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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

Investment policy is published quarterly and is subject to change at any
time. Though the contents of this report are based on information deemed
reliable, we cannot assume any responsibility for their completeness
and accuracy nor for the present and especially the future quality of
selected securities.
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MARKET SUMMARY

The pandemic caused by the new coronavirus infection, at first broken out in China and then spread everywhere on a global scale, has heavily impacted our lives as well as financial markets. Even though it looks
impossible right now to fully assess its consequences, our feeling is that this crisis will significantly and
permanently change a number of aspects in the economic-financial field, including, first and foremost, the
fiscal and monetary policies implemented by the major developed countries.
Both macro-economic and corporate forecasts made at the start of the year have lost any significance and
left room to a completely new scenario marked by economic lockdowns and double-digit GDP falls. In the
face of such economic disruption, governments and central banks have responded by taking unprecedented
measures both in terms of speed and scope, although some uncertainties still remain over the efficacy of
European fiscal policy.
After an initial extremely weak phase, the equity market largely benefitted from government interventions,
with a clear-cut distinction between healthier sectors (consumer goods, healthcare, technology) and harderhit or more fragile ones (energy, tourism, banks). It is advisable to remain invested in high quality defensive
stocks and look only very selectively for investment opportunities in non-performing sectors, until a turning
point is reached on the epidemiological front.
The bond market has been hit by a liquidity crisis which is only comparable to that occurred in 2008, both
in the investment grade and the high yield segments. A rather unclear view of the future and the lack of
liquidity are suggesting a cautious approach to this asset class, although it is also recommendable to avoid
liquidating outstanding positions within a context in which it’s difficult to find good prices on the market.
On the currency front there don’t seem to be any significant trends underway as far as the main currencies
are concerned. We remain neutral on the US dollar, whereas we still prefer the Swiss franc as a “safe haven”
currency. The global recessionary scenario and the collapse in oil prices lead us to correct our position on
emerging currencies, which remain exposed to further volatility despite the heavy depreciation they have
suffered.
Conversely, we reiterate our positive view on gold, which is proving to be one of the few assets able to
provide portfolio diversification and to strengthen in risk-aversion scenarios as well as in reflationary ones,
generated by the joint action of governments and central banks.
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First quarter
scenario

One of the worst quarters ever for global economy has come to an end. If financial market deregulation was
the triggering origin of global recession, this time the market is faced with a difficult situation, without
being held responsible for it, as it was caused by a health-related exogenous shock. The consequences of
the COVID-19 pandemic have been accompanied by a crisis among OPEC+ countries which led to a fall in oil
prices. The start of a liquidity and deleveraging crisis has also contributed to a widening of spreads in all
credit segments, mostly penalising the less liquid parts of the market.

Monetary policy
interventions

Therefore, central banks found themselves forced to flood markets with liquidity in order to safeguard financial market operations. The Fed implemented extraordinary measures such as unlimited QE, 150bp rate cuts,
corporate bond purchases on primary and secondary markets in order to directly finance businesses, purchases to protect Commercial Papers and USD swap lines with the main central banks. These measures were accompanied by a USD 2,000 billion package presented by the Trump Administration in order to cope with the
emergency. These have been striking interventions considering that not even during the 2008/09 crisis the
Fed hadn’t gone that far. The financial community has welcomed such measures by partially restoring trading
operations on the money market where liquidity had dried up (see the LIBOR/OIS spread on the chart).
Across the Atlantic, the ECB is guaranteeing the refinancing of the main debt issues by expanding its €750
billion security purchase program, named PEPP (Pandemic Emergency Purchase Programme), with the 33%
purchase limit imposed on government paper having been suspended and Greece having now been included
(to the benefit of Southern European countries).

Fiscal policy
interventions

In the United States, coordination between the central bank and the government is in sync, whereas, on the
other hand, Europe is struggling to reach an agreement on fiscal policy that can meet each EU Member State’s
needs. The measures being discussed, such as the use of the ESM (considered by peripheral countries as insufficient with respect to the current situation and their debt sustainability) and the issuance of the socalled Coronabonds, are contentious issues due to discrepancies among EU countries in term of national debt.
At this stage, given the urgency of the matter, each sovereign state has decided to act independently, putting
in play all the economic resources at its disposal. In our view, a coordinated response would be more effective.
At least, EU Member States have been authorised to exceed public deficit parameters as well as to make
significant recourse to fiscal leverage to soften the impact of recession, which has become inevitable by now.
We do not expect further actions by Central Banks shortly, considering the extraordinary fiscal resources
already employed by governments, which yet have to take the sustainability of their public finances into
account. Said sustainability will depend on how long the pandemic lasts.

The economic
situation

In the quarter under review we are recording an all-time plunge in PMIs due to the closure of business activities in response to the spread of the COVID-19 pandemic. Namely, in the February reading the global
manufacturing PMI dropped from 50.4 to 47.1 (in March: 47.6). These figures already represent the lowest
levels ever touched since the great 2008-09 crisis and foreshadow the devastating impact the virus may
have on global growth in the short run.
In the US, the applications for unemployment benefits reached record numbers, exceeding USD 10 million in
March. Another exceptional factor is the labour market which, in just two weeks’ time, went from full employment to a forecast double-digit joblessness, resulting in an expected fall in consumption.
With regard to the second quarter, there seems to be even greater uncertainty. A rebound in activity is forecast
albeit exposed to the risk of a downside correction, due to both economic and epidemiological factors (i.e. a
possible resumption of infections in the second part of the year). The Fed, Congress and the Administration
are determined to do whatever it takes to support the economy and the markets, which is actually restricting
the range of possible consequences of the epidemic, but is also taking the system to an unexplored territory
in terms of debt and deficit levels, on the one hand, and monetary intervention, on the other hand.
As for Europe, it has been forecast that each month under lockdown is wiping out 12% of quarterly GDP.
Lockdown measures enforced for too long may therefore prove to be unsustainable.
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* The Libor-OIS spread measures the risk and liquidity of the money market:
a high spread is an indication of a low propensity to lend money, while a low spread indicates a high level
of market liquidity.
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Neutral
US dollar position

We are fundamentally maintaining a neutral view with regard to the US dollar. Various opposing forces are
impacting the dollar, meaning that maintaining a structural position at present is – in our opinion – far from
appropriate. In terms of fundamentals, the measures taken by the Federal Reserve to tackle the crisis arising
from the COVID-19 pandemic should weaken the currency. In our previous quarterly report, we recommended
keeping a long USD position against the Euro in order to benefit from the difference in yields between the
two currencies. As a result of the massive rate cut by the US monetary authorities, the spread has narrowed:
the spread between two-year US Treasury bonds and their German equivalent has shrunk from 2.17 at the
start of the year to the current 0.88.
However, even considering “going short” on the US dollar would appear to be a risky choice right now. As a
matter of fact, the currency is still influenced by overall market sentiment: selling the US dollar against the
Swiss franc or the Japanese yen would probably only generate a profit should the markets weaken. Conversely,
short selling the US dollar against the Australian dollar or emerging currencies would only be a successful
move within a positive market environment. Having a far from clear view of the effects the coronavirus
pandemic will have in the weeks ahead, and as a result on the way the markets in general will develop, we
recommend adopting a neutral US dollar position and waiting to see how the market pans out before credibly
assuming a view.

Investment
in emerging currencies
to be approached
with caution

Emerging currencies have been heavily devalued. The underlying reasons for this fall are, in essence, the
COVID-19 pandemic (which has triggered sales of assets considered risky, including emerging currencies) and
the collapse in oil prices. In the case of oil, a sort of “perfect storm” has got underway, causing a shock to
both supply (with Saudi Arabia increasing production after coming to blows with Russia over a reduction in
production), and demand (indeed, the lockdown, which has hit most developed nations, has led to a significant fall in the demand for crude). Given the uncertainty surrounding the current period, we generally
recommend approaching the subject of “emerging currencies” with caution and minimum exposure.
More specifically, of the various countries involved, we are relatively positive when it comes to Mexico and
Russia, neutral regarding Brazil and Turkey, and negative regarding South Africa. In particular, we believe
that Russia is the emerging country with the best macroeconomic fundamentals. Its national debt is low and
its current account is in the black. Furthermore, over the last few years, Russia’s central bank has built up
significant monetary reserves enabling it to defend the currency from speculative raids. In any event, the
currency’s economy and rise are linked to recovery in oil prices.

Gold provides
an attractive
diversification
opportunity

Extending the timespan out to the medium/long term, the coming years could be marked by inflation’s return.
The reasons underlying this theory are, fundamentally, the notable increase in the monetary base following
the expansionary policies adopted by the various central banks, the fiscal policies aimed at stimulating the
growth needed for a turnaround, deglobalisation, with individual European or domestic supply chains replacing the world’s global supply chain, which will boost the world’s solidness but decrease its efficiency while
pushing up costs and therefore consumer prices (restoring borders reduces immigration, increases duties and
promotes local labour, which is most likely more expensive than delocalised labour).
Against a backdrop of inflation making a return, one of the assets that could benefit the most is without a
doubt gold. In fact, despite not being spared from volatility during the first quarter, in the first two weeks
of the new quarter we have seen a sharp rise in the price of gold to over USD 1,700/ounce.
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The bond
market scenario

The last month of the previous quarter was also extremely negative for the bond sector, which could not be
spared from the dramatic market correction. In particular, the investment grade component no longer proved
to be defensive against a backdrop of collapsing markets, due to an almost unprecedented liquidity crisis as
well as new concerns on the solvency of some companies within a dramatically transformed macro-economic
scenario. Core government bonds saw themselves lose their safe haven role, even though negative duration
had provided some protection throughout the quarter.
However, the quarterly negative performance is almost entirely attributable to the credit component.
Specifically, credit spreads were impacted by three distinct variables: the first one, related to market dislocation, did not allow for the ordinary absorption of sales flows, which impacted spreads. The second variable,
linked to the fall in oil prices, particularly affected US high yield and emerging bonds. The third variable is
associated with corporate liquidity in a lockdown scenario that has frozen cash flows.
The timely support provided by the central banks is neutralising the first variable, whereas the anticipated
resumption of negotiations among the OPEC+ alliance (including the United States as a possible further
participant) could stabilise the second variable. The third variable is the most uncertain one, as it is related
to the lack of clarity regarding the speed with which economic activity will resume and how public support
mechanisms in the form of guaranteed borrowing will work. Generally speaking, the European corporate
segment was hit harder than the American one and is therefore likely to have a slower recovery.

Credit and
high yield outlook

Although the credit sector was deeply impacted by the risk-off sentiment generated by the COVID-19 pandemic, with widening of spreads across all market segments, we suggest sticking to the wait-and-see attitude
developed over the last few months in light of this new-born uncertainty. Our recommendation is to maintain
current positions – a good deal of which carrying the potential to return to higher levels – and wait for more
clarity about future developments and a better functioning bond market, even if future visibility is still low
and overall market illiquidity leads us to be patient. The same reasoning applies to a number of high yield
segments.

Our view as to
second quarter

As far as relative value is concerned, we still favour convergence between Spain and France and, more generally, between European core and peripheral markets. As a matter of fact, the spread of coronavirus may open
the door to potential joint actions by European authorities and governments, as well as to potential pressures
on less solid countries in terms of public finances. We lean towards the first scenario and therefore suggest
the convergence issue, albeit with less overall exposure than a few months ago.
At a sector level, financials above all seem to be showing greater upswing potential even though they initially underwent a deep correction. We should also bear in mind that the financial sector is well capitalised
and upheld by policy makers. We suggest maintaining moderate exposure to AT1 securities, favouring tier2,
legacy tier1 and insurance bonds.
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Quarterly scenario

The first quarter of 2020 will go down in history as the one seeing the quickest market correction and, at
the same time, the fastest recovery of all times, as we speak. Only posterity will be able to tell us if what
we have been witnessing over the last few weeks is a bear market rally or the evidence that the worst is
truly over and the economy will recover the lost output quite rapidly. No matter how fast and unpredictable,
the pandemic’s impact on the equity market has developed in three phases. In phase one, the problem
seemed to be solely confined to China, with the remaining markets looking unaware of the risks. In phase
two, as the virus entered Europe, in a little less than a month, the market lost over 35% (Msci World). Such
trend was also intensified as a result of the OPEC+ deal failure. Lastly, phase three - in which the infection
peak was still far from being reached, in the US at least - started off with an initial upturn that took the
Nasdaq 100 back to its year-start positive levels and global stock prices (Msci World) to approximately -16%
(a 50% recovery from their lows). A significant gap between the United States (S&P 500: -11%) and Europe
(Eurostoxx 50: -22%) therefore started to show.

Valuation multiples
and earnings trend

It could be slightly misleading to talk about valuation multiples at this stage as the future impact of COVID
19 on corporate earnings is currently incalculable.
Today’s picture, based on the previous quarter’s earnings (i.e. before COVID), is showing the S&P 500 trading
at 19X earnings and at 2X sales, in line with the average recorded over the last few years. Trading at more of
a discount is Europe, which has hardly recovered at all from its lows. In particular, the Stoxx 600 is trading
at 5x earnings and at 1x sales.
These ratios will obviously become extremely expensive should there actually be a significant decline in
earnings and sales. From this perspective, the results posted by major US investment banks have seen earnings
more than halved, with provisions set aside to cover for any bad debt. At the same time, governments have
also asked companies not to distribute earnings if receiving State aid/support (e.g. Adidas in Germany, EDF
in France).

Our bets for the
“post-crisis” period

Given the economic uncertainty, the defensive sectors seem to be the most suitable to implement investment
strategies, namely healthcare and consumer goods (food and beverages, personnel and home care). These
sectors are displaying steady growth in EPS regardless of the pandemic, as they did in the 2008 crisis, when
correction in these sectors had been lower than elsewhere on the market. Even technology is undoubtedly
still attractive: it is certainly a more cyclical sector than healthcare or consumer staples. It shows a steady
increase in EPS, high cash flows and low debt. In relative terms, it is even coming out of this crisis victorious.
As we said, the Nasdaq 100 has returned to positive territory since the start of the year. In this case, however, it is crucial to keep an eye on valuations, which would become prohibitive if earnings could not keep
up with expectations.
Finally, even in such an uncertain phase there may be a few selective – albeit speculative – opportunities
in higher beta sectors which have corrected by more than 50%, namely US small caps and oil. The latter was
heavily penalised by a drop in demand and an increase in supply, even though, on the one hand, demand
should be recovering within a 3 to 6 months’ time in line with the end of the health emergency and, on the
other hand, as far as supply is concerned, stable agreements among producers are likely to be reached at
least by autumn.
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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

27
68
0
5
100

Bonds
Equities
Alt. instruments

Asset classes

Income Plus
Cash
Bonds
Equities*
Alternative instruments

Cash

31
51
8
10
100

Bonds
Equities
Alt. instruments

Asset classes

Dynamic
Cash
Bonds
Equities*
Alternative instruments

Cash

26
46
15
13
100

Bonds
Equities
Alt. instruments

Asset classes
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Balanced
Cash
Bonds
Equities*
Alternative instruments

Cash

32
36
23
9
100

Bonds
Equities
Alt. instruments

Asset classes

Growth
Cash
Bonds
Equities*
Alternative instruments

Cash

28
32
33
7
100

Bonds
Equities
Alt. instruments

Asset classes

Equity
Cash
Bonds
Equities*
Alternative instruments

Cash

15
0
85
0
100

Bonds
Equities
Alt. instruments

Asset classes

* Part of equity allocation is hedged with index options or futures
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CONTACTS
Head of Financial Department
P. Scibona
Tel. +41 (0)91 910 73 79
Research and Analysis - Portfolio Management
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Tel. +41 (0)91 910 72 38
F. Marcantoni
Tel. +41 (0)91 910 72 41
G. Bertoli
Tel. +41 (0)91 910 72 08
M. Bergamaschi
Tel. +41 (0)91 910 73 76
R. Bracchi
Tel. +41 (0)91 910 72 30
F. Incoronato
Tel. +41 (0)91 910 72 34
F. Labate Scappatura Tel. +41 (0)91 910 72 47
Relationship Management
C. Buono
Tel. +41
M. Donelli
Tel. +41
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Tel. +41
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Tel. +41
D. Piffaretti
Tel. +41
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Tel. +41
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P. Paganucci
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Trading Desk
F. Casari
J. Brignoni
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M. Montalbetti

Tel.
Tel.
Tel.
Tel.

(0)91
(0)91
(0)91
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910 73 19
910 73 96
910 73 17
910 73 82

Branches Chiasso
R. Piccioli
A. Novati
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Tel. +41 (0)91 910 71 76
Tel. +41 (0)91 910 71 78
Tel. +41 (0)91 910 71 74

+41
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+41
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Branches Bellinzona
A. Bottoli
Tel. +41 (0)91 910 73 31
A. Giamboni
Tel. +41 (0)91 910 73 33
I. Giamboni
Tel. +41 (0)91 910 73 28
Branches Locarno
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C. Lanini

Tel. +41 (0)91 910 72 56
Tel. +41 (0)91 910 72 52

Banca del Sempione (Overseas) Ltd., Nassau
B. Meier
Tel. +1 242 322 80 15
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ADDRESSES
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