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“Sedimentation is the forgetting of origins.”
— Edmund Husserl
"Plans are worthless, but planning is everything."
— Dwight D. Eisenhower

PAX SILICA: FROM BITS TO ATOMS

RISK AND REGULATION: ARCHITECTS OF CONVEXITY

If one thing has become clear since the Global Financial Crisis, it is that we have entered a regime of structural
uncertainty—economic, fiscal, political, social, regulatory, commercial, technological and security-re-
lated— that should not be interpreted as a mere succession of isolated crises, but rather as evidence that an entire
order is running out of steam. This environment makes it extremely difficult for investors to detach themselves
from the prevailing narrative, remain level-headed and avoid being penalised by what can sometimes feel like the
arrival of the ultimate crisis. Yet perhaps the real risk is not short-term volatility, but continuing to interpret
the present through the lens of a world that is ceasing to exist.

Eisenhower’s words capture the challenge well: “Concrete plans rarely survive contact with reality, but the planning
process is indispensable.” Something similar applies to investing: we cannot anticipate every geopolitical shock,
every regulatory shift or every move by central banks, but we can identify when the structural framework
has changed and which types of assets tend to be rewarded under the new regime.

Following the 2008 Global Financial Crisis and the pandemic, the pendulum of history appears to be swinging
forcefully back from digital abstraction towards physical reality. In recent years, this shift has led investors
large and small to question the rationale behind investment processes that delivered strong results in the past but
have not fully met expectations in this new world order.

In our view, we are entering a new neo-mercantilist era—also described as state capitalism, geoeconomics or
the age of security—in which efficiency is no longer the sole objective function. Economic security, strategic
autonomy and technological sovereignty are once again at the heart of economic and industrial policy.

Against this backdrop, many investment processes risk becoming trapped in what the philosopher Edmund Husserl
called sedimentation: assumptions that were useful under a previous regime but that, over time, be-
come automated, turn into dogma and cease to be questioned. The problem, therefore, is not merely a
market problem. It is a cognitive one.

When a political and economic order becomes exhausted, familiar symptoms tend to emerge: declining trust in
institutions, rising regulatory and geopolitical volatility, challenges to established consensus and a widespread sense
that the old remedies no longer work.

The transition from Roosevelt’s New Deal to the neoliberalism of Reagan and Thatcher was, to a large extent, a
journey from the tangible and industrial to the intangible and financialised. The transition from neoliber-
alism to neo-mercantilism may be the reverse journey: a return from the intangible to the tangible, from
bits to atoms. In both cases, ordinary citizens and investors, anchored to an outdated prism, experience some-
thing similar: the sense that the world is falling apart and that the old manuals no longer explain reality.
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The New Deal was the empire of the tangible. Value resided in factories, steel, automobiles, railways, national
infrastructure and domestic productive capacity. Companies grew by accumulating real assets, integrating vertically
and employing thousands of workers.

With Reagan and Thatcher came a new paradigm. Neoliberalism redefined where the source of structural alpha lay.
Offshoring turned parts of the industrial fabric into a rigid cost rather than a competitive advantage. Manufacturing
migrated to Asia. Financialisation shifted value away from production towards design, brands, intellec-
tual property, tax optimisation, financial engineering, software and the ability to operate with less
physical capital. This gave rise to the age of private equity, mass mergers, share buybacks and the supremacy
of Wall Street over the Rust Belt.

For decades, a generation of investors suffered from the sedimentation of their mental frameworks. The most
influential example was Benjamin Graham. Forged in the Depression and codified in Security Analysis, his approach
taught an entire profession to anchor value in tangible assets: book value, net liquidation assets and a margin of
safety. For a long time, it worked. But those who turned the method into dogma failed to recognise that the new
regime was shifting value towards brands, intellectual property, network effects, software and the ability to com-
pound capital on increasingly asset-light balance sheets.

The old giants of steel, coal and heavy manufacturing—cheap according to the traditional playbook—became value
traps. Meanwhile, many intangible compounders, dismissed as expensive, ultimately became the great winners
of the era. It is no coincidence that Buffett himself had to move away from the purest form of Graham'’s approach—
encouraged by Munger—to stop buying “cigar butts” and start paying for exceptional businesses.

Today, the risk may be the opposite. If Graham’s disciples were wrong not to pay for intangible assets, investors
who now seek only “quality” in its most recent definition—asset-light companies with high returns on capital, high
margins, little debt and predictable growth—may be extrapolating the previous paradigm just as the system begins
to reward something else: control of critical resources, industrial capacity, energy security, critical infra-
structure and sovereign autonomy.

The deployment of artificial intelligence is the perfect irony of this shift. AI appears to be the ultimate intangi-
ble—the most extreme expression of software—yet its existence depends on a vast amount of physical
infrastructure. There is no Al without copper, power grids, data centres, semiconductors, cooling systems, gas
turbines, nuclear power, land, permits and increasingly militarised supply chains. In two words: Pax Silica.

Named Pax Silica by US diplomacy, it is a strategic international alliance specifically designed to secure
and diversify global supply chains for semiconductors, advanced software and computing infrastruc-
ture in the face of coercive dependencies. The initiative, which already includes 24 participating economies as of
summer 2026, shows that geopolitics has swallowed economics.

The reindustrialisation of the West, the AI race, the energy transition and global rearmament require
a CAPEX cycle focused on energy, critical minerals, grids, defence, automation, transport and infrastructure on a
scale not seen since the post-war period. In this environment, where governments need to regain sovereignty while
deflating an immense debt burden through growth and inflation, having no exposure to real assets means
missing one of the major growth engines of the coming years: the physical reconstruction of economic
sovereignty.

This does not mean that intangible assets no longer matter. That would be far too simplistic. The key is not to
replace the intangible with the tangible dogmatically, but to understand that the new regime rewards
the combination of both worlds: scarce real assets, differentiated technology, regulatory barriers, execution
capability, pricing power and direct exposure to governments’ strategic priorities.

The latest G7 communiqué in Evian, the US National Security Strategy published in December and Treasury Sec-
retary Scott Bessent's recent speech before the Economic Club of New York all point in the same direction. Explicitly
returning to Alexander Hamilton’s founding ideas and his defence of manufacturing self-sufficiency, Bessent stated:
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“A nation that depends on its adversaries for critical inputs is not truly sovereign. And a nation that
reduces its economy to consumption is not truly prosperous.”

These words summarise the change of era. For decades, the old playbook assumed that global efficiency was
enough: produce wherever costs were lowest, finance wherever liquidity was deepest, consume wherever demand
was strongest and trust trade to soften conflict. But the new regime begins from a different premise: dependency
is vulnerability, and vulnerability carries an economic, political and strategic cost.

During the age of Globalisation, Western central banks acted in sync and supply chains sought maximum cost
efficiency. Information flows were linear, allowing price dislocations to stabilise rapidly through arbitrage. In a
multipolar world, macroeconomic decisions are asynchronous. While the Federal Reserve keeps rates un-
changed, other blocs cut them or expand their balance sheets. The absence of a central anchor creates frictions
that cause prices to jump abruptly rather than move smoothly.

Weapons are no longer exclusively military; they also include tariffs, subsidies and economic or
technological sanctions. Under a normal distribution, equities, bonds and commodities are assumed to
maintain stable correlations. In the current order, high-risk events (the 2008 Global Financial Crisis, the
European sovereign debt crisis, the commodities crisis, Brexit, Volmageddon, Covid, the Inflation Shock, the
unwind of the carry trade, Liberation Day, Hormuz, etc.) cause all correlations to converge abruptly
towards one. Everything previously considered diversified falls at the same time, driving up volatility and
instantly fattening the tails of extreme losses.

Traditional financial theory emerged during a period of low inflation and relative geopolitical peace. Current events
show that markets have long memories: an energy-price shock creates structural inflation, which requires
higher interest rates, which destabilises sovereign debt and forces deleveraging across risk assets.

This is why investors still betting on a return to the old playbook may have to wait far longer than they imagine.
The right question is no longer simply where the famous “value” now lies, but which variables will explain the
generation of structural alpha in the new regime. Our answer is clear: risk and regulation.

In a neomercantilist world, governments cease to be an exogenous variable—taxes, interest rates and defi-
cits—and become active manufacturers of convexity, particularly when their fiscal capacity is exhausted:
with public-sector balance sheets stretched, the state does not provide the capital, but rather the channel
through which private capital must flow. Through regulation, subsidies, tariffs, trade restrictions, public pro-
curement and industrial policy, governments determine which sectors should grow, which supply
chains should be protected and which assets are deemed strategic.

The Critical Raw Materials Act, Chips Act, CBAM, European Steel and Metals Action Plan, REPowerEU, Euro-
pean Defence Industrial Strategy and Pax Silica are just some examples of this new architecture. They all
follow the same logic: rebuilding capacity, reducing dependencies, protecting strategic industries
and redirecting capital towards the sectors governments consider essential to their economic security.

This is why no variable better explains asymmetric returns today than a precise understanding of risk and regula-
tion. With one crucial nuance: what creates value is not simply understanding that the state is once again inter-
vening in the economy—that is already beginning to be priced in—but identifying the trajectory, intensity and
consequences of that intervention more accurately.

The value of a business remains, as it always has, the present value of its future cash flows. What has
changed is where the edge lies: no longer in the precision of the discount rate, but in anticipating which cash
flows the state seeks to manufacture, where the market has yet to update its assumptions and which com-
panies are positioned to capture this new convexity. Without that understanding, the investor is like the
proverbial broken clock: right by accident twice a day, but with no way of knowing when. With it, the clock
tells the time.
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For investors, this regime shift should not be treated as a tail scenario: it is the central case. In a more
fragmented, more politicised and more volatile world, high-risk events are no longer exceptions. They are
simply the norm.

This is why plans—static by nature—will be of little use, as Eisenhower warned. But planning will be essential:
not to predict the future, but to question the present, prevent old assumptions from hardening into dogma—the
sedimentation described by Husserl—and build a portfolio capable of adapting, surviving the next crisis and
capturing the convexity that arises when governments once again manufacture incentives, regulation once again
directs capital and security once again outweighs efficiency.

PERFORMANCE

As of 30 June, four years have passed since we assumed management of Narval in July 2022. The results over
this period reinforce our conviction in the investment process: the fund has delivered a cumulative return of
+125.8%, equivalent to +22.6% annualised. For a European equity fund, the comparison is particularly strik-
ing. Over these four years, we have outperformed not only our benchmark, the MSCI Europe Index with dividends
reinvested (+74.7%, or +15.0% annualised), but also the MSCI World in euros (+81.7%) and even the S&P 500
with dividends reinvested (+104.1% in US dollars). Consistently outperforming US and global indices with
a portfolio that maintains a European bias is not the result of a tailwind from any single market. Rather, it reflects
an investment process that, as we have consistently argued, identified ahead of the consensus the regime shift
towards the new neomercantilist order. Four years do not constitute a full market cycle, and past performance is
not a reliable indicator of future results, but they do provide further evidence that the framework is working.

The fund delivered a return of +12.55% in its Class A during the first half of the year, outperforming its
benchmark, the MSCI Europe Index with dividends, which rose by +10.75%. The half-year unfolded in two
clearly differentiated phases: a first quarter in which active management enabled us to capture a return of
+3.81%, compared with a -0.94% decline in the index during the outbreak of the conflict involving the United
States, Israel and Iran; and a second quarter in which the fund returned +8.42%, compared with +11.80% for
the index, lagging due to its relative underweight in the rally in financials and healthcare. The net result for the
period preserves a favourable cumulative differential of approximately 180 basis points versus the benchmark.

European equity markets were shaped by two distinct regimes during the half-year: an initial phase extending
the themes that dominated the latter part of last year—materials, industrials and others—and a second phase
marked by the energy shock caused by the Middle East conflict and a rotation towards the sectors and
geographies least affected by it. The European Central Bank kept rates unchanged during the first quarter, with
the deposit facility at 2.00%, and raised all three official rates by 25 basis points on 11 June, taking the deposit
facility to 2.25% in response to inflationary pressures arising from the conflict. Harmonised euro-area inflation
increased from 1.7% in January to 3.2% in May, before easing to 2.8% in June as energy prices receded. Euro-
area GDP growth slowed to +0.1% quarter-on-quarter in the first quarter, with Germany expanding by 0.3%,
Spain leading at 0.6% and France stagnating at 0.0%. At sector level, the first quarter was led by Oil & Gas,
utilities and basic resources after Brent rose to nearly USD 120 per barrel, while leadership shifted towards finan-
cials, healthcare and insurance in the second quarter. On the downside, the worst-performing sectors over the
half-year were software, automobiles and media.

Against this backdrop, our active positioning enabled the portfolio to capture the main trends of the half-year.
Semiconductors were the largest contributor to performance, adding 366 basis points. They were fol-
lowed by networks at 190 basis points and metals at 145 basis points, both benefiting from structural
demand linked to investment in artificial-intelligence infrastructure and from the European regulatory framework
shaped by the Clean Industrial Deal, the Steel and Metals Action Plan and the Critical Raw Materials Act. Energy
contributed 100 basis points, capitalising on Brent's first-quarter rally and on agile profit-taking in March, while
industrials added a further 64 basis points. Within semiconductors, Soitec remained in the portfolio from the be-
ginning of the year, allowing us to benefit from its upward move while managing the position through selective
option selling given its high implied volatility. On the negative side, automobiles detracted 83 basis points, followed
by pharmaceuticals at 35 basis points, defence at 24 basis points and real estate at 23 basis points.
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Across the Atlantic, the half-year was marked by the monetary transition under Kevin Warsh’s new chairmanship
and by an increasingly established hawkish stance. The Federal Reserve kept rates within the 3.50%-
3.75% range throughout both the first quarter and the 17 June meeting. The projections published in June
reflected a meaningful shift, with the median end-2026 rate rising from 3.4% in March to 3.8%, moving
from an implied path of cuts to one of increases, while 17 of the committee’s 18 members viewed inflation
risks as tilted to the upside. US GDP growth moderated to an annualised +2.1% in the first quarter according to
the BEA'’s third estimate, while the labour market cooled gradually: job creation declined from 130,000 in January
to 57,000 in June, well below the consensus estimate of 110,000, and unemployment ended the half-year at
4.2%. The S&P 500 gained +10.1% in the first half of the year, after falling -4.3% in the first quarter and recov-
ering in the second to reach new all-time highs above 7,600 points.

Our tactical exposure to the US market remained at around 10% of the portfolio throughout the half-
year, concentrated in artificial intelligence, tokenisation and payment systems. Artificial intelligence contrib-
uted 44 basis points to performance, with Alphabet the largest contributor and reinforcing its role as our principal
conviction within the technology-transformation segment. The payments strategy contributed 30 basis
points. Tokenisation exposure had a virtually neutral impact despite the sector’'s weak momentum, thanks to
active position management through selective option selling. At the same time, we continued to maximise portfolio
efficiency through our option-selling programme, which generated premiums equivalent to 2.9% of assets during
the half-year. This strategy continues to provide recurring income and allows us to manage risk exposure actively.

POSITIONING AND OUTLOOK

Our investment strategy is based on the conviction that the new neomercantilist regime is reshaping the source
of structural alpha in markets. As discussed at the outset, in an environment where efficiency is no longer the
sole objective function and where governments once again manufacture convexity through regulation, subsidies
and industrial policy, the investor’s edge lies in anticipating the trajectory, intensity and consequences of that in-
tervention. This conviction explains the portfolio’s structural bias towards the atom: scarce real assets, industrial
capacity, control of critical resources, critical infrastructure and energy security, while retaining selective exposure
to differentiated intangible assets where regulatory barriers and supply scarcity make them enablers of the physical
cycle itself.

The portfolio’s main axis is in Europe, where the regulatory framework has entered the execution phase
and industrial policy has moved from rhetoric to effective implementation. The combination of the Critical
Raw Materials Act, European Chips Act, CBAM, European Steel and Metals Action Plan, REPowerEU, European De-
fence Industrial Strategy and Eurostack initiative creates a coherent architecture for rebuilding productive capacity,
reducing external dependencies and redirecting capital towards strategic sectors. Our exposure includes semicon-
ductors through Soitec and ASML, power and communications networks through Prysmian and Nokia,
strategic metals through ArcelorMittal, SSAB and Norsk Hydro, defence through a diversified cluster
including Rheinmetall, Safran, BAE Systems and Thales, and energy through Repsol and Frontline. At
the same time, we are selectively expanding the portfolio into transport—both maritime and rail—which we regard
as critical under the new regime and whose structural relevance will increase as reindustrialisation, supply-chain
relocation and the militarisation of logistics consolidate new physical routes.

In the United States, we maintain a limited tactical exposure of around 10% of assets, aligned with our
conviction that capital reallocation will continue to dominate investor portfolios over the coming months. The focus
is on two themes selected for their structural nature: leadership in AI adoption and tokenisation in the US economy.
Regarding the former, given demanding valuations and the sector’s high capital requirements, we decided to rotate
exposure towards companies that may benefit from lower costs and higher margins in their business models, in-
cluding healthcare and payments. Regarding the latter, despite weak performance caused by regulatory delays and
capital rotation towards Al, efficient risk management through options and monetisation of the book enabled us to
neutralise the sector’s impact during the half-year despite the underlying asset’s weak momentum.
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We maintain a selective and disciplined stance, with a beta of 0.81 and net exposure that varied through-
out the half-year in response to market conditions, rising to around 85% in recent weeks. Active management of
this exposure was complemented by directional hedges on specific sectors, particularly technology, allowing us to
modulate portfolio risk. Our covered-option selling programme generated premiums equivalent to 2.9% of the
portfolio during the half-year, providing recurring income and protection against volatility. Our positioning, with a
greater weighting in Europe and selective exposure to the United States, reflects our conviction that in the Pax Silica
era, understanding regulation, controlling critical resources and translating that analysis into portfolio convexity will
remain our principal competitive advantages.
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