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The US-China relationship has worsened significantly over the last five years and is unlikely to sustainably improve given domestic political realities in
both countries. (UBS)

A bumpy road to a multipolar
world

14 February 2024, 8:43 pm CET, written by UBS Editorial Team

For investors, it may seem increasingly evident that the global geopolitical order has evolved. Once firmly
unipolar, a new multipolar world is now taking shape.

The United States is no longer as widely perceived to be the undisputed preeminent power, with China willing to challenge
the status quo established by the US and its allies. And against this backdrop, a number of other nations are also becoming
more assertive. Terms such as “middle powers” and “geopolitical swing states” are being used to describe those countries
that are seeing an opportunity to avoid picking sides and pursue their own interests with flexibility. All of this has important
investment implications.

Perhaps most importantly, the US-China relationship has worsened significantly over the last five years and is unlikely to
sustainably improve given domestic political realities in both countries. The areas of tension have broadened beyond simply
trade, and into the realms of technology and capital flows, to name a few. Given today’s deep linkages between the US
and China, a full breakup between both countries seems impractical—yet “de-risking” in several hotspots also appears
to be inevitable. This is a longer-term process, but key events on a closer horizon also have the potential to change the
course of affairs, including the Taiwanese leadership elections in January 2024 and the US elections in the fall of next year.

Yet, the ongoing reconfiguration in the global economic and geopolitical architecture extends beyond the two
superpowers to every country in the world.

From an economic standpoint, we see trade and investment linkages being redrawn. Governments and businesses are
swiftly moving away from a “just in time” mentality focused on price and efficiency to a “just in case” mindset, prioritizing
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reliability and resilience. Terms such as “nearshoring” and “friendshoring” have become commonplace as companies
increasingly announce or discuss a reshuffling of global supply chains.

We hope our latest white paper “Global implications of US-China engagement - A bumpy road to a multipolar
world”: (i) helps you better understand how the various fault lines between the two largest global economies are evolving,
and how these will impact countries around the world, (i) sparks your imagination in terms of the possible scenarios five
years out, and (i) provides valuable suggestions on how to weather-proof investment portfolios in this context.

Investment implications

In a world in which supply chains and foreign investment routes are rapidly being redrawn, we continue to underscore the
importance of geographic diversification in investment portfolios. However, geopolitics is not the only reason for increased
diversification. For example, demographics, changing production costs, and access to advanced technology play a role
as well.

Investors should for example explore investment opportunities in markets profiting from nearshoring, such as India,
Indonesia, Malaysia, Mexico, Philippines, Singapore, Thailand, and Vietnam, which are witnessing increased foreign direct
investment flows.

We see heightened risks that high-tech products and services (e.g., biotech and advanced IT) and some commodities (e.g.,
rare metal earths, oil) are caught in the geopolitical crosscurrents.

In contrast, one area of cooperation is climate change. Longer-term themes such as clean air and carbon reduction, energy
efficiency, and smart mobility are likely beneficiaries, but we remain selective across names. Broadly, we recommend
investors maintain a diversified approach across beneficiary themes and sustainable investment approaches (inclusive of
ESG leaders and sustainable bonds).

We see different ways to invest in a more defensive fashion in themes that are supposed to perform well even if the
US-China rivalry continues and even potentially intensifies in the coming years. Investors who would like to protect their
portfolio against a possible sharp rise in tensions can also build up hedges. Safe haven assets such as the Swiss franc,
Japanese yen, or gold, offer stability in geopolitically turbulent times. In addition, our preference for bonds over equities
should also perform well during periods of market stress.

A high-volatility environment resulting from increased geopolitical uncertainty also presents opportunities for structured
investments and options. In addition, a dynamic approach to asset allocation can also help investors manage risks.

Main contributors - Alejo Czerwonko, Dirk Effenberger, Xingchen Yu, Hartmut Issel

Read the original report : Global implications of US-China engagement - A bumpy road to a multipolar world,
30 October 2023.
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This document is prepared and published by the Global Wealth Management business of UBS Switzerland AG (regulated by FINMA in Switzerland), its subsidiaries or its affiliates ("UBS"), part of UBS
Group AG ("UBS Group"). UBS Group includes Credit Suisse AG, its subsidiaries, branches and affiliates. In the USA, UBS Financial Services Inc. is a subsidiary of UBS AG and a member of FINRA/SIPC.
This document and the information contained herein are provided solely for your information and UBS marketing purposes. Nothing in this document constitutes investment research, investment
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does not recommend any specific investment program or service.

Information contained in this document has not been tailored to the specific investment objectives, personal and financial circumstances, or particular needs of any individual client. Certain investments
referred to in this document may not be suitable or appropriate for all investors. In addition, certain services and products referred to in the document may be subject to legal restrictions and/or license
or permission requirements and cannot therefore be offered worldwide on an unrestricted basis. No offer of any product will be made in any jurisdiction in which the offer, solicitation, or sale is not
permitted, or to any person to whom it is unlawful to make such offer, solicitation, or sale.

Although all information and opinions expressed in this document were obtained in good faith from sources believed to be reliable, no representation or warranty, express or implied, is made as to the
document'’s accuracy, sufficiency, completeness or reliability. All information and opinions expressed in this document are subject to change without notice and may differ from opinions expressed by other
business areas or divisions of UBS Group. UBS is under no obligation to update or keep current the information contained herein. The views and opinions expressed in this material by third parties
are not those of UBS. Accordingly, UBS does not accept any liability over the content shared by third parties or any claims, losses or damages arising from the use or reliance of all or any part thereof.
All pictures or images ("images") herein are for illustrative, informative or documentary purposes only and may depict objects or elements which are protected by third party copyright, trademarks and
other intellectual property rights. Unless expressly stated, no relationship, association, sponsorship or endorsement is suggested or implied between UBS and these third parties.

Any charts and scenarios contained in the document are for illustrative purposes only. Some charts and/or performance figures may not be based on complete 12-month periods which may reduce their
comparability and significance. Historical performance is no guarantee for, and is not an indication of future performance.

Nothing in this document constitutes legal or tax advice. UBS and its employees do not provide legal or tax advice. This document may not be redistributed or reproduced in whole or in part without the
prior written permission of UBS. To the extent permitted by the law, neither UBS, nor any of it its directors, officers, employees or agents accepts or assumes any liability, responsibility or duty of care for
any consequences, including any loss or damage, of you or anyone else acting, or refraining to act, in reliance on the information contained in this document or for any decision based on it.
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with marketing materials concerning our products and services, UBS Group AG and its subsidiaries may process your basic personal data (i.e. contact details such as name, e-mail address) until you notify
us that you no longer wish to receive them. You can optout from receiving these materials at any time by informing your Relationship Manager.

Except as otherwise specified herein and/or depending on the local Credit Suisse entity from which you are receiving this report, this report is distributed by Credit Suisse AG, authorised and regulated
by the Swiss Financial Market Supervisory Authority (FINMA). Credit Suisse AG is a UBS Group company.

Please visit [ https://www.ubs.com/global/en/wealth-management/insights/chief-investment-office/marketing-material-disclaimer.html ] to read the full legal disclaimer applicable to this material.

© UBS 2024. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.



https://www.ubs.com/global/en/wealth-management/insights/chief-investment-office/marketing-material-disclaimer.html

	Important Disclosures

