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The calmer waters we anticipated three months ago have largely 
materialised, allowing asset markets to chart a steady course 
through the summer as turbulence subsided. The capacity for 
political dynamics to shock has proven much reduced, particularly 
as to date they have shown few signs of blowing the economy off 
course or causing lasting damage. The feared economic squall of 
stagflation has seemingly been avoided.


Markets have responded positively, buoyed by robust corporate 
earnings and renewed enthusiasm for artificial intelligence (AI), 
where the initial existential concerns around DeepSeek have given 
way to a snowball of spending one-upmanship.


Yet, beneath this surface calm, many of the underlying issues 
remain unresolved. Trade tensions persist, geopolitical flashpoints 
have intensified, and political dysfunction continues to plague 
major economies, from Japan and France to the increasingly 
polarised United States.


In the face of this, the US economy remains a testament to 
resilience, growing at an annualised rate of nearly 4% in the three 
months to July and showing strong momentum into the second 
half of the year. This pace could continue, particularly if major 
geopolitical and policy risks recede, allowing already announced 
interest rate reductions and fiscal stimulus to take effect by 2026.

Markets are increasingly pricing in such a benign 
outcome. We think that they could very well be 
right, but things could change quickly given the 
unpredictable nature of policy, the spectre of 
tariffs and signs of exuberance in the technology 
sector.


Looking further ahead, events this year continue 
to reinforce our conviction in the structural 
trends shaping the post-COVID investment 
landscape. These themes remain central to our 
long-term portfolio strategy and asset allocation 
thinking.



THE SORT OF CALM AFTER THE STORM

Results for the third quarter were broadly positive, delivering a sense of much-
needed stability. The market narrative followed a well-established pattern: 
equities outperformed, while government bonds offered minimal excitement, 
and the diversifying benefits of gold shone through. Regional and sector 
leadership remained consistent. The US market continued its dominant run 
over Europe, with technology stocks well ahead of more defensive areas like 
staples, healthcare and utilities.


The notable exception was a resurgent Chinese stock market. This follows a 
moribund five years in which it was largely shunned by foreign investors, 
frightened off by poor economic performance and rising government 
interference in the private sector.


With many investors’ nerves shredded by the events of March and April, the 
summer months were always likely to prove important for setting the direction 
for markets for the rest of the year. They provided the first hard data to assess 
the real-world effects of the Trump Administration’s trade and economic 
policies.
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FIGURE 1 - Q3 Asset Class Returns in GBP

Returns in GBP

Source: Bloomberg/James Hambro & Partners September 2025. Equities: Global is MSCI AC World Index, US is S&P 500, UK is 
FTSE All-Share. Bonds: US Govt is BB US Government Conventional Index, UK Govt is FTSE Actuaries All Gilt Index, US Index-
Linked is BB US Government Inflation-Linked Index, UK Index-Linked is FTSE Actuaries UK Index Linked Index. Alternatives: 
Hedge Funds is HFRX Equal Weight Strategies.


Past performance is not a reliable indicator of future performance. For illustrative purposes only and should not be construed 
or relied upon as advice. The value of an investment and the income from it can go down as well as up and investors may not 
get back the amount invested.
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“Tariff wars are good and easy to win” or so was the opinion of your 
favourite President. The jury remains out on both statements. What is 
clear, however, is that the direst predictions of economic fallout have 
not materialised. The anticipated stagflationary shock has failed to 
emerge as growth has rebounded, consumer spending remains 
resilient and inflation has been largely contained.


Meanwhile, US budgetary coffers have begun to swell with tariff 
receipts, providing a degree of fiscal cover for the impending tax cuts 
and domestic support programs enshrined in the flagship “One Big 
Beautiful Bill Act” that passed through Congress in July.

Corporate earnings, in the US at least, have also proven more resilient 
than many feared. Company earnings reports through July and August 
revealed aggregate earnings grew at 11% on the prior year, with the 
sharp fall in the dollar proving a tailwind for the profits of US multi-
nationals. Projections for 2025 and 2026 are that US company profits 
will grow by more than 10% in both years, a healthy rate consistent 
with a still thriving economic and business environment.

FIGURE 2 - TARIFF REVENUE TO THE US GOVERNMENT NOW 
UP TO $350BN ANNUALISED

annualised, USD, billionannualised, USD, billion Custom duties
400


350


300


250


200


150


100


50


0

400


350


300


250


200


150


100


50


0
2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

Source: US Department of Treasury, September 2025.



4

With each positive data point, the trauma of “Liberation 
Day” has faded further in the memory. The US dollar has 
stabilised, government bond yields have moderated and 
predictions of the end of US exceptionalism have 
become fewer and further between.


March’s hopes of a European resurgence have faded, 
undermined by flatlining growth, more political 
dysfunction in France and a realisation that recent 
promises of fiscal activism still remain more rhetoric 
than action. Reports of the death of US exceptionalism 
now look premature; as we pointed out, the structural 
advantages the US possesses will not be ceded quickly.

AI: bubbling away but not yet 
bubbling over

The relative calm of the past few months has allowed 
technology, specifically AI, to resume its place at the 
apex of investor excitement.  


Technology is now operating at a trillion-dollar scale, 
with the largest firms increasingly measured in thirteen-
digit valuations. Ten companies have surpassed the $1 
trillion mark, and the market capitalisations of giants 
such as Nvidia, Microsoft, Alphabet, and Amazon now 
rival—or exceed—the annual GDP of most G10 
economies. For context, the UK’s GDP stood at $3.6 
trillion last year.


Words of caution following the revelation that China’s 
Deepseek had managed to match American AI models 
on a relative shoestring have been drowned out by a 
crescendo of escalating capex announcements from 
leading technology companies.
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Data centres now sit at the heart of the AI investment cycle, providing 
the critical infrastructure needed to train, deploy, and operate 
increasingly advanced AI systems. Realising AI’s full potential will 
depend on the continued expansion of this backbone.


There is little sign of a slowdown. Capital commitments to data 
infrastructure have grown steadily throughout the quarter, 
culminating in Oracle’s results, which included over $300 billion in 
new data centre contracts signed with just three partners. The 
announcement sent Oracle’s shares up 40% in a single day, adding 
more than $100 billion to the net worth of founder Larry Ellison.


The scale of investment is unprecedented. In fact, in the first half of 
this year it is estimated that AI spending will have been a larger 
contributor to US GDP growth than even the powerhouse US 
consumer. According to economic and strategy house TS Lombard, 
capital expenditure by Apple, Amazon, Meta and Alphabet in Q2 
alone was the equivalent of 1.2% of US GDP, placing it alongside 
historic investing booms such as US shale oil, the 1990s fibre network 
build out and the railroad expansion of the 19th century.  

FIGURE 3 - AI data centre spend into hyperdrive

Capital expenditure, $bn

*Financial years ending June 30th 


+Forecast, excluding Microsoft 


Source: Bloomberg, September 2025.


For illustration purposes only. The above should not be construed or relied on as advice.
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The rapid acceleration in AI infrastructure investment – alongside 
soaring share prices and increasingly interlinked commitments 
among dominant players – has understandably raised concerns 
about a potential bubble. Valuations are certainly high, leaving little 
room for disappointment, and AI remains in its early stages, with the 
commercial returns and productivity gains from this wave of 
investment still largely unproven.


We acknowledge and share these concerns regarding the path to 
sustainable returns on investment. While we maintain meaningful 
exposure to this dynamic and potentially transformative area, we 
have been careful not to let it dominate portfolios. Diversification 
remains a core principle of our investment approach.


Comparisons with the late-1990s dotcom bubble are inevitable, but 
there are important distinctions. The first is that valuations, whilst 
high, remain below the extremes of March 2000 when Qualcomm 
traded at over 500x earnings and Cisco at 200x, nearly four times 
that of Nvidia today. 

%
50


45


40


35


30


25


20


15

FIGURE 4 - S&P TMT market share as high as during the 
tech bubble

S&P Technology, Media and Telecom share of S&P 500 market cap

Source: Bloomberg, Apollo Chief Economist, September 2025.


For illustration purposes only. The above should not be construed or relied on as advice.
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This tsunami of spending has been mirrored in a sharp rise in the 
share prices of technology companies, particularly those with direct 
exposure to AI. Technology, Media and Telecoms (TMT) companies 
now represent as much of the US stock market as they did at the peak 
of the technology and telecoms bubble in 2000.
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There are always risks, at 
times they are better 
managed than avoided

The relentless news cycle, unpredictable policy 
shifts, and AI-driven valuations represent shorter-
term portfolio risks. We seek to mitigate these 
through a combination of tactical asset allocation 
and robust diversification. This is risk management 
in real time.


That said, constantly focusing on short-term risks 
can obscure some of the more enduring structural 
shifts underway. We continue to look beyond the 
next quarter, focusing on the long-term forces 
shaping government policy, corporate strategy, and 
ultimately, portfolio construction. In these, we feel 
increasingly confident.

Much of today’s investment is also internally funded by the sector’s 
largest and most profitable companies. Nvidia, for example, has no 
net debt, and many of its peers are in net cash positions. This 
contrasts sharply with the highly leveraged telecom and fibre 
buildouts of the early 2000s.


Finally whilst spending on AI has surged, it has not yet reached the 
sustained, multi-year deployment seen in the late 1990s, when tech 
capital expenditure rose by over 20% annually for five consecutive 
years.


Sentiment and enthusiasm for AI are undoubtedly extended and 
valuations look full. Signs of excess are emerging, although today 
these are more akin to the speculative venture capital environment 
of 2021 than the dotcom mania of 1999. This leaves the technology 
sector, and by extension the broader equity market, vulnerable to 
disappointment. However, vulnerability to a setback is not the same 
as the systemic risk of a full-blown bubble imploding.
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As we’ve noted in previous updates, COVID-19 served as a 
catalyst for a structural reset in the global investment 
environment. After decades of globalisation and relatively 
stable policy frameworks, the pandemic ushered in a new era 
marked by heightened volatility, disrupted supply chains, and 
shifting geopolitical dynamics.


From 1990 to 2019, markets benefited from a backdrop of 
multilateral cooperation, low inflation, and steady growth. The 
major disruptions, the dotcom crash and the Global Financial 
Crisis, were largely the result of private sector excess. In 
contrast, the post-pandemic period has been defined by a 
sharp rise in policy unpredictability.


According to the Federal Reserve Bank of St Louis, global 
uncertainty reached record highs in 2020 before setting a new 
record earlier this year. It remains elevated. Today’s investment 
environment is shaped not just by market forces, but by rapidly 
evolving government interventions, trade policies, and 
regulatory shifts, with significant implications for asset 
allocation and capital flows.

“Skate to where the puck is 
going to be, not where it has 
been” – Wayne Gretzky

Charting a course for the future
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While globalisation was long associated with economic 
growth and geopolitical stability, its benefits were not 
evenly distributed. The seeds of structural change were 
sown well before COVID-19, with the pandemic acting 
as an accelerant for discontent to bloom. Since the 
Global Financial Crisis (ironically the high-water mark of 
global trade cooperation) public dissatisfaction with 
economic outcomes and disillusionment with political 
leadership have steadily increased, fuelling a broader 
shift in sentiment and policy direction.
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FIGURE 5 - AN UNCERTAIN WORLD

Global Economic Policy Uncertainty Index: Current Price Adjusted GDP

Source: Baker, Scott R.; Bloom, Nick; Davis, Steven J. via FRED, September 2025.
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This disaffection found its basis in a coalition of the economically 
discontent and culturally disillusioned, whose influence can be seen in a 
building rejection of the status quo from Brexit to the election of Donald 
Trump. More recently, we have seen a surge in support for more nakedly 
nationalist parties on the left and right which are increasingly part of the 
mainstream. Reform in the UK, the AfD in Germany and Rassemblement 
National in France each now command significant levels of popular 
support.



The political response, from both incumbent and disruptive parties, has 
been to turn inward. This shift coincides with a renewed focus on 
domestic security and resilience, brought into sharp relief by the supply 
chain disruptions of COVID-19 and the energy shocks following Russia’s 
invasion of Ukraine.
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FIGURE 6 - World Trade as a % of Global GDP peaked in 
2008, ending a 40 year uptrend of globalisation

Source: J.P. Morgan Asset Management, Haver Analytics, World Bank, 18th August 2025.
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These forces appear deeply embedded and are giving 
rise to four broad, interlinked structural themes that 
transcend national borders:



Economic nationalism


Fiscal activism


Rising capital investment


A new technological cycle



Together, these themes are reshaping the global 
investment landscape. They offer a framework for 
understanding how capital flows, risks, and 
opportunities may evolve and they underpin our long-
term strategic approach to portfolio construction.
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Economic Nationalism - 
Charity begins at home

Economic nationalism has gained significant momentum, 
with countries prioritising domestic industries and national 
security over global integration. Protectionism has found a 
new lease of life.


These protectionist policies disrupt global supply chains and 
alter capital flows. For example, foreign direct investment 
(FDI) inflows fell by 11% in 2024 for the second consecutive 
year, with advanced economies experiencing the sharpest 
declines. Investors face new risks, such as regulatory 
intervention and retaliatory measures, but also new 
opportunities in sectors favoured by national policy, such as 
domestic manufacturing and critical infrastructure.


The anticipated resurgence in European defence spending 
will now be more closely targeted at domestic suppliers and 
national champions than in the past. The likes of Safran, 
Rheinmetall and BAE Systems will be preferred over the 
large US providers such as Lockheed. European air carriers 
will lean towards Airbus rather than Boeing, with more 
engines manufactured by a regional leader such as Rolls 
Royce or the aforementioned Safran.


State capitalism is on the rise, from the US government 
taking a strategic stake in the beleaguered but strategically 
important Intel to China’s support for the rapid 
development of Huawei’s AI chips as an alternative to US 
rival Nvidia. Businesses will be encouraged to collaborate 
with domestic partners over international peers.


Economic nationalism is increasingly evident in consumer 
behaviour. See the collapse in the European sales of Tesla 
following Elon Musk's intervention in European politics or 
the challenges faced by luxury European and American 
skincare brands in China as revealed in the slowing sales at 
L’Oreal and Estee Lauder.
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FIGURE 7 - USD dominance in finance and trade far exceeds 
U.S. GDP or trade footprint

Source: U.S. Federal Reserve - The International Role of the U.S. Dollar, Bertaut, von Beschwitz & 
Curcuru; Statistica, IMF, SWIFT, WTO, Atlantic Council (Dollar Dominance Monitor); BIS (Triennial Central 
Bank Survey); Boz et al (2022); ECB (The International Role of the Euro Report, 2023); IMF (COFER); 
SWIFT (RMB Tracker); Brookings Institute. Data as of May 2025.
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Considerations of competing strategic national interests and 
economic nationalism are now an important component in any 
investment analysis and growth thesis.


Economic Nationalism could have particularly important 
ramifications for the US, its bond market and the dollar. Having 
dominated finance and trade beyond its geographical or economic 
footprint even small shifts could prove profound for the US.
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After a decade of frugality and austerity following the financial crisis, 
governments worldwide are now taking matters into their own 
hands. They have forsaken Adam Smith’s ‘invisible hand’ of 
capitalism and have shifted towards fiscal activism, deploying large-
scale stimulus and industrial policy to support economic recovery 
and strategic sectors.


This structural shift is evident in rising debt levels. According to the 
IMF, global government debt reached 93% of GDP in 2024, up from 
84% in 2019, reflecting extensive spending on pandemic measures, 
infrastructure, and energy security. The numbers in the US and 
Europe look even more extreme.


Emblematic programmes like the US Inflation Reduction Act (IRA) 
and the EU's NextGenerationEU fund are channelling hundreds of 
billions into climate initiatives, digital infrastructure, and innovation. 
Even Germany, historically the West's most fiscally recalcitrant 
nation, has eased its constraints, signifying a widespread 
capitulation to activism. The US transactional trade policy serves as 
another mechanism to channel investment domestically, using 
strategic pressure rather than direct funding. Big government is 
back.


These programmes carry significant macroeconomic implications. 
While many companies stand to benefit from large-scale 
infrastructure renewal, the erosion of budgetary discipline raises 
questions about long-term fiscal sustainability and inflationary 
pressures. Government bonds, once a reliable portfolio diversifier, 
now face heightened risk.


Gold has proven a primary beneficiary of flagging confidence in 
government bonds, whilst other sources of balance for portfolios 
will be needed beyond the traditional 60% equities, 40% bonds 
approach. It may be that the bonds of the world’s biggest companies 
are seen as safer assets than those of the biggest countries.

From Famine to Feast –  
the revival of Fiscal Activism
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The resurgence of fiscal activism is fuelling a new wave of 
capital investment, particularly in infrastructure, clean 
energy, and advanced manufacturing. According to the 
International Energy Agency (IEA), global investment in 
clean energy surpassed $2 trillion in 2024, up from $1.3 
trillion in 2020. China leads in renewable deployment, 
accounting for nearly half of global solar and wind 
investment and a majority of small modular nuclear 
reactors, while the US and Europe accelerate their own 
transitions. Even as political attention shifts, the imperative 
for domestic energy security ensures continued investment 
across wind, solar, and nuclear technologies.


Infrastructure spending is also rising. The G20’s Global 
Infrastructure Hub projects a cumulative $94 trillion in 
investment needs by 2040. This extends beyond physical 
assets to include digital infrastructure and supply chain 
resilience—areas prioritised in response to recent global 
disruptions.


This government-led investment push coincides with a 
historic capital expenditure cycle by the world’s largest 
technology firms. These companies—effectively operating 
at quasi-sovereign scale—are deploying capital at levels 
unseen in over two decades. Their investment is reshaping 
energy and digital infrastructure and creating a halo effect 
across multiple sectors, with implications likely to extend 
well into the next decade.

A Capex Supercycle on 
tech bro steroids
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Technological innovation is entering a new cycle, driven 
by AI, automation, and digital transformation. 
According to IDC, global spending on digital 
transformation is projected to reach $3.4 trillion by 
2026, up from $1.8 trillion in 2022. AI adoption is 
accelerating, with PwC estimating that AI could 
contribute up to $15.7 trillion to global GDP by 2030.


The race for technological leadership is intensifying, 
spurring heavy public and corporate investment in R&D, 
semiconductors, and next-generation networks. In the 
first quarter of 2025, global venture capital investment 
in AI and automation exceeded $80 billion, nearly 
double that invested across all of 2023. These advances 
are reshaping productivity, labour markets, and the 
competitive landscape across sectors.


Whilst the focus is currently on AI, adoption extends 
much further to automation, robotics and a new 
productivity era. This transformation will inevitably 
create disruption, but it will also generate significant 
new opportunities, driving fresh demand for leading 
incumbents that control data, or are at the vanguard of 
automation and precision robotics.


Crucially, a sustained productivity uplift could provide 
the economic momentum needed to address the 
underlying causes of broader social dissatisfaction and 
political friction. Innovation is not just a source of 
growth; it may also be part of the solution.  

A New Technological Cycle:  
AI, Investment and Productivity  
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These four structural themes—economic nationalism, fiscal activism, 
rising capital investment, and a new technological cycle—are deeply 
interconnected and global in scope. Economic nationalism is driving 
fiscal intervention, which in turn is fuelling investment in 
infrastructure and innovation. Technological advancement both 
enables and accelerates these shifts, as nations compete for 
strategic advantage.


Capital flows are increasingly shaped by these dynamics. Policy-
driven incentives and restrictions are influencing cross-border 
investment, while supply chains are being restructured for resilience 
and technological capability. This interplay creates a powerful 
feedback loop, amplifying both risks and opportunities.


The resulting investment landscape is complex. Policy volatility, 
regulatory shifts, trade tensions, and fiscal reversals can disrupt 
markets and valuations. Inflation, currency fluctuations, and 
geopolitical uncertainty add further layers of risk.


Yet these same forces are creating compelling opportunities. Sectors 
aligned with government priorities—such as clean energy, digital 
infrastructure, and advanced manufacturing—are well positioned for 
long-term growth. Investors who can identify and access these 
themes stand to benefit from powerful structural tailwinds.


Inevitably progress will not be smooth and events will force us to 
adjust course. Diversification, active management and adaptability 
will be important tools in protecting our clients from the growing 
number of extreme events and increasing risks at both tails of the 
economic cycle, recession and stagflation now present equal threats. 
By ensuring portfolios are robust and resilient we believe we give 
ourselves and our clients the best chance of navigating the 
uncertainty to take advantage of the wealth of  
new and different opportunities that the  
shifting regime will offer.

Navigating a New Investment Era
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