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Understanding Trump’s Foreign Policy

We've been taking some flak from readers
about our coverage of the Trump admin-
istration. This happens every time a new
president takes office.

Our geopolitical method has not changed:
we focus on how politicians and states ratio-
nally pursue power. We recognize irratio-
nality but we relegate it to risk, which we try
to quantify, or uncertainty, which cannot be
easily quantified.

If Trump’s policies can be explained

from the perspective of the US’s rational
self-interest, then they are not simply the
outgrowth of his head. They may last longer
than his four years in office. That would be
important for global investors to know.

(And yes, he will leave office no later than
January 20, 2029 ... we give 100% probabil-

ity.)

First,
A Look At The Selloff ...

In our annual outlook we argued that “This
Trump Is Different” because as a second-
term president he was ineligible for reelec-
tion and less restricted by his political party
or public opinion.

We said that he would implement tariffs
early in his administration — and that tariffs,
combined with the exhaustion of excess
consumer savings, would result in a down-
turn in the US stock market.

Volatility bottomed in early 2023, then
tested that bottom in mid-2024, around the
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CHART 1
Volatility Returns, Will Go Higher
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time President Biden fell apart in the June
presidential debate (Chart 1).

Today volatility is surging on the tech selloff,
falling consumer confidence, and spiking
trade uncertainty.

Bond market volatility has not spiked as
much as equity volatility in recent weeks but
it has stayed elevated throughout the past
few years (Chart 1 again). The MOVE index
is likely to rise further in the near term, as
the bond market faces the combination of
growth risks, tax cuts, tariffs, and immigra-
tion curbs, which will pull in different direc-
tions. Credit spreads are widening. The term
premium is climbing upward.
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small caps resumed their long, brutal decline
relative to large caps (Chart 2).
Global large caps and small caps are outper-
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forming US peers in 2025 so far (Chart 3).
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from trade war but it makes sense given full report.
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recession, global large and small caps will
also roll over, and US assets may briefly
outperform again.
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