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MARKET SUMMARY

Macroeconomic indicators in the second quarter of 2017 recorded a minor slowdown compared to the first
quarter. The Purchasing Managers Index (PMI) and above all the indexes that measure economic surprises were
revised down from very high levels, but they continued to indicate a positive phase of the economic cycle.
At the end of the half-year, the FED made an additional upward adjustment to the rates on FED funds (to
1.25%), while the ECB maintained cautious wording in regard to the end of the QE. We believe the ECB should
begin to prepare the market for a normalisation of monetary policy, which will be slow and cautious, but in
our opinion unavoidable in the current scenario of recovery of European economic growth.
On the geopolitical front, the highly anticipated French elections saw a crushing victory by Macron in both
the presidential elections as well as the parliamentary ones, eliminating the fear of a win by the anti-European
front headed by Le Pen. News from the USA is not as great, with President Trump under pressure after rumours
of impeachment for obstruction of justice.
At the end of the quarter, the burst of optimism on the European markets following the French elections
appears to have partially quelled, while Trump’s difficulties in the US do not appear to have impacted the
equity market, which closed the half-year near its record highs.
The pro-risk approach on the equity market bore fruit in the second quarter of the year. The MSCI World index
closed with an increase of 5% in the quarter, with excellent performance by the emerging indices as well.
Commodities were the asset class most negatively affected during the quarter, with the index losing a large
part of the recovery recorded in 2016.
We maintain a constructive approach with regard to risk assets, with the conviction that the trend in profits will
support continued good equity performance. Conversely, we believe investment in government bonds to be
lacking in value at the current yield levels, and that normalisation of rates will begin prior to the end of the year.
Any turbulence in interest rates due to the change in regime may lead to temporary reversals on the equity
market, which we would see as opportunities to increase their weight, focusing on quality stocks.
On the Forex front, we consider the USD strengthening trend to have ended, although we do not foresee an
imminent and marked weakening. Conversely, alleviated fears of dissolution of the single European currency
should allow the Euro to continue to strengthen against the CHF.
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ECONOMIC OVERVIEW
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Eurozone final PMIs
adjusted upwards
in the quarter due to
the “Macron” effect

At the end of the second quarter, the final composite PMIs in the Eurozone were adjusted significantly
upwards compared to estimates, moving to 56.3 (+0.7 points). The upward revision was driven predominantly
by the services sector, with the published synthetic index at 55.4 (instead of the estimated 54.7). The data
continue to paint a positive picture: solid demand, growing production capacity, high levels of new hirings.
Inflationary pressures are down as well. Overall, we believe that the PMIs in the Eurozone are consistent with
our opinion that economic activity will continue to be strong during the third quarter as well.
Thanks to growth in the services sector, the French PMIs in particular have been adjusted significantly,
demonstrating the “Macron” effect and driving the majority of upward adjustments in the Eurozone. The final
services index in France reached 56.9, earning 1.6 points compared to estimates. The upward revision was well
distributed throughout its components: in particular, new business, sustained by the improved political
climate, reached a 3-month high. We believe that the solid French PMIs in the second quarter are consistent
with our expectations of sustained growth of GDP in Q2 of around 0.5% QoQ.
The PMIs of German services were also revised but to a lesser extent (+0.3 points to 54.0). Overall, we believe
that German activity will slow down a bit during the quarter, growing by 0.5% QoQ. Confidence in the services
sector has strengthened in Spain as well, while it slowed further in Italy. The composite PMIs were sharply
above forecasts in Spain, rising to 57.7. Conversely, Italian PMIs declined by 0.7 points to 54.5 in June
(driven by services, with confidence in terms of production remaining essentially stable). Conditions in Italy
are essentially oriented positively, but growth is not likely to strengthen over the 0.4% quarter-on-quarter
mark recorded in the first quarter.

USA suffering
compared to growth
in the Eurozone

Even in the USA, the PMIs continue to be positive and show signs of recovery. The same holds true for the
leading indicators, recovering after a stagnant phase. Nevertheless, with regard to macroeconomic surprises,
there is a divergence in favour of the Eurozone rather than the US, with regard to which the latest figures did
not meet expectations.
GDP remains at moderate growth levels, although adjusted slightly upwards. The figure is supported by the
GDPNow indicator of the Atlanta FED, which is showing a clear recovery.

Inflation still far
from the targets of
the central banks

The true surprise in this first part of the year is the persistent lack of inflation. In the USA, despite the job
market showing an unemployment rate that is even lower than the one recorded prior to the financial crisis,
there aren’t any inflationary pressures from salaries, and even the declining commodities prices do not indicate
signs of an increase in prices.
In Europe, we are far from having successfully battled unemployment, but the strength of the Euro and weakness
in oil prices are keeping the inflation rate well below the 2% desired by the ECB.
Therefore, we are in a situation whereby economic growth is positive and synchronised at the global level,
while inflation is low and declining, on both sides of the Atlantic as well as on the emerging markets.
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Neutral opinion
on the Euro-USD

The levels reached by the US dollar are essentially balanced and we currently see few opportunities in remaining
invested. At the levels recorded upon drafting (spot ref: 1.1450), we are neutral on the EUR-USD exchange
rate. In fact, the factors which at the beginning of the year indicated a weaker Euro have all been surpassed:
political risk, macroeconomic conditions and monetary policy of the European central bank (ECB). Macron’s
win in the French presidential elections has reshaped the anti-Europe movement, and the upcoming elections
in Germany and Italy do not pose a threat. The macroeconomic fundamentals of the old continent are showing
a clear recovery, with the PMI at its highest in 5 years. The BCE, supported by the recovery underway, will
conclude the expansive policy phase, gradually reducing quantitative easing and raising interest rates. On the
US front, the new government’s inability to resolve on the reforms promised during the electoral campaign
appears to have been reflected in the market by now.

Opportunities on the
Norwegian Krone

Investment in the Norwegian Krone is mainly based on the forecast of the EUR/NOK fair value compared to
the oil price. In fact, the current relative weakness of the Krone can be traced to the price of black gold.
Nevertheless, a comparison of the EUR-NOK levels with oil prices indicates a clear divergence: the Norwegian
currency is currently at levels near the lows recorded in January 2016, when oil prices were around 28 USD
per barrel compared to the current 44.
In addition to reasons linked to oil, other factors supporting trade are mainly the significant change in tone
by the central bank (in its last meeting, Norges Bank removed the possibility of a cut in rates, adopting a
neutral position), growth in GDP for 2017 adjusted upwards (current estimate at 2.0% compared to the prior
1.6%), a clearly “short NOK” positioning of the market (so that even the closure of these positions alone
should reward the Norwegian currency), and the decline in inflation, expected to be only temporary.
The investment opportunity therefore has solid premises: we recommend managing the position in a dynamic
manner, increasing it during phases of currency weakness.

...as well as on the
emerging currencies

The current macroeconomic context, with acceleration of global economic growth and weak inflation, should
encourage the emerging currencies. However, we believe it would be prudent to maintain an easily manageable
and diversified exposure on these assets (not over 15% of the portfolio). The choice of a diversified money
portfolio is fundamental in order to avoid individual episodes (such as, for example, the political scandal in
Brazil with the real losing 8% in just one day of trading) from impacting trade.

Swiss franc
and Japanese yen
replace the Euro
as funding currency

We believe that the general risk-on climate present in the markets in the third quarter could lead to
under-performance of the safe-haven currencies (JPY and CHF). The Japanese central bank (BoJ) and the
Swiss one (SNB) are the only ones left with an expansive approach, and it is this very divergence compared
to the other central banks that should lead to under-performance of the respective currencies. In terms of
global portfolio allocation, this offers the opportunity to reduce the short Euro portion: in fact, we recommend
gradually diversifying the funding currency from Euro to Swiss franc and Japanese yen.
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BOND STRATEGY

Context

The “reflation” issue cooled down significantly during the second quarter: difficulty by the Trump administration in implementing incisive reforms is becoming increasingly evident, raw materials (and oil in
particular) have not repeated the increases of prior months, and inflationary trends are struggling to take
off. In particular, US inflation has disappointed expectations for three straight months, returning to
slightly below the target of the Federal Reserve. However, alongside the still uncertain inflationary trends,
economic growth is finally well distributed at the global level, with surprisingly good numbers in Europe
as well. Even the political arena held no ugly surprises and reassured the markets with regard to stability
of the Euro. In this scenario, we believe that the central banks could normalise monetary policy in an
extremely gradual manner, trying to avoid market shocks. The bond market essentially moved sideways
during the period, with over-performance of US treasury bonds against the German bund. Credit spreads
continued their progressive tightening, sustained by the general risk-appetite climate.

For the rest of the year,
we recommend caution
in bond investments

For the second part of the year, we confirm the need to maintain a cautious attitude on the bond market,
taking a tactical and dynamic approach. The decline in inflationary forecasts and the cautious attitude of
the central banks should be a hindrance to the rise in yields. However, we are starting from such high
valuation levels (with real rates decidedly negative) that a repositioning at higher yield levels appears
reasonable. In particular, we recommend avoiding exposure to German bonds, which could suffer from
upcoming tapering by the ECB, expected for January 2018. Macron’s win in the French presidential elections
significantly reduced the risk of a dismantling of the Eurozone, at least over the short term, which should
provide support for the peripheral and financial spreads. With regard to the US market, we believe the
short segment underestimates the upward intentions of the FED, but it is still the most interesting curve
at the valuation level. Flattening strategies could be recommended on the Italian and Spanish curves,
which are steeper than other European curves.

No major opportunities
in the corporate
segment

Little value is observed in the corporate segment: at the current spread levels, many securities have more risks
than benefits. Some specific opportunities can be found in the emerging markets segment and on good-quality, European financials. It is important to maintain a cushion of liquidity in portfolios in order to take advantage of adjustments, which as we have seen in the past may be fast and violent in a scenario of low liquidity.
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EQUITY STRATEGY
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Context

The second quarter of 2017, with its thick agenda of political and other events, could have set a great many
traps on the equity markets. But all was calm.
In fact, on the one hand, the US market recorded new record highs, despite the lag in tax and health reforms.
On the other, the European market is having trouble taking off, as usual, despite the double, crushing victory
by Macron.
And a bit of confusion was reported across the channel: May, convinced that she would secure a strong and
stable mandate to conduct a hard Brexit, called new elections that ended up weakening her position. Effect
on the FTSE 100? Basically none.
In the meantime, the emerging markets once again took advantage of the situation, with the MSCI EMERGING
making a further jump ahead. Therefore, performance from the beginning of the year, encouraged by a weak
dollar and synchronised growth of the various global economies, now amounts to over 17 percentage points.

No significant
changes in
valuations during
the quarter

The new record highs of the S&P 500 were not followed, however, by further growth in multiples. In fact, the
current PE declined slightly and is now at 21.5X, compared to over 22X in the first part of the year, and profits
continue to be steady. The same holds true for the Stoxx 600, where the current PE went from over 27X to
24.5X. The expected data for both continents are at values that are increasingly in line compared to historic
values, respectively at 18.6X and 15.8X for S&P 500 and SXXP 600, consistently with forecasts of rising profits.

Implications
for sector
allocation

Although prices are showing a certain level of tranquillity at the aggregate level, the climate is not so serene
at the sector level.
In fact, with research published last June, investment bank Goldman Sachs compared the recent performance
by technological stocks with that recorded by stocks in the same sector before bursting of the “dot.com”
bubble. This pairing triggered a major sell-off among FAAMG (Facebook, Amazon, Apple, Microsoft and Google)
and names related to them.
In the meantime, US retailers continue to suffer from “Amazon Phobia”, with the e-commerce giant increasingly threatening the traditional retail sales market, through competitive pricing and a wider product range.
Paying the price until now have been the renowned blue chips from varying sectors, including the food industry, clothing and auto parts just to name a few.
The upward shift in rates, observed predominantly at the end of the quarter, did not go unnoticed on the
equity market. Financial stocks at the global level were the main beneficiaries, thereby confirming the strong
correlation with the yield curves. This was despite the recent turbulence that affected Banco Popular first,
acquired from Santander, and then the pair Veneto Banca and Popolare Vicenza, acquired by Intesa San Paolo.
The downward trend in oil prices continues to weigh on the valuations of oil companies, whilst favouring
airlines.
A final observation goes to pharmaceutical stocks, particularly those with US exposure. At the end of June,
they recorded a sharp acceleration based on speculations of a health reform that now appears imminent.
Based on the latest market trends, we believe that pressure on technological stocks could continue. On the
other hand, we prefer exposure to financial and industrial stocks. Lastly, we await the implications of the
health reform before deciding on the positioning of stocks in the healthcare sector.
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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 Investment
Grade Bonds
(<BBB>)

Other
Equities Funds*

Currency
Diversification

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

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
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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/long-term,
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

35
60
–
5
100

Cash
Bonds
Equities
Alt. instruments

Asset classes

Income Plus
Cash
Bonds
Equities*
Alternative instruments

Cash

7
64
15
14
100

Bonds
Equities
Alt. instruments

Asset classes

Dynamic
Cash
Bonds
Equities*
Alternative instruments

Cash

3
44
30
23
100

Bonds
Equities
Alt. instruments

Asset classes
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Balanced
Cash
Bonds
Equities*
Alternative instruments

2
34
39
25
100

Cash
Bonds
Equities
Alt. instruments

Asset classes

Growth
Cash
Bonds
Equities*
Alternative instruments

Cash

5
24
48
23
100

Bonds
Equities
Alt. instruments

Asset classes

Equity
Cash
Bonds
Equities*
Alternative instruments

Cash

4
20
55
21
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
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Tel. +41 (0)91 910 73 79
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Tel. +41 (0)91 910 72 38
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Tel. +41 (0)91 910 72 41
G. Bertoli
Tel. +41 (0)91 910 72 08
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Tel. +41 (0)91 910 73 76
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Tel. +41 (0)91 910 72 30
F. Incoronato
Tel. +41 (0)91 910 72 34
Relationship Management
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Tel. +41
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Tel. +41
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(0)91
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Trading Desk
F. Casari
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M. Maetzler
M. Montalbetti

Tel.
Tel.
Tel.
Tel.

(0)91
(0)91
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(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
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Tel. +41 (0)91 910 72 56
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Tel. +41 (0)91 910 72 52
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Tel. +1 242 322 80 15
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