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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 third quarter was marked by central banks’ rather significant interventions in terms of monetary policy.
The ECB presented a broad expansionary package, including a 10 bps cut in the reference rate and openness
to any further future cuts if necessary, better TLTRO III conditions and a new series of QE at a monthly pace
of 20 billion Euros in net purchases with no end date. Lastly, a tiering system was introduced to mitigate the
impact of negative rates on credit institutions by exempting their excess liquidity holdings – set at six times
their mandatory reserves – from these rates. In light of widespread scepticism on the effectiveness of monetary policy, Mr. Draghi invited governments to actively employ fiscal policies to offset the slowdown.
Overseas, a divided FOMC reduced fed fund rates by 50 basis points in the quarter by implementing two insurance cuts within a “mid-cycle adjustment”, as Mr. Powell defined it. The rate cut disappointed US President
Trump, who would have preferred a far more aggressive intervention. Market participants share the same
view towards a still extremely flat yield curve.
The SNB, instead, maintained reference rates unchanged but it reduced the cost of negative rates for Swiss
banks.
Finally, the recent developments in the UK confirm our scepticism about a “no deal” Brexit, that is to say we
believe in a deal to occur before the 31 October deadline or an extension of it at least to 31 January.
In the quarter under review the stock market recorded a slightly positive performance, albeit accompanied by
high volatility and, especially, an unusual shift from consumer staples and growth stocks to value stocks.
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ECONOMIC OVERVIEW

4

Context

The economy has kept decelerating in the past quarter, as suggested by PMI indices. The global manufacturing
index dropped below 50, conventionally seen as the treshold between economic expansion and contraction.
On average, the PMI services index has been lower than the previous quarter and investors’ expectations, but
still at levels consistent with an economic expansion which has enabled global GDP to continue growing,
albeit moderately. In our view PMI figures are significantly affected by lack of visibility on the tariffs front,
tariffs which are actually blocking new corporate investments and orders. This situation has been going on
for too long now and, unfortunately, it is becoming a global factor.
World GDP growth is expected to be slowing down further compared to the first half of the year, according
to PMI figures. It should also be considered that global trade will most likely be hit by a new round of
tariffs on the US-China exchange. The upswing forecasted in 2020, however, is based on the fact that such
shocks will not actually occur or will have limited effects. In this regard, we do not expect recession to take
place in the US next year, even because, in spite of weak PMI data which resulted in a downward revision
of corporate assets, domestic consumption remains robust (main component of US GDP) also due to high
employment rates.
Lastly, we shouldn’t be neglecting the threat of a possible no-deal Brexit. An agreement between the UK
government and the European authorities seems not to have been reached. However, the next step shall be
Parliament’s approval and, mindful of May’s failure to obtain it, we deem it prudent to remain sceptical
about the result. Should the vote be against the deal, new elections are likely to be held.

Central banks’
monetary policies

Monetary policies have responded to the economic cycle downturn by adopting an overall accommodating
stance affecting both official rates and central banks’ balance-sheets.
More in detail, the ECB has presented a so-called full package by cutting deposit rates (by 10 bps) to -0.50%
in order to sustain expected inflation, introducing a two-tiering system in order to preserve banks’ profitability,
re-activating a Quantitative Easing programme (€20 billion per month as from 1st November) without setting
an end date, and finally by improving the TLTRO III terms.
The FOMC, on its part, has made 50 bps cuts without providing any forward guidance by adopting a meeting
by meeting approach, if we also consider the diverging views arisen among the various board members.

The scope of
fiscal policy

The monetary policies just mentioned have lowered the cost of debt to levels never reached before and
therefore expanding the room of the fiscal policies. China is employing both monetary and tax policies to
offset the trade war consequences, whereas Germany and The Netherlands have started a shy easing plan
without however taking full advantage of the margins they have. We believe that without an expansionary
fiscal policy, monetary policy’s room for manoeuvre will generally remain quite limited, therefore we expect
Europe to be forced to partially waive the Stability and Growth Pact.
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CURRENCY STRATEGY

Keep on betting on
USD appreciation

As the EUR/USD exchange rate trend is still bearish, we suggest keeping a short position on the EUR until
macroeconomic fundamentals continue to uphold the USD appreciation. It is however useful to actively
manage the position, by increasing our exposure on Dollar dips.
In addition to macroeconomic fundamentals and technical analysis, the ECB’s dovish stance is in support of
our view as well: as already mentioned, at the last meeting, the Central Bank has implemented measures
which were only partially expected by the market.

The CHF appreciation
trend continues
incessantly

We think there may be two reasons behind the Swiss National Bank’s decision not to cut interest rates, diverging from the European Central Bank: either the SNB may not deem the Swiss franc appreciation to be a
problem or the room for manoeuvre to contain said appreciation may, in fact, be limited. In either case, it
is a bullish signal for the national currency.
There is another factor that makes us confident about the position: although most of the other asset classes
are at their highs, the EUR/CHF cross rate remains at levels close to the lows of the period. Therefore, a
possible correction of stock market indices or bond prices may favour the Swiss currency even further.
Finally, at a macroeconomic level, despite the fact that the Global Manufacturing PMI index seems to have
stopped decreasing, as it had been for the past 15 months, it has still been at clearly low levels (below the
50 threshold) for the fourth consecutive month, actually raising the risk of global recession. In such a context,
anticyclical currencies (CHF and JPY) seem poised to appreciate.

Maintain long exposure
on Norwegian krone

We suggest maintaining long exposure on the Norwegian krone, preferably against the Euro. The reasons for
investing in the NOK are various. First, a tightening monetary policy (rates have already been increased to
1.5% and are likely to be increased further) in contrast to other countries which are mainly adopting expansionary monetary policies. This will most likely lead to a yield spread in favour of the NOK. Second, growth
above the average, inflation in line with the central bank’s target (2%), low unemployment rate (3.5%) and
a positive current account. Finally, political stability, an “AAA” rating, oil prices clearly on the rise, as well
as fair value indicators (relative effective exchange rate) showing Norwegian krone undervalued by at least
5 basis points.
As far as the Swedish krona is concerned, a series of disappointing macroeconomic data (the CPI above all)
have led us to revise our outlook on the currency. Specifically, we are afraid that monetary authorities may
move from hawkish policies to more dovish ones, just as result of said data.

Including an emerging
currency basket helps
portfolio diversification

We confirm the opportunity to diversify the portfolio through moderate exposure to some emerging currencies,
in particular the Indian rupee, the Brazilian real and the Russian rouble. Basically, we believe that the current
macro-economic context is different from that of Q4 2018, when emerging currencies underwent heavy depreciation as result of a combination of the trade war and the Fed’s interest rate hike, with both a negative
impact on the performance of emerging currencies. Now that US monetary authorities seem to have switched
into easing mode, depreciation should be moderate.
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BOND STRATEGY
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Context

In August the bond market sent extremely negative signals for the global economic scenario leading to a
significant decrease in real rates. In particular, German rates have reached their lows along the whole curve,
indicating investors’ strong underlying scepticism about global growth.
In our view, the main factors behind such market trends are recession expectations and monetary policy
actions. Specifically, as to the latter, we believe markets are being more optimistic than they should as it is
clear by now that, as things stands, monetary policy should be coupled with an effective fiscal policy.
Moreover, it is well-known that when expectations regarding central banks are high, investors’ risk of being
disappointed is as high, potentially causing strong market volatility. This is why we believe a cautious flexible
approach is more appropriate in order to face the last quarter.

The bond asset classes
to bet on
for the quarter

As far as government bonds are concerned, we remain positive with regard to European peripheral countries
(Italy and Spain), thanks to the support offered by ECB’s QE and the new Italian coalition interested in
reaching an agreement on the 2020 budget with the European Commission.
We also believe that there is still value in having a US duration exposure, both for hedging purposes and as
part of a converging process with the German curve.
We are positive with regard to inflation-linked BTPs as well. Despite the strong appreciation, the breakeven
levels remain very low, as they are already discounting highly disinflationary scenarios.
On credit, we prefer the Eurozone to the US. In our opinion, American corporates are highly indebted and
valuations are very expensive. In spite of the strong support provided by central banks, the market is nearing
valuation levels whose downside risk far outweighs the return potential, particularly in an economic slowdown scenario. We therefore recommend caution towards high-beta bonds.
The European credit front is quite attractive, especially the financial (bank and insurance) subordinated
bond sector. We suggest, although, to select bonds carefully as we consider expensive the sector as a whole.
In particular, we continue to prefer legacy tier 1 bonds (with interest rate-linked structures) which may be
subject to early calls and/or tender offers by the issuer, as they will no longer qualify for Tier 1 capital
treatment at the end of 2021 (whereas for insurance bonds the deadline will be early 2026). If valued considering these deadlines, these bonds are offering higher yields to maturity than At1 or Rt1 securities issued
by the same issuer, and this demonstrates how undervalued they are.
We recommend a tactical, risk-aware approach, as we are facing a less directional market phase. Indeed,
liquidity risk may arise again if central banks should disappoint expectations.
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EQUITY STRATEGY
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Context

The third quarter 2019 ends with a moderate increase in the MSCI World Index (+0.08%), still consolidating
after the January 2018 highs.
The extremely positive performances recorded in the current year (+15.8%) shouldn’t therefore appear that
impressive considering the -10% result of last year. In other words, if added together and then spread over a
two-year period, such stock performances come down to a mere annualised +2.9%, well below 6.5% recorded
by equity markets, on an annual average basis, from the early 1970s to the present day.
Over the past two years performances have been a reflexion of statistical as well as fundamentals data:
earnings growth has been around 1%, to which an annual dividend yield of 2% is to be added. Conversely,
valuation multiples have remained, all in all, unchanged between the beginning and the end of the observation
period, in spite of a noticeable expansion seen in the early months of 2018 followed by a sell-off occurred
in Q3 2018 and a new widening in the current year.
From this standpoint, with regard to the most representative market in the world, the S&P 500, after reaching a peak of 23X P/E in January 2018, it first fell to 16X in December 2018 and today it has come back up
to its historical average of about 19.5X.
The 2019 performance can be explained by the shift implemented by central banks from last year’s minitightening cycle (end of QE in Europe and rate hikes in the US) to a new expansionary phase (re-start of
European QE and cuts in US interest rates).
More in detail, as to the past quarter, we have seen European stocks unusually outperform the US ones as
well as investors shift from consumer staples (quality and momentum stocks) to value stocks.
The triggering factor for this apparent change in leadership from growth stocks to value stocks is the inversion
of the US yield-curve occurred in late August, with the smallest ever recorded performance gap between
quality and value stocks. It’s quite evident that value stocks underwent a heavy rating-downgrade, which
coincided with a historical rate downward megatrend. It sounds hasty to say that such megatrend is over,
as it is rather reducing its very quick - and maybe too sharp - movement.

Valuation multiples
uphold cyclicals’
growth estimates

As explained in the previous paragraph, in our view valuations do not appear expensive in absolute terms
but they do in relative terms, if we consider certain stocks or sectors. Specifically, consumer staples – such as
Nestlé, Unilever, and Procter&Gamble, just to mention a few – and utilities – like Enel, Iberdrola and Engie
for instance –, have achieved cumulative performance of 20%-30% over the past two years, showing P/E
levels twice as high as the market average, against potential growth rates close to nominal GPD (2-3% YOY).
Based on such considerations we think a bottoming of the manufacturing activity – favoured by a Brexit
deal, the introduction of fiscal policies or a benign resolution to the trade issues – might trigger a repricing
of cyclical stocks (automotive industry, metals, semiconductors and banks), beside the appreciation potential
of UK domestic players, European small caps and emerging markets.
We finally suggest maintaining a long position even on Gold Miners, as a protection against inflation and
geopolitical tensions.
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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

35
60
–
5
100

Bonds
Equities
Alt. instruments

Asset classes

Income Plus
Cash
Bonds
Equities*
Alternative instruments

Cash

5
78
7
10
100

Bonds
Equities
Alt. instruments

Asset classes

Dynamic
Cash
Bonds
Equities*
Alternative instruments

Cash

5
67
13
15
100

Bonds
Equities
Alt. instruments

Asset classes

14

Banca del Sempione

Balanced
Cash
Bonds
Equities*
Alternative instruments

Cash

10
52
17
21
100

Bonds
Equities
Alt. instruments

Asset classes

Growth
Cash
Bonds
Equities*
Alternative instruments

Cash

12
44
22
22
100

Bonds
Equities
Alt. instruments

Asset classes

Equity
Cash
Bonds
Equities*
Alternative instruments

Cash

10
30
40
20
100

Bonds
Equities
Alt. instruments

Asset classes

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