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Are We Witnessing the End of American Exceptionalism?

Some observers might have dismissed global investors’ recent fondness for non-US equities as a passing fling
when the weight of unexpected, market-moving headlines out of the second Trump administration rocked US
stocks in the first quarter and European equities roared out of the gate to lead global stock market league tables
for the first time in more than a decade. The arrival of summer has only served to strengthen global investors’
appetite for international equities. In a surprise, the second quarter saw non-US stocks continue their dominance
over their American counterparts. The stock exchanges of Greece (+23), Japan (+18.3%), Spain (+17.8%),
Germany (+17.4%) and Italy (+17.1%) all outperformed the S&P 500 which produced a very respectable 11%
return during the quarter. Market cap made no difference as the MSCI EAFE small cap index managed a dollar-
based return of 17% during the second quarter, bringing its year-to-date return up to 22%, which compares most
favorably to the Russell 2000 US small cap index, up only 2% thus far.

The robust performance of non-US stocks in 2025 has exceeded the expectations of many investors, particularly
given the distinct sectors driving returns. In Europe, the leading contributors have been Defense, Industrials, and
Banking stocks, marking a departure from the companies that have traditionally led US markets. The increased
demand for military equipment, due to the ongoing conflict in Ukraine, has propelled growth among European
defense firms. Additionally, significant infrastructure investments—most notably Germany’s commitment of half a
trillion euros over the next decade—have benefited industrial companies across the continent.

Europe’s steady transition to green energy, less encumbered by political obstacles than in the US, has further
supported the industrial sector. Meanwhile, European banks have demonstrated a remarkable recovery from the
setbacks experienced during both the COVID pandemic and the lingering aftermath of the Global Financial Crisis
that started in 2007. Government support measures during the pandemic required banks to obtain approval from
the European Central Bank before resuming substantial dividend payments and share buybacks. Following the
receipt of this approval, European banks have increased cash returns to shareholders, thereby contributing to the
recent rally in bank shares.

After World War 11, Europe faced severe devastation: destroyed infrastructure, economic collapse, compromised
institutions, widespread shortages, and deep trauma. In this context, American exceptionalism emerged, marked
by initiatives like the $15 billion Marshall Plan and Radio Free Europe promoting American values. The U.S. filled
the postwar global leadership void, establishing the dollar as the global reserve currency, which has since provided
the United States with financial advantages and influence in international trade.

Trouble has recently wandered into this idyllic world. In an extraordinarily rare event, US stocks, bonds and the
dollar all sold off together in April when President Trump first tried to implement his tariffs. Usually, when stocks
sell off in a panic, frightened investors rush to hold US dollars in their flight to quality. For US stocks, bonds, and
the dollar to all go down together meant that global investors panicked but then chose to hold something other
than US dollars. Would they prefer to hold euros, or gold, or cryptocurrencies perhaps? Either way, that could be
unwelcome news for the US dollar’s status as the world’s reserve currency. The privileges that the US enjoys
because its currency is the world’s reserve would be painful to lose. Higher interest rates as well as a loss of
importance on the global stage would be hard pills for the United States to swallow.
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Could the dollar lose its status as the global reserve currency? For that to happen, there would have to be a
replacement, and there is not one today. The euro has much of the required gravitas, but there is not enough
depth to the markets denominated in euros. The US Treasury market, the world’s de facto risk-free asset, is $27
trillion deep. German bunds are less than a tenth of that. For investors to leave the US dollar completely there
would have to be another deep, liquid market for them to go to, and there just is not right now. However, the
example of how non-US dollar-based investors balked at buying the US dollar when they experienced more
foreign exchange risk than they had anticipated in their portfolios because of increased US dollar volatility should
serve as a serious wake-up call to American policy makers.

There will be less liquidity in the coming weeks as trading floors thin out due to summer vacations, but there will
be no reduction in headlines, so investors should prepare for more volatility during the summer. We have not even
fully addressed the likelihood of more tariff-related news out of the US, more war headlines from Ukraine, the
expectation of continued violence in the Middle East, not to mention elections in France, and the aftermath of the
Big Budget Bill out of Washington. The challenges investors will have to face show no sign of letting up. Our
advice: keep reaching for Quality...and diversify for safety!

www.havengp.com



