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Outlook  

We saw the hype for ‘American exceptionalism” peaking in the wake of Trump’s November victory, 

as virtually every voice in the market seemed to believe his plans to cut taxes and regulations would 

send the markets and dollar to new heights. Many even argued that tariffs would have a similarly 

boosterish effect, by reviving American manufacturing. They thought in short that American 

exceptionalism was bound to endure indefinitely.  

Then came the inauguration, and the tariff offensive. Even after the decline of the last month, the 

real value of the dollar remains at highs rarely seen since the end of fixed exchange rates in the early 

1970s. Despite falling 12 percent year to date, the S&P still trades about 15 per cent above its rising 

trendline for the last 150 years—leaving plenty of room to fall.  

 

Chart 1: S&P 500, Adjusted for Inflation, Plotted over its Long Run Trendline and Expressed in Log Terms 

 
Source: Robert J. Shiller, Breakout Capital  

 

Of course, “American exceptionalism” focuses on US performance versus the world. That too has 
begun to slip in recent weeks, yet US stocks are valued at a premium of 50 per cent above international 
markets — still close to the widest leads on record. America’s share of the main global market 
benchmark remains well over 60 percent even though its share of global GDP is well below 30 percent. 

Not everyone has gotten the memo that American exceptionalism is dead. Foreign investors, from 
Australian pension funds to Japanese insurance companies, keep moving money into the US. In recent 
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years, more than 80 per cent of the assets invested in stock market funds worldwide went to the US. 
Having more than tripled their American equity holdings to $20tn over the past decade, foreigners now 
own 30 per cent of the US stock market, a record high.  

In short, the overdue rebalancing of global markets has just begun, and is likely to play out for a long 
time. 

 

Chart 2: US as a Share of Global Indicators 

 
Source: Bloomberg, Haver, Breakout Capital Calculations 

 

Why the US remains deeply vulnerable: Much of the recent commentary suggests that Trump’s tariffs 
have disrupted a US economy that was otherwise in great shape, growing far faster than its peers. The 
assumption is that, were it not for the new president, the US would have continued to outperform. But 
this overlooks the many underlying flaws, including the fact that US growth had become overly and 
unsustainably dependent on spending by the government and by the very rich. Many Americans 
wanted major change, or for the system to be “torn down.” 

The US economy had never been this government-dependent before (with government and related 
sectors accounting for almost 85% of job growth in 2024), and running budget deficits of 6 per cent 
or more. The top 10% of earners drive almost 50% of the spending, a record in data going back to 
1989. Strikingly, new analyst estimates suggest that the only country in which Trump tariffs are likely 
to trigger stagflation—lower growth and higher inflation—is the United States.  

Meanwhile, in our opinion the rest of the world is getting its act together. Reacting in part to the 
potential damage from Trump tariffs, Germany has overcome its fear of debt to launch a big fiscal 
spending plan. China is considering a serious domestic stimulus plan, while launching low-cost 
alternatives to America’s expensive AI models. Across many emerging markets, far from turning 
inward like America under Trump, governments are looking to cut trade deals beyond the US and 
promote growth at home.  
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Chart 3. Government + ‘Education and Health’ as a % of Total Payroll Growth 

 

 
Source: BofA Global Investment Strategy, Bloomberg 

 

US Dollar at the cusp of a multi-year-bear market: The US has been able to run such high deficits 
thanks in part to the exorbitant privilege afforded by the dollar’s status as the reserve currency. Given 
foreign investors’ bullish views on the dollar, they have barely hedged their exposure, leaving the dollar 
as vulnerable as ever in our view.  

For decades, the United States has run a large international investment deficit, meaning Americans 
own far fewer assets abroad than foreigners own in the US. At the beginning of this decade, that deficit 
topped 50 percent of US GDP, a level that has often signaled currency decline in the past. And today 
the deficit is even wider, an astonishing 80 percent of GDP, while most other developed economies 
are running surpluses. 

 

Chart 4. Net International Investment Position (as a percent of GDP) 

 

 
 
Source: Haver, IMF, Breakout Capital Calculations 
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Make International Great Again: In the past, stocks around the world tended to do well when the US 
market did well, and poorly when the US did poorly. That tie has broken in recent times, as the hype 
around America sucked the money and life out of other markets. The link remains broken, only now 
we believe the US is faltering and the rest of the world is not. Capital flow has started to head for other 
international markets, with the European stock market having its best month for foreign inflows in a 
decade in March. While the recently announced tariffs by the US have resulted in tremendous global 
uncertainty, international markets including emerging markets and other global markets outside of US 
have outperformed the US month to date.  

These shifts, combined with a falling US dollar, could presage a comeback for international markets 
after 15 years of extreme underperformance.  

 

Chart 5. Emerging Market Equities’ Relative Performance to United States; Inverted Broad Dollar Index 

 

 
Source: Bloomberg, Breakout Capital Calculations 

 

 

 

 

Disclaimer 

Breakout Capital has entered into a strategic relationship with Rockefeller Capital Management ("RCM"). Neither RCM 

nor its subsidiaries have any investment or trading authority or risk management responsibility for Breakout Capital or 

over the positions held by Breakout Capital’s clients. RCM provides ongoing human resource related services to 

Breakout Capital.  

Past Performance is no guarantee of future results. In considering the performance information contained herein, 

prospective investors should bear in mind that past, forecasted or targeted performance is not necessarily indicative of 

future results, and there can be no assurance that comparable results will be achieved. Breakout Capital's views 

regarding certain potential market and economic trends are as of the date of this quarterly letter. These views are 

subject to change at any time without notice. This newsletter is accurate as of its date, and no representation or warranty 

is made as to its continued accuracy after such date. Breakout Capital or any of its authorized representatives has any 

obligation to update this newsletter at any time in the future.  
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Breakout Capital is a registered investment advisor. Registration does not imply a certain level of skill or training. The 

views of Breakout Capital expressed herein were current as of the date indicated above and are subject to change. 

Any performance data quoted represents past performance and does not guarantee future results. This communication 

does not constitute investment advice and is for informational purposes only. An investor should assess his/her own 

investment needs based on his/her financial circumstances and investment objectives. Neither the information nor any 

opinions expressed herein should be construed as a solicitation or a recommendation by Breakout Capital to buy or 

sell any securities or investments. To the extent that any information contained herein has been obtained from third-

party sources, such sources are believed to be reliable, but Breakout Capital has not independently verified the 

accuracy of such information.   

Certain information contained in this document constitute “forward-looking statements,” which can be identified by the 

use of forward-looking terminology such as “may,” “will,” “should,” “expect,” “anticipate,” “project,” “estimate,” ‘forecast,” 

“intend,” “continue,” “target,” or “believe” or the negatives thereof or other variations thereon or comparable terminology. 

Due to various risks and uncertainties, actual events or results or the actual performance may differ materially from 

those reflected or contemplated in such forward-looking statements.  

This information is not and may not be relied on in any manner as legal, tax, investment, accounting or other advice.  

The MSCI Emerging Markets Index (the “MSCI EM Index”) is a free-float-adjusted, market-capitalization-weighted 

index designed to measure the equity market performance of large- and mid-capitalization companies across 

emerging market countries.  

The MSCI All Country World Index (the “MSCI ACWI Index”) is a free-float-adjusted, market-capitalization-weighted 

index designed to measure the equity performance of large- and mid-capitalization companies across both developed 

and emerging markets. The index includes 23 developed markets and 24 emerging markets.   

The MSCI USA Index (the “MSCI US Index”) is a free-float-adjusted, market-capitalization-weighted index designed 

to measure the performance of large- and mid-capitalization equities within the United States. 

These indices are reviewed quarterly and rebalanced semi-annually. Index performance reflects the reinvestment of 

dividends but does not include the impact of management fees, trading costs, or other expenses associated with an 

investable product. The MSCI EM Index, the MSCI ACWI Index and the MSCI US index, are theoretical benchmarks 

and cannot be invested in directly. 

 
 
 
 
 
 
 
 
 
 
 

 


