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Timely insights from Barings’ Macroeconomic & Geopolitical Research Team

An Investor’s GuIde to the  
World’s reAl PolItIcAl rIsks 

As we enter year nine of the Great Recovery, there’s a lot of loose talk about good economic numbers amid 

rising levels of political risk. But just how is the world so much riskier now than in periods around, say, the 

Cuban Missile Crisis or the remilitarization of the Rhineland? Besides, not all political risks are alike, nor do 

they all have the same impact on investment strategies.

Most of the politics that keeps investors up at night fits into one of three baskets: 1) the noise, which you 

should ignore; 2) the shocks, which are likely temporary; and 3) the tectonic shifts, which could threaten to 

bring the whole system down. 

Keep your eye on those shifts.

Arguably, the risks that make us all the most nervous these days come from the unsettling headlines of our 

daily news feeds: vans driving into sidewalk pedestrians, cyber breaches of credit card data and more angry 

politicians promising to overturn the current order. It’s all deeply troubling, but it’s hard to price any of this 

noise into a discounted cash flow. 

You shake your head, you shrug your shoulders and you move on. 

hIGhlIGhts
•	 For investors, most political risks are temporary shocks or simply “noise” but others may 

signal major tectonic shifts.

•	 The toxic dynamics of today’s geopolitical landscape have heightened risks that bear 

close watching. 

•	 When the next crisis hits, global crisis management will be much more difficult than it 

was 10 years ago.
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As for the potential shocks, they’re even harder to factor into an investment strategy. Moreover, the historical 

record offers some grounds for comfort. Sometimes there are rate cuts or fresh government spending to 

cushion the blows. Sometimes the shock subsides and investors realize their portfolios don’t look so bad 

after all. For example, stock markets recovered all losses within a month after September 11 and within two 

days of President Kennedy’s assassination. 

Current powder kegs range from the collapse of Venezuela to rising tensions between Iran and Saudi 

Arabia, to the unpredictable dynamics on the Korean peninsula. Odds are, these will all be on our list of 

worries for years to come. If one of them does blow, however, there would more than likely be emergency 

monetary and fiscal measures to cushion any spike in oil prices or bond yields. There would be diplomatic 

interventions to keep things from spiraling out of control. The brutal fact is that a regional humanitarian 

disaster is less likely to trigger systemic market crisis.

The real political risks to the global economy are far more insidious and less easy to track. They are to be 

found in the slow and unmistakable realignments of global power. While U.S. armed forces remain stronger 

than the next seven largest militaries combined (yes, combined), we still find it difficult to have our own way. 

Other countries, like China, are growing more assertive as Americans themselves are questioning the costs 

of global leadership. At the very least, the current administration’s “America First” rhetoric and iconoclastic 

style have led friends and foes alike to re-examine their assumptions about the postwar order: Is the U.S. 

pulling back? Will the world fall into rival regional camps? Are we headed for a clash of civilizations?

Source: Capital iQ. past performanCe is no guarantee of future results.

SHOCKS TO THE SYSTEM: S&P 500 Index declIneS and recoverIeS SInce WWII

EvEnT DaTE DaYS TO MarKET BOTTOM % CHangE DaYS TO rECOvEr

JaPaneSe tSunamI 3/11/11 3 -3.6 6

FlaSh craSh 5/6/10 1 -4.7 4

lehman bankruPtcy 9/15/08 121 -46.0 285

madrId bombIng 3/10/04 10 -4.1 18

9/11 terrorISt attackS 9/11/01 5 -11.6 19

collaPSe oF ltcm 9/23/98 11 -10.0 9

Iraq InvaSIon oF kuWaIt 8/2/90 2 -5.9 30

Program tradIng 10/19/87 33 -20.8 223

reagan ShootIng 3/30/81 1 -1.2 4

nIxon reSIgnatIon 8/8/74 39 -24.6 143

oPec oIl embargo 10/17/73 6 -1.9 10

JFk aSSaSSInatIon 11/22/63 1 -2.8 2

cuban mISSIle crISIS 10/22/62 1 -2.7 5

Pearl harbor attack 12/7/41 18 -10.8 257

MEDian 6 -5.3 14
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“We don’t know 

when that next crisis 

will come or what 

it will look like, but 

we do know we will 

need a massive and 

coordinated response to 

limit the damage.”

This is important for investors, because they need to 

assess the resilience of the global system when the 

next crisis comes. We don’t know when that next 

crisis will come or what it will look like, but we 

do know we will need a massive and coordinated 

response to limit the damage.

 

Indeed, since World War II, the world’s key economic 

summits have been among political or even military 

allies. The conversations were not always easy, but 

the United States, Europe and Japan were all bound 

together by a common political purpose. In 2008, 

when the Lehman collapse threatened a global 

depression, President Bush convened the leaders of 

the G-20, who immediately flew to Washington and 

rallied around a plan to restore market stability with a 

combination of fiscal and monetary support. 

Next time, as they say, will be different. 

In many ways, it may resemble the 1920s when 

the gold standard collapsed amid rivalry and 

carelessness, even when none of the world’s major 

economies wished for it. France resented the 

dominance of sterling and saw no need to help stem 

the flows of gold leaving Britain. Germany labored 

under the burden of postwar reparations and was 

too weak to act, while Russia was consumed by civil 

war and the United States had essentially withdrawn 

from global affairs following the Senate’s vote against 

the League of Nations.
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When the G-20 convenes for the next crisis, its members will all want to avoid 

a collapse, but many will also be looking for an opportunity to throw an elbow 

among increasingly toxic relations with rivals. China might convince itself that 

it can withstand market turmoil better than the United States and focus on the 

stability of its regional partners. The U.S. might try to use the market pressures 

to extract trade concessions from Beijing. Europe is already asking serious 

questions about the future of trans-Atlantic relations, and cooperation will be 

far less automatic. Russia, while far less consequential economically, never 

misses the chance to throw sand in Western economic and political gears. 

Failure and collapse are by no means inevitable, but cooperative crisis 

management is much less likely today than it was 10 years ago. If you are an 

investor with a time horizon that extends more than a few months, keep your 

eyes carefully focused on the uncertain chances of success.
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IMPORTANT INFORMATION

The document is for informational purposes only and is not an offer or 
solicitation for the purchase or sale of any financial instrument or service. The 
material herein was prepared without any consideration of the investment 
objectives, financial situation or particular needs of anyone who may receive 
it. This document is not, and must not be treated as, investment advice, 
investment recommendations, or investment research.

In making an investment decision, prospective investors must rely on their own 
examination of the merits and risks involved and before making any investment 
decision, it is recommended that prospective investors seek independent 
investment, legal, tax, accounting or other professional advice as appropriate. 

Unless otherwise mentioned, the views contained in this document are those 
of Barings. These views are made in good faith in relation to the facts known 
at the time of preparation and are subject to change without notice.  Parts of 
this document may be based on information received from sources we believe 
to be reliable. Although every effort is taken to ensure that the information 
contained in this document is accurate, Barings makes no representation 
or warranty, express or implied, regarding the accuracy, completeness or 
adequacy of the information. 

Any forecasts in this document are based upon Barings opinion of the market 
at the date of preparation and are subject to change without notice, dependent 
upon many factors. Any prediction, projection or forecast is not necessarily 
indicative of the future or likely performance. Any investment results, portfolio 
compositions and/or examples set forth in this document are provided for 
illustrative purposes only and are not indicative of any future investment results, 
future portfolio composition or investments.  The composition, size of, and risks 
associated with an investment may differ substantially from any examples set 
forth in this document.  No representation is made that an investment will be 
profitable or will not incur losses. Where appropriate, changes in the currency 
exchange rates may affect the value of investments. 

Investment involves risks. Past performance is not a guide to future 
performance. Investors should not only base on this document alone to make 
investment decision.  

This document is issued by Baring Asset Management (Asia) Limited.  It has not 
been reviewed by the Securities and Futures Commission of Hong Kong.


