth
Cash
Bonds
Equities*
Alternative instruments

Cash

2
29
52
17
100

Bonds
Equities
Alt. instruments

Asset classes

Equity
Cash
Bonds
Equities*
Alternative instruments

Cash

3
0
97
0
100

Bonds
Equities
Alt. instruments

Asset classes

* Part of equity allocation is hedged with index options or futures
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