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MARKET SUMMARY

In the last month of this quarter, the Russian invasion of Ukraine dominated the newsflow, causing an acrossthe-board sell-off that led global stock markets to record new lows for the year (-13%). At the same time,
traditional safe haven assets such as government bonds and gold have been bought (gold over $2,000/ounce
and German Bund back into negative territory). Interest rates, by contrast, have risen sharply again, leading
the global bond index to record its worst start since 1980 (-5.2% for the first quarter).
With inflation in the US exceeding 8% year-on-year, FOMC members continue to show deep concern about
price dynamics accompanied by a labour market under pressure that will push wages further upward. This
explains an increasingly hawkish rhetoric from the Fed, beginning with a 25 bp rise in the base rate which, as
the dot plot trajectory suggests, will be increased by 25 bps eight more times from now till the end of the year
to then reach approximately 3% in 2023. This choice will also be accompanied by a balance sheet reduction
which is expected to begin in the summer. The way in which quantitative tightening will be carried out will be
able to tell us a lot about the future of the US yield curve, which inverted in the 2/5 years and 5/30 years
maturity segments at the end of the quarter.
More complicated is the ECB’s position, which for the moment has maintained its monetary policy in the face
of the Russian aggression on Europe’s borders, yet leaving the door open to higher rates and a suspension of
quantitative easing in the second half of the year.
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Potentially positive
– albeit declining –
global growth

Just as the global economy was recovering from the effects of the COVID-19 pandemic, the world had to face
a second shock from the Russian invasion of Ukraine. As with any geopolitical shock, the situation changes
very quickly, so making economic forecasts is particularly difficult.
That said, the direction in which the economy is expected to move during this crisis is quite clear: growth
will be below expectations and inflation will be higher.
The magnitude of the impact on growth will be determined by how much energy costs will rise and how long
they will remain high. Consumer demand for food and energy-related commodities is as inelastic as it is, so
other goods will be paying for it, creating a generalised slowdown.
We do not expect a homogeneous impact on the various countries from this war. Geographical proximity and
ongoing trade relations are a clear transmission mechanism between war and the economic outlook. Europe
is therefore the most exposed among the advanced economies, mainly because of its dependence on Russian
natural gas and oil. Moreover, the combination of Russian banks’ exclusion from SWIFT, sanctions, restrictions on rouble conversion, and the collapse of Russian demand will cause direct – albeit small – and indirect
impacts on the supply of raw materials by creating supply-side bottlenecks for the industrial sector.
Despite the above, economic data in developed countries remain optimistic. The context for consumers
remains favourable, with aggregate household spending continuing to be stronger than it was before the
COVID-19 shock. On the production front, composite PMIs in the United States and Europe stay above the
critical threshold of 50. Labour market data show resilience, and employment data in Europe continue to
improve as well, with the unemployment rate falling to a new historic low. Many considerations therefore
suggest that developed market economies rely on solid structural foundations.

Inflation:
from COVID-19
to the conflict

While supply-side challenges seemed to be shrinking, the conflict has brought to the fore problems of the
availability of raw material resources, with subsequent compression on the supply and production chain for
several finished products in various sectors. Short-term inflation prospects fuelled by energy and commodity
prices remain high, and especially with greater risks for Europe than the US. The direct effect of the conflict
has been seen mainly in the retail prices of petrol and natural gas, which together account for almost 5% of
the consumer price index basket. US headline inflation rose further to 8.5% at the end of March, touching
its highs since 1998 (i.e. since comparable data exist) with labour market under pressure.
Finally, we must not forget that the shock has also affected agricultural commodities: consider, in fact, that
Russia and Ukraine account for about one-quarter of global wheat exports. The price of these agricultural
commodities and the effect that the continuing conflict will have on their distribution is an important factor
to monitor, as it not only adds inflationary pressures but can above all undermine political stability in many
emerging economies.

The monetary
stimulus reduction

The supply-side shocks are always particularly challenging for central banks. On the one hand, they are
concerned about the long-term inflation implications of rising commodity prices, and on the other hand,
they must proceed cautiously with rising rates, given their potential negative impact on growth.
As previously explained, the early signs of the war’s economic impact have emerged: inflation has reached
new records in the United States, the United Kingdom, and the Eurozone. The result was a rise in the Fed’s
base rate of 25 bps, a second rise by the Bank of England, and an announcement that the ECB would reduce
its quantitative easing program.
The economy in the Eurozone is further away from full employment than in the US. It is also the area most
affected by the Russian/Ukrainian crisis. This means that the European Central Bank (ECB) will focus more
on growth than on inflation. But, given President Lagarde’s insistence that the ECB’s approach is “data dependent”, rather hawkish outcomes are likely to be expected of the next meetings. Very soon, the governing
council may believe that it has sufficient confirmation that medium-term inflation will exceed the 2% target,
thereby meeting the conditions for the start of a “tightening” cycle, though probably less pronounced than
markets expect.
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CURRENCY STRATEGY

USD appreciation trend
continues

In the first quarter of 2022, the US Dollar continued to be strong, in particular against the Euro. The Fed’s
monetary policy is becoming increasingly aggressive, and interest rate hikes will continue faster than estimated at the beginning of the year due to recent data on inflation, no longer perceived as a temporary
event. Indeed, in the United States, the various FOMC members continue to show deep concern over price
dynamics, accompanied by a labour market under pressure that will push the wage trend further upward.
This explains the Fed’s increasingly tightening rhetoric, and it is not surprising that the money market is
now incorporating expectations that the Fed funds rate could reach 2.25% by year-end.
In Europe, too, inflation beyond the ECB’s estimates has led to an accelerated policy of interest rate normalisation, with board members now keen to raise them by the end of 2022. The doubts expressed by some of
Europe’s central bankers, who still leave room for flexibility in monetary policy, are due to the possible impact
of the conflict in Ukraine on Eurozone GDP. Despite the divergence in the monetary policies of the Fed and
the ECB is slowly narrowing, it is now likely that the Eurozone’s greatest risk is for the EUR/USD cross rate
to move from its start-of-year level of 1.14 toward the 1.0650 target.

Uncertainty continues
to favour
the Swiss franc

The Swiss National Bank continues to view the CHF as highly valued, but the Swiss currency confirms its role
as a safe-haven currency in times of uncertainty like the current one. In particular, the exchange rate
against the Euro – after nearly touching 1.03 at the end of 2021 – reached parity, and then settled in the
1.01-1.04 range. The strength of the exchange rate allows inflation to be more under control than other
economies, ensuring a more favourable interest rate differential.

The war
puts pressure on
emerging currencies

The invasion of Ukraine and the resulting measures by the Western authorities have affected rouble trading,
making it difficult, if not impossible, on certain days. In early March, the pressure extended to other emerging currencies, particularly those of neighbouring countries (Hungary, Poland, the Czech Republic), which
however – just like the rouble – recovered much of the depreciation.
The Chinese currency continues to trade in a tight range of 6.32-6.39 against the USD, despite the dramatic
difference in monetary policy between the People Bank of China and the Fed.

High volatility
in commodity markets

The unexpected Russian invasion of Ukraine, in addition to causing thousands of casualties, has led to the
application of economic sanctions with major inflationary consequences that have been felt on commodity
markets, both in energy (oil and natural gas) and in raw materials and food.
For example, the price of WTI crude oil, after a year’s start in a stable range below USD 90 per barrel,
reached a peak of around USD 140. Western countries are seeking alternative sources of supply to the
Russian market, but the current uncertainty is allowing oil to consolidate at levels steadily above USD 100.
Similar price increases have taken place in the gas and main commodity markets.
Even gold, which benefits from inflationary pressures and its role as safe-haven asset, has revised its 2020
highs above USD 2,050.
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BOND STRATEGY

The context of the first
quarter of the year

Bond investors will remember the first three months of 2022 for a long time. It is one of the worst quarters
ever for the fixed income sector. The Bloomberg Global Aggregate index recorded a performance of -6.16%,
which was decidedly unusual for a bond index. The biggest burden has been the across-the-board increase
in returns on all major government yield curves. In the United States, the Fed’s late-2021 shift toward a
much more restrictive monetary policy has gained further credibility, in the light of very worrying inflationary
data. The market has had to substantially revise its expectations of rising rates, which could suddenly reach
2.5% already this year. Perhaps more surprisingly, European returns have also undergone a significant upward
adjustment. For the first time since 2014, the negative rate policy, which the ECB could end by the first
quarter of next year, has been called into question. Unless inflation returns sharply, we will certainly see the
end of quantitative easing in Europe and the beginning of quantitative tightening in the US, resulting in a
dramatic reduction of liquidity in the system.

The impact of the
conflict in Ukraine

In an already turbulent bond market, the outbreak of the war in Ukraine, had an obvious destabilizing effect,
albeit still uncertain in its unfolding. The initial flight-to-quality reaction has been short-lived. The main
concern is that the conflict may exacerbate the already existing inflation dynamics, creating an inflationary
spiral that will force central banks to intervene vigorously. On the credit front, spreads have been widening
across the board, with the emerging market segment particularly affected by Russia’s possible default.
European financials are also at risk of being exposed to the effects of heavy sanctions and the potential
consequences for European economies.

The outlook
for this year

There remains an extremely tricky context for bond investment. While valuations are beginning to become
acceptable, after so many years of zero or negative returns, there is still no sign of stabilisation of the inflationary spiral, a necessary condition for market stabilisation. Also, wider credit spreads do not necessarily
provide opportunities given high macroeconomic and geopolitical uncertainty. At the credit level, some
emerging bonds of areas not directly affected by the conflict but that have fallen in price, such as Latin
American countries, are interesting in our view. Because of sanctions, we are more cautious about European
financial credit, but at the same time we believe that the strongest banks are not at risk.
We believe that the flattening movement has gone too far on government yield curves. We even see an inverted curve in the United States. With liquidity being reduced in the second half of the year, however, the long
ends may suffer, generating some steepening. We therefore recommend remaining on bonds with limited
duration.
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EQUITY STRATEGY
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The market scenario
in the first quarter
of the year

We were generally surprised by the resilience of equities in this first quarter after the outbreak of war on
Europe’s doorstep. This was mainly due to earnings forecasts that continue to rise, a strong labour market,
and a trend reversal of COVID-19 that seems to be coming to an end in developed countries. There also seems
to be a turning point for the better in Chinese politics.
Western governments are increasingly discussing plans to strategically limit imports of energy and raw materials from Russia. However, alternative sources of supply remain a long and difficult way to implement,
and a problem is also the timing of terminating existing long-term contracts. In fact, more than half of
Russia’s oil exports to Europe, and most likely all European gas imports from Russia, are based on long-term
agreements. The same also applies to most imports of metals, and, therefore, a complete disconnection from
Russian supplies could take time and will probably be fraught with political and practical challenges.

Positive view for
commodity-driven
equities, but also
for resumption
of growth stocks

We remain decidedly bullish on energy companies. As a result of the war in Ukraine and sanctions, in fact,
the availability of gas, oil and metal production capacity is at risk in the future, while demand remains well
supported. We also believe that the sector can outperform even during periods of increased volatility; in
fact, as we have mentioned, we believe the commodity market will remain structurally bullish over the years.
In addition to oil companies and raw materials manufacturers, the largest beneficiaries may include the
stock markets of Canada and the United Kingdom, which, in addition to being overweight in these sectors,
are trading on P/E at a discount to both their historical average and other developed markets.
We also think that small- and highly hypergrowth mid-caps may have a tactically marked recovery as rates
stabilise.

Convergence trend
between
the United States
and Ex-US markets

For this year we are betting on regional convergence between American markets and rest of the world. In
fact, if we exclude US securities from the MSCI All Country index, global stock exchanges have lived from 2008
onwards a period of substantial underperformance relative to the US. Moreover, within emerging markets,
we suggest positioning on Chinese bonds, trading at a high discount (as indicated by the price-to-book ratio
of the Hang Seng index at its record lows) in a context of increasingly expansionary monetary policy.
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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
Income Plus
Dynamic
Balanced
Growth
Equity

Low
Medium-low
Medium
Medium-high
High
Very high

100
50
30
30
30
30

100
100
100
80
50
50

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

Other
Equities Funds*

Currency
Diversification

0
15
20
20
20
20

0
15
30
50
75
100

15
15
25
25
25
25

5
15
25
25
30
30

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

19
81
0
0
100

Bonds
Equities
Alt. instruments

Asset classes

Income Plus
Cash
Bonds
Equities*
Alternative instruments

Cash

9
66
10
15
100

Bonds
Equities
Alt. instruments

Asset classes

Dynamic
Cash
Bonds
Equities*
Alternative instruments

Cash

16
45
19
20
100

Bonds
Equities
Alt. instruments

Asset classes
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Balanced
Cash
Bonds
Equities*
Alternative instruments

Cash

14
36
33
17
100

Bonds
Equities
Alt. instruments

Asset classes

Growth
Cash
Bonds
Equities*
Alternative instruments

Cash

19
16
49
16
100

Bonds
Equities
Alt. instruments

Asset classes

Equity
Cash
Bonds
Equities*
Alternative instruments

Cash

29
0
71
0
100

Bonds
Equities
Alt. instruments

Asset classes

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