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Lessons Learnt in 2025

Here are the top 5 lessons | learnt in 2025
1. Politics matters

In the post-Covid world, government intervention into many parts of the
economy has increased. This means that economic growth is increasingly
tied to changes in government spending and other forms of intervention
like regulation and taxes. As a result, financial markets can move more off
political noise than in prior periods.

This year in the US there were many important policy changes. The main
one was the increase to tariffs under Trump 2.0. Trump threatened to
increase tariffs to above 30% in April (“Liberation Day”) from ~3% at the
start of the year, which would have taken US tariffs to their highest level
since the late 1800’s. The US sharemarket responded negatively to this
event, falling by nearly 19% peak-to-trough because of concern that tariffs
would hit US economic growth. Subsequent deals made with US trading
partners that reduced tariffs (particularly on key consumer products)
means the average US tariff rate is likely to end up somewhere at 15% or
below. While this is still the highest level of tariffs the US has had since the
1930’s, markets rallied on news that it was better than feared.

Other major US government policy announcements this year included the
One Big Beautiful Bill Act, which was mostly seen to be market-friendly
through short-term fiscal stimulus. Other policy changes include the
crackdown on illegal immigration and the closure of the border which
reduced labour supply. The Trump administration also had a closer tie to
cryptocurrencies and tech companies (like dinners with head of all major
tech companies and the US government stake directly into Intel and other
major companies), actions which could be perceived as the government
effectively endorsing these companies. Trump also became more involved
with the US Federal Reserve, pressuring Fed Chair Powell to cut interest
rates significantly, attempting to fire a Governor and appointing a dovish
governor to replace an outgoing member.

US sharemarkets have also been sensitive to news around the end of the
Israel/Gaza and Russia/Ukraine conflict, usually lifting on news that these
conflicts may be abating. Of course, the impact of this geopolitical news on
markets has been a side show relative to the impact of earnings on
markets and interest rates.

In Australia, the biggest influence from the government in recent years has
been high public spending. Government consumption and investment is
running at nearly 29% of GDP, around a record high. This fiscal boost to the
economy has bolstered GDP and public sector employment growth while
private sector activity has been soft. It also added to the higher inflation
backdrop of recent years, contributing to elevated interest rates.

Trump and US Vice President JD Vance sent a clear message to European
leaders this year that the US will be scaling back its security guarantees,
unless NATO members increase spending significantly. Expectations of
higher European defence spending helped European sharemarkets rally,
with the aerospace and defence stocks outperforming the broader market
(see the chart below).
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Some of these global political factors can be reflected in a “Geopolticial
Risk Index” which we can track, although its very volatile. There may be
less geopolitical risks for markets in 2026 if some of the “forever” wars
flare down and the US acts more as a global balancing agent (rather than
an instigator of conflict). However, domestic politics will still be important
as US mid-term election years tend to be more volatile and negative for
sharemarkets compared to other years in the cycle.
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2. Take Trump seriously not literally

| can’t remember where | saw this quote saying that you should take
Trump seriously but not literally, but | think it’s a good guide to
understanding how to assess the investment implications from a Trump
Presidency. This played out with the “TACO” trade (Trump Always Chickens
Out), with investors eventually diminishing hyperbolic comments and
threats around higher tariffs, realising that deals are likely to be made. This
is evident in the actual tariff rate being paid on imports, based on customs
data (otherwise known as the “effective” tariff rate) being lower than
expected. The effective tariff rate is around 11%, which is below the rate
that should be paid based on deals. The effective tariff rate ends up being



lower than expected because of substitution — consumers move away
from higher costing tariff goods to either an alternative or a different good
from a country with a lower tariff rate. Trump also keeps making deals
lowering tariff rates or excluding certain goods which has helped to lower
tariffs from Liberation day highs.
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3. Fundamentals don't always work (in the short-
run anyway)

One of the biggest surprises for me this year was the rally in the gold price.
There have been some fundamental factors that have been driving the
gold price higher including: more central bank demand, investor demand
as a hedge against inflation, a “debasement trade” over concern that the
SUS is losing its global standing and geopolitical concerns including
sanctions (like those on Russia which led to losses of SUS assets). However,
these fundamentals probably don’t explain the steep 64% rally in the gold
price since the beginning of the year, particularly the speed of the increase.
The line down the street at the Sydney ABC gold bullion store shows that
sometimes FOMO power is better than fundamentals, and can keep a rally
going after fundamentals start waning.

Concerns about a tech-related sharemarket crash have been bubbling all
year based on some fundamental valuations for tech stocks, which have a
major weighting in indices like the S&P500 (worth around 50% if you
include the tech names in the consumer discretionary space). The Price-to-
earnings ratio of US stocks still looks very expensive (see the chart below)
and is around other highs in the US market that were followed by a bear
market. However, this fundamental analysis didn’t work again this year.
“Expensive” US tech stocks didn’t stop these stocks from having another
solid year of performance.
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4. Don't always listen to what central banks say

This year we had more divergence in views on interest rates from the US
Federal Reserve members, ranging from the ultra hawkish (favouring
higher interest rates) to the ultra dovish (favouring lower interest rates)
and everywhere in between! Members who lean more hawkish (including
Goolsbee and Schmid recently) mostly cite elevated inflation and timing as
the key reason not to cut interest rates again. In contrast, Trump’s recent
appointment on the Fed Board (Miran) has been arguing for outsized rate
cuts. The Federal Reserve has regional Bank presidents that may not be on
the Federal Open Markets Committee (due to rotating Presidents) which is
the group that makes decisions on interest rates. But these regional
Presidents are still involved in meetings and have influence on forecasts
(like the dot plot). This means that there can be a whole lot of opinions
from members, especially as Fed officials often make speeches and talk to
the media. On top of the mixed US economic data picture, more “Fed
Speak” can create more uncertainty for markets around pricing for interest
rate changes. Prior to the December meeting for example, mixed
commentary from Fed members led to significant moves in market pricing
for the December Fed meeting. But if you listened to every comment
made by the members, it wouldn’t have given you any more clarity about
what the central bank was likely to do! Sometimes less communication
from the central bank is better. For economists it is often better to forecast
growth and inflation and therefore the implication for the central bank,
rather than forecasting what the central bank will do looking ahead, as
Board members inevitably have a range of opinions.

5. High inflation hurts for years

After reaching ~8-10% in 2022 across the major global economies, Inflation
moderated to sub 3% in 2024 and it was assumed that it was “job well
done” on getting inflation down. However, this proved to be premature as
inflation started trending up again this year and remained elevated for
services. Most major economies are seeing inflation rates at around 3%,
higher than central bank targets. Consumers are also still citing cost-of-
living challenges, as wages growth has not kept up with the high inflation
of recent years. Elevated inflation can take a while to abate as often spikes
in goods prices seep into services which is “stickier” and takes longer to
slow. In 2026, services inflation should moderate as global unemployment
rates have been trending up, which will reduce wages inflation.
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