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Who is Up to the Challenge of a Geopolitical Reset?

There is a case to be made that the current investment climate is among the most challenging in recent history.
After all, more than half of the investors surveyed at the very outset of April 2026 described it as the "toughest"
they have ever experienced. The primary difficulty of today’s investment environment boils down to a combustible
combination of high inflation, interest rate increases, and questions about the strength of economic growth, so
when one tosses in the current period of hyper-intense global geopolitical uncertainty (with two of the world’s
three superpowers engaged in military conflicts) it is no wonder that investors feel they are facing unprecedented
challenges. Further proof of the global equity markets’ current complexity lies in the recent returns. Global stocks
performed a colossal about face in the first quarter: solid economic growth combined with stable inflation
expectations at the beginning of the year, led to the MSCI EAFE index producing a 10% return, while the
Emerging Markets index returned almost 15% up to the end of February. Then on the last day of February, the
United States bombed Iran and that caught investors off-guard. The price of oil jumped from ~$59/barrel last
December to twice that price ($118/barrel) for brent crude on the last day of the quarter. That massive and
unexpected jump in the oil price brought on concerns of stagflation. MSCI EAFE dropped -10.2% in March, while
Emerging Markets were down -13%. So, after dashing out of the gates to a double-digit start in the first two
months, both developed and Emerging Markets stocks ended the quarter in negative territory. A challenging
investment environment, indeed.

During the quarter, many investors made the decision to de-risk their portfolios. In most cases this move was
made to finesse the Al scare trade. Concerns about Artificial Intelligence and the negative impact it might have on
companies’ abilities to continue to conduct their business in a successful manner has been wreaking havoc on
stocks since late last year. Software stocks in particular were decimated; Software-as-a-Service (SaaS) stocks sold
off because investors came to believe that AT agents would automate the tasks SaaS once did, eliminating the need
for SaaS altogether. But the disruption spread far beyond software. Insurance stocks fell as speculation ran
rampant that insurance underwriting and brokerage functions would be automated by Al-powered comparison
tools. Stocks of wealth management firms fell after Al-enabled startups offered tax planning and advisory services.
So, the fear of Al motivated some investors to de-risk their portfolios while others waited to see whether the proof-
case for Al would ever actually be made. Because there is certainly ample evidence that such a case has yet to be
made. There is by no means clear proof to demonstrate that Al tools have the efficacy and the value to make a
transformative impact on the global economy. The case has been made that AI can help an individual do his or her
work better and faster, but the question as to whether an entire enterprise can benefit from these tools has not
been made yet. The trade to de-risk portfolios in an attempt to avoid the Al scare, also resulted in an increased
exposure to Hard Assets, among them were energy stocks. This led to the de-risk trade (HALO, which stood for
Heavy Assets, Low Obsolescence) being a successful answer to the sudden, rapid increase in the oil price as well.
Not all investors were exposed to the HALO trade and many experienced significant drawdowns during the
quarter.

As one might imagine, with an unexpected war and an oil price spike, last quarter saw a significant uptick in
volatility. During the first quarter, the VIX printed a low of 14 and a high of 30! The yield on the US Treasury 10-
year note fluctuated from 3.9% to almost 4.5%! And it does not take a stretch of the imagination to figure that with
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the reintroduction of significant volatility there might also be some doomsayers. Yes, the Bears are back. Several
analysts are warning of a potential Bear Market in 2026, driven by high valuations, sticky inflation, and
geopolitical risks, with some forecasting declines of 20% or more. While some analysts foresee continued gains
later in the year, there are Bears, suggesting a high probability of a significant downturn starting around the
middle of this year.

There has been much discussion of late that stock markets and the world in general are experiencing something of
a "geopolitical reset". In other words, a profound, structural transformation of the global order is taking place,
marked by shifting alliances (e.g., the US v. NATO), intense "geopolitics of scarcity" (Semiconductor Nationalism,
and now Energy Independence), and the abandonment of old international rules for new ones. A geopolitical reset
would represent a shift towards a more fragmented, multipolar world characterized by heightened security risks,
AT competition, and a move away from globalized supply chains. Where some investors fear a Bear Market others
believe this reset may represent a unique buying opportunity. One thing seems clear: investors would probably be
well advised to move away from purely passive strategies to a more active, disciplined approach that focuses on
broad diversification, prioritizing quality companies rather than chasing momentum. Market volatility is higher
and is likely to remain higher for longer and successful portfolio management will demand a more hands-on
approach when it comes to portfolio construction decisions.

Just yesterday, the International Monetary Fund said the War in Iran will slow global economic growth & fuel
inflation. The longer the fighting continues the worse off the global economy will be. Richer countries, which can
afford to pay more and thus shield their populations from price increases for energy can be expected to do so.
Poorer countries will likely experience supply shortages for energy, such as those seen recently in India for
cooking gas. This may cause economic hardship in some Emerging Markets. That will not be good for EM stocks.
On the other hand, there has been no love for the US and its Magnificent Seven lately, either. What is a prudent
investor to do? We can be confident that corporate earnings will continue to drive stock price movements and that
owning the stocks of quality companies which trade at a discount is highly likely to lead to outperformance over
the cycle.
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