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Quarterly International Economic Commentary 
 

Executive Summary 
 

International equity markets rose during the first quarter of the year, prompted by rotations out of the United 
States as aggressive tariff and diplomatic rhetoric from the new administration raised uncertainty. 

Capital flowed from the United States, raising many international currencies relative to the U.S. Dollar during 
the first quarter. 

Overall, MSCI EAFE Index, which is USD denominated, returned 7.0% with more value-oriented segments 
of the equity market receiving the greatest benefit in international equity markets.  

Extreme valuation discounts narrowed as many international equity markets rose. 

Probabilities for a recession increased for the U.S., as did inflation expectations, prompting stagflationary 
risks. This shift increased attractiveness of some international markets, such as Germany, where greater scope 
for fiscal and monetary policy held optimism for prospective economic recovery. 

As the quarter drew to a close, sentiment slid to recent lows. Negotiations and trade frameworks have replaced 
initial disruptive rhetoric and anchoring over the past two months.  

As such, a very fluid environment prevents confidence in global economic forecasts with elevated uncertainty. 

 
Economic and Capital Markets Commentary 

 
The international markets, as represented by the MSCI EAFE Index, rose by 7.0% during the first quarter. 
International markets were the beneficiaries of an aggressive rotation from United States’ assets into foreign 
securities. Though Europe started the year with some markets experiencing recession, the monetary policy by the 
European Central Bank, coupled with expansionary, fiscal proposals by new German leadership, have generated 
greater magnetism for capital. Conversely, the United States entered the year with a more optimistic outlook, but 
uncertainty spiked after the tariff bazooka cast a pall over solid, hard economic data, which was more representative 
of current conditions versus prospective conditions. The expansionary monetary and fiscal policies, coupled with a 
greater threat of U.S. economic weakness resulting from trade disruption, prompted capital migration.  

The capital invested, reflecting optimism for incrementally better economic prospects, raised the tide for the entire 
complex of public securities, but the greatest gains were recognized by the value index. Consistently, the MSCI EAFE 
Quality Price Index lagged other indexes meaningfully. This index is designed to measure the performance of “quality 
growth stocks” within the broader MSCI EAFE Index, focusing on high return on equity, stability of earnings’ growth, 
and low financial leverage. The divergence in styles commenced in February, after President Trump’s inauguration 
and initial tariff posturing. The MSCI EAFE Value Index typically consists of more economically sensitive companies 
with greater financial leverage, and these typically trade at discounts to their MSCI EAFE Growth Index counterparts.  
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Price action during the quarter reflects the cautious tone struck by capital markets as economic stress persisted and 
activity stalled in Europe. During the last quarter of the year, analysts revised their forecasts for earnings growth. 
After these revisions, headline earnings growth in 2025 is only expected to be ~5% for the aggregate in this index. 
Expectations now hinge heavily upon building momentum throughout this year and recognizing greater earnings 
contributions from a healthier economy forecast for the latter half of 2025 and into 2026. Many of these sectors have 
already been showing improvement in operating metrics, and some, like Utilities, remain less cyclically exposed. As 
the markets have moved into the second quarter, Utilities and Telecom remain part of leadership, while Energy 
dropped significantly, as its cyclical nature of demand reflected less sanguine forecasts.  

 
Source: Bloomberg LP 

MSCI EAFE 
Index

MSCI EAFE 
Value Index

MSCI EAFE 
Growth Index

Net debt/EBITDA 1.9x 1.9x 1.4x
Return on Equity 10.9% 9.8% 14.2%
Return on Capital 4.6% 3.9% 8.5%
Profit Margin 15.7% 16.5% 14.9%
Current P/E, before extraordinary items 18.2x 14.0x 27.2x
Price/Cash Flow 11.0x 7.6x 18.1x
EST FY25 Sales Growth 5.3% 1.9% 8.9%

0.0x

5.0x

10.0x

15.0x

20.0x

25.0x

30.0x

-5%

0%

5%

10%

15%

20%

En
erg

y

Fin
an

cia
ls

Ut
ilit

ies

MS
CI 

EA
FE

 Va
lue

 In
de

x

Te
lec

om
 Se

rvi
ce

s

Co
ns

um
er 

Sta
ple

s

Ind
us

tri
als

MS
CI 

EA
FE

 In
de

x

He
alt

h C
are

Ma
ter

ial
s

MS
CI 

EA
FE

 Gr
ow

th 
Ind

ex

Re
al 

Est
ate

Co
ns

um
er 

Dis
cre

tio
na

ry

Inf
orm

ati
on

 Te
ch

no
log

y

MSCI EAFE Index, Sector Indexes, and Growth/Value Indexes Total Returns

1Q25 Total Return Return on Equity Current P/E Multiple

Growth and Quality Indexes have 
been the weakest performers this year 



Page | 3  
 

 
The persistence of performance from these less-cyclically exposed sectors – namely, Utilities and Communication 
Services – does reflect greater anxiety around the global economy after Trump 2.0’s initial tariff announcements and 
more bellicose tone. Under the initial framework, the tariff regime would exact a tremendous tax on both the U.S. 
and global economies. The maximum proposed tariff rates would tax the U.S. economy more than $600bn, though 
these “worst case scenarios” are now being trimmed with the on-going negotiations and initial agreements. While it 
really remains premature for any concrete assumptions, the current administration attempts to navigate between 
supply-chain impact on inflation and induced recession, resulting from disrupted global trade, management paralysis, 
and economic tax. Realistically, any economic forecast at the current time is – somewhat – an exercise in futility.  

Source: Strategas Securities, LLC 
 
Despite the durability of hard, economic data, uncertainty has plunged many measures of soft data into recessionary 
territory. While Europe has been struggling to gain any economic momentum, the United States experienced 
continued economic expansion through government spending and domestic consumption – principally, by high 
earners who now suffer from a negative wealth effect. During the first quarter, the Eurozone GDP grew 0.4%, which 
provided additional incentive for capital to flow into international markets. The combination of incrementally positive 
news, lower relative values, greater flexibility for stimulus, and less policy uncertainty – perhaps, coupled with a bit 
of patriotism – prompted a rotation.  

International currencies experienced spikes in volatility to the upside that disrupted some of the foreign currency 
carry trade, which contributed to the U.S. premium valuations (borrow EU/buy USD, with low currency vol and yield 
arbitrage). A similar rotation in the Japanese yen occurred in 2024 due to interest rate differentials and contributed to 
a violent rotation in domestic equity markets last July. While many pundits speculate on the end of “American 
Exceptionalism,” the maximum pressure campaign by President Trump will likely soften as parties convene to explore 
constructive resolutions.  

Trump v2.0 launched out of the gates with momentum that we have not witnessed in recent inaugurations. The 
“Liberation Day” on April 2nd was the culmination of a barrage of disruptive comments (51st state – 
Canada/Greenland, Ukraine War, Tariff warnings, etc). While these comments have created huge amounts of 
uncertainty, we do not expect failed negotiations to lead to an impasse that ensures mutual destruction. Recent 

Record levels of uncertainty 
impacted business, consumer and 

investor sentiment during the 
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progress with both United Kingdom and China has already brought sentiment relief from dire scenarios. Despite the 
incrementally softer tone since early April, any final outcome of trade negotiations remains many months away.  

Though Germany’s economy continues to strive towards a recovery, the tariff uncertainty weighed on sentiment, 
despite stimulative domestic and European Union policy. The ZEW Germany Expectation of Economic Growth 
improved during the first quarter but plummeted after “Liberation Day.” This decline did not disqualify favorable 
capital flows into international markets, as relative valuation, economic outlook, rate outlook, and currency values all 
prompted re-allocations from the United States, as stagflationary risks rose for our domestic economy. A more 
constructive trade dialogue has emerged, and expectations have, hopefully, experienced their nadir. In Germany, the 
economic malaise over the last two years prompted new political leadership with a greater eye towards fiscal stimulus, 
while the European Central Bank continues forward with more accommodation, reducing three times already this 
year. These positive developments encouraged rotation into risk capital and equity pricing. As clouds of uncertainty 
lift over the tariff framework, we expect improvement in global economic sentiment. 

 
Source: Bloomberg LP 

 
Source: Bloomberg LP 

Positive sentiment around new leadership 
and expectations for stimulative policy 

Policy uncertainty impacted economic 
expectations at peak rhetoric 

Positive sentiment returned as 
trade rhetoric started to ease 

ECB has shifted towards 
more accommodation, 

lifting animal spirits and risk 
 

Share price increases primarily due to multiple 
expansion in the absence of earnings per share 
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China also experiences a period of both economic stress and trade disruptions. Though declining over the last seven 
years, the United States remains their largest trade partner, claiming ~15% of the total exports, which is roughly 
equivalent to aggregate exports to the European Union. Protectionist policies in one export market risks collateral 
damage in other trade relationships, as existing capacity searches for the best destination. Supply chain diversification 
continues to expand to reduce concentration in China, as exemplified by Apple’s decision to expand iPhone 
manufacturing in India. Such incremental shifts put pressure on a Chinese market plagued by elevated levels of debt 
and unclear economic health. China’s stated growth lacks credibility, and over the last few years, they have 
discontinued unflattering data series on land sales, unemployment insurance, youth unemployment, and – even – 
cremation rates, to name a few. According to the Wall Street Journal, Gao Shanwen, an economist for a state-owned 
institution, was banned in December from public speaking after stating that a more accurate estimate for growth 
“might be around 2%” over the past few years. China continues to push additional stimulus into the system with lower 
reserve requirement ratios, interest rate reductions, special lending facilities, and local government debt expansion.  
Their outlook continues to be uncertain with weak consumer, opaque markets, and exogenous pressure.  

 

Mason D King, CFA 
May 16, 2025 
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IMPORTANT INFORMATION 
 

The commentary set forth herein represents the views of Luther King Capital Management and its investment 
professionals at the time indicated and is subject to change without notice. The commentary set forth herein was 
prepared by Luther King Capital Management based upon information that it believes to be reliable. Luther King 
Capital Management expressly disclaims any responsibility to update the commentary set forth herein for any 
events occurring after the date indicated herein or otherwise.   
 
 The commentary and other information set forth herein do not constitute an offer to sell, a solicitation to buy, or 
a recommendation for any security, nor do they constitute investment advice or an offer to provide investment 
advisory or other services by Luther King Capital Management. The commentary and other information contained 
herein shall not be construed as financial or investment advice on any matter set forth herein, and Luther King 
Capital Management expressly disclaims all liability in respect of any actions taken based on the commentary and 
information set forth herein. 


