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Five “known 
unknowns” 
for 2025
As the New Year begins, it seems helpful to focus on 
key issues which will challenge us in 2025 as we seek 
to return to a world of healthy margins
Paul Hodges New Normal Consulting

2025 seems set to be a voyage into the un-
known for many companies and investors. 
The key issue is simply that recent experience 
is unlikely to prove a good guide to the out-
look. Instead, the world is becoming more 
complex and uncertain, and will be increas-
ingly dominated by Donald Rumsfeld’s con-
cept of ‘Known Unknowns’. 

As the former US Defense Secretary noted, 
these are issues “that we are aware of, but don’t 
properly understand”. US president-elect Don-
ald Trump has highlighted this approach in his 
recent Wall Street Journal interview, claiming 
China’s President Xi would never blockade Tai-
wan under his presidency, as “he respects me 
and he knows I’m (expletive deleted) crazy”.

The key issue:
■ Until recently, we have been living in a world 
where genuine surprises were few and far be-
tween. ‘Business as usual’ was the norm. And 
when something changed, past experience 
was usually able to help us find the answer 
■ But today, our world is increasingly domi-

nated by known unknowns. We know what 
the key issues might be, but we can only 
guess at how they might turn out. 

It is clear that ‘business as usual’, as experi-
enced over the past 40 years, is unlikely to re-
turn. But we don’t, and can’t, know what will 
replace it.

Many believe we currently face an existen-
tial crisis, with record levels of overcapacity 
and rock-bottom, or even negative, margins. 
And protectionism is already rising up the 
agenda in many countries, including the US.
■ But will this dire situation become a catalyst 
for restructuring, with companies starting to 
accelerate plant closures? This would suggest 
that the companies with the strongest bal-
ance sheets will triumph as they can more 
easily absorb today’s losses
■ Or will the landscape instead become an 
example of Charles Darwin’s evolution con-

cept? This is based on the survival “of the fit-
test” rather than “the strongest”. In other 
words, survival is based on a need for reinven-
tion in line with a rapidly evolving landscape

As the New Year begins, it therefore seems 
helpful to focus on five key “known unknowns” 
which will challenge us in 2025 as we seek to 
return to a world of healthy margins. 

Tariffs
Tariffs are the obvious potential flashpoint. 
Trump argued in the same interview that “To 
me, the most beautiful word in the dictionary 
is ‘tariff’”. Since his election, he has threatened 
to introduce 25% tariffs on all goods from 
Canada and Mexico, and raise tariffs on Chi-
nese imports by 10%. He has also warned of a 
trade war with Europe, unless it agrees to in-
crease oil and gas imports from the US.

Clearly, therefore, Trump is happy to threat-
en trading partners, and to accept this might 
lead to retaliation and a trade war, where the 
strongest player will win. But we also know 
that Trump sees himself as the master of “the 
deal”. He may well see these threats as a ne-
gotiating ploy designed to reshape today’s 
landscape into a new direction.

Energy policy
Energy policy is another important area where 
the outlook is complex and very uncertain. 
Many commentators, including the Interna-
tional Energy Agency, now accept that oil de-
mand is in a lengthy endgame. Importantly, 
China’s increasingly rapid moves to electrify 
its auto fleet (60% of oil demand) mean it is no 
longer driving oil demand growth. Electric ve-
hicles are now more than half of its domestic 
sales. They are also price competitive with 
gasoline vehicles due to the growing surplus 
of battery components, including lithium. 

Two quite separate, but connected, sce-
narios are therefore now playing out in energy 

Donald Trump
“To me, the most beautiful word in 
the dictionary is ‘tariff’” 

Scenario planning needs to focus on very different potential outcomes
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markets. In one, oil markets are becoming a 
battleground between stronger and weaker 
producers. OPEC+ has already had to reduce 
output by 6 million barrels/day (6% of world 
output). And a new price war seems almost 
inevitable as global producers fight for market 
share. This would also inevitably impact natu-
ral gas and ethane markets:
■ Lower oil prices will mean less drilling. The 
latest Dallas Fed survey of the prolific US Per-
mian Basin suggests new wells require a 
breakeven price around $65/bbl, compared 
with $40/bbl for existing wells
■ Reduced drilling would reduce output of as-
sociated gas, and of ethane supplies for ethyl-
ene production. Their prices have recently 
been close to record lows, with drilling al-
ready cut back due to poor profitability

At the same time, however, a second sce-
nario is disrupting the energy landscape, 
based on “the electrification of everything”. 
China is leading in this area, along with Europe. 
But President Biden’s Inflation Reduction Act 
means the USA is fast catching up. And impor-
tantly, Republican states have taken the major-
ity of the funding on offer They are unlikely to 
agree to sacrifice the jobs and investment it 
has financed. Similarly, Elon Musk contributed 
$250m to Trump’s election campaign and will 
want to protect his investment in Tesla. 

2025 therefore seems likely to see these 
two scenarios continue to develop in parallel. 
In one, there will be a battle for survival be-
tween global oil and gas suppliers. And Trump 
will no doubt add to this via his ’drill, baby, drill’ 
policy for the US oil industry. But at the same 
time, the underlying landscape will continue 
to see exponential growth in renewables and 
the electrification of the auto fleet. The end 
result may therefore be a repeat of Trump’s 
first term. His 2015 slogan “Trump Digs Coal” 
failed to save the US coal industry from a 31% 
decline in output between 2017-2020.

Geopolitics
Geopolitics provides a further example of 
how ‘known unknowns’ are likely to compli-
cate the outlook. Many have understandably 
condemned the humanitarian impact of Isra-
el’s attacks in Gaza and Lebanon. But from a 
geopolitical perspective, the attacks have se-
riously weakened Iran’s position in the region 
and its sponsorship of Hamas and Hezbollah. 
Similarly, Russia’s position in the Middle East 
has been undermined by the collapse of the 
Assad regime in Syria. 

As a result, the previously powerful Russia/
Iran/Syria partnership is under major pres-
sure. Ukraine’s refusal to renew the Russian 
gas transit agreement will add to the pres-
sures on Russia’s economy. And Iran is also 
likely to find itself under new pressure from 
Trump on the nuclear issue. 

BRICS
The BRICS (Brazil, Russia, India, China, S Afri-
ca) are another area where “known un-
knowns’ are likely to cause sleepless nights for 
many. First highlighted in 2002 as a marketing 
concept by Goldman Sachs, their aura is now 
fading. The Brazilian, Indian and South African 
currencies are close to all-time lows versus 
the US dollar. The Russian and Chinese cur-
rencies also under major pressure. Trade wars 
will further disrupt the global supply chains on 
which their previous growth has depended. 
Companies therefore face difficult decisions. 
Should they ‘double down’ and compete with 
domestic players via a local-for-local strategy? 
Or should they accept that the good times are 
over and pull out?

Debt/default risk
Debt/default risk is our final ‘known unknown’ 
risk, and embraces all the others. National and 
corporate debt has reached record levels, 
due to central banks’ belief that stimulus poli-
cies could always generate economic growth. 
The policy also fooled many companies over 
the strength of underlying demand, as con-
sumers were also able to rack up debt with 
repayment costs near zero.

Today, those days are clearly over, with 
Western interest costs returning to more nor-
mal levels. Most remarkably, the benchmark 
US 10-year rate has risen by 1% since Septem-
ber, even though the Federal Reserve has cut 
short-term rates by 1%. This suggests that 
traders are starting to worry more about re-
turn of capital, than return on capital. It is easy 
to borrow or lend when central banks are 
backstopping the deal. But it becomes highly 
risky if markets are starting to rediscover their 
key role of price discovery.

2025 is therefore likely to prove an eventful 
year. Today’s ‘known unknowns’ are clearly ca-
pable of springing many surprises. In the short-
term, agility will therefore be a key success fac-
tor in navigating an increasingly complex and 
uncertain landscape. In the medium-term, 
however, the ability to develop and implement 
reinvention strategies will likely separate po-
tential winners from likely losers. ■

The next few years will be domincated by known unknowns
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