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MARKET SUMMARY

The third quarter showed an increasingly polarised scenario. On one hand, we had an excessive robust US
economy that shows signs of overheating that could lead the FED to consider possible hikes above the natural
rate (estimated at around 3%). On the other hand, we had the rest of the world, plagued by constant dilemmas:
the European Union, which has to deal with the Italian insubordination and the still unresolved Brexit issue.
The emerging markets have seen the succession of the Turkish Lira and Argentinian Peso crisis, as well as the
turbulent Brazilian elections (including the attack on candidate Bolsonaro). Lastly, China has been picked on
by daily Trump’s tweets in order to “invite” the Chinese government to reduce the systematic trade surplus.
Nevertheless, corporate results globally has been encouraging, as well as the key macroeconomic indicators,
which are showing expansionary signs. Therefore, this divergence between equity and bond market performance and the micro and macro data makes us moderately optimistic for the last quarter of the year. After all,
the recent correction has led to a decrease in market multiples that has made equities more attractive than
few months ago.
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ECONOMIC OVERVIEW
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US economy
is showing signs of
overheating

The latest macro data from the United States indicate robust growth in GDP, likely to be at an annualised rate
of around 3.0-3.5%, making it the eighth consecutive quarter of increases above potential growth. The ISM
non-manufacturing index reached its highest level ever in September. Also in September, the creation of new
jobs was lower than expected (134,000), but there were significant revisions in the last two months (+87,000),
despite the distortions generated by Hurricane Florence. In the meantime, the unemployment rate dropped to
3.7%, the lowest ever since December 1969. Overall, the figures are in line with a labour market that is fairly
close to full employment.
Inflation is gradually normalising and it is most likely too early to worry about the “return of inflation”.
Despite its being predominantly linked to oil prices, we do not actually expect any imminent danger of an
unexpected increase in the inflation rate.
The accumulation of apparently too much good news on the US front has now led investors to fear an overheating scenario in the US economy.

Concerns linked
to the new Italian
budget law

With a sudden change in strategy at the end of the quarter, the Italian government challenged Europe by
submitting a budget law that exceeds the agreed deficit thresholds. The market was already expecting the
deficit to exceed 1.6%, but it assumed that it would remain below the 2% threshold. Given how the measure
was presented, this most likely occurred in contrast to the wishes of Minister Tria, a fact that will certainly
contribute to worsening the impact of the decision.
We will then see the details and parliamentary procedures. What is certain is that we are headed towards a
cut in Italy’s rating (which should however remain IG). However, there may be some margin for negotiation if
this exceeding of the limits is considered to be pro-growth.
The consequences during the initial days of the new quarter have put extremely high pressure on Italian
banking stocks, infecting all European equities. With the BTP under pressure and the Bund as a safe haven
asset, the spread has risen to over 300 bps.

Strong uncertainties
plague the Brexit plan

Now at six months from the United Kingdom’s official exit from the EU, planned for 29 March 2019, an agreement
for the definitive separation from Brussels has still not been reached. The opinions hypothesised during these
months have been based on the possibility of following the Norwegian or Canadian models. Norway is outside of
the EU but is part of the common market, which means that it contributes to the EU budget and accepts freedom
of immigration in exchange for free trade, a formula favoured by British moderates. On the other hand, the
Canadian model, preferred by the pro-Brexits, consists of the free trade of goods and not services.
Consequently, the Chequers Plan was proposed at the Salzburg summit, an intermediate solution based on the
two above models to ensure the creation of a free trade area for industrial goods and agricultural products,
excluding the free movement of EU citizens and the European jurisdiction of the Court. As expected, Brussels
rejected this proposal, considered to be unacceptable since it would involve granting rights as part of the
common market without sharing any of its duties, first and foremost that of freedom of immigration.
As the countdown has begun for Great Britain’s exit, and given the negative trends in negotiations, the
President of the European Council has called an extraordinary summit on Brexit for 17 and 18 November, giving
May one month to prepare a proposal that will be acceptable to both the House of Commons as well as Brussels.
This will be a decisive month for negotiations. The Chequers Plan, envisaging the absence of customs inspections on trade and ensuring regulatory alignment on key trade matters, would overcome one of the biggest
obstacles of the entire negotiation: the Irish borders. However, there are still a number of critical issues,
because the government could change in two years and decide to no longer adhere to the EU regulations.
In conclusion, the political scenario is chaotic, as May is now also forced to deal with opposition within the
party itself, which views the proposed plan as a betrayal of the popular vote and, if such opposition were to
side with the Labour Party (proponents of early elections), the plan could be rejected by parliament.
It is worth mentioning that despite the uncertainty caused by Brexit and the international trade war, the Bank
of England decided to raise rates by 25 basis points at the beginning of August, to the highest level since the
financial crisis a decade ago (0.75%).
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CURRENCY STRATEGY

Italian DEF
(Economic and
Financial Document)
weakens Euro

At the end of the third quarter, the EUR-USD exchange rate was back at the lower end of the 1.15-1.18 range,
predominantly due to the turbulence that has impacted Italy as a result of the budget law. In fact, the Italian
government, with a rapid strategy change at the last minute, exceeded the agreed deficit thresholds. Although
the market was already expecting the deficit to exceed 1.6%, it assumed that it would remain below the 2%
threshold. This occurred in contrast to the wishes of Minister Tria, a fact that will contribute to worsening the
impact of the decision (although rumours of a resignation have been denied). The direct consequences will
be a rating cut on Italy, which should, however, remain investment grade.

Swiss franc
relative strength shows
no sign of easing

Tensions linked to the Italian political situation and the Turkish crisis have resulted in renewed interest in
safe haven assets, particularly the Swiss franc, which resumed its appreciation, especially against the Euro.
In support of the currency, we also note a healthy scenario within the country. In fact, after over three years
of a strong franc, the Swiss industrial sector is confirmed as solid and has demonstrated its capacity to adapt
to the strength of the currency thanks to high-quality finished goods that are difficult to imitate and therefore
less subject to price wars. Widely negative interest rates continue to be a negative factor for the currency.
Indeed, today’s investors have little incentive to invest in the Swiss bond market, since to obtain a return
greater than zero, the investment must be in government bonds with a 10+ year time horizon.
Our final overview of the Swiss franc is neutral: much will depend on how the global markets evolve over the
new few months. If the Italian problems were resolved and equity resumed its bull market, the EUR-CHF rate
would likely return to around 1.17. However, if the spread between the Italian BTP and German Bund continues
to expand and the equity market makes the relative adjustment, the EUR-CHF exchange rate will likely reach
its lows of around 1.12.

Positive view
on British pound

The GBP-EUR exchange rate underwent an essential recovery at the beginning of the new quarter compared
to the lows recorded in September. We remain positive on the pound since, apart from the improving macroeconomic data and a favourable interest rate trend not fully priced by the market, we believe a soft Brexit will
be eventually be implemented. However, the two counterparts will likely use all of the time at their disposal
(until March 2019) before signing a positive agreement. Consequently, we expect volatility on the pound,
towards which we recommend a tactical approach by increasing exposure on weakness.

Positive outlook
on Swedish
and Norwegian krone

The Swedish krona current valuations are not justified by the country’s macro-economic fundamentals. In particular, the Consumer Price Index (CPI 2.3% yoy), higher than forecasts by the market as well as by the central
bank, does not justify the negative interest rates. We believe the Swedish monetary authorities will more
quickly normalise the monetary policy than the European and Swiss ones, and this will be the driver for appreciation of the SEK against the CHF and EUR.
We confirm our positive view of the Norwegian krone as well. We like this currency both in terms of fundamental and technical analysis. The country’s macro-economic scenario is good, with underlying inflation (1.9%)
near the central bank targets (2%). The current account and GDP are at their highest levels in three years. The
employment rate, on the other hand, has never been a sensitive indicator in Norway, given the historically
very low unemployment level (3%). Oil prices, which are at period highs, are also supporting the currency.
Lastly, from the technical analysis standpoint, the EUR-NOK exchange rate is near the 9.40 support area.
Breaking out of this level would pave the way for movement to around 9.00. The only risk of investment in
the NOK is the market positioning, which is currently “long”. Among the G10 currencies, it is the one most
present in portfolios. Consequently, we recommend actively working on the investment by adding exposure on
currency weakness.
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BOND STRATEGY
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Context

The year 2018 continues to be a very difficult one for the bond segment, plagued by rising yields in the
United States, negative rates in Europe and the credit spread widening across the board. Both active and
passive strategies tend to provide negative returns, with the Global Aggregate index at around -2.4%.
In terms of monetary policy, little has changed during the quarter. The major central banks continue to follow
the path outlined previously, with the Fed seemingly unwilling to yield to the pressures of the Trump presidency and openly stating its preference for lower rates. However, the excellent health of the US economy
suggests a likely continuation of this tightening cycle, which could bring rates up to 3% by the end of 2019.

Impact of
Italian budget plan
on bond market

On the European front, the Italian situation continues to hold the stage, especially following the government’s decision to deviate from the deficit targets required by the European Commission to finance a more
expansive measure, with a deficit of 2.4%. Widening of the Italian spread has a strong impact on the European
bond market, both in terms of flight to quality, which continues to reward the Bund, as well as in terms of
European financial spreads. However, the contagion effect is limited for the time being, although a further
tightening would undoubtedly put pressure on other peripheral sectors as well.

Cautious on
the emerging and
high-yield sector

The emerging markets had a particularly turbulent summer, exacerbated by the currency crises in Turkey and
Argentina. However, we believe there is value in certain emerging hard-currency bonds, particularly of countries
that export oil, which are benefiting from rising oil prices.
We remain cautious on the high-yield segment: although the recent increases have made the asset class more
interesting at the valuation level, the selection of individual investment opportunities requires the utmost
caution. Moderately rising interest rates and changes in the structure of economies make some sectors particularly vulnerable and could lead to the emergence of default risks currently underestimated by the market.
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EQUITY STRATEGY

Context

This summer was a particularly hot one, not only in terms of climate. Equity markets around the world are
experiencing deep performance divergences, with a performance gap of over 10 percentage points between
the S&P 500 and EuroSTOXX50, not to mention the MSCI China (heavily negative).
Significant volatility emerged at the beginning of October as a result of the 3 elements that will most impact
the upcoming months: the mid-term elections in the USA, the tariff war with China and the submission of the
Italian DEF (Economic and Financial Document) to the European authorities. Europe, on the other hand, after
showing some sign of relative recovery, was again under pressure at the end of the quarter, due to the Italian
government’s decision to submit a proposed budget law that clearly challenges the limits imposed by the EU,
with a deficit that negatively surprised the markets and brought the Btp-Bund spread back into the limelight,
once again driving it toward 300 bps.
The consequences with regard to performance are being felt, particularly because during times in which bonds
and equities fall in a violent and correlated manner, there is absolutely nothing to effectively protect portfolios.
These are the so-called correlation 1 movements, in which everything falls simultaneously, along with a bit of
mean reversion that also impacts the L/S strategies and the equities/sectors with the best performance (for
example, Nasdaq or small caps).
The latter display the illiquidity that has been characterising them. A case in point is the speed at which the
SPI Extra and Stoxx European small caps index of Swiss and European small caps is falling.

What to expect
during this last quarter

At the beginning of October, rising bond yields impacted equity performance in recent sessions. The increase
in yields was particularly rapid, with ten-year yields of the US Treasury up by around 20 basis points from the
beginning of the quarter, a sharp movement difficult for equities to digest.
The drivers of the movement are also hard to identify: US macro data are positive and concerns about inflation
are rising (oil prices have risen by over 20% since the beginning of the year and a number of skilled labour
wages have increased in the United States).
This rate volatility and uncertainty about the driving factors have also characterised the January/February
adjustment in equity markets. This shows the vulnerability - at a late stage in the economic cycle - of equities to greater volatility in other assets, particularly in view of the expectations of a slowdown in growth in
2019-2020.
Rising yields have a number of clear effects at the sector level, the first of which is an increase in cyclical
stocks and a blow to high-dividend sectors (such as telecommunications and real estate) and defensive sectors
(such as basic goods and healthcare). It should be noted that, at the European sector level, the increase in
yields has not yet benefited the banking sector, as the portfolio stocks are impacted by other risks, such as
the Italian political scenario.
Nevertheless, as in the past, in this context of high volatility, we may see a relative recovery of Europe and
Japan, especially if some USD weakness occurs.
We believe it would be premature, however, to expect a lasting and heavy adjustment of the US stock indices:
in fact, while aiming for a slight decrease in the S&P500, there is continued support by the macro data, valuations have recovered and expectations of earnings growth, although moderate, are still positive.

US equities:
further derating
is to come

With the increase in US tax reforms, the 12-month P/E ratio of the US equities market dropped from 18.5x at
the beginning of the year to 17x. The forecast of possible rate hikes by the Fed over the next 12 months will
continue to reduce the appeal of US stocks. In this respect, fears of recession in the US in 2020 are likely to
create further hiccups in the markets in 2019. However, we continue to maintain that equities will generally
see low but positive returns, driven by profit growth rather than revaluation.
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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
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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

7
62
13
18
100

Bonds
Equities
Alt. instruments

Asset classes

Dynamic
Cash
Bonds
Equities*
Alternative instruments

Cash

7
45
25
23
100

Bonds
Equities
Alt. instruments

Asset classes
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Balanced
Cash
Bonds
Equities*
Alternative instruments

Cash

6
34
36
24
100

Bonds
Equities
Alt. instruments

Asset classes

Growth
Cash
Bonds
Equities*
Alternative instruments

Cash

5
27
46
22
100

Bonds
Equities
Alt. instruments

Asset classes

Equity
Cash
Bonds
Equities*
Alternative instruments

Cash

5
18
65
12
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
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
P. Paganucci
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
Tel. +41 (0)91 910 72 56
C. Lanini
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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ADDRESSES
Banca del Sempione SA
Head Office and General Management
Lugano
Via P. Peri 5
CH – 6900 Lugano
Branches
Bellinzona
Viale Stazione 8a
CH – 6500 Bellinzona
Chiasso
Piazza Boffalora 4
CH – 6830 Chiasso
Locarno-Muralto
Via della Stazione 9
CH – 6600 Locarno-Muralto
Tel. +41 (0)91 910 71 11
Fax +41 (0)91 910 71 60
banca@bancasempione.ch
www.bancasempione.ch
Subsidiaries
Sempione SIM
(Società di intermediazione
mobiliare) SpA
Head Office and General Management
Via M. Gonzaga 2
I – 20123 Milano
Tel. +39 02 30 30 35 1
Fax +39 02 30 30 35 22/24
Lecco Branch
Piazza Lega Lombarda 3
4th floor, staircase A
I – 23900 Lecco
Tel. +39 0341 36 97 06
Fax +39 0341 37 06 30
info@sempionesim.it
www.sempionesim.it
Banca del Sempione (Overseas) Ltd.
George House, George Street
Nassau, The Bahamas
Tel. +1 242 322 80 15
Fax +1 242 356 20 30
bsoverseas@sempione-overseas.com
Base Investments SICAV
20, Boulevard Emmanuel Servais
L – 2535 Luxembourg
info@basesicav.lu
www.basesicav.lu
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