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US economy will experience a friendly transition 

Trump inherits a healthy economy. Irrespective of any change in policy-mix, it will deliver a 

solid momentum in H1. Additionally, courtesy of the election ¨shock¨, capex will eventually 

pick-up in H2, benefitting from friendlier tax perspectives, higher energy prices and a 

kindlier business environment. Lower corporate tax rates (20% or 15%) may engineer such 

a virtuous and sustainable resurgence, which is the pre-condition to instore the long-

awaited multiplier effect. Further decline in unemployment, personal income tax cuts and 

higher wages will keep consumer spending buoyant. In a base scenario, the outlook seems 

pretty good, provided that government and Congress manage to incentivize, concretely, the 

private sector from H2. 

This benign global scenario might prove much too pessimistic, if the US were to deliver a $ 

2,5tn 10-year fiscal package, with significant front-loading. On the opposite, risks are 

coming from long delays in fiscal reforms by Congress that would nip in the bud a new 

corporate investment cycle. 

In our base scenario, US output will accelerate to a 2,5% to 3% printing over next couple of 

years, with risks on the upside 

 

China deserves a prominent role in a new International Order 

In past decades, Beijing didn't overthrow the liberal world order, but rather adhered to it and 

influenced international laws from within. China actually benefited from multi-lateral 

institutions like UNO (where it has a veto-right), WTO, IMF and World Bank. Still, in the last 

couple of years, it launched the Asian Infrastructure Investment Bank, and rejected a 

judgment of a Permanent Court of Arbitration. If China were to be dramatically isolated by 

Trump's policy, it may opt for a disruptive ¨free rider¨ strategy. It would spell China 

providing little to global public goods. Such nasty confrontations of rising powers occurred 

in the disastrous 1930's, when US replaced Britain as the largest global power, but failed to 

take-over as a global leader and opted for isolation-ism. 

More than anything else, Trump policy toward China will have a fundamental impact on 

global trade and economic trends in coming years 

 

Fixed income. The first signs of dissidence within the ECB 

ECB’s Mersch agreed that the QE program was causing some problems in the repo-

market, but he also stressed other factors that are more important. He reminded that the 

     Performances 2017 
 (January 31st, 2017) 

Equities 

MSCI World +2.4%  

S&P 500 +1.7% 

Eurostoxx +0.5% 

Nikkei +0.2% 

MSCI Emerging +5.4% 

 

Bonds  

US Treasury 10y +0.2% 

US Corporate +0.3% 

Bund 10y -2.0% 

EU Corporate -0.6% 

 

Currencies 

USD index -2.3% 

EUR/USD +2.3% 

GBP/USD +1.9% 

USD/CHF -2.6% 

USD/JPY +3.0% 

 

Commodities 

Gold                                           +4.3% 

Silver +9.8% 

Oil (WTI) -1.2% 

 

Source: Bloomberg 
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« Premature to call for the Great Rotation »  

 

 

 

Gold. The rally in late 2016—early 2017 was technical. The rest will depend on 

Donald Trump 

The rally from $1,124 to $ 1,220 per ounce of gold be-tween December 2016 and January 

2017 was technical. Individual investors did not go long gold when looking at the holding of 

gold in ETFs (see chart); they just stopped being net sellers. 

As well as for the global financial markets and the American society, investors have never 

been so divided on the outlook. The unconventional policy and decisions of the new US 

President disrupt the political, economic, financial and social world. The bulls highlight the 

future failure of his pro-growth policy. The bears believe that growth will benefit from the 

support measures. Wall Street is ¨blindly¨ buying the Trump reflation. The US stock market 

is likely to remain confident until it obtains what it has anticipated since early November 

2016. It is not a harder migration policy or a normalization of relations with Russia that will 

lead to growth. The gap between economic reality and expectations has never been 

greater. Risks are also growing. If there is a disappointment over the amounts invested in 

infrastructure, banking deregulation and/or tax reform, it is likely that there will be a sharp 

correction of the stock markets and investors will invest in safe haven assets. 

For those fearing a policy-mistake, keep gold positions as a hedge 

 

Is the Trumpflation trade exhausted? 

Higher USD, oil and interest rates, as well as cyclical and banks outperformance have 

been robust trends in the past couple of months, with few interruptions. This reflation trade 

is well advanced. US 10y yields are due for a break after the recent restoration of positive 

real rates. The level of 2,5% (2,6% for B. Gross…) represents an important technical 

resistance, featuring a pivotal point in the very long-term downward channel initiated more 

than 30 years ago. 

We think that a lot of the new perspectives (+0,5% growth +1% inflation in the US) is now 

discounted. The burden of proof is now in the hands of policy-makers, that rather bear the 

risks of under-delivering. Infrastructure plans deserve time, and the US didn’t manage in 

the past to actually leverage efficiently on it. 

If Trumpflation gathers pace, it will probably fuel a further USD rally, which may become 

then problematic for emerging countries if not for commodities. This would dramatically 

change the investment landscape. Further repositioning may be needed at that juncture, 

namely at the benefit of European equities (including Switzerland) and the expense of US 

stocks. Further duration extension may be warranted if this journey were to bring long US 

QE program was set up to bring inflation back to its target. Coincidently, ECB’s Villeroy 

defended the use of unconventional measures in the face of German criticism. 

Bundesbank President Weidmann said that euro area inflation is heading towards the 

ECB’s man-date target, that economic prospects are no longer worrying and that closing 

the output gap will lead to higher inflation. Low government bonds yields can lead to an 

illusion of debt sustainability that dissolves with higher yields. If the current price dynamic 

continues, they would create the foundation for an exit from the current too 

accommodative monetary policy.  

 

ECB governing member Lautenschlager signaled that the ECB should soon start to wind 

down its EUR 2.3 trn bond-purchase program, a much-anticipated move that is expected 

to trigger volatility in financial markets. She remains optimistic that the bank can soon turn 

to the question of an exit from easy-money policies. At the same time, a non-member of 

the ECB Executive Board, the De Nederlandsche Bank governor, Klass Knot has 

mentioned that the tail risk of a deflationary spiral is no longer imminent. He added that 

the debate is needed on rebalancing the policy mix. So, the debate on Quantitative Easing 

exit will start soon. 

Bond volatility will increase soon 

 

 

A cyclical rebound of 
inflation is underway 
 
A convincing rebound of energy 
prices, better demand in 
emerging economies including 
China, and a slight pick-up in 
global growth (world output will 
climb +3% in 2017 / + 2,5% in 
2016) will help inflation nascent 
recovery (+2,5% in 2017 / +1,5% 
in 2016). US CPI and headline 
inflation will converge towards 
2%, forcing the Fed to define a 
clearer posture, if not accelerate 
the pace of its policy rate 
normalization. 
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rates around 3% 

Too early to call for the Great Rotation, i.e. relentless flows out of bonds into equities 

A long equity positioning is gaining traction among institutions, becoming gradually 

consensus 

A too strong USD is a possible risk scenario to be carefully monitored 

INVESTMENT CONCLUSION 
 

Granted, central banks have been relieved from squaring alone the economic / financial 

equation. Fiscal policy will also carry the burden of reflating fatigued economies. This may 

explain why markets didn’t wary of last year’s political upheavals. But still, action time has 

come now. The crucial issue will be a tug of war between voluntarism and inertia. 

On the one side of the prism, Trump and Co will press hard and probably rapidly to 

impose their new framework. Germany, which assumes the G-20 leadership, has a (last?) 

pretext to push for bolder structural reforms, which may create a flashing fire line against 

a declining political domestic support for its vulnerable grand coalition. 

On the other side of the spectrum, little appetite for bold measures is shining: the reform 

needle may barely move in 2017, namely among the emerging juggernauts. China is 

engaged in a delicate leadership transition, with a heavy turnover of the elite (anti-

corruption campaign) and a weak domestic political environment. The very basic question 

of ruling by consensus is under review and discussion. Foreign challenges may be 

responded to resolutely, if not sensitively in this context. India and Mexico are done with 

delicate decisions (respectively financial plus monetary ones, and energy, telecoms, tax). 

Russia will muddle through with tax hikes and spending cuts before March 2018 elections. 

An eventual tug of war between voluntarism and inertia is coming in 2017. 

 

In terms of asset allocation, one should be taking things in stride, in spite of the Unknown, 

for now. Stay exposed to risky assets, namely equities, but keep a significant dose of 

uncorrelated assets in portfolios 

ASSET ALLOCATION 

 

W a t c h  f o r  t h e 
controversial ¨border-
adjustment tax¨ 
 

The second component of Trump 
corporate tax reform, which 
features sort of a VAT regime, is 
less usual. Basic idea is to 
encourage exports and to favour 
domestically purchased inputs 
(at the expense of imported 
inputs). At best, it could push-up 
tax revenues and also encourage 
international companies to stop 
using ¨transfer pricing¨ between 
subsidiaries. But similar fiscal-
policy tools deemed to improve 
trade competitiveness proved 
ineffective in flexible exchange 
rate systems. Indeed, a rise in 
the USD would mechanically 
offset competitiveness gains. A 
stronger USD and higher interest 
rates, featuring some 
deterioration of financial 
conditions, would weigh on 
exports, if not ultimately on real 
estate investments. The issue of 
compliance with WTO rules is 
also a potential critical issue. 

Trumpflation is not just a one-
way ticket. Trump determination 
can't escape from market 
adjustment mechanisms, be it via 
the USD or market interest rates. 
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