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Portfolio Manager point of view
Q1 2015 will be remembered for the historical
ECB intervention in financial markets with its
Quantitative Easing announced on 22nd January. Asset Managers able to catch up the incoming opportunities had the chance to create significant performances, especially in the
currency market and in the positions on stock
and bond markets held in the Euro Area. Today, new interesting challenges
arise for investors, taking into considerations the risks associated with a
possible Grexit, FED’s choices on when to increase interest rates and new
developments in Emerging Markets. I wish good "Points of View" to everybody.
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Main scenario Hypothesis
Economic analysis
Economic growth in the United
States continues to hold steady,
helped by a monetary policy that is

still expansive in terms of interest
rates, despite the Fed’s new orientation towards an openly declared
policy of tightening. According to

the current consensus figures,
growth in 2015 is expected to be
2.9%, against the previous figure
of 3.1%, and it is expected to be

2.85% in 2016. For the whole of
2015 inflation is expected to be
0.2%, according to current consensus figures, down from 0.5%
previously, and down from 0.85%
in the February estimate, and it is
expected to be 2.2% in 2016. It is
worth recalling that the Fed, like
the ECB, would like to see an inflation rate close to, but slightly below, 2%. For the whole of 2015
unemployment is expected to
come in at 5.4% and at 5% in
2016, in line with the previous
consensus figures. This slight fall
in the consensus expectations for
growth and inflation, taken together with a picture for macro data that has worsened over the last
two months (data that explain the
weakening of expectations) is important, but not so much because
of the size of these changes, but
because of the impact they could
have on the moment when interest
rates will begin to rise – at a date
still to be decided by the Fed. Our
view, in line with the consensus
expressed by analysts, is focused
on the third quarter of 2015, with
a preference for the month of July.
However, given the new context of
a modest slowdown in expected
growth and, above all, the notable
fall in expected inflation (largely
due to the sharp fall in the price of
crude oil, which still persists at low
levels), our view, like that of the
consensus of analysts, is now for
the tightening of interest rates to
begin in September. As already
known, the initiation
by the Fed of a new
trend of rising interest rates will have a
negative impact on
American and global
stock markets. Given this situation, the
slight worsening of
the economic picture now being seen
will tend to favour
the continuation of
rising stock prices.
Now that we are in
the earnings season
for US companies,
we should bear in
mind that overall
results continue to

beat the consensus view of analysts. The outcome is that profits
continue to rise steadily, with the
corollary that stock prices are still
not overvalued. Thus conditions
still favour a continuation of the
rising trend in stock prices, at least
till the third quarter of this year.
In the Eurozone the situation differs between single member
states. On the whole, recovery is
still doubtful, but prospects are
improving. Growth for 2015, on
the current consensus view, is expected to be 1.3%, and for 2016 it
is set to show slight improvement
over the previous consensus figure, at 1.6%. Expected inflation
for the whole of 2015 is currently
at zero, after an upward revision;
for 2016 it is expected to come in
at 1.2%. The latest figures for inflation show a slight rise, with the
estimates for 2015, and also for
2016 and 2017, being revised upwards, concurrently with estimates
for the price of oil rising, in addition to an obvious expected recovery in overall demand. Unemployment remains high: 11.2% is the
figure expected for 2015 and
10.9% for 2016, in line with previous estimates.
The ECB’s QE continues to produce
clearly positive effects on all the
economic levels that depend on
quantitative, comparative and/or
money flow types of logic, and on
changes in public confidence. The
fall in the value of the Euro that
derives from QE favours exports

and tourism. More importantly,
yields on bonds and notes have
fallen across the board and on all
the charts, so reducing the cost of
servicing debt in Eurozone countries, together with the cost of borrowing for families and firms, while
raising levels of confidence and, as
a result, slowly strengthening aggregate demand. All these factors
have created and are still creating
increasingly favourable conditions
for an economic recovery, but also
for a structural flow of investment
capital towards risk; this will guarantee an ongoing rise in stock
markets for at least the next 3-6
months. On the other hand, our
assessment of the effects of QE on
the economic picture in Europe
over the long term is a different
matter and, at best, could be
called uncertain. Systemic analysis
makes it quite clear that the single
member states need to take radical, urgent measures, with the aim
of implementing structural reforms, as Draghi has been saying
for years. Some progress has been
made, but it is insufficient. And if
such reforms are not enacted, or
even if they are postponed to a
later date, the likely result is that
QE will become the latest in a series of futile attempts to play for
time – a path that leads to lost political opportunities, without ever
solving the basic problems. In that
case, the long-term scenario (i.e.
looking beyond the temporal horizon within which the positive effects of QE will
be felt) will be
very
disappointing.
In any case, we
need to consider the effects of European QE and of
the
other
measures taken in favour of
monetary stimulus in Europe,
as well as the
unflagging
rhythm in the
US of economic
growth and the
stock indices,

and also the situation of an objective prospective undervaluation of
European companies as long as
the scenario remains stable. When
we review the fundamental issue
of low long it will take for a positive consensus to form in the Federal Reserve Open Market Committee in favour of raising rates –
from our viewpoint not before the
end of this summer – we are able
to confirm our bullish mediumterm view of European and global
stock markets. It must be added
that a long-term evaluation would

be different from the medium-term
one.
Monetary Policy
The situation of baton-changing
between the Fed and the ECB on
the issue of taking the initiative in
applying an expansive monetary
policy with worldwide ramifications
continues to unfold. While the Fed
has by now decided to gradually
phase out its expansive monetary
policy, which had lasted for years,
in Europe the ECB, spurred into
action by a general picture that is

still far from its objectives, has begun to deploy both conventional
and non-conventional policy instruments.
To sum up, the Fed’s monetary
policy is still expansive, but shows
a bias (future orientation) that indicates future tightening.
The ECB’s monetary policy is
strongly expansive, while its bias is
expansive, too.
Stefano Bagnoli
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FED’s monetary policy is still expansive,
with restrictive bias.
ECB’s monetary policy is still strongly expansive,
with expansive bias.

Long Term Evaluations
In the second half of 2014 the
simplest theme for market operations was taking the Euro-Dollar
short; we have, in fact, been following that market position since
May 2014, and it is still in force. In
2015, however, the driver and
nodal point of our forward guidance for these markets and for the
overall economic and financial picture is the price of crude oil. Reference to prices for the futures
contract dates that are farther out
clearly reveals the bullish tendency
for the near term, in addition to
which the central banks have expressed the same expectation,
more or less explicitly.
Our estimates are for the WTI
price per barrel to rise in the second half of this year to at least
US$ 65-70. This will have an inflationary impact on the American
economy, pushing inflation quickly
above the 2% target fixed by the
Fed. At that point the Fed will im-

mediately begin its cycle of raising
interest rates. The prospect is for
rates to be raised by 25 basis
points per month, over a number
of months, so actively aiming to
achieve the equilibrium wished for
by the US central bank.
The rise in interest rates will be
limited to much lower levels than
those reached in the most recent
previous cycles. The peak level
should not exceed 3% (against the
2006 peak of 5.25% and the 2000
peak of 6.5%). This sustained rise
will, however, trigger a series of
linked effects: starting with the
rise in interest rates, there will be
an impact on stock markets, probably causing a reversal of the longterm trend – at the very least
there will be a long phase during
which markets move sideways. On
the former hypothesis (of falling
markets), if there are no special
negative situations on the geopolitical front – this is still too early to

foresee, even if the probability is
not low – the prospect is for a
downward trend lasting 2-3 years.
A falling market lasting 2 or 3
years would allow the economic
cycle to follow its natural path until
a new cycle begins with a lowering
of interest rates. That would bring
stock markets to optimal conditions for a new rising trend (to be
expected, roughly speaking, in the
final years of the decade). Table
showing the consensus of analysts
in estimating the moment when
the Fed will begin to raise interest
rates. The data given in the table
refer to the situation for March and
April, 2015. The numbers indicate
the percentage for each of the
dates chosen, and sum to a total
of 100, representing the total
number of contributing analysts.
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June 2015
July 2015
September 2015
October 2015
December 2015
Since January 2016
No increase expected

March Data April Data
45,5
14
12,1
5,3
31,8
70,2
4,5
5,3
1,5
1,8
1,6
0
3
3,4

General Considerations on the current historical phase
I
have
never
had
a
great consideration for technical
analysis, but there is a concept
that I really appreciate. This is the
beginning of every manual in this
discipline: "the trend is your
friend", you must always follow
the trend. Nevertheless, although
the bullish trend is now evident,
many operators, private but also
institutional, are out of the market. Generally, on social networks
or media, you can often hear
phrases like "we are on top, stock
prices are too expensive", "the relationship between price and profit is historically stretched", "if we
apply technical analysis we are in
overbought territory", "we make
investment decisions, we don't
gamble." All of them are watching
the rise on the monitors with a
sense of frustration and anger.
They got out of the market too
early, they didn't get back in, and
don't have the courage or logical
sense to do it now.
The explanation for this operating
mistake is the fact that today every structure analysis should necessarily be dynamic, if it wants to
be effective, because the context
that you want to study is dynamic.
Above all it must be complete, it
should not be based only on
charts but also on the real economic reasons that determine the
market. We have already talked
about this, but let's get back on
the topic with new reflections.
The general economic situation
continues to present a substantial
gap. The crisis perceived by people is far from over, and the general feeling is that things are go-

ing even bad. It is evident. But
the fact is that there are different
levels and you have to take note
that they have been so disconnected for years that too often
they have opposite trends. There
is a real economy experienced
daily by the people, and there is
an economy linked to the financial
markets that affects large numbers
of
listed
companies.
The former is in crisis, and perhaps will stay that way for a long
time, the latter is strongly supported by the action of central
banks and, unlike the former, is
almost at the top of its cycle. At
the beginning of the crisis, central
banks intervened with conventional measures of expansionary
monetary policy: rates were gradually brought close to zero in
both the Eurozone and the USA,
and the maximum expansion of
money supply continued. These
measures were always able to improve all segments of the economy, including households, small
and medium enterprises and the
lower levels of the real economy.
But the wounds inflicted on the
Western system by the latest crisis, combined with some structural changes that occurred in the
last 150 years (from demographic
decrease partially compensated by
migration, to the modifications of
planetary balance with the coming
of new players; from the irreversible inefficiency of the system
in all its elements, to the increasing unemployment that is produced as a side effect of a mass
development of technology and
technique; and yet from the fear

of the near-depletion of fossil energy sources, especially oil, to the
most important point: the crisis of
the system of values and rules
which led Western civilization to
success, a crisis that for several
decades has been deteriorating
every structural component of the
system has created such deep
damage as to make no longer appropriate the ordinary measures
of monetary policy that, in the
usual succession of economic cycles, had always been enough to
restore positive conditions, even
during the worst crisis. Those
measures are no longer enough
today. Policy makers have long
understood and have begun to
think about new unconventional
measures. This gave rise to the
HTF (high frequency trading)
software accompanying the markets in the development of their
trend. Verbal monetary policy was
born. Mario Draghi is its maker
and leading representative. It gets
results simply by outlining a goal
and describing the ways (to be
implemented by the central bank)
to achieve it. The use of moral
suasion has increased. Above all,
the QE (quantitative easing) were
launched: structural measures
with which central banks intervene directly in the markets by
buying assets, supporting prices,
strengthening demand and, above
all, in a system based on correlations, obtaining positive effects on
parts of the system different from
those in which they operate: in
this case, if you buy the bond, act
indirectly on the market for logical
correlation, for example, on the

value of shares, changing the perception of the risk and therefore
the profit estimate of future business, by immediate impact on the
fair value and on the price of equities. In this case, buying
bonds, they act indirectly, applying logical correlation, for example
to share prices, changing the perception of the risk and therefore
the profit estimate for future
business, with an immediate impact on fair value and share prices. And not only. This had never

happened. This led to the most
artificial rise ever, but absolutely
real. Just ask people who missed
it or took it in the opposite direction. No matter if this is not actually visible to many. From a mathematical and quantitative point of
view, the cause-effect relationship
is impeccable. At this point, the
usual analysis systems, such as
technical analysis, become insufficient to measure these completely
new dynamics compared to the
economic and financial structure

so far known. It is obvious that if
this artificial equilibrium should
break one day and the whole system no longer work, the effects
produced
and
the
scenario
brought into being would be just
as new and not necessarily positive. However this is just a remote
and marginal hypothesis to analyze for now. No black cloud in the
sky. Let's go ahead.

with plenty of upside left for
growth and for pleasant surprises.
We must conclude that stock prices are not overvalued. Stock prices
are still undervalued and, at current prices, stocks are still worth
buying.
In addition, the steady, widespread fall in bond prices means
that many risk-free assets and
ways of parking funds, such as
depositing funds at the ECB, which
currently give a negative yield,
eliminate every possible alternative
to investing in equities. This applies to the very substantial
amounts of money being held by
big funds, including hedge funds.
This tendency will, in any case,

continue as QE unfolds in the Eurozone. Over the medium term,
therefore, a risk-on situation is
bound to persist. This is not only
due to the growth of equity values
or to the undervaluation of equity
assets, but also due to factors
linked with money flows and relative advantages between forms of
asset allocation.
Stock markets will, therefore, continue to go up at least until this
summer; then we will reassess the
overall situation. The sectors to be
preferred are Italian banking and
American technology, with a special focus to be dedicated this year
to the oil sector, which we had excluded just a few months ago.
Bond spreads will continue to
narrow, which means that value is to be found in peripheral
bonds, but also in corporate
bonds and high yields bonds,
which look attractive in the
short term, as long as they are
chosen carefully. In any case,
considering the current strongly
risk-on situation, investment in
equities should be the main focus of attention, rather than
bonds, while respecting the
personal priorities that should
be an intrinsic factor at work in
every portfolio.
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Markets
General Considerations
The economic picture continues to
improve, at the same time as the
fundamentals of companies are
improving; share prices have risen
and are still rising for precisely that
reason. It can, in fact, be pointed
out that rising stock prices are only
partly reflecting the economic improvements that have already
come about and those that are
now expected. This is all the more
true because the starting point,
when we review the beginning of
the current cycle in 2008-2009,
was a historic undervaluation. That
is why, as long as the economic
picture continues to improve, stock
prices too will go on improving,

Italy
If we accept the (currently
prevalent) hypothesis of a continuation of the economic and
financial picture in Europe de-

riving from the positive effects of
QE and the other measures taken
by the ECB to implement its expansive monetary policy (of which
Italy is, in fact, the main beneficiary), we must conclude that the
Italian stock market is still undervalued. Many Italian banking
stocks were priced, and continue
to be priced, at little more than
their book value, so discounting, in
terms of the risk premium R, a default scenario for the Italian financial system. That was, in fact, the
prevailing view of analysts worldwide until a few months ago.
Right now a new level of alarm is
being felt over the Greek situation;
once that passes, the Italian index
will resume its (for the moment)
unstoppable rise. The mediumterm targets are, first, the area
around 24,500 and, second,
26,000-26,100; those are the two
maximum levels that can be hypothesized for 2015.
Euro-Dollar Cross-Rate
The Euro – US dollar cross-rate is
continuing its expected downward
acceleration towards the target of
parity (1:1) and it will then aim for
further, more ambitious targets. It
should be remembered that, after
the inception of the single Eurocurrency, the cross-rate stayed for
some time at around 0.9, with a
minimum of 0.849 in June 2001. At
that stage the systemic conditions
were less favourable to the dollar,
and less unfavourable to the Euro,
compared with the present ones.
The growth differential was less
than it is now, and then there was
not the huge divergence seen today between the monetary policies
of the two central banks (the Fed
and the ECB). More specifically,
the Fed is currently dismantling its
monetary stimulus, and by now is
quite close to raising interest rates,
whereas the ECB has been keeping
its interest rates near zero for a
long time and has only just begun
its own QE. It is, in fact, actively
committed to speeding up its policies of monetary expansion. That
can be seen in concrete terms in
the different trajectories traced out
by the charts for T-Notes and for
the Bund. These down-to-earth re-

flections back up expectations of a
Euro-Dollar ratio below parity by
the end of 2015.
Crude Oil
The price of crude oil is now set to
rise – a process that has probably
just begun. Over the last few
months, forecasts have shown
wide divergences. The US Energy
Information Administration had argued that, in its opinion, prices will
stay low because supply still exceeds demand. In reality, for many
analysts the current fall in crude oil
prices seems to be no more than a
reflection of the rising global oil
reserves, rather than the outcome
of weaker worldwide demand.
Many OPEC countries (including
Saudi Arabia) and Russia are producing more than previously, and
this inevitably pushes prices down.
In our view, however, what has hit
prices could be called an overshooting phenomenon. In other
words, the prices that discount the
real reasons for lower oil prices
rapidly reached a level far lower
than any effective or reasonably
fair value per barrel. More recently
there has been a reduction in the
number of producing oil wells in
the US and the cancellation of
some major extraction projects
that should have led to initial production in the next few years. It
should be added that, during the
next few months, OPEC should intervene by cutting production to
support prices. Our own estimate
is for a rise in the price per barrel
of WTI up to the $65-70 range in
the second half of 2015.
Emerging Countries
2015 will also be the year of
emerging countries. Many of them
have economies that are based on
producing and exporting crude oil,
or on commodities in general; they
are now moving away from what
has, for obvious reasons, been a
difficult phase. At current stock
prices, all of them appear to offer
good opportunities for investment.
In making a good choice, especially in avoiding nasty surprises, the
discriminating factor is the assessment of a country’s debt. One
good criterion is to give prece-

dence to countries with a balance
sheet that is problem-free and is
well-integrated into the global system, so that, thanks especially to a
given country’s low level of public
debt, it will not have to face serious problems when the Fed’s new
cycle of interest rate increases begins. On the basis of these parameters, the short list to look at now
is Russia, Brazil, South Africa, India, Indonesia and Mexico. In particular, Russia could turn out to be
the real surprise of the year, considering that the rouble has already recuperated a large percentage of the losses it suffered during
the speculative attacks against it in
the second half of last year. Then
there is Mexico, whose huge potential is still not reflected in share
prices, and which is still receiving
little attention from big institutional
investors. Currently, Mexico could
turn out to be the best bet for a
long-term investment.
China
Some analysts like to talk about a
slowdown in China, because the
growth rate has fallen from 10.4%
in 2010 to 7.4% in 2015, with a
consensus estimate for 2015 of
‘only’ 7%. The truth is that the
numbers coming out of the Chinese economy are astonishing,
first because they are impressive,
and second because they are so
stable. The upshot is that the Chinese economy looks like an enduring miracle. The high growth rate
has persisted over a long period,
with a low inflation rate (1.5% is
the rate expected for 2015) and
with an unemployment rate that,
between 2008 and 2017, has remained and will continue to remain
in a narrow 4.05% to 4.3% range.
That is a reality that is not even
thinkable in other parts of the
world. In addition, considering the
specifics of the present slowdown,
analysis of the main figures shows
that retail sales have risen, whereas exports have fallen back, which
provides an indication that the
slowdown in mainly due to external conditions.

Risk
Once again the media are talking
about the level of liquidity currently available to the Greek government; the funds still left are estimated to be enough to last only
two months. This is not the first
time that commentators have been
pointing at Greece as being close
to the edge of a precipice, so forcing stock markets to pull back. It
will not be the last time, either.
Most probably, on this occasion
too, the present apparently desperate situation will lead to a lastminute solution, and soon be forgotten. One comment made anon-

ymously by a European Community official was: “Athens is now participating in the European Union
meetings, and requesting fresh
money while almost forgetting
about the needs of its creditors.
What is not clear is whether the
new [Syriza-led] government is
making a dangerous political calculation, or whether its knowledge is
simply insufficient”.
What is certain is that Greece will
never be able to fully repay its
debt. The result is that the ‘Greek
front’ is still able to cause instability in the system or will continue to

Medium Term Focus

RISK ON
The trend of medium-term in the equity markets
remains bullish, and the flows ranging from no risk
to the risk, and then from the bond, from the areas
no risk and defensive currencies (as JPY and CHF),
to the stock, areas and growth-sensitive currencies
(such as AUD and GBP).

introduce new negative elements
into it.
The same kind of comment can be
made in modified form about the
geopolitical context, where many
situations have reached a critical
point, and the areas of major risk
are offering up disquieting scenarios. These areas range from
Ukraine to the ever more invasive
presence of Islamic fundamentalism in the struggle to seize control
of areas rich in oil and/or territories of strategic interest.
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Short Term Focus

RISK ON
The short term trend has returned bullish. The
flows ranging from no-risk to the risk, and then from
the bond risk free to the stock, and from the defensive currencies towards the growth sensitive.

Economic Highlights

USA
2007 2008
1,80 -0,30
2,87 3,85
4,62 5,80
4,25 0,25

Real GDP (YoY)
Inflation (YoY)
Unemployement Rate (%)
FED FUND RATE (%)

2009
-2,80
-0,35
9,28
0,25

2010 2011 2012 2013 2014 2015 2016
2,50 1,60 2,30 2,20 2,40 2,90 2,80
1,63 3,17 2,08 1,48 1,63 0,20 2,20
9,63 8,93 8,08 7,35 6,15 5,35 5,00
0,25 0,25 0,25 0,25 0,25 0,82
-

2017
2,70
2,30
4,95
-

Eurozone

Real GDP (YoY)
Inflation (YoY)
Unemployement Rate (%)
ECB Rate (%)

2007 2008
2,90 0,40
2,13 3,28
7,53 7,58
4,00 2,50

2009
-4,40
0,30
9,55
1,00

2010 2011 2012 2013 2014 2015 2016 2017
2,00 1,60 -0,70 -0,40 0,90 1,40 1,70 1,55
1,61 2,70 2,50 1,34 0,44 0,10 1,20 1,60
10,10 10,12 11,30 11,95 11,58 11,10 10,70 10,35
1,00 1,00 0,75 0,25 0,05 0,05
-

Italy

Real GDP (YoY)
Inflation (YoY)
Unemployement Rate (%)
ECB Rate (%)

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
1,70 -1,20 -5,50 1,70 0,40 -2,40 -1,90 -0,40 0,50 1,10 0,90
2,04 3,49 0,77 1,64 2,91 3,31 1,31 0,21 0,05 0,90 1,00
6,11 6,78 7,82 8,42 8,41 10,68 12,21 12,69 12,69 12,25 11,90
4,00 2,50 1,00 1,00 1,00 0,75 0,25 0,05 0,05
-

World

Real GDP (YoY)
Unemployement Rate (%)

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
3,94 1,55 -2,32 3,99 2,96 2,08 2,16 2,52 2,88 3,15 3,14
6,11 6,36 8,18 8,24 7,88 7,82 7,88 7,34 6,95 6,67 6,43

Global Market Overview

Price as
Last Month
30th April
Variation
2015
Stock Indexes
FTSE Mib
23287,82
0,38%
DAX
11580,71
-1,22%
S&P 500
2108,29
-0,22%
Nasdaq 100
4479,06
0,04%
Eurostoxx 50
3633,50
-1,74%
Nikkei
19531,63
-3,25%
MSCI Emerging Markets
1045,99
-0,75%
MSCI World Index
1787,40
-0,27%
Global Hedge Fund Index
1246,20
-0,60%
Benchmark Stocks
Microsoft Corp.
48,66
12,26%
Apple Inc.
128,95
-0,56%
Facebook
78,99
-4,15%
Google
551,16
-1,13%
Alibaba
81,17
-1,35%
Intesa San Paolo
3,07
0,99%
Fiat Christler
13,57
-8,31%
Forex and Commodities
€/£
0,74
2,46%
€/$
1,11
2,92%
CRB Index
421,31
1,55%
Gold
1182,61
-0,78%
Brent
3699,00
-2,25%
WTI
59,40
2,87%
Yield curves
T-Bond 10 years
1,96
Bund 10 years
0,16
BTP 10 years
1,41
Spread Btp BUND
124,1

Year to Date

-0,09%
-3,23%
2,00%
3,78%
-2,20%
1,13%
5,35%
2,18%
0,16%
20,76%
2,90%
-3,15%
1,82%
-1,35%
-3,39%
-11,19%
0,52%
2,39%
1,77%
-1,45%
0,00%
20,88%
-

-

