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Our vision

Why are we surrounded by buttons that don’t work?

An article in the New York Times claimed that tra�c light buttons in 
Manhattan do not make the lights change. The BBC reached the same 
conclusion in the UK and the body in charge of the London transport 
system confessed that the e�ect of most of these buttons was limited.
Yet we still imagine that, by pressing them, we can have some control 
over the situation. In fact, when we are in a hurry, we press them 
repeatedly as if that will shorten the waiting time.

The belief that we can in�uence things over which we have no control 
is a cognitive bias that has been documented in widespread research, 
rea�rmed on a daily basis as we step on an imaginary brake in the 
passenger seat, put on a lucky bracelet, blow on dice before throwing 
them, and so on.

As for our investments, this “illusion of control” impels us to follow 
sophisticated superstitions. There’s nowhere like the �nancial markets 
to discover connections like: “If you buy on Tuesdays at 02:00 in the 
Asian session when there’s a full moon, and sell when the American 
session closes during the Norwegian aurora borealis, you consistently 
beat the market”. These connections convince us that our information 
or analysis is better, with very negative consequences: overtrading, 
incorrect diversi�cation and taking on too much risk for our pro�le, for 
example.

In today’s context, there are many things we cannot control. Although 
the trend in prices encourages optimism, the data and value adjustment 
advises caution. We need to maintain a dual approach: pro-market 
but also pro-reality, knowing that now is again the time to take 
decisions, when the portfolio results are good, not suddenly in the 
midst of steep falls.

And the likelihood of a correction in short-term variable income 
seems to have increased perceptibly. Less dynamic economic data, 
increased geopolitical uncertainty (Iran, Brexit, etc.) and, above all, this 
crucial point in the economic cycle (the �nal stage, in which the 
probability of recession is highest) point to it.

However, although this stage in the cycle is marked by signi�cant 
drawdowns, it is also notable for a remarkable increase in false signals. 
Knowing that we cannot control them, the price of remaining outside 
the market is high. 

In fact, despite this potential short-term correction, the 12-month 
scenario remains relatively positive. This is justi�ed by the absence of 
euphoria, the increased margin of positive surprises in the second 
half after the adjustments in macroeconomic outlooks and the 
support of the central banks.

What should we do in this context? The only solution is what we have 
been emphasizing for months: make the most of the calm to adjust 
positions and maintain a suitable risk exposure for your pro�le. More 
advanced investors can also hedge against tail risk. And of course, 
make the most of tactical opportunities that arise in this kind of scenario 
(such as Spanish variable income, the European �nancial sector, etc.).

We cannot predict the future but we can act on it where we do have 
an in�uence.
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The lost decade

Currency

Variable income

Chart 2.  Evolution of the IBEX 35 compared with its pro�ts

Moments after the Federal Reserve’s rate cut of 25 bp, the US President 
tweeted: “What the market wanted to hear from Jay Powell and the Federal 
Reserve was that this was the beginning of a lengthy and aggressive rate-cutting 
cycle which would keep pace with China, the European Union and other 
countries around the world”. After the dismay of what is seen as a failure to 
support the US economy, we believe that the market must be ready to dust 
o� another acronym such as the ESF. The Exchange Stabilization Fund is the 
Treasury’s tool for intervening in the currency market, created in 1934. Yes, we 
are talking about pressure increasing towards a possible future US intervention 
in the exchange market.

Rivers of ink have �owed regarding this mechanism for depreciating the 
dollar. Just when Larry Kudlow seemed to settle the matter with a categorical 
no, on 26th July, events like those of the 31st force us to think again.

There are weighty arguments to make economists doubt the e�cacy and 
viability of the process. Firstly, the ESF’s scarce funds (+/-90 bn), which would 
be absorbed almost imperceptibly by the most liquid world market, raising 
the need for coordination with the Federal Reserve to print money to be sold 
on the market. If, in coordinating with the central bank, the decision also 
needs to be made as to whether to sterilise this monetary expansion or not, 
no action would ever be taken. To be honest, the uproar that would be 
unleashed on a global scale by this new attitude is the second of the measure’s 
many impediments. No country would comply, leading to an escalation of 

In July, the markets generally had a very positive performance, as seen in 
the S&P 500 (+2.44%) reaching historical highs. The truth is that the USA 
continues to have an excellent performance. In fact, this supports the 
theory that the market rises whenever its pro�ts do. Looking back, since 
2010, pro�ts have risen 94% and the index by more than 130%! We can 
compare this with the European stock market, the SXXP600, which only 
rose 30% in the same period, and its pro�ts 17%, which also supports the 
theory, although the di�erences between Europe and the USA are immense, 
as are their pro�ts. Now, a glance at the Spanish stock exchange, the IBEX 
35, is less encouraging. For the same period, pro�ts fell 23% so the fall in the 
index was 18%. Clearly, this lost decade in the Spanish stock market has 
been very hard, whatever explanations we might o�er about the concentration 
of the �nancial sector and the fact that the index does not have growing 
enterprises like those at the forefront of rises in the US market in recent 
years. There is still some comfort in the fact that, with values currently so 
low, as soon as pro�ts start to rise, we will see the recovery we deserve.
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international tension, possibly forcing the major world banks to act more 
aggressively in monetary policies. The reason - to avoid this new source of 
lower in�ation resulting from appreciation of their currencies.

The political sector, following a course consistent with other open struggles 
and embarked on a pre-election period, would be the best chance of a boost 
to the market. As some state, currency bonds other than USD would bene�t 
most historically.

We hope that the changing bias in the evolution of the Federal Reserve’s 
balance will simply allow a change in trend in the USD and avoid the need for 
anything other than attentiveness.
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