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For some time now, many have been proclaim-
ing the end of US dominance. However, the op-
posite has occurred in financial markets over the
past decade. And there is no end in sight, even

though there may be examples of excess.

P onald Trump poses the biggest danger
to the world” — this was the headline in
the 18 November 2023 issue of 7he
Economist for its annual predictive guide 7he
World Ahead. The authors noted that in the 38
years of their meticulously prepared yearly out-
looks, never before has a single individual domi-
nated the gaze into the crystal ball as did the con-
troversial US presidential candidate at the outset
of the now concluded year 2024. Accordingly, the
cover of the weekly magazine featured a blue
globe behind the unmistakeable profile of the for-
mer —and, as we now know, future — President of
the United States of America.

Today, a year later, we can conclude that the
bleak predictions have, at least so far, failed to
materialise. Of course, the geopolitical situation
remains tense and convoluted. The world’s major
economies are, almost without exception, la-
bouring under unsustainable levels of debt
(France!), and Europe’s economy is sluggish, es-
pecially in the case of Germany, the once-leading
powerhouse. Additionally, the sharply polarised
political landscape in the USA produced, aside

from a failed assassination attempt on candidate
Trump, an almost constant barrage of campaign
noise throughout the year — much to the delight
of the media but largely ignored by the financial
markets. In stark contrast to the general uncer-
tainty, nearly all asset classes exhibited a steady
upward trend, with only a few short interruptions,
not least a year-end reaction to slightly softened
messaging from the US Federal Reserve. Over the
course of the year, however, this seemed more like
a pause for breath, especially since the clear out-
come of the US elections in November gave the
markets a boost. In hindsight, we can conclude
that 2024 turned out to be considerably better
than feared. As a result, sentiment today, after
what was indeed a respectable year in the financial
markets, fluctuates between a somewhat awk-
ward acceptance of the status quo and eager an-
ticipation of what the “new-old” US president
might do next.

Soaring heights, despite it all

Those who anxiously followed last year’'s media
reports on crises and untoward developments in
nearly all corners of the globe, and then examined
the market tables, were surprised to see that
things were on the rise — perhaps not uniformly
everywhere, but noticeably nonetheless. Headlines
often noted new records; some people began to
call 2024 "a year of all-time highs”, with the Ger-
man financial portal Wallstreet Online counting a
total of 42 such milestones for the DAX alone by
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Christmas — remarkable, given that Germany is of-
ten cited as an economic “valley of despair”.
Seasoned investors know that all-time highs on
the equity market are not particularly unusual.
Since 1988, the SMI (Switzerland) and Stoxx 600
(Europe) have set such a new record every ten
months, on average, while the S&P 500 (USA)
does the same in around eight months. A grow-
ing economy, corporate innovation, and yes, the
fact that indices consist of winning companies —
and that inflation alone ensures numbers grow
over time — mean that all-time highs (must) occur
regularly. Such records, therefore, are certainly
no reason to nervously pull out of stock invest-
ments. Moreover, finding the “right” time to re-
enter the market is at least as challenging as de-
ciding when to exit.

EQUITY MARKETS JANUARY 2015 - DECEMBER 2024
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Aside from the relative normality of all-time
highs, our chart highlights another key trend: US
equity markets have been outperforming Europe —
and notably, the rest of the world — for years. This
effect was especially pronounced in 2024, with US
stock indices outperforming their European coun-
terparts by three to four times — and even more
dramatically in the technology sector. Over the
past ten years, which were turbulent in many re-
spects, the S&P 500 has gained 250 percent, while
leading indices in Europe and Switzerland have
“only” roughly doubled.

American dominance

The positive financial-market performance in
2024 in both equities and bonds is primarily based
on a stable global economic environment and a
general decline in inflation. Central banks — some
earlier (like the SNB in Switzerland), some later
(like the Fed in the USA) — were able to cut interest
rates in response to settling prices and not as
emergency measures against a recession which ac-
tually did not materialise against the expectations
of many. Also, currency markets remained largely
stable; only the US dollar stood out with modest
but steady appreciation.

A significant boost also came from the revolu-
tion in artificial intelligence, which originated in
the USA and has been enriched with a good deal
of imagination. As in the previous year, US market
performance was heavily driven by the so-called
“Magnificent 7" technology companies: Alpha-
bet, Amazon, Apple, Meta, Microsoft, Nvidia and
Tesla. These seven companies now account for
over 25 percent of the entire global stock market
—a level of concentration that raises questions.

But what is the source of this dominance, and
the growing disparity between the USA and the
rest of the world in recent years? We propose the
following thesis: it is not primarily about who
serves as President of the United States — despite
the media's tendency to label US election out-
comes as “historic” every four years. Of course,
individuals matter and can have an impact, but the
key lies elsewhere: the size and openness of the
domestic market, the breadth and depth of finan-
cial markets, a well-functioning rule of law, pro-
tection of property, labour market flexibility, ex-
tensive economic freedom, clearly limited regula-
tions, a fair and moderate tax system, top-tier ed-
ucational institutions, a functioning separation of
powers between the executive, judiciary, legisla-
ture, and federal states, an independent central
bank with stability-oriented monetary policy, a solid
capital base built over decades, and an effective
system for internal and external security. These and
certainly other factors define a country's interna-
tional competitiveness. Perfection is not required —
it is enough to be better than the competition. And
despite all scepticism and criticism, the combination
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of prerequisites in the USA seems, for the foresee-
able future, to be better than in other major eco-
nomic areas. Europe, which would have similar po-
tential in terms of institutions and the domestic
market, seems increasingly weaker in comparison.

The dominance of the USA is evident in not only
the performance of equities, but also their valua-
tion. As our chart below shows, US equities — and
in particular the seven major technology compa-
nies — have been systematically valued higher than
the European share market for years. At the same
time, it is striking that Switzerland consistently lies
closer to the USA in terms of valuation — the com-
bination of factors seems to be quite attractive
here as well.

PRICE-EARNINGS RATIOS, JANUARY 2015 — DECEMBER 2024
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on the relationship between expected corporate earnings and price.

Fundamentally, a higher valuation need not be
negative — quality can indeed justify a premium.
Nevertheless, it must be noted that the US stock
market now appears expensive according to a
number of indicators. By the end of 2024, price-
to-earnings ratios for the overall market were at
historical highs — since 1900, they have only been
higher before the dot-com bubble burst in early
2000. There is also the pronounced imbalance in
major aggregates: the USA, with just 4 percent of
the world’s population, accounts for nearly 25 per-
cent of global GDP and almost a third of all corpo-
rate profits — and over 70 percent of the global
equity market. Many analysts refer to this as being
“priced for perfection”.

Lingering uncertainty

Human expectations are shaped by recent past
experiences, which is why extrapolation is such a
popular forecasting method. It is therefore rea-
sonable to assume, at least for the near future,
that the USA will continue to be dominant. Ac-
cordingly, both American equities and bonds
should feature in a globally diversified portfolio,
albeit for different reasons. In our equity invest-
ments, the USA currently accounts for just over
30 percent. We review this allocation regularly
but are also mindful of the concentration and rich
valuations of American shares, particularly in the
technology sector. For this reason, we also hold
more attractively priced shares from Europe and
Switzerland. Above all, however, we ultimately
do not invest in countries but in global enter-
prises. These firms are, as a rule, already strongly
present in the US market.

Similar to a year ago, we observe an overall re-
markable discrepancy between the positive senti-
ment in financial markets and considerable un-
certainties in geopolitics and the economy, par-
ticularly in Europe and China. In this context, the
sharp rise in the price of gold is a warning sign. It
has surged by almost 30 percent in US dollars in
2024. Central banks in “BRICS"-countries like
China are buying gold to reduce their reliance on
the dollar and challenge US dominance. Tensions
are brewing beneath the surface, and troubling
surprises are possible on many fronts. Financial
markets would likely react strongly to such
events. As 2025 begins, it remains essential to re-
assess portfolio positioning and ask oneself
whether a severe correction could be weathered
both financially and emotionally.

At least the re-elected President Trump is no
longer the sole figure in the crystal ball at the end
of 2024. In The World Ahead, he is now accom-
panied by (political) US entrepreneur Elon Musk,
under the title “Disrupter-in-chief”. The outlook is
less bleak, with attention also paid to the oppor-
tunities that change can bring. Let’s hope that 7Ae
Economistis correct in this assessment.

1A, 31.12.2024
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TECTONIC UPHEAVAL

t the dawn of 2025, the world casts its

watchful gaze upon America, for the new

— yet familiar — president remains a figure
to whom many struggle to acclimate. The majority
of soothsayers had grievously misjudged the out-
come. Only a few had predicted such a decisive
victory for Donald Trump. The “Juste Milieu”, that
self-righteous, self-appointed political elite on
both sides of the Atlantic, persists in clinging to
the vain hope that this all might yet dissipate like
some terrible nightmare.

Yet it will not. Trump has already made signifi-
cant appointments and defined key issues. The in-
fluence of entrepreneurial maverick Elon Musk
grows more apparent with each passing day. One
must prepare for fundamental change, regardless
of how obstinately the dinosaurian US administra-
tion might resist. Already, however, discernible
contours are beginning to emerge.

The most steadfast principle has been the deter-
mination to preserve the dollar’s global monopoly.

Only so can the enormous US deficit be financed.

The new US administration appears intent on
swiftly reversing the zeitgeist of “wokeism” and
the perceived excesses of diversity advocacy. It
finds itself buoyed by the support of the masses —
including, intriguingly, societal groups historically
disadvantaged. Donald Trump benefited from their
votes, as they had become disillusioned with the
Democrat-dominated elites at US universities. How-
ever, the departure from politically correct thought
and expression will not be painless. The majority of
the media remains ideologically opposed, and vast
sums have flowed — and continue to flow — into
NGOs and institutes devoted to these themes. Such
lucrative terrain will certainly not be relinquished
without a fight, particularly as battles waged in the
name of “the disadvantaged” are rhetorically po-
tent. Tectonic shift, first fault line: universities.

A second fault line stems from the projected fis-
cal and economic policies. On one hand is a stated
ambition to economise on the administrative side
—a goal for which Elon Musk has been strategically
positioned early. On the other hand, the admin-
istration seems intent on resurrecting a traditional
industrial policy, one that prioritises domestic pro-
duction over cheaper imports. Tariffs (and non-tar-
iff barriers) are poised to lend weight to realising
this Trumpian imperative. The problem: inflation,
which has only just been tamed, may rear its head
once more. The tectonic rift here lies between the
government and the Federal Reserve, between
Trump and Powell. If Powell loses, which seems
likely, a more compliant governor may further re-
lax monetary policy. This, in turn, would have the
potential to disrupt bond markets.

The third fault line is the US dollar itself. Over re-
cent years, successive administrations, regardless of
political stripe, have increasingly weaponised the
dollar to achieve geopolitical objectives. Sanctions
with capital flow restrictions here, freezing previ-
ously sacrosanct assets there, and transaction con-
trols everywhere: the global currency with monop-
oly status has been increasingly used — or, if you will,
misused. The stakes are now higher, as the new
Trump administration — with Elon Musk and, by ex-
tension, much of Silicon Valley whispering in its ear
— appears inclined to allow cryptocurrencies to flour-
ish. Yet, state-controlled money as an instrument of
coercion and free-market alternative currencies are
inherently contradictory. To date, the most stead-
fast principle of US policy has been the determina-
tion to preserve the dollar’s global monopoly. Only
so can the enormous US deficit be financed.

Liberal political systems tend to enforce a meas-
ure of equilibrium. This, indeed, is why | admire
such tectonic disruptions. They compel pragmatic
responses, even from a government as seemingly
resolute as Trump's. The everyday realities will be
another matter entirely.

KH, 31.12.2024
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