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Top 10 geopolitical developments in 2023

For 2023, the top 10 geopolitical developments are divided into two themes.

Click on each development number to read more.
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A new geostrateqic era

Geopolitics has been increasingly volatile in recent years, with US-China
tensions and the rising assertiveness of a variety of middle powers
driving a shift from a unipolar to a multipolar world. Rising populism
and nationalism have also contributed to a weakening of multilateral
institutions as governments have exerted more control over their
economies. These trends were accelerated by the COVID-19 pandemic
— and then they have been supercharged by the war in Ukraine.

The result is that the era of relatively liberalized global trade amid
ever-increasing globalization has ended, at least for now. In its place
is a transformed global operating environment in which geopolitical
considerations often outweigh purely economic considerations

in business decisions. Compounding the challenge of heightened
geopolitical volatility, the medium-term outlook for globalization

is highly uncertain, as explored in our world-in-five years scenario
analysis.

The short-term outlook for the course of 2023 is clearer, however. In
the year ahead, the geostrategic environment will be characterized by
two overarching themes.

First is the oxymoron of stabilized volatility. Many of the recent trends
in geopolitical tensions and government intervention in economies are
likely to persist, perpetuating volatility but likely at a more consistent
level than in 2022. The war in Ukraine; the policy stances of the US,
the EU and China; and the actions of key geopolitical swing states

will continue to shape the global environment, while governments’
pursuit of self-sufficiency and technology decoupling from strategic
competitors will likely further constrain globalization.

Second is the prevalence of significant and urgent policy trade-offs.
The current geostrategic environment is posing a variety of acute
challenges for governments — with no easy solutions. Policymakers

will need to make trade-offs when addressing energy security,
environmental, social and governance (ESG) goals, inflation, critical
resources supplies and food insecurity. Governments in different
countries will diverge in their trade-off choices, further complicating the
operating environment for international companies.

These geostrategic themes are not wholly new in 2023. Rather, they
represent a continuation and intensification of some of the political
risk trends that shaped the world in 2022. In fact, many of the
developments in the 2023 Geostrategic Outlook are evolutions of the
developments highlighted in recent years’ Geostrategic Outlooks (see
Figure 1). That almost all of the top 10 developments in 2022 were
accelerated rather than derailed by the significant shock of the war in
Ukraine points to the durability of these geopolitical trends.

The top 10 geopolitical developments in 2023 are likely to be disruptive
for many markets and companies — but that does not mean they only
pose downside risks. There is upside opportunity associated with many
of these developments as well, depending on a company's sector,
geographic footprint, and the strategic choices that its executives
make.

The 2023 Geostrategic Outlook is organized in three sections that
answer the following questions:

» What are the top 10 geopolitical developments that companies will
face in the year ahead? Click here to go to section.

» What implications do these geopolitical developments have for
different sectors? Click here to go to section.

» What can executives do to make their strategy robust in the face of
these developments? Click here to go to section.

Figure 1. Many geopolitical developments evolve from year to year, with continued business impacts
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https://www.ey.com/en_gl/geostrategy/future-of-globalization
https://www.ey.com/en_gl/geostrategy/future-of-globalization
https://www.ey.com/en_gl/geostrategy/when-political-disruption-surrounds-you-whats-your-next-strategic-move

2023 Geostrategic Outlook

Stabilized
volatility

1. The war in Ukraine

Theme: Stabilized volatility

The war in Ukraine initiated the most significant shift in geopolitical relations
since the end of the Cold War. In 2023, uncertainty around the war and its
consequences will remain very high, with significant regional and global political
and economic impacts.

Russian President Vladimir Putin is unlikely to de-escalate the war in Ukraine
until he can claim some form of victory. At the same time, the Ukrainian army will
continue to defend Ukrainian territory — especially if it continues to receive the
same levels of financial and materiel support from the US and EU. The risk that
this becomes a war of attrition will increase the longer it continues.

If the conflict drags on, Putin could come under pressure domestically. As he

is unlikely to step down voluntarily, any sort of regime change would likely be
disorderly, and could even increase the risk of escalation if hard-liners prevail.
The risk of NATO members getting drawn into the conflict could increase if Putin
comes under intense pressure and escalates the conflict.

Every significant escalation in the war would likely lead to additional developed-
market sanctions on Russia, which would also raise the impact on sanctioning
countries’ economies. In this scenario, the risk of disagreement between the US
and the EU on the speed and nature of sanctions could rise. China, India and
others’ positioning on the war will also play a key role in shaping the evolution of
the geopolitical environment.

Business implications

» More sanctions impacting business. As sanctions continue to be broadened,
more sectors, operations, services and products will be impacted. Doing
business in Russia or with a Russian entity will become increasingly challenging
or even impossible, particularly for companies headquartered in developed
markets.

» Supply disruptions and higher prices. As developed markets' diversification
away from Russian commodities continues, companies will likely face supply
chain disruptions and structurally higher prices. Second-order impacts will
continue to flow through the global economy, impacting growth and inflation
rates globally.

» Geopolitical relationships redefine risks and opportunities. As global
geopolitical relationships evolve, companies operating in strategic sectors
and across countries in opposing blocs could see their business environment
change rapidly. While for some it may mean difficulty operating in a foreign
market, other companies may find new opportunities in their home or “friendly
markets.

"

Recommended actions

» Evaluate whether future sanctions could impact your business or sector and
take action to mitigate their impact.

» Ensure visibility across global supply chains and consider alternative suppliers
to improve resilience to shortages or price volatility.

» Incorporate political risk analysis related to the war in Ukraine into any cross-
border investment and global strategy decisions.

2022 Geostrategic Outlook |
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https://encyclopedia.1914-1918-online.net/article/attrition_warfare
https://www.ey.com/en_gl/assurance/forensic-investigations-compliance
https://www.ey.com/en_gl/consulting/supply-chain-operations
https://www.ey.com/en_gl/strategy-transactions/growth-strategy

2. China-Western decoupling

Theme: Stabilized volatility

Relations among the great powers have evolved from a system of overlapping collaboration and cooperation into a more bipolar
configuration in which the US and EU economies are disengaging from China and vice versa. In 2023, Washington and Brussels will likely
continue to impose new restrictive policies explicitly or implicitly targeted at China. And Beijing will likely continue to shift domestic and
foreign policies to become less intertwined with Western value chains. The result is likely to be a steady erosion of economic connectivity.

Amid bipartisan support, Washington is likely to continue to introduce new export controls and investment limitations aimed at reducing the
US economy's reliance on China for critical products and limiting China's access to strategic technologies. Implementation of existing laws
will also impose new restrictions on bilateral trade and investment.

The EU and its Member States will likely also continue to impose greater restrictions on investment from China in critical industries.
And Brussels is expected to use various policies in its “trade defense toolbox" — including addressing state subsidies, market access and
environmental issues — to create what it views as a more even playing field for European companies vis-a-vis their Chinese competitors.

Beijing is likely to expand industrial policies to accelerate efforts to become self-reliant in strategic technologies, prioritizing semiconductors.

China will likely also seek to expand international economic relationships that do not rely on the US dollar and may promote raising capital in
domestic markets.

Business implications

» Growth and investment opportunities diverge. As more limitations on and disincentives for cross-border investment are introduced,
companies are likely to have fewer merger and acquisition (M&A) or investment opportunities between China and the US or EU. A variety
of other markets within companies’ home countries’ spheres of influence may offer more opportunities instead.

» Supply chain reorientation. Industrial policies and other restrictive trade policies may elevate the importance of reliability over cost
considerations, creating opportunities for new suppliers within the three great powers (onshoring), as well as among their neighbors
(nearshoring) and allies (friendshoring). This reorientation may challenge some traditional supply chains, though, and lead to higher costs
for many companies.

» Reputational and compliance risks abound. Companies with operations and sales in both China and the industrialized democracies
will likely face national security restrictions and divergent ESG regulations across these markets. Companies’ responses could create
reputational risks, with win-win situations becoming increasingly difficult to find.

Recommended actions

> Incorporate geopolitical risk analysis into M&A decisions, particularly when one or more of the great powers are involved.

» Evaluate supplier relationships for potential geopolitical complications and explore alternative supplier networks attuned to the new policy
environment.

> Invest in greater ESG transparency across global operations and actively engage with stakeholders in key markets to improve mutual
understanding.

5 | 2022 Geostrategic Outlook
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https://www.csis.org/analysis/why-new-climate-bill-also-about-competition-china
https://www.whitehouse.gov/briefing-room/presidential-actions/2022/09/15/executive-order-on-ensuring-robust-consideration-of-evolving-national-security-risks-by-the-committee-on-foreign-investment-in-the-united-states/
https://policy.trade.ec.europa.eu/enforcement-and-protection/trade-defence_en
https://www.fsdc.org.hk/en/media/hong-kong-s-capital-market-from-homecoming-ipos-to-capturing-future-tech-opportunities
https://www.ey.com/en_gl/strategy-transactions/buy-integrate
https://www.ey.com/en_gl/government-public-sector/business-relationship-economic-threat-analysis
https://www.ey.com/en_gl/consulting/supply-chain-operations
https://www.ey.com/en_gl/assurance/esg-sustainability
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3. Geopolitical swing states

Theme: Stabilized volatility

The emerging shift from a multipolar to bipolar world has
created growing pressures on middle powers to align with a
geopolitical bloc. But some will seek to maintain relations with
multiple global powers and maximize diplomatic leverage. In
2023, India, Brazil, Turkey and Saudi Arabia will be among the
most influential geopolitical swing states, with outsized impact
on dynamics relating to the war in Ukraine and other global
issues.

India’s neutral position toward the war in Ukraine will likely
come under growing pressure. New Delhi will seek to strengthen
alliances, such as through the Quad, in part to address the
situation with its strong neighbor, China. It will likely also
continue trade with Russia, particularly for energy and, to a
lesser extent, defense purchases. And its 2023 chairmanship of
the Group of 20 (G-20) could enable New Delhi to set the global
agenda on key issues.

Brazil will also pursue an independent foreign policy, likely
continuing energy ties with Russia while engaging with Ukraine.
More broadly, the return of Luiz Indcio Lula da Silva to the
presidency is likely to reinvigorate Brasilia's engagement in
multilateral and regional forums.

Turkey will continue to play a critical role in the war, as it both
sells drones to Ukraine and opposes some sanctions on Russia.
Ankara's NATO membership also grants it geopolitical sway,
such as through its influence on new member accessions to the
alliance.

Saudi Arabia will likely continue to shift away from its historical
partnership with the US. Riyadh will be particularly influential
geopolitically through its role as an Organization of the
Petroleum Exporting Countries (OPEC) leader.

Business implications

» Supply chain alternatives: Geopolitical swing states are likely
to play a larger role in global supply chains. Turkey's exports
are at an all-time high, for example. Their seeking of new
trade relationships could open new supplier opportunities.
India, for instance, will accelerate ongoing free trade
agreement negotiations with several key markets.

» Strategic investment opportunities: Swing states’ interest
in strengthening their geopolitical leverage will lead to
prioritizing the development of strategic sectors, providing
private sector investment opportunities. For example, India
and Saudi Arabia are each seeking to play a larger role in the
semiconductor value chain.

» Sources of reputational risk: Geopolitical swing states’
foreign policies could lead to sudden shifts in pressures
from companies’ home country stakeholders, including
governments, consumers and investors. And there could be
conflicting stakeholder pressures within these markets. Amid
volatile geopolitical balancing, the lack of predictability may
heighten reputational risks.

Recommended actions

» Build operational resilience to improve agqility to pivot if
geopolitical swing states shift their global positioning.

» Explore market and investment opportunities introduced by
geopolitical swing states’ foreign and domestic policies.

» Develop and strengthen stakeholder relations in geopolitical
swing states to proactively manage reputational risks.

2022 Geostrategic Outlook |
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https://www.oxfordbibliographies.com/view/document/obo-9780199743292/obo-9780199743292-0222.xml
https://www.washingtonpost.com/world/2022/11/01/global-lula-brazil-world-foreign-policy/
https://www.cfr.org/backgrounder/brazils-global-ambitions
https://www.cfr.org/backgrounder/brazils-global-ambitions
https://eyus.sharepoint.com/sites/2023GeostrategicOutlook/Shared%20Documents/General/1.0%20Report/1.03%20Geopolitical%20swing%20states/Adding%20'illustrative'%20or%20similar%20would%20help.%20And%20if%20there's%20room%20in%20the%20source%20line%20to%20say%20someone%20like%20'EY%20analysis%20of%20news%20sources'
https://www.weforum.org/agenda/2022/09/decoding-india-s-revived-free-trade-agreement-rush/
https://www.weforum.org/agenda/2022/09/decoding-india-s-revived-free-trade-agreement-rush/
https://www.ey.com/en_gl/consulting/supply-chain-operations
https://www.ey.com/en_gl/strategy-transactions/growth-strategy
https://www.ey.com/en_gl/strategy-transactions/preserving-stakeholder-value

4. Focus on economic
self-sufficiency

Theme: Stabilized volatility

Recent geopolitical developments have reinforced many governments' goals of reducing their economies’
reliance on other countries — particularly on strategic rivals and in critical sectors. The COVID-19 pandemic,
the ESG agenda, US-China competition, the war in Ukraine and other geopolitical tensions have led many
governments to conclude that they need greater self-reliance to enhance national security. Policymakers’
focus on economic self-sufficiency is expected to continue in 2023.

Governments are pursuing self-sufficiency through a variety of incentives and restrictions. The three great
powers will continue to be among the countries framing economic competition in security terms. In 2023

this will include the continued legislation and implementation of the EU's strategic autonomy agenda, the
implementation of the Inflation Reduction Act (IRA) in the US and a renewed focus on dual circulation in China.

These initiatives tend to be sector specific with an emphasis on strategic industries. For example, the US,

the EU, South Korea and others are creating incentives for domestic production of electric vehicles (EVs)

and their batteries. The US policy extends to critical minerals used as battery inputs — which may raise trade
tensions, even with allies. The European Commission also will likely propose measures to encourage domestic
production of critical raw materials.

In some instances, this self-sufficiency is defined more broadly to include allies and partners, with policies
that promote nearshoring and friendshoring. This is a recognition both of natural resource endowments and
that sourcing from allies addresses most national security concerns while limiting the trade-off with economic
efficiency.

Business implications

» Reduced growth and increased inflation. At a macro level, these self-sufficiency policies are likely to weigh
on economic growth and stoke inflation because of the reduced economic efficiency of less cross-border
trade and investment. The likely shift to higher-cost suppliers and producers will impact companies across
sectors and geographies.

> Opposing investment and compliance impacts. Government policies to promote domestic production will
provide investment opportunities for some companies in their home markets. But compliance costs will
increase due to the need to demonstrate the adherence to specific sourcing rules to qualify for incentives or
address market access restrictions.

» Supply chain pressures spread to other functions. Procurement and supply chain teams will be at the
forefront of shifts to meet self-sufficiency sourcing pressures. These strategic shifts will ripple throughout
companies, though, with tax, talent, marketing and other functions needing to adapt. Talent implications are
likely to become more important as reshoring continues.

Recommended actions

» Engage in operating model and supply chain reorientation efforts that take into account geopolitical and
country-specific policy shifts.

» Incorporate political risk analysis into strategic planning to assess the likelihood and impact of increasing
requirements for domestic production.

» |dentify potential opportunities from tax credits and incentives to align operations in key markets while
diversifying to avoid overexposure to certain markets.

9 | 2022 Geostrategic Outlook
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https://www.ey.com/en_gl/consulting/supply-chain-transformation
https://www.ey.com/en_gl/tax/global-incentives-innovation-location-services

5. Hardening of technology blocs

Theme: Stabilized volatility

In recent years, geopolitical competition surrounding BUSineSS implicatiOnS

economic self-sufficiency has prioritized self-reliance in critical
technologies. In 2023, technology will continue to be a strategic » Growth and investment will face limitations. The
area of geopolitical competition, with policies likely to expand proliferation of trade and investment restrictions for
through new trade and investment controls. These trends may technology and data may curtail investment opportunities
further reinforce the emergence of fragmented and distinct for suppliers and manufacturers, especially those requiring
technology blocs. strategic technologies to innovate. Companies may have new
opportunities within their home market though.

€202 ul sjuswdo|aAap [eaijod OT dol <«

Strict technology export controls in response to

the war in Ukraine have effectively cut Russia off Operations and supply chains must adapt. Technology-
from developed-market technologies. The US, the related industrial policies may reduce the viability of current
EU, Japan and their allies will likely further restrict supplier relationships and manufacturing and R&D footprints.
China's access to critical technologies, including Diversification may incur increased operating costs and
semiconductors and the software needed to design pose hurdles to efficient operations, while also offering
them. US export controls announced in October opportunities to establish or expand supplier ecosystems.

2022 represent a fundamental shift toward actively . .
s - A o Data and intellectual property complexity grows. The
inhibiting China's progress in these sectors. China is A . S .

ised t d usi ; trol | expansion of country-specific policies is likely to complicate
POIS€d to TESpoNd using New export controt faws. digital architectures and data sharing, both within and
across companies. More robust compliance functions may
be required to manage this complexity. And more disparate
data ecosystems could also create greater cybersecurity
vulnerabilities.

Cross-border technology investment regulations
will likely also expand with the EU and its member
states employing greater scrutiny. And even as the
mandate of the Committee on Foreign Investment in
the United States (CFIUS) grows, the US is expected to
adopt an “outbound” investment screening program.
Meanwhile, incentive-based regulations like the US
| 1 . ' CHIPS and Science Act will prohibit sensitive investments
in China and other countries considered to be strategic
competitors.

Recommended actions

» Reassess portfolio and transaction strategies to account for
increased restrictions on the cross-border trade of sensitive
technologies and data.

L ) » Develop future talent and skill sets required to manage a
Data localization laws and divergent techqology standards more distributed technology landscape.
may also harden technology borders. Proliferating
regulations and legal frameworks in influential markets
such as China, Indonesia and India are likely to complicate
digital operations. Standards will also rise in geopolitical
importance as the US and the EU collaborate on emerging
technologies while China continues to pursue influence in
international organizations.

» Assess digital footprints for the need to develop multiple
technology structures - while maintaining proactive
cybersecurity and resilience capabilities.
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https://www.cnas.org/press/press-note/noteworthy-the-new-russia-export-controls
https://merics.org/en/briefing/chinas-new-export-control-law
https://merics.org/en/briefing/chinas-new-export-control-law
https://www.bis.doc.gov/index.php/documents/about-bis/newsroom/press-releases/3158-2022-10-07-bis-press-release-advanced-computing-and-semiconductor-manufacturing-controls-final/file
https://sanctionsnews.bakermckenzie.com/china-long-awaited-draft-implementing-rules-released-pursuant-to-the-new-export-control-law/'
https://rhg.com/wp-content/uploads/2022/01/RHG_TWS_2022_US-Outbound-Investment.pdf
https://www.cfr.org/blog/outbound-investment-screening-waits-wings
https://eur01.safelinks.protection.outlook.com/GetUrlReputation
https://carnegieindia.org/2022/08/22/withdrawal-of-proposed-data-protection-law-is-pragmatic-move-pub-87710
https://www.commerce.gov/news/press-releases/2022/05/us-eu-joint-statement-trade-and-technology-council
https://digichina.stanford.edu/work/chinese-involvement-in-international-technical-standards-a-digichina-forum/
https://digichina.stanford.edu/work/chinese-involvement-in-international-technical-standards-a-digichina-forum/
https://www.ey.com/en_gl/geostrategy/when-political-disruption-surrounds-you-whats-your-next-strategic-move
https://www.ey.com/en_gl/geostrategy/when-political-disruption-surrounds-you-whats-your-next-strategic-move
https://www.ey.com/en_gl/strategy-transactions/transaction-strategy
https://www.ey.com/en_gl/workforce/transformation
https://www.ey.com/en_gl/digital/digital-business-strategy-consulting
https://www.ey.com/en_gl/consulting/cybersecurity-strategy-risk-compliance-resilience
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6. Energy security imperative

Theme: Policy trade-offs

Energy security skyrocketed to the top of policymakers’ agendas in 2022, particularly in Europe.
Governments are pursuing multiple, sometimes incompatible, energy security goals simultaneously:
reliability of supply, affordability for households and businesses, and environmental sustainability.
Policymakers are likely to diverge in their prioritization of these goals in 2023, leading to a more complex
global energy landscape.

Most governments will continue to prioritize supply reliability to support households and economic
activity. This will include seeking new energy trading relationships and expanding domestic energy
generation, including hydrocarbons (such as coal) and renewables. Some governments will also support
nuclear energy generation and invest in emerging technologies, such as green and blue hydrogen.

Affordability will also be a primary concern. European governments will continue to support consumers
and businesses through energy tax reductions and regulating wholesale or retail prices. For many
emerging markets, affordability of energy subsidies will be a bigger challenge as international lenders will
likely pressure governments to cut subsidies, which could heighten social unrest.

Progress toward sustainability goals will vary. Australia and the US are likely to boost investment in
renewables and energy efficiency as recently passed climate laws are implemented. And the REPowerEU
initiative will continue to accelerate the energy transition in the EU. Other governments may also pursue
sustainability investments that will ultimately translate into greater energy reliability and affordability.
But sustainability policies depend in large part on the energy endowments of each country — with some
hydrocarbons-rich markets continuing to rely on fossil fuels.

Business implications

» Operations and supply chain challenges. In markets with potential energy shortages, such as Europe,
companies may face operations disruptions or shutdowns due to power use restrictions or blackouts.
The effects of any such disruptions would ripple across supply chains. Greater use of fossil fuels could
create challenges for companies’ sustainability goals, particularly for scope 3 emissions.

Growth and investment opportunities. The drive for energy security is likely to create growth and
investment opportunities for companies across the energy sector — particularly utilities, renewables
and mining — as well as those with products that improve energy efficiency. In some cases, government
investment or consumption incentives will amplify these opportunities.

Tax rate volatility and divergence. Tax rates related to energy production and consumption are likely
to be uncertain as governments continue to calibrate their responses to the energy security imperative.
And as governments in different countries pursue divergent policies, companies are likely to face a
more complicated global tax landscape.

Recommended actions

» |dentify potential disruptions to operations to improve enterprise resilience and engage with
governments to explain the business implications of policy proposals.

» Capitalize on government incentives for growth opportunities and align new investments with broader
sustainability strategies.

» Monitor energy and sustainability tax policy changes in key markets and ensure compliance in a shifting
global tax landscape.
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https://www.ft.com/content/0065dfcc-4519-41b6-9883-92e7ff13777d
https://www.iea.org/reports/coal-market-update-july-2022/demand
https://www.energy.gov/articles/biden-harris-administration-announces-historic-7-billion-funding-opportunity-jump-start
https://www.fdiintelligence.com/content/news/world-facing-unprecedented-rise-in-civil-unrest-81400?
https://www.pm.gov.au/media/australia-legislates-emissions-reduction-targets
https://www.energy.gov/articles/doe-projects-monumental-emissions-reduction-inflation-reduction-act
https://ec.europa.eu/commission/presscorner/detail/en/IP_22_3131
https://www.ey.com/en_gl/consulting/enterprise-resilience
https://www.ey.com/en_gl/strategy-transactions/sustainability-esg-services
https://www.ey.com/en_gl/tax/indirect-tax-compliance

7. Multispeed ESG policies

Theme: Policy trade-offs

ESG issues have noticeably climbed CEOs' agendas in recent years.
In 2022, a pushback against ESG in some markets and geopolitical
tensions globally highlighted that achieving ESG goals will be bumpy
and potentially painful at times. In 2023, governments will likely
make trade-offs on related policy goals, creating a more uncertain
regulatory environment.

On the environment, governments and companies will face
short-term challenges in achieving their nationally determined
contributions (NDCs) and net-zero goals amid heightened near-term
reliance on fossil fuels due to the war in Ukraine. Many governments
will seek to accelerate the energy transition. And as extreme
weather events continue to devastate communities and disrupt
economies, some governments will invest in adaptation measures —
although funding will likely remain below estimated needs.

Social policies are likely to diverge across countries. In markets
such as the US and the EU, governments will likely prohibit the
use of forced labor in global supply chains. And Japan will be
among the countries requiring more human capital disclosures.
Some governments will be challenged by the perceived trade-off
between the energy transition and the socioeconomic viability of
communities dependent on fossil fuel industries.

Governance issues will likely focus on facilitating nonfinancial
corporate reporting of ESG issues and establishing ESG roles and
mandates for company boards — with the EU as the clear leader in
such regulations. There may be more attention to geopolitics as the
new “G" in ESG. And more governments may put in place disclosure
rules related to board diversity.

Business implications

» ESG supply chain strategy. Companies’ supply chain strategies
will be affected by the potential for increased or decreased
emissions resulting from shifting supply chains, straining outdated
infrastructure, human rights concerns in some markets and
geopolitical relations. Along with the potential for sustainability to
generate more financial value, these considerations will influence
decisions to onshore, nearshore or friendshore suppliers.

15 | 2022 Geostrategic Outlook

> Reputational upsides and downsides. Harnessing the long-term
value creation narrative is likely to continue to provide competitive
advantages and reputational upsides with stakeholders in many
markets — although a backlash may persist among some investors.
At the same time, civil society activism, including legal challenges,
around greenwashing and ESG transparency may pose downside
reputational risks.

» Human capital strategy. Companies' approaches to ESG issues
are likely to remain a differentiator in attracting and retaining
talent, particularly among younger employees. And how different
governments approach policies across the ESG spectrum could
affect companies’ strategies for where they employ workers
globally.

Recommended actions

» Incorporate ESG risks and opportunities into strategic planning,
particularly with regard to supply chain decarbonization.

» Improve and digitize nonfinancial data and reporting capabilities
to enhance compliance, transparency and strategic insights.

» Assess how culture and talent strategies could leverage ESG
policies and goals to create new workforce opportunities.

2022 Geostrategic Outlook |
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8. Inflation-recession paradox

Theme: Policy trade-offs

The emergence from the COVID-19 pandemic and the war in Ukraine's impact on commodity prices drove
inflation to levels not seen in half a century. Developed markets have been hit particularly hard. High inflation
is likely to persist in 2023, even as central bank interest rate tightening could push economies into recession.

The US Federal Reserve is expected to keep interest rates at elevated levels — as will many other central banks.
Japan will be an outlier with relatively loose monetary policy, but weak economic growth is forecast to persist.
Aggressive rate tightening means the US, the Eurozone and other developed markets are likely to enter
recessions and see unemployment rates climb. This could lead to more changes in government and political
instability, particularly amid ongoing concerns about inequality in some markets.

Emerging markets will also face economic hardship in 2023. Food and fuel are a significant portion of
household spending in these markets, increasing their vulnerability and the risk of social unrest. Higher US
interest rates will likely continue to weaken domestic currencies, which could further drive inflation through
higher import costs. And weaker demand from developed markets could dampen exports.

Elevated interest rates will also be a key risk for highly indebted governments, particularly those with a large
proportion of US-dollar-denominated debt. Governments will likely need to raise tax revenue to meet higher
debt repayments. Even so, sovereign defaults and economic crises are likely in 2023 — which could lead to
political instability in some countries.

Business implications

» US dollar impacts supply chains and finance. The strength of the US dollar will make it more costly for
firms, particularly in emerging markets, to import. US-based multinationals can expect to see eroded profits
in geographies outside the US. Firms with local supply chains could see a boost in their competitiveness.

» Higher cost of credit. Elevated interest rates may make it harder for some companies to obtain credit
and meet existing debt obligations. However, this presents opportunities for private equity firms and
nontraditional lenders. The financial sector will experience higher revenues, but likely see an increase in
nonperforming loans and mortgage defaults.

» Revenue limited by customer vulnerability. Incomes squeezed by high inflation and the cost of credit may
depress sales and revenue growth. Companies with lower-cost products will likely benefit as consumers shift
toward more affordable brands and product categories.

» Risk of higher taxes. As governments’ cost of borrowing increases, there will be pressure to raise taxes,
particularly in emerging markets in the near term. Food and fuel subsidies will also likely be reduced or
removed in emerging markets, which will further add to the cost of doing business.

Recommended actions

» Enhance revenue using innovative and dynamic pricing strategies and an understanding of where costs can
be passed on.

» Review capital allocation and capital structure to better position for a high-interest-rate environment.

» Leverage tax incentives to reduce costs, while at the same time monitoring governments’ fiscal situation for
possible shifts in tax rates.
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9. Food insecurity
and instability

Theme: Policy trade-offs
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Almost one-third of the world's population lacked access to adequate food in 2021 and then global food
prices hit an all-time high in March 2022. Climate change — and the associated policy responses or lack
thereof — is a key driver of global food insecurity. The war in Ukraine and related policy responses are
another. Food insecurity is therefore likely to remain a major challenge in 2023, increasing the risk of
political instability.

The war in Ukraine will likely continue to limit the global supply of nitrogen-based fertilizers, wheat and v
cooking oils. While the Black Sea Grain Initiative unlocked critical wheat exports in 2022, its uncertain

future highlights that risks to stable supplies are likely to persist. This will be particularly challenging for

countries reliant on Ukrainian agricultural exports, such as Egypt, Indonesia, Pakistan and Lebanon.

There may also be further extreme weather events that exacerbate food insecurity, such as the
unprecedented flooding in Pakistan in August 2022 that resulted in 11 million people facing food
insecurity. The global south, particularly sub-Saharan Africa, will likely remain most vulnerable to these
events because of geographic factors exacerbated by higher levels of political instability and economic
constraints.

Governments will be challenged to stabilize prices amid elevated interest rates and high import costs.
More governments may impose export controls for agricultural goods, like India and Indonesia did in
2022. If so, a lack of coordinated global action means food insecurity will likely continue to elevate the
risk of political instability. ~

Business implications

> Limited supply chain options. The complexity of agricultural markets and the long production cycle
make food supplies highly susceptible to geopolitical disruptions. These disruptions will likely be
exacerbated by governments implementing more restrictive export bans and nationalist policies.

> Higher costs and reduced demand. Supply disruptions and the broader inflationary environment will
continue to increase input prices across the agribusiness and food value chain. Passing these costs on
could lead to a decrease in consumer demand. Higher capital costs may also impact companies’ capital
deployment.

» Human capital challenges. Near-term challenges, including labor shortages and inflationary pressures,
and long-term challenges such as climate change will continue to negatively impact on the agricultural
sector’s workforce. More broadly, food insecurity can undermine workforce participation and
productivity throughout a country’s economy.

saijuold 21633e135099

Recommended actions

» Engage with governments and international organizations on food insecurity to identify areas of
potential partnerships to address the issue.

. » Digitalize agribusiness operations to enable greater transparency, better management of complex
\ supply chains and enhanced food security.

» Perform regular assessments to identify and monitor risks to operations and supply chain disruptions
] stemming from geopolitical uncertainty and social unrest.
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10. Latin America’s
left-leaning governments

Theme: Policy trade-offs

Left-leaning politicians have recently been elected president in Brazil, Colombia, Chile, Bolivia and Peru

- joining ideologically similar governments in Argentina and Mexico. This resurgence of the left reflects a
rejection of incumbents because of disillusionment with COVID-19 pandemic policies and long-standing
economic and governance concerns. In 2023, rising pressure to address these problems will be complicated by
sometimes weak political mandates, economic challenges and increased geopolitical rivalry.

Latin American economies are key producers of agricultural commodities, so their policy choices may affect
global food security dynamics. They are also critical global suppliers of green minerals, including copper and
lithium. Some governments may follow Mexico's lead in increasing state involvement in the energy sector. But
they may face trade-offs associated with attracting investment vs. increasing government control of strategic
resources.

Sluggish economic growth and high debt levels could limit plans by left-leaning governments to expand
social welfare and economic development programs, as well as preserve natural resources and biodiversity.
If they are unable to deliver, political instability is likely to increase — particularly given rising demands from
indigenous populations and high levels of crime in some jurisdictions.

Many Latin American governments will seek to play the US and China off each other to attract more
investment, including highlighting their proximity to the US as a nearshoring opportunity. The geopolitical
environment will remain complex, as Argentina seeks to join the Brazil-Russia-India-China-South Africa (BRICS)
grouping, Colombia renews diplomatic ties with Venezuela and Mexico rebuffs US diplomacy in the region.

Business implications

» Finance and revenue risks for the mining sector. Companies are likely to face efforts to limit foreign
ownership in green minerals, as well as windfall or profits taxes or higher duties and excise rates. In some
markets, mining companies may face expropriation risks via nationalization or the creation of new state-
owned enterprises.

» Growth and investment opportunities. Governments may seek to boost foreign direct investment (FDI),
which could provide new business opportunities. They are likely to be particularly welcoming of investment
in priority sectors such as health care, manufacturing, infrastructure and telecommunications.

» Supply chain complexities. Government intervention in the mining sector may create supply chain
challenges for downstream customers such as auto manufacturers. Some companies may find new supplier
opportunities in Latin America thanks to long-standing economic ties to the EU and new US nearshoring and
friendshoring policies.

Recommended actions

» Be prepared to mitigate the potential for reputational risk concerning environmental and social issues,
particularly in the mining sector.

» Include broad stakeholder expectations when pursuing new strategic investments in Latin American markets.

» Develop and implement a systematic, sustained process for managing political risk across key markets in
Latin America.
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Market themes and business impacts

The top 10 geopolitical developments in the 2023 Geostrategic Outlook will have broad-based impacts on companies across sectors and
geographies. But each development is likely to have more direct impacts on certain sectors, particularly in the near to medium term (see
Figure 2). The key market themes and business impacts for eight sectors are outlined in this section.

Advanced manufacturing
and mobility
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Figure 2. The constellation of relevant geopolitical developments differs by sector

[EY

China-Western decoupling

Geopolitical swing states

Focus on economic
self-sufficiency

Stabilized volatility

Hardening of technology blocs

Inflation-recession paradox

Food insecurity and instability

Policy trade-offs

Latin America's left-leaning
governments

Source: EY analysis

Note: The top 10 geopoitical developments will have varying levels of
impacts on sectors. Only the largest impacts are shown on this graph.
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Geopolitical developments will likely continue to affect growth
opportunities and strategic options for manufacturing companies.
While some policies are squeezing manufacturers in terms of supplier
options and input prices, other policies are boosting demand for some
industrial products.

The war in Ukraine and China-Western decoupling will contribute to
the persistently high level of geopolitical tensions among a variety of
key countries. Such tensions are in turn likely to continue to generate
higher demand for aerospace and defense products. This will be
particularly true in the three great powers — the US, EU and China. In
addition, if China-Western decoupling continues, manufacturers could
face challenges associated with underutilized capacity in the near to
medium term and would need to find alternative customer markets in
the long term.

The energy security imperative will also have a significant impact on
manufacturing companies, as industrials typically have high energy
demands. Government policies will directly affect the availability and
cost of energy for manufacturers — as well as for petroleum-derived
inputs for chemical companies. In some markets, the impact of the
global energy crunch may be softened by government subsidies. In
others, industrials may face forced shutdowns to conserve energy for
households and other end users — which may prompt more companies
to move operations out of Europe.

Supply chains will continue to be affected by the hardening

of technology blocs, as the use of semiconductors and other
technological inputs is likely to be increasingly restricted to groups
of allied countries. Many manufacturing companies will likely seek
to diversify or otherwise shift their suppliers of technology inputs to
avoid supply disruptions and compliance issues.

Governments' focus on economic self-sufficiency will directly target
some manufacturing subsectors, including electric vehicles (EVs),
advanced manufacturing, aerospace and robotics. Manufactures of
these and other products deemed to be of geostrategic importance
are likely to face increasing pressures and incentives to onshore,
nearshore or friendshore their operations. Although this could raise
costs in the near term, such policies could also provide manufacturers
with new growth and investment opportunities, particularly in large
markets. For companies with US operations, Latin America’s left-
leaning governments could affect the nature and location of such
nearshoring opportunities.

There are also a variety of aspects of multispeed ESG policies that
could affect business models in the sector. Manufacturers' reliance
on critical metals and minerals as inputs generates environmental
concerns, especially surrounding scope 3 emissions — although
emissions associated with transportation could fall if onshoring or
nearshoring trends persist. Manufacturers also face policymaker and
regulatory scrutiny for social issues such as labor rights.
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Consumer

While most governments do not consider consumer to be a
geostrategic sector in terms of national security or international
competitiveness, geopolitical developments will nevertheless have
significant impacts on consumer companies throughout 2023. In
particular, there is a risk that revenue and growth opportunities will
be curtailed and that supply chains will continue to be disrupted in a
variety of ways.

How policymakers handle the inflation-recession paradox will
determine macro-level growth and revenue opportunities for the
consumer sector. Affordability was the top priority among consumers
in the latest EY Future Consumer Index, suggesting that companies
cannot pass all of the higher input costs they face onto consumers
via higher prices. Many consumer companies are also likely to see
reduced levels of demand — although low-cost brands may have an
opportunity to increase market share.

China-Western decoupling will have multiple effects on consumer
companies. The China market is a significant source of revenue for
many consumer companies. If China’'s economic growth continues
to be below recent historical norms, consumer companies are likely
to fall short of revenue expectations. In addition, China’s role in
consumer companies’ global supply chains is likely to be increasingly
complicated by rising geopolitical tensions between Beijing and
Washington (as well as COVID-19 policies).

Consumer companies' supply chains are also likely to continue to

be disrupted by governments' focus on economic self-sufficiency.
Policy incentives to onshore, nearshore or friendshore supply chains
will likely create strategic and logistical challenges — but could also
generate opportunities to reduce transportation and other costs. And
the policies of geopolitical swing states that are key suppliers of
inputs — such as Brazil for soybeans and Indonesia for palm oil — have
the potential to alleviate or exacerbate supply chain disruptions.

Policies around food insecurity and instability will also have a
significant effect on the consumer sector. Farmers and agribusiness
companies will likely continue to face rising fertilizer and other
production costs amid geopolitical tensions. And agribusiness

and food companies will have to navigate an increasingly complex
regulatory environment as governments introduce new policies to
deal with the food crisis.

At a strategic level, multispeed ESG policies will affect consumer
companies in a variety of ways. Supply chains are likely to continue
to be reorganized according to both “E" and “'S" considerations,
while ESG reporting and the potential for more carbon prices

could impose compliance and tax costs. And the sector may face
elevated reputational risks associated with ESG-driven consumer
boycotts. Adopting more sustainable strategies will continue to have
the potential to deliver top-line growth, bottom-line savings and
intangible benefits ffor consumer companies (e.qg., reputational).
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Energy and resources

The energy and resources sector was significantly impacted by
geopolitical developments in 2022 — a trend that is expected to
persist in the year ahead. Nearly all of the top 10 geopolitical
developments for 2023 will affect energy companies, with strategic
implications in both the short and long term.

In the short term, global supply and demand dynamics for energy

will continue to be driven by geopolitics. On the supply side, the

war in Ukraine and the associated developed-market sanctions on
Russian oil and gas will limit energy supplies in some markets, most
notably Europe. The geopolitical swing states that are large energy
importers, such as India, are likely to continue to purchase discounted
Russian energy — which could affect global supply dynamics. Other
geopolitical swing states, such as Saudi Arabia, are critical energy
suppliers, so their policy and production choices will affect global
energy market dynamics as well.

And on the demand side, the inflation-recession paradox raising the
risk of recession in large developed markets such as the US and the
Eurozone — in conjunction with the continued lower economic growth
outlook in China — is likely to weigh on energy demand. Perhaps more
important to the demand outlook will be China-Western decoupling.
Beijing's economic and social policies could have the potential to
reinvigorate economic activity and thus boost global demand for
energy and resources.

The energy security imperative will act as a bridge between the
short-term challenges of supply and affordability and the long-

term challenge of sustainability. Policymakers are likely to continue

to send the market mixed signals, seeking to incentivize demand
reductions while simultaneously trying to control energy costs for end
consumers. The uncertainty of how long such policies will be in place
and how they will be paid for will weigh on companies in the sector.

In the long term, the dynamics around the energy transition will
continue to dominate the energy and resources sector. Governments
are increasingly focused on these policy issues, with sustainability
regulations likely to tighten on the energy and resources sector

and affect companies’ cost of capital. Multispeed ESG policies will
create divergent opportunities and challenges across countries and
subsectors. For instance, utilities and electrification companies will
have significant growth and investment opportunities.

Growth opportunities will be similarly strong for mining and metals
companies that supply the inputs needed for EV batteries and other
renewables technologies — although Latin America's left-leaning
governments and political dynamics in resource-rich African
countries are likely to heighten political risks for miners.

Financial services

Geopolitical developments affecting financial institutions have
expanded significantly in recent years and are likely to persist in
2023. Sometimes these impacts will be direct. Other times they will
be indirect, such as policy shifts that affect financial institutions’
customers and the economies in which they operate.

The higher interest rates that central banks are adopting in
response to the inflation-recession paradox create potential
opportunities in terms of the interest rates banks offer on loans
and deposits. However, economic challenges could reduce overall
demand for financial services, and higher inflation may hit claims
costs for insurance companies. The combination of the strong US
dollar plus heightened geopolitical tensions may accelerate other
nations' use of their own currencies for trade settlement and the
development of new central bank digital currencies (CBDCs), with
implications for foreign exchange, capital markets and payments.

Developed markets' sanctions on Russia in response to the war in
Ukraine will likely continue to have a significant effect on financial
institutions in terms of operational resilience and sanctions
compliance. Financial institutions will need to continually assess
their counterparties to determine whether they are subject to
sanctions — including those in geopolitical swing states that
continue to do business with Russian entities. If secondary
sanctions are imposed, compliance will become even more costly
and challenging — even as the shifting power of global financial
hubs makes diversity of market access more important.

Global financial institutions or those with cross-border interests
are also likely to be impacted by China-Western decoupling.
Competing capital markets and payments networks, including
increased Chinese renminbi (RMB) usage, are likely to be
accelerated. Any main-street decoupling will drive financial
decoupling as well. And if there is a sharp rupture in economic
and financial relationships between China and developed markets,
financial institutions are likely to suffer from high market volatility,
lower asset values and reduced capital efficiency and mobility.
Shifts in value chains across sectors will affect business and
operating models, creating growth and efficiency challenges.
Western financial institutions may also need to adjust strategies
that are based on access to the growing wealth generation and
maturation of the China market.

In some markets, financial institutions are at the center

of multispeed ESG policies because many policymakers

recognize that financial institutions have a critical role to play as
providers of financing for the green transition and other sectors’
decarbonization efforts — although this role is likely to continue to
be challenged in some markets. Efforts to combat greenwashing

in financial products will likely also continue. Beyond regulatory
compliance, many financial institutions are likely to continue to view
ESG considerations as a strategy for long-term risk mitigation.

Government and public sector

Unsurprisingly, governments and the public sector will be affected
by all 10 geopolitical developments in 2023. In some cases,
policymakers will be forced to respond to exogenous shocks. In
other cases, governments are creating political risks and policy
challenges through their own actions.

Governments face opportunities and challenges in adapting to

a new era of increased policymaker involvement in driving and
directing economic activity. The shift away from the “invisible hand”
of market forces and toward stronger industrial policy in many
countries is likely to persist in 2023, including through the focus on
economic self-sufficiency and the hardening of technology blocs.
Such policies may enable governments to support new investments
in their economies that boost international competitiveness —
although they face potential pitfalls associated with productivity
declines and rising costs, and tensions with trading partners.

These industrial policies are also contributing to the diminished
authority and effectiveness of multilateral institutions such as the
World Trade Organization (WTO). The effectiveness of the United
Nations (UN), particularly the Security Council, is also at risk from
geopolitical developments including the war in Ukraine, China-
Western decoupling and geopolitical swing states. The weakening
of the multilateral system will likely exacerbate challenges for
governments to effectively address global challenges such as
climate change. This is clear from the trend toward multispeed ESG
policies rather than a more coordinated global solution on carbon
pricing, sustainability reporting and related policies.

The external environment is also generating urgent crises, which
governments in countries around the world will need to address,
such as the energy security imperative, food insecurity and
instability and the inflation-recession paradox. The latter is likely
to be particularly impactful given the limited fiscal resources of
many governments around the world. Each of these crises would be
plenty for policymakers to handle in isolation, but they are occurring
simultaneously.

These crises are also interrelated, which creates challenges for
governments but possibly also opportunities in terms of addressing
them in tandem via well-designed policy responses. Latin America's
left-leaning governments, for instance, have an opportunity to help
other governments address energy security and food instability by
boosting exports of green minerals and agricultural commodities —
while simultaneously supporting Latin America’s economic growth
and providing the fiscal resources to invest in more social spending.

Throughout 2023, geopolitical developments are also likely to
create or exacerbate humanitarian crises. Climate change, extreme
weather events and food instability and insecurity could lead

to forced migration from some vulnerable countries and regions.
Similarly, the war in Ukraine is likely to continue to push refugees
into other European countries — even as European counties begin to
formulate plans for the reconstruction of Ukraine.
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Health sciences and wellness

Pharmaceuticals, medical devices and other health care products
companies are likely to be significantly impacted by geopolitics in
2023 - particularly in terms of their supply chains and operations.
And despite health care delivery being a highly localized industry with
unique structural characteristics in each country, it is nevertheless
likely to be affected by some geopolitical developments as well.

The inflation-recession paradox will impact companies across the
health sciences and wellness sector. Life sciences companies will
likely continue to face rising input and production prices. Labor cost
inflation will likely continue to be significant, which could lead to
societal risks such as labor disputes in some markets. In addition,
the government is often the largest payer in the health care system,
which tends to limit the degree to which health providers can
increase prices — even as their input costs are pushed up by inflation.

In the wake of the public health crises unleashed by the COVID-19
pandemic, governments began to acknowledge pharmaceuticals
and medical devices as a geostrategic sector vital to economic and
national security. As part of the heightened focus on economic self-
sufficiency, it is likely that policymakers will continue to explore a
broad range of interventions in the sector’s supply chains.

Geopolitical dynamics surrounding China-Western decoupling will
also affect health sector supply chains. For instance, some active
pharmaceutical ingredient (API) companies will continue diversifying
their suppliers and manufacturing facilities to a wider array of
markets. And domestically, Beijing is likely to continue to implement
regulations to reduce drug prices while also seeking new investment
in biopharmaceuticals and advanced medical products.

The hardening of technology blocs will affect pharmaceutical firms
in terms of stricter controls or limits on cross-border data flows,
which can affect the size and efficacy of clinical trials. In addition, the
health sector is at heightened risk of cyber attacks — including state-
sponsored or politically motivated attacks — given the proliferation

of internet-enabled medical devices and the value associated with
personal health data.

With rising attention to the broader aspects of health, the sector will
also be affected by food insecurity and instability because food and
nutrition are vital to individuals' health and wellness. And multispeed
ESG policies will affect health companies due to the growing
emphasis on health equity and the social impact of health care. There
will likely also be an increasing focus on ESG reporting — due to both
regulatory requirements and the interest of health companies’ other
stakeholders.
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Private equity

The impact of geopolitical developments varies across sectors and
geographies, so for private equity (PE) firms, much of the impact lands
at the portfolio company level. Any or all of the top 10 geopolitical
developments may affect PE firms, depending on the sectors present in
their individual portfolio. But regardless of their portfolio holdings, PE
firms are likely to be affected by several political risks at a macro sector
level.

In recent years, PE firms have tended to view the whole global economy
as an open market from which they could identify potential investors
and acquisition targets. This globalized model will likely face increasing
political risk headwinds as governments continue to focus on economic
self-sufficiency. As policymakers impose more restrictions on
cross-border trade and investment, there are likely to be more “no-

go" market segments for PE firms, which could restrict growth and
investment. At the same time, however, the onshoring push will likely
create opportunities for new deals within domestic markets.

Another key challenge for the PE sector will be the inflation-recession
paradox. This economic uncertainty may push PE firms to focus

more on managing their current portfolio rather than making new
acquisitions. And as major central banks tighten interest rates in an
attempt to control inflation, PE firms will face elevated capital costs.
This will likely be exacerbated by banks' hesitancy to lend amid financial
market volatility. PE firms will face the most favorable capital and
financing environment in markets where policymakers are able to
stabilize inflation without pushing the economy into a recession.

And given that China is the second-largest economy in the world,
China-Western decoupling will have an important impact on the PE
sector. Heightened geopolitical tensions among the great powers

and increasing reqgulatory restrictions on cross-border investment
mean that cross-border PE firms will likely focus on deals in sectors
not deemed to be of geostrategic importance. Similarly, technology
has been a central investment theme in the PE sector in recent

years, so the hardening of technology blocs could constrain future
opportunities in that space (although new opportunities could be found
by following the focus areas of governments' industrial policies).

Technology, media and telecommunications

Many global technology companies thrived in an era of open digital
borders but rising geopolitical tensions and important advances in
emerging technologies have made the technology sector central
to geostrategic competition. Data has similarly become a strategic
asset thanks to the digitization of a variety of activities and
industries. The world is becoming a fragmented landscape of data
protection laws and cybersecurity standards. Government policies
and geopolitical tensions will continue to shape opportunities for
the sector in 2023.

The hardening of technology blocs and the focus on economic
self-sufficiency are likely to impact technology companies most
directly. Government policies to restrict rivals’ access to and
support the domestic development of critical technologies are likely
to prompt some companies to rethink their entire global supply
chain and ecosystem. Semiconductor manufacturers are likely to
continue to be the focus of export controls and other restrictive
policies, although artificial intelligence (Al), guantum computing
and software companies could also face new restrictions. And
telecommunications networks will continue to be viewed as

core infrastructure critical to national security, so government
restrictions on suppliers from strategic competitors

are likely.

These nationalist and protectionist policies are likely to change the
pattern of growth and investment opportunities away from markets
with which companies’ home governments have an adversarial
relationship. But companies may have new opportunities in
domestic or “friendly" markets, including through the push for self-
sufficiency in data and cloud infrastructure.

Relatedly, China-Western decoupling will reinforce the hardening
of technology blocs between China and developed markets. In
addition, Beijing's domestic policies are likely to provide growth and
investment opportunities for domestic companies that produce
technologies that are deemed strategic, such as semiconductors,
Al, guantum computing and space technologies. In contrast,
e-commerce and consumer technologies may face regulatory
scrutiny as part of the common prosperity agenda. And there are
likely to be continued risks around cybersecurity and intellectual
property, in line with broader global dynamics.

How policymakers navigate the inflation-recession paradox

is likely to affect market dynamics in the technology sector. If
consumers continue to retrench, demand for technology hardware
and its inputs is likely to fall further as consumers delay purchases
to upgrade their products — although demand for software is likely
to be more resilient. These dynamics could further elevate the
importance of services revenue for technology companies.

Technology companies could also face reputational and
compliance risks associated with multispeed ESG policies.
Some governments may heighten scrutiny of the environmental
impact of the significant computing power associated with some
technology firms in terms of energy and water use. And in some
markets, requlator or other stakeholder pressure to improve
diversity, equity and inclusion (DE&I) and social impact outcomes
may intensify. Beyond regulatory compliance, many financial
institutions are likely to continue to view ESG considerations as a
risk mitigation strategy.

Many of the policy trade-offs that governments face also provide
the technology sector with strategic opportunities to be part of
the solution. For instance, new renewable energy and energy
efficiency technologies could help address the energy security
imperative. And agtech companies could help to reduce food
insecurity and instability by improving yields and cutting down
on food waste.
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Geostrateqic priorities

All of these geopolitical developments pose both challenges and opportunities
for global organizations. For instance, multispeed ESG policies are likely to
create new compliance requirements and could raise the cost of capital for some
companies — but at the same time, they are likely to create new investment

and growth opportunities for many companies. Similarly, China-Western
decoupling could reduce cross-border transactions opportunities while also

providing companies with a strategic opportunity to build more transparency and
resilience into their supply chains. To thrive in an era of

companies will need to develop more strategic approaches to

managing these and other political risks — and incorporating political risk into their
long-term strategies.

Each of the top 10 geopolitical developments explored in the 2023
Geostrategic Outlook will affect companies in different ways and will
therefore necessitate specific geostrategic actions to capitalize on the

tensions and competition among governments to achieve
self-sufficiency in geostrategic products will continue to
complicate existing cross-border supply chains. Strategic supply

partners, as companies are likely to face lower levels of
geopolitical risk in such “friendly” markets.

in the 2023 Geostrategic Outlook — including the war
in Ukraine, China-Western decoupling and geopolitical
swing states — and it is also true at the global macro

opportunities they present whiIe also mitigating the chaIIengea they chain shifts are likely to be most significant surrounding the 4. Align strategies with stakeholder priorities. In the level. In shaping their company strategy, executives
pose. Neverthe!ess, there are five broad no-regrets geostrateglc moves technology sector — including companies within the sector emerging era of stakeholder capitalism, companies should should not rely on only one set of predictions about the §
exlectnltives C(fn |:np|<:m§nf tf?c h.elp;toge:lsr' companies thrive amid stabilized as well as their suppliers and customers. Executives should proactively manage dynamic political risks by developing outlook for globalization, as it may prove incorrect. They 2
volatiity and policy trade-ofis in ' examine their supply chain partners and the potential risks an understanding of how they might impact stakeholders = should instead assess the potential business implications z
1. Manage higher costs. Inflation is already high in many markets they pose as part of a multidimensional risk assessment and and how geopolitical developments may shift stakeholder and strategic imperatives of several alternative global i)
around the world and almost all the geopolitical developments identify opportunities to leverage nearshoring, onshoring or priorities and their expectations of companies. Executives operating environments, rather than trying to predict a g
in 2023 are likely to continue to push costs up for companies friendshoring supply chain strategies. Positioning supply chains can then create a growth strategy designed to fulfill ' precise outcome. 5
in the year ahead. Companies should expect higher costs to support business growth and resilience in the medium to stakeholder responsibilities. For instance, a company’s . Y o
for capital, energy, labor, and production inputs, including long term will require strategies that consider sustainability and sus.talnab|l|ty and ESG strategy can be de5|gneq to Tne |mportance of geopo.htlcs to corperate strategles is at its
agricultural commodities, green minerals and semiconductors. other ESG considerations alongside geopolitical dynamics. satisfy t.he demands of cus.tomers., emnloyees,.lnvestors hlghesF IeveI ina gen.erat|on.. Companies need to mtegrate
In addition, government policies may push up regulatory o . - and po.I|cymakers - proactlvely mitigating tne impact of geopolitical anaIyS|a into thelr.corporate g.overnance, business
compliance costs and tax bills for some companies. Executives Explore 0ppertun|t|es in “friendly"” marketa. The engomg potentlal future ESG regulat.lons and cornpllance preceaaes models and strategies. Executlyes sheuld implement a more
should assess which rising costs are likely to impact their structural shift to-ward greater use of. industrial pehues amid a whlle driving greater financial v.alue. At times the prlerltles systematic management of political risk through traneformed
company and seek to proactively manage them. This could focns on econom|c seIf-rehance reqwres compan.|es to r-ea.ssess of dlfferent stakeholders may diverge, th.ou.gn, compllcatlng governance structures and processes. Impo.rt.antly, this should
include restructuring supply chains and collaborating with their strateg|es. Int.ernatlonal business moelels will persist in cornpames’ eff.orts. .Execut|ves should prioritize strateg@ include a regular assessment of how geonolltlcal develop.rnents
suppliers and customers to limit price increases. It could the emerging rnulhpolar .world, but they will need to adapF actlons that align with a broad set ef stakeholder pnontles a.ffect curren.t strategy and the proactive !nclu5|on of pelltlcal
also include strategies to enhance cross-border operating to new geopollncal realities. 'Ifh.e mos.t robust strategles YVI” and smultaneously unlock new business opportunities — nsk ana!y5|s in M&A., market.entry and exit, eupply cha|.n.and >
model effectiveness. And enhancing energy efficiency and reflect the re.aI.lty that geopolitical aII|ances are ||kely to |.mpact such as an onshoring strategy to advance governments’ |nternat|ena| footprint decisions. By ernbedd.lng geopolltleal %
decarbonizing business processes could lower energy costs for business decisions aa much as economic con5|derat|.ons in the seIf-suffluency goals while also leveraging new anaIy5|s.|nto a company's DNA, exec.u.t|ves. will enable the|r ::DF
some companies. years ahead. Executives should explore growth and investment technologies and talent pools. companies to better account for political risks when making o
opportunities in their home markets, as governments are ) o strategic decisions, giving them a crucial advantage vis-a-vis 2
2. Evaluate supplier ecosystems. All 10 of the top geopolitical likely to offer preferential financing, reduced tax rates or other 5. Conduct scenario planning. Effectively navigating competitors in a turbulent geopolitical environment. 2
developments in 2023 are likely to impact supply chains - the incentives to onshore production in a variety of geostrategic geopolitical uncertainty requires scenario analyss = the 5
second year in a row for which this is the case. Geopolitical sectors. Executives should also assess their home country systematic exploration of multiple plausible futures. This is e
government's network of alliances and trade agreement true for many of the individual developments highlighted §
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About the Geostrategic Outlook

The annual Geostrategic Outlook presents analysis by the

EY Geostrategic Business Group (GBG) on the global political

risk environment in the year ahead. The 2023 Geostrategic Outlook
was published in December 2022.

The GBG defines political risk as the probability that political decisions,
events or conditions at the geopolitical, country, regulatory or societal
level will impact the performance of a company, market or economy.
Importantly, this definition of political risk includes both challenges
and opportunities for global organizations, creating an imperative to
develop more strategic approaches to managing political risk.

To select the top 10 geopolitical developments in the 2023
Geostrategic Outlook, the GBG first conducted a horizon scanning
exercise to identify potential political risks. This scan encompassed

the four categories of political risk in the geostrategy framework —
geopolitical, country, regulatory and societal — throughout all regions
of the world. The GBG then identified additional developments through
engagement with dozens of subject matter resources across the EY
global network, as well as political risk experts in other organizations.
Scanning the external environment to identify political risks is the first
step in implementing a geostrategy (see Figure 3).

Next, the GBG assessed all the identified political risks along two
dimensions: their probability of occurring and the degree to which they
would impact companies across sectors and geographies globally. This
impact assessment is the second step in implementing a geostrategy.
The top 10 geopolitical developments included in this Outlook are
those that were assessed to be both high probability and high impact.

The analysis for each of the 10 developments in the 2023 Geostrategic
Outlook highlights how the political risk is likely to unfold in the year
ahead (the scan aspect of the geostrategy framework), assesses the
impact of each political development on specific business functions
(focus) and provides considerations for how executives can manage
them (act). In addition, this Outlook includes analysis of the market
themes and business implications across the 10 developments at the
sector level. And it includes overarching geostrategic actions that
executives can take to manage each geopolitical development in a
strategic and proactive manner.

Executives who implement a geostrategy that addresses all of the
top 10 geopolitical developments in the 2023 Geostrategic Outlook
— as well as any other developments of particular relevance for their
companies — are likely to be better positioned to build a geopolitically
robust strategy for a volatile world.

Figure 3. Scanning the geopolitical environment for risks is the first step in implementing a geostrategy

Scan Focus

Identify and dynamically monitor
political risks for opportunities and

Assess the impact of political risks
on company functions and the global

Act

Manage political risk in a holistic and
cross-functional manner at both the

challenges footprint operational and strategic levels
Geopolitical > Revenue » Risk management
Country » Growth and investment » Governance
Regulatory » Operations and supply chain » Strategy
Societal > Data and intellectual property

» Human capital
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About EY Geostrategic Business Group

The EY Geostrategic Business Group (GBG) helps organizations translate
geopolitical insights into business strategy. Geopolitics affect every global
organization, from strategy to supply chain. Yet many companies struggle to
assess and manage this disruption and the impacts it has on their business.

The GBG harnesses local knowledge and collaborates with third-party firms to
bring an added independent political risk perspective. With the breadth of our
strategic and operational knowledge, EY teams develop actionable plans to help
organizations better monitor, assess and manage political risks.

EY | Building a better working world

EY exists to build a better working world, helping create
long-term value for clients, people and society and build
trust in the capital markets.

Enabled by data and technology, diverse EY teams in over
150 countries provide trust through assurance and help
clients grow, transform and operate.

Working across assurance, consulting, law, strategy, tax and
transactions, EY teams ask better questions to find new
answers for the complex issues facing our world today.

EY refers to the global organization, and may refer to one or more, of
the member firms of Ernst & Young Global Limited, each of which is

a separate legal entity. Ernst & Young Global Limited, a UK company
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