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The new US administration – a Phantom army 
Trump is running an empty government. As of March 15th, while he has finally filled most of 
his Cabinet, he has neither nominated people at the deputy-level jobs in the State 
Department, nor filled 6 under-secretaries posts, etc. One of the reason is ¨deliberately 
symbolic¨, as refusing to hire people streamlines ¨obese¨ state institutions. In practice, 
about 500 vital posts are vacant. The frenzied agitation of Rex Tillerson is a spectacular 
symptom of it too. Important discussions are taking place in Chile this week on TPP, 
featuring trade ministers from around the Globe. The US will only be represented by its 
ambassador, lacking any power and basic technical knowledge on the topic. Countless day
-to-day operations of the US administration are on standby, due to missing senior 
personnel. The handling of relationships with other global powers is largely disregarded. 

 
A skinny and provocative ¨budget¨ 
Right, new administrations take in principle more time than incumbents ones to present 
their economic forecasts, as well as expectations for public revenues and spending. But 
never before such a hollow document had been delivered by a US government. This is 
particularly clumsy, considering that the Republican party is deeply divided. Namely, its 
most radical fringe – the freedom Caucus, which is sympathetic to the Tea Party - is 
already on the back foot regarding Obamacare reform. The proposed bill was unprepared, 
unloved, and essentially relies on Republican partisan loyalty to pass House of 
Representatives (with a larger question mark regarding Senate approval). Trump is putting 
huge pressure to force his plans, raising the odds of transcending domestic political 
adversity. 
 
Now, more than ever, it’s all about business investment 
US business investment has been the weak link in the recovery, for many years. Hard data 
do not augur from a major shift yet, as capital goods order remain below pre-crisis levels. 
But based on ISM projections (new orders), it looks set to pick up significantly. A relay by 
investment spending would finally engage the US in a full-blown and self-sustaining 
recovery. The epicenter of Trump reflation is focused on restoring corporate investment, be 
it by granting tax incentives, or by attempting to restore their competitiveness (border tax). 
The failure of repealing Obamacare may paradoxically accelerate tax reform talks and 

budget approval.  
Contrarily to former hopes, negotiations on infrastructure with the Congress will be delayed 
up to yearend at best… 
 

     Performances 2017 
 (March 31st, 2017) 

Equities 
MSCI World +5.9%  
S&P 500 +5.5% 
Eurostoxx +5.5% 
Nikkei -0.6% 
MSCI Emerging +11.1% 
 
Bonds  
US Treasury 10y +0.8% 
US Corporate +1.3% 
Bund 10y -1.5% 
EU Corporate +0.3% 
 
Currencies 
USD index -1.8% 
EUR/USD +1.6% 
GBP/USD +1.7% 
USD/CHF -1.8% 
USD/JPY -4.7% 
 
Commodities 
Gold                                           +8.2% 
Silver +14.6% 
Oil (WTI) -6.0% 
 
Source: Bloomberg 
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« Entering a desirable pause for markets »  

have signaled a March hike, they have also repeated that 3 hikes in 2017 and 4 in 2018 
remain appropriate. The Fed will maintain the ‘dot’ signal and will try to follow this pattern. 
It is worth keeping in mind that the Fed is data dependent and will not hike unless data 
support the case. The idea behind is also to be able to ease monetary policy if needed in 
the coming years. Investors are already discounting the 2017 Fed pattern, while they 
remain still defiant regarding 2018 with only 2 expected hikes. We continue to expect 
higher US Treasury yields over the year, as inflation expectations and term premium 
remain too low compared to inflation leading indicators, such as PPIs and ISM price paid 
components.  
We will gradually reduce our duration underweight as US Treasury 10-year yield increase 
to 3.0%. 
 
Currencies. SNB applauds Draghi rhetoric 
The ECB kept all policy measures unchanged, continuing with its massive securities 
purchase program. However, Draghi had a hawkish tone during the Q&A session as he 
said the Governing Council discussed whether to remove the ‘lower levels’ from the 
forward guidance on policy rates. Even more, he removed the sense of urgency in the 
monetary policy. This was a hint that the central bank has no plans to ease further. Mario 
Draghi also defended Germany in response to the criticism from the White House. He 
pointed out that the nation is not a currency manipulator because the euro is independently 
driven by the ECB policy decisions. The market interpreted the tone as a touch hawkish, 
sending the euro higher. 

At the same time, Switzerland has pulled out of its third (and deepest) bout of deflation 
over the past decade. Swiss consumer prices rose 0.5% in February after being 
unchanged the previous month. The increase was significantly stronger than consensus 
forecasts of 0.2% and the largest monthly increase since March 2012. The CHF did not 
react that much. The positive consequence of such a surprising figure is the return of the 
Swiss 10-year yield in positive territory for the first time since the first days of 2016. 
Lower economic and political risk in Europe are reducing the CHF upward pressures. 
EURCHF should test the 1.10 area 
 
The US stock market is expensive, but we are not in a bubble 
After a long upward cycle of the stock market indices since March 2009 and a recent 

acceleration, named the Trump rally, investors are starting to take a closer look at the 
stock market valuations. Why today, more than yesterday? Because 1) the Federal 
Reserve is in a process of rising Fed funds, 2) the global economy is accelerating, 3) 
inflation is progressing and 4) populism/protectionism leads to inflation increase. Inflation 
influences stock market valuations, as the rise in interest rates, and thus in discount rates, 
reduces the present value of companies, calculated on future flows.  

China may cool-off from H2, so what… 
Risks of an accentuated de-globalization is concerning China, the world largest exporter 
by volume. China high dependence on exports spells a gradual decline in its potential 
growth rate. The impact of the joint monetary and fiscal stimulus of 2016 is gradually 
waning. Further significant accommodation is unlikely as inflation is rising and capital 
controls necessitate to tighten somewhat financial conditions. Restrictions to overseas 
acquisitions helped alleviate the pressure on the Yuan. In December, the capital account 
experienced its first net inflows since the mini-devaluation in August 2015. The soft 
landing of China economy continues, thanks to a fine balance of sound economic policies 
and light State interventions. The significant cyclical rebound of late 2016 / early 2017 is 
coming to an end. 

 
A more hawkish Fed 
In recent speeches, Fed members and finally Chair Yellen confirmed that the Fed is set to 
raise rates. It seems that, finally, the Fed considers the next meeting as a window of 
opportunity due to strong economic data, a tight labor market, easy financial conditions 
and record-high equity markets. 
Yellen confirmed in her last speech that the hiking pace will be faster than in 2015 and 
2016, as the Fed is close to having met both of its mandate criteria. The FOMC members 

 

 

Banking sector: from 
US to Europe 
 
Since the Trump election, the US 
banking sector has outperformed 
the European ones by c. 8%. It 
took advantage of the 
anticipations of an announced 
banking deregulation. However, 
the PMI Composite index 
accelerated in Europe, while it 
weakened in the US. Eurozone 
banks' loans to households and 
businesses rose. The interest 
rate curve steepened in the euro 
zone, a favourable trend for 
banks, while it has flattened since 
the end of 2016 in the US. In 
Europe, political risks of an euro 
area disintegration decline with 
lower than expected election 
scores of anti-Europe parties. 
The Brexit has even rekindled the 
idea of a more solid European 
integration at several speeds, a 
project that will be studied after 
the French (May) and German 
(September) elections. 
Valuations are more attractive for 
European banks compared to US 
peers with a 20% discount in 
terms of PER and 30% in terms 
of book values. In Europe, there 
are three categories: 
Scandinavian banks, solid but 
expensive, sick banks (Italy, 
Germany), but cheap, and the 
rest, in average.  
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The relationship between US PER (reversed) and US inflation shows that the PE ratio 
rises when inflation drops, and vice versa. The PER can be reduced either by an increase 
in profits or by a price decrease (PE = price/earnings). So, in an environment of rising 
interest rates, the analysis of stock valuations becomes essential again. The 2016 PE of 
the S&P 500 is at 22x and is above the average of 16.5x calculated since 1954. However, 
if the period of hyperinflation (price increase due to the two oil crises) is removed between 
1973 and 1983, the average stands at 19.6x. We are therefore higher than average, but 
not in an exaggerated manner. 
The US PE CAPE (cyclically adjusted price/earnings) ratio, on average earnings over 10 
years, shows a tenser situation: with the exception of 2000 where the PECAPE was at 
45x, it is now at the highest historical level and comparable to that before the crash of 

1930. But similar ratio for emerging countries and Europe remain in neutral zone. 
 

INVESTMENT CONCLUSION 
 
In the first months of the year, markets favored the USD, Wall Street equities, financials 
and cyclicals. But now, the expectations about ¨Trump-flation¨ are largely priced. We even 
consider a risk of disappointment, as likely delays and/or compromise in banking 
supervision reforms, as well as in infrastructure investments will eventually take place.  

Chinese leadership seems convinced that the world is becoming growingly hostile, with 
the authoritarian Trump probably preparing for a confrontation, which may ultimately end-
up in a new Cold War.  
Risky assets entered a complacency zone, based on several risk indicators.  
Some precautionary actions and rebalancing of portfolios is warranted at this juncture…  

ASSET ALLOCATION 

 

US: over summer, risks 
of gridlock are not 
insignificant… 
 

Bluffing and bullying will 
ultimately prove unproductive. By 
multiplying confrontations with a 
similar style / approach, Trump 
can’t any longer take advantage 
of the element of surprise. The 
latest visit of A. Merkel is 
insightful in this respect. Weather 
conditions were premonitory: 
bilateral meeting proved actually 
stormy. Granted, the German 
chancellor spontaneously offered 
a future increase of German 
contribution to NATO. But then, 
Berlin despised US allegations 
on currency manipulations, trade 
surplus, and defended strongly 
stance on refugees and 
globalization. Changing 
Washington will require lots of 
skillful and dedicated people. 
The odds of passing ambitious 
reforms (big tax cut, 
infrastructure bill) are slim, 
absent better coherence, skillful 
coalition-building, and a decent 
presidential approval rating. 

The Trump reflation trade is 
mature. Prefer European equities 
and more defensive themes at 
this juncture 
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