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GEOPOLITICS AUTHORS
Tail risks to watch in 2025 ANNA

ROSENBERG
We see geopolitical risks persisting as a base-case scenario for 2025 HEAD OF GEOPOLITICS -
(see box). Below we share the main upside and downside risks to our AMUNDI IN\I’IE_EE#E’}‘E

base case that investors should take into consideration.
Tail risks

Trump could become more ‘geopolitical’. This risk could see the
United States use tariffs and other means to reorganise the world in
line with US interests. The United States could force countries to pick
sides on China or deter aspiring new BRICS joiners. A bipolar world

would be the result if implemented in full, although many middle \ '__;-'1?%'
countries are likely to resist picking sides for as long as possible. Efforts ;i dﬁ

to devalue the dollar with a new ‘Plaza’-style agreement could also fall J High political
into this ‘geopolitical’ category, although today’s context makes this ! rlsk resembles
difficult. high debt levels:
The concept of ‘spheres of influence’ could take hold, with the - both create
United States expanding its sway both North and South while allowing

Russia and China their zones. This scenario could result in a grand frag ility ”‘
bargain with China, in which geopolitical and economic issues are mcr ethe

settled by confining powers geographically.

Hybrid warfare escalation is likely, with more attacks on subsea
cables and infrastructure, particularly in Europe and Asia, as well as in
space, while assaults could also increase in the United States. A Russian
projectile could hit NATO territory without casualties and Russia would
say it was a mistake, leading to increased tensions.

chances of
something going
wrong.”

\ _

Base-case expectations on geopolitics for 2025

= Geopolitical risks will remain high because of the power realignment underway and growing economic
disruptions. It will require adaptability, hedging and diversification strategies.

= US domestic politics will be noisy, with the new administration aiming to implement “Make America Great
Again” policies. This is likely to undermine some institutions and norms, but is unlikely to push US
democracy towards breaking point. The administration will likely face trade-offs and constraints.

= The United States-China relationship will likely deteriorate further, with tariffs gradually being imposed
and Chinese retaliation. Economic ruptures will increase geopolitical tensions, but in 2025 the focus is
likely to remain on economics.

= China will focus on adapting to the new environment through domestic economic support and
diversifying its trade relationships. Geopolitical muscle flexing will continue and the South China Sea
risk will remain elevated.

= Talks between Russia and Ukraine will start in H1; a fragile ceasefire is more likely than a peace deal,
but even that is difficult.

= Talks will dominate the Middle East on multiple levels.

* The United States-EU relationship will face a combination of intimidation and leeway, but the United
States will more likely than not keep allies close.

= The EU confronts conflicting dynamics (e.g., fiscal consolidation versus the need for higher defence
spending). Some upsides could result from the German election on the fiscal side and provide renewed
leadership on the EU level.

= New winners will emerge as the world diversifies to adapt to changes in sanctions, tariffs and physical
disruptions.

= All of the above will put upward pressure on costs, with ramifications for inflation expectations.
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In the Middle East, risks involve potential United States-Israeli
strikes on Iran's nuclear facilities, in response to Iran having
significantly increased its nuclear capabilities. This could lead to
regional destabilisation affecting UAE and Saudi Arabian oil
infrastructure. A regime change in Iran could either lead to
destabilisation or a less hostile Iran. In Israel and Syria, upside risks
could arise from a more stable Lebanon and Syria under new
governance.

In Asia, many paths could lead to escalation in the South China Sea,
either because United States-China economic tensions intensify faster
than expected or because there is an accident as a result of riskier naval
operations. North Korea could still attack South Korea, although the
likelihood has decreased due to South Korea's political shifts.

In Europe, the Russia-Ukraine war could escalate if Russia targets
NATO or if the United States increases support for Ukraine because
Russia refuses to settle. On the upside, a comprehensive peace deal,
rather than just a ceasefire, could lead to reconstruction and improved
relations with Russia, including the resumption of energy flows to
Europe. A far-right government could be the outcome of Germany’s
elections. EU countries could break with the United States as a
result of US economic and political actions. The transatlantic
relationship would falter, leading to either radical policy changes or
further divisions within the Union.

This thought exercise aims to help investors be aware of possible
scenarios, but it is not a comprehensive list of all possible (geo)political
risks*. While markets may not be paying attention to some of these
risks, these vulnerabilities or potential positive surprises can lead to
strong short-term market reactions and bigger trends affecting market
dynamics, should they play out.
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CHART: Global trade remains strong, but could Trump’s tariffs, retaliations,
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* please notenote this does
not include ‘black swan’
events, as such events are,
by definition, not
forecastable.
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Source: Amundi Investment Institute, IMF WEO October 2024. IMF calculations are in current USD, trade is the sum of imports and exports.
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IMPORTANT INFORMATION

This document is solely for informational purposes.

This document does not constitute an offer to sell, a solicitation of an offer to buy, or a recommendation of
any security or any other product or service. Any securities, products, or services referenced may not be
registered for sale with the relevant authority in your jurisdiction and may not be regulated or supervised by
any governmental or similar authority in your jurisdiction.

Any information contained in this document may only be used for your internal use, mae/ not be reproduced or
redisseminated in any form and may not be used as a basis for or a component of any financial instruments or products
or indices.

Furthermore, nothing in this document is intended to provide tax, legal, or investment advice.

Unless otherwise stated, all information contained in this document is from Amundi Asset Management SAS and
is as of 17 January 2025. Diversification does not guarantee a profit or protect against a loss. This document is
provided on an “as is” basis and the user of this information assumes the entire risk of any use made of this
information. Historical data and analysis should not be taken as an indication or guarantee of any future
performance analysis, forecast or prediction. The views expressed regarding market and economic trends are
those of the author and not necessarily Amundi Asset Management SAS and are subject to change at any time
based on market and other conditions, and there can be no assurance that countries, markets or sectors will
perform as expected. These views should not be relied upon as investment advice, a security recommendation,
or as an indication of trading for any Amundi product. Investment involves risks, including market, political,
liquidity and currency risks.

Furthermore, in no event shall any person involved in the production of this document have any liability for any direct,
indirect, special, incidental, punitive, consequential (including, without limitation, lost profits) or any other damages.

Date of first use: 20 January 2025.
Document ID: 4171381.

Document issued by Amundi Asset Management, “société par actions simplifiée”- SAS with a capital of €1,143,615,555 -
Portfolio manager regulated by the AMF under number GP04000036 - Head office: 90-93 boulevard Pasteur - 75015
Paris - France - 437 574 452 RCS Paris - www.amundi.com
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In an increasing complex and changing world, investors need to better
understand their environment and the evolution of investment practices
in order to define their asset allocation and help construct their
portfolios.

This environment spans across economic, financial, geopolitical, societal and environmental dimensions. To help
meet this need, Amundi has created the Amundi Investment Institute. This independent research platform
brings together Amundi’'s research, market strategy, investment themes and asset allocation advisory activities
under one umbrella; the Amundi Investment Institute. Its aim is to produce and disseminate research and
Thought Leadership publications which anticipate and innovate for the benefit of investment teams and clients
alike.
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