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Key takeaways

The Russia-Ukraine war, the rise of tariffs and, most recently, the energy crisis are all triggers of a new geo-
economic regime, where the forces shaping markets are broader and more structural.

As energy security, defence and industrial policy move to the centre of national strategy, the investment
landscape also evolves. Global efficiency matters less; domestic resilience and regional dynamics matter
more.

Fiscal dominance will also be a major market driver in the next years, particularly for fixed income markets,
as rising debt and pressure to support growth are likely to increase the need for domestic absorption of
government debt.

In this environment, investors should reassess their regional exposure. US assets remain central to the
global financial system, but their weight in portfolios should be reassessed. This applies not only to US
equities, but also to US Treasuries and the US dollar, which are increasingly challenged as anchors of
stability.

This means diversification will need to go beyond traditional market capitalisation to capture opportunities,
particularly over the next five years. Structural market drivers are now more complex, so diversification
must also consider currency, region, and sector, as well as supply chain exposure and energy security — in
short, dependency risks. That is where a larger role for Europe, Asia or different diversification approaches
tilted towards the real economy becomes increasingly compelling for investors.

“The US market remains appealing, but as concentration risks loom, it’s time to rethink
global diversification around the real economy, FX and geopolitics.”

Monica Defend
Head of Amundi Investment Institute
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Markets and the economy: divergence at a turning point

Crises often mark the beginning of regime shifts. Following the 2008 Great Financial
Crisis (GFC), concentration in US equities resumed an upward trend that has lasted for
more than a decade, despite the US economy’s leadership being increasingly challenged
by China’s rise. This concentration has gained further ground over the past few years as
the artificial intelligence (AI) theme has started to drive markets, led by the US.

This is not just an equity trend. In bonds, a prolonged period of zero or negative yields
outside the US has driven strong inflows into US Treasuries. On the currency side, while
the US accounts for just 26% of global GDP and around 13% of world trade, the USD
represents half of trade invoicing and around 45-50% of SWIFT payments. When market
leadership is this extreme, markets become increasingly momentum-driven until
something begins to crack. We believe the extreme market concentration in the US,
along with the divergence from the real economy, is now reaching a turning point.

The US market's exceptional performance is rooted in structural strengths such as higher
productivity, a dominant technology sector, a supportive entrepreneurial and shareholder
culture, and deep capital markets, which have enabled highly profitable companies with
significant global revenue exposure to capture a growing share of global earnings. While
regional concentration can persist as long as a country’s growth advantages remain
intact, it becomes a concern if other markets begin to offer better returns and if the
potential scale of asset reallocation away from the US is significant.

We may have reached this point. Equity market behaviour in 2025 points in that direction.
International ex US markets have begun to outperform, with MSCI World ex US posting its
strongest relative performance versus the US since 2009, while Emerging Markets (EM)
have outperformed Developed Markets. The US dollar's strength has also started to
fade, and its relative stability during the Middle East conflict, contrary to the strength
typically seen in past periods of safe-haven demand, is further evidence of its likely
trajectory. In our view, USD weakness is set to continue, albeit along a gradual
adjustment path. The main driver of this adjustment will be capital flow dynamics. The
Net International Investment Position (NIIP) of the US highlights the country's
dependence on foreign capital inflows. Should foreign investors begin to reassess US
exposure, even modest outflows could weaken the dollar further. Flows, exchange
rates and relative asset appeal can interact in a self-reinforcing cycle, making
concentration risk increasingly difficult to ignore.

US market has outgrown the real economy

“The unprecedented
market concentration in
the US along with the
extreme divergence from
the real economy, are
now reaching a turning
point.”

“Flows, exchange rates
and relative asset appeal
can interact in a self-
reinforcing cycle, making
concentration risk
increasingly difficult to
ignore.”
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Source: Amundi Investment Institute, IMF. Data as of Q4 2025. Net
portfolio investment position: the difference between US investors’
holdings of foreign portfolio assets and foreign investors’ holdings of US
portfolio assets.

Source: Amundi Investment Institute, IMF, Bloomberg. Data related to
GDP share is based on IMF data, market capitalisation and EPS refer to
MSCI US and MSCI All Country World Index . Yearly data as of 2025.
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Looking ahead: a greater focus on the real economy

Our Capital Market Assumptions sets out our long-term scenarios and asset class “Investors must position
return expectations. In this year's edition, we focus on how economies and markets are for a world of more
“Adapting to ru.ptu.res’.'. As geopolitical rivalries |r?t.ens'|fy, gIong cooperation will volatile economic cycles
weaken, and the distribution of resources and opportunities is becoming more uneven. .
and greater regional
Trade is being rewired, reshaping supply chains under security and political differentiation.”

constraints. This is particularly visible in strategic sectors such as critical minerals, where
resilience and access are increasingly prioritised over efficiency. At the same time, weaker
policy coordination is making collective responses harder to sustain, as evident in the
stalled coordination of the green transition. As countries turn inward, the push for
strategic autonomy is reinforcing higher defence and energy-related infrastructure
spending. This may support growth in the near term, but it also adds to fiscal pressure. In
countries already facing adverse demographic trends, higher spending and weaker fiscal
flexibility are raising more persistent questions around debt sustainability. AI may help
offset part of these pressures through productivity gains, but those gains are unlikely
to be distributed evenly across countries, sectors or households.

This fractured yet interconnected adjustment defines a macro regime of uneven growth,
higher debt and stickier inflation, where the balance of global growth continues to
shift from developed to emerging markets. Demographics remain supportive
(particularly India, Indonesia and Africa), while faster Al adoption and technology
leadership in countries such as China, South Korea and Taiwan should strengthen Asia’s
growth profile. Emerging markets also benefit from access to critical minerals and energy “Europe is an increasingly
resources, including China and Latin America. Finally, EM institutional frameworks
have also strengthened. Covid and the war in Ukraine showed that EM are no longer ) |
defined by weak policy discipline. Many moved quickly to contain inflation while investors as upcoming
maintaining relative fiscal discipline, in some cases more effectively than advanced reforms and strategic
economies. Looking ahead, EM are becoming more differentiated, offering greater
exposure to technology, digital services and advanced manufacturing.

attractive destination for

autonomy investment

plans gather pace.”
In a fragmented geopolitical environment, Europe also offers opportunities. The

region must strengthen its defence, energy and digital capabilities, supporting higher

investment and a stronger industrial sector. Further integration and deregulation could

broaden the benefits beyond large exporters, while the AI investment cycle should

also favour Europe through equipment, infrastructure and industrial upgrading.

The real economy has been evolving more towards China and EM
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Source: Amundi Investment Institute, IMF. Country forecast are by IMF. Country percentages are based on historical GDP at current prices, in billions of
US dollars. Last available data as of 30 April 2026. *Euro Area refers to European Union excluding Emerging and Developing Europe before 1991 and
Euro Area after.
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Rethinking global diversification

Diversification is not a static concept; it evolves over time. In the 1990s and 2000s, as “While the market
financial markets globalised, investors increasingly looked beyond domestic bias to seek
global opportunities. More recently, global diversification has been less appealing due to
the US leading Al-related technology and the safe-haven status of the USD, making US

capitalisation
approach is based on

markets very attractive for foreign investors. However, concentration risks and long-term past winners, an era of
growth themes signal a shift. rupture calls for a
An era of rupture calls for a greater focus on the real economy and structural greater focus on the
themes to capture future opportunities. Looking at expected returns across time real economy to
horizons, US equities should deliver solid returns, but they a‘re likely to underperform, capture future
opening the way for a shift towards Europe, Japan and emerging markets. An improving opportunities.”
EPS backdrop outside the US and still stretched valuations in the US are the key drivers of PP ’
this shift. However, over the long run, valuation distortions will be reabsorbed, and the
higher earnings power of the US market will prevail. As a result, investors should not
abandon the US but reduce concentration risk.
Historical and expected future returns across major equity markets

m US Equity H European Equity M Japanese Equity m EM Equity Chinese Equity
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10,1%
9,2%
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Source: Amundi, Bloomberg, Amundi 2026 Capital Market Assumptions. Data as of 31 December 2025. Expected returns are based on Amundi CASM
Model, starting date is 31/12/2025. Returns are nominal, in local currency and gross of fees. Forecast returns are not necessarily indicative of future
performance, which could differ substantially.

For bonds, the rise of global debt levels, particularly in the US and some advanced economies, supports the case
for a wider approach to diversification. Sovereign bond investing is driven by three main needs: income, low volatility
and low correlation to equities. US Treasuries are increasingly challenged on all three fronts. High policy uncertainty
has already driven US bond volatility higher, at a time when EM volatility has decreased significantly. On the
income front, higher rates globally are making US bonds relatively less attractive, while a weakening US dollar is also
challenging the traditional bond-equity correlation dynamics.

Global debt is expected to continue rising, and the World Global Bond Index remains heavily concentrated in the US. As
the risk of financial repression rises, investors need to look beyond headline debt levels and focus instead on debt relative
to GDP and on currency risk. Looking ahead, EM debt continues to stand out for its combination of income and
diversification. For JPY-based and euro-based investors, the case for strengthening domestic exposure is also becoming
more compelling as local yields have improved.

But broadening geographical exposure beyond the US is only part of the story. In an era of rupture, we expect a wider set
of structural themes. Infrastructure and critical minerals will be needed to meet demand from AI and the energy
transition, while gold should remain supported by policy uncertainty, constrained supply, and the structural demand for
diversification from central banks.
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Structural themes and the future of diversification
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Source: Amundi Investment Institute.

Key takeaways

Rebalance US exposure to
reduce concentration risk

Diversify by economic
exposure,

Use regions, sectors, FX,
bonds and themes to

not only by market cap diversify
I
I
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In an increasingly 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.

Get the latest updates on:

B Geopolitics BN Capital Market Assumptions
I Economy and Markets I Cross Asset Research
I Portfolio Strategy Real and Alternative Assets

B ESG Insights Global Investment Views

Visit our Research Center
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The MSCI information may only be used for your internal use, may not be reproduced or disseminated in any form and may not be used as a basis
for or a component of any financial instruments or products or indices. None of the MSCI information is intended to constitute investment advice
or a recommendation to make (or refrain from making) any kind of investment decision and may not be relied on as such. Historical data and
analysis should not be taken as an indication or guarantee of any future performance analysis, forecast or prediction. The MSCI information is
provided on an “as is” basis and the user of this information assumes the entire risk of any use made of this information. MSCI, each of its affiliates
and each other person involved in or related to compiling, computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly
disclaims all warranties (including, without limitation, any warranty of originality, accuracy, completeness, timeliness, non-infringement,
merchantability and fitness for a particular purpose) with respect to this information. Without limiting any of the foregoing, in no event shall any
MSCI Party have any liability for any direct, indirect, special, incidental, punitive, consequential (including, without limitation, lost profits) or any
other damages. (www.mscibarra.com). The Global Industry Classification Standard (GICS) SM was developed by and is the exclusive property and a
service mark of Standard & Poor's and MSCI. Neither Standard & Poor's, MSCI nor any other party involved in making or compiling any GICS
classifications makes any express or implied warranties or representations with respect to such standard or classification (or the results to be
obtained by the use thereof), and all such parties hereby expressly disclaim all warranties of originality, accuracy, completeness, merchantability or
fitness for a particular purpose with respect to any of such standard or classification. Without limiting any of the foregoing, in no event shall
Standard & Poor's, MSCI, any of their affiliates or any third party involved in making or compiling any GICS classification have any liability for any
direct, indirect, special, punitive, consequential or any other damages (including lost profits) even if notified of the possibility of such damages.

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, may 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 S.A.S. and is as of 21 May 2026. 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 S.A.S. 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 Amundi have any liability for any
direct, indirect, special, incidental, punitive, consequential (including, without limitation, lost profits) or any other damages due to its use.
Assumptions on tariffs as of 10 June 2025, at face value, tariffs are 10% universal, 30% on China (20% Fentanyl and 10% reciprocal); under the
section 232, 25% sectoral tariffs on Auto & Auto Parts, 50% on Steel and Aluminium (since the 4 June). Sectoral tariffs on Canada and Mexico only
for non-USMCA-compliant imports.

Date of first use 21 May 2026. DOC ID: 5512823

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: 91-93 boulevard Pasteur, 75015 Paris - France - 437 574 452 RCS Paris - www.amundi.com.

Cover photo: Annatamila @AdobeStock. Icons from thenounproject.com.


https://research-center.amundi.com/
https://www.amundi.com./
https://www.amundi.com./
https://www.amundi.com./
https://www.amundi.com./
https://www.amundi.com./
https://www.amundi.com./

	Slide 1
	Slide 2
	Slide 3
	Slide 4
	Slide 5
	Slide 6
	Slide 7
	Slide 8

