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THE GREAT LEAP BACKWARDS

~ ¢« 3MD~¢[«U56«l «i iDBY -«D[« EE [¢~«i « 80O«Q s«WE3SMD~+[T

The fears we expressed at the beginning of the year were not unfounded. In hindsight, they even appear to have been
grossly underestimated, having fallen well wide of actual events. The new US administration has not on ly embarked
on an all-out trade war but also seems intent on an all-encompassing demolition of “American exception alism”.
It is on a genuine crusade against everything that has until now made the country “great” and underpin ned the
(proclaimed) universalism of its values. Putting asid e the strictly commercial aspect, which directly th reatens the
US economy in the (very) short term by disrupting t he global value chains on which the US has built it s dominance,
it is all the institutions and pillars of American democracy that are now being targeted by the polici es pursued in
Washington. At the forefront are the justice system and the press — two hallmarks of the rule of law — followed by
e~wrDil -«[rie ilQr«Me[+DMrA«D ~«Ewidir«A*D6iA«i « D e«D«*eef

In terms of economic policy, Trump’s agenda has tak en all observers by surprise, even though the decis ions
themselves were only to be expected given the MAGA programme. Although we initially anticipated the en actment
of business-friendly laws and decrees through dereg ulation, tax cuts, and the like, it is now clear th at ideology
AD[«EM+"DIife~T« « “eMeAed | 3«EMI MIi©O«AD[«ise «317¢ «i «r iDil 3«i T13MDil «D ~«Me~
that is admittedly very deep — a measure of the dyna mism of the US economy —, albeit one that is perfec tly (over)
Q D re~-«eAlrA«i[«D«[i% « 2«li[«DiiMDrii~e o[[T« Ae« D [«~*E® ©es~«i «DrAle"e«iAT[«DMses«EW
administration’s trade policy involved the introduc tion of prohibitive customs tariffs that history ha s shown to be
useless, if not deeply harmful. These were followed by a series of farcical U-turns that began on Liberation Day. An

observation and an objective — however lucid and leg itimate they may be — do not constitute an economic policy
strategy. And the one implemented by the Trump administration, if it indeed exists, gives cause for concern to say

the least.

Given the central role of the US, the repercussions for the global economy and value chains will obvious ly be large-
scale. Although we believe that a sharp slowdown is inevitable by 2026 — we are unveiling our initial 2026 forecasts

here — the prevailing uncertainty is so great and t he twists and turns so frequent that we have only d owngraded
four countries. For the sectors, the measures annou nced and already in place have prompted us to make further
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G EOPOLITICS by ILNES Gomart, director of IFRI Global real GDP growth (market exchange rate %)
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Enmeshed in a backdrop of economic interdependence and power rivalry, companies 5

are more than ever being confronted with geopolitic al risk. Leaders must adapt to the 4

material and ideological changes generated by globa lisation and political decisions 9

are once again taking precedence over solely economic considerations. a

The return of Donald Trump to the White House is ob viously the main factor in play .

today, and the one that raises the most questions. By launching a trade war, the

7:iAcOMe[i~e i« £«iAe«$ Tie~« iDie[«T[«twedBi 3«+w ~D » iDB«w r-MlDI i©O«Di Wi«iAe«
trajectory of his country, which, given the central role played by the US on the world

stage, concerns everyone. Donald Trump claims to ru n his country like a business, 2

with suppliers and customers, and treats internatio nal politics as a series of deals. 3 28

k wM « iA[«DxisM«Al[«l DW3wMDil -«iAe«[iDMi« «Al[«[er ~«ieM « He HQTre §<AQ‘[«&5-- ® ® m ® m m B B 2 & TN
dominated by his erratic behaviour and the fallout with Elon Musk. China B Advanced economies ex. US

By contrast, China has shown itself to be a pole of stability despite concerns over = EmeraindlecoCiies e China —o— World (% change)

the viability of its growth model. China’s challeng e is to continue exporting excess

rDEDrii©«D ~«s!ED ~T 3«li[«iMD~e« *ie Mi[f« Ae«re iMDB«EBSDO©M« +«"upT- <O<%MD-10- pW o . i
India, China and South Africa, with Egypt, Ethiopia and other newcomers — China has oo, @ -led Bl BOCIET 7og (iTiwis[«Cp=@-T£DaBOH IMHVD [i]

demonstrated how economic emergence can evolve into political clout. Meanwhile,
iAe«n:i«r w iMIe[«<DMe«[ee] 3«iAeIM«l Rwe re«eesDies « «iA*«38 iDO«[iD3«1

This is particularly evident in the European Union. Economically, the EU faces a
fec . . - 5 p Chart 2:
competitiveness challenge. Ideologically, the regio n is struggling to assert itself Tee] GBIP G (ETE] AEEER, 7
against the US and Russia. As long as the war in Uk raine directly affects the EU, the !
latter must prepare to deter Russia over the long t erm at a time when the US is e
uestioning the traditional conditions of its milit ary support. Issues of defence, ener
qQ D I"%D ~«isrA 6 3©@«DMe«t Mri 3rZIAp°p<<H$<<I «Mer [I~°N?¥<IA'«- M0~«I «ieM [« +<2<02ﬁ-<.<2025(f) B2025(0) ;ﬁ
balance of power between its two major protagonists — the US and China as well as - :
Russia, which poses a threat. Meanwhile, the EU mus t also forge partnerships with 5 =¥
countries and regions — particularly Africa and Lati n America — that want to continue & P oo
js «Qil 3«xM «36 iD3I[Dil f«peE Mi[«i©«H Mir «8§+iiD-«-DMT «8MD3A|§<D —-O«MD ©« iAe NL[« RN oo Qg
have stressed the need for urgent structural reform s. The EU must now make the right 7 ¥ g DS 3 2 nln)
decisions if it wants to maintain its role as a global player. “ & D%I T2 I II II
§D[i-«iAe«e MB~«AD[«ier s«D«iD 38e~«esi« +«DM e~«r R|I’Iﬂ«K|I0A«[ Mlk M«-. ul
powers engaged in a renewed outbreak of war — wheth er it involves Ukraine and
Russia, Pakistan and India, or Israel and Iran — th e fallout has been dramatic in its 2 @ 5 > g > £ & ] 5 <
destructiveness. The Israeli attacks on Iran of Jun e 2025, as well as the nature of US S é 5 ES “/&) s g 2
support, mark a turning point: going hand in hand w ith the attempts to destroy Iran’s B 3 =
nuclear capacity is a categorical determination to impose a regime change. This is a S
moment of international realignment that is forcing all protagonists, including the
Europeans, to adjust their respective positions.
WMre[,«t k-« Dil D&«[iDii[ilrDé«l [iliwis[-«Tp+@Q-#iDa8DHIM#MD[i[
Chart 3:
US Dollar Index (DXY)
e GLOBAL ECONOMY
o | e,
| lection Day

The global economic outlook is more uncertain than ever as it hinges on 108 |
geopolitical events and the trade decisions of the US President. If President T ‘
Trump reinstates the announced tariffs at the end o f the 90-day suspension ;
periods granted to the rest of the world (until 9 J uly) and China (until 12 August), A3
iAe«i EDri« «38 iD8«3M «iA«r wd~«ie«[i3 IQrD i8©«3MsDieM« 102 i
in our baseline scenario. Regardless of his decisio ns, US tariffs have already 100 |
rpached historica}lly high levels ( Chart 4 ), but they will only have a marginal 98 |
| EDric« «iAe«$ «iMD~e«~Qrilif % i
While a US recession seems unlikely in the short te rm, the global economy is |
set for a sharp slowdown, although the precise timing is impossible to predict 2
(Chart 1). Apart from the US, China is also affected ( Chart 2 ), as it is facing I3 3§83 33 33333 8888 8 g g
intractable problems with both domestic and external demand in the current g 8 § g § 5 3 ?; ,‘,%, 8 é § 5 8 s g § E
situation. The risks associated with our forecasts for the next 18 months are
iT8ie~«i sDM~[«iAe«~ o [I~¢ «it«iAe«iMD~e«eDM«e[rDBDis[« M«iA wMre[ «t-H-«-DrM i ~-«- £Dre

spreads regionally, global growth is likely to fall below 2%.
Ae«[D s«w reMiDi i©« DiWMDBB6O«[WMM w ~[«iAe«i RDIT «|wid 1f«tx«M+iDGIDIi MO«
measures are adopted by the US’ trading partners, t he expected stabilisation
+«l RDiT «r wo~«ie«rDB8e~«i i «Kwel[il f«T «iAe«$ -«D«E'Ch?r“‘: ) ) ) o
FWMMe i8@«+|Eeris~«| «3Di*«5358ADMITOKB3IED K« IMRD i M USAverage effective tariif rate on imports (%)

in many emerging economies due to the combined effe cts of moderating 40

commodity prices and the weakening US dollar trend (Chart 3 ). However, - “"Liberation Day" Tariffs +125% on China  36% «

it should be noted that there are upside risks in t he event of energy price =Average effecive tarif rate

increases given the unstable situation in the Middle East. 30 :zsgm Canada & Mexico non-USMCA

t «6i3Ai« t«iAs«rwMMe i«w reMiDT ile [«[wMM WRO i B«3MiAfA 25 -ggﬁ Elezlfaflummum Before trade truce with China 26%

majority of major central banks, which are still com mitted to a cycle of interest 10% Reciprocal tariffs

rate cuts, are likely to adopt a cautious approach. In our central scenario, 20 Asoftoday 19%

~T[1 RDIiT «i[«e!Eerie~«i «MeiwM «i «iAe«$ «i «iAe«[er ~«ADEC 5 ]

should allow the Fed to resume rate cuts, perhaps a s early as this autumn.

Meanwhile, the ECB is very close to its terminal ra te. It should be noted that 10

W reMiDI i©«i[«e”s «3MeDieM«i «HWM Ew&DAM«QirDO«r [ 6i4D 5

policies could be implemented while Germany carries out a stimulus o

programme of uncertain scale. S8 2929182382928 8RR BB YN
2823332333333 333333233538 8888
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e NORTH AMERICA

The outlook for the US economy is currently clouded by two major sources of

w reMiDT i©T« A'«QM[i ~«MDiAsM«w [WMEMIT[T 36©-«E*MiDI [«
that will ultimately be imposed. Thanks to the agreement reached with China

in May, as well as court rulings challenging the le gal basis of most country-

based tariffs, markets are increasingly dismissing the likelihood of a tariff-
induced recession ( Chart 5 ). While this view has some merit, embracing it wit h

r Q~¢ re«e WO~«is«EMes DiwMefT« Ae«r wMi«Mwal 3«r wd~«[ild
appeal and, in any event, tariffs remain in effect for the time being. If not, the
White House could rely more heavily on less vulnera ble legal instruments,
such as the well-known Sections 232 of the Trade Expansion Act of 1962 (steel,
Dow | Tw «D ~«Dwi «iDMTii[Y« M« oril «634« t«iAe« MD~e
others that have not yet been invoked.

The second source of uncertainty stems from mixed s
economy is absorbing the tariffs that have already
"DMrAf«8e[Elics«~TE[«l «[¢"sMD®&«r
elEeriDil
target. On the surface, the Q1 GDP contraction (-0.

a concern than what the headline suggests: rather t
weakness, it is a consequence of companies stockpil
anticipation of tariff increases. That said, this f ront-loading trend may have

shifted the price shock forward and domestic moment um could be overstated
i©«Q DbO«~+ D ~«iM W3Ai«x MeDM~T«8e[Elic«iAe«~eO[rDd
['l. r-«-D©-«iA-«['|'iwDi'I' «Me DI [«RWT-'«D ~« DrM er Tr«~DiD «

ignals on how the
been in place since
Q~e* re« *D[WMe[«D ~«
[-«iAe«d& i« DMisi«AD[«8DM3+0@«Aed~«WE«D ~«li
2% QoQ AR) poses less of
han signaling domestic
ing imported goods in
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e EUROPE

The German economy made a positive start to 2025, partly due to front-loading

effects triggered by US tariff announcements ( Chart 7 ). While the economic outlook
Al 3e[« «iAe«Q DO«[ADEs« t«iMD~e«D3Mee o j[«ivioos «iAo«H

some impulse is likely to come as of July on back o f changes to depreciation rules

for companies and purchases for e-cars. Other measu res planned by the new

Grand-Coalition, such as a reduced industrial elect ricity price or higher spending

on infrastructure and defence are still on the tabl e, but no concrete plans have been

announced yet. Individual projects could be introdu ced during the course of 2026.

Accordingly, a recovery is expected in the medium t erm.

In France , growth remained sluggish in early 2025 under the

household consumption and investment. We do not exp ect a rebound in 2026,

D[«E 61ilrD6«D ~«Q[rDé«w reMiDI i©«s186«r il we«i «I EDri«A w

~eri[T [T« Ai[«r wd~«ioe«r E W ~e~«i©«[i® IQrD i«Q[rDé«D~aw]

that the current government manages to pass the 202 6 budget without being

censured.

Italy ’s strong start to 2025 is expected to fade amid tr ade uncertainty, as its exports

are highly exposed to the US market and domestic de mand remains fragile. In

contrast, Spain is expected to maintain momentum despite early signs of an

industrial slowdown, especially in the automotive s ector. The country’s economy

168 «r il wei «ie eQi«xM «i WMI[ -«H$«xw ~[«D ~«A w[eA

continues to be supported by immigration and rising disposable income.

The UK economy is projected to grow by around 1% in both 2025 and 2026,

weighed down by subdued exports. Recent tax rises h ave dampened sentiment

D ~«D~"eM[¢8O©«Dtzerie~«iAe«dDi M« DMici-«r iMIiwil 3«i «

weaker employment growth. However, rising real wage s, public investment

and key reforms, such as the Planning Bill, togethe r with gradual policy rate

cuts, are expected to support modest growth in 2026.

dual impact of

<

[

e 8HEHS8IOHS8« T UO® -tkt-

Japan ’s economic recovery softened recently, as private s pending weakened

D i~«~erdl | 3«EWMrAD[I 3«E eeM«iADi«eD[«~MI"¢ «i©«[A
particularly for rice. At the same time imports out paced exports ( Chart 8 ). Over
iAe«r T 3« iA[-«D~"—'|'i'|'
and rice reserve releases may revive consumption. T
further policy normalisation but the pace could slo

D ~«l rMeD[I 3«3 “eM =« i«Q D rl 3«r [i[]
In Australia , the Labor Party’s decisive win gives incumbent Pr ime Minister
Anthony Albanese a strong reform mandate. In South Korea , Democratic
Party candidate Lee Jae-myung was elected president to replace impeached
conservative President Yoon Suk yeol. This outcome may ease partisan gridlock
and support fiscal expansion to potentially spur a rebound in domestic
activities in H2 2025 and into 2026, while also mit igating the impact of US
tariffs. Meanwhile, the region’s geopolitical dynam ics could shift given Lee’s
preference for closer Chinese ties and a diplomatic approach to North Korea.

his will help to support
w given rising tariff risks

Df)«Q[I’Dﬁ«[WEE Mi-«[W[iDT '~—«[ o[l

Chart 5:
US: Perceived Odds of Recession and Trade Policy Uncertainty

1400 Trade Policy Uncertainty Daily, 30 Day Moving Average, (Index, lhs) 70

—— Polymarket, Odds, US Recession in 2025 (%, rhs)
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MeteMe re[«i «iMD~+«E 8ir©f«6 60 DMisi« ~~[« +@BIF{¢EM i DIMOFiIOF +«D S
Mere[[i «i «5358-«D[«l teMMe~«+tM «8 5O© DMisi-«Dik~eEGIMD M-« AEM=c T
EDMiiriED i[«iMD~+« «il DM@« wir «[1

WMre[,«6 6© DMisi-«-Diis «tDr "1+66 -«-DrM i ~-«- *Dre
Dil «Me DI [« DM«
Chart 6:

Western Europe: Household gross real disposable income (100 = Q1 2022)
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Chart 7:
Germany: GDP growth and its contributors (price- and seasonally adjus ted,
goq in %)
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Chart 8:

Japan Real GDP (% QoQ saar)
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Chart 9:
China: Economic activity (Q1 2025, % YoY)

e EMERGING ASIA

g Real GDP
We raised China i[«5358«n86«3M siA«x MerD[i«i «778_«UxM 7 2 DO ERTP
a stronger-than-expected Q1 performance and the rec ent tariff truce Manufacturing investment
(Chart 9 ). The Q1 outturn was driven by front-loaded export s, an early release - -
. Industrial production
of local government bond quotas to support public i nvestment and expanded
consumption subsidies under the trade-in program, w hich boosted consumer - Exports
electronics sales. The tariff truce is expected to facilitate US-bound shipments in 3 Ry p——
the near term and may trigger another round of fron t-loading before the 90-day i
[W[E- ['|' «eo ~[« «45« W3W[if«ti«DO[ «Me~wre[«wWM3e r©«= M @ Goods consumption
stimulus and should ease CNY depreciation pressures, thereby creating room Services consumption
£ M« +iDMO«sD[l 3«i «r W isM«~eRDil «MIi[i[f«z ee"eM-«iAe«[ipC -
. . . . Property investment
may begin to wane in H2 2025 and into 2026 due to p ayback effects from earlier
export and consumption front-loading and ongoing pr operty sector challenges. -15
India i[«04«n88«3M eiA«rD e«l «Di “e«:_«D[«l "o[i » i«8w Efp- —m——
3 "eM ¢ i«kEW[A«icx Me«iAe«Q[rD8«©+DM«e Ghartdd x Howevek,« U WMre[, «¥%% ~«- +Dre
such high public spending growth is unlikely to con tinue. Household spending
slowed as urban consumption kept softening. Fiscal tightening and heightened
global uncertainty will weigh on private investment and exports, leaving Chart 10:
consumption as the main growth driver in the coming quarters. The bar for India: Economic activity (Q1 2025, % YoY)
more monetary easing is now higher after June’s rate cuts and would require
D«rdeDM«~eisMI MDil «I «iA*e«3M «iA«D ~«i RDil « wid P[9« o Real GDP
S
ig Nominal GDP
M [[«Qie~«l “efi « i
a
8 Private consumption
e CENTRAL & EASTERN EUROPE
[
:3: Exports
Poland turned in one of the strongest economic performanc es at the beginning of g
this year, despite stagnation along its western bor der. The economy should further g Government consumption
accelerate in 2025 and 2026 ( Chart 11). Investment will be the primary growth driver, 2
supported by increased absorption of EU funds and th e onset of monetary easing. This Imports -12.7

rordirDB«EDIi*M « +«H$«xw ~«l R o[«i[«s!Eerie~«i «ie ¢Qi« iAeMf«-
European economies as well.

The presidential election in May 2025 resulted in a n unexpected victory for Karol
Nawrocki, the right-wing candidate aligned with the opposition Law and Justice (PiS)
EDMi©f« As«r il wDil « *«D«6i OD8I3 '~<(EM°[-|-~‘ ro« DO«&s EDMA
which are contingent on reforms, particularly judicial reforms that the president could
potentially veto.

-20

WMre[ «- 6t-«- xDre

ce«Drre[[«i «H$«xtw ~[-«

Chart 11:
Poland, Czech Republic and Hungary: industrial production

The Czech Republic 's economic performance remains closely tied to the external ! '
¢ "M+ i-«MeRerii 3«ii[«~ssE«i i+3MDii «siiA«iAe«nsM D «[wEE 0|« (SA index 2019=100, 3-month moving average)
stagnation is expected to persist into the second half of 2025, with the manufacturing 130
sector burdened by automotive tariffs. A modest acc eleration is forecast for 2026, driven
i©«l rMeD[e~«Q[rD8«[Es ~I 3« «neM D ©F 120
Hungary i[«er ©«r il we[«i «wW ~eME*M£ M -«TiA«cQM[iOKWDMisMkn
due to declines in construction and manufacturing. Weak external demand and 10
$13«Q[rD8«r [ 81~Dil «AD e«r iMTiwie~«i «iAe«iMe ~faz oo oM« o Z
the second half of 2025 and 2026 is more optimistic . In the lead-up to the parliamentary s
elections, tax exemptions and a potential cap on ho me loan interest rates are expected 90
to stimulate consumption.
80
70
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WMre[,«--orA« iDil[iIrDo«i2Qre-«6 6i[A«-+ iMD®® iDid[iirDd«i+Qre«U
zw 3DMID «-+ iMD6« iDii[iirDé«i+Qre«Uz- IY «- £Dre

After posting modest growth in Q1 2025, the Turkish economy will continue to

underperform in the rest of 2025 and 2026. The cent ral bank will maintain its tight
A-iDM@«E 6”.©«i <fArWMiD'I'6«'I' RDil T« A-“«~'I'['I' RDil «iM“- 'v'«'A.lChartlZ:

cAe <<D’WD§<<AI BDil «rD e«rd .[.«i f<68_«| «-D©"«53_58-«|[«-:E-r Trend CPI vs. annual CPI in Tiirkiye

(Chart12 YT «zI[3A«l ieMe[i«MDie[«*l08«AD e«D« ¢3Dil"e«l EDri« « I

and increase insolvency risks until the end of 2025 . For 2026, barring a sudden 180
and unexpected depreciation of the Turkish lira, we anticipate a modest recovery 160
I «3M «iA«D —v«D«[W[iD'I' e~«~ordl o«l «T RDIil ¢ 140
We lowered slightly our 2025 growth forecast for th e GCC. Yet the non-oil economy 120
stands robust on the back of new projects and incre asing demand. Growth is 100
elEerio~«i «l TA«WE«l «5359-«8e~«i©« Dil D&«er Tr«~T"eM[IR1 80
and increased investments, especially in sectors su ch as construction, tourism, 60
leisure and technology. The prospect of interest ra te cuts by the US Federal 40
Reserve may prompt GCC central banks to follow suit , leading to lower interest 20
rates due to the currency peg. This will stimulate consumption and investment 0
spending. Saudi Arabia and the United Arab Emirates are set to become major o i f a i i f i f a g i f i E i S § i 838 § IS f
FDI destinations by 2025-2026 due to rapid economic reforms and pro-business fezezezezez2ez2¢2z 8 5’ £ ze 5’ B 5’ 8 5’ W
policies. However, risks subsist given the region’s substantial geopolitical tensions, Trend CPI (CPI SA, 3M/3M, annualized, %)
reliance on government-led initiatives and sensitiv ity to global energy prices, ——CPI (yoy, %)
which could affect investor sentiment.
WMre[,«peQ Til"-«- £Dre
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e LATIN AMERICA

Although Mexico narrowly escaped a technical recession in Q1 2025, posting quarterly growth

of 0.2%, the expansion was underpinned by the volat ile agro sector, while the services sector
stagnated and manufacturing contracted. The outlook remains bleak, with GDP expected
to stagnate in 2025 amid increased uncertainty arou nd US trade policy, which will weigh on
investment and exports. For 2026, economic activit y is projected to reach modest growth of
1.5%, driven by a weak comparison base and relatively stronger US performance.

The Brazilian economy picked up in Q1 2025, as agriculture recov ered from the El Nifio-induced
6 [[*[«D ~«EMI"Die«r [w Eil «QM ¢+~«WE«l «D«[iM 3«8Di M« DMi*if«z
elEeris~«i «[8 e«l «iAe«r T 3«KwWDMieM[«D[«il3Ai« <«iDMO«E 6ir©«iDie
Mes DI [«E+M[I[i* i6©«Ai3A -«iAe«E 8IrO«MDis«AD[«ise «MDIi[+~«i©«783«iD]
5357«i «4hark1B YT« [«D«Me[wdi-«iAe« W ieM« £«-ADEi*M«44«Ul [
although down 6% in Q1 2025 compared to the same pe riod last year, was still the second-
AT3As[i«cEeM« W i*M« t«rD[s[«t M«iAs«EeMI ~«U48_«Ai3AeM«iAD «i «534
a two-year recession). While monetary policy is ant icipated to commence a gradual easing

iMe ~«i «iAe«QM[i«ADB+« +«5359 -«rMe~Ti«r ~Til [«ei68«r
the year, affecting economic activity.

As for Argentina , bullish sentiment under “Mileinomics” remains str ong ( Chart 14 ). It has
Mere i6@«ise «tWMiAeM«iw ©+~«i©®«D«iM D~«Me~wrii «i «rDE{iD&«r iM [«
and the ruling party’s strong showing in the Buenos Aires legislative elections. However, some
key risks remain, such as the central bank’s need t o rebuild is durably low foreign currency
Me[+M e[f«i"eMD88 -«*D[i 3«i RDil «D ~«D «i EM "1 3«iw[i *[[«e "M
consumption and investment, respectively. The posit ive trend is expected to persist throughout
2026, with GDP growth forecast at 5% for 2025 and 3.5% for 2026.
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Chart 14:
M3e iI D, «Ewidir«iD8D re«D ~«I RDil

et RDil «UVeDMO OVeDM-«_Y«O«deti«D!I[
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e AFRICA

While Africa’s exposure to the US in terms of direct trade is quite low (around

5% of total exports), the impact of the trade war on major trade partners such

as Europe and China, as well as lower commodity pri ces, is likely to prevent a
[T3TQrD i«Mer "eMO©« «iAe«r il « i«UF67:_«i «5358-«F7974_
that are less reliant on commodity exports and look ing to diversify will fare
better in this environment.

South Africa is more directly exposed to an increase in US tari ffs through
Ti[«Dwi iIT7e«D ~« iD6[«] ~W[iMIe[f«nM ¢iA«eid86«Mes DI
2025, 1.5% in 2026), as momentum in domestic demand , thanks to improved
cFeriMirliO«[WEESO© - «EM 2Me[[« «[iMwWriwMDd«Me+t M [«D
offset by lower external demand weighing on manufac turing and mining
(Chart 15).

Nigeria [«3M ¢iA«[A wd~«Me DI «M+8Dii"+60«[iDide«UF6YT5_«
iAe O T6«er ©«iAM W3A«iAe«[+M Tre[«[eri M«UQ D re-«t-
etc.) will continue to be robust. Furthermore, the overhaul of the exchange
MDie«Me3] ««UR Dil 3« DIMDY«D ~«iAe«MD Ei 30WE « *«~
has improved the external balances. Commitment to e conomic policy reforms
should increase the capital attractiveness of Niger ia, which would then translate
into higher investment and enable the country to su stain growth despite oil
price volatility.
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Chart 15:

South Africa: Activity indicators (SA, 100 = 2019, 3-month moving aver age)
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INSOLVENCIES

As we reach mid-2025, corporate insolvencies continue to trace the dual trend

i[*M~e~«l «5357 -«ifef-«D« M D&I[Dil «xtM «ED ~¢ irO«MD«d
i©«Q D riD8«[iMDI «D ~«E«M[I[ie i€hart2a/)iBrbure 8% of advanced
economies recorded an increase in insolvencies in Q 12025 compared to the year
*DMGieM-«eliA«D«[l T6DM«[ADMe«selree~i 2«534<«fe"o8[T« [
leading the trend, with Japan and Australia still f acing elevated insolvencies,
particularly in construction and real estate. In Europe, signs of stabilisation are
emerging after two years of 15% annual increases, though insolvencies remain
roughly 25% above 2019’s levels. In addition, ongoi ng trade uncertainty may
cloud the outlook further.
North America presents a mixed picture: Canada has seen some relief
£+ 00 i 3«D«[ADME«MIi[e«l «5357 -«*Alds«iAe«$ « 6©@«MeiwM
5357«D ~«[wi[*Kwe i6O©«E [i*e~«D«
However, rising long-term interest rates, potential
and reduced pricing power could pressure margins an

tariff-related cost shocks,
d raise insolvency risks.

N6 iD6B6OC-«eAlde«iAe«[ADME«53_ «Mi[e«[ee «i «5357«i[«w

the combination of elevated rates, cautious credito
supply disruptions suggest that insolvency levels w
even further through 2026.

rs, plus ongoing cost and
ill remain high and rise
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Chart 16:

Corporate Insolvencies in Advanced Economies (Index [same month in 20
=100], 3-month moving average)
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e CANADA: behind the resilient headline
numbers, tariff fallout begins to emerge

iMe 3iAe | 3«3M ¢iA« e iw «Di«iAs«e ~« £«5357«+D[«Dx«ie
iADi«iAe«%D i« +«-D D~Di[«MDis«rwi[«eeMe«Q D66O©« D D3I
(Chart 17 ). Unfortunately, we expect this momentum to be sho rt-lived, as
iAecettorif« +«iDMI£2[«EM 3Me[[I"e0O©«MIEEB+s«iAM wW3A«iA
Q3WMe«eD[«BDM3¢5OQ«~MI"e «i©«r [w Eil «D ~«l “e[i o i-«Ti
that accounted for the lion’s share of growth in Q1 . Likewise, the positive
contribution of net exports is primarily the result of US importers trying to get
ahead of tariffs. Meanwhile, the domestic front of the economy began trending
downward, with a noticeable slowdown in consumption and a mild contraction
in investment. We expect these negative trends to d eepen in Q2 and Q3, as
the labor market was already looking fragile, with unemployment at its highest
[T re«>D wDM©«534:«U97<_Yf«-D wtDriwMI 3«e E® ©  i«A
three consecutive months, and the share of Canadian workers worried for their
job is at its highest (20%), according to the BoC’s consumer expectations survey.
April’s record-setting contraction in exports ( Chart 18 ) could herald a correction
of Q1's benign movements in the coming months. Afte r jumping in Q1, exports
contracted suddenly in April, suggesting that the t ailwinds from tariff front-
running are already fading.
The general climate of uncertainty created by the T rump administration’s
W EMe~TriDide«[e] 3[«l «iMD~+«E 81rO«i[«s[EsriD66©«[I3 1Q
which the US accounts for roughly three-quarters of total exports (or around
18% of GDP). The country was one of the earliest tar gets of US tariff policy after
it was hit with a 25% blanket tariff, along with a 25% tariff on the auto and
eiDO«[eri M[«iADi«*D[«8DieM«MDI[e~«i «83_« «7«> W *f« «
introduced on goods compliant with the USMCA free-t rade agreement. At
the time of writing, the legality of blanket tariffs is being contested before the
US courts. Their repeal would come as a huge relief , but Canada will remain
vulnerable to sectoral tariffs imposed under Sectio n 232 and Section 301,
where key industries such as copper and lumber are already in the crosshairs.
Furthermore, the upcoming USMCA review (likely to b e brought forward to
the end of 2025) is expected to be contentious. All told, we see little reason to
believe that the prevailing uncertainty will fade i n any meaningful way soon,
and data should progressively reveal the extent of the damage being incurred.

=

D

® OIL PRICES: between market reality and
geopolitical risk

Israel and the US airstrikes on Iranian military sites and nuclear facilities since

mid June mark a new escalation in the confrontation existing between these

states and raises the prospect of oil prices surging to new highs. The potential

impact on global supply far exceeds the loss of Ira n’s daily exports of roughly
2 million barrels per day. Attention is now turning to the risk of a broader
r Riri«iADi«r wo~ «~IMerio©« M«l ~TMeri6© -«86eD~«i
ré [WMe« t«iAe« iMDTi« charz18) wa-eritical chokepoint through which

"eM«53« 1861 «iDMMed[« t«rMw~e«D ~«M+Q ¢~« [6«EM ~w

“e«~DI6OT«T «D«[re DMI « 2« [W[iDI e~«e[rD&Dil «D ~«~1
would almost certainly exceed $100 per barrel.
While these concerns are legitimate and the market’ S reaction unsurprising,

16«R o[«tM «iAe« -T~~8e«HD[i-«*AlrA«Drr w i«t M«Di wic«
supply, are undisrupted for the time being. If pric es were to decouple from
geopolitical tensions, current market fundamentals would in fact argue for a
decline ( Chart 20 ).

I reciAe«[iDMi« £«iAe«©eDM-«[iM 3«EM ~wril «3M «iA«l «
U iDi6O«iAe«$ «-D D~D-«%MD: -16«D ~«nw©D DY «
contributing to stock building. In early April, demand expectations weakened
+wWMiAeM«D '|'~«M'|.['|. 3«iMD~+OMedDie~«w reMiDIi i©f« i
accelerated the return of 2.2 million barrels per d ay that had been withheld
since November 2023. Between May and July 2025, mor e than half of these
volumes are expected to return to the market and ar e expected to reach the
levels initially planned for January 2026 by this summer. The combined effect
of softening demand and rising supply has merely wi dened the imbalance.

MD~T 3«©¢DM«i «~Dis«Di«D «D"*MD3¢« *«.:3«E*M«iDMM?¢8 «
*D[«DOM*D~O«~ ¢ «xM «iAe«5357«iMD~1 3«EMIire« +«.;37
So far, the attacks and retorts have not altered th e picture. As seen during
previous episodes of regional tension in recent year s, market forces may well
prevail and the geopolitical risk premium could gra dually fade, provided that
physical supply remains unaffected. Barring a major crisis, we still expect oil
prices to remain highly volatile over the next 18 months, ranging between $65
D ~«.:879

«iA

(6]
C

E
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Chart 17:
Canada: Contributions to real GDP growth (percentage points)
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Chart 18:
Canada: Merchandise Exports (CAD Billion)
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Chart 19:

Volume of crude oil & liquids transiting through ma jor chokepoints (2018-2023, %)
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Chart 20:

OECD Petroleum and Other Liquid Stocks v. Brent prices

——Brent prices (USD/barrel), lhs
——OECD commercial stocks (days of supply), inverted scale, rhs
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Countries -p «rAD 3] BUSINESS DEFAULT RISK
& MALAYSIA AY]
= Very Low Fairly High
A2
() ROMANIA N 2] :
Low High z
7C: Upgrade
SINGAPORE A2 N Satisfactory Very High N

- B Downgrade

! THA”_AND N Reasonable Extreme
[Downgrade from A3 to A4] N [Downgrade from A2 to A3] N
Malaysia export growth so far in the year has been boosted by front- Singapore’s macroeconomic outlook has become less f avourable as
loading demand for capital goods. Merchandise expor ts to the US, which heightened tariff uncertainty and its hit to global trade growth will affect the
Drr w i[«x M«46 « +«i iDB-«[WM3e~«6<_«©AO«i «iAs«QM][i«heavnilyltrade-dfjendertistiidstates diewalue of S ingapore’s trade in goods
above the 7% growth of total exports. Continued exp ort front-loading may D ~«[*MTre[«i[« "sM«iAMeo«il s[«iAe[i v« x«li[«n88T«T «iAe«C
EeM[I[ici «iAe«[er ~«KwWDMisM«iwi«e!Eerie~«i «r 8«[i3 iShgapor@ckeyiradifig pirters already showed sof tening economic activity.
the implementation of US tariffs, which is expected to weigh on business Ae«[i3 TQrD i«~eisMI MDil « z«iAe«r w iMOi[«elisM D8«~+ D
investment and export activity in the second half o f 2025. Direct impact to sweeping US tariff announcements led the Singapo rean government to
from US'’ reciprocal tariffs on Malaysia and seconda ry effects from tariffs on lower Singapore’s 2025 GDP growth forecast in April to between 0% and 2%.
major trading partners will hurt Malaysian GDP grow th. An unfavourable The US is an important market for Singapore, with value of SG exports to the
or inconclusive outcome from trade negotiation will further amplify the US around 8-9% of Singapore GDP.
uncertainty surrounding the business outlook.

[Downgrade from A4 to B] N

[Downgrade from A4 to B] N kM i08 D~1 3«~+ D ~«i [ie~« ADI«e!E Mi«3M ¢iA«l «iAe«Q
8e[Eliewiol 3«w ~eM«iAe«H!re[[["e«8+Qrli«dM re~wMe-«p D |DthdyRix Wwithvstdrig inereases in shipments of man ufactured goods and

Ti[«3e eMDB«? "M o i«EWidlir«~eQriici «<76_« *«n86-«~MI"eD«ifel«MM[{[*OBiddr&«i iDB«e!'E Mi[YT«H!E Mi[«i «iAe«$ «[wM:
[¢ri M«eD3¢[«D ~«[ riD6«iMD [£eM[T« Al[«i[«rwMMe 80O «iAeuahtér dnd[accouriedi for bver 899 of total Thai ex ports. But front-loading

European Union. The debt structure is also unfavora ble, with approximately demand is expected to fade once US tariffs are impl emented. Thailand’s trade

half denominated in foreign currency, primarily euros. negotiations with the US remained slow-going, with a high risk of no deal. Thai

Politically, the country faces instability and signs of institutional erosion. This economic outlook has also dimmed with other growth drivers weakening.

I[«<EDMiirw6DM6©«r reM | 3«D[«iAe«rwMMe i«Drr w i«~eQ riPrvatei tomsufrgtien growth ¢58% of GDP) in Q1 2025 was the weakest in
*«DEEM DrAl 3«;_9« Ae«E 8lilrDd«iwM [8«E [*[«D«MI[i« * ¢hredydars«Fourisn recofery és faltering, with to urist arrivals stagnating in

and consequentially a pressure on the currency and balance of payment iAe«QM[ict WM« iAl« +«iAe«©eDM-«D ~«D " *MD3e« iAB©«

perturbation. pre-pandemic levels.
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The metals sector has been downgraded more than any DOWNGRADES

other sector in our Risk Review, with eight downgrades

accounting for one-third of all sector-country ITC

downgrades. The global metals industry is strugglin g

in the face of adverse macroeconomic conditions, #=| UNITED STATES . N

tightening trade barriers and global steel overcapacity. =

Since 2018, the overproduction of steel — particula rly in
China — has had a negative impact on many national £0=01

steel industries, especially in advanced economies. The
IH-8«e[il Die[«iADi«iAi[«Q3WMe«MeDrAe~«933« {#¢ SFANADA

Y @
i o[«l «5357 -«Drr w il 3«x M«D3 [i«D«KwWDMi*M« +«38 iD&« |~ | o~ |
production. The slow decline of the European steel sector (. CZECH REPUBLIC A .
has been exacerbated by energy tensions, shrinking — —
~+ D ~«* M« ¢iD6[«D ~«il3AieM«Q D rl 3«r NTi.I"a‘D[ME)QCO AV .
since 2022. Trump'’s tariffs on steel and aluminium — | ] | ™~ |
50% since 5 June — have hit the steel industries in both
Canada and Mexico and have further increased pressu re ‘ ’ ROMANIA N .
on the European sector.
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€5 SWITZERLAND NI )
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COFACE GROWTH FOREC S

2025 (f) 2026 (f)
World 2.2% 2.3%
Advanced economies 1.0% 1.3%
United States 2.9% 2.7% 1.0% 1.3%
Japan 1.7% 0.1% 0.8% 0.6%
United Kingdom 0.4% 1.1% 1.0% 1.0%
Australia 2.1% 1.0% 2.2% 2.3%
Canada 1.1% 1.2% 0.8% 0.7%
European Union 0.5% 1.0% 1.2% 1.5%
Euro Area 0.4% 0.8% 1.0% 1.3%
Germany -0.3% -0.2% 0.2% 1.2%
France 1.1% 1.1% 0.5% 0.6%
Italy 0.8% 0.5% 0.6% 0.8%
Spain 2.7% 3.2% 2.6% 2.0%

Emerging and developing economies

China 5.2% 5.0% 4.5% 4.1%
India 8.8% 6.7% 5.9% 5.6%
Russia 3.6% 3.9% 1.5% 1.6%
Brazil 3.2% 3.4% 2.3% 2.0%
Mexico 3.2% 1.5% 0.0% 1.5%
Turkey 5.1% 3.2% 3.0% 3.5%
Saudi Arabia -0.8% 1.3% 4.0% 4.0%
South Africa 0.7% 0.6% 1.0% 1.5%
Nigeria 2.7% 3.4% 3.2% 3.2%
F = forecasts
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