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INVESTMENT UPDATE  
SECOND QUARTER 2025

REPEATED SHOCKS YET ALL-TIME HIGHS

If one looked only at the S&P 500’s beginning and ending levels, one might conclude that not much happened in 

the first half of 2025. The Index opened on January 2 at 5,903 and closed on June 30 at 6,205, generating a 

6.2% total return over six months. Similarly, 10-year U.S. Treasury yields started the year at 4.54% and finished 

slightly lower, at 4.23%. The similarity of the endpoints, however, masks ample volatility, triggered by three 

largely unrelated shocks.

 ▪ Chinese tech rivalry:  In January, news of a Chinese artificial intelligence (“AI”) model named DeepSeek 

caused a sharp fall in high-flying tech stocks such as Nvidia.  DeepSeek’s technical capabilities and 

significantly lower development cost led many observers to conclude that U.S. dominance in technology 

is nearing an end. 

 ▪ Sky-high tariffs:  On “Liberation Day” (April 2), the U.S. announced that it was imposing tariffs ranging 

from 10% to 50% on roughly 200 trading partners, claiming that unfair terms of trade had hurt U.S. 

manufacturing. The S&P 500 fell over 12% in just four trading sessions. Investors feared that this abrupt 

reversal of the long trend toward tariff-free trade and global integration of manufacturing would slow 

economic growth and raise inflation.

 ▪ War:  On June 13, Israel bombed several military and political targets in Iran, claiming Iran was close to 

producing a nuclear bomb. Just nine days later, the U.S. bombed three Iranian nuclear facilities. Oil prices 

spiked over 15% in June on investor fears that the war would keep Iran’s 3.3 million barrels of daily oil 

production from the global market.  

U.S. equity markets snapped back after each shock. Fear of the U.S. losing its dominance in tech subsided as 

four tech giants (Alphabet, Microsoft, Meta and Amazon) increased capital spending and reiterated their 

optimistic projections for AI. Fear of tariffs evaporated when, just a week after “Liberation Day,” the U.S. 

announced it would pause implementation for at least 90 days. It took just a few hours for fear of war to subside, 

as equity investors recalled that armed conflict usually stimulates economic growth and equity performance.

These market snap backs reinforced the “buy the dip” mentality that has driven equity investors for most of the 

past decade. After falling almost 20% from February 19 to April 8, it took only 55 trading days for the S&P 500 

to set a new all-time high. Never before has the S&P rebounded from a decline of over 15% to an all-time high in 

a shorter period of time. Investors appear to have jumped right back to an all-in bet that AI-driven productivity 

gains will fuel continued declines in inflation and solid earnings growth. Consensus expectations call for two 

“There are decades where nothing happens, and weeks when decades happen,” Vladimir Lenin famously said.     
The first half of 2025 seems like the latter: a brief period in which decades of transformative change occurred. 
U.S. equity markets appear optimistic that these changes will not hurt companies’ ability to generate ever higher 
profit margins. We have our doubts and believe that a balanced, discerning investment approach is more 
important now than ever.
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interest rate cuts in the second half of 2025 and strong earnings growth of almost 7%.  While not impossible, 

this scenario is not probable in our view. The recent rebound leaves U.S. equity market valuations near their 

all-time high and “over-owned,” particularly by U.S. households. 

Investors in U.S. fixed income and currency markets appear notably less sanguine. The yield on 10-Year U.S. 

Treasuries rose and the U.S. dollar fell during the April equity market selloff. That is highly unusual. In every 

crisis-driven equity market drop for the past 50 years, global investors flocked to the safety of U.S. Treasuries and 

the U.S. dollar, which drove yields lower and lifted the dollar’s value versus other currencies. The fact that the 

opposite occurred during this crisis may prove to be a significant turning point in the U.S.’s role in global financial 

markets. Only time will tell.

WHAT IF GLOBALIZATION REVERSES? 

Global integration had been underway for many decades when it began to speed up in the early 1990s. First, after 

the Berlin Wall fell, capital began pouring out of the West in search of opportunities in Eastern Europe, Asia and 

other emerging markets. Then, in 2001, China joined the World Trade Organization, setting off a surge in global 

trade that deepened the integration of manufacturing and supply chains. Companies relocated production to 

regions where labor and other inputs (including energy) were available at lower cost, and they could sell to local 

consumers. Global trade continued to grow meaningfully as a share of GDP until the Global Financial Crisis of 

2008-2009. Since then, it has bounced around that peak level. 

U.S. Equities Are Expensive and Heavily Owned

Source: FactSet Source: Ned Davis Research, Inc.

S&P 500 P/E  
(Next Twelve Months)

Stocks as a Percentage of  
U.S Household Financial Assets  

(Adjusted for Pension Funds)
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Source: The World Bank

World Trade as a Percent of GDP 
(Sum of Exports and Imports of Goods and Services)

After Strong Growth, World Trade Has Leveled Off

Globalization has its advocates and its critics, but deepening economic integration over decades has led to two 

undeniable trends in the world economy:

 ▪ Developing economies, most notably China, experienced a dramatic rise in per capita GDP, due to rapid 

export growth, sustained capital inflows and rising productivity, and

 ▪ The prices of globally traded goods fell significantly relative to prices of other goods, bringing down 

overall inflation. Consequently, interest rates in high-income countries fell steadily in both real and 

nominal terms.

The largest beneficiaries of these trends were Chinese labor, U.S. multinationals and global owners of capital 

(investors). The biggest losers were factory workers in the developed world. Since 1990, over 800 million people 

in China have been lifted out of extreme poverty. Western businesses and U.S. multinationals also reaped massive 

gains. Moving production offshore boosted corporate profit margins and eroded labor’s bargaining power, 

allowing the business sector to take a larger share of national income.

Real wages for American workers have lagged behind output per worker, and wages as a share of GDP have 

dropped steadily since the late 1980s. At the same time, corporate profit margins have expanded to an 

unprecedented level.
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1 Rebased to Q1 1985 = 100.
Source: Alpine Macro

Productivity Outpaced Wages...

The Winners and Losers of Globalization

1 Shown as 12-month moving average; rebased to Jan 1986 = 100. 
2 U.S. National Income and Product Accounts before taxes; shown as 3-year 
moving average.
Source: Alpine Macro

Expanding profit margins encouraged massive inflows of foreign capital into U.S. financial markets, which both 

reduced the cost of capital for U.S. companies relative to their foreign peers and lifted U.S. asset values. 

All else being equal, declining global integration will lead to: 

 ▪ Higher prices for goods,

 ▪ Higher interest rates,

 ▪ Higher wages, and

 ▪ Lower corporate profit margins.

Few economists will argue that the net economic benefit of tariffs and other trade barriers is positive. However, 

several non-economic rationales, including national security, may justify trade barriers in certain sectors.

If the Trump Administration ultimately succeeds in imposing higher U.S. tariffs, and thereby reduces U.S. 

consumption of imports, foreign countries can choose one of two paths: either produce fewer goods or consume 

more. If too many countries opt to produce less, a global recession would likely ensue. If enough opt to consume 

more, the global economy will likely become more balanced and grow faster, but with a greater share of the 

growth generated outside the U.S. 

Both Europe and China appear to be choosing to encourage greater consumption. Both regions have increased 

fiscal stimulus and lowered interest rates. In the short term, reduced U.S. demand for imports would create 

excess manufacturing capacity and likely spur non-U.S. suppliers to lower prices, reducing inflation abroad. 

Longer term, other nations choosing to run their economies “hot” will likely lead to higher inflation everywhere, 

less efficient supply chains and greater demand for commodities and infrastructure. 

...Making Companies More Profitable
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THEMATIC UPDATE

Equity investors may be starting to discount this possibility. Markets outside the U.S. outperformed the S&P 500 

in the first half of 2025. The MSCI All Country World ex USA Index generated a total return of 17.9% year-to-date. 

We continue to see attractive investment opportunities in both our End of Disinflationary Tailwinds and 

Opportunities Abound Abroad themes.

We are actively adjusting the emphasis in our Heterogeneous Computing theme. To date, it has focused primarily 

on semiconductors and technology hardware and equipment stocks, many of which greatly benefited from the 

AI-related capital spending boom. We are shifting our focus towards software, services and applications that are 

well-positioned to capitalize on the infrastructure spending that has already occurred.

While we believe that AI has great long-term potential, we worry that the market is overly optimistic about its 

short-term impact. For example, The Carlyle Group estimates that more than $1.8 trillion will be spent on AI 

infrastructure by the end of the decade. But according to Coatue, another global investment firm, the combined 

sales of AI services are projected to be less than $20 billion in 2025. Even if AI service revenue doubles every year 

for the next five years, the aggregate revenue generated over those years would cover only about 70% of the 

projected capital spending. Few would consider that to be an acceptable rate of return. As companies and 

investors stare at this possibility, we expect the rapid growth in AI-related capital spending to level off in the 

quarters ahead.

We are phasing out our Post-Pandemic Consumer theme. While work-from-home and other lifestyle changes 

ushered in by the pandemic are likely to persist, we think these trends are now reflected in current valuations.

Source: WFH Research

U.S. Full Days Worked from Home 
As of May 2025

Work from Home Stabilizing at Roughly 1.5 Days per Week

We believe global markets are still digesting the long-term implications of the policy changes and geopolitical events  

of the past six months. The magnitude of these changes suggests the reverberations will be significant, but unfold  

over years, not months or weeks. We remain intensely focused on our deep Thematic research. We are actively work-

ing on a new theme that we may introduce to portfolios in the second half of this year if our research substantiates 

some of our initial hypotheses. More generally, we continue to position portfolios relatively conservatively and look 

abroad for new opportunities. We are grateful for our clients’ continued support in this endeavor.
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SIGNIFICANT PORTFOLIO ACTIONS IN THE SECOND QUARTER

CrowdStrike Holdings, Inc. 
During the second quarter, we initiated a position in CrowdStrike Holdings, Inc., a cyber security technology 

company, as part of our Age of Heterogeneous Computing theme. CrowdStrike is an industry leader within a 

secular growth category and has exhibited continued strength in growth areas, including Cloud Security, 

Identity Protection, and Next-Gen SIEM (Security Information and Event Management). We believe CrowdStrike 

has overcome headwinds associated with last year’s outage, and that new programs and AI investments will 

drive faster platform adoption.

BWX Technologies, Inc. 
During the second quarter, we initiated a position in BWX Technologies, Inc., a nuclear solutions and services 

company, as part of our Age of Heterogeneous Computing theme. With the massive buildout of data centers and 

proliferation of AI development, nuclear power has become a focus for policy makers and large consumers of 

power, given its ability to serve as a stable base load power source. BWX Technologies has a long history of 

technical expertise in nuclear power systems as a supplier to the defense industry and commercial nuclear 

reactor developers. They have a robust services segment that focuses on siting/permitting new reactor sites, 

facilities management, and decommissioning. With this diverse set of capabilities, BWX is well-positioned to 

benefit from increased use of nuclear power globally.

Airbus SE 

During the second quarter, we initiated a position in Airbus SE, the European aerospace and aircraft 

manufacturer, as part of our Opportunities Abound Abroad theme. Demand for air travel has grown steadily and 

European nations have committed to spending more on defense given the geopolitical volatility in the region. We 

believe Airbus is well-positioned to capitalize on these dynamics, as it controls roughly half of the commercial 

aircraft market and derives significant revenue from its defense, communications, and space operations.

THEMATIC CHANGES: POST-PANDEMIC CONSUMER

We are phasing out our Post-Pandemic Consumer theme. While work-from-home and other lifestyle changes 

ushered in by the pandemic are likely to persist, we think these trends have stabilized and are now reflected in 

current valuations. During the second quarter, we exited three positions in this theme: Walt Disney Company, 

American Express Company, and Fiverr International Ltd. We are assessing the ongoing role in the portfolio of 

the remaining four names in this theme.
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that the future performance of any specific investment or investment strategy will be profitable, equal any historical performance level(s), be 
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