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NBK Wealth Thought Leadership

Geopolitics as the
foundation of
portfolio construction

KUWAIT: For two decades, investors operated un-
der the banner of hy per-globalization. This era was
delined by a core beliel: the world was becoming a
seamlessly connecled, predictable markelplace. In
this environment, geopolitical lension was dismissed
as “noise”, a lemporary distraction [rom the march
ol efficiency and low-inlerest-rale growth. Today,
that paradigm has collapsed. We have moved from
an era of maximizing eflliciency Lo one of ensuring
resilience. Geopaolilics is no longer a minor consid-
eration: il is Lthe primary lens through which modern
portfolios must be constructed.

The end of casy money and the birth of [ragmentation
The most profound shifl is the end of the low-in-
flation, low-inlerest-rale environment that followed
the 2008 global financial crisis. This change has in-
troduced three major shiflls thal make old investment
playhooks obsolete:
I. Higher inlerest rales: The era of “free money”
is over, which means companies thal survived
only on cheap debl are now struggling.
Persistent inflationary pressure: The drive 1o
bring manufacturing back home (“reshoring”)
and the rising cost of labor signal a permanent
departure [rom the low-cost era of the 2010s.
3. Geopolitical fragmentation: The global econo-
my is [racturing inlo distinel blocs. These blocs
priorilize supply chain security over absolule
price efliciency.

(=]

A new approach o diversification

The classic 60/40) portlolio, G0 percent equilies
and 40 percent bonds, was the industry gold stan-
dard lor decades. However, the lundamenlal correla-
tion that supported this strategy is broken. Histori-

NBK
Wealth

cally, when equities [ell, bonds rose. Today, inllation

is one of the primary risks. When it spikes, both

equities and bonds often decline in tandem, leaving
investors wilthoul a safely nel.

Resilience now requires moving loward assels
that can ahsorb geopolitical friction:

+ Infrastructure as the new sale haven: lssen-
lial assels lilke power grids, waler systems, and
transporl hubs provide steady, inflation-linked
income. These “real assels™ offer meaningful
protection thal government bonds now provide
Lo a lesser exlenl.

+ The private credit boom: As traditional banles be-
come more caulious, private lending has emerged
as a modern version of fixed income investing.
These loans oflen lealure [loaling interest rates,
ensuring relurns remain robusl even as cenlral
hanks raise rates o fight inflation.

The shifl to eritical infrastructure

In this new era, government policy has replaced
consumer lrends as the primary market driver. Na-
tional mandales are crealing pockels of guaranteed
growlh, particularly in Sovereign Al Nations are no
longer conlent Lo rely on [oreign Lech giants; they are
racing Lo build domestic, end-lo-end Al frameworks
Lo ensure dala residency and national security.

This has triggered a massive infrastructure surge.
Investment is [lowing bevond semiconduclor manu-
facturers and into the “physicality” of Al: dala cen-
Ler operalors, cooling systems, and specialized real
estale. Furthermore, the immense power demands
of Al are transforming Lthe ulilities sector. Whal was
once a historically low-growth, delensive part of
a portlolio is now a high-growth engine. This shift
has specifically revived the nuclear power sector, as
governmenls seek consislenl, low-carbon energy
capable of supporling massive Al workloads.

NBK Wealth
Thought Leadership

The rise ol the “Global Link™ nations

As the Uniled Stales and China increasingly de-
couple their lechnological and economic alliances,
trade is not disappearing; il is being rerouted. This
has given rise Lo “Conneclor Economies”, nations
such as India, Vietnam, and Mexico, which maintain
stralegic neutralily. These counlries serve as vital
bridges between compeling power bloes, hosting
Western and Eastern manufacturing side-by-side.

For investors, these regions offer a way Lo caplure
global growth without being forced o “pick a side”
in the ongoing geopolitical rivalry. They represent the
essenlial bottlenecks of the new global trade map.

Key takeaway: Investing in a divided world

This shifting geopolitical and technological landscape
suggesls a need for a different investment approach.
Simply “owning the whole market” may face new chal-
lenges. In a fragmented world, high relums are often
observed in high-conviclion choices involving * National
Champions”, companies essential Lo a counlry’s securily,
and Real Assels. The rules seem Lo be redraw ing: under-
standing the geopolitical “why” may now be as vital as
analyzing a balance sheel. Disciplined investors might
recognize Lhal frgmentation is nol just a risk, it could be
anew source of growth.
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NBK Wealth: Geopolitics
& portfolio construction

Geopolities as the Founda-
tion of Portfolio Construe-
tion

For two decades, imvestors
operated under the banner of
hyper-globalization. This era
was defined by a core belief:
the world was becoming a
scamlessly connected, predict-
able marketplace. In this en
ronment, geopol I tension
was dismissed as “noise”, a
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temporary dis from the
march of efficiency and low-
interest-rate  growth. Today,
that paradigm has collapsed.
We have moved from an era of
maximizing efficiency to one
of ensuring mesilience. Geo-
politics is no longer a minor
consideration; it is the primary
lens through which madern
portfolios must be constructed.

The End of Easy Money
and the Birth of Fragmenta-
tion

I'h|. most profound shift is
the of the low-inflation,
low-interest-rate  environment
that followed the 2008 Global
Financial Crisis. This change
has introduced three major
5 that make old investment
playbooks obsolete:

1. Higher Interest Rms The
era of “free money” is over,
which means companies that
survived only on cheap debt
are now struggling.

2. Persistent Inflationary
Pressure: The drive to bring
manufacturing back home (“re-
shoring") and the rising cost of
labor signal a permanent de-
parture from the lowcost era of
the 2010s.

3. Geopolitical Fragmenta-
tion: The global coonomy is
fracturing into distinct blocs.
These blocs prioritize supply
chain security over absolute
pace efficiency.

,\ l\w f\ppm&h to Diver-
si

I'hL Lla\-\-u 6040 portfolio,
60% equities and 40% bonds,
was the industry gold sumdard
for decades. However, the fun-
damental correlation that sup-
ported this strategy is broken.
Historically, when  equities
fell, bonds rose. Today, infla-
tion is one of the primary risks.
When it spikes, both equities
and bonds often decline in tan-
dem, leaving investors without
asafety net.

Resilience now  requires
moving toward asseis that
can absorb geopolitical [ri
Lin|

B Infrastructure as the New
Safe Haven: Essential assets
like power grids, water sys-
tems, and transport hubs pro-
vide steady, inflation-linked
income. These “real assets” of -
fer meaningful protection that
govemnment bonds now pro-
vide to a lesser extent.

B The Private Credit Boom:
As traditional banks become
more cautious, private lending
has emerged as a modem ver-
sion of fixed income invest-
ing. These loans often feature
floating interest raies, ensur-
ing retums remain robust even
as central banks raise rates to
fight mnflation.

The Shift to Critical Infra-
structure

In this new era, govemment
policy has replaced consumer
trends as the primary market
drver. National mandates are
creating pockets of guaranteed

growth, particalarly in Sover-
cign Al Nations are no long-
er content to rely on foreign
tech giants; they are racing to
build domestic, end-to-end Al

frameworks to ensure data resi-

infrastructure  surge.
ment is flowing beyond semi-
conductor manufacturers and
into the “physicality” of Al
data center operators, cooling
systems, and specialized real
estate. Furthermore, the im-
mense power demands of Al
are transforming the utilities
sector. What was once a his-
torically low-growth, defen-
sive part of a portfol
high-growth engine. T
has specific

nuclear power sector, as gov-
emments seck consistent, low-
carbon energy capable of sup-
porting massive Al workloads .

The Rise of the “Global
Link™ Nations

As the United States and
China increasingly decouple
their technological and eco-
nomic alliances, trade is not
disappearing; it & being re-
routed. This has given Tise o

“Connector  Economi na-
tions such as India, Vietnam,
and Mexico, which maintain
strategic neutrality.

These countries serve as vi-
tal bridges between competing
power bloes, hosting Westem
and  Eastem  manufacturing
side-by-side.

For mvestors, these regions
offer a way to captre global
growth without being forced
to “pick a side” in the ongoing
geopolitical rivalry. They rep-
resent the essential bottlenecks
of the new global trade map.

Key Takeaway: Investing
in a Divided World

This shifting geopolitical
and technological landscape
suggests a need for a different
investment approach. Simply
“owning the whole market”
may face new challenges. In a
fragmented world, high retums
are often observed in high-
conviction choices inv
“National Champions”, com-
panies essential 1o a country’s
security, and Real Assets. The
rules seem to be redrawing:
understanding  the  geopoliti-
cal “why" may now be as vital
as analyzing a balance sheet.
Disciplined  investors mlgm
recognize that fragmentation is
not justarisk, it could be a new
source of growth.
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