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SCOPE OF THIS REPORT

This report analyses the convergence of three compounding dynamics that together constitute the
primary systemic risk of the 2026—2035 decade: the structural demographic-fiscal crisis that was always
inevitable; the policy-driven acceleration in the United States that is eliminating the buffers that would
have made adjustment manageable; and the geopolitical fracture — Iran military operations, Hormuz
closure risk, and the permanent repricing of the rules-based international order — that is compressing the
timeline and adding fiscal stress of a different character to an already critical trajectory.



EXECUTIVE SUMMARY

The Western world is entering a fiscal crisis that is simultaneously structural and
self-accelerating. These are analytically distinct phenomena that are now mutually reinforcing,
and the failure to distinguish between them is responsible for the persistent underestimation of
risk in both official projections and market pricing.

The structural component was always coming. The social welfare systems established across
OECD countries after World War Il were designed for a world of expanding workforces, each
generation larger than the last. Old-age dependency ratios have deteriorated from 22 at the
OECD average in 2000 to 33 today, and are demographically locked at approximately 42 by
2035. These people are already alive. No policy enacted today alters that arithmetic.

The first accelerant is policy choice in the United States. The decisions of 2025-2029 are
dismantling, in sequence, the precise buffers that historically gave the US the flexibility to
manage its structural fiscal crisis: reserve currency trust, immigration-driven demographic
mitigation, global brand equity, and the rules-based international order that kept American
security costs manageable.

The second accelerant is now active: US-Israeli military operations against Iran have
commenced as of Q1 2026. The downstream consequences — population displacement at a
scale Europe's fiscally broken sovereigns cannot absorb, Strait of Hormuz closure risk that
would constitute the most severe energy supply shock in recorded history, and a geopolitical
cascade whose terminal states are more unstable than its starting point — are not projections.
They are current dynamics with measurable timelines.

The third accelerant is structural and slower-moving but ultimately the most consequential for
long-term growth trajectories: the permanent repricing of the rules-based international order
across all dimensions of global commerce — trade, investment, and insurance. The
zero-discount-rate assumption on geopolitical risk that underpinned the 1990-2020 globalisation
model is over. The market is repricing it, slowly and then suddenly, in ways that will embed a
permanent drag on global GDP that no single policy reversal can undo.

The window for orderly adjustment is the period 2025-2030. Beyond that point, bond market
dynamics, not policymakers, will drive outcomes.

CENTRAL FINDING

The Western fiscal crisis is not one crisis but three crises converging: a structural demographic shift
that was always inevitable; a policy-driven acceleration eliminating the buffers for managed
adjustment; and a geopolitical fracture — Iran operations, Hormuz closure risk, and the permanent
repricing of the rules-based order — that is compressing the timeline while adding a new layer of
structural fiscal damage. The interaction of these three dynamics in the 2026—2030 window,
simultaneously in the United States and the European Union, represents the central systemic risk of
the decade. The margin for orderly adjustment has largely disappeared.



KEY FINDINGS

OECD dependency ratios locked at 42/100
workers by 2035 — no policy enacted today alters
this arithmetic

US structural fiscal gap 3.0% GDP/year
worsening under current policy — Social Security
depletion 2033 is a statutory event, not a
projection

France and Italy carry 5.0% GDP/year structural
gaps with tax ceilings already reached inside a
currency union that prevents monetary response

US policy systematically dismantling four
historical fiscal buffers simultaneously — TCJA,
tariffs, immigration, institutional erosion, brand
damage

NATO 5% defence demand requires fiscal outlays
that trigger sovereign crises in the alliance's
weakest members — France €75B/yr, Italy
€55B/yr additional

Iran military operations active Q1 2026 — Hormuz
closure scenario now a near-term probability, not
a tail risk; displacement cascade underway

Hormuz closure of 6—12 months constitutes most
severe energy shock in recorded history —
marine insurance market breaks independently of
physical supply problem

Erosion of rules-based order producing
permanent repricing of geopolitical risk across all
trade, investment, and insurance — not a cyclical
adjustment

US democratic and institutional erosion introduces
emerging-market risk premium into dollar assets
not yet fully priced by markets

Canada and Australia structurally positioned as
primary safe havens — capital and skilled
migration acceleration underway; Canada carries
proximity risk discount from US expansionist
trajectory that must be explicitly priced
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PART I: THE STRUCTURAL FOUNDATION — What Was
Always Coming

The post-war welfare state was built on five demographic assumptions that held true for 55
years and have since all reversed. Sustained population growth created the expanding
workforce on which pay-as-you-go pension systems depend. Female labour force participation
rose from 35% in 1970 to 60% by 2000 — a 25-percentage-point increase that masked
deteriorating dependency ratios for a generation. Life expectancy at retirement was
approximately 13 years when Social Security was established in 1935; it is now 20 years and
rising. Fertility, which averaged 3.2 children per woman across the OECD in 1960, has fallen to
1.51 today — the lowest ever recorded and 30 years below the 2.1 replacement threshold, with
zero recovery in any developed country.

The fiscal arithmetic of what follows is not politically constructed. It is the direct mathematical
consequence of these demographic facts. Age-related public spending across the OECD has
risen from 10.2% of GDP in 1980 to a projected 19.8% by 2035. The structural fiscal gaps that
result range from 0.5% of GDP per year in Australia to 6.0% in Greece.

For countries where these gaps exceed 3—4% of GDP annually, the mathematics are binding:
tax increases sufficient to close the gap would damage the economic base; benefit cuts at
required scale are electorally impossible; immigration at required volumes exceeds political
tolerance; and productivity gains, even under optimistic assumptions, can offset no more than
60% of the dependency ratio deterioration by 2035.

The shift in the global interest rate environment since 2022 has rendered legacy projections
substantially obsolete. Those projections were constructed during the 2010-2021 period of
near-zero interest rates. At current rates of 4-5%, a country such as Italy — carrying debt of
144% of GDP — faces an annual interest burden of approximately 6.5% of GDP rather than the
1.4% assumed under near-zero conditions. That difference of 5 percentage points of GDP per
year exceeds ltaly's entire structural fiscal gap and explains why crisis-risk countries face acute
pressure even before demographic spending increases reach their projected peak.

THE ARITHMETIC FLOOR

Countries that recognised this structural shift early and reformed in the 1990s — Australia in 1992,
Canada in 1997, the Nordic bloc — are positioned to manage the transition. Countries that
maintained unreformed pay-as-you-go systems — France, Italy, Spain, and increasingly the United
States — now face structural fiscal gaps that conventional policy tools are mathematically incapable
of closing.



PART Il: THE EUROPEAN CRISIS — Structure, Timeline,
and Triggers

The eurozone carries an internal structural contradiction that its architects understood but chose
to defer: a shared currency and shared monetary policy applied to economies with diverging
demographics, fiscal trajectories, and political traditions. That deferral has now reached its limit.
The Southern European bloc represents the fault zone. ltaly is the systemic risk.

Italy: The Systemic Risk

Italy's gross public debt of 144% of GDP, structural fiscal gap of 5.0% of GDP per year, and
pension expenditure of 15.6% of GDP annually — the highest in the developed world —
combine with the third-largest eurozone economy to create a liability that cannot be bailed out
through existing mechanisms. Its particular danger is not that it will default, but that the cost of
preventing default will require ECB intervention at a scale requiring German political consent
that may not be obtainable. The NATO 5% demand requires approximately €55 billion per year
in additional defence outlays on a government with no fiscal room. A Hormuz-driven energy
spike adds a further 1-2% of GDP in import costs that land on the same balance sheet.

France: The Political Constraint

France presents a different but equally severe profile: total government spending of 57% of
GDP — the highest in the OECD — a tax burden of 46% of GDP leaving no revenue room, and
a structural fiscal gap of 5.0% of GDP per year. France has attempted pension reform five times
since 1995, triggering nationwide strikes each time, achieving less than required on each
occasion. The NATO 5% demand requires approximately €75 billion per year in additional
spending that is fiscally impossible without triggering the bond market crisis France most needs
to avoid. Iran-driven migration flows compound this further: France has historically been the
terminal destination for a disproportionate share of MENA displacement.

Germany: Strength in a Fragile Currency Union

Germany occupies a paradoxical position. Its domestic fiscal position is the strongest in the G7
— gross debt of 63% of GDP, a structural gap of 2.0% that is manageable through conventional
measures. Yet Germany cannot escape the eurozone crisis regardless of its own prudence. If
Southern European sovereigns face bond market crises, Germany faces an impossible choice:
accept fiscal union and permanent transfers of 2—-3% of GDP annually, or allow eurozone
fragmentation whose economic consequences — including a Deutsche Mark equivalent
appreciation of 20—-30% — would devastate Germany's export economy. Germany's fiscal
strength is partially hostage to the fiscal weakness of its currency partners. The Iran
displacement shock, generating nativist political acceleration in Germany simultaneously with
France, further constrains German political tolerance for the ECB intervention that prevents
Italian and French debt crises.



THE EUROZONE TRAP

Italy and France collectively represent 40% of eurozone GDP. Both carry structural fiscal gaps of
5.0% of GDP/year with tax ceilings already reached. Eurozone membership prevents currency
devaluation and limits monetary response. The ECB can backstop sovereign debt only with German
consent that is itself politically fragile. A Hormuz energy spike and Iran displacement shock arriving
simultaneously in this context — with nativist movements accelerating in France and Germany
simultaneously — is the most dangerous near-term systemic trigger the eurozone has faced since
2012.



PART Ill: THE AMERICAN ACCELERATION — Policy
Compounding a Structural Crisis

The United States entered 2025 with a structural fiscal gap classified as Crisis Risk — 3.0% of
GDP per year — driven by the same demographic arithmetic affecting all OECD countries,
compounded by the specific architecture of American public finance: a federal tax burden of
17-18% of GDP that has never sustainably exceeded 20% regardless of statutory rates,
dedicated entitlement taxes that cannot be repurposed, and an interest payment trajectory that
already consumes 35% of discretionary federal revenue and is projected to reach 60% by 2030
as debt rolls over at current rates.

Social Security Trust Fund depletion in 2033 is not a projection — it is a statutory event that
triggers automatic benefit cuts of 21-24% to 68 million recipients unless Congress acts. No
Congress has acted. The policy choices of 2025-2029 are not merely failing to address this
constraint — they are actively dismantling the buffers that would have made adjustment
manageable.

The Policy Acceleration Layer

Revenue Foreclosure

The extension of the Tax Cuts and Jobs Act, formalised through the One Big Beautiful Bill Act
signed July 4, 2025, locks in revenue shortfalls through at least 2033. The true ten-year cost of
the TCJA under permanent extension — estimated by CBO and JCT at $4.0—4.6 trillion — is
roughly three times the advertised $1.5 trillion figure, the difference representing the cost of a
deliberately engineered scoring fiction through the Byrd Rule sunset mechanism. The TCJA
extension removes the primary legislative vehicle for revenue correction from political
consideration for the duration of the period when the fiscal gap is most urgent.

Asset Market Overvaluation and the Deficit Feedback Loop

Government deficits of 6—7% of GDP have provided approximately $1.8—-2.0 trillion annually in
fiscal stimulus to an economy operating near capacity — effectively subsidising corporate
earnings and financial asset prices. The S&P 500 entered 2026 with elevated volatility
resembling 2011 and 1987 — high variance with minimal net returns — signalling the
overvaluation thesis resolving without a clean correction. Each 10% correction in US equities
reduces household wealth by approximately $4 trillion, creating a negative wealth effect that
further tightens the fiscal position through reduced capital gains tax receipts.

Immigration Dismantlement and Demographic Self-Harm

Immigration has been the primary mechanism through which the US maintained a more
favourable dependency ratio than European peers. Dismantling immigration infrastructure
worsens the dependency ratio, reduces payroll tax revenues funding Social Security and
Medicare directly, and accelerates trust fund depletion at the precise moment that depletion
timelines are already tight. This is demographically self-defeating in a way that is visible in the
actuarial tables of the Social Security Administration. It is also fiscally self-defeating in the



context of the rules-based order repricing: the US is simultaneously reducing the human capital
inflow that sustains its innovation premium and the institutional reliability that sustains its
investment premium.

Tariff Policy and Supply Chain Self-Harm

The dominant framing of US tariff policy — that it protects American industry from foreign
competition — misrepresents the ownership structure of the supply chains it targets. The
majority of goods entering the United States classified as Chinese or Asian imports are not
foreign products displacing American ones. They are American-branded goods manufactured
through supply chains that US corporations designed, financed, and own. Apple, Nike, General
Motors, Caterpillar — the production architecture in China, Vietnam, and Mexico was built by
American capital, serves American brands, and generates profits that flow to American
shareholders. Tariffs on these goods are in the first instance a tax on US corporate supply
chains, raising input costs for the same companies whose equity valuations underpin American
household wealth and pension funds.

Forced supply chain recalibration — near-shoring, friend-shoring, domestic relocation — is not a
costless correction. McKinsey estimates relocation of 25% of global supply chains would require
$4-5 trillion in capital expenditure over a decade, with ongoing production cost increases of
15-25% for affected categories. These costs do not disappear — they are absorbed into
product prices, compressed from margins, or both. Either outcome damages the
competitiveness of US brands not only in the domestic market but in the 75% of the global
economy that lies outside US borders. A brand that costs 20% more to manufacture does not
only lose price competitiveness in the US — it loses it in Europe, Asia, and Latin America
simultaneously, in markets where competitors face no equivalent cost disadvantage. The tariff
designed to protect American industry is structurally weakening American brands in every
market they compete in globally. The retaliatory measures from Canada, the EU, and China
compound this: Canadian Liberal policy under Carney is explicitly framed as strategic
decoupling from US economic dependency, representing the most significant bilateral economic
realignment in North American history since the original FTA negotiations.

Brand Devaluation as Sovereign Asset Erosion

American brand equity is not merely a commercial metric — it is a sovereign asset of the first
order. The United States extracts value from the global economy through channels that bypass
trade statistics entirely: Mode 3 commercial presence, where US-owned subsidiaries generate
revenue in foreign markets without crossing a border; franchise fees and licensing income that
flow from foreign consumers to US intellectual property holders; platform advertising and data
monetisation that converts global user attention into American corporate profit; and the brand
premium embedded in goods manufactured anywhere but sold under American names. Kantar
BrandZ values the top 100 US brands at $10.7 trillion — an asset class larger than most
national economies, built over decades through the combination of product quality, cultural
reach, and the institutional trust that American origin historically conferred.

That institutional trust is now the liability. The US policy environment of 2025-2026 — tariff
aggression toward allies, diplomatic unpredictability, visible democratic erosion — has made
American origin a reputational cost rather than a premium in an expanding set of markets. The



2025 Boycott USA movement, documented by the ECB as potentially representing a structural
shift in consumer preferences, and confirmed by corporate earnings warnings from McDonald's,
Brown-Forman, Levi's, and Tesla, is not a temporary consumer protest. It is the early signal of a
brand premium reversal: the same institutional association that once commanded a price
premium is now generating a price discount. Goldman Sachs estimated direct boycott impact at
$28-83 billion annually in GDP terms — but the more consequential damage is longer-term and
harder to quantify: the erosion of the Mode 3 revenue base as foreign consumers and
governments substitute away from US-origin commercial relationships regardless of product
quality. Brand equity lost at this scale has no precedent of recovery within a single policy cycle
— historical cases of national brand rehabilitation, including Germany and Japan post-1945 and
South Korea in the 1990s, required a decade or more of sustained institutional
credibility-building and were driven by fundamental regime or policy transformation, not
cosmetic adjustment.

Institutional Erosion and the Democratic Risk Premium

Markets price institutional quality. The premium that the United States has historically
commanded on dollar-denominated assets — enabling it to borrow at rates below what fiscal
fundamentals would suggest — is substantially a trust premium reflecting confidence in Federal
Reserve independence, an impatrtial judiciary, a functioning electoral system, and predictable
rule of law. The pattern of executive pressure on Fed independence, weaponisation of legal and
regulatory processes, challenges to electoral legitimacy, and press freedom erosion do not
individually constitute a crisis. They constitute a recognisable institutional degradation sequence
with a documented economic literature in the cases of Hungary, Turkey, and Argentina. The
differences of scale and starting position are real. What the comparison illuminates is not the
endpoint but the sequence — and the economic evidence that once the sequence is sufficiently
advanced, it generates its own momentum independent of subsequent policy correction.

THE BUFFER DESTRUCTION SEQUENCE

The US had four historical buffers against its structural fiscal crisis: (1) reserve currency status
allowing borrowing below fundamental rates; (2) immigration sustaining demographic ratios; (3)
global brand equity providing unmeasured commercial advantage; (4) the rules-based international
order keeping security costs manageable. Current policy is simultaneously eroding all four. The
structural fiscal crisis was always going to require adjustment. The policy choices of 2025-2029 are
eliminating the margin for managed adjustment at precisely the moment when the external
geopolitical environment is adding new sources of fiscal stress.



PART IV: IRAN, HORMUZ, AND THE EUROPEAN FISCAL
CASCADE

US-Israeli military operations against Iran are active as of Q1 2026. This section analyses two
compounding consequences that have received insufficient attention in standard scenario
planning: the specific mechanics of a Strait of Hormuz closure and their implications for
European sovereign debt; and the range of conflict outcomes — from a durable negotiated
settlement to extended military engagement — and their respective economic consequences for
the global system.

The Displacement Arithmetic

The Syrian model provides the closest available empirical precedent. Syria's 2011-2015 conflict
and subsequent state collapse generated approximately 6.6 million external refugees from a
pre-war population of 22 million — a displacement ratio of approximately 30%. Iran's population
is 88 million. Applying even a conservative displacement ratio of 15-20% produces 13-17
million displaced persons — with Turkey as the primary buffer state and Europe as the terminal
destination for a substantial fraction.

Turkey is already hosting 3.6 million Syrian refugees and its own economy carries significant
fragility. Its capacity to function as an indefinite migration buffer is not unlimited — and Turkey
has previously demonstrated willingness to weaponise displacement flows as a geopolitical
instrument, most visibly in 2020 when it temporarily opened its borders as leverage in its EU
relationship. A displacement event of Iranian scale would test the EU-Turkey migration
management framework beyond any precedent and introduces an active political actor with its
own agenda into what conventional analysis treats as a passive geographic constraint. The
compounding effect on European fiscal stress is direct: France and Italy, already at their fiscal
ceilings, would face a choice between attempting emergency migration absorption — which
would trigger sovereign debt crises on balance sheets that have no remaining room — and
political responses that accelerate the nativist electoral dynamics that themselves trigger those
same crises through a different path.

The Strait of Hormuz — Mechanics of the Most Severe Energy Shock in
Recorded History

A Hormuz closure of 6—12 months would constitute the most severe energy supply shock in
recorded history — larger in magnitude and longer in duration than the 1973 oil embargo, which
removed 7—-8% of global supply and produced a 400% price increase over several months. A
full closure removes approximately 20% of global oil and 20% of globally traded LNG
simultaneously, with bypass alternatives covering at most 7—9 million barrels per day of the
20-21 million currently transiting the strait. The difference has nowhere to go.

Bypass Options and Why They Do Not Solve the Problem

The Saudi East-West Pipeline (Petroline) has capacity of approximately 5 million barrels per day
to Yanbu on the Red Sea — but the Red Sea itself has been a contested corridor since the
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Houthi campaign of 2024-25, effectively trading one chokepoint for another. The UAE
Habshan-Fujairah pipeline provides approximately 1.5 million barrels per day, bypassing
Hormuz to the Gulf of Oman — useful but marginal relative to total volume. Cape of Good Hope
rerouting adds 10-15 days of transit each way, requiring approximately 20-30% more tankers to
maintain the same delivery volume. The global VLCC fleet is not sized for this. You get
immediate tanker scarcity regardless of oil supply, driving freight rates to extreme levels
independently of cargo price. Net result: alternative capacity covers perhaps 7-9 million barrels
per day in an optimistic scenario. There is still 12—14 million barrels per day of displacement
with nowhere to go in the short term.

The Insurance Market Breakdown

The marine insurance breakdown operates independently of the physical supply problem and in
some respects precedes it. The Lloyd's Joint War Committee Listed Areas register already
covers the Persian Gulf. In a closure or active-conflict scenario, war risk premiums — which
reached $500,000 per voyage in the limited 2019 tanker attacks — become either prohibitive or
unavailable altogether, at levels potentially reaching $1-3 million per voyage before coverage is
simply withdrawn.

The more structural constraint is the P&l club system. Protection and Indemnity clubs — the 13
clubs of the International Group covering over 90% of ocean-going tonnage — provide
third-party liability coverage for pollution, crew injury, and cargo loss. Their reinsurance treaties
carry war exclusions. In a Hormuz closure scenario, P&l cover becomes unavailable or subject
to 48-hour cancellation in the affected area. Without valid P&l cover, no tanker can legally enter
a destination port regardless of whether it physically transits the strait. Major ports —
Rotterdam, Singapore, Fujairah — require valid insurance certificates as a condition of entry.
This creates a secondary blockade effect even for tankers that physically transit the strait. Naval
escort reduces but does not solve the insurance problem because the insurable risk remains
kinetic, producing a two-tier system of state-indemnified vessels and effectively stranded
tonnage.

HORMUZ CLOSURE — KEY MECHANICS

*  20-21 million b/d of crude and petroleum products transiting — approximately 20% of global
consumption. Plus 20% of globally traded LNG, primarily destined for Japan, South Korea, China,
and India.

* Bypass capacity: Saudi Petroline (5Mb/d) + UAE pipeline (1.5Mb/d) + Cape rerouting (tanker fleet
constrained). Total bypass: 7-9Mb/d maximum. Gap: 12—14Mb/d with no near-term destination.

* |EA Strategic Petroleum Reserves: approximately 1.5 billion barrels across member countries —
roughly 60—75 days of disrupted volume at full closure. Reserves buy time, not a solution.

*  War risk premium trajectory: $500K/voyage (2019 attacks) — $1-3M/voyage (active closure) —
coverage unavailable. P&l clubs cannot write policies in active war zones regardless of premium.

* European LNG exposure: post-Ukraine energy restructuring traded Russian pipeline dependency
for LNG dependency. Qatari LNG — approximately 20% of European supply — transits Hormuz.
Europe has not diversified away from the chokepoint. It has changed which commodity routes
through it.

Price Impact and the Fiscal Cascade
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Within weeks of a closure, Brent crude reaches $150-180 per barrel. Within 60-75 days, IEA
strategic reserves are exhausted. The 2022 European energy crisis — where Russian gas
supply fell by 30—40% — produced inflation spikes of 10—-15%, energy poverty across the
continent, and emergency government interventions that added 2—4% of GDP to national debt
loads in Germany, France, and Italy. A Hormuz closure is a larger supply shock affecting a
broader commaodity set with far less warning time.

The ECB's tools break under this scenario in a specific and analytically important way. In a pure
recession, the ECB cuts rates and sovereign stress eases. In a stagflationary energy shock —
which is what a Hormuz closure produces — the ECB faces inflation requiring tightening and
recession requiring easing simultaneously. This was the 2022 problem in miniature. At
Hormuz-closure scale, the ECB cannot rescue ltalian or French bond markets without explicitly
choosing inflation over fiscal stability. German political tolerance is the primary constraint on that
choice — as the 2012 Draghi episode demonstrated, the ECB has previously acted beyond its
stated mandate when systemic collapse was the alternative, absorbing the German political cost
after the fact. But that precedent was set in a period of German fiscal confidence and relative
political stability. Acting against German political resistance under simultaneous domestic
migration pressure, NATO spending demands, and an energy shock that is itself a consequence
of a US operation Germany did not sanction is a materially harder institutional and political
manoeuvre. The constraint is not a binary hard stop. It is a friction that slows and conditions
ECB intervention at precisely the moment speed and scale are most critical.

Government energy support programmes — deployed at €150—-200 billion scale in 2022 —
would need to be several times larger for a 6—12 month closure, on balance sheets that have
not recovered from 2022 and are already carrying structurally unsustainable trajectories. France
and ltaly face the specific scenario where emergency energy support of 3-5% of GDP, arriving
simultaneously with nativist migration political pressure, NATO rearmament demands, and
compounding interest costs, exceeds any single government's capacity to manage. One of
these shocks is a crisis. Four simultaneously, with an ECB politically constrained, is a systemic
break.

Conflict Outcomes and Economic Consequences

The range of plausible outcomes carries asymmetric economic consequences. In the adverse
case — an extended military engagement with Hormuz remaining closed or severely restricted
for 6—12 months — the European sovereign debt crisis triggered during that window has its own
momentum independent of any eventual reopening. French and Italian spreads, once they
breach crisis thresholds, do not compress simply because oil prices fall. The political damage,
the nativist electoral outcomes, and the ECB credibility questions are structural. The
transatlantic relationship is permanently recalibrated. The global energy infrastructure
investment calculus in the Gulf is altered for a generation. The duration of the disruption is the
critical variable: a rapid resolution before sovereign spreads breach crisis thresholds leaves
most of these consequences recoverable. An extended engagement beyond 90-120 days
begins producing consequences that no subsequent negotiation reverses.
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The one scenario that would materially alter the global economic trajectory — and the only
genuine silver lining available to the world economy from the current conflict — is a durable,
internationally-grounded settlement: a comprehensive agreement rooted in international law that
removes sanctions on Iran on a lasting and verifiable basis, reopens the Iranian economy to
foreign investment, reintegrates Iranian energy exports into global markets, and creates the
conditions for reconstruction financing. Iran holds the fourth-largest proven oil reserves and the
second-largest natural gas reserves in the world. A fully reintegrated Iranian economy would
represent a significant positive supply shock to global energy markets, a large new destination
for European and Asian investment capital, and a reconstruction lending cycle that would
generate measurable global GDP growth at precisely the moment when the Western fiscal crisis
is most acute. This option requires, as a prerequisite, that a sufficiently coherent Iranian state
survives the conflict to negotiate and deliver on a settlement — a condition that cannot be
assumed. A Syrian or Libyan-style state collapse produces not a negotiating partner but a
power vacuum, eliminating the settlement option while generating the full displacement and
energy shock without a counterparty capable of reopening the strait or honouring reconstruction
agreements.

THE SILVER LINING THAT REMAINS CONDITIONAL AND UNLIKELY

A durable Iran settlement under international law — sanctions removal, energy reintegration,
reconstruction investment — is the one conflict outcome that generates a net positive economic
impulse for the global system. The arithmetic is direct: Iranian energy reintegration adds downward
pressure on global oil prices for every importing economy simultaneously. Reconstruction lending
mobilises multilateral capital into a large, resource-rich economy with significant absorption capacity.
Two conditions must both hold: first, an Iranian state intact enough to negotiate and deliver; second,
a US administration willing to work within the multilateral legal architecture a durable settlement
requires. The current US policy framework satisfies neither condition. The economic cost of that
failure is borne not only by the parties to the conflict but by the European sovereigns, Asian energy
importers, and global trade networks that have no vote in the matter. The longer the conflict runs and
the more the Iranian state is degraded, the narrower this window becomes.
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PART V: THE RULES-BASED ORDER REPRICING — The
Hidden Structural Tax on Global Growth

The post-1945 international order created something economically unique: a global commons
underwritten by a single guarantor. The United States provided, at its own expense and through
its own institutional dominance, a set of public goods that the entire global trading system used
as a free baseline: freedom of navigation enforced by the US Navy across every major maritime
corridor; dollar denomination of commodity trade eliminating exchange rate risk for the majority
of global transactions; a rules-based dispute settlement system giving investors enforceable
rights across jurisdictions; an implicit security guarantee to allies freeing capital for productive
investment; and predictable US market access anchoring global supply chain investment
decisions.

Every one of these was a subsidy to global commerce priced at zero because it was assumed
to be permanent and unconditional. The repricing now underway is the market discovering that
these goods were never actually free — they were provided conditionally, and the conditions are
changing. This is not a cyclical adjustment that reverses when political leadership changes. It is
a structural repricing that embeds into contracts, supply chain architectures, insurance actuarial
models, and investment hurdle rates that will substantially persist absent a comprehensive and
credible reconstruction of the institutional framework — one that would require not merely a
change of US administration but a deliberate transfer of authority from individual states toward
international institutions capable of providing the public goods that the US unilateral guarantee
can no longer reliably supply. That threshold — sovereign states voluntarily ceding enforcement
and dispute-resolution power to multilateral bodies with genuine authority — is higher than any
recent diplomatic cycle has approached. It represents the structural condition for reversal, not a
likely near-term outcome.

Trade — The Supply Chain Repricing

The hyper-globalised supply chain model of 1995-2020 was built on a single assumption: that
geopolitical risk was low enough to be ignored in investment decisions, and that the lowest-cost
production location was always the optimal one. That assumption has been wrong since
approximately 2018 and companies have been slowly repricing it since. What is happening now
is the acceleration of friend-shoring and near-shoring — the deliberate restructuring of supply
chains away from geopolitical risk and toward reliability, even at higher cost. McKinsey
estimates that relocating 25% of global supply chains to reduce geopolitical exposure would
cost $4-5 trillion in capital expenditure over a decade, with ongoing production cost increases of
15-25% for affected categories.

The more fundamental repricing is in trade route risk. The Hormuz scenario is the extreme
version of a risk now being priced across every major chokepoint — Malacca, Suez, Panama,
the South China Sea. Insurance markets are already doing this: the Lloyd's war risk premium
structure now covers not just active conflict zones but areas of elevated geopolitical tension,
and the premium differential between routes through stable versus contested waters is
widening. This is not a temporary adjustment. It is a permanent repricing of geography into
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logistics costs — a hidden tariff imposed not by any government but by the market's
reassessment of the security environment.

Investment — The Sovereign and Political Risk Repricing

The Dollar Premium Erosion

The dollar's reserve currency status has historically allowed the US to borrow at rates
approximately 50—100 basis points below what its fiscal fundamentals would justify — the
exorbitant privilege. That premium exists because dollar-denominated assets carry an implicit
political safety guarantee: the US institutional framework means that dollar assets are the last to
be impaired in any global crisis. The erosion of those institutional foundations introduces a
political risk premium into dollar assets that has not existed in the post-war period. It is small
now. It is growing. Foreign central banks hold approximately $7.4 trillion in US Treasury
securities. A reallocation of even 10% — $740 billion — toward alternatives would produce a
material increase in US borrowing costs that compounds the fiscal crisis this report documents.

The Bilateral Investment Treaty Collapse

The rules-based investment order was built on approximately 2,800 bilateral investment treaties
and the investor-state dispute settlement system they created, allowing investors to enforce
property rights across jurisdictions through binding international arbitration. That system is
under simultaneous attack from multiple directions: US withdrawal from key multilateral
agreements; EU dismantling of intra-EU BITs following ECJ rulings; developing country
terminations of BITs after losing large arbitration awards. The consequence is a progressive
legal vacuum in cross-border investment protection. Capital flowing into jurisdictions without
reliable enforcement mechanisms now carries a country risk premium that reflects not just
economic fundamentals but the absence of enforceable legal protection.

The US Market Access Repricing

For fifty years, access to the US consumer market was the anchor around which global supply
chain investment was organised. A world where US tariff policy can move 50 percentage points
in a single executive order, without Congressional approval or WTO notification, is a world
where the option value of not committing to US-dependent supply chains has increased
enormously. The economic literature on policy uncertainty is clear: investment responds not just
to current policy but to the variance of expected future policy. Companies are rationally choosing
to pay higher production costs in exchange for reduced policy risk. That is a permanent
repricing of US market access as an investment anchor — a structural change in the global
investment calculus that compounds annually.

Insurance — The Most Direct and Immediate Repricing Mechanism

Insurance is where the erosion of the rules-based order becomes most mechanically precise,
because insurers have actuarial obligations that force them to price risk explicitly rather than
absorbing it implicitly. The Lloyd's market and the P&l clubs are already repricing the
geopolitical risk environment into marine premiums at an accelerating rate. The South China
Sea risk premium, the Red Sea premium following the Houthi campaign, the Hormuz premium
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under active Iranian military operations — these are not theoretical. They are line items in every
shipping company's operating cost structure today.

The more structural issue is availability, not just price. In a severe enough geopolitical scenario
— Hormuz closure, South China Sea interdiction, simultaneous Red Sea disruption — the
insurance market may not be able to provide coverage at any price because the correlation of
risks breaks the actuarial model. Insurance works on the assumption that risks are uncorrelated:
if everything goes wrong simultaneously, the pool cannot pay. A world of simultaneous
geopolitical disruptions across multiple chokepoints is an uncorrelated risk scenario that the
insurance market is not structured to absorb. The result is not expensive insurance. It is no
insurance — which means no trade, regardless of political will or military resolution.

Political risk insurance — covering expropriation, political violence, currency inconvertibility, and
government breach of contract — faces the specific challenge that political risk is rising
simultaneously in jurisdictions previously considered low-risk, including the United States itself.
An insurer can price a known risk. They cannot model a risk whose distribution is changing
because the institutional framework that previously made it calculable has been undermined.
The appetite to write policies in affected jurisdictions declines regardless of premium.

The Aggregate Impact

The cumulative effect across trade, investment, and insurance is what economists call a
permanent increase in the cost of international economic integration — not cyclical, but
structural, embedded in contracts and investment hurdle rates that persist regardless of
subsequent policy changes. The ECB estimated in 2023 that full geoeconomic fragmentation
would reduce global GDP by 2—12%, with Europe losing 4—8% in a severe scenario. That
scenario was hypothetical when the ECB published it. It is becoming less hypothetical at an
accelerating rate.

The GDP impact is not 2-12% in a single event. It is 0.3-0.5% per year, compounding,
embedded in every trade transaction, every investment decision, every insurance renewal. Over
a decade, that is 3—-5% of global GDP permanently gone and not recoverable through efficiency
gains. A 50 basis point increase in trade finance costs across the global system — well within
the range of the repricing already underway — represents $50-60 billion per year in additional
friction costs on global trade. That number compounds annually.

THE FOUNDATIONAL ANALYTICAL POINT

This repricing is not captured in standard fiscal projections. The IMF's debt sustainability analyses,
the CBO's long-term budget outlook, the ECB's financial stability assessments — none model the
compound effect of a permanent 100—200 basis point increase in the friction cost of global economic
integration on growth trajectories. But that is what is being priced in, slowly and then suddenly, as
the rules-based order's guarantees are discovered to be conditional rather than permanent. The
fiscal gaps documented elsewhere in this report are calculated against growth baselines that
assume this repricing does not occur. The actual fiscal trajectory is worse.
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PART VI: PROBABILITY-WEIGHTED SCENARIOS

The following scenarios reflect probability weights calibrated to current conditions as of Spring
2026. The addition of the rules-based order repricing as a structural drag across all scenarios

reduces the probability of the most benign outcome and raises the floor of damage even in the
managed erosion case. All probabilities are point estimates within wide confidence intervals.

SCENARIO

TRIGGER /

MECHANISM

PROBA ONSET

BILITY

SEVERI
TY

Gradual Managed Erosion Default path — no Ongoing
3-5% inflation erodes real debt and benefits "’.‘C“te _ShOCk triggers;
simultaneously. Living standards in crisis-risk financial repression
countries decline 10-15% from 2020 peak by 2035. ~ sustains system at cost | 40% ELEVATED
Rules-based order repricing adds 3-5% cumulative  of living standards
GDP drag. Less likely now given compounding
active shocks.
Eurozone Sovereign Crisis Political shock in 2027-20
Bond spreads on Italian or French debt breach F.rance or ltaly; !ran . 3
crisis thresholds (300-400bp over Bund). Iran displacement migration
displacement accelerates nativist electoral overload, 30% CRITICAL
outcomes. Hormuz energy shock prevents ECB rate = Hormuz-driven energy
cuts. Eurozone restructuring becomes unavoidable. = spike breaking ECB
mandate
US Fiscal Shock Dollar reserve erosion 2029-20
Foreign Treasury reallocation of even 10% milestone; Fed 34
produces material US borrowing cost increase. independence break;
Tariff-induced stagflation prevents Fed rescue. rating downgrade; 15% CRITICAL
Geopolitical risk premium on dollar assets becomes = Social Security cliff
visible in sovereign spreads. Social Security 2033 without
automatic cuts trigger. Congressional action
Compounding Crisis Synchronised: Hormuz 2028-20
US and EU crises overlap. Hormuz closure cllosure +Iran 32
produces $180+ oil and European sovereign debt displacement + EU
emergency simultaneously. Iran displacement sovereign stress + US
overwhelms European fiscal capacity. IMF lacks the | fiscal cliff + dollar .
. . . . (1)
existing resource base to intervene at required reserve erosion 10% OPHIC
scale without emergency recapitalisation requiring
G20 consensus — which the fragmented
geopolitical environment makes increasingly
uncertain. Global trade finance seizes. Probability
elevated given multiple triggers now active.
Systemic Rules-Based Order Collapse Simultaneous US 2030-20
Not a military world war but functional equivalent: institu.tiongl fgilure e 5%, 35 SYSTEMIC
simultaneous multi-theatre breakdown producing Israeli territorial
global depression and institutional collapse. Dollar finalisation + UN
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system fractures. Regional blocs replace multilateral
frameworks. Investment and insurance markets
fragment by geopolitical alignment. Trade finance
unavailable across fault lines.

Security Council
permanent paralysis +
regional military
proliferation

The Compounding Crisis scenario carries elevated probability because three of its triggers are
not future contingencies — they are current events. Iranian military operations have
commenced. US equity market volatility signals structural overvaluation resolving. The
rules-based order repricing is embedding into contract structures. Each of these dynamics
reduces the time available for orderly adjustment and narrows the set of policy tools that remain
available.

The new fifth scenario — Systemic Rules-Based Order Collapse — reflects the analytical
conclusion that the worst-case outcome is not primarily military. It is institutional and fiscal:
enough governments simultaneously facing domestic crises that require external solutions, with
the international institutions that historically managed those pressures too fractured and too
fiscally depleted to absorb the shock. This is not world war in the 1939 sense. It is functional
equivalent: simultaneous multi-theatre breakdown producing global depression and institutional
collapse without formal declaration.

KEY INFLECTION POINTS: 2026-2035

The table below tracks primary risk events and current activation status. The 2026 row reflects
currently active dynamics, not projections.

KEY EVENTS PRIMARY RISK = STATUS
VECTORS
2026 US-Israeli military operations against Iran active. Hormuz closure Iran operations;
risk moves from tail to near-term probability. S&P 500 volatile, Hormuz risk;
year-to-date flat with elevated volatility resembling 2011/1987. US  US-EU trade
tariff regime fully operational generating retaliatory measures conflict; political
from Canada, EU, China. Brand damage from Boycott USA fragmentation; ACTIVE
movement documented by ECB. NATO 5% demand triggers RIS SIS
political crisis in France and Germany. Rules-based order
repricing begins embedding into contract structures and supply
chain investment decisions.
2027 US equity overvaluation corrects as corporate profit engineering limits Market correction;
exhaust and tariff-induced margin compression bites. European bond EU spread
spreads widen as fiscal gaps become undeniable. Iran displacement widening;
flows begin reaching Europe via Turkey corridor. Hormuz insurance displacement
isible i feraf it i flows; dollar WATCH
market stress becomes visible in shipping costs. Dollar political risk
premium begins appearing in sovereign spread data. CPP versus repricing
Social Security contrast becomes commercially significant for capital
allocation.

18



2028

2029-30

2031-33

2034-35

US election year: Social Security mathematics force Congressional
confrontation. Italy and/or France face bond market pressure coinciding
with peak displacement migration flows. Hormuz situation — open or
restricted — determines whether European energy emergency
compounds sovereign stress. Rules-based order fragmentation
reaches visible threshold: trade finance costs measurably higher,
investment flows bifurcating by geopolitical alignment.

Peak baby boom retirement wave. OECD dependency ratios 38—42.
US discretionary revenue approaching 60% interest burden. European
debt dynamics potentially unstable at current rates. Cumulative
rules-based order repricing drag of 1.5-2.0% GDP now embedded in
structural growth forecasts. Iranian situation — whatever its resolution
— has permanently altered Gulf energy infrastructure investment
calculus.

US Social Security Trust Fund depletion (2033): automatic 21-24%
benefit cut to 68M recipients unless Congress acts. Medicare Part A
depletion follows 2036. Window for managed adjustment effectively
closed. Dollar reserve status under material pressure if institutional
erosion sequence has continued. Regional multilateral frameworks
replacing UN functions in most practical governance areas.

OECD dependency ratio reaches 42. Demographic pressure at
maximum. Countries that reformed early demonstrate stark divergence.
Global trade and investment architecture bifurcated into geopolitical
blocs. Cumulative repricing drag of 3-5% GDP permanently
embedded. Crisis-risk countries in managed decline or acute
adjustment.

US entitlement
gridlock; ECB
intervention
threshold;
migration peak;
fragmentation
visible

Dependency ratio
peak; US fiscal
cliff, ECB
constraints;
repricing fully
embedded

Statutory
entitlement crisis;
dollar reserve
pressure;
institutional
fragmentation

Global
restructuring;
safe-haven
premium; bloc
fragmentation
complete

CRITICAL

WATCH

CRITICAL

WATCH
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PART VII: WHO IS POSITIONED TO EMERGE STRONGER
— AND THE RISKS THAT MUST BE PRICED IN

Not all Western economies face the same trajectory. The divergence between countries that
reformed early and those that did not — rooted in decisions made 25-35 years ago — will
become increasingly visible as the fiscal crisis deepens. The rules-based order repricing adds a
second dimension to this divergence: countries with institutional stability, reliable legal
frameworks, and geographic distance from the primary geopolitical fault lines carry an additional
safe-haven premium that compounds the advantage of early fiscal reform.

However, the safe haven assessment for both Canada and the Nordic bloc must be conducted
with a risk discount that conventional fiscal and investment models do not capture. The
trajectory of US foreign policy under the current administration introduces a specific and
underpriced geopolitical risk to the two best-positioned economies in the developed world —
one that has no precedent in the post-war period.

US Expansionist Trajectory — Pricing an Unprecedented Risk

The current US administration has established a visible pattern of coercive foreign policy
directed not only at adversaries but at allies and neighbours. The military and economic
pressure campaign against Venezuela, the active operations against Iran, repeated public
statements regarding Cuba, the formal assertion of US territorial ambitions over Greenland, and
the persistent characterisation of Canada's Prime Minister as a 'governor' of a prospective 51st
state constitute a foreign policy trajectory that must be priced into any assessment of
geopolitical risk in the Western hemisphere and the North Atlantic.

These are not rhetorical provocations to be discounted by serious analysts. They are policy
signals from an administration that has demonstrated a consistent willingness to convert stated
intentions into operational action — as the Venezuela pressure campaign and the Iran
operations confirm. The analytical question is not whether these signals are sincere but what
the operational constraints on their execution are, and how those constraints affect the risk
premium carried by the targeted countries.

The Greenland ambition is the most structurally significant signal because it illuminates the logic
connecting the others. Greenland sits on the strategic arc connecting the North Atlantic to the
Arctic, and Canada lies directly between the continental United States and Greenland. Any
scenario in which the US pursues Greenland under coercive terms — whether through
economic pressure, military positioning, or political destabilisation of the Danish relationship —
implicates Canadian sovereignty, airspace, and territorial waters. Canada is not incidental to the
Greenland ambition. It is geographically central to it.

Canada: Structural Strengths Discounted by Proximity Risk

Canada's structural fiscal and demographic position remains the strongest in the G7: a fiscal
gap near zero, a Canada Pension Plan actuarially sound to 2075, net public debt of 81% of
GDP, and an immigration system managing 400,000-500,000 skilled permanent residents
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annually. The 2025 Liberal election victory under Mark Carney — driven substantially by the
economic shock of US tariff escalation — has repositioned Canada as a distinct institutional
proposition from the United States, with strategic decoupling operationalised across trade,
energy, and defence policy simultaneously.

These fundamentals remain intact. They must, however, carry a proximity risk discount that is
analytically new. The '51st state' framing, repeated at the level of the US presidency, is not a
conventional border dispute or trade negotiation. It is a sovereignty challenge whose operational
forms range from economic coercion, political destabilisation, and tariff strangulation — already
partially underway through the tariff regime that triggered the 2025 Canadian election — to
military pressure that cannot be ruled out given the decision-making pattern this administration
has established. The full spectrum of that risk must be priced, not only its most conventionally
rational expression.

The electoral college arithmetic makes formal statehood a structural impossibility under any
plausible scenario. Canada's population of approximately 40 million, distributed across ten
provinces with distinct political cultures, would translate in any statehood configuration —
whether as a single state or multiple states — into a congressional and electoral college
allocation that would shift federal politics toward the Democrats for a generation at minimum. No
Republican administration with functional political awareness would pursue a path that
permanently restructures the electoral map against its own party. The more probable coercive
endpoint, if the trajectory were to continue, is indefinite territorial status — the Puerto Rico
model — which preserves economic absorption without the political cost of statehood. That
outcome, however unlikely, carries consequences for investment and capital flow into Canada
that begin to price in at a materially lower threshold than the outcome itself.

The preceding analysis assumes calculated decision-making. That assumption cannot be taken
for granted. The current administration has demonstrated a pattern of action that prioritises
political signalling and domestic mobilisation over strategic coherence — as the Iran operations,
the Venezuela pressure campaign, and the Greenland declarations all illustrate. A military move
against Greenland or coercive military pressure on Canada, however strategically irrational and
however catastrophic in its second and third-order consequences, cannot be dismissed as
operationally impossible when the decision-making pattern does not consistently apply the
constraint of rational cost-benefit analysis. Gross miscalculation is itself a credible scenario. It
must be priced accordingly.

CANADA RISK ASSESSMENT

Structural fiscal and institutional position: strongest in the G7. Safe haven fundamentals: intact.
Proximity risk discount: material and underpriced by conventional models. The relevant risk is not
military annexation — the operational and political constraints on that outcome are binding. The
relevant risk is sustained economic coercion that degrades Canada's institutional independence and
investment climate before formal sovereignty is challenged. Capital and talent flows to Canada are
partially predicated on Canada's institutional separation from the US. Any credible erosion of that
separation — through forced trade dependency, political interference, or territorial pressure —
reduces the safe haven premium that makes Canada the primary destination for the capital
reallocation this report documents.
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Australia: The Structurally Insulated Safe Haven

Australia represents the model outcome of early reform and carries the lowest geopolitical risk
discount of any developed economy in this analysis. Its A$4+ trillion superannuation system —
equivalent to more than 150% of GDP — has effectively pre-funded retirement liabilities that
other countries are struggling to finance from current revenues. Its structural gap of 0.5% of
GDP per year is closable through minor adjustments. Geographic distance from both European
fiscal contagion and US hemispheric ambitions, combined with strong commodity revenues,
English-speaking immigration infrastructure with high integration outcomes, and institutional
stability, positions it as the most geopolitically insulated safe haven for the capital and talent
reallocation that the global repricing is driving. Unlike Canada, Australia does not sit on any
strategic route relevant to current US territorial ambitions and carries no proximity risk of the
kind that must be priced into the Canadian assessment.

The Nordic Bloc: Fiscal Strength Under Alliance Pressure

The Nordic bloc collectively demonstrates that high welfare states can be made fiscally
sustainable through structural reform — through the shift from defined-benefit to notional
defined-contribution pension systems and sustained fiscal discipline. Norway's Government
Pension Fund Global, now exceeding $1.7 trillion, is the most complete insulation against
demographic fiscal pressure that any government has constructed. Sweden, Finland, Denmark,
and Norway combine genuine fiscal strength, institutional stability, and the rule-of-law premium
that the rules-based order repricing is rewarding.

The risk discount for the Nordic bloc is distinct from Canada's and derives from a different
source: alliance pressure rather than territorial ambition. The NATO 5% defence spending
demand lands most severely on the fiscally weakest members — France, Italy — but the
Greenland ambition specifically targets Danish sovereignty in a way that has no precedent
between treaty allies. Denmark's response to US pressure over Greenland has been firm, but
the pressure itself signals that the current US administration does not treat alliance relationships
as constraints on territorial or strategic ambitions. For Norway and Sweden, whose security
architecture is newly dependent on NATO following their 2023-2024 accession, the realisation
that the alliance's dominant power views sovereignty as negotiable introduces a risk premium
that was not present in their safe haven calculus twelve months ago. The Nordic economies
remain among the best-positioned in the developed world. The unconditional nature of that
positioning requires qualification.

The Policy Window: 2025-2030

The most important analytical conclusion of this report is not about the magnitude of the crisis
but about its timing relative to the remaining policy window. Demographic pressure is locked in
to 2035. Debt dynamics at current interest rates are compounding. The baby boom retirement
wave is occurring now. Trust fund depletions are scheduled events on known timelines. Iranian
military operations have commenced. The rules-based order repricing is already embedding into
growth forecasts.
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These are not threats that further analysis will resolve. They are constraints that require
decisions. The period 2025-2030 is the last window in which most crisis-risk countries retain
meaningful policy choices. After 2030, the combination of accelerating demographic pressure,
compounding debt dynamics, depleting trust funds, narrowing political space, and embedded
repricing drag reduces the available options from difficult to catastrophic.

The difference between the trajectories of Canada and France is not that Canada made easier
choices. It is that Canada made harder choices earlier, when the margin for error still existed.
That margin, for most crisis-risk countries, has largely disappeared. The qualification this report
adds is that even the best-positioned economies now carry geopolitical risk discounts that were
not present in previous cycles — discounts that do not eliminate their structural advantages but
that require explicit pricing by any capital or institutional decision-maker operating on a
medium-term horizon.
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FINAL ASSESSMENT

The post-war era of universal, defined-benefit welfare states funded by expanding
workforces is structurally over. The post-war era of a rules-based international
order underwritten by a single institutional guarantor is ending. These two endings
are occurring simultaneously and their interaction is worse than either would be in
isolation.

The structural fiscal adjustment to post-demographic-dividend reality is not a policy choice
— it is a mathematical inevitability. The erosion of the geopolitical order that subsidised
global growth for 75 years is not a policy choice either at this stage — it is a process too
advanced to reverse within the remaining policy window. What remains as a choice is
whether the adjustment to both realities is managed proactively or experienced reactively.

The policy decisions of 2025-2029 are narrowing the proactive window faster than
demographic pressure or geopolitical deterioration alone would require. The activation of
Iranian military operations, the Hormuz closure risk, and the accelerating repricing of the
rules-based order are adding a geopolitical acceleration to a structural fiscal deterioration
that was already at crisis-risk classification. The US expansionist trajectory — directed not
only at adversaries but at allies and neighbours — introduces a fourth dimension that
conventional fiscal modelling does not capture: the repricing of safe haven status itself, in
economies whose structural advantages were predicated on the stability of the Western
alliance architecture that is now being challenged from within.

The margin for error has largely disappeared. What comes next depends on
decisions made in the next three to five years — and on whether the policymakers
responsible for those decisions recognise the nature and scale of what they are
managing.
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