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o state the obvious: we are now facing a radically different

economic and market environment that threatens the existing

world order and monetary system. We have been transitioning to
this world for several years, but now the shift has sharply accelerated and
become chaotic. This new macroeconomic and geopolitical paradigm is
turning past tailwinds into headwinds and reshaping global flows of capital.
If you were to list the defining characteristics of recent decades and compare
them to today, you'd struggle to find much overlap. We have been through
many big economic shifts over Bridgewater’s 50-year history, so we don’t
speak lightly when we say that this looks like a once-in-a-generation one.

Facing a new reality, everyone must adapt. Those who adapt fast and well will gain at the expense of those who
adapt slowly and poorly. Our approach to dealing with new realities has always been to embrace them. This
starts with identifying which dynamics will matter the most. We then build a fundamental understanding of
those dynamics, mapping the cause-and-effect linkages through which they impact the markets and economic
machine, which allows us to reflect them in our investment systems and update our playbook. At the same
time, we want to be realistic about what we don’t know and deal with that by designing portfolios that are
diversified and resilient.

Today, we see three interrelated dynamics at the core of this new reality: 1) a new geopolitical and
macroeconomic paradigm, 2) an urgent threat to investment portfolios from this paradigm shift, and 3) a once-
in-a-generation technological disruption. Below, we’re sharing an excerpt from our recent CIO letter to our
clients describing how we’re processing each of these forces.
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Three Ways the World Is Changing

1. We’re in a new geopolitical and macroeconomic paradigm: Globalization, rising trade, and
capital liberalization was the dominant geopolitical and economic paradigm for decades. That
paradigm is over and is being replaced with modern mercantilism. The Trump administration has
chaotically accelerated this shift as it seeks to upend global institutions and rebalance trade and
security relationships to pursue its “America First” priorities. Now, a global system of interdependency
that has been woven together since the dawn of the US-led post-war era is being undone.

As we show below, in this new mercantilist paradigm, the role of the state is perceived to be to
increase national wealth, strength, and self-sufficiency. The state takes a more active role in
orchestrating the economy to pursue these goals using trade policy, transactional or even coercive
foreign policy, and industrial policy to support companies and sectors it considers strategic to
achieving these goals (e.g., domestic capabilities in AI/ML, manufacturing in key areas such as
semiconductors, etc.). How these policies play out, and how global policy makers and the private
sector respond, will have major implications for markets and economies.
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2. This shift presents an urgent threat to markets and investment portfolios: Today’s mix of
global assets reflects the winners from the past paradigm, which were largely assets like US equities
that benefited from rising growth, a proactive Fed, and US outperformance.

This shift in asset allocations has created risks if the future is different than the past. Many portfolios
are increasingly vulnerable to 1) any weakness in growth, 2) central banks not being able to ease into
problems, 3) equity underperformance, and 4) US underperformance relative to the rest of the world.

The rapid shift to modern mercantilism presents imminent risks across each of these
dimensions, which have begun to materialize:

*  We expect a policy-induced slowdown, with rising probability of a recession.

*  TheFed isless able to ease proactively into the slowdown as stagflationary risks rise; other central
banks will lead the easing cycle.

*  US corporates are under threat, while strong earnings remain priced in.

*  We see exceptional risks to US assets, which are dependent on foreign inflows.
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3. Simultaneously, we’re in a once-in-a-generation technological disruption: Every several
decades, we experience technological evolutions that impact human productivity in such profound
ways that they lead to structural and societal change; we are amid one of those. The intelligence
is already here—AI/ML can now significantly outperform human experts in a range of fields. The
economic, market, and societal consequences have only begun, and they will exponentially grow. The
interrelations with geopolitics, policy making, and portfolios will be complex and impactful.

For markets, it is too soon to say who the winners will be and if they will hold on to their
winnings. Being on the leading edge of a technology does not necessarily mean being on the
leading edge of its deployment and monetization, and it is not yet clear where in the AI value chain
the profits will accrue (e.g., will the models become commoditized?). In many ways, the AT story
today is analogous to the internet story of the late 1990s; we believe we are in the early stages of this
story, akin to around 1998. Technological progress around the internet eventually achieved almost
everything that was promised in the dot-com boom (e.g., today we all have wireless high-speed
internet available on devices we carry in our pockets), and yet US equities were among the worst-
performing assets of the 15 years after 1998, underperforming Treasuries, emerging market equities,
and gold. Bets on the market-leading internet names in the dot-com era broadly underperformed the
market (Microsoft was a noticeable exception). Many of the ultimate winners, such as Alphabet and
Meta, were small or did not yet exist.
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Important Disclosures and Other Information

This research paper is prepared by and is the property of Bridgewater Associates, LP and is circulated for informational and educational purposes
only. There is no consideration given to the specific investment needs, objectives, or tolerances of any of the recipients. Additionally, Bridgewater's
actual investment positions may, and often will, vary from its conclusions discussed herein based on any number of factors, such as client investment
restrictions, portfolio rebalancing and transactions costs, among others. Recipients should consult their own advisors, including tax advisors, before
making any investment decision. This material is for informational and educational purposes only and is not an offer to sell or the solicitation of
an offer to buy the securities or other instruments mentioned. Any such offering will be made pursuant to a definitive offering memorandum. This
material does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of
individual investors which are necessary considerations before making any investment decision. Investors should consider whether any advice or
recommendation in this research is suitable for their particular circumstances and, where appropriate, seek professional advice, including legal, tax,
accounting, investment, or other advice. No discussion with respect to specific companies should be considered a recommendation to purchase
or sell any particular investment. The companies discussed should not be taken to represent holdings in any Bridgewater strategy. It should not be
assumed that any of the companies discussed were or will be profitable, or that recommendations made in the future will be profitable.

The information provided herein is not intended to provide a sufficient basis on which to make an investment decision and investment decisions
should not be based on illustrative information that has inherent limitations. Bridgewater makes no representation that any account will or is
likely to achieve returns similar to those shown. The price and value of the investments referred to in this research and the income therefrom
may fluctuate. Every investment involves risk and in volatile or uncertain market conditions, significant variations in the value or return on that
investment may occur. Investments in hedge funds are complex, speculative and carry a high degree of risk, including the risk of a complete loss of
an investor's entire investment. Past performance is not a guide to future performance, future returns are not guaranteed, and a complete loss of
original capital may occur. Certain transactions, including those involving leverage, futures, options, and other derivatives, give rise to substantial
risk and are not suitable for all investors. Fluctuations in exchange rates could have material adverse effects on the value or price of, or income
derived from, certain investments.

Bridgewater research utilizes data and information from public, private, and internal sources, including data from actual Bridgewater trades. Sources
include Absolute Strategy Research, BCA, Bloomberg Finance L.P., Bond Radar, Candeal, CEIC Data Company Ltd., Ceras Analytics, China Bull
Research, Clarus Financial Technology, CLS Processing Solutions, Conference Board of Canada, Consensus Economics Inc., DTCC Data Repository,
Ecoanalitica, Empirical Research Partners, Energy Aspects Corp, Entis (Axioma Qontigo Simcorp), Enverus, EPFR Global, Eurasia Group, Evercore
ISI, FactSet Research Systems, Fastmarkets Global Limited, The Financial Times Limited, Finaeon, Inc., FINRA, GaveKal Research Ltd., GlobalSource
Partners, Gordon Haskett Research Associates, Harvard Business Review, Haver Analytics, Inc., Institutional Shareholder Services (ISS), Insync
Analytics, The Investment Funds Institute of Canada, ICE Derived Data (UK), Investment Company Institute, International Institute of Finance, JP
Morgan, JSTA Advisors, LSEG Data and Analytics, MarketAxess, Medley Global Advisors, Metals Focus Ltd, MSCI, Inc., National Bureau of Economic
Research, Neudata, Organisation for Economic Cooperation and Development, Pensions & Investments Research Center, Pitchbook, Political Alpha,
Renaissance Capital Research, Rhodium Group, RP Data, Rubinson Research, Rystad Energy, S&P Global Market Intelligence, Sentix GmbH, SGH
Macro, Shanghai Metals Market, Smart Insider Ltd., Sustainalytics, Swaps Monitor, Tradeweb, United Nations, US Department of Commerce, Visible
Alpha, Wells Bay, Wind Financial Information LLC, With Intelligence, Wood Mackenzie Limited, World Bureau of Metal Statistics, World Economic
Forum, YieldBook. While we consider information from external sources to be reliable, we do not assume responsibility for its accuracy. Data
leveraged from third-party providers, related to financial and non-financial characteristics, may not be accurate or complete. The data and factors
that Bridgewater considers within its investment process may change over time.

This information is not directed at or intended for distribution to or use by any person or entity located in any jurisdiction where such distribution,
publication, availability, or use would be contrary to applicable law or regulation, or which would subject Bridgewater to any registration or licensing
requirements within such jurisdiction. No part of this material may be (i) copied, photocopied, or duplicated in any form by any means or (ii)
redistributed without the prior written consent of Bridgewater® Associates, LP.

The views expressed herein are solely those of Bridgewater as of the date of this report and are subject to change without notice. Bridgewater may
have a significant financial interest in one or more of the positions and/or securities or derivatives discussed. Those responsible for preparing this
report receive compensation based upon various factors, including, among other things, the quality of their work and firm revenues.
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