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MARKET SUMMARY

The threat of expanding US trade wars has been undermining the climate of trust. In addition, the slowdown
recorded in the second quarter, following a first quarter that had been favoured by temporary factors, has
been generating concerns about European economic prospects. Although the bond markets may appear to
be overly pessimistic on the outlook, central banks are in any case getting ready to respond to possible
unexpected negative developments.
Monetary policies have become accommodating again. The Federal Reserve, which had already stopped raising
official rates, has recently opened up to a rates cut that might be taking place in the coming months. The
European Central Bank has launched a new liquidity programme known as TLTRO III (Targeted Longer-term
Refinancing Operations) and announced further measures (changes in direction, a new round of quantitative
easing or rate cuts to even more negative levels) if figures do not improve. Medium- and long-term interest rates
have undergone a downward trend over the last few months, thus enhancing the change in monetary policies.
In the short run, some uncertainty factors still remain. Firstly, in spite of the truce agreed by President
Trump and Xi during the G20 summit, we believe that such uncertainty might go on as long as the benefits
of being a “super power” outweigh the costs resulting from destroying the rival power. As a matter of fact,
it is a confrontation between a great power that feels its hegemony threatened and a rival power that aims
to take its place. This is materialising in various areas, such as the military, economic, and cultural, as well
as imposing governance framework as the standard. At the moment, Trump is interested in showing that he
is “taking it out on a foreign enemy” (a typical stance of populist governments) and in reiterating the Make
America Great Again campaign slogan. It will then be crucial for investors to be able to make a distinction
between long-term trends and more trivial “tweets”.
Secondly, it should be taken into account that in the second half of the year the United States might decide
to target automotive and component imports, especially in Japan and European Union.
Finally, we cannot overlook the persisting risk of the UK exiting the EU without an agreement after 31
October 2019.
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ECONOMIC OVERVIEW

The impact of Trump’s
trade policies in the US

The US economic recovery has entered its tenth year. Growth almost reached 3% between 2018 and early
2019, thanks to the fiscal reform and the easing of financial conditions due to the Fed’s expansionary shift.
The outlook for 2019-20 had been showing a slowdown compared to its potential, which however didn’t
entail recessive risks with regard to the two-year period. In the last month of the semester, however, the
aggressive turnaround of the US trade policy, simultaneously implemented on various fronts (China, Mexico,
threats to the automotive industry), has significantly increased downside risks and generated a potentially
“almost-recessive” alternative scenario.
The US management of commercial disputes has made it clear that the duties already imposed will hardly be
removed and/or reduced, whereas the whole set of bilateral and multilateral agreements in force might be
modified without prior notice, uprooting the operational framework built over the last decades and instilling
general uncertainty that may endure even if agreements should be reached.

The Fed’s response

The Fed seems to have become a “follower” in the game between the policy authorities. In 2018, as a result
of the massive tax stimulus, the FOMC raised rates in order to reduce risks of overheating. In 2019-20, the
Fed will respond to the restrictive effects of the trade policy by interrupting the pause in the manoeuvres
on rates and intervening preventively in order to avoid an excessive slowdown in growth. Our forecast is that
between the second part of 2019 and the start of 2020 the Fed may cut rates more than once, in order for
Fed funds to return to expansionary territory. As a matter of fact, being ready to act preventively by making
insurance cuts at the end of a long cycle represents a turning point compared to previous policies but it
makes recession rather unlikely to happen in the next two years.

Eurozone macro data
are still weak

In the winter season, the Eurozone economy was surprisingly robust. GDP increased by 0.4% quarter on
quarter, although this trend doesn’t seem to last. In fact, the rebound was partly due to a normalisation of
the economic trend in Germany and Italy, after the weak performance of late 2018 due to the results of the
automotive and electronic industries as well as to weather conditions. However, we notice a mismatch between
“hard data” (showing a relatively strong domestic demand) and less encouraging signs coming from the
various surveys which capture more uncertainty (resulting in consequential depressing forecasts).

The trade war effects
in China and
the rest of the world

In China, the endless trade war may have a direct negative impact on trade flows and a direct one on consumption, therefore affecting GDP growth. The slowdown can already be seen in the labour market, of which
resilience is a decisive component in social stability. We expect Chinese authorities to try everything to
avoid a collapse in aggregate demand (accommodating monetary policy, able to tolerate currency depreciation
and provide stimulus for bank loans and infrastructural plans).
A glimpse of major risks can be caught even on the Middle East front, where the exacerbation of disputes
with Iran affected both oil and gold prices.
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CURRENCY STRATEGY

We moderately reduce
exposure to US dollar

We acknowledge the change in monetary policy implemented by the Federal Reserve. The two indicators
(inflation and unemployment) at the basis of its mandate are in line with the targets and the market is at
its record highs. However, as already mentioned, the US monetary authorities seem willing to cut interest
rates on a precautionary basis. Clearly, the Fed’s independence is progressively failing and the continuous
attacks by President Trump are producing tangible effects. Presently, the market is discounting at least two
0.25% cuts by the end of the year. We think investors are correctly pricing the Fed’s future moves and, in this
respect, we suggest moderately reducing exposure to the US dollar.

The Norwegian krone
has good appreciation
potential

The Norwegian central bank has raised interest rates by 0.25% and stated that these are likely to be further
increased by the end of the year. In a context where the main central banks are adopting expansionary
monetary policies, Norway remains an exception and its currency should benefit from that. The rate hike is
due to healthy macroeconomic conditions. As a matter of fact, the leading indicators are recording positive
results: unemployment rate at 3.2%, GDP growth at 2.5% and inflation at 2.5%. Oil, which is also driving the
currency’s performance, seems to have become relatively stable at favourable prices for the country.

Caution on investing
in emerging currencies

In general, we suggest keeping the investment in emerging currencies marginal. We believe that the risks in
maintaining structural positions are higher than the potential benefits. Indeed, punctually all currencies
have shown to be at the risk of heavy depreciation which could affect the carry of months. Think, for example,
about the performances recorded by the South African rand and the Mexican peso in the last quarter. The
former lost more than 5%, towards the end of the quarter, following a negatively reviewed growth, with the
resulting threat of being downgraded to high yield by the main rating agencies. The Mexican peso, on the
other hand, devalued by over 4% in two sessions (then recovering later) due to a tweet by Trump regarding
possible sanctions.
Based on these assumptions, we suggest adopting a conservative strategy and possibly investing only in
stressed assets (buying on dips) should we find any value.

The US monetary policy
supports gold prices

The recent tensions between China and the Unites States as well as between Iran and the United States have
contributed to increasing gold prices. But the precious metal has also been benefitting from expectations
of an accommodating policy by the Fed, resulting in a decline in US real rates inversely correlated to gold.
Another “gold-friendly” factor arisen from this monetary policy lies in the USD appreciation weakening
trend. It should also be observed that several central banks have been buying gold with the aim of diversifying their reserves.
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BOND STRATEGY

ECB’s economic policies
still supporting
the cycle

Against a weaker-than-expected economic cycle, in the June meeting, the ECB revised its rate guidance and
postponed normalisation to the second half of 2020.
Today the market is discounting a possible downward correction of official rates. Such expectation was
strengthened after President Draghi’s speech at the Sintra Forum, in which he stated that “in the absence of
improvement, such that the return of inflation to our aim is threatened, additional stimulus will be required”.
He also outlined a re-examination of the situation already at the Governing Council July meeting. The options
for intervention mentioned by Mr Draghi include enhancement of forward guidance, further official rate cuts,
interventions on quantitative easing (namely, changes in its present limits).
In our view, the most likely step to be taken now is enhancing forward guidance, immediately followed by the
loosening of constraints on quantitative easing. Only if growth should fail to speed up again in the coming
months, could the ECB be considering purchasing securities or lowering official rates, as a second step. In any
case, it should be remembered that a new Targeted Longer-Term Refinancing Operations (TLTRO III) program
has been announced.

Our bets
on the bond market

The Goldilocks scenario caused by accommodating Central Banks remains our key scenario and therefore the
“hunt for yields” remains the main theme.
First of all, we prefer European corporate bonds to the American ones because of their better fundamentals
and high hedging costs. We also expect good performance from financials, due to a reduction of “Italy” risk
and the ECB’s need to make a possible quantitative easing less penalising for the financial sector than it was
in the past.
Moreover, we see the emerging debt in a positive way sustained by the Fed’s dovishness and the expected
weakness of the dollar. In this context, selecting less fragile countries, thus favouring hard currency securities,
remains a crucial factor: the rally experienced since the beginning of the year has decreased returns but the
carry is still high, especially in an environment where the search for yields is the new global ‘mantra’. In our
view, the risk/return ratio has improved as the high carry provides a good buffer for possible downside deviations, generating income for investors at the same time.
On the rates front, in terms of relative value, we prefer the main European peripheral countries (Spain and
Italy) and see value in inflation-linked rates (the Italian ones, mainly), which benefitted from Draghi’s
“reflation story”. This trend might continue given the current breakeven levels.
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EQUITY STRATEGY

The context

The second quarter 2019 ended with the Standard and Poor’s 500 Index reaching a new all-time high, driven
by the trade truce agreed by Trump and Xi Jinping in Osaka, as well as by the Fed’s increasingly dovish tone.
The latter is actually quite behind in schedule as far as the inflation target is concerned, although it has
met that of creating new jobs. The second quarter wasn’t a steady way up, though: we first had an excellent
April with rising equities, declining rates and narrowing credit spreads. Therefore, in late April 2019, valuation
multiples had climbed back up, not far off their 2018 highs. In early May 2019, in contrast, we witnessed a
market U turn, due to Trump’s decision to threaten further tariffs (which were then actually imposed), blocking
the talks with China.
Then, in June, markets showed once again some optimism, in light of the ‘pre-Osaka’ softening of tones
between the United States and China: the truce sanctioned in Japan did actually bring the market back to
new highs, whereas emerging markets and Japan were lagging behind.

Valuations and earnings
revision trends

As far as indices are concerned, with the P/E of S&P 500 at 12 months and of Stoxx 600 at 18 x, we believe we
are experiencing a well-priced market: therefore, we do not suggest being overweight or, even less, underweight, but maintaining positions unchanged. The markets appear to be well priced also thanks to a possible
quantitative easing, or in any case, a decrease in rates by the ECB and a practically certain cut by the Fed.
As to the EPS historical performance, corporate earnings growth seems to have stabilised in the Eurozone,
whereas it is at its highs in the USA.

The sectors
to overweight in the
second half of the year

At a sector level, the second quarter was still driven by staples and utilities (a case in point is Nestlé) to
such an extent that we consider this market section as “expensive” today. If staples and utilities are seen
as “expensive” stocks, on the other hand we believe there might be some value in emerging markets and
Japan as well as in the semiconductors and gold sectors. As to semiconductors, in particular, there remains
some imbalance between production and demand (in fact, the excess inventory created in 2018 has not been
wholly absorbed yet), but a P/E of less than 10x leads us to consider it as a sector with multiples worth
being looked at.
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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

Liquidità

10
90
–
–
100

Obbligazioni
Azioni
Strumenti alt.

Asset classes

Income Plus
Cash
Bonds
Equities*
Alternative instruments

Liquidità

9
74
7
10
100

Obbligazioni
Azioni
Strumenti alt.

Asset classes

Dynamic
Cash
Bonds
Equities*
Alternative instruments

Liquidità

7
62
16
15
100

Obbligazioni
Azioni
Strumenti alt.

Asset classes
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Balanced
Cash
Bonds
Equities*
Alternative instruments

Liquidità

11
50
22
17
100

Obbligazioni
Azioni
Strumenti alt.

Asset classes

Growth
Cash
Bonds
Equities*
Alternative instruments

Liquidità

10
42
30
18
100

Obbligazioni
Azioni
Strumenti alt.

Asset classes

Equity
Cash
Bonds
Equities*
Alternative instruments

Liquidità

10
30
40
20
100

Obbligazioni
Azioni
Strumenti alt.

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
G. Flematti
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
A. Walter
Tel. +41
E. Bizzozero
Tel. +41
D. Piffaretti
Tel. +41
A. Gelsi		
Tel. +41
C. Croci		
Tel. +41
A. Brunetti
Tel. +41
F. Trizzino
Tel. +41
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Tel. +41

(0)91
(0)91
(0)91
(0)91
(0)91
(0)91
(0)91
(0)91
(0)91
(0)91

910 72 68
910 73 03
910 73 01
910 72 31
910 72 10
910 72 39
910 72 32
910 72 33
910 72 72
910 72 79

Trading Desk
F. Casari
J. Brignoni
M. Maetzler
M. Montalbetti

Tel.
Tel.
Tel.
Tel.

(0)91
(0)91
(0)91
(0)91

910 73 19
910 73 96
910 73 17
910 73 82

Branches Chiasso
R. Piccioli
A. Novati
M. Frigerio

Tel. +41 (0)91 910 71 76
Tel. +41 (0)91 910 71 78
Tel. +41 (0)91 910 71 74

+41
+41
+41
+41

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
L. Soldati
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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