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Donald of Arabia 
In spite of having a strong by-partisan support in Congress, the US infrastructure mega-
plan of over $1tn is not flying at all. Indeed, a huge lack of public funding, as well as a 
severe political gridlock, represent impassable obstacles to climb. Taxpayers' money is 
missing and government debt will not fund such huge expenditures. Indeed, in the current 
budget, a skinny $200bn will be attributed to it, over next 10 years! 
Trump desperately needs to reinvent its flagship Infrastructure Project, via a plan B. M. 
Schwarzmann, the Head of Blackstone - one of the biggest and best-known private equity 
firm – is also acting as chief of the US government's economic advisory council. Contrarily 
to a few other US top gun entrepreneurs, Schwartmann is staying (for now) in this council, 
despite the immigration ban controversy and the ¨Russian saga¨. Actually, he joined D. 

Trump during his first foreign trip. More, he achieved to raise $40bn for an infrastructure 
fund, partly funded up to $20bn by Saudi Arabia's largest sovereign wealth fund. This 
money will be exclusively dedicated to up-grading US infrastructure. 
Other ambitious P3 plans - cooperative long-term arrangements - have recently been set 
by the UK, Canada, Australia, and not to mention China. Lots of different types exist, with a 
wide range of risk allocation. In principle, governments control their governance but do not 
pay for the assets, until they are built and operational. In Australia, it also takes an 
interesting ¨recycling¨ form, whereby existing public assets are privatized, and the income 
is re-invested in new projects. 
In short, infrastructure projects are slow-moving and bureaucratic by nature. They require 
strategic public planning and coordination. These skills are unfortunately not in the realm of 
excellence of the US cabinet and its phantom administration… 
The white House caravan is coming back from the desert with a foreign capital injection, 
which might well kick-start the US infrastructure plan. A lot of energy, articulation and 
negotiation is needed from here to actually resurrect it. A genuine capex revival, fueling a 
multiplier effect, is far from sight. Don’t expect the US to reach a sustained 3% growth rate 
yet 
 
 
 

     Performances 2017 
 (May 31st, 2017) 

Equities 
MSCI World +9.2%  
S&P 500 +7.7% 
Eurostoxx +7.9% 
Nikkei +2.6% 
MSCI Emerging +16.6% 
 
Bonds  
US Treasury 10y +3.0% 
US Corporate +3.5% 
Bund 10y -0.2% 
EU Corporate +1.2% 
 
Currencies 
USD index -5.2% 
EUR/USD +6.8% 
GBP/USD +4.5% 
USD/CHF -5.0% 
USD/JPY -5.4% 
 
Commodities 
Gold                                           +10.1% 
Silver +9.4% 
Oil (WTI) -10.1% 
 
Source: Bloomberg 
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« IN THE EYE OF THE STORM »  

A new moon in Asia 
The new moon actually spells a new lunar cycle. It is conducive to new beginnings, it 
increases potential for (new) construction. The dark aspects of the new moon are 
reminiscent of the depth of earth, i.e. of the fertile roots in the soil… What about Moon Jae-
in, the Korean elected President? 
 
A hectic democratic breakthrough 
After numerous scandals and months of mass protests, the former country’s President was 
ousted. Hopes are now rising for deep structural changes in the country politics. Of course, 
an end to the old political system, characterized by an imperial presidency and incestuous 
ties with business conglomerates, would be excellent news. Citizens’ confidence in the 

judicial system - rightly accused of being discriminatory in favor of the rich and powerful - 
have already dramatically increased. Park’s impeachment is nevertheless bringing again 
the divisions of the South-Korean civil society - by ideological orientation and age group – 
to the forefront. The disgrace and the first-ever impeachment of a South Korean president 
will remain a source of shame for the country. In the aftermath of the Choi scandal, odds 
for a reform of state-business relations to-ward a fair and transparent market economy 
have sharply risen. For instance, a re-organization of the Federation of Korean Industries is 
undergoing, founded on the principle to adhere to a more transparent system of 
management. 
Finally, Seoul broke the nasty circle of presidential corruption. Still, there is a long way to 
go, before reaching political maturity and a sustainable plenitude in the country… 
 
The bulky Northern cousin 
The comeback of liberals in power is not a facilitator factor at first. Indeed, over the last 
decade, the US - under both Republican and Democratic administrations - better aligned 
with South Korean conservatives than with liberals on North Korea policy. Actually, Liberals 
tended to revive cross-border ties and seek higher engagement, with few preconditions. 
But who knows for sure, as Trump administration can’t genuinely be compared with former 
US cabinets. 
The beginning of THAAD system deployment has angered China, which started to retaliate 
economically. But in spite of the media fury, this topic should not escalade into a trade war, 

as both China and South-Korea would deeply suffer. Seoul is actually China’s fourth-
largest trading partner, providing key intermediate inputs for lots of Beijing firms. South-
Korea is also the number one source of foreign tourists to China. For sure, China has no 
interest and will do every-thing to avoid a Korean reunification. To achieve its geo-strategic 
objective, Xi will most likely be obliged to change tack and interfere more with the 
desperate Pyong-Yang regime, decided to go all out to survive… 
 

US policy of non-interference in the Middle-East is dead 
For sure the latest fortnight was insightful as Trump, finally, managed to form spectacular 
tactical coalitions (out of Washington). But in practice, the capital inflow spells a) a 
growing implication of the US in the Yemen war, b) the unblocking of high-value weapons 
transfer and of intelligence sharing with Saudis (who used to support Al-Qaeda). In 
geopolitical terms, Trump is now totally siding with the Sunnis who represent a majority in 
the two big Islamic religions. Trump will legitimate it because Iran has been the major 
source of regional cha-os in past years. But over the medium-term, Shiism is largely more 
modern and intellectually flexible. Iran is indeed initiating a tentative transition towards 
democracy. 
The US is de facto (again) an actor in the Islamic Religion War 

Supporting US shale producers and simultaneously pleasing Saudis will prove non-
reconcilable 
Stay selective with cyclical assets (except for Europe) 
US assets and the USD will continue to underperform European ones and the EUR 
Expect further volatility in oil markets, due to lack of visibility 

 
 
 

 

 

A favourable 
environment for 
emerging markets, 
namely China 
The stability of the dollar and US 
interest rates, as well as the rise 
in oil prices and the probable end 
of the consolidation/correction of 
industrial metals, favour the 
pursuit of the outperformance of 
emerging markets. 

Chinese President Xi Jinping has 
assembled over 65 countries and 
companies involved in the huge 
Obor project, One Belt, One 
Road, restoring the Silk Road 
Economic Belt and 21st-century 
Maritime Silk Road. This major 
project for China, to shift the 
centre of gravity of the world's 
trade from the Americas to Asia, 
raises doubts about the 
profitability of investments. China 
will immediately inject more than 
$100 billion. India boycotted the 
project. China is also likely to 
seek to maintain heavy industrial 
activity, to avoid transition shocks 
and to support its highly indebted 
stated-owned enterprises, 
financed in part by its partners. 
Chinese domestic stocks (A-
Shares) are likely to be included 
in the global indices in June, 
those linked to Stock Connect.  

All Chinese equities will benefit 
and we favor Hong Kong listed 
equities (HSCEI) which offer 
lower PE ratios 
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Stay tune! Hopefully, the new South-Korean president will emulate the fascinating 
celestial body he shares his first-name with. The odds are for an important reshape of 
relations with North Korea and the US. But a rosy scenario of Korean reunification – à la 
Germany – is very unlikely 
Asian assets remain attractive, namely Chinese and South-Korean equities 
 

INVESTMENT CONCLUSION 
 
In spite of Fed stall speed since late 2014, we are still in a global financial repression 
mode. Major developed countries’ central banks remain very accommodative and real 
yields stay unusually low. This extreme monetary policy framework is a factor of asset 
price inflation (but not of economic - actual consumer prices - reflation).  
US policymakers acknowledged for the need to normalize monetary policy, including 
shrink the $4,5tn Fed balance sheet. Two looming issues have delayed this process a) 
the ¨dramatic¨ leverage of investors (remember taper tantrum 2013?) and b) the 
interdependence with the Fed Funds rates. By chance, a bold stimulation coming from the 
fiscal (Trumponomics) side is no longer on 2017 agenda. This benign scenario, including 
tame USD and US yields, prefigures a welcome tailwind for the Fed, when it comes to 
engineer a subtle mix of restriction in monetary conditions. The ECB and the BoJ are at 
different stages of their monetary cycles. They will probably not accommodate and 
expand much further by 2018. China is also contemplating a lesser friendly monetary 
framework. Such a scenario would result next year in a different investment regime, 
where the importance of fiscal policy finally takes over from everything else. 
An end to financial repression is not in sight before 2018 earliest. A US soft patch is 
welcome for the Fed in its gradual normalization process. It is conductive of pretty benign 
conditions for financial markets 

ASSET ALLOCATION 

 

Is the technology 
sector in bubble zone? 
Investors fear a technology 
bubble after extraordinary 
performances in 2017. These 
stock market performances 
reflect robust growth rates in 
profits and balance sheets with 
huge liquidity. The 12-month 
forward Apple’s PER is at 15.6x, 
Alphabet 22.2x, Microsoft 21.4x, 
Facebook 25.6x, very far from 
the levels observed during the 
tech bubble in 2000. Analysts 
expect a 10% annual increase in 
profits for Apple over the next 2 
years, 15% for Alphabet and 
22% for Facebook. The PERs 
therefore appear to be slightly 
overvalued, but not 
exaggeratedly. The PER of S&P 
500 Technology index stands at 
19.4x 2017, 17.3x 2018 and 
15.7x 2019. Therefore, do not 
panic. 

The technology stocks make us 
still dreaming with promising 
developments like artificial 
intelligence, autonomous cars or 
financial technology. The high 
weighting of the sector in the US 
indices is an important support to 
the stock market. 

The sector benefited from a 
better appetite for the growth 
stocks segment with the 
uncertainties associated with the 
implementation of Donald  

US Technology Sector. In the 
short term, the S&P 500 
Technology looks overbought. 
In the medium to long term, 
overweight it 
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