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CHAPTER 1

What Way America?

Where America leads, the rest of the world follows. Or so it has always seemed. But
Donald Trump’s second term poses a unique set of questions: how far can he really
push his America First agenda? What impact will tariffs have on allies in Europe and
on foes in China? What does it mean for global security if Trump distances the US from
NATO? What happens to the climate agenda if Trump again pulls the US out of the Paris
agreements? And what does it all mean for US growth, financial stability and investors?

Here we lay out two possible scenarios for the year ahead

Trump Max: Prometheus Unbound

Trump the fire-bringer unleashes humanity’s potential. Republican dominance of
Congress means Trump’s agenda will get pushed through unfiltered. And unlike during
his first term, his cabinet picks can all be relied upon as Trump loyalists.

First up, Trump will impose swingeing new tariffs on all goods coming into the United
States. This will amplify existing tensions and stoke a fresh round of trade wars and,
as a derivative of this, currency wars. Nation states will be in a competitive race to
the bottom to secure favourable trade terms using their currencies as the only tool
at their disposal. This is likely to raise the cost of business everywhere and stoke a
one-fime inflation impulse. Second, Trump will lower corporate taxes and extend
personal income tax cuts, fuelling inflationary pressures and pushing up corporate
earnings for US companies. Third, deregulation will boost animal spirits and growth in
a range of sectors, from financials and energy to the nascent crypto industry. Fourth,
loose fiscal policy will combine with higher deficits to deliver an inflationary impulse.
The Department of Government Efficiency achieves its aims, slashing spending and
allowing the Treasury more room. In short it will be a boom like we’ve never seen before.

In time he might even get the Constitution altered to serve a third term — who’s going
to say no?




1
HLIST
25

“Europe faces a choice between exit, paralysis, or integration. Exit has been tried.
Paralysis is becoming untenable. Integration is our only hope left” - Mario Draghi

One argument says Europe is paralysed by populism and incompetence; fragmentation
and more nationalism is inevitable. The other argument goes something like this: Europe
has always lurched from crisis to crisis and the answer every time has been ‘more
Europe’. And as we go to press, France’s Marine Le Pen, the frontrunner to become the
next president, is threatened with jail time and an election ban; whilst steps are being
taken to ban the AfD in Germany. They tried this with Trump - will Europe react the
same way?

More Europe

Fragmentation leads to dreadfully slow decision making, institutional stagnation,
moribund economic growth and ultimately some crisis of confidence about Europe’s
place in the new world order. The inevitable creep of more Europe is the result. The
crisis allows it fo move forward. It has always happened this way, why would it be
‘different this time’? And in 2025 it will be driven by likely votes in Germany and France
and the spending decisions they take.

Centralised fiscal intervention by the EU as the natural endpoint in the grand European
project. For many, the euro will either fail or result in complete fiscal union; there is no
third option. The pandemic broke new ground and opened the door to states agreeing
to joint debt instruments in times of crisis; and are we not already in a form of slow
crisis? Draghi explicitly made the case: “We are already in crisis mode and to ignore
this is to slide into a situation you don’t want to have.” Better to risk sticking your head
in the lion’s jaws than let the rats eat you slowly.

It’s not just the economics and a technocratic plan to ‘Make Europe Great Again’. One
European school of thought is to get the economics aligned and the politics will follow.
Or, instead, do you need political consensus to make big economic decisions? As ever,
it's a six of one and half a dozen of the other.

Much will depend on what happens at a national level as Germany and possibly France
have another go at elections.

Finalt

Less Europe

Or do we get less Europe? As we discussed in our 2024 Watchlist, there is a fight for the
soul of Europe and it seems to be heading towards more nationalism and fragmentation
at the centre.

France is heading towards an inevitable rerun of last summer’s elections and this time
the ‘Republican Front’ may not hold back the right wing Rassemblement National (RN).
It’s not implausible that RN will win, which would create a powerful populist government
at the heart of Europe. RN won the election in 2024, and it was stolen from them -
sound familiar?

Germany’s own political crisis this year has made it plain just how hard it is to govern
when prices are higher, energy policy has failed and money is being found for funding
immigration and foreign wars at the expense of the native population. The two largest
economies and the emotional bedrock of ‘Europeanism’ have weak governments.

Elections in 2025 will be pivotal and populists will gain more ground. Although AfD will
not get near government, RN might and it will signal the winds of change for the old
order. Faced with hard-right pressure Europe’s institutions will not be able to address
the social and economic challenges in the bloc. Under this pressure from within the
institutions will start to crack.
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CHAPTER 4

China:

Will China go the way of Japan, or will Beijing find the right levers to reignite
the country’s - and the world’s - growth?

Authorities in Beijing have been seeking a way out of the post-Covid
malaise through stimulus efforts but the country is in a predicament that
will require more far-reaching structural reforms.

Japan 2.0:

Might China end up in the Japan Trap? Japanification — the process of lower inflation,
low policy rates and low growth coupled with a long-term demographic challenge of
a declining working-age population. Japan’s economy is a shadow of the post-war
miracle; its ‘lost decade’ turned into three lost decades.

The parallels between China today and Japan in the 1980s are impossible to ignore:
Demographic problems, trade tensions, underconsumption, high debt levels, a
property bubble bursting and authorities willing to administer sticking plaster solutions
that only make the problem worse. China will not be able to escape a multi-decade
fight against declining growth, deflation, demographic decline and deleveraging. The
process is only just beginning. China in 2024 is about where Japan was 30 years ago,
and the path looks familiar.

China’s main problem has been one of too much savings and not enough consumption.
This cannot be fixed now by stoking demand. The real estate bubble mopped up excess
savings (China’s gross national savings between 2000 and 2024 were 45%, vs 18% in the
US and 28% in Japan), and property development became the main engine of growth,
but its bursting has left a legacy of falling asset prices, debt and economic scarring.
Household income is just 61% of national GDP - not enough to drive consumption growth
at a meaningful level. Meanwhile, Trump’s tariffs are going to materially damage
China’s economy, whilst the ensuing tit-for-tat trade wars are going to diminish the rest
of the world’s demand for China’s potential supply. China is now in the middle-income
trap where it cannot sustain productivity growth, and the result will be a deflationary
spiral that eats into global growth.

Finalt

China 2.0:

True, China is facing a Japan-like challenge; but it’s wrong to see them as essentially
the same. Japan was relatively rich in the 1980s and early 1990s; China is relatively
poor and has a lot of catching up to do that will stimulate demand and growth, so
long as the authorities pull the right levers and sort out the mess of debt. It may face
a demographic challenge with an ageing population, but there is an as yet untapped
rural workforce to train. China’s labour force will remain resilient, its huge financial
reserves can be brought to bear, and Beijing has the luxury of being able to use them.
The banks are in better shape than Japan’s were in 1990; a Plaza Accord style currency
deal - which contributed to Japan’s problems - is not going to happen. Reforms to
the Hukou system - a household registration bureaucracy that makes it difficult for
people from the countryside to obtain social benefits in cities - could unleash more
productivity growth, whilst China is rapidly closing the gap with OECD countries on
R&D spending, which should drive further productivity growth.
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Green Technology:
Transition to What?
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Appropriately for this year’s Watchlist theme, South Africa is at a crossroads. Not such a
coincidence when you realise South Africa is always at a crossroads. Today, it stands on
the brink of renewed success and of disaster. A contradiction? The country specialises
in them.

The GNU (and improved) South Africa

South Africa’s Government of National Unity is held together with duct tape and string,
but they have a common enemy - Jacob Zuma’s uMkhonto weSizwe party, which ate
the ANC'’s lunch in Zuma’s home province - and a sense of urgency, of time running out.
That may be enough. Not for the first fime in South Africa’s modern history, probably
not for the last, it’s now or never.

The coalition is months old, but sentiment is already stronger. A Financial Times
headline: ‘Signs of stability from South Africa’s unity government boost business
confidence’. Three decades since the inception of democracy, and you’d hope for more
than stability — but it’s (another) new start.

In other words, our positive scenario is not meteoric success, as it might once have
been, but steady rebuilding after a lost decade. Not bad, when you consider where
things were going.

South African equities saw their best quarter in ten years, the South African Reserve
Bank is modestly optimistic about growth and inflation. Consumers are consuming
again.

Beyond vibes, questions of structural reform. Most urgently, fixing transport and power
infrastructure, and the State Owned Enterprises that manage it. There is no South
African economy without electricity, rail, road and functioning ports.

The country is, ostensibly, serious about securing infrastructure funding. The president
has made reforming SOEs a priority. The coalition government might be broad enough
to demand technocratic efficiency and reduce corruption.

Crucially, the electricity crisis has been partially resolved by bypassing Eskom. Energy
market liberalisation combined with the drastically reduced cost of renewable
technology means households can move to solar, private contractors are providing
renewables at scales - and some private sector players are producing their own power.

To optimists, South Africa’s future is always bright. With more than 100 days without
load shedding, the present is finally bright as well.

The False Dawn

President Cyril Ramaphosa promised a ‘new dawn’ for South Africa after the state
capture years. That was 2018. We're now in his second term, and dawn is breaking
once again. The feeling of déja vu persists: the GNU, a deliberate throwback to Nelson
Mandela’s unity government, is an unsatisfying compromise to stave off populist excess.
Already there are tensions, driven by policy differences, local government conflict, and
personality clashes.

South Africa’s ports, once globally competitive, are now among the worst in the world.
The country still depends on coal when the world is moving to renewables (with carbon
border taxes to boot). In the economic capital, the taps run dry in even the leafiest
suburbs.

None of these problems is intractable, and the government is committed to fixing
them. But the contradictions are piling up. South Africa needs to tighten its fiscal belt.
It also needs massive investment in crumbling infrastructure. The country faces high
unemployment, strong unions, and widespread working poverty. Home solar has finally
helped overcome the crippling electricity crisis, threatening to plunge municipalities
into crisis.

A function of the ruling ANC has been to manage the contradictions, shepherding in -
for better or worse - a broadly neoliberal economy and a large welfare state. Partners
to labour, friends to big business and the party of liberation. Hence the throwback to
the GNU. A political roll of the dice by a president under pressure from all sides.

Resolving the contradictions needed 30 years of growth. Instead, the country is not just
recovering from stagnation, but the deliberate dismantling of national infrastructure
and institutions of governance. The state capture years have broken South Africa, and
it’s not clear even the most ingenious political machinations can fix it.

Perhaps the country can continue treading water. Or perhaps a confluence of
moderate setbacks - getting kicked out of AGOA, a rapidly depreciating rand in the
new Trump trade global order, coal-dependent communities rising up while carbon-
heavy manufacturing falters — will push the rainbow nation into the abyss.

@



CHAPTER 7

Will Securonomics Succeed?

Labour promised growth, but the Budget didn’t seem to deliver it. Or at least yet. We
could be waiting a while. The question is really whether investment piles up to produce
productivity gains.

Worse to come

Let’s take the pessimists’ view: The government is going to borrow a lot more and spend
a lot more; but growth will be worse. It’s hard to see the Budget as anything other than

disaster for economic growth. Even the Office for Budget Responsibility says it does
absolutely zero for growth and, in fact, through higher employment and consumption
taxes we will get lower growth as consumers will have less to spend. Moreover, the
fiscal measures will imply higher inflation and prevent the Bank of England from cutting
rates as quickly as they might. This leads us into a stagflation situation. Add on top of
this a net-zero-at-all-costs dogma which will raise energy costs and make businesses
less competitive.

The Resolution Foundation has assessed the outlook for growth and the budget changes
and calculates the disposable income of average household, adjusted for inflation, will
rise by 0.5% in next 5 years. The Institute for Fiscal Studies is similarly unimpressed at the
way the Budget will drive real income growth. To avoid real terms cuts to departmental
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CHAPTER 8

War or Peace
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Ai Trough of Disillusionment or the Real Deal?

Boom:

Al technology will develop at an exponential rate, driving rapid and disruptive changes
in a wide range of industries including technology, finance, health and defence.
Investment will continue to pour into the space driving further market capitalisation
growth forthe big chipmakers, led still by Nvidia, but broadening out to encompass more
technology companies as they adapt to the new Al reality. Donald Trump, who said he
would “repeal Joe Biden’s dangerous Executive Order that hinders Al Innovation”, will
drive a deregulation-inspired boom like we have never seen. Growth and change will
come from surprising places - new businesses built on Al platforms will emerge and
displace incumbents in a number of sectors, whilst the largest corporations continue
to augment their Al abilities and deliver stunning productivity growth. A boom in the
crypto Al market will support even more rapid growth. Nvidia earnings, and shares,
keep going up. Terrifyingly, deregulation of Al in the US leads to some scary scenarios
and the odds of it wiping out humanity go from 5% to 10%. Which incidentally could lead

us fo the alternative scenario in a different way...
@
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CHAPTER 10

Space Race:

We're all moving to Mars, apparently. Is the new space race humanity’s great chance
of long-term survival or are we moving to feudalism beyond the stars?

Space Dystopia

‘Who owns the moon?’ In 2020 China became the second nation to plant its flag on the
lunar surface. The space race never really ended; it just became less politicised after
the fall of the Berlin Wall.

For those with an eye to interplanetary colonisation, Mars is an even bigger prize.
Elon Musk has it all worked out. His Starlink service contracts state that the company
sees “Mars as a free planet and that no Earth-based government has authority or
sovereignty over Martian activities”. Dispute “will be disputes will be settled through
self-governing principles, established in good faith, at the time of Martian settlement”

We've seen that movie before. What happens when the settlement next door, founded
on self-governing principles of its own, want to ‘borrow’ their solar system or literally
eat their lunch? Will the new colony tax its sovereign citizens and raise an army? Or
will conscription suffice? Or will President for Life Donald Trump have to dispatch an
emergency squad of Space Marines?

It may all be hypothetical. SpaceX is lowering the cost of space flight. But cheaper than
NASA doesn’t mean stronger than China, the new world leader in green technology,
electric vehicles and, plausibly soon, passenger aircraft?

China’s ambitions for space are lofty enough to keep European policymakers on edge.
India, Japan, and Russia also have serious space ambitions. Iran has the ambition, if
not quite the resources. But it’s a start.

It's a race, but not necessarily a winner takes all contest. For 2025, the US will drive
forwards as Musk’s SpaceX will be thrown more contracts and more cash to bolster his
efforts. This might be at the cost of competition, but NASA did its most earth-defying
stuff when it was the only game in town.
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All opinions, news, research, analysis, prices or other information is provided as
general market commentary and not as investment advice and all potential results
discussed are not guaranteed to be achieved. The information may have been
derived from publicly available sources, company reports, personal research,
or surveys. Past performance is not indicative of future performance. Trading
carriesrisk of capital loss. Service available to professional clients only.




