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Historical Context for U.S.-based Investors

• The U.S. economy has grown faster than other developed 
economies over the last few decades

• Closely tied to the successful business sector, tech innovation, and 
hyper-scaler economy → the global expansion of the U.S. business 
sector

• Monetary and fiscal policy in the U.S. was increasingly 
accommodative, providing further tailwinds

• Despite low interest rates and loose fiscal policy, the U.S. dollar 
has appreciated significantly over the last 15 years

• U.S. policy was generally pro-globalization and pro-business

This may all be changing!
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Example:

Energy Costs Forecast Risk

Sources: https://www.eia.gov/outlooks/steo/ 

https://www.eia.gov/outlooks/steo/


“Tail Risks” Today?

© Prof. Christian T. Lundblad

Fund managers’ largest tail risks?



Possible Long-run Scenarios

Many possibilities, but here are some important issues being discussed 
regularly

1. Stagflation risk & Fed Independence

– Tariffs and a “Trump-Fed” lead to inflation, a slowing U.S. economy, and a 
further weakening of the U.S. dollar. 

2. Fragmentation

– U.S. isolationism; Tighter European (and other developed countries) alignment; 
Russia-China-India – could freeze out the U.S. from beneficial trade

3. Decline of USD dominance

– The U.S. has benefited substantially in the post-WWII period, but some 
commentators fear that current policy/risks (like those above) threaten its 
dominance

4. Fiscal irresponsibility

– The U.S. has been running unsustainable deficits forever. OBBBA is a 
continuation/institutionalization of these.
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The Roadmap for Labor, Inflation, 
and Fed Policy

The Federal Reserve is navigating conflicting signals — labor markets, 
inflation, market expectations — without a clear map.



U.S. labor market is clearly slowing 
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Source: https://fred.stlouisfed.org/graph/fredgraph.png?g=1Mym8&height=490

https://fred.stlouisfed.org/graph/fredgraph.png?g=1Mym8&height=490


Labor supply issues
U.S. Immigration

8No changes from prior quarter



Prices and inflation risks remain
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Source: https://fred.stlouisfed.org/graph/fredgraph.png?g=10Bnk

https://fred.stlouisfed.org/graph/fredgraph.png?g=10Bnk


U.S. Monetary Policy

Implications for borrowing costs….

https://fred.stlouisfed.org/graph/fredgraph.png?g=1psN1

https://fred.stlouisfed.org/graph/fredgraph.png?g=1psN1


U.S. Interest Rate Expectations
The view from inside and from derivatives markets
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Source: https://www.cmegroup.com/markets/interest-rates/cme-fedwatch-tool.html 

https://www.cmegroup.com/markets/interest-rates/cme-fedwatch-tool.html


Tariffs and Market Reaction: 
Liberation or Capitulation?



U.S. Tariffs (April 2, 2025)



U.S. Tariffs

Yale Budget Lab



Summary of U.S. Market Movements in 2025

Equities, bonds, and volatility are largely back to levels before “liberation day.” The USD and Gold are not!
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Fiscal Irresponsibility and the End 
of USD Dominance?



U.S. Fiscal Balance
The threat so few mention

Congressional Budget Office



U.S. Fiscal Balance
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Congressional Budget Office



U.S. Fiscal Balance
The threat so few mention

Congressional Budget Office



Possible Long-run Scenarios

Many possibilities, but here are some important issues being discussed 
regularly

1. Stagflation risk & Fed Independence

– Tariffs and a “Trump-Fed” lead to inflation, a slowing U.S. economy, and a 
further weakening of the U.S. dollar. 

2. Fragmentation

– U.S. isolationism; Tighter European (and other developed countries) alignment; 
Russia-China-India – could freeze out the U.S. from beneficial trade

3. Decline of USD dominance

– The U.S. has benefited substantially in the post-WWII period, but some 
commentators fear that current policy/risks (like those above) threaten its 
dominance

4. Fiscal irresponsibility

– The U.S. has been running unsustainable deficits forever. OBBBA is a 
continuation/institutionalization of these.
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The Challenge of Portfolio Resilience

Traditional diversification assumptions may be breaking down — equities and bonds 
may no longer be natural hedges.

Heavy allocations to private markets helped allocators achieve superior returns — but 
risks loom.



The Portfolio Construction Challenge

• Traditional Diversification at Risk:
Are equity and bond correlations shifting?

• The Illusion of Safety in Government Bonds:
Rising rates and inflation volatility threaten fixed income stability.
"Risk-free" assets may behave more like risk assets.

• Private Market Dominance and Illiquidity Risks:
Heavy allocations to private equity, credit, and real assets have been 
rewarded. But liquidity is precious in disruptions — and exits can be costly 
or impossible.



Workhorse: the 60-40 portfolio



Endowments Example

Average Allocation to Alternatives



Asset Allocation Benchmarking



Endowments Example

Average Allocation to Alternatives



Building Blocks vs. A Changing Regime?

• Long-horizon outperformance in private capital and hedge funds is real
and relevant [See several IPC papers on risk-adjusted performance and asset allocation]

• Earned under a macro regime of falling / low tariffs, Fed independence, 
low inflation, and capital market integration

• If policy now elevates trade frictions and politicizes monetary choices, do 
those historical payoffs map into the future?

Volatility: Macro shocks raise both public and private market volatility

Correlations: Policy surprises, dollar risk, and commodity shocks push 
correlations higher

Liquidity: Policy-led shocks raise redemption risk and limit exit optionality



History’s Rhymes and Lessons Forward

• 19th-century tariffs: Protectionism produced volatility and trade 
booms/busts.

• Wars: Policy coordination compresses dispersion short-term, then 
reshuffles winners.

• Depression: Policy uncertainty plus credit contraction raised tails and 
correlations.

• EM crises: Credibility loss spiked premia, FX volatility, and correlations.

Credibility premium: Predictable rules and institutions lower volatility 
floors.

Correlation: very state-dependent (dynamic)

Liquidity/exit options in an increasingly erratic world

Currency regime matters: Policy shocks raise dollar volatility and global 
funding risk.



When the World We Measured Becomes a Mirage

• The models and return histories we rely on were built in a very 
different regime

• If today’s macro foundations are shifting — politicized central 
banks, tariffs, fiscal cliffs, and dollar erosion — then the 
fundamental relationships on which we have relied may be 
illusions

• Diversification, alternatives, and even “safe” assets may not behave 
as we expect when the rules are being rewritten

• The true challenge: portfolio construction in a world where the 
building blocks themselves may be unstable

Strategic patience: maintaining discipline in the face of noise, while 
deliberately preparing for regime shifts that could upend traditional 
portfolio logic.
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