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The Intersection of Finance & Politics

This year’s first quarter has produced quite an unexpected turn of events. After leading the world for the last 15
years, US stocks have finally been surpassed. Europe (of all regions) claimed the crown for 1Q 2025. MSCI Europe
was up almost 11% in US dollars, while in the United States, the S&P 500 posted a negative return (-5%). The
exact opposite happened during last year’s fourth quarter as the S&P returned a positive 3%, while most non-
dollar stocks were down (ACWTI ex-US was off -7.5% and MSCI Europe returned -10%, both in US$ terms).
Through the first quarter of this year Spain was up 19%, Germany’s Dax was up 16% and Italy was also up 16%.
Even Emerging Markets managed to eke out a positive 3% return.

What was behind this stunning reversal? First of all, the postelection euphoria which drove the US stock market to
new highs has faded. Bold policy moves right out of the gate from the second Trump administration have caught
some investors by surprise.

This change of heart which has led global equity investors to make a U-turn away from US stocks is an
extraordinary occurrence. The United States is, after all, the big dog of global stock markets. In relation to the rest
of the world, we are 4% of the world’s population, one quarter of the world’s Gross Domestic Product, but were
recently clocked in at 75% of the world's market capitalization in publicly traded stocks.

So, global investors suddenly deciding to give up on US stocks simply would not occur of its own volition.
Something would have to drive them away from owning stocks in the biggest, most developed, fastest growing
economy in the world, which also happens to have the most profitable companies. There have been several factors
driving global stock investors away from US stocks. In fact, you could call it something of a market rotation. In
this particular rotation investors have been driven by concerns over several factors, among them are the potential
for peace in Ukraine, generational stimulus out of Germany, pro-business government policies in China, the
possibility of cheap (AI-also from China) and finally a slowing US economy.

On that last point, worries about a trade war and signs of flagging growth in the US economy are probably chief
among investors’ worries. Market participants were caught off-guard by the threat of tariffs which has dominated
global headlines of late. This should not have come as a surprise to them. For as long as he has been a public
figure. Before he was even a politician Donald Trump’s comments were scattered with disappointment at the way
America was being treated by our trading partners. As a self-described deal maker, the president probably always
believes he could have negotiated better terms in any contract he encounters. He has at last been presented with a
real opportunity and he is applying that deal maker’s mindset in an effort to reorder America’s trade deficits and
with it our relationship with all the nations with which we do business. There have been other signs which
investors should have heeded. Goldman reported tariff premiums “unwinding” at the end of February. Those
premiums came back last week: in a hurry!

Global equity investors may well be on to something big...and lasting by diversifying their holdings away from US
equities, and into other assets. Another policy of the new US administration, but honestly, this has been a point on
which US politicians have been haranguing Europe since the advent of NATO. The countries of NATO have all
pledged to spend 2% of their GDP on defense. The vast majority of the NATO countries have not met that target.
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The new administration has been particularly vocal about the issue. This time, though, the threat of losing US
support in the face of Russian aggression in Ukraine is triggering a change in Europe. The new German Chancellor
Friedrich Merz now sees a role for Germany as Europe’s Guiding Light. The country, which has the lowest level of
national debt to GDP in the developed world, voted last month to increase spending dramatically on infrastructure
and defense, and now their stock market is a world leader.

The world neither wants nor needs a trade war. However, in a world where the United States no longer appears to
want to trade off good, middle-class jobs in return for the privilege of leading the free world, there will likely be
significant changes. For example, in these current volatile days where the so-called fear gauge (the CBOE’s
Volatility Index) has reached levels two to three times its five-year average, the price of gold is setting a record
right now. Typically, when volatility in the stock market increases, investors flock to US Treasuries and gold. US
Treasuries are decidedly not rallying, but the price of gold is. This is because central banks around the world have
increased their gold holdings primarily as a hedge which will allow them to diversify away from dollar (& US
Treasury) holdings, which they fear can be weaponized by the US government as was the case in 2022 against
Russia when they attacked Ukraine. This probably means that gold may continue to rally because miners are not
able to adjust their ability to supply the world with enough gold to meet this new, unsatisfied increase in aggregate
demand.

Geopolitical events have always mattered for foreign exchange and have frequently intruded on equity markets,
but these days it appears as if the most important stories; the stories that are driving markets seem to have a
political component to them. When geopolitical risks intervene, they often are of an extreme and binary nature,
and markets tend to react less consistently and often more violently. The events of the last few weeks can attest to
that.

One might not think that such markets as these which we currently face with their significant political component
would lend themselves to a process which focuses on bottoms-up research, but it is at these times when what
companies are and what they do matters most. We will continue to practice our process through these turbulent
times.

www.havengp.com



