
This week, I have found the turmoil in the Ukraine and Crimea to be incredibly fascinating, 
probably more so that most people. After all, I have read a number of books about Russian 
history, specifically the later half of the 19th century up through the end of the Russian Civ-
il War. A lot of it is brutal stuff, but there is one thread that seems to have permeated Rus-
sian history for, well, seemingly forever: miscalculations at critical times.  

Getting into a war with Japan in 1904 was a colossal mistake; what, with your armaments 
industry quite literally 5,000 miles away across a one track railroad. Invading East Prussia 
without encrypting military intelligence and communiques in 1914 directly led to the de-
struction of 2 main army groups at the Battles of Tannenberg and Masurian Lakes. This, 
then, set the stage for the country’s inevitable defeat and ultimate regicide. The repeal of 
the New Economic Policy, suppression of the kulaks, forced collectivization of agriculture 
under Soviet methods, and continued export of grain for foreign currency in the face of 
famine set the stage for the Holomodor in the Ukraine. Stalin finished the job after that.  

Oh, it is one false foot after another, as this massive country with massive potential has 
thwarted itself at virtually every step along the way. Purges and pogroms, man-made and 
natural disasters. Brother. If Moscow and St. Petersburg had been more worried about 
training its people, as opposed to indoctrinating and exterminating them, who knows what 
the geopolitical landscape would look like today.   

But, still, no matter how hard they have tried not to be, the Russians are still relevant, and 
still very much a force in global politics, and, yes, the global economy. Therefore, it is kind 
of interesting to see a Russian leader make a major decision, like invading the Crimea, and, 
you know, not botch it up completely. Sure, time will tell what the ultimate outcome will 
be, but this looks like a fait accompli. The Russians will take back Sevastopol, and the rest 
of the peninsula, and the rest of the world will watch them do it.  

In truth, there isn’t much the US can do from way over here, across the pond as it were. 
Sure, we have some troops garrisoned in Germany and Italy, but how to get them across 
Poland, the Czech Republic, Slovakia, Moldova, Belorussia, and even the Ukraine in a sig-
nificant degree of strength in the Crimea is anyone’s best guess. I guess we could sail the 
6th Fleet out of Naples, and hope the Turks let us up into the Black Sea, but we would be 
making a pretty huge assumption the Russians wouldn’t be lobbing missiles at us the whole 
time and mining the Dardanelles, let alone submarines.  

Yep, Vladimir Putin can look at a map, and determine the West doesn’t have any realistic 
military options when it comes to the Crimea, or even the Ukraine. By the time we could do 
anything, it would over. So, the only thing the West can or could do would be economic in 
nature, and here is where the Russians gambled. They bet Germany, the UK, and the rest of 
the European Union wouldn’t do much of anything, and they didn’t care what the US did 

The risk of a wrong decision is preferable 
to the terror of indecision. 

Maimonides 
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because it isn’t as economically important. The facts bear this in out.  

In a note to clients this week, I provided the following information:  

“Simply put, the United States doesn’t have a lot of its traditional levers available in order to force the 
Russians to exit the Crimea, or the Ukraine for that matter. Therefore, any success the international 
community has in stopping Russia from imposing its will in the Ukraine and Crimea rests firmly on 
European economics: are the powers that be in Berlin, London, Paris, Rome, and elsewhere willing to 
go toe to toe with Vladimir Putin, over what can be somewhat fairly described as a basket case in the 
Ukraine.  

 

Here are the numbers, straight from the European Union’s database:  

Russian exports to EU in 2012           $212.882 billion 

Russian imports from EU in 2012    $123.016 billion 

Total Russian trade with EU in 2012    $335.898 billion 

 

Here are the US numbers, straight from the Bloomberg: 

Russian exports to US in 2012                                      $29.274 billion 

Russian imports from US in 2012                                $10.669 billion 

Total Russian trade with US in 2012                           $39.943 billion 

 

As such, US total trade volume with Russia in 2012 was about 12% the EU trade volume with Russia. 
By comparison, US trade with Japan that year, 2012, was about $216.400 billion, and trade with Mex-
ico was valued around $494 billion. Can you imagine how the US would react if Angela Merkel were 
to suggest the US should impose serious economic sanctions on either Mexico or Japan? That is the 
rough economic impact.” 

 

You see, the rest of the world doesn’t have the appetite for risk that we do in the United States. You could ar-
gue that isn’t necessarily all bad, but it is ingrained in our culture. Taking risk is the way to get ahead; the way 
to make money, and the way to change your circumstances. It is hard for us to understand this isn’t always the 
case overseas; we take this for granted. Again, the numbers bear this out.  

I went to the Bureau of Economic Analysis to determine just how Americans invest overseas and foreigners 
invest in the United States. Considering we have the most transparent, developed, and liquid major financial 
markets, you would assume, or it would be intuitive, investors would be more apt to take more “paper security 
risk” here in the US, and less in lesser developed markets...at least that seems intuitive to me. However, that 
doesn’t seem to be the case.  

Please consider the table on the next page. I took out some minor line items to save space and remove clutter. 
Just how do Americans invest overseas, and how do foreigners invest in the United States? In millions of dol-
lars. The numbers do not add up to total. The majority of these discrepancies is due to bank claims, loose cur-
rency, and precious metals.  
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As you can see, US assets in direct investments (think investment in real estate, factories, etc.) and corporate 
stocks compromise close to 61% of all US-owned assets abroad. Bonds are only 11.3% of the total! ‘We’ are 
taking ownership; we are taking risks in anticipation of a higher payout in the future. Conversely, foreign-
owned assets in the US are heavily in bonds, some 39.8% of the total, and only 33.5% of assets are in direct 
investments and corporate stocks.  

When you factor out the “foreign reserve official assets” noise, foreign investors are more than twice as likely 
to prefer US debt than US investors are to prefer foreign debt, 27.1% to 11.3%. What’s more, direct invest-
ment PLUS corporate stocks are only 44.8% of privately held foreign assets in the US, as compared to that 
61% for US-owned assets abroad. In the investment management industry, by this table, we would classify US 
investors as “balanced,” and foreign investors as “conservative balanced.” Of course, there will be, and are, 
vagaries by country.  

Still, you can reasonably intuit foreign investors, as a group, are a more risk averse lot than Americans, as is 
evidenced by the asset allocation of their assets owned in the United States. If investors, normally the more 
risk tolerant elements of society, are more risk averse overseas than they are in the US, what is the real likeli-
hood foreign societies are risk tolerant in general?  

Something to Think About Cont.  

This report does not constitute an offer to sell or a solicitation of an offer to buy or sell and securities. The public information contained in this re-
port was obtained from sources and vendors deemed to be reliable, but it is not represented to be complete and its accuracy is not guaranteed.  

This report is designed to provide an insightful and entertaining commentary on the investment markets and economy. The opinions expressed re-
flect the judgment of the author as of the date of publication and are subject to change without notice; they do not represent the official opinions of 
the author’s employer unless clearly expressed within the document. 

The opinions expressed within this report are those of John Norris as of the date listed on the first page of the document. They are subject to change 
without notice, and do not necessarily reflect the views of Oakworth Capital Bank, its directors, shareholders, and employees.   

Disclosure 

US-owned assets abroad, excluding financial 
derivatives 

18,831,737 % of TOTAL 

Direct investment at current cost 5,318,629 28.2 

Bonds (of all types) 2,127,228 11.3 

Corporate stocks 6,164,580 32.7 

Foreign -owned assets in US, excluding finan-
cial derivatives 

23,044,568 % of TOTAL 

Official US government securities 4,485,873 19.5 

Direct investment at current cost 3,131,595 13.6 

Private US government securities 1,638,634 7.1 

Corporate and other bonds 3,034,976 13.2 

Corporate stocks 4,579,478 19.9 

 

 

 

 

% of PRIVATE TOTAL 

N/A 

18.2 

9.5 

17.6 

26.6 

Other (private) foreign assets 17,201,286   
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If you follow this logic, it isn’t too terribly difficult to make the leap Vladimir Putin felt he/Russia could go 
into the Crimea with some measure of impunity because the only country potentially willing to do anything 
about it; one with risk tolerance imbedded in its societal psyche, and the ability to ‘do anything about it,’ was 
too far away to matter. The others? The ones with skin in the game sitting at the table with Putin? Shoot, he bet 
they would fold. In card terms, Europe is a big card game of Acey Deucey, dealing three cards. Putin is hold-
ing a pair of treys, and no one is willing to do anything about it. That type of hand isn’t exactly a pure bluff, 
but it isn’t terribly strong if the pot in the middle of the table is big enough.  

In the end, we have learned this week there is a new breed of cat in the Kremlin, even if we have known him 
for a while. If not that, then there is a new way of thinking. Putin isn’t going to screw things up as much as his 
predecessors, and he is ‘in it to win it.’ On the flipside, we also learned Europe doesn’t have the stomach for 
such a Russian...it being a novelty and all. Either that, or they don’t quite know what to do with him.  

Interesting stuff., but what does it mean for investors?  

Frankly, it means the rest of the world could use a little more, gold old-fashioned American risk tolerance. It 
would generate a lot more wealth in the world, and everyone would be better off in the long run. Shoot, imag-
ine what our economy would look like IF foreign investors changed their asset allocation in the US. That 
would be a $2.8 trillion swing into direct investment and equities! Yes, interest rates might go up, but the 
amount of capital available for equity building investments would generate a lot of wealth, both here and 
abroad. Throw a multiplier effect on that money, and the US has a much higher growth rate. With that, tax re-
ceipts go up, and our budget deficits shrink...which keeps interest rates in check. So, come on guys...don’t you 
want to go for 6-8-10%, as opposed to the 2-3% you are getting on our debt? Haven’t ‘we’ taught you all any-
thing the last 100 years?  

Now, wouldn’t it be funny, if the only person in the world to get this message this week was/is a Russian?  
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