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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 market seems to indicate some resilience in spite of several impending uncertainties on the horizon:
first and foremost, the surge in COVID-19 infections, as well as the upcoming US presidential elections and
the lack of progress in the Brexit negotiations in Europe as well as in those on fiscal stimulus in the United
States. Economic indicators are showing a slowdown in economic recovery, physiologically declining after a
strong post-lockdown rebound.
The preference expressed for European assets as a result of the more effective containment of the epidemic
in the summer was reduced by the rise in infections already occurred in September, causing US stocks to
further outperform the market. The impressive rise in the technological sector is continuing its march, albeit
in a highly volatile scenario marked by extreme valuations. It is still however difficult to imagine any
long-lasting growth-to-value rotation trends, at least as long as the emergency epidemiological situation
keeps on affecting most of the world.
Following the massive measures implemented in the spring, central banks are displaying a more wait-and-see
stance, although they are still ready to intervene to support the economies. The rate curves are keeping
withing stable ranges, showing some moderate steepening which, however, does not appear to be getting
sharper until a reflationary trend is more evident.
Credit spreads continue to benefit from the system’s abundant liquidity. Investment Grade indexes returned
to near pre-Covid 19 levels, whereas the High Yield segment is particularly weighed down by certain sectors
that have inevitably been hit by the pandemic’s effects.
The US dollar’s weakening trend seems to have come to a halt, also as a result of a less strong euro. Lastly,
the strength of the Chinese economy is generating significant interest in the renminbi, which might further
appreciate in the last quarter.
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ECONOMIC OVERVIEW
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European
economic context

The rise in Covid-19 cases and prospects of further business lockdowns have been ruling the markets over the
last few weeks.
Europe seems to have returned to being a relevant pandemic epicentre, leading to inevitable restricting
measures. Even in this case, fiscal support measures and restrained demand explain consumers’ resilience.
However, it should be noted that the divergence between European and US inflation will put further pressure
on the ECB for intervention. Ms. Lagarde has indicated a slight change in the ECB’s inflation target rate (2%),
without however commenting on the latest events: in August, core inflation reached a new low (+0,2% YoY,
caused by the VAT cut in Germany). Though the ECB does not seem to be rushing to act, a quantitative easing
expansion plan appears to be almost inevitable in the coming months.
It should be pointed out that a significant agreement – i.e. the Next Generation EU – on the 2021-2027
budget has been reached in the quarter under review, in spite of the so-called frugal countries’ negative
pressures. Despite the importance of such a massive fiscal boost for EU recovery, the implications of such an
agreement are not only economic but also political, as it contributes to strengthening the “Europe block” and
the solidarity concept, weakened by Brexit and the rise of several souverainism movements. As a matter of
fact, a further source of uncertainty is the long-running Brexit controversy in which the risk of a no deal
exit may materialise shouldn’t there be any agreement by the end of the year. Therefore, while maintaining
contact with the European delegation in spite of its recent “belligerent” statements, Great Britain finds itself
at a crossroads, facing a new lockdown: between the exponential rise in infections and the willingness not
to stop, in order to avoid a plunge in economic activity that would carry unmanageable consequences.

US quarterly outlook

In America, instead, the pre-electoral phase has started, whose outcome will impact its future trade relationships with the rest of the world, on which economic growth will be based in the years to come.
In addition, as underscored by Powell more than once, a new fiscal stimulus package will be necessary for
the economic recovery to continue. However, its effectiveness will depend on its entity and Democrats and
Republicans are still at a deadlock on this matter. Moreover, even the post-election outlook is potentially
uncertain in the long run, due to concerns over possible petitions, contested election and pandemic-related
factors. The two candidates’ programs will have an expansive impact on future years’ deficits, but they differ
in terms of measures. Trump’s agenda may be summarised in “lower taxes, lower spending”, Biden’s in “more
taxes, more spending”.
Despite the widespread uncertainty, macroeconomic indicators seem to be showing some initial recovery
signs with regard to the PMI index, whose level returned above 50 after the fall recorded in the previous
months. Leading indicators are also showing signs of a rebound even though GDP figures are still at around
-30%. As for now, in spite of their being poorly confident, US consumers seem to be holding up even thanks
to the forced savings accumulated in the spring and lower petrol prices. However, disposable income declined
dramatically in August (in the form of expired temporary aid) and the job market’s slow normalisation pace
(as shown in the September employment figures) may lead consumers to adopt prudential approaches that
would slow down economic recovery.
Hence, if on the one hand the ECB considers low inflation and a strong Euro as the most urgent questions to
deal with, on the other hand the Fed, conversely, finds low employment the crucial point to focus on, so as
to drive the US central bank to decide to change its course from the one adopted in previous years and accept
an inflation rate at over 2% for a limited period of time.

China’s economic
growth outlook
remains positive

In China, the macro data have once again confirmed robust economic growth. China is expected to be the
only country to reach the same productivity level as the one achieved before the crisis by the end of the
year and, in order to avoid overheating in the real estate sector, the supporting measures already undertaken
may as well be suspended. Forecast 2020 GDP is positive with expected 2.10% growth as opposed to a
forecast GDP decline of 4.4% in the US and of 8% in Europe.
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CURRENCY STRATEGY

6

Slightly bearish on
US dollar vs euro

We are keeping short on the US dollar, although its failure to break the 1.20 level has weakened short-term
momentum. More in detail, the EUR-USD cross rate continues to trade within a 1.16-1.20 range. We estimate
investors will maintain a cautious stance on the dollar, avoiding excessive exposure in view of US elections
on 3rd November. Because of high political uncertainty, a resurgence of “risk appetite” with regard to US
financial assets looks less likely, but prospects of fiscal stimulus have increased. With the US dollar being a
safe-haven currency, short-term projections have become more balanced and short positions on the greenback have been declining.
Across the Atlantic, the inflation trend in the Eurozone remains very feeble and we believe the ECB will have
to adopt an expansive monetary policy, which may be implemented by either increasing quantitative easing or
cutting interest rates by the end of the year. The European currency is receiving little support from Eurozonespecific factors, with low inflation, potential delay in the recovery plan approval and rising concerns about
growth (the services PMI has been declining again). However, there would still be chances for the euro to gain
against the dollar if in the United States a bipartisan agreement on a tax stimulus package were reached or
the United Kingdom and the European Union were making significant progress in the Brexit trade talks.

Remain neutral
on Swiss franc

The EUR-CHF cross rate continues to trade within the 1.07-1.09 range and in our opinion this balanced trend
may continue in the upcoming months. As for the euro, the uncertainty on the approval of the recovery plan,
the surge in Covid-19 infections in Europe (increasing the risk of further easing by the ECB) and stricter
social distancing measures implemented as of early autumn could prevent the exchange rate from rising in
a noticeable manner.
We also believe the Swiss franc is unlikely to appreciate as the Swiss National Bank has demonstrated its
willingness to defend the 1.05 level both verbally and monetarily.

Renminbi as an
interesting currency
diversification
alternative

If we analyse China from a macroeconomic viewpoint, its figures are astonishing in absolute terms as well as
if compared to Western countries. As already mentioned, China is the only country to have positive GDP estimates for 2020. Even PMI data, providing a picture of the economy’s health, are fully expanding (composite
PMI at 55.1). The question is rather to ascertain to what extent such numbers are reliable. Indeed, assessing
Chinese macroeconomic data is always risky, as their truthfulness is far from obvious. The US elections to be
held on 3rd November are an important event for the Chinese currency, as Trump’s defeat would most likely
lead to less conflicting relationships between the United States and China, and the renminbi should benefit
from it.
Finally, we obviously recommend partially diversifying exposure to CNH also with a view to benefitting from
the positive carry offered by the Chinese currency: presently, the yield spread against the US dollar is 2.4%
on a yearly basis.
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BOND STRATEGY

The quarterly scenario

After the summer break, Central Banks’ meetings generated an outcome in line with market expectations, that
is rate levels being left unchanged and monetary policy measures being entirely confirmed. More specifically,
the FED announced that rates will remain low at least until 2023 and the uncertainty on the economic outlook is calling for further tax stimulus, which is having a hard time being approved by Congress at the moment. Only the Bank of England succeeded in surprising investors by announcing its intention of considering
negative rates, while leaving current rates unchanged.
Italian BTPs rallied sharply after the electoral results confirming a more stable situation than in the recent
past, which should rekindle Italy’s attractiveness in the eyes of foreign investors. As a matter of fact, the
outcome was considered as a strengthening factor for the government majority coalition which, as things
stand, may even reach the end of legislature in spring 2023.
In our view, the recent developments in terms of monetary and fiscal policy have, indeed, formally given the
green light on tightening core and peripheral market spreads.

Corporate hybrid
and green bond issues

Following the deluge of issuance experienced in the first half of the year, we saw a decline in new issuance
activity in the summer months, followed by a more vigorous upturn in September. After the holidays, corporate hybrids appeared to be the market’s most appreciated issues thanks to investors’ search for yield driving
them to look for some pick-up in their portfolios among safer issuers.
The second most significant post-summer investment theme is the green bond, whose market has regained
great dynamism after the post-crisis standstill phase (during which social themes only seemed to matter)
and seems to be continuing in line with the Next Generation EU initiative.

Our bets for the quarter

Bond volatility dropped sharply in the summer period, remaining in a slow but progressive credit tightening
regime. In this phase, the bond market seemed to offer less value, with relatively narrower spreads in a context of rates near their all-time lows.
In the quarter under review, however, inflation was a crucial theme to focus on. In fact, in the USA the reaction
function, aiming at anticipating inflation risks and based on a punctual value, replaced the “time average
function”. Such a shift allows for tolerance of +2% inflation phases in order to counterbalance previous
undershooting phases (i.e. without having to repeatedly intervene on the cost of Fed Funds). This choice was
made mainly to avoid the risk of slowing down economic expansion and the labour market, representing – to
date – American economy’s weakness. This has pushed up inflation estimates, causing the curve to steepen.
Strategically, we think it wise to build the portfolio in order to benefit from any inflationary and/or reflationary scenarios by overweighting inflation-linked bonds and implementing steepening positions. US breakevens have returned to their 2020 highs but they still remain below the Fed’s target, which highlights the
enduring scepticism toward central banks’ ability to achieve their objectives.
Lastly, we also bet on a rebound of legacy sub-financials, in our view an asset class with significant room
for potential recovery.
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EQUITY STRATEGY
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The stock
market scenario

Even before the pandemic, the context was favouring growth stocks, as a result of the transition to the
digital economy, the little appeal of fixed income markets, and the constant pressure on the energy sector.
But this year, Covid-19, acting as a catalyst, has propelled several growth stocks’ prices beyond justifiable
valuations at times, even according to the most optimistic projections. In addition, the FAANG stocks have
become an investment focus in most portfolios due to their significant weight on the main equity markets.
Traders have been talking about the so-called “K-shaped” recovery more and more often, according to which
in the post-Covid world some companies, segments and markets have succeeded in reaching new highs again
(resembling the upper arm of the Roman letter “K”), whereas others have returned to, or have constantly
stayed at, around their lows of the period (resembling K’s lower arm). Such situation is also fostered by the
FED’s over-expansionary policy and rates being at their all-time lows, which would explain even higher-thanusual valuation multiples of higher-growth stocks (even as a reflexion of prospective significant currency
depreciation) compared to more traditional stocks (or those belonging to the old economy), not deserving
the same consideration. More specifically, the K-shaped graphic representation compares the FAANG+ performance to that of the Russell 2000 (or to the performances of the US market’s 50 largest companies), but it
also applies to a comparison between growth stocks and value stocks, using the Russell as a benchmark for
both indexes.

Valuations
and Earnings Trend

If we consider a far longer-term investment horizon, the growth/value ratio has reached the same excessively
high levels as those recorded in 2000: without forcing comparisons with the dotcom era, today as then, there
is a tendency to make investments without following “fundamental” logic but rather “investment themes”,
regardless of how much you pay for them. For example, here are some figures about Tesla: its net income
leads to a skyrocketing PE ratio of 885 for the current year and of over 100 with regard to the next two years,
whereas cash flows returned to positive territory only between 2019 and 2020. It may even be more “shocking” to see Nikola’s 8 billion capitalisation as a result of zero sales.
The world and the future are indisputably heading toward hydrogen and electric power and e-commerce for
(almost) any kind of service or good. It is however unlikely to think it will be a smooth, even path: as, after
all, occurred in the dotcom era, some important companies like Amazon, Google and Apple have become
successful, but many others have become insolvent.
Certain Nasdaq Unicorns’ figures look even more impressive if compared to those of less attractive but far
healthier companies, which should therefore require some more thought. As an example, let’s take a look at
Roche, which shows a lower market capitalisation than Tesla but more than twice its sales (with a profit
margin of more than 70% vs Tesla’s 20%) and net income leading its shares to trade at 20X current earnings.
In light of the above, US market multiples – at around 26 – returned to their recent highs, whereas corporate
earnings were down sharply, reflecting the current crisis.

Portfolio
Allocation in Q4

By what we have said so far we do not mean to put Nasdaq on trial. However, with the Coronavirus threat
receding, there could be a cyclical recovery and an earnings rebound in depressed sectors: this could result
in a sector rotation towards cyclical stocks, leading to a temporary change in market leadership.
Hence, we believe portfolio construction should be carried out by making “defendable” choices based on
diversification as it is difficult to use market timing. Indeed, excessive portfolio concentration on the same
investment approach, without being aware of the valuations you pay for stocks or the number of years in
terms of profit it would take to repay the investment, may expose the investor to considerable losses.
In the end, having European shares significantly outperformed US ones in the third quarter, from a diversification standpoint, we suggest considering investing in the so-called “pockets of growth” in European
markets, i.e. midcaps, quality stocks and ecological transition, in the years to come.
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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

25
70
0
5
100

Bonds
Equities
Alt. instruments

Asset classes

Income Plus
Cash
Bonds
Equities*
Alternative instruments

Cash

18
56
10
16
100

Bonds
Equities
Alt. instruments

Asset classes

Dynamic
Cash
Bonds
Equities*
Alternative instruments

Cash

14
40
20
26
100

Bonds
Equities
Alt. instruments

Asset classes
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Balanced
Cash
Bonds
Equities*
Alternative instruments

Cash

13
30
33
24
100

Bonds
Equities
Alt. instruments

Asset classes

Growth
Cash
Bonds
Equities*
Alternative instruments

Cash

19
23
49
9
100

Bonds
Equities
Alt. instruments

Asset classes

Equity
Cash
Bonds
Equities*
Alternative instruments

Cash

5
0
95
0
100

Bonds
Equities
Alt. instruments

Asset classes

* Part of equity allocation is hedged with index options or futures
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Tel. +41 (0)91 910 73 33
I. Giamboni
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Tel. +1 242 322 80 15
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