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Can Geopolitical Analysis Be Investment Relevant? 
Focus on the constraints over preferences. 
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Five Paradigm Shifts

I. From Multipolarity To… Conflict 
II. From Globalization To… Mercantilism 

III. From Legal To… Charismatic Authority 

IV. From Laissez-Faire To… Dirigisme

V. From Facts To… Conspiracies 
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Paradigm I: From Multipolarity To… Conflict  
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Investment Relevance Of Paradigm I: 

1. Multipolarity has lead to an increase in global conflict. 
2. Geopolitical risk is positive for safe haven assets and 

defense equities. 
3. The U.S. – the ultimate low-beta, closed economy –

has always benefited from global risks and conflict.  
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Paradigm II: From Globalization To… Mercantilism 
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Investment Relevance Of Paradigm II: 

1. Mercantilism is back: economics, trade, and finance 
will become tools of statecraft, manipulated by 
policymakers for geopolitical gains. 

2. Investing in Emerging Markets will require an 
understanding of geopolitical trends.

3. Good for consumer-oriented sectors and economies 
(DM and small caps), negative for export-dominated 
sectors and economies (EM and large caps). 

4. Good for inflation and commodities. 
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Paradigm III: From Legal To… Charismatic Authority

In his 1922 “The Three Types 
of Legitimate Rule,” sociologist 
Max Weber defines three forms 
of authority: 

• Traditional (monarchies 
and dynasties) 

• Legal-Rational 
(constitutional order)

• Charismatic (personality 
based)
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Investment Relevance Of Paradigm III: 

1. It is more difficult to predict the behavior of a 
charismatic authority, than a legal-rational one. 

2. Trump’s tweeter feed becomes more important than a 
bottom-up analysis (just ask Carrier, Ford, and 
Lockheed-Martin). 

3. The bond market is not pricing-in policy uncertainty.
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Paradigm IV: From Laissez-Faire To… Dirigisme
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CALCULATED AS AN EQUAL-WEIGHTED INDEX OF 5 STANDARDIZED COMPONENTS: LABOR PROTECTION INDEX, GOVERNMENT REVENUE AS A
PERCENT OF GDP, ALL-IN AVERAGE INCOME TAX RATE AT AVERAGE WAGE, REDISTRIBUTION EFFECT ON GINI COEFFICIENT, AND EASE OF
DOING BUSINESS RANKING.

SOURCE: OECD, WORLD BANK, BCA CALCULATIONS. 

© BCA Research 2016

Are The U.S. And The U.K. Moving To The LEFT Of The ECONOMIC INDEX?
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LEFT WING RIGHT WING

?
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Investment Relevance Of Paradigm IV: 

1. In 2017, the market will be shocked to find itself face-
to-face with a marginally more laissez-faire Europe 
and a marginally more dirigiste America and Britain. 

2. Investors should overweight European assets in a 
global portfolio. 

3. Populist economic policies in the U.S. will favor 
domestically oriented companies and small caps. 
Favor S&P 600 over S&P 500. 
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Paradigm V: From Facts To... Conspiracies 
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Investment Relevance Of Paradigm V: 

1. Fundamental analysis of a country’s political and 
geopolitical risk is now an essential tool in the 
investor toolkit. 

2. The polls did not get Brexit and Trump wrong, pundits 
and media did by understating the probability of anti-
establishment outcomes. 

3. Investors cannot rely on the media to gauge political 
and geopolitical risk. And there is no geopolitical 
Bloomberg terminal.
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Four Investment Themes In 2017 

I. Sino-American Tensions Are The Investment Risk In 2017 
And Beyond

II. Europe Is A Massive Red Herring In 2017 

III. Middle East Is No Longer Investment-Relevant
IV. Russia Is Not A Risk, But Neither Is It An Opportunity 
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Sino-American Tensions: Yes They CAN…

Constraints To Sino-American Conflict:
I. Economic 

II. Military

III. Regional
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Sino-American Tensions: Economic Symbiosis Is Over
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China Is Exporting Deflation 
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The U.S. Wants A Japanese “End-Game” For China 
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Geography Is Not A Constraint, It Is A Problem 
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Maritime Nature Of Disputes Makes Conflict More Likely
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China Lacks Regional Allies 
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Trump Is Not Constrained On Trade



Investment Implications Of Sino-American 
Tensions  

1. The market has priced-in the positive policies of the 
Trump administration (fiscal stimulus, tax reform, 
deregulation), but trade policy remains un-priced. 

2. Trump is unconstrained on trade when it comes to 
protectionism. 

3. The market will be surprised in 2017 by how serious 
the Trump administration is on trade.
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Europe Is A Red Herring In 2017 
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France And Germany Will See The Status-Quo Prevail



Migration And Terrorism Are Overstated Risks 
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Italy Remains A Risk, But Overstated Nonetheless 
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European Goldilocks Scenario – ECB + Fiscal Thrust 
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Support For Government Stimulus Highest In Germany!
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Investment Implications Of European Politics:

1. European politics will remain volatile in 2017, but risk 
of anti-establishment victories remain overstated. 

2. A status-quo victory in Germany and a victory for 
reformers in France would be a major positive. 

3. Support for austerity is waning, whereas the ECB has 
to remain easy due to political risk in Italy. This will 
combine to give investors a goldilocks scenario. 

4. Italy remains a risk. 
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New Era For Oil & Middle East
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Two Headwinds To Oil Prices
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Saudi Arabia Will Focus Inward 
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Saudi Arabia Is More Modern Than You Think
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Two Tailwinds To Oil Prices
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Iraq And Syria: Kurds Are The Real Winners 
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Kurdish Gains Are Significant For Oil Production

50



Long-Term: It Is All About Iraq
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Investment Relevance Middle East: 
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1. We expect volatility in oil prices. 
2. But there is more upside than downside risk from 

these levels.
3. Do not expect a major conflict in the Middle East.
4. Expect domestically-focused reforms in Saudi Arabia. 
5. Iran’s geopolitical power will continue to grow (as will 

its investment relevance as a market). 



Russia Is All About Oil
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Russia Needs The West More Than West Needs It
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Russia-West Thaw Would Be Bullish Europe
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The Risk Is That Putin Needs Geopolitical Crises To Stay In Power

57



Investment Relevance Of Russia In 2017: 
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1. Buy Russia? Sure, but structural reforms are needed 
for Russia to become a long-term investment 
opportunity. 

2. European equities will benefit from a thaw in relations. 


