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Amplia Monthly Investment Letter 

Sixth straight positive month for stocks 

Global equity markets kept climbing up in July, despite 
increasing fears of a new COVID wave around the corner. S&P 
500 gained for the sixth consecutive month, finishing July 
2.38% higher. On the old continent, the gains were more 
muted, with Euro STOXX 50 posting a total return of 0.75% and 
DAX 0.09%, respectively. 

No end for goldilocks anytime soon 

For us, the big picture remains unchanged. Stock markets keep 
posting small daily gains, interrupted by abrupt selling waves 
on the back of news of fresh COVID variants or local events, 
such as the latest Chinese regulatory crackdown of sectors like 
technology and education. 

We are optimistic about risk assets in the short as well as in the 
medium term. The long term direction we do not have to 
discuss, as there the fundamental laws of finance ensure that 
those who take broadly diversified risks in markets usually get 
compensated via the market risk premium. 

In the short term, the main driver are the corporate earnings 
that are progressing well. 294 of S&P 500’s current 498 
companies have posted their second quarter earnings, with 
256 or 87.07% beating the consensus estimates set on them. 
This would be the strongest season ever if the reports for the 
remaining companies were similar. And even if they were not, 
already today’s cut indicates strong company level 
fundamentals in the US and elsewhere. On the other hand, the 
base effect starts to fade in the coming quarters, and hence we 
may be past “peak growth” at least with regards to year-on-
year comparisons. 

In the medium term, the main boost still comes from the 
central banks, as monotonic as it may sound. The ECB delivered 
an astonishingly dovish message on 22nd July as it announced 
to overhaul its forward guidance. The central bank now intends 
to keep its policy rates at current or lower levels until it sees 
inflation at 2% at the end of its forecast horizon, which 
currently is the end of 2023. Moreover, the bank itself forecasts 
an inflation of 1.4% by then. Also, the ECB made any policy 
changes (towards higher rates) conditional to three things 
occurring:  

1) inflation reaching 2% well before the end of 2023 
2) this “durably for the rest of the projection horizon”, i.e. 
lasting until end of 2023 and  
3) inflation being “sufficiently advanced to be consistent with 
inflation stabilising” at 2% over the medium term. 
 
In plain English, this means that most of the euro interest rate 
curve will roughly stay where it is. The 12-month EURIBOR 
currently quotes at -0.49%, so we will probably not see positive 
money market rates until the end of 2023. The 5-year euro 
swap curve, the best proxy for medium-term interbank 
financing conditions, also stands at mere -0.36%, despite all the 
money that has been pumped into the economy since the 
pandemic began.  
 
Indeed, the ECB purchased EUR 80 billion worth of securities in 
June under the auspices of PEPP, the pandemic emergency 
purchase program, plus EUR 22bn under its seemingly 
evergreen APP (asset purchase program) that has been 

running since 2014. Add to this the monthly USD 120bn net 
asset purchases conducted by the Fed in the US, we have an 
enormous lake of cash that constantly flows into the markets 
through a dam that cracks every now and then when investors 
rush to buy the dips. 
 
Regional divergence, as ever 

Interestingly, the economy is healing significantly faster in the 
US than it does in Europe. This will result in higher inflation 
pressures sooner in the US, which will prompt the Fed to begin 
the tapering (outpacing) of its quantitative easing sooner than 
the ECB. The market consensus expects this to happen in the 
first half of 2022, with asset purchases reduced to zero by 
around September 2022 and a first interest rate hike to happen 
in the first quarter of 2023. Interestingly, banks do not give this 
much weight in their FX forecasts. We remain dissidents here 
and see EUR/USD lower, not higher, in a year’s time from now. 
 
Our current asset allocation 

Because July modestly added to the considerable gains of May 
and June, it did not quite serve as a breather to alleviate the 
technical indications of an overbought market. However, owing 
to the strong forward guidance of companies and their realised 
results that exceed the expectations across the board, we 
remain optimistic about equities and risk assets in general. We 
keep our equity sector allocation unchanged: focus remains on 
companies with strong market positions in growing sectors. 
We underweight the “usual suspects” of pharmaceuticals, 
utilities, European banks as well as oil and gas.  

In fixed income, finding reasonable papers to buy is 
challenging. New issuance has been scant due to the summer 
season, and historically low reference rates combined with 
dramatically fallen credit spreads across the globe do not 
provide for much support to coupon clippers, let alone spread 
compression seekers.   

Where should one seek yield then? In the environment of 
persistently negative interest rates where holding cash comes 
at a cost and where short-term bond funds exhibit zero yields 
after costs, selling volatility on currency pairs makes sense. 
Short-term investments (one to three months) in carefully 
select currency pairs give the investor yields that are higher 
than those of broad high yield bond indices. Also, their 
correlation to the equity markets can be even negative, if one of 
the chosen currencies is deemed a safe haven currency. 

Other sources of diversification and yield can be found in 
alternative asset classes, such as life insurance, hedge funds or 
catastrophe bonds, however there the return usually comes at 
the expense of liquidity. Investors should generally take a 
moment to consider the liquidity position of their portfolios 
and think whether their asset class mix is still right, following 
the strong stock market rebound of the past months. 
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