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REVIEW
THE FINANCIAL MARKETS IN MARCH

Political statements on tariffs, investments, defence
and fiscal policy continue to dominate everyday life on
the financial markets. It should be clear to everyone by
now that we are at the beginning of a structural change
in cooperation between countries and therefore in the
world order. It is therefore not surprising that fluctua-
tions on the stock markets have increased significantly.
The divergence within the indices is higher than it has
been for a long time. In Switzerland (SMI), Nestle has
gained almost 20% in value this year, while Sonova has
lost more than 10%. The picture is similar for the 50
largest European companies (EuroStoxx 50), with Banco
Santander increasing in value by 44% and the share
price of Pernod Ricard falling by more than 15%. Among
the largest 100 American companies, the divergence is
even greater - while CVS Health rose by more than 50%,
Tesla lost more than 30% in market capitalisation.

Market participants are now questioning the Ameri-
can ‘exceptionalism’ that has emerged in recent years,
mainly thanks to tech companies - also because vari-
ous countries in Europe are increasing their spending
and making investments. This is reflected not least in
the outperformance of European share indices com-
pared to their American counterparts. Two thoughts
on this. 1) It is and will be difficult for any company to
reduce its dependence on American tech companies in
the coming years. Think of computers, clouds, mobile
phones, search queries, etc. The costs would be huge,
the alternatives are (still) rare and the effort involved
would be very high. 2) Depending on the source, pas-
sive investments now account for up to 60% of global
equity market capitalisation.

And the USA has a 66% share of the global equity index
(MSCI ACWI). For the US share to fall significantly, the
40% market capitalisation of active managers would
therefore have to build up extreme underweights in the
US - which they are unlikely to do due to the ‘career
risk’. Or the strategies driven by ‘machines’ would have
to avoid the USA, which will probably only happen to
a certain extent, as these strategies have risk (tracking
error) requirements that mean that index deviations will
not be too large.

At the beginning of the month, Christine Lagarde
implemented the next interest rate cut in Europe. This
is despite the fact that interest rates in Europe have
recently risen significantly due to rising defence spend-
ing. For Friedrich Heinemann from the ZEW economic
research institute, the central bank is nevertheless at
a critical point. ‘The ECB must now be very careful not
to minimise clearly recognisable inflationary risks, as it
did once before during the pandemic,” said Heinemann.
‘Monetary policy must not continue to step on the gas
when fiscal policy is at full throttle.’

Unlike in Europe, the US Federal Reserve is leaving key
interest rates unchanged in the range of 4.25 to 4.5%.
According to the monetary authorities, the potential
impact of President Trump’s punitive tariffs increases
the chances of a stagflation scenario. In other words,
an environment in which growth rates decline and infla-
tion rates rise. The currency watchdogs now expect
GDP growth of 1.7% for 2025, compared to the previous
forecast of a growth rate of 2.1%
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OUTLOOK
STAGFLATION?

The Atlanta Fed publishes an estimate of current eco-
nomic growth on a weekly basis. However, many inves-
tors rubbed their eyes when this suddenly collapsed at
the end of February, signalling a recession in the USA.

However, this fear disappears as soon as you look at the
data behind the Atlanta Fed’s model. Two months into
the first quarter - with only January data and a Feb-
ruary release - the estimate for US economic growth
(GDPNow) relies on very incomplete data sets to pro-
vide a complete picture of the quarter. GDPNow is his-
torically very volatile. The main driver behind recession
expectations is imports, which have outstripped exports.
This is because American importers feared the threat of
tariffs and were quick to import as many goods as pos-
sible. There was also a strike by harbour workers on the
East Coast, which slowed exports. Regardless, a sharp
increase in imports does not demonstrably indicate
economic weakness, but may indicate healthy demand
and/or the expectation of companies to meet expected
demand. Interestingly, the estimates of the New York
Fed or the St. Louis Fed do not indicate a recession.
This is also because in times of political changes (tariffs,
taxes, ...) the estimation methods used can be very sen-
sitive under certain circumstances.

Meanwhile, inflation remains stubborn. In the USA,
inflation is unlikely to return to familiar levels without
a recession. It is much more likely that inflation rates
will be between 3-4% in the coming quarters. This is
also because the US housing market is structurally tight.
More new homes are still being built than there is new
housing stock.
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Furthermore, liquidity is being insufficiently contained.
The money supply (US broad money supply) continues
to rise and credit growth is also increasing. With Pres-
ident Trump’s executive order on the US border, there
will be a positive shock on the labour market and work-
ers will become scarce again.

Even before the new government takes office in Ger-
many, the Bundestag reacts to the latest changes in
US security policy. Gigantic investment and defence
spending has been announced. In total, additional debt
of around EUR 1.5 trillion will be taken on over the next
few years. This could increase German national debt by
up to 34% to 97% of GDP. The debt brake will be relaxed:
defence spending now only has to be financed at 1%
within the debt brake. By way of illustration: Germany’s
GDP is EUR 4.4 trillion, 3% is to be invested in defence
spending (according to NATO), which corresponds to
EUR 132 billion, of which only around EUR 44 billion
(1%) now has to be financed within the framework of
the debt brake. The countries are also now allowed to
aim for annual new debt of 0.35% of GDP - previously
the budgets had to be balanced. In addition, a special
fund of EUR 500 billion will be created, including for
infrastructure expenditure (renovation and construction
of bridges).
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FOCUS
WILL THE ‘MAR-A-LAGO ACCORD’ CHANGE THE WORLD
ORDER TO THE SAME EXTENT AS THE ‘BRETTON WOODS
AGREEMENT’ AFTER THE SECOND WORLD WAR?

MAR-A-LAGO ACCORD

The term Mar-a-Lago has gained prominence following
the publication of a paper by Stephen Miran in Novem-
ber 2024. Mar-a-Lago is also the president’s personal
retreat location in Florida. In it, Miran proposes several
strategies to reform global trade and counteract the eco-
nomic imbalances that he believes are caused by a dollar
that is too strong. Miran himself worked in the Treas-
ury Department under Steve Mnuchin during Trump’s
first term and then moved on to Wall Street; he is now
head of all economic advisors in the Trump administra-
tion. His ideas are not new and are also based on articles
by Zoltan Pozsar (ex-CS economist) and Scott Bessent
(Treasury Secretary and former hedge fund manager).

According to the Mar-a-Lago Accord, a three-pronged
approach should be taken to tackle the US national debt.

1.Tariffs: The use of tariffs as leverage to force other
countries to meet US demands and as a means of rais-
ing revenue.

2.Sovereign Wealth Fund: Establishment of a US sover-
eign wealth fund to monetise undervalued US assets
(e.g. revaluation of gold reserves) in order to generate
capital.

3.Debt swap/rescheduling’: Requiring NATO countries
and other allies to pay for the US military protection
they have received for decades, possibly through debt
swaps in which existing debt is exchanged for long-
term zero-coupon Treasury securities.

While the details remain speculative, the general prem-
ise behind the Mar-a-Lago deal revolves around Trump’s
commitment to boosting American manufacturing and
exports. The challenge lies in the current strength of
the dollar, which hurts the competitiveness of US goods
abroad. With the US trade deficit set to reach a record
$1.2 trillion in 2024, some economists argue that a
weaker dollar could help close the gap by increasing the
attractiveness of American exports.

1. TARIFFS

Trade and tariff adjustments could play a central role, as
Trump has expressed the idea of replacing the Internal
Revenue Service with an ‘External Revenue Service’ that
collects money from foreign countries. This points to a
shift towards an economic policy that could force trad-
ing partners to comply with regulations.

TARIFF TIMELINE

Executive order
imposes 25% tariffs
on Canada and
Mexico, and 10% on
China

Trump announces
tariffs on Canadian
steel and aluminum
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Trump threatens Trump threatens to Trump threatens
reciprocal tariffs on double tariffs to 50% 200% tariff on EU
Canadian dairy and on Canadian steel wines, alcoholic

lumber and aluminum; products

Canada backs off

electricity surcharge;
Trump backs off 50%
threat
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Currency intervention could also play a role, with gov-
ernments potentially agreeing to co-ordinated efforts in
the foreign exchange markets to adjust currency values.
However, given today’s massive daily foreign exchange
trading volume of $7.5 trillion, direct intervention may
be less effective than in the 1980s.

2. SOVEREIGN WEALTH FUND

The core idea is to monetise the assets of the United
States, with an initial focus on revaluing the gold
reserves. This could generate significant capital (hun-
dreds of billions of dollars). At current market prices, the
gold stored at Fort Knox, Kentucky, and other locations
would be worth about $758 billion, but due to a 1973
law that sets the price, it is only valued at $11 billion on
the Federal Reserve’s balance sheet. Both Trump and
Elon Musk have expressed an interest in reviewing Fort
Knox’s gold reserves, fuelling speculation.

Bitcoin is also expected to play a decisive role in a pos-
sible sovereign wealth fund for the USA. While some in
the Bitcoin community are enthusiastic about poten-
tial Bitcoin purchases by the government or a Bitcoin
reserve, the most likely scenario is the transfer of
already confiscated Bitcoin (worth around 12 billion US
dollars) to the sovereign wealth fund.

However, the American sovereign wealth fund would be
the first of its kind, as the USA has a very high level of
debt. Normally, countries with high asset values such
as oil use sovereign wealth funds to secure the income
from this finite’ asset for future generations with invest-
ments. The description of the US sovereign wealth fund

Sovereign
Wealth Funds

—_— CHINA
ABU DHABI INVESTMENT

INVESTMENT
AUTHORITY (ADIA)

$6498

KUWAIT
INVESTMENT

MEN
CORPORATION (CIC)

$1.2T

tends more towards a ‘leveraged hedge fund’ model,
where the government borrows money to invest in
assets in the hope of outperforming interest rates.
There are concerns about government speculation with
public money, potentially leading to rising interest rates
for citizens, as well as the possibility of poor manage-
ment leading to losses. There are also ethical concerns
about the government’s involvement in private compa-
nies, which allows it to influence internal decisions.

3. DEBT SWAP

For 80 years, the US has provided security to many
nations (mainly through US naval patrols of the world’s
oceans) in exchange for its alignment with the West and
democratic values. The US has not directly charged for
these protective services. Trump sees this as a ‘pawn
sacrifice’ by the US and wants countries to pay for the
security they receive. He wants NATO countries to spend
at least 5% of their GDP on defence, with some of this
money presumably flowing back to US arms companies.

The core concept is for countries with large debt hold-
ings to swap existing government bonds for 100-year
or perpetual, interest-free, non-tradable government
bonds (essentially giving up a liquid, interest-bearing
asset for an illiquid, interest-free asset). This would sig-
nificantly reduce the burden of interest payments on
the US and thus improve the national budget.

But why would countries agree to such a demand? The
threat is that the USA could withdraw its security guar-
antees if countries refuse.
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This could mean a reduction in naval protection, a
weakening of the NATO alliance obligation (Article 5)
or a general reduction in military support for the USA.

SUMMARY

Increasing the competitiveness of American industry is
not just about a weaker US dollar, but also about invest-
ment. The irony is that unless the US government is able
to reduce the budget deficit or encourage Americans
to save more and consume less, or divert investment
from other sectors of the economy, these investments
in manufacturing will have to be financed by loans from
abroad, making the US dollar stronger, at least tempo-
rarily. However, a weaker US dollar is seen as a mecha-
nism to strengthen American competitiveness.

To blame reserve currency status for the failure of US
governments to support their people through inevitable
structural adjustments is a distortion of the truth. While
it may be true, as Miran says, that ‘this overvaluation
has weighed heavily on American manufacturing and
favours wealthy Americans’, this ignores the growth of
the US tech sector, which has made the United States a
more attractive investment destination and driven the
overall shift in demand away from goods to services.

The forced conversion of US government bonds will
reduce liquidity and accelerate the shift away from the
US dollar as a reserve currency. The large secondary
market for US government bonds and the dominance of
the US dollar in trade and financial flows have been an
important element of US exceptionalism.

Its role as a reserve currency has allowed the US to
maintain much larger budget deficits without suffering
from much higher interest rates or having its currency
collapse as investors rush out the door. The short-lived
career of Liz Truss as UK Prime Minister shows the costs
that financial markets impose once they decide that a
fiscal policy is unsustainable.

One of the most consequential conclusions from the
Mar-a-Lago talks is the positive impact on the gold
price. A weaker dollar historically drives demand for
gold as a store of value, and the uncertainty surround-
ing US debt policy could further increase the metal’s
appeal.

Even though the Mar-a-Lago agreement is more of a
concept than a concrete policy, its potential impact is
enormous. The coming months will show whether the
Trump administration will formally pursue these strate-
gies or whether they will remain theoretical discussions
among economists and strategists.

However, the discussion about possible measures is
already damaging global stability. If countries refuse
to pay or default on debt, Trump could impose tariffs,
leading to a breakdown in international relations and
potentially a break-up of the existing global order. The
Eurocrats could reject this and refuse to negotiate with
Trump.

Some countries might prefer to pay protection money to
rivals like Putin or Xi rather than accede to US demands.
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While some argue that it is time for other nations to
pay for security, others fear that the abolition of ‘free’
protection would lead to countries no longer aligning
themselves with the US on global political issues.

The Mar-a-Lago concept has the potential to be a
defining moment, comparable to other comprehensive
agreements that transform the global economy and
relations between nations.
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