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Market summary

The volatility that characterised the first quarter of the year extended into the second quarter, culminating
in the collapse following the English referendum that confirmed the population’s willingness to leave
Europe. The European stock markets and the periphery in particular were the most impacted, with fears
of disintegration of the European project, triggering further heavy adjustments to bank securities.
The already weak European banking sector suffered further heavy losses caused by profitability problems
as well as deterioration in the quality of assets, which negatively impacted the market mood and the
trend in prices.
In addition to Brexit, the road to European unification is also clashing with the growing populism fuelling
fears on the outcome of Austrian presidential elections re-run, and of the constitutional referendum in
Italy. The ensuing uncertainty appears to be driving overseas investors from Europe towards the emerging
markets, which during the current year have recorded excellent stock market performance, despite the
persistent problems and instability impacting said Countries.
In drafting this document at the beginning of the third quarter, we are seeing an odd coincidence of
records: the new lows on ten-year yields of the Bund, which entered negative territory following Brexit,
and the new highs of the S&P 500. With regard to bond yields, it is now difficult to find a rational explanation
for the spreading of negative rates, leading to a never before seen gap between stock and European government bond yields. Added to this is the fact that real rates are negative again, giving an important boost to
precious metals which, in our opinion, could constitute an interesting source of diversification and protection,
as the current phase of uncertainty is expected to continue.
Surviving in these markets will require opportunism, conviction and a good dose of foresight. Switzerland
and the USA, despite the valuations, are the stock markets that provide the best (or least bad…) visibility
and soundness, while the aforementioned lack of certainty in Europe will likely continue to negatively impact
the valuations, which will remain depressed.
On the currency front, operating with a good deal of selectivity, we believe some emerging currencies
may offer a good risk/reward ratio, while the trading range of the main cross rates remain at the recently
seen levels.
In conclusion, strong nerves, foresight and lots of common sense appear to be the best foundations on
which to base operations in the upcoming months.

Banca del Sempione

4

5

Investment Policy

ECONOMIC OVERVIEW

The scenario in the
global economy during
the Brexit referendum

The US economy recorded a growing annual GDP trend of around 2% during the quarter. Unemployment was
at record lows compared to the last few years, and there was slight upward pressure on salaries, encouraging private consumption (over 70% of GDP), which in turn has the potential to fuel production and the
creation of new jobs. However, given the low unemployment level, the creation of new jobs may be lower
than what we have seen until now.
On the emerging markets, Asia is less worrisome for investors compared to the beginning of the year.
Stability of the Chinese economy is no longer perceived as being at risk and the worst appears to be over.
Investors seem to have digested the change in direction of the Chinese government’s economic policy,
which has given preference to quality rather than growth at all costs, as this would have generated a
medium-term shock on the supply side and consequent losses for companies and for the financial system.
Overall, the economic growth prospects were therefore decent until 23 June, date of the referendum on
Great Britain’s exit from the EU. The victory of the leave votes opened up a new unprecedented scenario
with medium-term consequences that are difficult to interpret.

Global prospects after
the referendum

The G7 issued a press release after the official results, while the central banks were ready to intervene in
order to avoid any significant turbulence on the currency front as well as on the financial markets. The FED
may further postpone the next increase in rates, while the ECB and Bank of Japan could react with new
exceptional expansive measures.
Great Britain could likely enter a recession during the second half of the year and stay there throughout
2017. Indeed, a decline in consumption and investment is envisaged, as the domestic economies and
companies have begun a period of profound uncertainty impacting their future plans. In the wake of the
weakened pound, inflation should rise with peaks of nearly 3%.
In Europe economic growth was moderate but constantly rising during the quarter, thanks to support from
the European Central Bank (leading indicators like PMI have been positive until now). Nevertheless, the
Brexit’s impact on the Eurozone is potentially significant (-0.3/-0.4 p.a.), although the psychological
aspect will be greater. In fact, companies will move cautiously before such uncertainties, which will remain
high until at least 2018, when the process of Great Britain leaving the EU should be complete. During this
lapse of time, what happens within the EU may also be a source of instability: the founding countries of
the EU, as seen by their initial comments, will attempt to reform the Union, making it less bureaucratic
and more efficient, in order to prevent the anti-European movements present in many countries from intensifying requests to leave the EU.
The economic impact at the global level will be moderate: it is taking place during a period of revived
economic activity whose base scenario is not expected to be at risk. In any case, an event of this magnitude could hide unforeseeable pitfalls.

Economic growth in the
USA remains intact:
ISM Index and
Consumer confidence

Regardless of the European scenario, greater confidence at the global level with regard to the trend in the
Chinese economy and the newfound momentum of the American economy provide a constructive framework
for the second part of the year.
The ISM index (the US purchasing managers survey on the economic outlook) grew during the quarter,
together with a series of indicators that suggest acceleration in US economic growth. The manufacturing
sector is moderately optimistic on its future: indeed, companies are seeing their stocks decline and are
struggling to satisfy the pace of orders.
Conversely, consumer confidence is temporarily down, impacted by worries on the results of November’s
presidential elections and, consequently, initial fears of repercussions on the job market, with greater
difficulty in finding jobs. In any case, the constant increase in salaries should limit the potential decline
of the index.

Yearly UK GDP Growth
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CURRENCY STRATEGY

Impact of the
referendum on the
global forex markets

The victory by “leave” supporters in the British referendum triggered an explosion of volatility on the Forex
markets as well. In particular, risk assets were hit and the so-called safe-haven assets rewarded: the currencies that most benefited from the referendum’s outcome were the Japanese yen, US Dollar and Swiss franc,
while those suffering the most were the British pound and the euro.
With regard to the US currency, while the uncertainty and risk-off climate should reward the dollar on the one
hand, we believe that this very instability of the markets could lead the Federal Reserve to postpone the rates
hike to 2017, jeopardising the expected trend for US monetary policy.
As to the pound, however, after an initially triumphant beginning in the wake of the surveys (rising to 2016
highs and approaching USD 1.50), the British currency tumbled during the night of the referendum, as data
in favour of leaving the EU were received. It ultimately recorded a 10% drop on the dollar to close at 1.36
(after nearing 1.32), a decrease that exceeded that of 1985 and of the 1992 “black Wednesday”, when the
currency crisis drove Great Britain out of the European monetary system.
Conversely, purchases have focused predominantly on the Japanese currency, a safe-haven asset that reached
a rate of 99 yen against the greenback, after reaching a new high since November 2013. After the initial
imbalance of the currency markets, prices stabilised in the days thereafter, also thanks to intervention by the
central banks, which avoided excessive appreciation of currencies like the franc and yen.

Currency measures by
the major central banks

As usual during periods of crisis, the Brexit set its sights on the central banks, with the objective of warding
off a currency war that would bring the recovery to its knees. On the currency front in particular, governors
of the central banks are attempting to prevent the demand for dollars – in constant growth during difficult
times – from exceeding supply, and have consequently taken measures to increase liquidity and availability
of US dollars throughout the world. In particular, the central banks aim to protect themselves by lending each
other the currencies they need, a sort of loan-based parachute system, already used for the first time after
the September 11 attacks and popular again during the 2008 financial crisis, when banks excessively indebted in foreign currency lost access to the market.
Essentially, the objective is to allow the Federal Reserve, the ECB, the Bank of Japan, the Swiss Bank, the
Bank of England and the Bank of Canada to open mutual lines of exchange to create a global protection
network: the ECB is ready to inject liquidity, even though the Eurozone banks do not currently appear to be
having problems in terms of capital. Bank of England governor Mark Carney is on the same page and won’t
hesitate to take additional measures, as he is ready to provide 250 billion pounds in extra funds as a protection net and to support market operations.

Interesting
opportunities from
diversification in
selected emerging
currencies and precious
metals

Gold is an additional investment opportunity, as there is a strong correlation between oil prices and real US
rates. In particular, when there is a negative downward trend in real rates (2yr interest rate-CPI), gold tends
to strengthen significantly. The other factor that sharply impacts and drives gold movements is the expanding trend of assets invested in gold ETFs, while other aspects linked to geopolitical variables, as well as risks
of a more economic and financial nature (such as Brexit), impact the price of this “yellow metal” as well.
Lastly, the movement may also be supported by a positive trend in other metals, such as silver, and by the
trend in gold securities.
With regard to the Swiss franc, following the outcome of the British referendum, we believe that this currency will weaken over the medium/long-term, while in the short-term we expect the EUR/CHF rate to remain
within the range of 1.065 –1.10.
We remain optimistic on the relative cross rates concerning the Norwegian krone and Australian dollar, respectively with regard to the Swedish krona and New Zealand dollar, and suggest going long on the former
and short on the latter. Lastly, in the emerging segment, we confirm our positive outlook, preferring currencies such as the Mexican peso, Russian rouble and Turkish lira over the South African rand and Brazilian real.
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BOND STRATEGY

The bond market
scenario at the dawn
of Brexit

Second quarter 2016 saw a strong acceleration in the global bond markets, facilitated by a generalised deflationary scenario and the presence of increasingly accommodating central banks. The ten-year yields on the
most important government bonds (US, Germany, UK and Japan) dropped to between 40 and 60 basis points
during the quarter, recording new historic lows throughout. Contributing to this performance was the uncertainty linked to the referendum on Great Britain’s stay in Europe.
In this scenario, the prices of government and corporate bonds showed decidedly interesting performance.
The German Bund yield reached new absolute lows at -0.20%, and a significant portion of the curve in the
United States ensures negative real returns, using core inflation as the benchmark. The recovery trend in the
emerging markets continues, with the recent weakness of the dollar helping to create favourable conditions
for those countries heavily indebted in the strong currencies.

Following Brexit,
the ECB’s intervention
will play a major role
in supporting prices

In particular, the surprisingly favourable Brexit outcome triggered a rush to purchase defensive assets such
as, obviously, core government bonds, which are the most sought after.
We are therefore currently in a scenario in which upside expectations in the US have almost entirely disappeared and the ECB is expected to make an additional effort to create favourable conditions for the economic recovery and the generation of inflationary pressures. Further reductions in rates are clearly not easy to
implement, given the extremely negative effect that this would have on the financial statements of a banking sector that is already undergoing serious difficulty in this area. On the other hand, new monetary policies
such as the so-called helicopter money appear to be more of a theoretical exercise rather than an actual
possibility. In our opinion, given the scarce supply in some market segments (particularly the German Bund),
the ECB may modify its purchase criteria, favouring government bonds with more attractive yields (such as
Italy, Spain, Portugal and possibly Greece), thereby taking another step towards the introduction of
Eurobonds, which will sooner or later be fundamental for a true European integration.

The reaction of
corporate and
peripheral bonds

On the corporate front, the outcome of the referendum resulted in only momentary volatility and widening
of the credit spreads. In fact, just a few days sufficed for the yield drive by investors to bring the prices of
many bonds to highs and transform the much-feared Brexit into little more than an annoying little hiccup in
the bond sector.
A similar trend was observed among the core and peripheral countries as well. The spread, or yield difference,
between the Italian BTP and the German Bund rose immediately after the referendum, up to 185 basis points
from the closure at 130 points, to then fall back to 125.

European core inflation
5
4
3
2
1
0
-1
Jul.07

Jul.08

Jul.09

Jul.10

Jul.11

Jul.12

Jul.13

Jul.14

Jul.15

Jul.16

10Y German bond yield
0.8
0.6
0.4
0.2
0.0
-0.2
-0.4
Jul.15

Sep.15

Nov.15

Jan.16

Mar.16

May.16

Banca del Sempione

Jul.16

10

11

Investment Policy

EQUITY STRATEGY

World stock markets’
reaction to Brexit

Following the victory of Brexit, the international markets suffered a “black Friday”. In just one day, Europe
burned 411 billion euro, the worst session of the European stock markets that underwent one of the highest
losses since performance was recorded, comparable to the Lehman collapse of 6 October 2008 and to that of
11 September 2001.
The S&P500 index also tumbled by over 3%, after recording the worst opening since 1986, and the Tokyo
stock exchange lost nearly 8%, with the worst session since the Fukushima nuclear incident. To avoid greater damage, Japan decided to apply the “circuit breaker”, a device that inhibits the issuance and modification
of orders, thereby limiting excessively high decreases.

Impact of Brexit
by sector and
geographical area

Operators hope for a separation that will minimise economic damage to all of those suffering the impact of
Brexit, but the outcome of the referendum clearly generated a phase of strong risk aversion. However, analysts are confident that the damage will be limited to a number of domestic European issues. In particular,
the entire European credit sector has been brought to its knees, with the greatest pressure recorded on issues
considered most fragile (such as Italian banks, Deutsche Bank, Credit Suisse); contagion to other risk issues
appears to be limited at the moment, but certainly requires monitoring over time.
In terms of core equity investments, we recommend the US and Swiss markets, which have shown excellent
stability. Strategically speaking, the emerging countries and the European ones in particular continue to
offer a number of interesting opportunities in our opinion.

Equity market
valuation, earnings
trend (EPS Momentum)
and VIX index

The US market’s P/E ratio recently recorded a new high, beyond the pre-crisis level of 2008. Conversely, although the valuation multiples in Europe are lower on an absolute basis compared to the US ones, they
cannot be considered attractive: indeed, without a significant increase in profits, the upside potential of the
stock markets remains limited.
With regard to EPS Momentum, earnings forecasts in the United States have been adjusted upwards: this
undoubtedly represents an important change, as it had not occurred in several months. What remains to be
monitored is whether this change will last and if the strength of the economy is in a position to support it.
However, downward adjustments still prevail in Europe, although their intensity is gradually diminishing.
Lastly, with regard to volatility, the VIX index had declined prior to the referendum, in line with the hike of
US stock indexes. Nevertheless, the next shift following the Brexit should be a new increase in volatility,
following this relatively calm period.
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CONCEPT IN ASSET MANAGEMENT

Objectives
Our main asset management objective is total return. Over a 12-month span, we want to achieve capital
growth, while containing as much as possible downward price swings due to bearish financial market
conditions.

Investment Philosophy
To achieve this result, we apply a management philosophy based on the following points:
• simple benchmarks with broad fluctuation bands to ensure wide flexibility in investment choices;
• high dynamism in, and sharp focus on, managing individual positions, featuring a near-term time
horizon for making buy/sell decisions;
• constant search for investment opportunities over all asset classes;
• currency diversification;
• wide portfolio diversification;
• sharp focus on risk, managed in part through use of hedging instruments;
• portfolio liquidity: in no more than five days we can liquidate almost all open positions.

Portfolio Structure and Benchmarks
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 Investment
Grade Bonds
(<BBB>)

Other
Equities Funds*

Currency
Diversification

* Non-directional funds, total return funds, funds of funds

It is worth emphasising that the portfolio structure is a starting point, determined by the individual client’s propensity to risk. Once this is decided, we do not want to statically replicate the benchmark, but
offer meaningful portfolio management flexibility (see chart). For example, regarding equities, which are
the most volatile component of the portfolio, we want to maintain the flexibility to drastically reduce
them in case of an unfavourable stock market view and to increase them when we think it is advisable.
This rule also applies to the other assets classes when, based on our analysis, they offer opportunities for
gain or there are dangers that signal a sale. Flexibility, then, combined with a sharp focus on risk in the
attempt to regulate asset growth.

Asset Classes and Instruments
Along with cash, bonds and stocks, we also invest in alternatives, such as funds of hedge funds, convertible
bonds, commodities and precious metals. Currencies are also an alternative investment. Currency diversification allows us to add yield and so, through selected transactions, contribute to achieving our objective. More
in detail, we rebalance the currency position arising from investments according to desired exposure, to
which we add currency trading transactions which are constantly monitored and actively updated.
We choose investment instruments based on the objectives. We can distinguish between investment vehicles
that give structure to the portfolio and others that take maximum advantage of investment opportunities and
enhance risk control. Our bond and stock SICAV funds give structure to the portfolio, while funds of hedge
funds are its “core”. Part of the equity allocation is invested in stocks with a shorter time horizon, always on
the search for new investment opportunities. If deemed more attractive, equity exposure is implemented
through options or options structures on individual shares. On the bond side, we focus sharply on maturity
and prefer certain segments of the yield curve. Our SICAV bond and equity funds and third party funds of
proven reliability representing the core portion of the portfolio are part of the first category. We constantly
evaluate the proportion between government and corporate bonds, with a focus on the risk/reward ratio for
individual investments.
Our sharp focus on risk is also expressed through the use of index options to hedge the equity allocation if
our analysis signals probable corrections.
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TACTICAL ASSET ALLOCATION

Allocation by asset class
Income
Cash		20		
Bonds		80
Equities*		–
Alternative instruments		
–
		100

Liquidità
Obbligazioni
Azioni
Strumenti alt.

Asset classes

Income Plus
Cash		6
Bonds		70
Equities*		13
Alternative instruments		
11
		100

Liquidità
Obbligazioni
Azioni
Strumenti alt.

Asset classes

Dynamic
Cash		6
Bonds		50
Equities*		25
Alternative instruments		
19
		100

Liquidità
Obbligazioni
Azioni
Strumenti alt.

Asset classes

Balanced
Cash		13			
Bonds		34
Equities*		32
Alternative instruments		
21
		100

Liquidità
Obbligazioni
Azioni
Strumenti alt.

Asset classes

Growth
Cash		15
Bonds		26
Equities*		41
Alternative instruments		
18
		100

Liquidità
Obbligazioni
Azioni
Strumenti alt.

Asset classes

Equity
Cash		20
Bonds		16
Equities*		49
Alternative instruments		
15
		100

Liquidità
Obbligazioni
Azioni
Strumenti alt.

Asset classes

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