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The US runs twin deficits of 10-11% of GDP; roughly 6.5% of GDP on the budget deficit, and
almost 4% on the current account deficit.

Conceptually, that is a lot of excess US dollars “floating” around in the global system. So, what
can the foreigners on the other side of the very large US current account deficit do with all the
US dollars they earn?

1. They can use them in trade, to buy commodities and to build inventories. In this scenario,
commodity prices typically rise while US treasuries and the US dollar tend to weaken
marginally.

2. The foreigners that earn US dollars can turn around to their domestic central banks and
exchange the dollars they do not need for their own local currencies in order to invest their
surplus earnings at home. In this scenario, the US dollar tends to weaken meaningfully
and US markets underperform structurally.

3. The foreigners who earn US dollars can reinvest their excess dollars directly back into the
US. In this scenario, the US dollar strengthens, as do US asset prices. In this scenario, US
markets outperform all others.

There is little doubt that, for the past 10 years or so until the start of 2025, the third scenario
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prevailed. The US consumer was pushing a lot of dollars abroad, but these dollars quickly made
their way back to the US via private equity funds, private credit funds, leveraged bets on Nasdaq
or crypto investments.

It is also obvious by now that the Trump administration has shifted the narrative. Re-investing
excess dollars into the US is no longer a slam dunk for foreigners. Firstly, because of the
uncertainty surrounding policy. Secondly, because it increasingly seems that Trump’s promises
to get government spending under control were as empty as a church on a weekday. Thirdly,
and perhaps most importantly, because the one intellectual thread linking all of the various
Trump measures is the idea that “foreigners will pay”.

As a result, in recent months foreign exchange markets have shifted from the third scenario, in
which foreigners willingly reinvest in the US, to the first scenario, in which they start to
accumulate more inventories and more commodities, and the US dollar becomes a hot potato
quickly passed from hand to hand. Since the lows that followed “liberation day,” it is no longer
just gold that is doing very well among metals. Suddenly, silver is making new all-time highs,
while copper, platinum, palladium and nickel are all outperforming gold.



Still, from recent conversations with clients, it feels as if the world’s large institutional investors
have not yet fully embraced the second scenario by selling US dollars to invest domestically.
This is not out of any sense of loyalty to the US. More often than not, it is because of a lack of
opportunity in home markets, which often are too small for Scandinavian or Canadian pension
funds, German insurance companies, or Middle Eastern sovereign wealth funds.

This brings me to the important question at hand: now that most of the world’s largest pension
funds want to buy more domestically and less in the US—an understandable reaction in times of
greater uncertainty—will local governments step up to the plate and provide assets that pension
funds will willingly buy? And no, this doesn’t mean lame government bonds whose proceeds just
go into kicking the welfare-state can a bit further down the road. It means genuinely attractive
assets.

Cometh the hour, cometh the former Goldman banker? In Canada, the nepo-baby drama
teacher has now been replaced by Mark Carney, who has an unusual window of opportunity to
unleash spending on the infrastructure—pipelines to the coast, LNG export terminals—needed
for Canada to reduce its dependence on the US; spending that Canada’s massive pension
funds would be delighted to fund.

In Germany, the new chancellor is a former corporate lawyer who could structure infrastructure
bonds to upgrade Germany’s electricity grid in his sleep. And in the Middle East, plans are
already in train for massive AI data centers powered by the region’s abundance of cheap energy.

All this to say that for now, the market remains skeptical that large capital allocators will ever
abandon the US. Sure, they may have started to recycle less capital into the US, and at the
margin this is weighing on the US dollar. And sure, some money may be starting to go into
commodity stockpiling. But we have yet to witness an exodus of foreign investors from the US.
And this is in spite of the US newsflow, which from a foreign investor’s point of view has been a
lot less than enticing.

It therefore seems that it will take a much greater deterioration in the US newsflow to trigger a
full-scale exodus. A US recession? The threat of capital controls? Greater taxes on foreign
capital? Or alternatively, perhaps foreign policymakers will step up to the plate, creating
domestic assets that pension funds, insurance companies and sovereign wealth funds actually
want to buy.

Today, everyone is focused on the first possibility. But might the probability of the second be
greater? In the meantime, it seems that the marginal excess foreign dollar is now more likely to
head into commodities than into the Nasdaq, even as domestic US dollars remain wedded to US
tech stocks.
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