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PART I

GLOBAL TRENDS






ECONOMIC TRENDS

Global economic growth

In 2025, the global economy demonstrated resilience to exogenous and endogenous shocks of different
nature, although GDP growth rates in the leading centers of economic activity slowed down slightly
compared to 2024 (Table 1). The downward pressure on economic growth was exerted by trade wars, high
prices for electricity and natural gas in European economies, a slowdown in the inflow of migrants to the US

market, and increasing imbalances in the Chinese economy.

Table 1. GDP growth rates in the world's leading economies in 2024-2026, %

2024 in fact 2025 estimate 2026 forecast

USA 2,8 1,9-2,0 1,8-2,1
China 5,0 4,649 4,0-5,0
Eurozone 0,8 1,1 1,0

- Germany -0,5 0,2 0,9

- France 1,1 0,6 1,0

- Italy 0,7 0,6 0,6
Great Britain 1,1 1,2 1,0
Japan 0,1 1,1 0,6
Canada 1,0 1,1 1,2
South Korea 2,0 1,0 2,2
India 6,5 6,5 6,4
Brazil 3,4 23 1,7
Russia 4,3 0,6-1,0 0,7-1,5
Mexico 1,4 0,7 1,3
Tirkiye 33 3,2 3,2
Saudi Arabia 1,9 3,7 3,9
Indonesia 5,0 4.9 49
South Africa 0,5 1,1 1,3
WORLD 3,3 3,1-3,2 3,0-3,2

Source: OECD; IEF RAS; Center for Macroeconomic Analysis and Short-term Forecasting; CER

IMEMO RAS.




The foreign trade policy of the Trump Administration, based on the imposition of prohibitive tariffs,
trade investigations against partners, and, most importantly, negotiations on mutual trade, turned out
to be significantly more rational, especially in comparison with its exaggerated representations in
the world media. Despite the record post-war level of the US import tariff rate in 2025 (Figure 1),
the dynamics of global exports remains on an upward trend and has even accelerated somewhat in
the last few months (Figure 2).
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Figure 1. USA: dynamics of the import tariff rate in 1946-2025, %
Source: Bloomberg.
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Figure 2. Dynamics of the world commodity export index in January 2000 — August 2025,
2021=100
Source: CPB World Trade Monitor.



Soft monetary policy remains the main driver of economic growth. Central banks, especially in
China and the United States, continue to pump money into the economic system, despite the high
debt levels of all institutional sectors. The money supply has been growing especially rapidly in
China in recent years. If in 2019 the broad money supply in China was 58% of the same indicator
for the United States, the European Union, Japan and the United Kingdom as a whole, then in the
first nine months of 2025 it increased to 78%.

Global economic growth is supported by lower oil prices (Figure 3), which helps reduce inflation,
costs for companies in the real sector, and supports household spending.
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Figure 3. Monthly dynamics of the price of a barrel of Brent crude oil in 2023-2025, USD per
barrel
Source: World Bank; CER IMEMO RAS.

Differentiation by rates and factors of economic growth

The US economic growth is supported by a soft monetary policy, declining oil prices and a boom in
investments by technology companies. Some success in curbing inflation allowed the Federal
Reserve to lower its key interest rate in January, September and October 2025. By November 2025,
the effective federal funds rate dropped to 4.09%, which is 0.39 p.p. lower than at the end of 2024.
The main factor in the growth of the American economy was the boom in the artificial intelligence
(AI) market. According to the announced plans, the US technology giants will invest almost $400
billion in 2025. The share of the "magnificent seven" represented by Apple, Microsoft, Alphabet,
Amazon, Meta, Nvidia and Tesla in the total market capitalization of the S&P500 index reached a
record 35-37%. Through reverse cross-industry connections, the boom of high-tech companies has a
strong positive impact on the dynamics of many sectors. Firstly, these are manufacturers of
microchips, graphics processors, high-bandwidth memory, switching and other specialized chips,
network equipment, and cables; secondly, electric power companies, manufacturers of transformers
and power plants, electrical equipment, industrial energy storage and uninterruptible power supply
systems, and stabilizers; thirdly, manufacturers of cooling systems.



In the Eurozone countries, low interest rates, the transformation of the labor market and a
significant fiscal boost in Germany should support economic activity. In the middle of 2025,
unemployment in the EU countries was at its lowest level in the last few decades. The new ruling
coalition in Germany, which has been in power for a year, has not yet proposed a new strategy that
guarantees the economy a way out of the two-year recession, but continues to increase public debt.
Taking into account the borrowings of special extra-budgetary funds for defense and infrastructure,
which were temporarily withdrawn from the restrictions on the national debt ceiling, the total state
borrowings will amount to 180 billion euros. In an optimistic scenario, German GDP growth in
2025 will be near zero, and in 2026 it will approach 1%. High production costs for energy,
increased import tariffs in the United States and increasing competition from Chinese goods are
preventing the chemical, steel and automotive industries from supporting the transition to a
sustainable growth trajectory. The government can only inflate the risks of a direct military clash
between Europe and Russia, while feeding budget and price subsidies to large-scale and military
industry and shifting the main burden of the economic crisis to households. Germany has
introduced a ceiling on electricity prices for heavy industries at about 5 euro cents per kWh for the
period 2026-2028.

China's high, albeit declining growth rates are supported by external demand and the soft monetary
policy of the financial authorities.

Sustained domestic demand, reduced tax burden and public investment will support high growth
rates in India.

Many exporters of industrial products will find themselves under increasing competitive pressure
from Chinese companies, which, relying on relatively low costs and increasing product quality, are
pushing competitors out of almost all export niches throughout the global economy.

Strengthening of China's foreign trade expansion

The steady growth of global commodity trade is supported almost entirely by China and developing
countries (Figure 4). The exports of the Eurozone countries have remained on a downward trend
since the autumn of 2022. Japan's exports are stagnating. U.S. exports are growing at a slow pace,
largely due to increased supplies of natural gas, oil and petroleum products.

According to our estimates, China's commodity exports in 2025 will reach a record $3.77 trillion,
and the foreign trade balance against the background of stabilized imports will amount to $1.2
trillion (Figure 5).
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Figure 4. Dynamics of the export index by countries and groups of countries in January 2019
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Source: CER IMEMO RAS according to CPB World Trade Monitor.
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Figure 5. Dynamics of China's commodity exports and foreign trade balance in 2019-2025,
billion dollars.

Source: customs statistics of China.

The largest export markets for China are the ASEAN countries, the EU and the USA (Figure 6).
The EU countries, despite declarations and ideological statements about curbing China's trade
expansion, will increase imports from China by 8% in 2025. The US-China trade war, which
intensified in 2025, has so far had only a minor impact on the US foreign trade imbalance. The
negative balance of the United States in commodity trade with China is estimated to decrease to
$289 billion in 2025, mainly due to a reduction in imports of goods from China (Figure 7).
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Figure 6. China: geographical structure of commodity exports by country and continent in
January-September 2025, %

Source: CER IMEMO RAS according to Chinese customs statistics.
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Figure 7. Dynamics of US commodity trade with China in 2005-2025, billion dollars
(according to US data)

Source: International Trade Centre.

China's ongoing large-scale export expansion is squeezing developed countries out of the global
economy, on the one hand, increasingly narrowing their export niches, on the other hand, occupying
an increasing share in their own domestic consumption of final and intermediate products. The
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United Kingdom, Italy, France and the Netherlands have long had negative balances in commodity
trade with China. In 2025, the negative balance in Germany's trade with China increased
significantly (Figure 8). The pressure of competing Chinese industrial exports and the increasing
process of import substitution in the Chinese manufacturing industry is the main reason for the
continuation of deindustrialization in developed countries.
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Figure 8. The largest economies in Europe: the dynamics of the balance of commodity trade
with China in 2019-2025, billion dollars (according to Chinese customs statistics)

Source: CER IMEMO RAS according to Chinese customs statistics.

Foreign direct investment

The United States, Brazil, Canada and Mexico remain the main centers of attraction for foreign
direct investment (Table 2). In 2025, China returned to the list of priority investment markets. The
concentration of foreign direct investment inflows in a limited number of countries has increased —
in the first half of 2025, ten countries attracted almost two-thirds of their total flow, compared with
52% in 2024.
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Table 2. Share of countries in the total inflow of global foreign direct investment in 2024 and

the first half of 2025, %

2024 The first half of 2025
USA 23,4 USA 21,4
Brazil 5,0 Brazil 5,4
Canada 5,0 Great Britain 5,3
Australia 4,3 Canada 5,3
Mexico 3,0 Mexico 4,9
Spain 2,8 China 4,6
France 2,2 France 4,0
India 2,2 India 3,5
Indonesia 2,0 Germany 34
Sweden 1,9 Sweden 2,7
10 countries 51,7 10 countries 60,5
Other countries 48,3 Other countries 39,5

Source: CEI IMEMO RAS according to the OECD.
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The global oil market: a structural overhang of supply over demand

The overhang of oil supply over demand remains in the global oil market (Figure 9). This overhang
decisively explains the low sensitivity of oil prices to the periodic escalation of conflicts in the
Middle East. Even military bombing of Iran has not been able to reverse the steady downward trend
in oil prices since mid-2025. Average annual price of a barrel of Brent crude in 2025 is expected to
reach $68-70 compared to $81 in 2024.
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Figure 9. Balance of supply and demand in the global oil market in 2024-2026, million barrels
per day
Source: CER IMEMO RAS according to the US Department of Energy.

The ongoing revision by the countries of the OPEC+ agreement of production ceilings towards an
increase at a faster pace than the agreements reached at the end of 2024 leads to increased
oversupply of the oil market. In 2026, the overhang of supply over demand may reach, according to
estimates by the International Energy Agency, 4 million barrels per day, which is twice the level of
2025. In the case of such a scenario, the oil price may move into the range of 55-60 dollars per
barrel. However, we believe that the price of a barrel will remain in the $60-70 range, tending
towards the lower limit of this range. If the US economy enters a recession, for example, as a result
of the explosion of a stock market bubble, the price of oil may briefly rush to approximately $40 per
barrel.

Regional natural gas markets — structural restructuring

In 2025, global demand for natural gas is estimated to increase by 38 billion cubic meters, which is
significantly less than in 2024 (Table 3). The slowdown in growth will be particularly noticeable in
the Asia-Pacific region and North America. In Eurasia, gas demand may decrease slightly. Gas
demand is expected to grow more significantly in 2026, primarily due to the Asia-Pacific and
Eurasian countries. Data centers, especially in the United States, may become a new major source
of demand for gas, or rather gas generation.

15



Table 3. Natural gas demand growth by region and country, billion cubic meters

2024 in fact 2025 estimate 2026 forecast

Africa 0 3 5
Asia-Pacific Region 54 6 48

- China 30 5 26
Central and South America 5 0 -2
Eurasia 27 -6 19

- Russia 26 -7 16
Europe 4 15 -12
Middle East 6 11 24
North America 20 8 4

- USA 18 6 3
World 116 38 85

Source: CER IMEMO RAS according to the International Energy Agency.

The volatility of natural gas prices in the United States increased against the background of the
general upward trend in gas prices (Figure 10). Gas prices in Europe and the Asia-Pacific markets
have converged to almost the same level. There are more and more signs that an overhang of supply
over demand is forming in the gas markets, which may push gas prices down. Against the

background of sluggish growth in gas demand, the structural restructuring of the market in favor of

LNG continues at an accelerated pace. A large number of LNG export projects, primarily from the
United States and Qatar, are expected to be commissioned in 2026-2028.
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Figure 10. Monthly dynamics of natural gas prices in the USA, Europe and Japan in January
2019 — October 2025, USD per 1 million btu

Source: World Bank.

European and US sanctions against Russian companies have a significant impact on the
transformation of gas markets. At the end of 2025, the European Union and the United States
entered the final stage of displacing Russian natural gas from the European market. The 19th round
of European sanctions has opened the possibility for natural gas importing companies to terminate
long-term contracts with Russian suppliers, citing force majeure circumstances.
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Militarization of economic growth

Total global military spending in 2025 is estimated at $2.75 trillion. After record levels in 2023 and
2024, global military spending increased by 2.4% in 2025 (Figure 11).
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Figure 11. The world: the dynamics of military spending in 1992-2025, billion dollars.
Source: SIPRI; CER IMEMO RAS.

An increasing number of countries are joining the arms race. If in 2019 military expenditures
relative to GDP in the range of 2-3% were observed in 19 countries, in 2024 there were already 34
such countries (Table 4).

Table 4. Distribution of countries by level of military expenditures to GDP in 2019 and 2024,
%

The number of countries

% of GDP

2019 2024
>5 5 8
3-5 16 15
2-3 19 34
1-2 69 49
<1 39 42
Unweighted average 1.78 2.20

Source: CER IMEMO RAS according to SIPRI.

18




The leaders in increasing military spending relative to GDP in 2019-2024 were European and
African countries, as well as Azerbaijan (Figure 12).
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Figure 12. Countries with the most significant increase in the share of military spending in
GDP in 2019-2024, pp.
Source: CER IMEMO RAS according to SIPRI.

In the summer of 2025, NATO countries announced a new target for mandatory defense spending
of 3.5% of GDP by 2035, and a commitment was also made to additional defense-related
infrastructure spending of 1.5% of GDP. In 2024, the military expenditures of all NATO members
amounted to 2% of GDP, or about 1.5 trillion dollars. SIPRI estimates that to achieve the stated
goal of 3.5%, the bloc's countries will have to increase defense spending by $2.7 trillion — to $4.2
trillion. The issue is not only finding sources for such colossal resources, but also the ability of the
NATO economies to absorb them effectively. In 2025, only Poland, Lithuania and Latvia will meet
the 3.5% target. In four countries — Estonia, Norway, Denmark and the United States — military
spending will exceed 3% of GDP.

The global food problem

Food prices increased again in 2025, although they did not return to the record level of 2022 (Figure
13). Meat products are the driver of rising food prices, while grain prices continue to decline.
According to the UN, a critical food situation has developed in Sudan, South Sudan, Mali, Haiti and
the occupied Palestinian territories. Yemen, the Democratic Republic of the Congo, Myanmar,
Nigeria, Burkina Faso, Chad, Somalia and Syria are also in the trouble zone.
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Figure 13. Dynamics of the real food price index in 1990-2025, 2014-2016=100
Source: Food and Agriculture Organization of the United Nations (FAO).

Results of the Conference of the Parties to the United Nations Framework Convention on
Climate Change (COP30)

The global climate agenda has fundamentally changed. In the final communique, COP30 did not
even outline its position on the prospects for the use of fossil fuels and forest management. As
expected, the illusions that China would take over the leadership of the global climate agenda did
not materialize. Acting in full accordance with its traditions, China, as always, has focused on
advancing its own national interests.

In general, the COP30 has recorded a shift of international efforts from mitigation, or reduction of
absolute greenhouse gas emissions, to the problems of adaptation to climate change. A tripling of
adaptation resources has been declared by 2035. The issue of restrictions on international trade was
included in the agenda of the COP30, mainly on the initiative of China. The communique noted that
measures to combat climate change "should not be a means of arbitrary or unjustified
discrimination or hidden restrictions on international trade."

The COP30 was attended by representatives of 60 Fortune 100 companies and banks, including
Google, Occidental Petroleum, General Motors and Citigroup. ExxonMobil, the world's largest
private oil and gas company, took part in the preliminary work before the opening of the
conference. The private sector continues to increase investments in green energy. In the United
States, employment growth in new energy industries is three times higher than the average for the
economy as a whole.

Turkey will be the host country of COP31 in 2026.

Risks of 2026: The practical implementation of the US tariff policy has shown that the Trump
administration, despite its political declarations, demonstrates a tendency to reach rational
compromises with the United States' trading partners, especially if faced, as in the case of China,
with weighty counterarguments. In this sense, the level of uncertainty in the global economy has

20



significantly decreased. Economic agents are also given additional confidence by the stability of the
downward trend in the global oil price, which is due to the structural overhang of oil supply over
demand, and in 2026 this overhang will become even more significant. Economic growth,
especially in the short term, will also be supported by Europe's growing budget expenditures for
military purposes.

The main economic risks of 2026 are, firstly, the explosion of the bigtech bubble in the stock
market; secondly, the delayed effect of trade wars; thirdly, a wave of bankruptcies of overburdened
real sector companies and financial structures.

Technology companies channel almost all of their free cash flow into capital investments. It is
unclear whether these projects will be able to generate adequate returns on investments. In order to
bring sufficient profit to investors by 2030, revenue should grow 100 times. Market players have a
full understanding that they are in A trap described by game theory and may lose the Al race. As
stated by Google co-founder L.Page: "I'm ready to go bankrupt, but not to lose this race."

All three major centers of global economic activity are overloaded with debt (Figure 14). The level
of debt relative to GDP is particularly high in the eurozone countries. The debt of real sector
companies in China exceeds 138% of GDP, in the eurozone — 105% of GDP. The critical level of
debt burden has dramatically increased the financial fragility of the economy.
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Figure 14. Eurozone, China and the USA: institutional sector debt as % of GDP in 2024, %
Source: Institute of International Finance.

In 2026, the Chinese economy may slow down slightly due to the exhaustion of opportunities to
stimulate economic growth through foreign trade expansion. Especially if China's foreign trade
partners decide to strengthen their protectionist policy towards imports from China.

The main systemic risk to the U.S. economy and the global economy as a whole — the out-of—
control growth of federal government debt — continues to increase. Annual interest payments on
debt have reached $1 trillion per year and are the third largest item of federal budget expenditure
after major health and social security programs (Table 5). Debt servicing accounts for 3.2% of
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GDP, and if current trends continue, this figure will exceed 4% of gross domestic product by 2035
(Figure 15). These estimates do not take into account the significant increase in the national debt
and its maintenance costs stipulated in the Budget Law for fiscal year 2026.

Table 5. Main expenditure items of the U.S. federal budget in fiscal years 2025-2027, billion
dollars (estimates)

2025 2026 2027
Basic health programs 1957 2047 2169
Social security 1572 1664 1761
Interest payments on government debt 952 1010 1075
Military expenses 862 1010 1050*
Pensions for federal employees and military 442 466 491
personnel, programs for veterans
Social benefits and allowances 410 387 381

* estimation of CER IMEMO RAS.

Source: Congressional Budget Office; White House Fiscal-Year-2026-Discretionary-Budget-
Request.pdf. May 2, 2025. URL: https://www.whitehouse.gov/wp-content/uploads/2025/05/Fiscal-
Year-2026-Discretionary-Budget-Request.pdf.
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Figure 15. Dynamics of the debt of the U.S. Federal Government and interest payments on its
servicing, % of GDP
Source: Congressional Budget Office.

The escalating struggle over the budget, the structure of its revenues and expenditures, the
directions of monetary policy and debt policy will further increase the level of political and social
conflict in the United States. A fierce struggle is expected for the candidacy of the new chairman of
the Federal Reserve System. Increasing systemic risk in the American economy, provoking a fierce
domestic political struggle in the United States, will inevitably influence the foreign economic
policy of the United States.
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POLITICAL TRENDS

In 2026, global politics and security will continue to be influenced by the factors that dominated in
2024-2025. Global politics will continue to be determined by:

e the American D. Trump frame/factor, which in 2026 will be significantly more influenced by
the domestic political situation/discord and the upcoming midterm elections;

e unfinished conflicts and related military-political and socio-economic instability, growing
socio-political polarization at the global, regional and national levels; militarization of world
politics;

e increased activity of medium and small sovereign players and their associations in the non-
Western world, but also in the West.

Most of the estimates of the IMEMO forecast "Russia and the World: 2025" concerning the
substance and style of D. Trump's "deal" policy have been confirmed!. In contrast to the alarming
"uncertainty" that arose during the coronavirus crisis, which profoundly changed socio-
psychological, economic and behavioral stereotypes around the world, and intensified with the
election of President D. Trump, 2026 will be significantly more predictable.

The key paradigm of the development of world politics is becoming geopolitics — the transition of
the world's leading players, primarily the United States, to an undisguised, finally breaking not only
norms and institutions, but the very philosophy and ethics of the Yalta-Potsdam post-war world
system, fierce competition in order to promote and realize national interests.

By 2026, the world had moved from a "new normality" to a "new reality," where, as academician A.

Dynkin rightly notes, "geopolitics breaks old trajectories of economic cooperation and forms new
n2

ones.

Geopolitics-2026

Of course, the process of geopoliticization was gradually launched back in the late 1990s by the
expansion of NATO and Russia's sharply negative attitude towards it. The process was marked by
Vladimir Putin's Munich speech in 2007, followed by events in South Ossetia and Abkhazia. Up
until 2022, this process was offset by balances within the framework of post-war institutions,
agreements developed during the détente and later. In the 2010s, the words "geopolitics is back"
began to be heard more and more often’. Closer to 2020, not without the influence of D. Trump's
first cadence, awareness of the shifts occurred in the European ruling elite. In the EU's Global
Strategy of 2016, the term "strategic autonomy" appeared as freedom from the influence of other
players on the association's foreign policy actions. "Geopolitics has returned, and the European
Union must be ready for this. Major upheavals in the global order require major powers to think and

! Russia and the World: 2025. Economy and Foreign Policy. Annual Forecast/ Alexander Dynkin, Vladimir
Baranovsky (project leads) ; Irina Kobrinskaya, Givi Machavariani (eds.). — Moscow : IMEMO, 2024. P. 23

2 12th Abu Dhabi Strategic Debate 2025: Shifting Hegemony and Adapting to a New Global Order // IMEMO.
https://www.imemo.ru/news/events/text/1 2th-abu-dhabi-strategic-debate-2025-shifting-hegemony-and-adapting-to-a-
new-global-order.

3 Bennet 1., Patrick S. Geopolitics Is Back—and Global Governance Is Out // National Interest. 2025.12.05.
https://nationalinterest.org/blog/buzz/geopolitics-back-global-governance-out-12868.
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act geopolitically. The EU should also act in this way"*. In her speech on November 12, 2019 at the
Paris Peace Forum, U. von der Leyen sets the task for Europe to "contribute to solving the problems
of climate change, digitalization, demography, migration, conflict, poverty... In light of these
global challenges, we see the need for strong institutions and more effective multilateral
cooperation.... The existing forces are following new paths alone... That's why, as president of the
next European Commission, I want to build a truly geopolitical Commission."> At the same time,
among the global challenges mentioned at that time, there were no security threats, real or
imaginary, to which Europe is now trying to find an answer.

According to the forecast of one of the few sober-minded European politicians, President of Finland
A. Stubb, the end of the post-war world order based on rules and the return of great power rivalry
have come, and the confrontation between China and the United States sets the framework of
geopolitics. The middle powers are also emerging and changing the rules of the game: Brazil, India,
Mexico, Nigeria, Saudi Arabia, South Africa and Turkey. Together, they possess the economic
means and geopolitical weight to tilt the global order either towards stability or towards even
greater chaos. A three-way confrontation is being formed between the Global West, the Global East
and the Global South. According to Stubb, the Global South will determine whether the geopolitics
of the next era will outweigh towards cooperation, fragmentation or dominance. The next 5-10

years will determine the world order for many years to come®.

It is not yet clear whether the chaotic nature of international relations has reached its highest limit as
a result of the unprecedented volatile policy of the United States during the first year of Donald
Trump's rule. The long-running destruction of international institutions and rules has hardly reached
the bottom. However, it is clear that the realities of the post-war, cold war and post-cold war period
have come to an end’. Nowadays, parallels are often drawn between the current stage and the
century—old interwar period of the 20th century, less often the situation is compared with the
bicentennial Concert of Powers. It is only obvious that the world is entering the second quarter of
the 21st century in a new old paradigm of fierce geopolitical competition. Analyzing the policy and
logic of Trump's thinking as a professional real estate developer — the fastest possible deal and
maximum dividends — there are no illusions about his ability to think in terms of the "norms and
principles of the Concert of Powers of the 21st century": "responsibility for preventing damage to
the whole world, not just to his own state and his people, recognizing the responsibility for all
others (erga omnes), in the paradigm of the "ethics of care."

4 Miiller-Hennig M. A truly geopolitical EU Commission? // International Politics and Society (IPS). 2019.04.12.
https://www.ips-journal.eu/regions/europe/a-truly-geopolitical-eu-commission-3918/.

5 Speech by President-elect Ursula von der Leyen at the 2019 Paris Peace Forum // European Commission. 2019.12.11.
https://ec.europa.eu/commission/presscorner/detail/en/speech 19 6270.

® Stubb A. The West’s Last Chance. How to Build a New Global Order Before It’s Too Late // Foreign Affairs.
2025.02.12. https://www.foreignaffairs.com/united-states/wests-last-chance.

7 Allison G., Winnefeld J.A., Jr. The End of the Longest Peace? One of History’s Greatest Achievements Is Under
Threat // Foreign Affairs. 2025.24.11. https://www.foreignaffairs.com/united-states/end-longest-peace.

8 Concert of Powers of the 20" Century // History.ru. 2025.08.06. https://history.ru/read/articles/kontsiert-vielikikh-
dierzhav-xxi-vieka.
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But the specifics of geopolitics in 2026 will be determined mainly by D. Trump. "This is Donald
Trump's world — we all just live in it. The main norm-breaker was the most influential factor
shaping world events in 2025, and so it will be as long as he remains in the White House."”

In order to leave no doubt about D. Trump's future intentions and goals, in early December 2025,
the National Security Strategy of the United States of America!® appeared on the White House
website with an unusual style and structure for such documents, resembling a business plan. What
America wants — what it benefits from — what it can do. The Strategy does not specify a time
horizon, but it is clearly identified as the "Trump strategy" and, therefore, is designed for the current
presidential cadence. There are no attempts in the Strategy to clothe its content in traditional and
appropriate words and form for such documents.

The Strategy announces the transition of the United States to the implementation of the Monroe 2.0
doctrine — the priority of the Western Hemisphere as a region of dominance.

With regard to the European Union, the Strategy continues the rhetoric of Vice President John D.
Vance's speech at the Munich Security Conference in February 2025, which shocked the European
establishment, essentially expressing dissatisfaction with the internal politics of European countries
and thereby interfering in it. The United States is announcing a policy of shifting responsibility for
European security to European states, thereby planning to further weaken Transatlantic security ties.

USA / D. Trump sees no point in further NATO expansion.
With regard to Russia, the document is concise, and the goal of "stabilizing" relations is clearly set.

Unlike previous documents, where China was clearly seen as the main opponent and threat to the
United States, the Chinese part of Trump's Strategy plans to "balance America's economic relations
with China, giving priority to reciprocity and justice to restore America's economic independence."

Regarding Taiwan, without the traditional "superfluous" words about protecting democracy, the
Trump White House states that Taiwan is important partly because of its dominance in
semiconductor manufacturing, but mainly because Taiwan provides direct access to the Second
Island Chain and divides Northeast and Southeast Asia into two separate theaters of war... With a
third of the world's shipping passing through the South China Sea each year, this has serious
implications for the U.S. economy. Therefore, preventing conflict over Taiwan, ideally by
maintaining military superiority, is a priority.

Nevertheless, regardless of the quality of the document, it is based on the real state of affairs in the
world by the beginning of 2026 and provides reference points, the main directions for forecasting
world affairs in 2026. These are:

e the changing global economic and security situation;

e strengthening China's position;

° The World Ahead 2026. Future-gazing analysis, predictions and speculation // The Economist. 2025.12.11.
https://www.economist.com/the-world-ahead/2025/11/12/our-selection-of-events-around-the-world.

10" National Security Strategy of the United States of America / White House. November 2025.
https://www.whitehouse.gov/wp-content/uploads/2025/12/2025-National-Security-Strategy.pdf.
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e changes and volatility of international formats, including and primarily in the field of security;
e the shift from securitization to militarization;

e paradoxical in the context of the dominance of geopolitics, a powerful surge of ideological
and political contradictions;

e conflicts, the difficulty of resolving which is in their deep roots, which are not only and not
always geopolitical, but also ideological and civilizational in nature, and the irrelevance of
peacekeeping tools;

e asharp decrease in the priority of global issues — climate, energy, healthcare.
Let's look at some of these trends.
The geopoliticization of the global economy and security

The background of the changes, in addition to D. Trump's tariff escapades, which had already
become predictable by the end of 2025, was a further slowdown, and in the context of hot conflicts,
serious disruptions in the processes of globalization and regionalization. In the Indo-Pacific region,
which was the flagship object of the globalization process and one of its leading actors a decade and
a half ago, in recent years, according to IMEMO experts, key players have been acting as new poles
of power of at least regional importance and actively trying to oppose both non-regional centers of
power and each other. The prospect of developing uniform and respected rules for trade and
investment activity is postponed for an indefinite future. The growing confrontation along the
geopolitical fault lines has effectively paralyzed the search for consensual ways to establish
multilateral cooperation and achieve region-wide goals in the political and economic spheres'!. Due
to the high level of conflict in the Middle East, the IMEC project, the India — Middle East — Europe
Economic Corridor, is under risk in the near future.

Given the focus on the Western Hemisphere and the reanimation of the Monroe doctrine, which
Trump announced during the election campaign, and the growing number of difficult and long-term
(which categorically contradicts Trump's style) problems in resolving complex conflicts in the
Middle East and Ukraine, Donald Trump is becoming less consistent in maintaining regional
security formats previously created by the United States.

Thus, by imposing additional duties on imports from India, Trump refused to visit the country as
part of the summit of the leaders of the quadrilateral Security Dialogue (QUAD) in the fall of 2025.
Richard Haass, a well-known American political scientist, called what is happening a "pivot from
Asia." "During Trump's trip to the region, US relations with Vietnam, as well as with India, took a
turn for the worse. China benefits most from this distancing between the United States and countries
that could complicate its military plans." In general, America has damaged its positions in many
countries of the region by refusing to join the main regional trade pact (the Comprehensive and

' See chapter Indo-Pacific Asia in: Russia and the World: 2026. Economy and Foreign Policy. Annual Forecast /
Alexander Dynkin, Vladimir Baranovsky (project leads) ; Irina Kobrinskaya, Givi Machavariani (eds.). — Moscow :
IMEMO, 2025.
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Progressive Trans-Pacific Partnership Agreement), as well as because of Trump's arbitrary
treatment of duties.'?

Washington's actions have caused a certain chill at the highest level in India and concern among
Indian experts. According to the latter, D. Trump's re-election in January 2025 marked the
beginning of a new era of pragmatic diplomacy, with an increased focus on national interests,
burden-sharing and noticeable skepticism towards multilateral cooperation. And all this at a time
when the situation in the Indo-Pacific region is becoming increasingly tense. "China continues its
assertive maneuvers in the Taiwan Strait and in the South China Sea; maritime transportation
continues to face disruptions in the Red Sea; and global governance remains fragmented amid
multiple protracted wars around the world. How these circumstances will affect QUAD will be seen
later."!* For QUAD, Trump's return to the White House, the Observer Research Foundation
believes, means both an opportunity and a risk. On the one hand, cooperation in the field of security
may increase. On the other hand, the group's broader agenda of soft power, climate resilience,
health security, and digital infrastructure faces potential marginalization. Within the framework of
the same logic of "burden sharing," Trump will continue to build a policy towards NATO and its
allies, Indian experts emphasize. And the new US National Security Strategy has confirmed these
assumptions.

Russia literally took advantage of the current situation in real time, and V. Putin's December visit to
India confirmed mutual understanding and cooperation between the two countries. It can be
assumed that this positive trend will continue and will be further developed in 2026.

At the same time, as in his first term, D. Trump will continue to pay great attention to the Middle
East. And although the war in Gaza, despite the great efforts of Trump and his envoys to resolve the
conflict, has slowed down the expansion and strengthening of the Abraham Accords, the American
president will promote this project. If the agreements reached in the fall of 2025 in the United States
with the President of Kazakhstan K.-J. Tokayev on Astana's accession to the Abraham Accords are
implemented, in 2026 This Middle East Concert may begin to acquire a different geopolitical
configuration, potentially influencing the regions of Central Asia and the South Caucasus.

China-2026

By the beginning of 2026, it can be recorded that the first round of Trump's battle against China
ended rather in favor of Beijing, which withstood severe pressure and threats of imposing 100
percent or more duties. During a meeting with D. Trump on the sidelines of the ASEAN summit, Xi
Jinping, in a completely Trumpian style, achieved concessions and deals that suit Beijing. Mutual
visits are planned for the first half of 2026. Beijing, like Washington, ignored the G20 summit. Both
Western and Russian experts give positive forecasts. According to The Economist, for China,
despite its own problems, Mr. Trump's America First policy opens up new opportunities to
strengthen its global influence. It will present itself as a more reliable partner, especially in the
countries of the Global South, where it enters into a number of trade agreements. It is convenient

12 Haass R. Trump’s Pivot from Asia // Project Syndicate. 2025.31.10. https://www.project-

syndicate.org/commentary/trump-pivot-from-asia-to-western-hemisphere-by-richard-haass-2025-10.

13 Mishra V., Prathap S.T. Quad 2025: Security Focus Amid Trump’s Return — Analysis // Observer Research
Foundation.  2025.18.07.  https://www.curasiareview.com/18072025-quad-2025-security-focus-amid-trumps-return-
analysis/.
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for China to make tactical deals with Mr. Trump on soybeans or chips. The main thing will be to
maintain transactional, not confrontational relations with America.

Against the background of the US refocusing on the Western Hemisphere in 2026 Beijing is likely
to continue to actively promote the concept of global governance put forward by it at the SCO
summit. Accepting the reality, China, with its BRICS+, SCO+ partners, and friendly regional
formats from the EAEU to ASEAN, relying on new development banks and innovations in
settlement systems, begins to develop this concept, submits it to the discussion within the "friendly
macropolitical region" and receives a generally positive reaction, including from Russia's side.
According to Russian experts, this is China's first serious political narrative, which is likely to be
discussed almost everywhere in the near future. Currently, the concept of global governance does
not envisage the creation of any alternative structures. On the contrary, China believes that the UN,
the WTO, and the World Bank should return to their original meanings. That is, to provide open
opportunities for discussion, economic competition, and support for countries regardless of their
economic and political weight. In fact, experts believe, the idea is not new to the Chinese political
mentality. It lies in the fact that China is "ready to cover with its political and economic umbrella
those countries that recognize the dominance of Chinese ideas and are ready to follow Chinese
financial and political power."

In any case, China's initiative is consonant with Russia's interests, including those explicitly stated
in the Foreign Policy Concept!*.

Geopolitics + Ideology

Only the "Trump phenomenon" and his "vision" of politics and politicians can explain the powerful
surge of ideological and political contradictions that is paradoxical in the context of the dominant
geopolitics. He is "reshaping the mental maps through which Washington sees the world." In the
United States itself, this is the D. Trump — Z. Mamdani fork. The upcoming elections in 2026 will
be extremely tense.

As Western experts emphasize'®, Trump's policy is determined not by the traditional confrontation
between democracy and authoritarianism, but by the left-right gap. Unlike his predecessors, such as
Presidents G.W. Bush, B. Obama and J. Biden, Trump is not interested in exporting democracy.
What he seeks to export is his domestic political agenda — anti-immigrant, anti-woke, and anti-
green.

It will not be easy for Trump to build leadership in Latin America. He is hostile to Brazil, as he
extremely dislikes leftist President L. da Silva. But he shows generosity to Argentina, whose right-
wing populist president J. Milei he called his "favorite president." It is extremely difficult to predict
the development of the situation around Venezuela.

Washington's claims against the vacillating "pendulum countries" that will largely determine world
leaders, in some cases justified, have significantly worsened relations with them for reasons that are
difficult to reconcile with the national interests of the United States. As a result, Western experts

14 Reality Acceptance Manifesto / Kommersant. 2025.07.09. https://www kommersant.ru/doc/8022662.
15 Krastev 1. The Paradox of Europe’s Trumpian Right. How America’s Weaponization of Ideology Could Backfire /
Foreign Affairs. 2025.27.11. https://www.foreignaffairs.com/europe/paradox-europes-trumpian-right.

28



write, a new risk has appeared on the horizon: the transformation of the BRICS into a more active
anti-Western bloc, which is increasingly under the influence of China and Russia. If the United
States does not change the policy in the short term, it will pay for this redrawing in the long term'¢.

The same is true for Europe: rejecting the traditional liberal values that served as the backbone of
the transatlantic alliance, the Trump administration openly, as explicitly stated in the new National
Security Strategy, supports right-wing populist forces and politicians: Alternative for Germany
(AfD), Spanish Vox, Nigel Farage’s Reform UK. However, in the case of a change of leaders,
which cannot be ruled out in the upcoming Hungarian elections in 2026, their successors may be
more skeptical of Trump's Washington. Paradoxically, by strengthening ties with the European
right, Washington may weaken its influence in Europe as a whole. Finally, it is highly likely that
Orban, guided by national economic interests, is unlikely to support Washington if it concerns
relations with China.

Assessing the overall positions of the United States / D. Trump and the attitude towards them, a
clear illustration is the polls conducted in May 2025 in Europe. Short questions were asked: "Now
that D. Trump has taken over the office of the President of the United States, do you think his
election was positive or negative for 1) American citizens? 2) for your country? 3) for peace on the
planet?" The polls are dominated by red — a negative color.

16 Fontaine R., McKinley G. Losing the Swing States. Washington Is Driving the BRICS to Become an Anti-American
Bloc // Foreign Affairs. 2025.27.10. https://www.foreignaffairs.com/united-states/losing-swing-states.
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Source: Trump’s European revolution // European Council on Foreign Relations (ECFR).
2025.23.06. https://ecfr.eu/publication/trumps-european-revolution/.

At the same time, especially in Europe, sentiments are growing, which can be briefly described by
the words: "we need to get over this." This does not mean that during the remaining time of Trump's
cadence, Washington will not take steps or actions, the consequences of which will turn out to be
much more long-term and problematic for world politics.

From securitization to militarization
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Obviously, the militarization process that began in 2025 belongs to such long-term consequences.
In 2026, having received a financial base and, in some cases, socio-political support, this process
will acquire a large-scale and, by definition, long-term dynamics. In addition to the Ukrainian
conflict, the strategic "urgency" of the trend towards militarization is due to the need to build new
transatlantic balances, taking into account the approaches of the Trump administration to European
security guarantees and relations with European allies. The long-term guidelines and defense
construction programs adopted in the EU, focused on confrontation with Russia, set a stable
confrontational dynamic. It will become increasingly difficult to turn in the opposite direction —
towards normalization of Russian-European relations, ensuring the sustainability of the arms control
process and reducing military risks in Europe'’.

When it comes to supporting increased spending, Europeans remain "between Venus and Mars,"
but a significant part understands the need for this.
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Source: Trump’s European revolution // European Council on Foreign Relations (ECFR).
2025.23.06. https://ecfr.eu/publication/trumps-european-revolution/.

The most actively negative attitude towards compulsory military service is in Hungary and Spain.

7D.A. Danilov. "Defense Readiness" of the EU: Strategic Planning and Prospects // Analytical Notes of the Institute of
Europe RAS (Issue IV) Ne35. 2025 (Ne403). http://www.zapiski-ieran.ru/images/analitika/2025/an403.pdf.
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Source: Trump’s European revolution // European Council on Foreign Relations (ECFR).
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The unwillingness of European societies to change the traditional and fundamentally peaceful
development paradigm of the European Union is highly likely to be exploited by various political
forces and parties, causing social discontent and tension.

Against the background of the Ukrainian conflict, on the one hand, and changes in American
strategy, on the other, it is impossible not to note the sharp fluctuations that occurred by 2026 in the
state and positioning of two key institutions of the post—war world system — NATO and the
European Union. Thus, NATO, which has essentially gained a raison d'etre in connection with the
Ukrainian conflict, finds itself in a semi-crisis situation due to the weakening of the fundamental
transatlantic bond announced by D. Trump. In the European Union, which almost unanimously
supported Ukraine at the first stage of the conflict, by 2026 there were sharp disagreements between
the member countries related to the need to increase defense spending.

The process of militarization against the background of the European Union's weakness in the
defense sector outside the NATO framework has led to the emergence of new bilateral formats. On
July 17, 2025, the Treaty of Friendship and Defense Cooperation between Great Britain and
Germany was signed, the first bilateral treaty since the Second World War. On July 10, 2025, the
Lancaster House 2.0 Declaration was signed between Great Britain and France. According to the
agreement, the nuclear forces of the two countries remain independent, but coordinate their actions.
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The United Kingdom as a whole attracts special attention in the new global geopolitical situation.
On the one hand, London — Europe, but not the European Union — retains, as far as possible, relative
freedom of economic and military-political choice and remains in special relations with
Washington, which is confirmed by D. Trump's visit to the UK. On the other hand, there is a further
rapprochement between Britain, where it is increasingly recognized that Brexit turned out to be a
mistake, and the EU. In May 2025, the first UK-EU summit was held after leaving the European
Union. Finally, against the background of the Ukrainian conflict, the UK began not only to
cooperate more closely with Brussels and European capitals, but also became one of the most
active, if not the most active member of the coalition supporting Kyiv. Both in Parliament and in
society as a whole, there remains a consensus on the need to strengthen support for Ukraine. This is
one of the few topics that does not cause significant controversy.

Finally, with the United States shifting responsibility for European security from NATO to
European countries, first in practice, but now also doctrinally, Britain may have renewed leadership
ambitions. There remains a policy aimed at maximum counteraction to Russia.

B3IV1s1/1  Rating of unfriendly governments

.............

Countries Index
Britain 75
Germany, France 70
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8 Portugal, Slovenia 35
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Source: The Three Most Unfriendly Governments of Russia are Named // Business newspaper
Vzglyad. 2025.11.11. https://vz.ru/news/2025/11/11/1373086.html.

Perhaps, the not thoroughly accurate rating as a whole indicates significant differences in the
attitudes of European states / governments towards Russia. The political outline of 2025 confirms
the intensification of Russia's foreign policy in various directions. In 2026, Russia will have to act
in conditions of escalating geopolitical rivalry.

33



International security

In 2026, the security trends we described above, which took shape several years earlier and were
confirmed in 2025, will continue to develop.

The main trend remains the return and "rediscovery" of the power factor in resolving contradictions.
Earlier, we noted that "the crisis state of the world order pushes us to go beyond acceptable
behavior in order to ensure national security in an increasingly insecure international environment.
And as long as such institutional weaknesses in global and regional security systems persist, the
number and scope of conflicts are likely to continue to increase. Previously frozen conflicts may
receive an impulse to "unfreeze" and transfer to the hot phase, including up to a unilateral military
solution."!

The events of 2025, most notably Israel's 12-day air campaign against Iran, fully confirm these
conclusions. Another destructive trend, which can be seen in the example of Israel, is the gravity of
violent scenarios: once the initiator begins to resolve conflicts by force, it is very difficult for him to
turn off this road until tangible results are achieved. Otherwise, the result is only a heating up of
conflicts and a sharp deterioration in relations with neighbors.

However, such a threat becomes only a weak insurance policy. The renaissance of power politics in
the context of the deepening institutional insufficiency of global regulation is spurred by a sense of
the short-term period in which such behavior will be considered at least minimally acceptable. At
some point, as the supporting foundations of the future world order are formed, the set of
"permitted" methods will be reduced to cut escalation risks. Therefore, at the moment, the situation
can be perceived by a number of powers as having a window of opportunity within which it is
possible to resolve an old conflict by force, in order to then fix the achieved fait accompli in the
contours of the future world order.

The dismantling of the institutional foundations of the world order is accompanied by the increasing
use of techniques and methods that not so long ago looked archaic and even unacceptable "in decent
society." There will be a kind of degradation of the international political system, accompanied by
the normalization of behavioral patterns that were previously unsuitable or unacceptable. The nature
of the first actions of the Trump administration confirms this particular trend. The close
intertwining of US geopolitical interests with cynically prudent safeguarding of the interests of
American business, openly promoted at the highest level, is clearly visible in the global tariff wars,
in US-Chinese relations, and in the Trump administration's policy on the Ukrainian track'®.

Paradoxically, this trend is linked to the essence of the foreign policy of the great Powers in the
field of security. The ability to "step over the norm" by bringing the power factor and cynical
monetary calculation back into world politics implies, first of all, a precisely structured system of
national priorities for which such risky steps are being taken. As a result, such a new normality,

18 Russia and the World: 2025. Economy and Foreign Policy. Annual Forecast/ Alexander Dynkin, Vladimir
Baranovsky (project leads) ; Irina Kobrinskaya, Givi Machavariani (eds.). — Moscow : IMEMO, 2024. P. 32.

19 The most typical examples are the restructuring of the scheme for providing military assistance to Ukraine, which is
now reduced to the purchase of American weapons for European money, as well as the continued squeezing of Russian
energy resources from European markets in the context of replacing them with supplies from the United States.
Elements of straightforward business logic are also visible in the sketches for the November plan for resolving the
Ukrainian crisis (28-point plan).
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unfreezing the power dimension of some conflicts, is simultaneously able to act as a regulating
principle in others. The development of the situation around the Ukrainian conflict — both its
possible escalation and the potential path of settlement — will be determined, among other things, by
these considerations.

The described dynamics, until the windows of opportunity are closed and a more or less stable
system of the world order begins to take shape, will have an extremely negative impact on the most
developed forms of stabilizing agreements, primarily arms control agreements. Expiration of the
Prague START Treaty in February 2026 marks the transition of the situation to a new reality,
where, in fact, the superpowers in the field of nuclear arms control will no longer be bound by
anything except the Treaty on the Non-Proliferation of Nuclear Weapons (NPT) and a group of
secondary agreements inherited from the Cold War period.

The 1996 Comprehensive Nuclear-Test-Ban Treaty (CTBT), which never entered into force, but
was actually implemented by the parties for 30 years, entered a turbulent phase by early 2026,
which could easily end with the start of nuclear tests in the United States. The consequences may be
a cascading reaction of such tests, including in "unofficial" (under the terms of the NPT) nuclear
powers, attempts by some threshold states to acquire their own nuclear weapons (in the logic of
increased security) and, as a result, a new nuclear arms race — this time multipolar. Note that in this
scenario, the same destructive window of opportunity logic brought to life by the behavior of
superpowers will work perfectly: many of those who somehow associate their security with the
nuclear factor will rush to take advantage of the situation.

The long-standing crisis of the nuclear nonproliferation system in 2026 may receive a new impetus
to go downhill. The outcome of the next NPT Review Conference, which will be held in April-May
2026, is poorly predictable at this stage, but the result will definitely continue to be affected by
negative trends related to the contradictions of the parties in the Ukrainian crisis, as well as new
factors formed by Israel's blatant attempt to carry out a "forceful nuclear counter-proliferation
operation" against Iran in June 2025. Without major developments on the Ukrainian track and an
overall improvement in the nuclear arms control situation, the background for the conference should
be described as moderately negative with a tendency to further deterioration.

The possibility of reaching separate agreements between major players in the field of arms control,
for all the usefulness of this process, as well as any strategic dialogue, should not be confused with
the formation of a system of measures to reduce the risks of military conflicts, which is solved by
the consistent application of the principles of this control. The current arms control crisis, as we
noted earlier, is, among other things, due to the fact that its developed architecture belongs to the
"attributes of established systems of international relations."*°

However, arms control measures are important, but not universal in their own right. Arms control as
a tool for increasing the manageability and predictability of military risks operates only in a certain
range of tensions in international relations. With a high level of contradictions and a total
breakdown of trust between the players, the potential of the arms control system as the main driver
of stabilizing the situation is low. An example is the fate of the aforementioned Prague START

20 Russia and the World: 2025. Economy and Foreign Policy. Annual Forecast/ Alexander Dynkin, Vladimir
Baranovsky (project leads) ; Irina Kobrinskaya, Givi Machavariani (eds.). — Moscow : IMEMO, 2024. P. 32.
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Treaty, which represents the gold standard for ensuring strategic stability, but it did not prevent
Russian-Western relations from sliding into a phase of acute military and political confrontation.

It can be predicted that the process of reformatting the world order will become sustainable only
with a harmonized combination of international political detente between the leading world powers,
on the one hand, and the active development of measures to maintain strategic stability, arms
control agreements and reduce military risks, on the other. In the absence of either of the two
components, the process will be chaotic by the incoming disturbances of the international
environment.
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PART II

ECONOMY






RUSSIAN ECONOMY: GROWTH OPPORTUNITIES

In 2025, the Russian economy demonstrated a radical slowdown in growth. If by the end of 2023
and 2024, the GDP of the Russian Federation increased by 4.1% and 4.3%, respectively, overtaking
the growth rate of global GDP, then the situation in 2025 was much worse. The country's quarterly
GDP growth rate has consistently declined (from 1.4% in the first quarter to 0.6% in the third
quarter). This slowdown has affected almost all major areas of economic dynamics. In January—
September 2025 the index of output by basic types of economic activity decreased to 0.9%
compared to 5.4% in the previous year, the index of industrial production — to 0.7% compared to
5.1%, the growth of retail trade turnover — to 2.1% compared to 8.6%. Freight turnover decreased
by 0.8% compared with an increase of 0.4% a year earlier. Investments in fixed assets in the first
half of 2025 increased by only 4.3% compared to 11.2% in the corresponding period of 2024. The
key challenge faced by the Russian economy was related to the contradiction between the growth of
domestic demand for goods and services, on the one hand, and the possibilities of increasing their
domestic production, on the other hand. Unfortunately, the discussions on these economic policy
issues that took place during 2025 did not find a positive resolution. The two key positions in this
context were as follows.

The first position, promoted by the Central Bank of Russia (CBR), was that the excessive expansion
of domestic demand caused the overheating of the Russian economy. According to this line of
reasoning, the main objective of the country's macroeconomic policy should have been to reduce
the excessive demand in the national economy and ensure that it was "cooled" to demand levels
consistent with the country's consumer inflation targets (4% per year in accordance with the
priorities set out in the Central Bank documents). An alternative position was that the main
challenge to Russia's economic development was not related to excessive demand, but to the
inadequacy of production capabilities in relation to the task of meeting the needs of national
consumers in conditions of limited access to sources of imported goods and services. According to
the first position, measures to curb the growth of domestic demand, primarily related to the Central
Bank's policy of raising the key interest rate, should have played a key role in achieving
macroeconomic priorities. According to the second position, shared by most academic and expert
structures, as well as business associations, including the Russian Union of Industrialists and
Entrepreneurs (RSPP), supply-side constraints have become the main obstacles to the country's
economic development since the second quarter of 2024. The expansion of output of goods and
services in accordance with the increased domestic demand and, as a result, the suppression of
inflationary trends without the need for an artificial reduction in domestic demand could ensure
overcoming the problem. In fact, in 2025 the first scenario was implemented, the consequences of
which will form the starting conditions of economic policy in the next 1-3 years.

On the one hand, the policy of limiting the growth of domestic demand (implemented mainly in
terms of manipulating the key interest rate of the Central Bank of Russia) proved to be extremely
unconvincing. Despite the fact that in the period from November 2024 to May 2025, its value
remained at an unprecedented high level of 21% in a decade (with a sequential decrease to 16.5% in
October 2025), consumer inflation continued to rise (to 9.4% in January—September 2025 compared
to 8.3% in the same period last year), while the sectoral dynamics of industrial production has
become sharply negative. In January—September 2025, the physical volume of production in the
manufacturing industry increased by only 2.9% compared with 8.9% for the corresponding period
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in 2024, with a decrease in growth rates observed in most sectors of the industry, with the exception
of tobacco and textiles (growth of 3.4% and 0.3%, respectively), medicines and materials (an
increase of 15.4%), finished metal products, except machinery and equipment (15.3%), as well as
computers, electronic and optical products (14.4%). As predicted by the experts of IMEMO RAS a
year earlier, the industries focused on meeting demand for durable goods suffered the greatest
damage from the policy of curbing domestic demand — in particular, the production of motor
vehicles (a decline of 19.9%) and furniture (a decline of 8.2%).

In this context, the key problem of the economic policy of the Russian Federation should be
recognized as the critical gap between the objective function of the Central Bank of Russia,
responsible for meeting the artificially formulated in 2014 (and not revised since then) goal of
achieving 4% consumer inflation, on the one hand, and the real needs of the national economy in
carrying out effective macroeconomic policies aimed at maintaining economic growth, on the other
hand. In addition, economic sanctions imposed by individual countries and associations against the
Russian Federation, contrary to internationally recognized legal procedures (without relevant UN
Security Council resolutions), exert significant pressure on the state of the Russian economy. Since
July 2025, the dynamics of Russian exports have been negatively affected by attacks on the refining
and exporting capacities of the Russian Federation. Despite these factors, the Russian economy still
has a positive potential for economic growth in the range of 2.5-3.5%, provided that the policy of
restraining (cooling) demand, which does not correspond to real circumstances, is abandoned in
favor of eliminating supply-side constraints on economic growth, which would allow the country's
economy to continue to develop positively in the medium term. The implementation of this
scenario, however, requires a fundamental rethinking of the country's economic policy, rejecting the
mythology of "overheating of the national economy" in favor of finding constructive options to
increase the supply of goods and services in the face of increased demand. If appropriate solutions
are found, the growth rate of the Russian economy in 2026 may be at least 2.5%.
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GLOBAL ECONOMY: CONTINUED GROWTH

The development of the global economy in 2026 will be determined by such factors as the transition
to information and communication technologies, the use of artificial intelligence, the development
of green economy, and the implementation of the climate agenda. Along with the geopolitical
crises, the complications of international trade will have a negative impact on the global economy.
The trade agreement between the United States and China, reached in the fall of 2025, is designed
for one year, and new difficult negotiations are ahead in 2026. Accordingly, a delicate balance will
remain throughout the year, which can be disrupted at any moment.

The global economy was developing rapidly before the 2020 pandemic. In the first decade, 2001-
2010, the average annual growth rate was 3.7%, in the second decade before the pandemic — 3.5%.
In subsequent years, growth slowed down due to factors such as inflation and a reduction in
international trade in goods and services. The IMF estimates that the global economy will grow by
3.1% in 2026. According to our estimates, the growth rate will be higher — 3.2%.

Table 6. GDP growth rates, %

IMF estimates IMEMO estimates
2025 2026 2025 2026
World 3,2 3,1 3,3 3,2
Developed countries 1,6 1,6 1,8 1,8
USA 2,0 2,1 2,1 2,2
Japan 1,1 0,6 1,0 1,0
Great Britain 1,3 1,3 1,3 0,9
EU 1,4 1,4 1,4 1,3
Eurozone 1,2 1,1 1,3 1,1
Germany 0,2 0,9 0,2 0,8
France 0,7 0,9 0,7 0,9
Italy 0,5 0,8 0,5 0,7
Developing and
emergirli)g riarket countries 4.2 40 4.3 41
China 4,8 4,2 5,0 4,5
India 6,6 6,2 7,0 7,0
Brazil 2,4 1,9 3,0 3,1
Russia 0,6 1,0 1,2 1,5

Source: IMF WEQ Database, IMEMO RAS.

The consumer price level in developed countries has not exceeded 2% for two decades, while in
developing and emerging markets it has remained at 5%. In the global economy as a whole, the
inflation rate was close to 3.5%. The peak of inflation, 8.7%, caused by the pandemic, was passed
in 2022. The measures taken proved successful and led to a decrease in consumer prices in 2025 to
4.2% in the global economy as a whole. In 2025, the inflation rate in developed countries was 2.5%,
in developing and emerging markets — 5.3%. According to available forecasts, in 2026, worldwide
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inflation will decrease to 3.4%, while developed countries will reach the 2% inflation target, and in
developing and emerging market countries inflation will decrease to 4.2%.

Growing budget deficits and government debts are among the negative factors slowing down
development. These problems are most acute in the United States and most European countries.
Long-term stable economic growth is the basis for solving these problems. In 2026, tax increases,
optimizations, or cost reductions are required, which usually leads to public discontent and
increased social tension.

The most important factor in the growth of labor productivity and economic development is the
development of science, the costs of which are constantly growing. According to the OECD, R&D
spending in 2023 exceeded 2.7% of global GDP and reached $2.9 trillion, which is more than $5
trillion at purchasing power parities. In 2023, 12 countries spent three percent or more of GDP on
R&D, including Israel — 6.35%; South Korea — 4.96%; Taiwan — 3.98%; Sweden — 3.60%; USA —
3.45%; Japan — 3.44%. Spending on science in China is rapidly increasing, reaching 2.58% of GDP
in 2023. The largest expenditures on science in 2023 in value terms were in the United States —
$955 billion. In China, these expenditures exceeded $470 billion, while in the EU, total R&D
expenditures amounted to almost $400 billion. In 2026, the growth of R&D costs will continue.

The US economy in 2026 will develop at approximately the same rate as in 2025 — 2.1% according
to the IMF forecast and 2.2% according to our forecast. In 2001-2010, the average annual growth
rate of the US economy was 1.8%, in 2011-2019 — 2.4%, that is, economic growth in the coming
years may practically return to pre-pandemic values. The big risks for the development of the
American economy lie in the US trade relations with China, as the tariff agreement has only been
reached for a year, and uncertainty remains in its implementation. The fact is that as a result of the
agreement, there remains an asymmetry in the amount of import tariffs, as the United States
reduced the average tariff level for Chinese goods by only 10 percentage points from 57% to 47%
of their value. There are also restrictions on exports to China of high-tech products from the United
States and its allies.

By September 2025, inflation had significantly decreased to 3.0%, which nevertheless exceeds the
target level of 2%, and will continue to decline in 2026. The labor market will be under strain due to
the actions of the current administration, which has tightened immigration conditions, but
unemployment is unlikely to significantly exceed the level of 4.4% (September 2025). Labor
productivity growth will continue — in 2024, the increase was 2.8%, in 2025 and 2026, according to
our estimates, productivity will grow at a rate of 2.5-3.0%. In 2026 household incomes will
continue to grow, and the creation of new jobs will exceed the number of people who want to get a
job. The number of available vacant jobs exceeds 6.3 million (September 2025).

According to our forecast, the economy of the European Union countries will grow by 1.3% in
2026, which is unlikely to provide solutions to the many problems facing the EU countries. First of
all, these are budget deficits and, in general, the problem of their coordination for 2026, the national
debt, the growth of defense spending, and immigration problems. Not to mention the problems of
energy, the development of a green economy, and the implementation of the climate agenda.

The Chinese economy has faced serious problems related to insufficient domestic demand, the crisis
in the real estate market, the outflow of foreign investment, and restrictions on foreign trade with
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the United States and the EU. After very high growth rates in the first decade, 2001-2010, to 10.6%,
China's economic growth in the second decade, 2011-2020, slowed to 6.8%. According to our
forecast, China's GDP growth will decrease to 4.5% in 2026 after a five percent increase in 2025.

According to our assessment, global trade in goods and services, its speed and scale will continue to
exceed the growth rate of the global economy in the long term. In some years, their growth rates
may coincide. But the long—term trend of globalization will exceed the pace of development of the
global economy by 1.1-1.2 times.

Global trade. In 2026, global trade will develop in the context of continued trade and political
confrontation, continued geopolitical tensions and a likely slowdown in global economic growth.

In the second half of 2025, the scale of the shocks that world trade experienced under the influence
of the steps of the American administration decreased somewhat. After a series of negotiations, the
tariffs were, at least for a while, fixed, although at a very high level. Agreements on mutual
concessions reached between the United States and China in October 2025 give some hope for an
improvement in the situation. It is important that they were followed by real steps to reduce the
level of tariff protection and partially lift previously imposed export restrictions.

At the same time, all previous experience makes us doubt the firmness of the parties' intentions to
follow the promises made and continue the course towards normalization of bilateral trade relations.
The main reason for the aggravation of the situation in world trade remains, which consists mainly
in attempts by the United States and, to a lesser extent, the EU to counter China's economic
offensive. Each of these three centers strives to involve as many countries as possible in its orbit of
influence. Together with the increasing role of the geopolitical factor, which focuses on the
development of trade relations with politically close countries, this creates prerequisites for the
fragmentation of the global market.

The structure of international trade will be influenced by the import substitution policy pursued by
its leading participants. Following the goals of reindustrialization and reducing dependence on the
import of strategically important materials and components, the United States and the EU restrict
imports and stimulate their own production. In China, increased attention is also being paid to
expanding the domestic market and strengthening scientific, technical and industrial potential. At
the same time, the United States, concerned about the strengthening of China, is likely to maintain
restrictions on the supply of high-tech products to China. These factors will slow down the
development of international trade, primarily between the United States and China. The softer trade
policy towards China pursued by Brussels in comparison with Washington allows for a relatively
optimistic view of the prospects for the development of trade between the EU and China. As in
previous years, the share of developed countries in world trade will decrease, while the share of
developing countries will increase accordingly.

The tariff wars of 2025 brought significant losses and caused a significant increase in costs
associated with the need to find new trading partners and sales markets, switch to other sources of
raw materials and components. Such a transformation not only entails additional costs, but also
takes time. In most cases, new connections turn out to be less effective, which inevitably affects the
cost of products. Enterprises are gradually adapting to the changed conditions, but it is difficult to
expect that they will be able to return to their previous performance indicators. Hence the likely
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prospect of a slowdown in the growth of international trade, increased transaction costs and prices
for supplied goods. The prospect of a rollback to the previous tariff level seems unlikely. A possible
improvement in 2026 will be to reduce the intensity of trade conflicts and stabilize protectionism at
the achieved level, which itself will have a beneficial effect on international businesses, whose
working conditions will become more predictable.

The factors hindering the development of bilateral trade between the leaders will simultaneously
contribute to its growth in other areas. Faced with declining sales in the U.S. market, U.S. trading
partners will seek new markets and establish bilateral trade ties. For China, the most obvious
alternative to the American market is the Asian markets, whose capacity is rapidly increasing and
the technological level is increasing. The expansion of trade between the countries of one region
can be observed in other parts of the world. Thus, the protectionist policy of the United States
creates another prerequisite for economic fragmentation.

The growth of international trade in 2026 will be mainly due to an increase in trade in high-tech
products. The leading position here is occupied by information technology, as well as some types of
energy equipment. As in 2025, the development of artificial intelligence technologies will generate
demand for the components and materials needed for their development and use. The markets of
mineral raw materials and ferrous metals, the needs for which may decrease in the event of a crisis
scenario in the global economy, are in the worst position.

Compared to trade in goods, trade in services will grow at a faster pace. The most favorable
prospects are emerging in the digital services market. However, compared to the period up to 2025,
the growth of trade in services will slow down. Although the turmoil in trade policy has mainly
affected the goods market, it has also been reflected in the services market, primarily those that
directly accompany the sale of goods, such as transport. The deterioration of the general economic
situation caused by the growth of protectionism will also indirectly negatively affect the growth of
trade in services.

The events of the first half of 2025, when Washington's chaotic steps destabilized the situation in
international trade, will affect its development in 2026. The prospect of higher tariffs stimulated an
increase in imports of goods to the United States. Normally, these transactions, which are called
advanced purchases or future purchases, would have been carried out in 2026. However, they have
already taken place, giving a significant increase in global trade turnover in 2025 and reducing the
size of its likely growth in 2026. If in 2025 the increase in global trade turnover, according to
preliminary estimates, amounted to 3.5%, then in 2026 this indicator will decrease to 2.5%.

44



GLOBAL MONETARY AND FINANCIAL SYSTEM

This year is notable for the appearance of a black swan, manifested in the form of President
Trump's tariff war against the whole world. At the same time, the geopolitical tensions related to the
conflict in Gaza eased somewhat by the end of the year. However, the tension related to Ukraine
has not decreased, but also partially involves third countries, since the United States imposed
increased tariffs against them for trade with Russia. Therefore, it seems that in 2026 the following
factors will influence the global monetary and financial system.

First, there is the foreseeable slowdown in GDP growth in major economies, including China.
Secondly, the resumption of the rate-cutting process by leading central banks is expected in this
regard, since the inflation forecast also assumes its further decline. Thirdly, it is the factor of
President Trump, who is very actively applying increased customs duties against all countries of the
world in order to obtain preferences from them, as well as an end to conflicts in Ukraine and the
Middle East. It cannot be ruled out that the results achieved in these areas by the end of this year
will seem insufficient to Trump next year and he will again take some drastic measures against
China, Canada, Russia, Iran, Venezuela, Nigeria or other countries, which may cause turbulence in
global financial markets.

Currencies. The US dollar is still the dominant currency in international circulation, significantly
surpassing any other in terms of its use. In the past year, fluctuations in the exchange rates of major
currencies against the US dollar have not demonstrated unusual behavior. At the same time, their
reaction to the extreme tariff measures imposed by the US president against all countries of the
world was noticeable. In this regard, some of them were strengthened. Thus, the single European
currency was constantly strengthening and its exchange rate rose from 1.04 dollars per euro at the
beginning of the year to 1.17 in November. The British currency showed a similar trend,
strengthening from $1.24 to $1.35 per pound over the year. In the first half of 2025, the Japanese
yen strengthened from 156 to 144 yen per dollar, but then gradually began to weaken to 148 units
per dollar.

In addition, additional downward pressure on the dollar was exerted by President Trump's persistent
attempts to get the Fed to quickly lower the rate, including the intention to dismiss the current head
of the Fed ahead of time.

Actually, the dynamics of the exchange rates of the main reserve currencies in 2026 will depend on
how Trump's tariff war against the whole world and attempts to establish control over the Fed will
end. The results of these actions achieved so far give the impression that the weakening of the dollar
will continue in the first half of 2026, but then new surprises from Trump are possible. That is, the
euro is likely to fluctuate against the dollar in the range of 1.10—1.25 dollars, and the pound sterling
—1.30-1.40 dollars.

A new factor in the currency sphere in 2026 will be the topic of cryptocurrencies. The favorable
attitude of the American administration towards it caused a sharp increase in the digital asset
markets at the beginning of 2025. Later, as the true intentions of the US president became clear,
these markets experienced sharp jumps up and down.

45



At the moment, the following is clear from Trump's decrees. The United States has banned the
development of the central bank's digital currency (CBDC), which eliminates the appearance of a
serious competitor to cryptocurrencies. However, the United States will not buy the latter into the
state reserve, which excludes the emergence of additional significant demand for crypto assets. At
the same time, the United States will do everything possible to promote the development and
distribution of dollar-backed stablecoins. The successful implementation of the last point will
additionally create a long-term and significant demand for the debt securities of the US Treasury,
which in turn will strengthen the dominant role of the US dollar in the global monetary system.

As for Japan, the coming to power of a new prime minister, who generally advocates easing
monetary policy, is likely to lead to a continued weakening of the Japanese currency in 2026 to 150-
160 yen per dollar.

The dynamics of the Chinese yuan's exchange rate will be most influenced by the course of the
tariff war launched by Trump against this country, in which China has already shown firmness,
responding with almost symmetrical measures. Reacting to such circumstances, the Chinese
currency mostly strengthened during 2025, from 7.31 to 7.12 yuan per dollar. Since the US-China
trade conflict has not yet ended with any clear agreement, it is most likely that in 2026 the Chinese
authorities will not allow the yuan to weaken in order not to lose in this conflict. Accordingly, the
exchange rate of the yuan against other currencies will symmetrically reflect the dynamics of their
exchange rates against the US dollar.

The currencies of developing countries will additionally be under pressure from the consequences
of the imposition of tariff measures against these countries by the United States as part of a large-
scale campaign to force them to trade concessions. Another source of pressure on the currencies of
a number of countries is the additional duties that the United States imposes as punishment for trade
between these countries and Russia. As happened, for example, with India, which contributed to the
gradual weakening of the Indian currency during 2025 from 86.27 to 88.32 rupees per dollar.

Thus, there are no threats to the dollar's dominance next year. However, its share in international
use is likely to continue the long-term trend of the last decade towards a slow decline.

Inflation. In all developed countries except the UK, consumer price indices continued to decline for
the third year in a row. Global inflation is expected to reach 4.0% in 12 months by the end of 2025,
compared to 4.9% at the end of 2024, while this figure reached 8.9% at the end of 2022. At the
same time, in developed countries, inflation rates have not decreased as quickly this year as
expected in last year's forecast. At that time, inflation in developing countries was forecast to
decrease more slowly this year than it actually turned out to be. However, it is expected that in most
of the leading countries, the downward trend in price increases will continue next year. Thus, the
projected inflation for the end of the year in 2025 and 2026, respectively, will be 2.4% and 2.1% in
developed economies (USA — 2.6% and 2.2%, Japan — 2.8% and 2.0%, Germany — 1.7% and 1.9%,
France — 1.5% and 1.1%, Great Britain — 3.4% and 2.0%). For developing countries, this indicator
is expected to average 5.1% and 4.4% (China — 0.5% and 0.8%, India — 3.3% and 4.4%, Brazil —
3.3% and 3.0%, Mexico — 3.2% and 3.0%).

It should be noted that in 2023-2025, virtually zero inflation in China, reflecting a decline in
demand in this country, was an additional factor in reducing global inflation. However, it cannot be
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ruled out that Trump's excessive fascination with tariff wars, as well as a significant increase in
sanctions against both the Russian oil and gas industry and US tariff pressure on countries that buy
Russian energy resources, may lead to disruptions in the supply of goods, components or raw
materials, and this, in turn, may return global inflation to growth. So, although tensions in the
Middle East have significantly decreased in the fall of 2025, however, due to the aforementioned
US measures, as well as their possible preparation of military operations against oil-producing
countries such as Venezuela and Nigeria, we have not yet seen a significant drop in global
commodity prices, which, in turn, prevents deflationary trends in developed countries from being
pronounced.

Interest rates. This year, the central banks of almost all the leading countries of the world
continued to reduce interest rates. However, the pace of this process varied from country to country.
At the same time, in the United States, the subjective factor of President Trump has been added to
the macroeconomic reasons. The latter not only exerted pressure on the Fed, but also took steps to
find some way to dismiss the current chairman of the Fed ahead of schedule.

Against this background, the US Federal Reserve began reducing interest rates only in September
2025, lowering them in two months from 4.25-4.5% to 3.75-4.0%. In the first half of 2025, the
European Central Bank lowered the rate from 3.15% to 2.15% and kept it unchanged at subsequent
meetings. It is assumed that in this way the ECB completed the cycle of lowering rates, which it
began in mid-2024. In the first half of the year, the Bank of England reduced the rate from 4.75% to
4.0%, but subsequently kept it at this level. The Bank of Japan, which has maintained a negative
rate of -0.1% for many years, moved to a very moderate increase in 2024, bringing it to 0.5% in
January 2025. Then, however, the desire to increase disappeared and the indicator remained at the
achieved level until the end of the year. This year, the People's Bank of China has reduced the rate
only once (in May) from 3.1% to 3.0% for annual loans, and from 3.6% to 3.5% for 5-year loans.
Both are at record lows.

In 2026, the central banks of a number of leading countries are likely to be concerned about the
projected slowdown in GDP growth and, as a result, will be predisposed to lower interest rates.
While in other countries, economic growth is expected to accelerate somewhat, and, accordingly,
the central banks of these countries are likely to maintain current rates. For example, in the United
States, GDP growth is expected to accelerate slightly to 2.1% against 2.0% in 2025, as well as in
Germany and France — to 0.9% in both countries against 0.2 and 0.7%, respectively, in 2025.
Whereas in the eurozone as a whole in 2026 A slowdown from 1.2% to 1.1% is expected. A
slowdown is also expected in China — up to 4.0% against 4.8% this year, in Japan — 0.6% against
1.1%, in India — up to 6.2% against 6.6%. The UK is projected to maintain its current growth rate of
1.3%.

It seems that the dynamics of interest rates of the leading central banks in 2026 may be
multidirectional. For example, the US Federal Reserve, which is under intense pressure from
President Trump, is likely to continue lowering the rate to 3.25-3.5%. While the ECB is likely to
keep the rate at 2.15% unchanged over the next year. In the UK, the rate may remain at the current
level or decrease to 3.75%. In Japan, a rate hike is unlikely, and if the Fed's rate drops in 2026, even
a symbolic rate increase by the Bank of Japan seems almost improbable. In China, the interest rate
is likely to be slightly lowered to 2.9%.
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Based on this, credit conditions in all developed countries are likely to improve next year due to the
concomitant decrease in interest rates on loans. In developing countries, the picture will be
approximately the same, only with a 2-3 times higher loan interest rate.

Gold. In 2025, the price of gold was constantly rising. Having started the year at $2,660 per ounce,
it crossed the $3,000 mark in March. However, the sharpest jump was observed in the third quarter,
when the price reached $4,381 at its peak, and fell to $3,993 in early November.

Although the volume of global gold purchases in the three quarters of 2025 increased by only 1% to
3,717 tons, however, in terms of value, this is 41% higher than the corresponding indicator of the
previous year. The main demand was created by speculative investors (including index funds). In
the 12 months to November 2025, they bought 1,909 tons of gold, which is 74% more than in the
previous period. At the same time, the decline in demand for jewelry gold increased, falling by 19%
year-on-year, taking into account that in the previous period there was also a decrease in this
segment by 12%. At the same time, gold purchases by global central banks increased by 9% in the
12 months to November 2025 and exceeded 998 tons. Since central banks reduced purchases in the
previous period, we can talk about the return of the trend towards an increase in gold reserves from
the monetary authorities.

The main reasons for the sharp rise in the price of gold were investors' nervousness about the
consequences of Trump's tariff wars, as well as increased geopolitical tensions, intensified anti-
Russian sanctions, and the constant weakening of the US dollar against the currencies of major
economies.

As it seems at the moment, all these factors will continue their effect next year, perhaps only with a
slightly lesser force. Therefore, it is likely that in 2026 the price of gold will fluctuate in the range
of 3,600-3,800 dollars per ounce.

Government debts. In the past year, most countries continued to increase government borrowing.
As a result, by the end of 2025, the total national debt of all countries of the world is expected to
reach 95% of global GDP, and in 2029 it will exceed 100%. This is likely to be the highest level of
public debt in the world since 1948, while the share of countries in the global economy whose
public debt exceeds 100% of national GDP will grow, but their number will decrease. First of all,
this applies to the United States and China, whose debt-to-GDP ratio has grown noticeably faster in
the last couple of years than in other major economies. At the same time, in 2024, Germany
switched from a policy of gradually reducing public debt to increasing it.

By the end of this year, the US national debt is expected to grow from 122.3% of GDP to 125%,
China from 88.3% to 96%, the eurozone from 87.2% to 88% (France from 113.1% to 117%,
Germany from 63.5% to 65%), and the UK from 101.2% to 103%.. In Japan, the national debt in
relation to GDP is expected to decrease from 236.1% to 229%.

The main reasons for the increase in public debt are growing spending on items such as defense,
breakthrough technologies (especially for achieving energy independence), stimulating economic
growth, healthcare, and combating climate change. At the same time, for political reasons, the
governments of the largest countries refrain from raising taxes in order to finance the expansion of
these expenditures. Although the tense situation around the US state budget once again arose in the
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fall of 2025, which caused the suspension of its execution, nevertheless, a default on public debt in
both the United States and other major economies is extremely unlikely. This is mainly because
these countries have developed and sufficiently deep (for their debt levels) financial markets.

The situation in Japan usually raises questions, since this country has a very high level of public
debt, and almost all of it was bought by the Japanese central bank, which switched from a negative
interest rate to a moderate increase a year ago. At the same time, although the total national debt of
Japan, for example, in 2024, reached 236.1% of the country's GDP, however, the net national debt,
i.e. excluding highly liquid assets of the Japanese state, such as foreign currency, bonds, etc.,
amounted to only 133.9% of GDP in the same period.

In 2026, the national debt / GDP ratio is projected to grow to 128-130% in the United States, 119-
120% in France, 104-105% in the United Kingdom, and 67-68% in Germany. Japan is likely to
continue reducing public debt to 225-226% of GDP. In developing economies as a whole, public
debt is expected to grow to 75-76%, including in China to 102-105%, and in India, the trend
towards reducing public debt to 80-81% may continue.

Stock markets. This year, the markets were mainly influenced by the Trump factor, which sharply
imposed record trade duties on almost all of his country's main trading partners. This periodically
led to a strong market reaction, accompanied by a significant drop in stock indexes, both among
trading partners and in the United States itself. Nevertheless, by the end of 2025, the main stock
indexes rose, reaching new record heights. Since the beginning of the year, the DJIA has grown
from 42,392 to 47,522, the NASDAQ from 19,281 to 23,724, and the S&P500 from 5,863 to 6,834.

Expectations for 2026 are mixed — on the one hand, Trump has achieved significant preferences
from almost all trading partners, and as a result, record trade duties have been reduced to small
levels. In addition, the agreements reached stipulate that the largest trading partners will invest in
the United States or purchase goods from them for huge amounts of half a trillion dollars each.
Therefore, the dynamics of the stock market in early 2026 is likely to show growth in the wake of
optimistic expectations.

However, since the multibillion-dollar commitments are not fully formulated, there is a risk that
next year Trump may consider that trading partners are not fulfilling their obligations and will
launch a new round of tariffs, which will again lead to turmoil in the stock markets.

Foreign direct investment. According to UNCTAD (January 2025), by the end of 2024, the
growth of foreign direct investment (FDI) flows in the world reached 11%. (The inflows of FDI are
used as an indicator of these flows in the analytical documents of UNCTAD.)

Table 7. Volume of foreign direct investment flows in the world (USD trillion)*

2015 2019 2020 2021 2022 2023 2024 2025 2026

2,2 1,7 0,9 1,7 1,4 1,5 1,5 1,5 1,5

* the inflow of FDI in the world over the relevant years.
Source: UNCTAD World Investment Report; UNCTAD Global Investment Trends Monitor,
NNe48-49; UNCTAD FDI database.
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However, according to more recent UNCTAD data (June 2025), the growth of FDI flows in the
world in 2024 was only 4%, reaching $1.5 trillion (including flows using intermediary countries).
The main recipients are the USA, Singapore, China, Luxembourg, Canada, Brazil (the inflow to
China and Brazil has significantly decreased). Leading exporters: USA, Japan, China, Luxembourg,
Canada.

Moreover, in June 2025, UNCTAD clarified that with the exception of flows through intermediary
countries, in 2024 there was not an increase, but a significant drop in FDI in the world — by 11%, in
developed countries — by 22%, with growth in North America — by 25% and close to zero in
developing countries.

With the exception of this double counting, in the first half of 2025, intercountry FDI flows in the
world decreased by 3%, with a drop of 25% in Europe compared to the first half of 2024. At the
same time, European countries are often a kind of transit point for FDI heading to other countries.

Table 8. Volume of foreign direct investment flows in the world, % of GDP

2015 2019 2020 2021 2022 2023 2024 2025 2026

2,9 1,9 1,0 1,7 1,4 1,4 1,4 1,3 1,2

Calculated from the data of UNCTAD, IMF WEO Database.

Although moderately optimistic estimates and forecasts based on some indicators may seem
justified at first glance, it should be borne in mind that data from international organizations (based
on national statistics) do not fully reflect the negative processes in the field of FDI. Therefore,
experts from international organizations, including UNCTAD, increasingly declare a decrease in
FDI flows, despite some formal indicators of their growth (see above).

The fact is that today, cross-country capital flows are becoming more and more disguised, in
particular, due to the desire of investors to circumvent growing protectionist barriers, sanctions,
anti-sanctions and other obstacles hindering the development of international economic ties. The
true sources and directions of FDI are often hidden, and not only because of the behavior of
investors, as this situation is directly or indirectly facilitated by the actions of the authorities of the
receiving or exporting countries.

In addition, statistical indicators on international financial flows are often reviewed and clarified by
experts.

The world continues to experience significant conflict at the geopolitical and regional levels,
increased volatility in financial and other markets, high uncertainty in making investment decisions,
and other factors that have hindered FDI flows in recent years. An increase in tariffs in the United
States may also have a negative impact. These tariff measures can negatively affect international
trade and the development of global value chains, as well as the global economy as a whole. The
US tariff measures can further strengthen the shift away from global value chains towards regional
or even national chains.

With this in mind, cautious estimates and forecasts of FDI flows in the world in 2026 seem more
reasonable, despite some positive factors in the field of FDI due to both improved credit conditions
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due to the transition of many central banks to lower interest rates and structural changes in the
global economy.

The drivers of FDI growth, in particular, may be the semiconductor sector, the development of
information technology, as well as the sector of technologies using artificial intelligence (Al),
which is increasingly attracting the attention of businesses and regulators. However, in general,
taking into account the noted negative factors, cautious estimates and forward-looking targets for
FDI flows in the world in 2026 seem preferable, i.e., we should most likely expect FDI volumes to
be approximately the same as in the previous two years. At the same time, the percentage of FDI
flows to GDP may be even lower than in 2023-2024 and more than two times lower than in 2015.

Risk concentrations — 2026. Two sources of uncertainty. Firstly, the situation around Ukraine may
end in a settlement, which will lead to a sharp increase in all global financial markets, as well as a
drop in gold and oil prices. However, in order to achieve this on favorable terms for Ukraine,
Western countries may again seriously tighten sanctions both directly against Russia and against
third countries trading with Russia. In this case, the markets will be covered by a wave of
stagnation, and the prices of gold and, possibly, oil will rise.

The second source is President Trump, whose strong desire to achieve trade preferences from all
countries could trigger a new round of tariff wars and, as a result, have a depressing effect on the
global monetary and financial system.
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ENVIRONMENTAL FACTOR: INTERNATIONAL ASPECTS

The consequences of climate change, combined with global technological, geopolitical and
demographic transformations, will occupy priority positions among the major challenges to global
sustainable development. Over the past two decades, environmental risks in general, from the
increasing scale of natural disasters to environmental pollution, have consolidated their status on the
international agenda. They continue to be one of the constant sources of serious concern for the
international community regarding its vulnerability to global risks and require urgent
implementation of certain actions at various levels. The transition from global conceptual
discussions about their structure, directions, dynamics, differences in the approaches of participants
to solving problems, to actions for their practical implementation is becoming a feature of the
modern stage. A characteristic feature of this process will be the continued improvement of the
system of interaction between States and the development of international environmental regimes
providing for a combination of global and regional mechanisms, based in turn on the consolidation
of national and local actions of their participants to reduce the dangerous consequences of
environmental risks and vulnerability of society.

The ranking of global environmental challenges shows that the effects of global climate change and
the implementation of international policies and measures to limit greenhouse gas emissions,
combined with measures to adapt and reduce damage and losses from climate change and natural
disasters in both developed and developing countries, will continue to be among the top priorities in
the near future. The results of the analysis indicate transformational changes in the design-
implementation system of multilateral sustainable development regimes. At the same time, they
testify to the latest innovations in the interaction of the countries of the Global North and the Global
South in the field of the global climate agenda and the implementation of the provisions of the
international regime on climate change within the framework of the United Nations Framework
Convention on Climate Change (UNFCCC). To date, the role of developing countries in
multilateral cooperation and their influence in decision-making within the framework of climate
diplomacy have increased significantly. This trend will continue for a long time.

An important driver in this process was their pressure using approaches/principles of international
responsibility and compensation for damage caused by the effects of climate change. A recent and
rather unexpected practical result of the UNFCCC negotiation process is an increase in annual
international assistance to the most vulnerable, least developed and island States by at least three
times by 2035 to ensure their resilience to climate risks. According to international estimates, such
resources are necessary for the implementation of actions primarily to reduce the risk/damage from
natural disasters. The ultimate and rather ambitious goal is the international mobilization of annual
climate finance in the amount of $1.3 trillion. There is a clear twofold motive for a sharp increase in
the quantitative parameters of climate assistance. Thus, (a) the goal of building national capacities
of developing countries to reduce their climate vulnerability is combined with (b) the goal of
strengthening their still insufficiently active involvement in the process of implementing the norms
of the multilateral climate regime and fulfilling their national obligations. At the same time, in the
near future, North-South climate assistance will be one of the important tools for multilateral
cooperation in the implementation of the main goals of global sustainable development.
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Over the past two years, there have been major changes in the North-South multilateral climate
assistance regime. They point not only to recent quantitative, but also to qualitative changes in its
structure, directions, tools and participants. Among the important short stories: 1) financial aid
flows are increasingly being combined with the transfer of technologies, competencies, and data for
the implementation of specific climate actions; 2) the range of climate donors has expanded,
previously limited by the list of developed countries from Annex 2 of the UNFCCC: it now
includes participants in South-South cooperation; 3) diversification of the aid structure, with the
expansion of previously traditional multilateral official development assistance (ODA) at the
expense of other sources and types of assistance, including private financing, bilateral aid, carbon
markets, debt offsetting; 4) development of standards for facilitated and accelerated access of
recipients to multilateral assistance through climate funds and development banks, and There are
also criteria for matching aid recipients; this becomes especially important in emergency situations
of natural disasters.; 5) Coordination and institutionalization of the multilateral climate assistance
system, including the expansion of the coordinating role of the UNFCCC regime in this process and
the establishment in 2023 of a new multilateral Fund for Responding to Loss and Damage with
headquarters in the Philippines. The Fund's Board includes 26 representatives from developing (14)
and developed (12) countries. As of the beginning of 2025, total declared contributions to its budget
from donors amounted to about 741 million dollars, and it is planned to start implementing its pilot
projects in the near future.

The combination of these innovations can simultaneously contribute to achieving the intended goals
of mobilizing annually increasing amounts of resources. Changes in the accounting system for their
sources, expansion of the base and content of aid will help facilitate the fulfillment of the stated
donor commitments by 2035. Detailed discussion and institutionalization of all these innovations
were continued at the next COP30 International Climate Conference in Belem, Brazil, held on
November 10-21, 2025. The main joint initiative, the Baku—Belem Roadmap, was developed for
this session. Its purpose is to summarize the results of the main decisions of the last two annual
conferences regarding the possibilities for achieving the final goal of annual mobilization of climate
resources in the amount of $1.3 trillion in the future, based on the interim target of § 300 billion
approved last year at COP29 in Baku. It is assumed that its achievement will be realized through the
application of a package of the above-mentioned innovative approaches and tools for accounting for
climate assistance. According to preliminary data, approximately half of the targeted international
resources can be secured through the mobilization of private funds, and the rest through bilateral
concessional financing, multilateral development banks and climate funds, carbon markets, debt
offset and other financial products.

According to expert estimates, the joint agreements of the parties recorded at COP30 may have an
impact on the global economy and business, as changes are expected in the institutional framework
and configuration of interaction between participants within the framework of the international
climate regime and global sustainable development. The structure of the COP30 was based on the
use of a new approach, the so-called scheme of interconnected "four circles" (Four Circles
Approach). This made it possible to coordinate and take into account the contribution of politicians,
finance ministers, the expert community and the public to making final international decisions
within the framework of climate diplomacy; in parallel with the main events of COP30, they
discussed special issues regarding priority ways to solve the problem.
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During 2025, the maneuvers of the American administration on institutional reforms of the federal
system of public administration in the United States, including the dismissal of more than 300
thousand employees of federal agencies, attracted the close attention of the world community. At
the end of April 2025, the US State Department began to abolish the Office of Global Change.
Among its functions were participation in international climate diplomacy and the negotiation
process, as well as the implementation of the relevant government research program. As a result,
there have been major changes related to U.S. participation in international climate negotiations,
multilateral cooperation, and the provision and structure of multilateral climate change assistance;
many climate projects involving the United States have been suspended.

Among the features of the United States' participation in multilateral climate negotiations is the
absence of a top—level American delegation to COP30 in Brazil and representation from federal
agencies in it. However, it consisted of about a hundred representatives from regional and local
authorities, municipalities and cities, and non-governmental organizations. To date, the United
States has not yet withdrawn from the UNFCCC, retaining its membership and voting rights, as
well as national responsibility for climate reporting and other obligations. However, for the second
time, Trump initiated the country's withdrawal from the Paris Climate Agreement, which is
expected to take place this time from January 27, 2026. In this case, the specifics of the legal
procedures differ from the contractual legal norms of withdrawal from the convention itself, which
include approval by two-thirds of the votes in the Senate.

The new official approach of the Trump administration is a more aggressive climate policy and
measures compared to his previous presidential term, based on his choice of a special emphasis on
the possible but relatively few advantages and benefits of global climate change. This has caused
serious criticism both within the country and from the international community, since the main
focus of the international climate regime is to diversify and strengthen cooperation between
countries and individual groups of stakeholders in jointly achieving common goals of preserving the
global climate and reducing the vulnerability of the world community to its negative consequences.

Recently, in its new climate policy, the United States has used a combination of international
lobbying tools, threats, and economic sanctions to influence countries' efforts to reduce global
emissions, as well as other multilateral environmental initiatives. Among the latter are recent
failures in the formation of international environmental regimes, including a promising plastic
treaty, due to the refusal of the American side to agree on any restrictions on its production. There is
also US pressure on European partners against a number of previously promoted green initiatives,
including stricter corporate regulations on environmental factors and human rights in international
supply chains. Recently, the development of the IMO (International Maritime Organization)
international agreement on regulating emissions from shipping on the high seas was put on pause as
a result of lobbying and threats from the United States to impose restrictions on access of foreign
vessels to American ports, visa issuance and other sanctions against dissenters.

Representatives of the Trump administration rely heavily on populist approaches, pointing out that
their new climate policies and measures will limit consumer spending and damage American
industry. As White House Speaker T. Rogers recently stated: "Trump cannot jeopardize our
economy and national security in order to achieve vague climate goals that destroy other countries
at the same time. By not participating at the highest level in the annual COP30, he plans to increase
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his influence on the trajectory of global climate action, including attempts to convince other
countries not to participate in useless energy transition." Such rhetoric makes a serious mistake
based on the persistent disregard of completely opposite assessments and conclusions of world
science about the results of climate change.

The vacuum that has arisen in the current global system of multilateral climate cooperation due to
the particular positions of the American administration has created new prospects for the actions of
other members of the world community. There is a consolidation of leadership on the part of the EU
and China in the framework of the global climate agenda, with special emphasis on international
cooperation on adaptive management and low-carbon transition, including renewable energy
sources, carbon markets, reducing methane emissions, as well as in the development of a global
green economy. In the near future, these countries are expected to fill the gap in multilateral
cooperation and present their updated climate goals for the future.

In 2025, the first full 10-year implementation cycle of the Paris Climate Agreement was completed:
member States are now required to provide updated national NDC commitments (Nationally
Determined Contributions) for the next period, as well as plans to apply tools to reduce greenhouse
gas emissions and adapt to the effects of climate change. So far, not all parties have provided the
necessary information: as of mid-November 2025, 108 states have submitted new NDC in
accordance with the standard format of the international register, including details of national
strategy and climate policy, investments, regulatory system, planned mitigation and adaptation
measures; the rest have yet to complete work on strategic planning and international reporting.
Thus, the EU is one of the world's main sources of greenhouse gas emissions, and on the eve of
COP30, it submitted its updated NDC to the UNFCCC secretariat. It sets an approximate goal of
reducing total greenhouse gas emissions by 66.2—-72.5% from their 1990 baseline by 2035, with
carbon neutrality achieved by 2050. China also updated its national climate targets by 2035,
providing its NDC in early November this year. By this time, it is planned to achieve a 7-10%
reduction in greenhouse gas emissions from their expected peak level around 2030 (with the
achievement of climate neutrality by 2060), including by increasing the share of wind, solar and
non-unearthed energy sources.

Sustainable financing 2025-2026. 2025 was the fifth year in a row in which the issue of
sustainable bonds will amount to about $1 trillion. At the same time, as in previous years, the main
share of sustainable bonds is accounted for by green ones, which even showed a slight increase in
the first half of 2025. The certain stagnation of the sustainable bond market is due to continuing
challenges: geopolitical tensions, instability of the global economic situation, high interest rates, as
well as stricter regulatory standards, primarily regarding ESG criteria (environmental, social,
governance) and information disclosure. Nevertheless, it is positive that investors remain confident
and continue to buy green and sustainable bonds.

Among the positive factors, one can note the approach of the date of achieving carbon neutrality in
many European countries; the developing downward trend in interest rates, which usually
contributes to the growth of the bond market; the active use of new financial instruments:
transitional and blue bonds, as well as the so—called leverage finance — leveraged financing that is,
the attraction of borrowed funds to invest in assets that will potentially bring more income than the
amount of debt and interest on it.
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According to the CBI (Climate Bonds Initiative), at the end of the first half of 2025, the
accumulated volume of issued sustainable bonds since 2020 amounted to $6.2 trillion, including
$3.8 trillion in green bonds. The trends of the last year remain in the market structure. Green bonds
prevail, which, in addition to their own standard category, are also part of sustainable bonds along
with social ones. In the green section, the main currency of the issue continues to be the euro —
51%, followed by the US dollar — 17%, and the third currency is the Chinese yuan — 13%. The main
issuers in the sectoral context are government-backed enterprises, financial and non-financial
companies, the share of each of which ranges around 20%. An important feature of 2025 was the
increase in emissions from development banks, both multilateral and national. The noticeable jump
in the activity of these institutions in the sustainable bond market (their share has grown to 21%)
fully fits into the trend of recent years, when ideas about the need to increase the capital and
financial activity of multilateral and national development banks in conditions of a shortage of
resources from other sources are being promoted at various levels. Among the leaders is the
European Investment Bank, which issued $19 billion in the first half of 2025. At the end of 2024
The European Standard for Green Bonds, a voluntary gold standard that issuers can use in their
transactions, has entered into force. Already in the first half of 2025, 9 European issuers
representing industries such as utilities, real estate transactions, energy infrastructure, and others
met this standard. However, the attitude of market participants towards it, as well as towards other
strict regulatory measures, is not unambiguous. On the one hand, standardization helps issuers and
investors to more clearly define the intended use of funds, and on the other, the need to comply with
strict and difficult-to-define standards makes it difficult to carry out a transaction.

Decarbonization continues to be the leader in the sectoral structure of green financing, primarily
renewable energy sources (RES) (35%), environmentally friendly transport (19%), and green
construction (18%). However, the importance of preserving ecosystems and biodiversity, as well as
water and land resources, continues to grow, which is especially important for Latin American,
Asian, and African countries.

In 2025, transitional financing remains in the focus of attention of both issuers of green bonds and
banks providing green loans. The challenge remains to reach consensus on the standardization of
these products, as the criteria for their inclusion in the green taxonomies vary from country to
country and region to region. The active green issuers are the countries of Pacific Asia, among
which Japan, China and South Korea are the leaders. But other states are also joining in, in
particular the ASEAN countries, which have adopted their own green taxonomy. Given the
widespread use of hydrocarbons in the economies of these countries, the number of issuers in this
region will continue to increase.

With the increase in physical losses from natural disasters, which particularly affects developing
countries with low and middle per capita incomes, the issue of financing adaptation and resilience
to the effects of climate change (Adaptation & Resilience) is becoming increasingly important,
which in its importance for individual regions is approaching decarbonization, but at the same time
significantly lags behind in scale. According to experts from the largest French bank BNP Paribas,
since investments in adaptation are investments in public goods and public infrastructure, leadership
here should belong to states and their agencies, as well as supranational organizations, including
IBRD. IBRD is expanding its activity in this area, but this is not enough to bridge the significant
gap between supply and demand.
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In 2025, the issue of green securities backed by assets of companies (asset backed bonds — ABS)
continued to develop. At the same time, an important feature was a significant increase in the share
of data centers in the total volume of bonds issued. From a country perspective, the United States
and Germany have become leaders, and this is despite the negative attitude of President Donald
Trump and a significant decrease in investment in ESG projects in the United States. An example is
the American Switch data center, which uses the latest technologies based exclusively on renewable
energy sources (RES) to work with artificial intelligence. In February 2025, Switch issued $2.4
billion worth of green ABS, and since 2024 it has raised a total of $20 billion through sustainable
financial instruments.

Overall, 2025 largely continued the trends of 2024, with an emphasis on the further development of
new financial instruments and the development of standards to minimize the risks of their use. In
quantitative terms, 2026 is likely to remain at the plateau of previous years, but in qualitative terms,
experts expect a reboot and even more active use of innovations, including Al to create databases
on sustainable financing in order to improve the effectiveness of regulation and supervision.
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FORECAST OF THE TRENDS IN THE MAIN RUSSIAN EXPORT MARKETS
Food markets

2025 marked the fourth consecutive year of improvement in the global food economy and global
food security after the negative post-covid peak of 2021 (697.5 million people, or 8.8% of the
world's population, were hungry at that time). However, the positive dynamics were clearly
insufficient to achieve zero hunger in the world by 2030 and even to return to the indicators of
2015, when the UN declared this goal (SDG 2), based on the reduction of hunger in the previous
decade. At the beginning of 2025, the average number of hungry people in the world was 673.2
million. (8.2% of the world's population) compared to 584.1 million (7.5%) in pre-covid 2019 and
577.4 million (7.7%) in 2015. The regions of the Global South remained dominant among the
hungry: Asia (47%), Africa (45%), Latin America and the Caribbean (5%). Africa was the "leader"
in terms of the proportion of hungry people in the population (more than 20%), 2.5 times higher
than the global average, three times higher than Asia, and four times higher than Latin America and
the Caribbean. The indicator of moderate and acute food insecurity remains very high. At the
beginning of 2025, the global average was 28%, just 0.9 percentage points below the "peak" of
2021, remaining 1.1 times worse than in 2019 and 1.3 times worse than in 2015. Moreover, in rural
food—producing regions, the proportion of people suffering from food insecurity is almost 1.2 times
higher than the average for the general population and 1.3 times higher for the urban population.
The scale of food insecurity is growing in Africa (twice the global average in early 2025), gradually
decreasing in Asia (1.2 times lower), Latin America and the Caribbean (1.1 times lower), and is
practically stable in North America and Europe (3.5 times lower than the global average).

The situation with the economic availability of a healthy diet is ambiguous. Over the past four
years, the number of people who cannot afford such a diet has decreased absolutely and relatively,
and at the beginning of 2025 amounted to 2.6 billion people — almost 32% of the world's
population. If current trends continue, the number of hungry people in the world may reach about
660 million in 2026, and by 2030, according to UN FAO estimates, instead of zero hunger there
may be 512 million (6% of the population) hungry people in the world, 60% of them in Africa.

Mitigation, and even more so a significant change in the situation, presupposes targeted national
and international efforts (including large-scale assistance to vulnerable countries) to achieve
sustainable development of global production and trade in agricultural raw materials and processed
products. First of all, these are proactive response measures to prevent and escalate food crises, as
well as systemic adaptation to the impact of a number of negative factors: long-term natural and
biological (extreme climatic events and outbreaks of diseases of crops and animals), medium-term
economic (deterioration of the economic situation, primarily in agriculture, disruption of the
transport and logistics system of the global agro-food industry trade), medium- and short-term
(internal and international conflicts, especially military-political ones).

In recent years, the influence of the conflict factor has increased. According to the FAO, the main
cause of the current food crises is conflicts affecting almost 70% of the least well—off population.
According to the Global Peace Index (which evaluates the degree of "global peacefulness"), by
mid—2025 there were 59 conflicts in the world, the highest number since the end of World War IL
Moreover, 87 countries (or 44% of countries with the status of members or observers in the UN) are
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involved in conflicts outside their borders. The Middle East and North Africa remained the least
"conflict-resistant" regions, as well as sub-Saharan Africa (where the proportion of hungry people
in the population is twice as high as in the global population) and South Asia (the proportion of
those who do not have a healthy diet is twice as high as the global average). Conflicts undermine
the development of national agriculture, the delivery and distribution systems of external food aid in
countries in need, and hinder international trade. So, in the first half of 2025 conflicts have
jeopardized the provision of critical assistance by the UN World Food Program to six countries
(Afghanistan, Haiti, DR Congo, Somalia, Sudan and South Sudan), where the number of hungry
people has exceeded 80 million. The civil war unleashed by the Houthis in Yemen brought almost
40% of the country's population to the brink of famine, and their terror in the Red Sea disrupted the
logistics of the global food economy, reducing the number of ships passing through the Suez Canal
by 1.5 times in 2023-2025, including those carrying grain and mineral fertilizers. In 2026, despite
the efforts of the international community to resolve conflicts, their negative impact is unlikely to
weaken significantly. So, in Nigeria, Sudan and South Sudan, it can cause food insecurity among
about 40 million people.

In the natural, climatic and biological aspects, the negative impact of global warming on global
production and trade in agricultural and food products remains. Until the fourth quarter of 2025, the
climate remained in a "neutral phase", there were no alternating megaclimatic phenomena El Nifio
and La Nifia, which, respectively, contribute to an increase and decrease in temperatures on the
planet, provoking weather extremes. However, the general trend of climate change persisted,
causing hurricanes and storms, frosts and heat waves, severe droughts and floods in a number of
important food-producing and consuming regions of the world, sharply increasing the volatility of
agricultural production. In the first half of 2025, insufficient soil moisture, droughts and heat stress
affected crops of wheat, corn, soybeans in China, the EU, Ukraine and Russia; sugar beet, potatoes
and sunflower in the EU. The Mediterranean region (including Spain, Italy, Greece and Turkey)
experienced an unprecedented severe heat wave. Temperatures in some areas exceeded 46°C, which
had a very negative impact on the cultivation of corn, olives, grapes, fruits and vegetables, as well
as a number of livestock industries. In the foreseeable future, this may lead to a change in the
structure of regional food production. Hurricane Melissa, which struck Cuba and other Caribbean
Islands in October 2025, caused severe damage to crops, livestock farms, and agricultural
infrastructure, dramatically exacerbating the food situation. In Haiti alone, 1.4 million people, about
12% of the population, faced severe food shortages.

Weather fluctuations (including an increase in temperature combined with heavy rains) have led to
an increase in pests and diseases that reduce crop and livestock production, even in a number of
economically developed countries. In 2025, ideal weather conditions were created for the breeding
and invasion of crop-destroying locusts in Algeria, Tunisia, Libya, Mauritania, Mali, Chad, Niger,
as well as in other places along the northern border of the Sahara and in Saudi Arabia, with conflicts
in these regions hindering the fight against locusts. It is predicted that up to 1.5 million people will
experience food shortages in Madagascar by the beginning of 2026 due to drought, cyclones and
locust infestations. Locusts threatened grain and sunflower crops in the southern regions of Ukraine
and grain crops in the east of Australia. At the beginning of 2025, due to weather extremes, cocoa
production in West Africa decreased, although the situation later stabilized. Due to poor harvests in
Brazil, a 12% reduction in the Arabica coffee harvest is projected for the same reasons, accounting
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for 60-70% of global coffee production. In animal husbandry, in the first three quarters of 2025,
outbreaks of the most dangerous disease for pig farming, African swine fever, occurred in Asia —
India, South Korea, Indonesia, the Philippines and Vietnam, where about 700 thousand pigs had to
be destroyed. In the EU, more than 28,000 pigs have been destroyed in Estonia alone — 9% of the
livestock. Outbreaks of highly pathogenic avian influenza observed in 10 EU countries and the UK
threaten almost two thirds of global egg exports.

Climate change is increasingly affecting the world's leading food producers — economically
developed countries located mainly in regions with more favorable natural conditions for
agricultural production. For example, in the EU, against the background of faster-than-average
global warming, the associated average annual losses of agricultural products exceed 28 billion
euros, about 6% of the annual volume of agricultural production.

Developed countries still have sufficient financial and investment resources to cover the
corresponding losses and restore food production, but such compensation is becoming increasingly
burdensome even for the budgets of the European Union and the United States. The draft EU
budget for 2028-2034 assumes a reduction in "protected expenditures" on General Agricultural
Policy by more than 25% (by about 80 billion euros), which is clearly not offset by a doubling (to 6
billion euros) of the reserve to support farmers in emergency situations. U.S. Department of
Agriculture in 2025 abolished the program to support climate-optimized agriculture worth more
than $3 billion.

In developing countries, primarily in Africa and a number of Asian regions, such resources are
limited and do not allow for a sufficiently rapid response, much less to pre-empt the volatility of
production and trade of a number of important agri-food products (corn, soybeans, rice, sorghum,
sugar), compensating for farm losses. This is especially alarming against the background of fears of
a possible change in the neutral climate phase in 2026 by alternating La Nifia and El Nifio
phenomena, causing temperature and weather anomalies that negatively affect the global food
economy, especially in the countries of the Global South.

In 2025, the negative effect of bioclimatic and conflict factors was exacerbated by the uneven socio-
economic development of the countries. For example, in Eastern and Southern Africa, more than
100 million people are experiencing food insecurity in 2025 due to the superimposition of the effect
of macroeconomic stress factors on the impact of natural and climatic shocks. Moreover, this trend
is likely to continue at least until the middle of 2026, doubling the region's need for food aid
compared to the average over the past five years.

Overall, most national and global food systems remained insufficiently sustainable, and food was
relatively expensive for consumers, especially in poor countries. According to the World Bank,
food price increases exceeded 5% in about 53% of low-income countries, 46% of lower-middle-
income countries, 50% of upper-middle-income countries and 20% of high-income countries, with
this share falling only in the first category of countries. In 65% of the world's countries, food
inflation outstripped overall inflation in real terms. Such trends are quite stable and will obviously
continue in 2026.

However, even with the negative effect of the above factors, in the 2025/26 agricultural year,
according to the FAO, there are trends towards stabilization and growth in the main sectors of the
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global agri-food industry as a whole. In crop production, a good (2.1%) increase in harvests of the
main types of cereals (including rice) is expected, and for corn, rice and sorghum — to record levels.
A record harvest is also possible for oilseeds as a whole (an increase of 3%), with an increase in
soybean production offsetting a slight decrease in sunflower and rapeseed harvests. An increase in
the production of vegetable oils is also predicted, due to an increase in the production of soybean oil
and the restoration of palm oil production. A reduction in production is only possible for sugar due
to a reduction in sugar cane harvests. A small (0.6%) increase in meat production is expected in
animal husbandry, primarily due to an increase in poultry production, while pork and lamb
production volumes stabilize and beef production decreases. A moderate increase of 1% is expected
in the production of milk and dairy products. The global positive food balance is provided by
traditional agri-food producers and exporters. Wheat — Russia, EU, USA, India; corn — Brazil, USA,
EU, Ukraine; rice — China and other Asian countries; soybeans — Brazil and USA; rapeseed — EU
and Canada; sunflower seeds — Russia and the countries of the Black Sea region; meat — Brazil,
USA, China, EU, Oceania; milk and dairy products — India, Brazil, USA, Europe and Oceania.

The agricultural year 2025/26 is expected to be generally acceptable for the Russian agro-
industrial complex. In crop production, despite adverse weather conditions in a number of key
agricultural regions (for example, in Southern Russia, frosts and drought led to the loss of more than
12% of the grain harvest), a significant (although slightly lower than the average for the last five
years) grain harvest is expected — more than 138 million tons, including wheat — over 88 million
tons. With a slight decrease in rice harvests and the stability of sunflower harvests, an increase in
the production of sugar beet, barley, rye, soybeans, rapeseed, as well as an increase in sugar
production and a slight decrease in sunflower oil is expected. In general, Russia is likely to maintain
a good position in global production (taking into account the EU as a single producer) of a number
of important crop products: wheat — 4th place, barley and rye — 2nd, oats — 3rd, corn — 11th,
sunflower, sunflower oil and sunflower feed — Ist, sugar — 8th place. In the 2026/27 agricultural
year, an increase or stabilization of the harvest of the main grain and oilseed crops is expected,
although adverse weather conditions and low profitability of a number of crops may make negative
adjustments to the sowing and harvesting campaigns.
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Table 9. Production and export of grain and sunflower oil*, million tons

2022/2023 | 2023/2024 | 2024/2025 | 2025/2026
World
Grain production, 27934 2 855,5 2 8527 29114
including wheat 803,1 791,9 797,7 800,1
Grain exports, 476,9 513,4 478,2 487,1
including wheat 200,0 209.,6 193,3 200,6
Sunflower oil production 21,5 22,1 20,1 21,3
Sunflower oil exports 13,9 15,3 13,1 13,6
Russia
Grain production, 121,4 157,7 147,0 138,5
including wheat 76,1 104,2 92,8 88,5
Grain exports, 38,1 60,0 65,0 56,0
including wheat 33,0 44,0 49,0 45,0
Sunflower oil production 5,3 5.9 7,0 6,8
Sunflower oil exports 3,2 39 5,2 4.8
Russia's share (%) in the global
Grain production, 5.6 5,1 4.4 4,7
including wheat 13,0 11,7 10,4 11,1
Grain exports, 12,6 12,7 11,1 11,7
including wheat 22,0 23,4 22,8 21,9
Sunflower oil production 27,5 34,9 343 37,5
Sunflower oil exports 28,1 35 35,9 38,8

* by agricultural years — from July 1 of the current year to June 30 of the following year.

Source: calculated according to the data of the United Nations FAO, the US Department of
Agriculture, the Ministry of Agriculture of the Russian Federation, and industry organizations of

producers of the Russian Federation.

In the final world reserves of wheat, the Russian Federation may take 5th place, rye, sunflower —

2nd, sunflower oil — 4th, sunflower feed — 1st, sugar — 11th.

Certain opportunities are opening up in animal husbandry. Despite some problems, a moderate
increase in meat production in the Russian Federation is likely in 2026, primarily pork and poultry
(with a decrease in beef and lamb production), as well as dairy products, including butter and
cheeses. In terms of pork and poultry production, Russia can take 5th place in the world (including
turkey meat — 2nd place after the USA), beef — 9th place. In terms of milk and butter production,
Russia can hold the 5th place in the world, and cheese — the 3rd place (after the EU and the USA).
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Table 10. Meat production and exports*, million tons

2023 2024 2025 2026
World
Meat production, 3724 378.,2 380,5 383
including poultry meat 146,3 149.8 1524 155
Meat exports, 40,6 42,5 43 43,5
including poultry meat 16,2 16,6 16,9 17,3
Russia
Meat production, 12 12,2 12,4 12,8
including poultry meat 53 5,4 5,6 5,7
Meat exports, 0,65 0,8 0,85 0,95
including poultry meat 0,37 0,43 0,44 0,46
Russia's share (%) in the global
Meat production, 3,2 3,3 3,5 3,3
including poultry meat 3,6 3,6 3,8 3,7
Meat exports, 1,6 1,9 1,9 2,2
including poultry meat 2,3 2,6 2,6 2,7

Source: calculated according to the data of the United Nations FAO, the US Department of
Agriculture, the Ministry of Agriculture of the Russian Federation, and industry organizations of
producers of the Russian Federation.

In general, by the beginning of 2026, Russia will fully provide itself with grain, meat, vegetable oil,
sugar, fish and be as close as possible to the thresholds set by the State Food Program of the
Russian Federation until 2030 for milk, dairy products, fruit and berry products, potatoes,
vegetables.

In the medium term, the fairly steady growth of most types of Russian agricultural products is likely
to continue. According to the forecast of the Ministry of Economic Development of the Russian
Federation, in 2028, compared to 2024, grain production in Russia is expected to increase by 23%,
sugar beet — by almost 17%, sunflower — by about 9%, livestock and poultry for slaughter — by
almost 10% and milk — by about 9%.

This will allow to increase the export potential of the agro-industrial complex of the Russian
Federation. However, its implementation will largely depend on the situation in the global agri-
food market, the degree of its openness, non-discrimination and predictability, including the lifting
of restrictions and prohibitions violating WTO rules, especially Western anti-Russian sanctions. In
2025, the growth in global agri-food trade is likely to be at least comparable to the growth in total
trade in goods (2.4%) and it will again exceed $2 trillion. In 2026 It is possible that this increase
will decrease within the framework of the long-term downward trend in real world prices for
agricultural products predicted by FAO, due to the continued increase in productivity of the
agricultural sector under near-normal weather conditions.

This trend is observed after the peak price level in 2022. In July—October 2025, the general index of
world food prices and prices of all basic products (except vegetable oils) decreased. Compared to
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the price level of 2022, in October 2025, the FAO general food price index was 14% lower, and the
price indices of basic products (except meat) were 5-21% lower.

The situation was aggravated by high transport and logistics costs and distorting barriers to global
trade. Thus, the freight rate for Panamax-sized bulk carriers (carrying large grain shipments)
increased by 31% in September 2025 compared to September 2024. A further increase in global
freight rates is possible due to the trade confrontation between the United States and China. The
number of countries applying restrictions on exports of agri-food products is not decreasing. As of
September 2025, 17 countries (including India, Indonesia, Turkey, and Ukraine) implemented 27
such restrictions (taxes, licenses, and export quotas or bans), including with respect to grain, rice,
palm and sunflower oil, and poultry meat. The lifting of such limits may significantly affect specific
commodity and regional markets, primarily of poor countries in Africa and Asia.

The volatility of global agri-food trade has increased, especially due to the negative impact of the
aggressive trade policy of the new US administration. The "tariff wars" of the United States with
China and the EU have significantly expanded access to their markets for American agricultural
products (for example, China has committed to annually purchase 25 million tons of American
soybeans — about 30% of its total imports, and the EU has relaxed restrictions on imports of meat,
dairy products, vegetable oils, etc. from the United States with an increase in duties on the import of
agricultural products to the United States to 15%). The negative effect of these deals may be felt by
farmers in China and especially in the EU until at least 2029.

The effect of politically motivated sanctions that violate WTO rules and have been applied by the
"collective West" against Russia since 2022 remained negative for the global food economy. Thus,
due to the restrictions imposed by the EU, by the beginning of 2025, its agri-food imports from
Russia decreased by 2.2 times compared to 2022 (to about 1.1 billion dollars). In 2025-2026, this
decrease will continue due to the EU's almost threefold increase in duties on imports from Russia of
most agri-food products. Against the background of the current imbalance between the physical and
monetary volumes of agri-food exports of the Russian Federation, its value in 2025 is likely to
exceed $40 billion. The goal of bringing the value of Russia's exports of agricultural products to
$55 billion by 2030 remains relevant.

In the 2025/2026 agricultural year, Russia is likely to maintain or strengthen its leading position in
the global markets of a number of basic products. In world exports, it can take the 1st place for
wheat, rye — 3rd, barley — 4th, corn — 6th, sunflower and sunflower oil — 2nd, pork — 7th, poultry
meat — 9th, cheese - 8th, butter — 11th place. Friendly countries, including the CIS, Africa, and Asia,
have become the primary focus of Russian export expansion.

The realization of the export potential of the agro-industrial complex of the Russian Federation will
largely depend on solving problems with transport and logistics, exchange rates and settlements
with foreign partners (primarily within the framework of the EAEU and BRICS), as well as the
stability of national regulation of foreign economic relations.
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Oil and gas

Oil. The overhang of oil supply over demand remains in the global oil market (Figure 16). This
overhang decisively explains the low sensitivity of oil prices to the periodic escalation of conflicts
in the Middle East. Even military bombing of Iran has failed to reverse the steady downward trend
in oil prices since mid-2025. The average annual price of a barrel of Brent crude in 2025 is expected
to reach $68-70, compared to $81 in 2024.
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Figure 16. The balance of supply and demand in the global oil market in 2024-2026, million
barrels per day.
Source: CER IMEMO RAS according to the US Department of Energy

The ongoing revision by the countries of the OPEC+ agreement of production ceilings towards an
increase at a faster pace than the agreements reached at the end of 2024 leads to increased
oversupply of the oil market. In 2026, the overhang of supply over demand may reach, according to
estimates by the International Energy Agency, 4 million barrels per day, which is twice the level of
2025. In the case of such a scenario, the oil price may move into the range of 55-60 dollars per
barrel. However, we believe that the price of a barrel will remain in the $60-70 range, tending
towards the lower limit of this range. If the US economy enters a recession, for example, as a result
of the explosion of a stock market bubble, the price of oil may briefly rush to around $40 per barrel.

Gas. In 2025, global demand for natural gas is estimated to increase by 38 billion cubic meters,
which is significantly less than in 2024 (Table 11). The slowdown in growth will be particularly
noticeable in the Asia-Pacific region and North America. In Eurasia, gas demand may decrease
slightly. Gas demand is expected to grow more significantly in 2026, primarily due to the Asia-
Pacific and Eurasian countries. Data centers, especially in the United States, may become a new
major source of demand for gas, or rather gas generation.
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Table 11. Natural gas demand growth by region and country, billion cubic meters

2024 in fact 2025 estimate 2026 forecast

Africa 0 3 5
Asia-Pacific Region 54 6 48

- China 30 5 26
Central and South America 5 0 -2
Eurasia 27 -6 19

- Russia 26 -7 16
Europe 4 15 -12
Middle East 6 11 24
North America 20 8 4

- USA 18 6 3
World 116 38 85

Source: CER IMEMO RAS according to the International Energy Agency.

The volatility of natural gas prices in the United States increased against the background of the
general upward trend in gas prices (Figure 17). Gas prices in Europe and the Asia-Pacific markets

have converged to almost the same level. There are more and more signs that an overhang of supply
over demand is forming in the gas markets, which may push gas prices down. Against the

background of sluggish growth in gas demand, the structural restructuring of the market in favor of

LNG continues at an accelerated pace. A large number of LNG export projects, primarily from the
United States and Qatar, are expected to be commissioned in 2026-2028.
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Figure 17. Monthly dynamics of natural gas prices in the USA, Europe and Japan in January
2019 — October 2025, USD per 1 million btu

Source: World Bank.

European and US sanctions against Russian companies have a significant impact on the
transformation of gas markets. At the end of 2025, the European Union and the United States
entered the final stage of displacing Russian natural gas from the European market. The 19th round
of European sanctions has opened the possibility for natural gas importing companies to terminate
long-term contracts with Russian suppliers, citing force majeure circumstances.
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Forestry, wood and paper products

In Russia, as before, the main export-oriented branches of the timber industry are the harvesting of
coniferous commercial timber?!, the production of softwood lumber??, glued plywood, wood pulp,
paper and cardboard. In 2024, these markets accounted for about 75% of the value of global exports
of all types of lumber products produced by the global timber industry. In Russia, this figure in
2024 was, as before, significantly higher — more than 80%. This role of our country reinforces an
important feature of its forest resources, which are not only the richest in the world, but also mainly
represented by coniferous trees.

In 2024 and 2025, the countries of Western Europe and North America continued to show little
activity in the global markets of lumber and paper products, while their share in the global
production of the woodworking and pulp and paper industries continued to decline. The
abandonment of Russian energy sources has increased the costs of European industries engaged in
the manufacture of lumber, wooden sheet materials, pulp, paper and cardboard.

The U.S. forest products market is projected to grow in 2026, driven by increased construction,
home renovation, and furniture demand. However, the market is likely to face challenges such as
price volatility and competition from alternative suppliers, and potential tariff increases for
Canadian lumber.

The North American wood products market is expected to grow significantly and is projected to
reach $243.9 billion by 2026. This growth will be supported by population growth, an increase in
housing construction, demand for office and home furniture, as well as an increase in the number of
housing renovation and redevelopment projects. The U.S. market remains attractive to foreign
investment, partly due to concerns about possible tariff increases. Some companies open
representative offices in the United States to avoid being squeezed out of the market. The main
concerns are price fluctuations in the North American softwood lumber market, as well as the
possible re-imposition of duties on Canadian lumber and the associated price increases for these
products and competition for alternative materials (metals, synthetic materials based on mineral and
hydrocarbon raw materials).

Russia will continue the process of transition from the foreign market of untreated coniferous
roundwood to the world markets of its processed products, which will be reflected in 2026. This
trend reflects Russia's transition to deepening the processing of its own wood raw materials,
increasing the economic effect of its use and developing foreign markets for wood products. This
was facilitated by the transfer to Russian control of a number of production facilities of Western
timber industry firms operating in Russia before the start of the Ukrainian conflict in 2022.
Swedish, Finnish and Austrian woodworking companies have sold 11 enterprises located in the
Russian Federation. These production facilities mostly continued to operate under Russian
management. A number of foreign companies continued to operate in Russia despite the sanctions,
including the Austrian companies Egger and Kronospan, the Swiss Krono Group, the Turkish
Kastamonu, the German PERI, the Japanese lida Holdings Group.

21 It includes sawmill, plywood ridges, balance sheets for the pulp and paper industry and other types of roundwood
used as raw materials for industrial processing and in construction.
22 It includes boards, beams, sleepers and other sawmill products.
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Construction problems in China and the spurring of mortgage lending by local banks in China had a
negative impact on demand for Russian timber products in 2025. It can be expected that in 2026 the
Chinese authorities will be able to overcome the stagnation in housing construction and,
accordingly, the demand for Russian timber (housing, furniture) will change.

In 2025, China continued to play role of an important engine of global trade in lumber products.
China has found a replacement for Russia as an important seller of untreated softwood raw
materials thanks to purchases in New Zealand and Western European countries. At the same time,
China is showing increasing interest in increasing imports of wood fiber semi-finished products,
instead of unprocessed wood raw materials for paper production (balance sheets, process chips).
This changes the guidelines for the activities of Russian exporters to the Chinese market and
stimulates the development of related industries in the Russian Far East.

The situation in the global pulp and paper industry in 2025-2026 will continue to change as part of a
global long-term trend: a reduction in the production of writing and printing paper (newspaper,
magazine, etc.) and an increase in the use of electronic mass media. This trend has also manifested
itself in the Russian Federation. At the same time, the consumption of sanitary and hygienic and
household grades of paper, certain types of cardboard, special grades of paper, as well as pulp,
including fluffed and soluble, continues to grow.

Experts' estimates indicate a return to the downward trend of the paper and cardboard market in
2025-2026 in Europe and North America. Thus, it can be expected that the production of paper and
cardboard will decrease by 1.5% in 2026.

In the industrialized countries of the world, in 2025-2026, the process of structural adjustment of
the pulp and paper industry should be expected to continue. This restructuring implies a
reorientation to viable segments of the paper and cardboard products market, as well as to products
produced through the so-called "wood biomass refining" and nanotechnological processing of wood
raw materials. In order to reduce the cost of paper and cardboard products, it is possible to continue
transferring production facilities to countries in South America that are attractive to capital (Brazil,
Chile, etc.). Scientific and technological progress in the use of wood raw materials, as the Japanese
experience shows, allows us to expect the development of wood production using nanotechnology
methods of a new class of so-called nanofibers, which can give impetus to new industries to
produce materials with new properties (high flexibility, strength, etc.) capable of displacing plastics
from a number of fields of use. This creates favorable prospects for the restructuring of the global
pulp and paper industry and its growth.

The pulp and paper industry in China, which has become the world's leading producer of paper and
cardboard, has undergone significant changes in recent years. Firstly, there was a deep structural
adjustment of the industry aimed at closing old, small and inefficient production facilities for the
production of paper and cardboard from non-wood raw materials (bamboo, cotton linter, etc.) and
the development of modern large pulp and paper mills using wood as raw materials. Secondly, we
can note the emergence of a new trend in China's import policy, which has become more active in
purchasing marketable pulp on the world market instead of untreated wood in the form of balance
sheets or technological chips.
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In China, in line with global trends in the dynamics of the country's pulp and paper industry,
restructuring continued, aimed at adapting to changes in the nature of paper demand, mainly
expressed in reducing the consumption of information grades of paper. In 2026, the Chinese paper
and cardboard market can be expected to grow slowly by 1.0% in production and 1.5% in
consumption. In Japan, in the pulp and paper industry, markets can be expected to stabilize at the
achieved level in 2026.

The dynamics of global average prices in Russia's main export markets for lumber products in
2025-2026 will reflect a new situation for our country, namely Russia's withdrawal from the global
coniferous roundwood market. We should expect an increase in export prices for wood raw
materials and woodworking products (lumber, glued plywood) in 2026. Russia's role as an
important player in the global coniferous wood market, restraining the growth of global average
prices for export untreated wood, has almost come to naught, as in 2022 Russian prices exceeded
the global average. Global paper and cardboard prices in 2026 may continue to rise in the same way
as it was observed in 2024-2025. According to our forecast, the global average export prices
(Russian prices in parentheses) in the softwood business wood market in 2026 will amount to $115-
125 per cubic meter ($110-120), in the paper and cardboard market — $1250-1350 per ton ($1100-
1200).

Among the factors influencing the dynamics of global lumber markets in 2025-2026, serious
problems in the construction and banking sectors in China have come to the fore. Under these
conditions, the Chinese market has become problematic for Russian lumber and wood slabs and
cannot compensate for losses in Western markets. This could not but affect the current situation and
the immediate prospects of Russian timber production and timber exports.

In this context, Russia's transition to active exports of softwood lumber is particularly important:
their share in Russian exports of the main export lumber products amounted to 46% in 2024,
compared with only 6% for softwood business timber. The share of other main export timber and
paper products also exceeded the share of untreated wood: paper and cardboard accounted for 22%,
glued plywood — 13.3%, wood fiber semi-finished products — 12.2%. Thus, for the Russian
Federation, the situation on the global softwood market is important only as a pricing factor in
industries that consume these raw materials in Russia itself and the possibility of increasing their
global competitiveness due to the relative cheapness of their raw materials. From now on, the factor
of cheapness of coniferous wood raw materials has become not an external (global market), but an
internal competitive advantage for our country (relative cheapening of domestic products of the
timber processing industry).

Among the innovations in Russia's state policy towards its timber industry, one can note the
introduction of new rules on the use of logging waste and mechanical processing of wood. A list of
types of woodworking products was approved, which will be produced from January 1, 2025 by the
timber industry with the mandatory use of a high proportion (95%) of secondary raw materials —
chips, shavings, sawdust and other woodworking waste. This list includes enterprises producing
wood flour, fuel pellets and briquettes, and chipboard. It is noted that these changes will have to
minimize the use of roundwood for the production of by-products.
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The measures taken by the government of the Russian Federation to counteract the negative
consequences of Russia's accelerated reorientation to new markets for lumber and paper products
include the measures taken by the Ministry of Industry and Trade of the Russian Federation to
support the industry. In 2025, a transport subsidy was retained for exporters, which makes it
possible to compensate for part of the logistical costs of shipments abroad. There was also an
opportunity for timber exporters to take advantage of a new transport subsidy from the Ministry of
Industry and Trade, launched in the spring of 2025 to "roll out" international logistics corridors to
friendly countries (issued to logistics operators, valid this year for shipments to several countries in
Africa and Latin America. In 2025, 1.7 billion rubles were allocated for it). It is clear that the
development of new sales markets requires special logistical training and time to settle in them.

Table 12. Production and consumption of conifer commercial timber, million cubic meters

Production Consumption
2024 2025 2026 2024 2025 2026
World 1179,8 1185,7 1192,1 1166,7 1176,1 1206,2
Asia 83,4 83,8 84,8 129.3 130,5 131,5
China 28,8 28,7 28,5 65,3 66,6 67,0
Japan 21,3 20,6 20,6 22,6 21,5 21,5
Europe 498,2 463.,4 470,8 493,8 439,5 444,5
Great Britain 8,7 8,3 8,1 8,8 8,4 8,5
Germany 46,5 40,9 42,5 45,9 39,0 40,0
Russia 167,2 155,2 165,0 166,7 155,0 165,0
Finland 44,3 44,8 45,2 45,1 45,3 45,7
France 17,0 15,4 15,4 16,5 15,3 15.3
Sweden 61,8 58,1 58,1 65,0 61,8 61,8
North America 421,2 420,4 4219 4153 414,8 419,1
Canada 116,5 1154 1154 115,1 114,6 114,6
USA 304,7 305,0 306,5 300,2 302,2 304,5
Table 13. Production and consumption of paper and cardboard, million tons
Production Consumption
2024 2025 2026 2024 2025 2026
World 407,6 403,5 409,9 413,9 411,8 414,8
Asia 210,1 210,8 210,8 2243 224.8 224.8
China 129,7 131,0 130,0 139,3 140,0 140,5
Japan 23,3 23,1 23,1 22,2 22,0 22,0
Europe 96,6 97,5 99,2 90,8 91,6 91,6
Great Britain 3,8 3,9 3,9 7,7 7,8 7,8
Germany 20,8 19,7 19,7 18,1 16,9 16,9
Russia 9,8 9,0 9,5 7,3 7,3 7.4
Finland 8,2 8,2 8,2 1,4 1,3 1,3
France 6,8 6,2 6,2 7.9 7,2 7,2
Sweden 8,8 9,0 9,0 1,3 1,3 1,3
North America 71,5 67,1 67,1 69,8 65,2 65,2
Canada 9,0 9,0 9,0 5,7 5,7 5,7
USA 62,5 58,2 58,2 64,1 59,6 59,6
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STATE AND FORECAST OF ECONOMIC DEVELOPMENT OF THE MAJOR FOREIGN
COUNTRIES

European countries
European Union

The economic recovery and the transition to a more stable growth rate have finally taken place: the
European Union, having adapted to the new geopolitical conditions, has moved to a positive
economic trend. D. Trump's policy has played a positive role for the EU so far, pushing the
integration association's foreign trade ahead of new restrictions. However, in the future, the effect of
American policy is likely to be different.

One should not expect a rapid return to the growth rates of the second half of the 2010s: the
recovery is likely to be slow. The growth of the economies of the European Union and the euro
area, according to the European Commission, released in November 2025, will be 1.3% and 1.1%,
respectively. The main contribution to the economic dynamics was made by the sharp revival of
foreign trade before the entry into force of the US tariff restrictions, investments, declining inflation
and increased availability of capital as a result of the reduction in the key interest rate of the ECB.

The three largest EU economies continue to show weak economic growth rates with a general trend
towards a further slight recovery. Forecasts of a faster recovery of Europe's economic core are once
again not justified. By the end of 2025, Germany is projected to come out of the recession period
with 0.2% GDP growth. Domestic consumption, primarily government consumption, has become
the main driver of the German economy. Hopes are also pinned on government measures, the effect
of which will fully manifest itself in 2026, ensuring a more active recovery for the German
economy. However, problems remain in the construction sector, and the deterioration of the
competitive position of German business in the world leads to negative export effects. D. Trump's
tariff policy remains a significant uncertainty factor.

France is unable to break out of the quasi-stagnation period that began in 2022, when actual growth
rates are lower than potential and fluctuate around the low target of 1% GDP growth per year. The
most important depressive factor has become the increased uncertainty of economic development,
which has, and, apparently, will continue to have a noticeable impact on the behavior of economic
entities. Its most important component is the internal political instability that manifested itself after
the early parliamentary elections in 2024. Their results led to the formation of a fragmented
parliament, in which it is difficult for the executive branch to find a majority for successful
legislative work, and, as a result, a government leapfrog. Failures in the budget process led to the
fact that entrepreneurs and the population did not have a clear idea of the tax collections awaiting
them and public funds coming to them through numerous channels of economic assistance and
social assistance. It is estimated that in 2025 the downward deviation from potential growth was -
0.3% of GDP due to domestic political instability and another -0.3% of GDP as a result of external
uncertainty (aggravation of the geopolitical situation and tariff wars).

The growth of the Italian economy is driven by increased private consumption due to renewed
income growth and increased investment, thanks to the implementation of the recovery plan.
However, like the largest EU economies, the country continues to lose its export positions. Spain,
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having passed the stage of active growth, will enter a period of slowdown. There are also problems
in the export sector, and growth is driven by private consumption and a revival of investment.

All EU countries have overcome the decline in GDP, but weak dynamics is still typical for a
number of countries: Austria, Finland, Estonia. Against the background of rising inflation, weak
domestic demand and restrictions on foreign trade, the Finnish economy is in a difficult situation.
Unlike the Finnish economy, the Swedish economy has managed to reach a more stable trajectory.
Personal consumption has become the main driver of its GDP growth in 2025.

Ireland remains one of the most dynamically developing European economies. By the end of 2025,
the country will demonstrate very high GDP growth rates, although they are inferior to the
indicators of the 2010s. Such significant indicators are provided by both the growth of private
consumption and government spending, as well as the growth of investments, especially in
construction. Exports, which continue to develop dynamically, also played a role: a key part of it
remains exempt from US tariff restrictions. Other countries that continue to show accelerated
economic growth include small economies in Southern Europe: Malta, Cyprus, Croatia, and
Bulgaria, whose GDP growth will exceed 3% by the end of 2025.

The share of the three largest EU economies in the total GDP of the integration association
continues to decline. The share of the eurozone is also decreasing. Problems in the Finnish economy
led to Portugal overtaking it in terms of GDP in 2024. The countries of the eastern flank — Poland,
the Czech Republic, and Lithuania - remain more dynamic.

The predominant role of intra-bloc trade within the European Union in the context of the
development of the single market and integration processes remains, which is more clearly
expressed in import flows. After the surge in 2022, the share of EU imports from outside continues
to decline for the second year in a row and by the end of 2024 reached 38.4% of total imports,
which is one of the lowest rates in the last 15 years. The largest increase in the share of imports
from outside among the main partners was typical for China (21.3% of imports from outside the
EU, +0.7 percentage points compared to 2023), Vietnam (2.3%, +0.4 percentage points), India
(2.9%, +0.3 percentage points), Turkey (4.0%, +0.2 percentage points). The US position remains
stable (13.8%, +0.0 percentage points). The UK continues to be in the downward trend that began
almost a decade earlier, with 6.7% of imports from outside the EU, -0.5 percentage points.
Although the results of 2024 showed an increase in the share of exports outside the EU by 0.8
percentage points to 39.1% of the total volume, the general trend towards a decrease in non-aligned
trade within the framework of export flows remains. Taking into account the current position of the
American administration, a sharp reversal of trends should not be expected. Although the results of
2024 were optimistic: the US share increased by 0.9 percentage points and reached 20.6% of
exports outside the EU. The other key partners also showed positive changes: Great Britain (+0.1
percentage points, 13.2%), Switzerland (+0.1 percentage points, 7.5%), Japan (+0.1 percentage
points, 2.6%). Turkey retained its position (+0.0 percentage points, 4.4%), while China has been in
a negative dynamic for several years: -0.4% percentage points or 8.3% of exports. The current tariff
and other trade barriers on the part of the EU's main trading partners will help maintain the already
established trends in non-aligned trade in 2025-2026, as well as generally affect the economic
dynamics of the integration association.
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Table 14. Forecast of GDP and unemployment dynamics in the EU

Share in
Country EU GDP growth, % Unemployment, %
GDP, %
2024 2024 2025 2026 2024 2025 2026

Germany 24,1 -0,5 0,2 0,8 3,4 3,6 3,5
France 16,2 1,2 0,7 0,9 7,4 7,6 7,9
Italy 12,2 0,7 0,5 0,7 6,5 6,2 6,1
Spain 8,9 3,5 2,8 2,0 11,4 10,5 10,0
Netherlands 6,2 1,1 1,7 1,3 3,7 39 4,0
Belgium 34 1,1 1,0 1,0 5,7 6,0 6,1
Ireland 3,1 2,6 11,1 3,2 4,3 4,6 4,7
Austria 2,7 -0,7 0,4 1,0 5,2 5,7 5,5
Portugal 1,6 2,1 1,9 2,2 6,5 6,3 6,2
Finland 1,5 0,4 0,2 1,1 8,4 9,4 9,0
Greece 1,3 2,1 2,0 2,1 10,1 9,3 8,7
Eurozone-20 84,5 0,9 1,3 1,1 6,3 6,3 6,2
Poland 4,7 3,0 3,3 3,2 2,9 2,9 3,1
Sweden 3,1 0,8 1,3 2,4 8,4 8,9 8,4
Denmark 2,2 3,5 1,9 2,0 6,2 6,1 6,1
Romania 2,0 0,9 0,8 1,3 5,4 6,0 5,8
Czech Republic 1,8 1,2 2,4 2,1 2,6 2,7 2,6
EU-27 100 1,1 1,4 1,3 59 59 59

Source: data for 2024 — Eurostat, forecast for 2025 and for 2026 — IMEMO RAS.

The Trump administration's declared intention to raise customs tariffs immediately increased the
uncertainty of economic development. The conclusion of an agreement between the EU and the
United States removed this uncertainty and prevented the devastating consequences of a trade war.
At the same time, conditions for European exporters worsened, as the agreement included a
unilateral increase in customs duties levied on them, which implies different degrees of influence on
European countries. In particular, for French goods, the increase in duties amounted to about 10%.
The direct negative consequences of unilateral concessions in the trade standoff are estimated as
insignificant for France: -0.13% of GDP for 2025-2026. The fact is that the weight of the United
States in French exports is low (5-7%), and its main component is aerospace products, wines and
alcoholic beverages, pharmaceutical products and cosmetics, which are beyond the scope of tariff
tightening.

The EU economy has not yet reached a stable trend. Industrial production is subject to negative
processes, producer prices continue to rise. Switching economies to military tracks as one of the
ways and hopes for a revival of economic growth in general and industry in particular is not
happening. The issue of bankruptcies, although weakened, has not disappeared from the European
economic agenda. On the other hand, the European Union has managed to demonstrate some
recovery in labor productivity dynamics, although it is premature to talk about the sustainability of
such a trend and the transition to steady growth. Monetary policy gives a positive impetus to
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economic dynamics. The ECB's repeated rate cuts were followed by lower interest rates on
commercial bank loans. However, obstacles to lifting the previous restrictions remain in some
European economies. In particular, in France, the monetary policy transmission mechanism was
malfunctioning, as rates on long-term debt obligations were not adequately reduced, which is
attributed to the persistence of strict conditions for the placement of government bonds. As a result,
credit conditions in the real sector have improved less than might have been expected.

The shortage of financial resources and their redistribution among the priorities of the EU remains
one of the urgent problems of the integration association. Financial imbalances caused by
emergency needs, including military objectives, persist against the background of political
instability in some major European economies, and are getting worse in some areas. Public debt
continues to grow: the average for the EU in 2025 will be 82.8%, in the eurozone — 88.8%. In 2026,
a further increase is expected: to 83.8% and 89.8%, respectively. According to the European
Commission's estimates, the weighted average budget deficit will amount to 3.3% in the European
Union and 3.2% in the eurozone, with a subsequent increase in 2026 to 3.4% and 3.3%,
respectively. A year earlier, it was predicted to decrease, but the EU's policy on political priorities
continues to affect the economy and finances. At the country level, Belgium and France have the
most difficult public finance situations. Due to the breakdown of the finances of the aggregate
government, which is reflected in the persistence of large budget deficits and an increase in public
debt, the French authorities are forced, despite the sluggish conjuncture, to pursue a course towards
budgetary recovery. It is estimated that stabilizing government debt at the current high level (115%
of GDP) will require at least 100 billion euros in budget savings in the coming years.

The inflation crisis in the European Union is almost over, although the dynamics remain unstable.
By the end of 2025, inflation will increase by 0.3 percentage points to 2.9%, due to its growth in the
15 member countries against the background of an intensive decline in France and small economies
such as Belgium and Cyprus. In France, this year, a decisive role in the "inflationary detente" was
played by lower energy prices, and in the future, low inflation will be ensured by its underlying
indicators as a result of a slowdown in wage growth. The increased inflation rate remains in the
Baltic States and Eastern Europe: Romania — 6.7%, Estonia — 4.8%, Hungary — 4.5%. The main
contribution to the price increase in the EU is made by services and the food component, but their
regulation will lead to a likely decrease in inflation in 2026.

The EU labor market continues to show relative stability. The leaders maintaining low
unemployment rates are the Czech Republic, Malta, Poland, Slovenia, Bulgaria, Germany, and the
Netherlands. The growth rate is typical for 13 member countries. In France, sluggish demand and a
wait-and-see attitude of business dictated by increased uncertainty are pushing employment down
as a result of increased layoffs and a sharp slowdown in hiring. To this is added change in the
behavior of entrepreneurs, who, after a rapid post-covid rise, began to focus primarily on increasing
labor productivity. At the same time, budget saving mode reduces the amount of government
support for employment through subsidized labor contracts, financing of the apprenticeship system
at enterprises, etc. The poles of instability and social tension continue to be representatives of
Southern Europe, where problems have remained unresolved for many years — Greece, Spain, as
well as the Scandinavian countries that joined them in recent years — Sweden and Finland. In terms
of youth unemployment, a difficult situation is observed in the same countries. In addition, in 2025
the situation has worsened in the Baltic Republics, Cyprus, Slovakia, Finland, Luxembourg.
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The recovery processes that have begun in the field of FDI have proved to be unstable. The lack of
resources for active recovery with the ongoing Ukrainian crisis and worsening relations with the
United States could not but affect investor confidence. By the end of 2024, the volume of
accumulated FDI in the EU decreased by 3.3%. The European Union itself also reduced its
investment activity by 2.3%. For the fourth year in a row, accumulated FDI in and out of the EU has
failed to recover to the level of 2020. Increased disagreements with the United States, including
increased restrictive measures, are likely to outweigh positive economic expectations regarding the
prospects for the European economy. The situation in the field of FDI in the European Union is
likely to remain unstable.

Although the EU manages to increase its GDP growth, it is still insufficient to meet all its ambitious
goals. Against the background of continuing long-term obstacles, including a shortage of qualified
personnel, imbalances in innovative development and structural adjustment, the European Union
continues to face significant uncertainty, including due to the policies of the American
administration. Political priorities retain an impact on the economy, and often in a negative way.
Expectations of positive effects, in particular, a positive impact on the economy of military
spending, are still premature.

United Kingdom

The interim results of the Labor Party's rule, which won the 2024 elections, indicate that it has not
yet been able to fulfill its election promises: to ensure maximum GDP growth among the Group of
Seven countries, reverse negative economic trends and stabilize public finances.

The dynamic start of 2025 was driven by two main factors: 1) a significant increase in government
spending, which was announced in the first Labor budget, and 2) a sharp increase in exports on the
eve of the expected increase in US duties. GDP growth in the first and second quarters was 0.7%
and 0.3%, respectively. Despite the fact that the results of the first quarter exceeded expectations, it
was not possible to completely overcome the negative trends and become the leader of the Group of
Seven. In the second half of the year, there were signs of a weakening in business activity, a
reduction in demand for labor, and increased inflationary pressures.

Among the inflationary factors, an increase in employers' contributions to the state social insurance
fund and an increase in the national minimum wage should be noted. The price increase recorded by
the statistical office, which amounted to 3.8% in September 2025, is not only the highest among the
leading countries in the world, but also significantly exceeds the 2% inflation target set by the Bank
of England. The inability of the Bank of England to keep inflation close to the target level causes an
increase in inflation expectations, undermines the authority of the monetary authorities and
complicates monetary policy.

Stricter regulation of the labor market through a significant increase in the minimum wage and the
expansion of workers' rights at the expense of employers (the bill, which is expected to be adopted
in 2026) has a negative impact on the development of small and medium-sized businesses, leading
to higher labor costs and, as a result, a reduction in vacancies and increased unemployment,
especially among people without work experience. Thus, from July to September 2025, the total
number of vacancies decreased by 14% compared to the previous year, and turned out to be almost
10% lower than before the pandemic (in January—March 2020). The unemployment rate in June—
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August 2025 increased by 0.7 percentage points compared to the same period of the previous year
and amounted to 4.8%. The proportion of young people who do not study, work or train anywhere
(NEET category) has reached 12.8% of the total number of youth aged 16-24.

The situation in which the economy is not showing steady growth, inflation is rising, and the labor
market is cooling places strict demands on the state of public finances. This situation forces the
Treasury to look for options to limit spending and increase revenue in order to reduce the budget
deficit and avoid increased borrowing. The need to raise budget revenues is being realized, contrary
to pre-election promises, by increasing insurance premiums and freezing income tax thresholds, as
well as increasing taxes on capital. However, according to a risk assessment published by the Office
for Budget Responsibility in mid—2025, the state of public finances remains "vulnerable" and
forecasts are "daunting." In terms of public debt relative to GDP — 94% — Britain is one of the six
countries with the highest rates. The government has to spend huge amounts of money just to pay
interest on its obligations. The problem is compounded by the fact that investors' doubts about the
financial stability of the country are expressed in the periodic sale of government securities.

Higher taxes and a deteriorating business climate are increasing the migration of wealthy
individuals and their capital to other jurisdictions. According to Henley & Partners, the world's
largest investment citizenship consulting company, 16,500 dollar millionaires will leave the United
Kingdom in 2025 (a record number among all countries), whose liquid investment assets amount to
about 66 billion pounds. Pessimistic sentiments are shared by the corporate sector. Index of
economic confidence of British company executives in September 2025 fell to the lowest value
since the beginning of the calculation of the indicator in July 2016. Among the reasons cited are
rising costs amid higher taxes and increased regulation and the lack of measures to support
economic growth.

Against this background, N. Farage's Reform UK party is gaining popularity. The economic
program of the "reformists" includes stimulating growth, maintaining social support programs for
the population, increasing defense spending, etc. while reducing taxes on personal income, capital
and corporate profits. It is expected to compensate for the loss of income by refusing to finance
projects for the transition to climate neutrality and the dissemination of the principles of DEI
(diversity, equality and inclusivity), reducing the cost of quangos (quasi-autonomous non-
governmental organizations) and the maintenance of migrants.

As for the prospects of the British economy in 2026, the problematic nature of further increases in
government spending and the need for another tax increase will become factors that will restrain
economic growth. The cooling of the economic environment and the deterioration of the business
climate will be accompanied by an increase in unemployment and a weakening of inflationary
pressures.
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Table 15. Forecast of GDP and unemployment dynamics in the United Kingdom

GDP growth, %

Unemployment, %

2024

2025

2026

2024

2025

2026

1,1

1,3

0,9

4,3

4,7

5,0

Source: data for 2024 — Office for National Statistics, 2025 and 2026 — forecast by IMEMO RAS.

According to surveys, the state of the economy remains one of the most important topics of concern

to the British. As a result, the inability to cope with economic problems is becoming a significant
factor in the decline in popularity of the Labor Party, the government, and personally K. Starmer's.
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United States of America

The year 2025 was a year of uncertainty for the US economy, almost exclusively due to domestic
political factors. According to the Bureau of Economic Analysis, real GDP growth was 2.5% in
2022, 2.9% in 2023 and 2.8% in 2024. In the first quarter of 2025, there was a decline of 0.6%, after
which GDP returned to growth of 3.8% in the second quarter. The main reason for this jump was an
increase in imports due to expectations of the introduction of duties by the new White House
administration. Importing companies increased imports of goods to the United States from $841.8
billion in the fourth quarter of 2024 up to $1 trillion in the first quarter of 2025. In the second
quarter, companies sold goods imported before the increase in duties, and imports decreased to
$820.2 billion. Thus, the decline in the first quarter of 2025 is related to the redistribution of import
flows over time and does not represent a real reduction in economic activity.

Donald Trump's protectionist policy has become one of the main sources of uncertainty in the
economy. The sharp increase in duties for almost all US trading partners on April 2, 2025 was not
unexpected, as evidenced by the aforementioned behavior of importers. Throughout the year, the
administration suspended or reintroduced duties depending on the willingness of individual
countries to make concessions in bilateral relations with the United States. The inability to predict
their costs created additional problems for importers. Importers will transfer the increased costs to
consumer prices. According to the Bureau of Labor Statistics (BLS), as of September 2025, annual
overall inflation was 3%, while the price increase for consumer goods, excluding food and fuel, was
1.5%. The increase in prices for this category of goods remained modest throughout the period
under review, which means that duties have not yet been transferred to consumer prices. At the
same time, the import price index ranged from 0% YoY in April 2025 to -0.6% YoY in June 2025
and then 0% again in August. According to the BLS methodology, this index is calculated before
the application of duties, which means that some of the costs were borne by exporters, but most of
the duties were paid by importers, which affected the profits of companies, which decreased by
$47.8 billion in the first quarter of 2025, and increased by only $6.8 billion in the second quarter. In
the future, the ability of companies to shift the cost of increasing duties to retail prices will depend
on the solvency of the American consumer.

Real consumer spending grew by 0.6% YoY in the first quarter of 2025 and by 2.5% YoY in the
second quarter of 2025. The increase in spending on goods, 0.2% and 2.2%, respectively, was less
than the growth in services, 0.8% and 2.6%. Consumer spending growth was weaker than in the
same periods in 2024. According to the BLS, there was no real growth in average hourly earnings
as of September 2025. The University of Michigan consumer confidence index, after rising slightly
from 70.8 in November 2024 to 72.5 in January 2025, dropped to 53.8 in May 2025 and did not rise
again until January. At the same time, according to the Federal Reserve Bank of Atlanta, nominal
salaries in the lower income quartile fell by 1.3% YoY, while those in the upper quartile increased
by 14.5%. In fact, the mass consumer feels worse, and consumption increases only among the
wealthiest households. This is reflected, among other things, by indirect factors such as an increase
in overdue payments on credit cards and car loans to 4.03% and 3.88%, respectively, as of
September 2025. This is still below the peak of 2009, when the percentage of overdue payments on
credit cards reached 7.17% and on car loans — 4.57%. However, there is reason to believe that the
current statistics on overdue payments are underestimated. First, banks deliberately extend loan
repayment periods in order to avoid delinquencies. The practice was initially applied in the field of
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commercial real estate mortgages, but then it spread to car loans. Secondly, in recent years,
installment purchase services have gained particular popularity, which, unlike credit cards, do not
require a certain level of credit rating and do not report to the regulator on delays and defaults.
Thus, statistics on problematic consumer loans are distorted.

The worsening inequality of consumption does not in itself carry the risks of recession in 2026. In a
sense, this has been a normal state for the American economy since at least the 1980s. However, if
the administration continues to use import duties as a tool to achieve concessions on any issues,
rather than as a tool solely for trade policy, the ongoing uncertainty is likely to adversely affect the
overall supply. As a result, there may be an increase in prices for consumer goods where demand is
inelastic, and a drop in consumption where demand is elastic. The aggregated effect on the price
level may therefore be neutral. However, the United States has already reached agreements with
many key trading partners, and many duties and restrictions have been lifted or postponed. In the
absence of a sudden change of course, there is still a possibility that the economic effect of the
duties will be more modest than the political effect.

One of the stated goals of the duties was to fill the federal budget and reduce its deficit. In total, 195
billion dollars of duties were collected in fiscal 2025 (ending on September 30th, 2025), which is
118 billion dollars more than in fiscal 2024. The Congressional Budget Office (CBO) estimates
that, in its current form, the duties will help reduce the federal budget deficit by $3 trillion from
2025 to 2035. At the same time, the tax legislation adopted in 2025 will increase the federal budget
deficit by $3.8 trillion over the same period. In other words, according to CBO calculations, the
combination of imposing duties and lowering taxes may still have a positive effect on economic
growth, but it will not lead to a reduction in the budget deficit. In turn, the growing federal budget
deficit will remain a catalyst for inter- and intra-party contradictions, which led on October 1, 2025
to the longest suspension of the federal government in history. On November 12, as a result of a
compromise, the work of the government was resumed, but the financing of the government's work
was extended only until January 30, 2026, and the risk of a new suspension remains.

The suspensions themselves pose more of a political problem than an economic one: according to
the CBO analysis, most of the GDP losses during the suspension are replenished after the
resumption of government work. However, the growing federal budget deficit is the reason for the
increase in the yield of long-term government bonds, and with it the cost of refinancing government
debt. As a result of the Fed's rate hike, the yield on 10-year government bonds rose from 2.32% in
March 2022 to 4.69% in April 2024. During 2025 yields on long—term government bonds continued
to stay above 4%, which is why S. Bessent, the head of the Treasury in the second Trump
administration, was forced to refinance the debt with short-term bonds and promissory notes, an
approach for which he himself criticized his predecessor in the previous administration, J. Yellen.
In turn, for the Fed, the cost of debt servicing, which increases as bonds issued during the COVID-
19 pandemic are replaced, makes it necessary to choose which of the three Fed mandates is a
priority, since full employment is likely to be unavailable with inflation targeting, and vice versa. If
the new head of the Fed, who will come in 2026 to replace Jerome Powell, will put fiscal priorities
above price stability — and this is exactly the kind of head Trump wants to appoint — then debt
markets may respond with an even higher premium on long-term bond yields, exacerbating the
administration's problems with debt refinancing. In 2026, therefore, the main economic risk
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stemming from the federal government's budget deficit will not be a possible suspension of its
activities, but the risk of the Fed losing its ability to pursue an independent monetary policy.

Finally, another source of risk to the U.S. economy could be a bubble in tech stocks. The key driver
of economic growth in 2025 was the investment of large technology corporations in artificial
intelligence infrastructure. In the first half of the year, Al-related investments accounted for about
1.1 percentage points in GDP growth. Google, Microsoft, and Amazon are constantly increasing
their planned investments in Al. Almost 30% of the S&P 500 index is made up of Al-related
companies, and these companies accounted for most of the growth in the stock market. However,
there is a risk that the volume of investments in Al significantly exceeds the income that this
technology can provide to investors, and so far none of the companies making these investments has
demonstrated successful commercialization of this technology. While companies were spending
their own funds on expanding the Al infrastructure, this risk concerned only a possible correction in
the stock market. By the end of 2025, however, technology companies began to enter the corporate
bond market and increase their debt burden. In the future, this may threaten the need to restructure
the debts of technology giants if in 2026 it turns out that Al is indeed a poorly commercialized
technology, and what is happening on the stock market is an inflating bubble. In 2025 The
government has already acquired shares of Intel, and it is possible that in the most unfavorable
scenario, it will come to nationalization. However, so far the assets-to-liabilities ratio of these
companies is still good (Alphabet has 28%, Microsoft 43%, Amazon 49%), and 2026 is likely to be
another year of growth for them.

The trend of political risks over economic risks is likely to continue in 2026. Protectionism and the
imposition of fiscal dominance on the regulator pose a greater threat to US economic growth than
market conditions or even financial markets. The only purely economic risk of an Al technology
bubble in 2026 is likely to be far from realized. At the end of 2026 a change in party control over
one or both houses of Congress, which is quite likely, on the one hand, will further complicate the
position of the White House administration, on the other hand, will further restrict its freedom of
action. This, combined with the fiscal stimulus from the 2025 tax cuts, which will be fully felt in
2026, may be able to return some of the popularity lost in 2025 to the Republicans by early 2027.
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Japan

The Japanese economy enters 2026 with the usual baggage of fundamental problems and slowly
changing approaches to practical economic policy.

The first ones include, first of all, the tense labor market situation; insufficient level of domestic
corporate investments; instability of consumer sentiment; chronic imbalance of the state budget and
the ambiguous legacy of monetary policy of previous periods.

For a long time, almost all experts have called the labor market situation one of the main constraints
on the growth of the Japanese economy. In recent years, this provision has migrated to government
documents, which earlier, in the 2010s, saw the main problems rather on the demand side and
focused on overcoming deflation, reviving consumer optimism and launching an upward spiral of
rising prices, incomes and effective demand.

The low effectiveness of the policy of stimulating economic growth through monetary and fiscal
expansion has forced government economists to shift their focus to supply-side constraints,
primarily the shortage of labor resources, which is especially relevant given its qualitative
characteristics and ability to adapt to changing requirements. The decline in the population, the
aging of its structure, the professional and psychological inflexibility of the main contingent of the
employed population and the fragmentation of the labor market (the presence of explicit and
implicit barriers to changing employers and forms of employment) do not allow businesses to
respond promptly to the growing demand by increasing employment and wages. On the other hand,
political considerations and institutional constraints are holding back the attraction of foreign labor,
preventing it from rapidly expanding its supply in those segments where its shortage is particularly
acute. The consensus on the need to reform the labor market and the vocational training system has
not yet led to decisive measures, although it has significantly increased government programs in
this area. In its current form, the Japanese labor market does not respond well to additional
incentives in the form of administratively enforced increases in wages and tax benefits, providing
neither an expansion of supply nor the desired increase in productivity and quality.

Another significant constraint on the supply side remains the sluggish domestic investment activity
of Japanese corporations, which in recent decades have focused their strategy on developing foreign
markets using foreign investments. With the high saturation of domestic markets and a shortage of
labor resources, including highly mobile and self-learning young professionals, even the abundance
of cheap credit resources did little to stimulate the expansion of domestic production. At the same
time, the inertia of credit institutions and investment finance institutions hindered the development
of independent start-ups and other forms of high-risk innovative business. The desired flow of
capital and economic activity into promising and highly profitable segments is still difficult and is
not accompanied by a breakthrough into new high-tech international markets. Changes in the export
structure are taking place very slowly, which raises concerns about the future international
competitiveness of the Japanese economy.
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Finally, recent years have exacerbated concerns about the imbalance of the state budget in the
context of the largest public debt in relation to GDP among developed economies?. For a long time,
this debt remained, although large, but not burdensome to service, in particular due to the fact that
the central bank (Bank of Japan), being the largest buyer of government debt, kept the yield on
long-term government bonds at almost zero. This was part of the government's strategy of active
fiscal and monetary expansion, which envisioned the early launch of self-sustaining growth
mechanisms that would eliminate long-term fiscal and inflationary risks.

However, the corresponding assumptions have not been realized, and the accelerated growth of the
money supply as a result of the active purchase of government-issued bonds by the Bank of Japan
has created a high-risk background, which clearly manifested itself in 2025. The significant
weakening of the yen caused by the continued outflow of short-term capital amid the interest rate
gap has fueled inflation, which has exceeded the 2% target declared by the Bank of Japan for more
than 40 consecutive months. The assumptions made by the monetary authorities that price increases
are largely due to unpredictable external factors, while monetary inflation remains under tight
control, are becoming less plausible. Accordingly, pressure is increasing in favor of tightening
monetary policy.

The Bank of Japan's announcement of a slight increase in the threshold of regulated bond yields
and, consequently, the level of interest rates in the money market did not have a significant impact
on the overall situation. At the same time, a sharper increase in interest rates threatens to result in a
significant increase in the cost of servicing government debt in the long term. The government will
not be able to abandon the deficit financing of public spending and further debt buildup in any
foreseeable future due to the inevitability of an increase in social spending and a firm intention to
increase the pace of expensive military construction.

Under these conditions, the low GDP growth rates that have been a feature of Japan's economic
dynamics for three decades now seem to be an unpleasant but objectively determined characteristic
of the economy now and in the coming years. The expected results for 2025 will be slightly better
than the GDP growth recorded in 2024, within a margin of error of 0.2%, but one percent annual
growth looks like a realistic threshold for the expected dynamics in 2025-2026%*. Given the level
achieved by Japan, the quality of 1% growth may be quite high, but against the background of the
current results of the American economy, as well as the successes of a number of fast-growing
Asian economies, this result looks modest.

At the same time, the possibilities for more vigorous economic stimulation using methods from the
current arsenal of Japanese government cabinets are very limited, and a radical change in tools is
not expected, even taking into account the change of the head of government in October 2025 and
the configuration of the pro-government coalition. Contrary to the arguments about the high
probability of a new round of budget expansion, S. Takaichi, who took the prime minister's chair, is
extremely careful to formulate her intentions in this area, confirming the continuity of the economic
course not so much in relation to the policies of her former boss and mentor, the author of the

23 The total public debt in Japan, according to the IMF methodology, which takes into account the debt of regional
authorities and social security funds, exceeded 250% of GDP in 2025, twice as much as in the United States.
Approximately two thirds of the central government's debt accumulates on the Bank of Japan's balance sheet.

24 The official forecast of real GDP growth for fiscal year 2025 (April 2025 — March 2026), updated in mid-2025, is
0.7%, for 2026 fiscal year (April 2026 — March 2027) — 0.9%.
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Abenomics, Sh. Abe, as to the methods of the two previous cabinets. Accordingly, her public policy
is likely to be based not so much on measures to expand aggregate demand as on "supporting and
protecting”" economically vulnerable segments of the population from negative external shocks that
threaten living standards.

In reality, these measures will be reduced to targeted support for certain categories of households
and small businesses with subsidies and/or tax benefits, or possibly one-time cash benefits.
Temporary additional excise taxes on motor fuel may be abolished, as well as a reduction in the
paid component of educational and medical and social services to the population is possible. All
these measures will traditionally be designed as a package of additions to the current budget.
However, the size of the additions, as well as the budget parameters for 2026/2027 fiscal year, will
be limited by the possibility of additional borrowing, given that no large-scale tax innovations that
can significantly increase the revenue side of the budget have yet been discussed.

The less advertised part of the measures will include changes in the tax accounting and taxation of
certain items of business expenses, including large corporations; in the rules for hiring and firing
employees; further institutionalization of new practices and forms of employment, as well as the use
of foreign labor. The emphasis on institutional changes and the promotion of business by
administrative levers will help to avoid new large financial obligations of the state, the
undesirability of which is emphasized by economists close to mainstream politicians.

As for monetary policy, the new cabinet is unlikely to actively identify itself with one line or
another of the monetary authorities, limiting itself to a general call for the Bank of Japan to
carefully prioritize and avoid sudden movements and revisions of benchmarks. Most likely, the
agencies involved in this area will contribute to a smooth and gradual tightening of monetary policy
and curtailing the active purchase of government debt by the central bank, even if this is
accompanied by an increase in the cost of debt servicing.

A new and very difficult challenge will be the regulation of the trade and investment regime in
relations with the United States. The Cabinet of Ministers headed by Sh. Ishiba, which resigned in
October 2025, was able to reach an agreement with D. Trump's team on limiting the customs duties
imposed by the US administration on imports of Japanese goods to a universal 15% rate, but agreed
to a number of additional conditions in the form of increased imports from the United States in a
number of positions and financing investments in basic and infrastructural sectors of the American
economy in the amount of 550 billion dollars. In 2026 the Japanese government will have to
concretize and detail the agreed understandings, which are of a framework and largely vague nature.
This is all the more relevant when you consider that the American side has openly stated that it may
reconsider the stated conditions if it considers Japanese efforts to fulfill its obligations insufficient.
The revision of the agreed positions may mean additional losses for Japanese exporters to the
United States, which they already estimate in billions (in US dollars). Despite critical statements
about the concessions made by the previous cabinet and the commitments made, the head of the
new government will have to adapt to the style and requirements of D. Trump and his
administration, in order to minimize losses and maintain the position of Japanese companies in the
American market. Corporations that are most interested in selling their products in this market have
already begun adjusting their investment programs to increase investments in manufacturing assets
in the United States.
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At the same time, the incentives for Japanese companies to work in China are decreasing. Given the
ideological profile of the new prime minister, we should expect an increased emphasis on economic
security, including the reorganization of trade and production chains with their maximum possible
localization and a reduction in the presence of politically risky jurisdictions in them, the main of
which in recent years has been called the PRC. The situation has not yet reached the mass exodus of
Japanese businesses from China, but political constraints are becoming more and more apparent.

It is also characteristic that the topic of economic security as the most important priority is being
interpreted more and more broadly. The system of measures in this area is growing due to the
prevention of crimes in cyberspace, detailing the array and categories of protected intellectual
property rights, countering technology theft and the uncontrolled collection of digital information.
Control over the economic activity of foreign entities in Japan is also being tightened, primarily in
the "grey zone" and in sensitive areas.
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China

In 2025, China's economic development took place in the context of multidirectional trends and
numerous risk factors regarding the possibility of maintaining sustainable and balanced growth in
2026.

According to the results of the first three quarters of 2025, China's GDP grew by 5.2% (with an
increase of 4.8% in the same period last year), with an annual target of about 5%. In the third
quarter of 2025, the growth rate slowed to 4.8% (in the first and second quarters — 5.4% and 5.2%,
respectively). The growth rate in the third quarter met the IMF's forecast, as well as the expectations
of analysts surveyed by Trading Economics.

China's economic dynamics are under pressure from both cyclical factors (low domestic demand, a
multi-year crisis in the real estate sector, capital outflow) and long-term, systemic problems:
excessive capital accumulation in the GDP structure, high levels of extended public debt (provincial
governments and local governments) and corporate debt, structural unemployment (among young
people), the demographic crisis that has begun (aging and population decline).

More and more economists consider the low share of final consumption in the GDP structure as a
sign of the long-term instability of China's economic model. According to the World Bank (WB),
household consumption in China is about 40% of GDP (in the United States — about 70% of GDP).

The industry as a whole has been experiencing multidirectional dynamics throughout 2025.
However, by the end of October 2025, the purchasing managers index (PMI) fell to 49 points, the
lowest value since April and below forecasts (the Reuters consensus forecast was 49.6 points).

As in the economy as a whole, industrial dynamics declined significantly in the second half of 2025.
In the summer months, this was largely due to adverse weather conditions and uncertainty about the
possibility of reaching trade agreements with the United States. Since autumn, a drop in investment
and domestic demand has been added to the factors slowing down industrial production (which is
objectively reflected in the statistics of capital investments in fixed assets and retail sales). Thus, the
August growth rate of 5.2% in industrial production (against 5.7% in July and 6.8% in June) not
only turned out to be significantly lower than forecasts (5.8%), but also became the lowest for the
year.

At the same time, exports were the main driver of economic growth in 2025. In the ten months of
2025, its volume increased by 5.3% to 3.1 trillion dollars, while imports decreased by 0.9% to 2.1
trillion dollars. However, towards the end of the year, this indicator also came under pressure. So, in
October, exports decreased by 1.1% (contrary to forecasts of growth of 3% after an increase of
8.3% in September) to the lowest level in eight months.

In particular, China's shipments to the United States in October 2025 fell by 25.2%, to the Republic
of Korea — by 13.1%, to Japan — by 5.7%. Exports to ASEAN countries increased by 11%, to the
EU — by 0.9%, to Australia — by 5.8%.

Against the general problematic background of the Chinese economy, such a negative trend as net
capital outflow from the country is growing. Thus, the volume of foreign direct investment in China
in 2024 decreased by the highest 27% since 2008 to $115 billion. At the same time, net outflow of
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FDI in 2024 reached $168 billion (against $142 billion a year earlier), the worst figure since 1990.
In 2025, July alone witnessed a record (since 2010) monthly net outflow of $58.3 billion.

Another emerging structural problem of the Chinese economy is deflationary pressure. In the first
ten months of 2025, the consumer price index (an indicator of inflation) decreased by 0.1% against
an increase of 0.2% in 2024.

In 2025, deflation was recorded based on the results of six of the ten months that have passed,
whereas in 2024 it was recorded based on the results of only three months. Thus, deflationary
pressure is clearly increasing, reflecting weak domestic demand, excess capacity, and, as a result, a
de facto crisis of overproduction in the country. The phenomenon of long-term deflation indicates
that the Chinese economic model needs a full-scale reboot.

According to Morgan Stanley analysts, in order to successfully restart the economy, Beijing needs
to work out the right combination of measures aimed at stimulating consumption, combined with
the reform of the social protection system.

The World Bank's Asia report notes that the measures taken by the Chinese government to support
the economy cannot replace the deep structural reforms needed for long-term economic growth.

According to the OECD forecast, China's contribution to global GDP growth by 2050 will fall from
the current 0.9 percentage points (almost a third of global growth) to zero. And according to HSBC
estimates, in the coming years China will begin to lag behind other Asian countries (including
Japan) in terms of GDP growth per capita.

In 2025, the government pursued a moderately soft monetary policy in order to maintain sustainable
economic growth. The structure of budget expenditures was optimized, and more active fiscal
incentives were implemented, including an increase in the budget deficit and the issuance of extra—
long special bonds (with a maturity of 30 years or more), as well as special-purpose bonds of local
authorities.

As part of the fiscal stimulus measures for 2025, the government approved a record volume of
special government bonds worth 3 trillion yuan ($411 billion) against 1 trillion yuan in 2024. The
proceeds from the issue are mainly used to finance the program of two upgrades — industrial
equipment and durable consumer goods under the trade-in scheme, as well as investments in
advanced innovative industries: electric vehicles, robotics, chips. These bonds, being extra-long, are
not accounted for in the central budget, but are considered as an additional way to raise funds for
specific projects.

The trade-in program was launched in March 2024. Consumers can exchange old cars and
household appliances for new ones at an additional cost. According to experts, the program has
provided some improvement in consumer sentiment since the end of 2024. In the first 9 months of
2025, retail sales growth reached 4.5% against 3.3% a year earlier. However, in the second half of
2025, the effectiveness of the program decreased significantly, and in the third quarter, retail sales
increased by only 3%.

In the third quarter of 2025, fiscal support measures were mainly used, including those aimed at
combating overcapacity. Interest rates remained unchanged — the current potential for their
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reduction has been largely exhausted. At the same time, domestic consumption was constrained by
a high level of external uncertainty and the risks of an escalation of the trade war with the United
States.

On September 1, 2025, in addition to the aforementioned measures to stimulate domestic
consumption, the government began subsidizing interest rates on consumer loans. The preferential
rate is provided for loans of up to 50 thousand yuan (about 7 thousand dollars) for a period of one
year. The measure is also designed to reverse the deflationary trend in the consumer goods market.

However, given the generally successful results of the talks between Chinese President Xi Jinping
and U.S. President Donald Trump, which took place on October 30 in Busan (Republic of Korea),
no sharp turns in the macroeconomic policy of the Chinese government should be expected until the
end of 2025.

The main economic (and political) event of the autumn was the holding of the 4™ Plenary Session of
the 20" CPC Central Committee (October 20-23, 2025), which approved the "Recommendations for
the development of the 15" Five-Year Plan" for 2026-2030. The basic task of the 15" Five-Year
Plan is "development while ensuring stability." In turn, stability must be maintained through the
five pillars: stable and sustainable employment, markets, business activity, economic expectations,
and the foundation of the economy. The main message of the five-year plan will be to shift the
focus from quantitative growth indicators to ensuring security through achieving economic
resilience to external shocks and reducing dependence on external factors.

According to Western analysts, the new plan justifiably focuses on the need to solve the key
problem of low domestic demand, while at the same time offering, in essence, the old solution, the
effectiveness of which is already close to exhaustion, namely public investment in the
manufacturing sector. Thus, the document is internally contradictory, since the government's stated
desire to stimulate final consumption is not consistent with the announced plans for further
expansion of the industrial sector.

Regarding the forecast of China's economic development, it is important here that, according to
Chinese experts, in order to fulfill the continuing task of doubling GDP for the period from 2020 to
2035, the minimum weighted average economic growth rate for the next two Five-Year Plans
should be at least 4.4% annually (at the same time in the expiring five-year period it is about 5.5%

per year).

According to skeptical economists, further increasing investments in the manufacturing sector
without parallel, balancing development of domestic consumption in the future will only exacerbate
the problem of excess capacity and lead to a new round of trade wars with Beijing's desire to export
excess products to Western markets.

Another serious structural problem of the Chinese economy is the rapidly growing national debt. In
accordance with the central budget for 2025, the State Council of the People's Republic of China
approved another increase in the upper limit of the national debt to 41.86 trillion yuan (5.76 trillion
dollars), including the total amount of new government debt obligations to reach 11.86 trillion yuan
(+2.9 trillion yuan by 2024). The budget deficit increased to a record 4% of GDP (+1 percentage
point).
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The limit of ordinary debts of local governments was approved in the amount of 18.06 trillion yuan
($2.48 trillion) against 17.3 trillion yuan in 2024, and the limit of their target debts was increased by
4.4 trillion yuan to 39.9 trillion yuan ($5.49 trillion).

Earlier, in November 2024 Beijing has initiated a long-term debt refinancing program for local
governments in the amount of 10 trillion yuan ($1.4 trillion).

In January—September 2025, local governments issued new bonds in the amount of 4.36 trillion
yuan ($614.7 billion), including the issue of ordinary bonds amounted to 675.8 billion yuan, and
target bonds — about 3.69 trillion yuan (of 4.4 trillion yuan approved for 2025). According to the
Ministry of Finance of the People's Republic of China, at the end of September 2025, the total debt
balance of local governments amounted to about 53.7 trillion yuan. At the same time, the agency
estimates the hidden debts of local governments at 14.3 trillion yuan. By 2028, the Ministry of
Finance expects to reduce them to 2.3 trillion yuan.

In 2024, the national debt of China increased by 12% to 4.3 trillion dollars (about 24% of GDP).
Taking into account the domestic debt and debts of provincial and local governments, China's total
debt is about $16.5 trillion, and this figure has doubled since 2019.

The largest state support program for the real estate sector, implemented by the government since
May 2024, has not yet brought the expected results. The negative dynamics in the sector could not
be overcome: the drop in investment in the industry in January—September 2025 reached 13.9%,
while home sales decreased by 7% over the same period.

Taking into account the real estate sector, the total volume of investments in fixed assets decreased
by 0.3% in the first three quarters of 2025 (the indicator in the negative zone was recorded for the
first time since the pandemic). Investments cleared from the real estate sector increased by 3% over
the same period, but the increase reached 4.2% in January—August 2025. These data clearly
demonstrate that starting in the fall of 2025, the Chinese economy, as well as a year earlier, entered
a phase of slowdown.

As for current forecasts, in October 2025, the International Monetary Fund (IMF) confirmed its July
forecast for China's GDP growth of 4.8% in 2025 and 4.2% in 2026. IMF economists note a
slowdown in China's economic growth in the second and third quarters of 2025 due to a reduction
in the contribution of exports. The compensating growth factor was the positive dynamics of
domestic consumption due to adequate incentive measures from the government.

In October 2025, the World Bank improved its forecast for China's GDP growth to 4.8% (from
4.0% in the April forecast) in 2025 and to 4.3% in 2026. According to WB experts, in the face of
external uncertainty caused by the US tariff policy, China's economy is demonstrating a level of
resilience above expectations. The positive role of government stimulus measures and state support
on the dynamics in 2025 was noted, however, this factor is expected to weaken in 2026. In 2025 a
decisive contribution to China's GDP growth was provided by a dynamic increase in exports due to
the successful redirection of commodity flows from the American market to Southeast Asia and
Europe. Manufacturers also shipped products at a faster pace in anticipation of higher duties.
However, according to World Bank estimates, in 2026, this positive factor for China as a whole will
come to naught.
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The World Bank identifies employment problems as risk factors (it is estimated that one in seven
young people in China cannot find work), the demographic crisis (population aging), as well as
difficulties in the technological development of China. For example, startups in China create jobs
four times slower than in the United States. This gap, in particular, highlights the dominant role of
the public sector in the Chinese economy, even in the high-tech sector.

According to some analysts, maintaining the current dynamics (GDP growth of 4.8% in the third
quarter) until the end of 2025 will be sufficient to achieve the economic growth target of 5%
without using large-scale government support like the stimulus package adopted in October 2024.
Considering that no such measures had been announced as of mid-November 2025, Beijing is most
likely following this logic.

However, not taking package measures to stimulate the economy in 2025, along with the lack of
fundamental solutions to long-term structural problems (this, in particular, follows from the
guidelines of the 4™ Plenary Session of the 20™ CPC Central Committee regarding the development
of the 15™ Five-Year Plan, as mentioned above), is highly likely to put powerful pressure on the
growth prospects of the Chinese economy in 2026.

Deflation has actually become a new, powerful risk factor for the Chinese economy. The
deflationary spiral is showing signs of escalating, prompting households to further reduce spending
or delay purchases in anticipation of further price declines. In conditions of deflation, further
deterioration of retail sales dynamics can be predicted.

The prospects for China's foreign trade in 2026 will be mainly influenced by the duration and
stability of the trade truce with the United States (which entered into force in November 2025), as
well as the prospects for concluding a full-fledged trade deal. In the event of another round of
escalating trade confrontation with the United States, the risks of a significant drop in Chinese
exports are increasing, as the positive incentives for 2025 associated with the successful
reorientation of supplies to other destinations (ASEAN, Europe, Australia), as well as the
outstripping growth in export orders ahead of tariff increases, have already been largely exhausted.

In view of the above and taking into account all the analyzed risk factors, by the end of 2025, China
is highly likely to be able to achieve the economic growth target of 5%. According to our estimates,
the GDP growth rate in 2026 will be in the range of 4.3-4.7%.
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India

In 2026 India may become the fourth economy in the world with a GDP growth rate of 6.5-7%.
Economic activity in the country will remain quite high due to strong domestic demand,
government investments in infrastructure, as well as increased consumption, especially among the
urban population.

The following factors can also be attributed to the drivers of India's economic growth. First, there is
a significant demographic dividend (the median age is 28.8 years, 66% of the population is under 39
years old), which can potentially form a wide domestic market. Secondly, there is a systematic
structural reorganization of the economic system, in which government programs play a key role,
for example, Make in India, Digital India, PM Gati Shakti, etc.

However, despite the ambitious statements of the Indian government, the country continues to face
serious internal problems, which, coupled with ongoing global economic uncertainty, may slow
down India's growth somewhat. The main challenges of the Indian economy include an
underdeveloped transport infrastructure, an excess of labor, high hidden unemployment (especially
among young people), and low profitability in the agricultural sector. Therefore, in the next few
years, before taking a strong position in the global economy, the country will pay more attention to
internal socio-economic problems and the implementation of national programs.

Deepening trade, economic and investment cooperation between India and Russia remains one of
the key priorities in the context of a particularly privileged strategic partnership. At the same time,
the development of trade relations with the Russian Federation will largely be determined by the
scale of Western sanctions and their implementation. Also, the possibility of further strengthening
relations between the countries directly depends on the duration and outcome of their cooperation.
In 2024-2025, the trade turnover between India and Russia amounted to 68.6 billion dollars (Indian
imports were 63.8 billion dollars, exports — 4.8 billion dollars). Currently, more than 85% of
Russian exports are made up of oil and petroleum products, and some of them are resold to Europe.
Provided that the sanctions remain unchanged for a long time and do not intensify, and the parties
continue to further fine-tune mutual settlements in national currencies, develop transport corridor
routes, trade turnover will increase and is likely to reach $100 billion by 2030. At the same time,
India's trade deficit may begin to decrease gradually due to trade diversification.
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Forecast reliability analysis

Forecasts for 2024 were developed in the fall of 2023 based on available data for the first three
quarters of 2023, that is, under conditions of great uncertainty. The main problem in forecasting is
the quantification of the effect of the trends taken into account by the authors. The IMF estimates
presented in Table 16 (October 2023) and the IMEMO RAS estimates (November 2023) turned out
to be very close to the real indicators of global economic development. This is evidenced by a
comparison of these estimates with the actual data for 2024, published by the IMF in October 2025.

Table 16. Comparison of GDP growth rates forecasts with actual data for 2024

IMF IMEMO Actual data
World 3,2 3,2 33
Developed countries 1.8 1.8 1,8
USA 2,8 2,9 2,8
Japan 0,3 0,5 0,1
Great Britain 1,1 1,0 1,1
Eurozone 1,1 0,9 0,9
EU 0,8 0,8 1,1
Germany 0,0 -0,1 -0,5
France 1,1 1,1 1,1
Italy 0,7 0,6 0,7
Developing and
emergirlzg riarket countries 4.2 42 4.3
China 4,8 4,8 5,0
India 7,0 6,8 6,5
Brazil 3,0 3,4 3,4
Russia 3,6 3,7 43

The deviation of the forecast estimates from the actual data is clearly visible on the histograms,
where these deviations are indicated on the abscissa axis, and the proportions of estimates that fall
within the corresponding interval are shown on the ordinate axis (Histograms 1, 2).

According to these histograms, both forecasts showed great accuracy. If we follow the histograms,
then the errors of both forecasts are completely the same. However, statistical analysis shows that
the IMEMO forecast is somewhat more accurate. In order for this difference to be visible on the
histogrames, it is necessary to take a much smaller error interval than we did (we took an interval of
0.3 percentage points). In previous years, we used an interval of 0.5 percentage points. In this
version, the histograms also completely match. In order to see the difference in estimates, it would
be necessary to take an interval of 0.1 percentage points, but then the histograms would be very
stretched in width.
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Figure 18. Distribution of IMEMO forecast errors for 2024
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Figure 19. Distribution of errors in the IMF forecasts for 2024
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According to the results of the statistical analysis, the maximum deviation of the IMEMO forecast
is 0.6 percentage points; the IMF is 0.7 percentage points. Five IMF estimates and four IMEMO
estimates completely coincided with real indicators. The standard error of the IMEMO forecast was
0.067; the IMF — 0.081. The average square of the IMEMO forecast error is 0.063, and the IMF is
0.092. The average absolute value of the IMEMO forecast error is 0.180; and the IMF is 0.213.
These statistical analysis data indicate that the IMEMO forecast is more accurate.
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The histograms show that 11 IMF and IMEMO errors each fell within the error range of -0.3 — +0.3.
The error range of -0.6 — +0.6 included 14 IMEMO and IMF errors each; and one error was in the
range of -0.9 — -0.6. That is, the error intervals on the histograms completely coincided.

Statistical analysis shows that the standard error of the IMEMO forecast was 0.124, and the IMF
forecast was 0.110. The average square of the error of the IMEMO forecast was 0.25, and the IMF
forecast was 0.46. The average absolute value of the IMEMO forecast error is 0.29, and the IMF is
0.44. These data indicate that in conditions of a high degree of uncertainty about the prospects for
the development of the global economy at the end of 2023, both forecasts turned out to be at a high
level.
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PART III

FOREIGN POLICY






UNITED STATES OF AMERICA

The key event for the US in 2026 will be the midterm Congress elections, which will take place in
November. Essentially, the political elite and society will be immersed in a new election campaign
throughout the year, with the struggle determining both domestic and foreign policy.

An upcoming referendum on Trump

The election outcome will largely depend on the economic situation in the country, where negative
trends began to emerge at the end of the year after D. Trump's election. As expected, the effect of
high tariffs has gradually begun to affect consumers, with food prices rising again. Gasoline prices
have also begun to rise as a result of reduced supply on the global oil and petroleum products
market.

If this dynamic continues, the Democrats have a very good chance of increasing their numbers in
Congress and even gaining a majority in the House of Representatives. The growing ideological
divide is increasingly limiting the parties' ability to make major breakthroughs in Congress, even if
their candidate is elected to the White House or wins the midterm elections in response to
traditional public disappointment with the incumbent president. A situation where the winning party
gets a very shaky majority of a few seats is gradually becoming the new norm. Understanding this
forces parties to resort to controversial schemes to increase their chances of winning, such as the
extraordinary redrawing of district boundaries in key states, which they carried out in 2025. As a
result, the outcome of the 2026 House of Representatives election will largely depend on which side
has managed to redraw district boundaries more advantageously. However, even this is unlikely to
help the Democrats achieve a large-scale "blue wave."

In the Senate, as tensions and public discontent grow, more states are becoming open to a change in
party control. In 2026, 35 seats in the Senate will be up for re-election, with 34 of the remaining 65
seats held by Democrats and 31 by Republicans. Under current conditions, Republicans will have to
work hard to maintain their majority. They are defending 22 seats against 13 held by Democrats,
and Democrats need to gain an additional four seats to achieve a majority.

The main struggle will unfold in five states: Maine, North Carolina, Ohio, Georgia, and Michigan.
Maine voted for K. Harris in 2024 and pro-Democratic sentiment is growing there, but incumbent
Republican Senator Susan Collins is in line with this sentiment — she is one of the few Republicans
who voted against D. Trump's major legislative initiatives. In North Carolina, Republican Thom
Tillis will not seek re-election, and Democrats will try to use this opportunity to bring the state over
to their side. The final race could be between former Democratic governor Roy Cooper and former
Republican National Committee chairman Michael Whattley, who has Trump's backing. Democrats
are also hoping to compete in Ohio, where Republican Jon Husted is running for the first time after
being appointed to the seat vacated by J.D. Vance. In Georgia, one of the youngest senators,
Democrat Jon Ossoff, is actively using the socially sensitive issue of healthcare and receiving some
of the highest campaign funding, which significantly increases his chances of winning. In Michigan,
D. Trump won the presidential election, and incumbent Democratic Senator G. Peters will not be
running, which opens up opportunities for Republicans.
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Growing dissatisfaction not only among Democrats but also among moderate voters with the
methods used by D. Trump to combat crime and illegal immigration will work in favor of the
Democrats. It is very likely that they will support and fuel mass protests, creating the "right" mood
in an election year, which will bring as many opponents of D. Trump and those who doubt his
methods of solving problems to the polls as possible.

The logic of electoral competition will further reduce the space for dialogue between Democrats
and Republicans in Congress and exacerbate factional divisions within the parties. In particular,
moderate conservatives who disagree with the president's methods may become more vocal within
the Republican Party and seek to distance themselves from him, while pressure will mount within
the Democratic Party on the party leadership from progressives demanding a tougher and more
active opposition to the administration's actions. The need to score points with voters may cause
individual congressmen, especially in swing states, to deviate from the party line. It will be more
difficult for the leadership of both parties to enforce party discipline among congressmen. It is
highly likely that the US will face new shutdowns as a result of Congress' inability to pass bills to
fund the federal government. On the other hand, public demand, heightened by the election
campaign, may force the parties to "give up" certain foreign policy issues as less of a priority in
exchange for compromise on the socio-political agenda.

Implementing the priorities of the conservative agenda: combating migrants

The Trump administration's main efforts in the election year will be focused on stabilizing the
economic situation and implementing the tasks set out in the "One Big Beautiful Bill Act" (BBB)
adopted on July 4, 2025. In particular, the focus will be on promoting the reform of the immigration
system laid down in the Act. The issue of limiting immigration is among the top 10 most important
issues for voters. Trump still enjoys high public approval ratings on this issue, with 47.9%
approving of his immigration policy®.

The Act allocates $45 billion to the Department of Homeland Security (DHS) until September 30,
2029, for the maintenance of immigrants. This amount more than four times increases the annual
budget of Immigration and Customs Enforcement (ICE), adding approximately $11.25 billion per
year, and also funds private prison companies, which account for 10% of all prisons in the United
States. The BBB allows the use of these funds for family detention, including indefinite detention of
children and families with children. The BBB also provides for more than $75 billion in funding for
border areas until September 30, 2029, including $47 billion to continue construction of the wall
with Mexico. The Act explicitly approves the long-term and indefinite detention of children,
including those without parents or other accompanying persons. The Act also increases penalties for
illegal residence and all possible fees and charges for legalizing residence in the country.

The Act gives the Trump administration maximum flexibility to implement its campaign promises,
with practically no oversight or opportunity for the legislative branch or human rights organizations
in the US to adjust this policy. Although most of the measures are aimed at so-called ineffective
immigrants, who, according to Republican Party logic, are not drivers of the economy but rather a

%5 Trump Job Approval on Issues. RealClearPolitics. https://www.realclearpolling.com/polls/favorability/donald-

trump/issues.
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social burden, and who cause the most irritation among voters, the long-term anti-immigration
platform will also affect legal immigrants.

The Trump administration will return to restoring barriers to migrants: The Act has significantly
complicated and lengthened the procedure for obtaining citizenship, foreigners will be required to
purchase expensive health insurance and pay high visa fees, while workers who enter the US may
find themselves "deprived" of their rights in terms of social benefits and the ability to bring their
families with them. In the medium and long term, the admission of fewer foreign students and the
refusal to offer them internships after graduation will lead to a decrease in the number of those who
remain to work in the United States, marry US citizens, assimilate, and pay taxes to the treasury.
Restrictions on the rights of foreign relatives (i.e., spouses, children, or parents) of US citizens will
have the most significant impact on reducing legal immigration in the coming years.

According to the National Foundation for American Policy, the Trump administration's policies on
illegal and legal immigration will result in a reduction in the predicted number of workers by 6.8
million by 2028 and by 15.7 million by 2035, and, accordingly, a decrease in annual economic
growth rates by almost a third: by $1.9 trillion, or $5,612 per person, between 2025 and 2028, and
by $12.1 trillion, or $34,369 per person, between 2025 and 2035.2°

The current administration's optimism about vacant jobs being filled by American citizens is
unlikely to materialize, as low-paid unskilled labor is unattractive both to workers accustomed to
certain conditions and pay for their work, and for employers, for whom the departure of seasonal or
permanent foreign workers will mean a complete reconstruction of their business model, or even the
need to close their business altogether, which will again lead to rising unemployment.

Ideological split: growing fear and pessimism

The issue of migration regulation also remains one of the most contentious in terms of public
division?’. Democrats and Republicans have different views on the priority of this issue and assess
the Trump administration's successes in this area differently. In 2024, this issue was second in
importance for Republicans after the economy, but only 10th for Democrats®®. In 2025, 43% of
Republicans and only 19% of Democrats approved of the president's immigration policy®. Unlike
Republicans, who mostly support Immigration and Customs Enforcement raids, Democrats
consider them a violation of human rights and a rejection of American values. The issue of human
rights violations by Republicans and D. Trump could become key for the Democratic electorate in
the midterm elections and will be brought into the realm of values.

Once again, the election will become a clash between two Americas. And each side sees this
election as yet another opportunity to preserve its own particular value model, which is being

2 The Economic Impact of the Trump Administration’s Immigration Policies. National Foundation for

American Policy. 2025.17.10. https://nfap.com/wp-content/uploads/2025/10/Economic-Impact-of-Trump-Admin-
Immigration-Pollicies. DAY-OF-RELEASE.Oct-2025.pdf.

27 Sharry F., Hincapier M. The Democrats and Immigration. Where does the party goes now on its most
contentious  issue. A  debate // Democracy A  journal of Ideas. Summer. Ne77.  2025.
https://democracyjournal.org/magazine/77/the-democrats-and-immigration/.

28 The Pew Research Center Report. September. 2024. https://www.pewresearch.org/politics/2024/09/09/issues-
and-the-2024-election/.

2 Sharry F., Hincapier M. Op. cit.
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destroyed by the other side. Fear of the opposing side has reached such proportions that
representatives of both sides view their victory as a necessary condition for their future. Democrats
openly state that if they do not win the midterm elections in 2026, there may be nothing left to win
in 2028, hinting that Trump may cancel the elections to remain president. So far, such a scenario
seems unlikely due to its unconstitutionality. However, 7 out of 10 Americans questioned believe
that the president is abusing his power?’.

The ideological split is most evident in how Americans view their president. Trump's approval
rating is gradually declining, and society remains divided along party lines in its attitude toward
him. According to a Pew Research Center poll conducted in late September 2025, only 40% of
Americans approve of Trump's performance, of which 6% are Democrats and 78% are
Republicans’!. It can be assumed that in 2026, this split will only intensify and determine the
outcome of the election.

The split is growing within both parties, and it will intensify during the election campaign. In the
Republican Party, there is a growing conflict between the far right, institutionalized "Trumpists,"
pragmatic conservatives, and moderates®?. The main lines of conflict between them are primarily
due to the need to find a compromise between their own principles and loyalty to the president and
his MAGA concept. This conflict will intensify as Trump's term nears its end, when the party will
be faced with the question of whether to revise its ideology.

In 2026, the ideological center of the Democratic Party will continue to shift to the left under
pressure from the radical progressive wing, which is the most active force in the pre-election
environment. The main problem for the Democrats will remain their electoral appeal to the swing
electorate, as well as to the former core that was drawn away by Trump: low-income white men,
women, and Latinos. At the same time, the competing factions — progressives, the centre-left
establishment and moderates are not yet able to develop a compromise strategy for regaining power
after losing the 2024 general election. However, the deeper the rift within the party itself, the more
sharply they perceive the fight against Trump as "existential." On this basis, they will be prepared
not only to sabotage federal reforms and fuel public discontent at the state level by manipulating
funding and mass protests, but also to disrupt the consensus on foreign policy.

Donald Trump's foreign policy

Meanwhile, in the context of fierce confrontation and inability to agree on current socio-economic
issues, foreign policy is becoming an opportunity for both parties and for D. Trump to demonstrate
their effectiveness. Therefore, it can be assumed that 2026 will be marked by even greater activity
by the United States and its president on the global stage.

30 Cerda A. and Shepard, S. Most Americans think Trump is trying to exercise more power than previous
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The Trump administration's foreign policy will continue to be based on the principles of economic
pragmatism and national security priorities. Ultimatums and threats will remain its main tactical
tools. At the same time, they will be combined with flexibility aimed at achieving victories that are
representative for voters. The US will continue to use tariffs, export and investment restrictions as
tools to force key players to conclude asymmetric deals in the interests of the US and weaken the
positions of China and Russia on the global stage.

Foreign policy activities will largely be guided by the key tasks of the Republican national
development agenda: enhancing cross-border security and defence capabilities, and increasing the
autonomy of American industry and the economy in general.

In terms of strengthening its defence capabilities, the US will continue to develop programmes to
build up its missile defence, air defence and nuclear triad systems, develop shipbuilding and renew
its navy and other strategic infrastructure, including communications. The military budget also
provides for an increase of $71 million in funding for defence capabilities within NATO. In
particular, funding will be increased for the NATO Security Investment Program, whose priorities
include the development of nuclear infrastructure and the security of strategic arms™.

Providing cross-border security will involve not only strengthening the fight against illegal migrants
and reinforcing and equipping the border, but also combating the spread of drugs. The solution to
this problem will mainly consist of forcing drug-exporting countries to introduce significant
measures on their part and to conduct campaigns against drug cartels. Demonstrating the
determination to use military force and the presence of US military forces in the Caribbean region
to achieve this goal will maintain high tensions there until South American countries take steps to
eradicate drug trafficking that are acceptable to the D. Trump administration. The use of force is
expected to be limited to building up a dispersed US military presence and, less frequently, to
specific operations.

Maintenance of the vector for containing China

Containing China will remain the dominant vector in regional policy, which will determine the
format of relations with both allies and partners, as well as with opponents of the US. Relations
with China will be built on the basis of agreements reached at the end of 2025, and the main focus
of the confrontation will be on indirectly influencing the course of competition, which reduces the
possibility of premature escalation. The preliminary agreement with China developed by the D.
Trump administration will be limited to one year. The reached consensus may remove a number of
irritants in bilateral trade and create a basis for more positive and stable relations, but is unlikely to
lead to a strategic reset of relations in the forecast period. Although the level of uncertainty will
decrease, it will remain high, as the D. Trump administration maintains its position that China is an
"unreliable partner" that "cannot be trusted."

Tariffs on Chinese imports will remain at 47% at the beginning of next year, while the average tariff
rate for other countries will be 19.5%. The restoration of US exports to China will be facilitated by

33 Department of Defense Military. Construction Program. Fiscal Year 2026 Budget. North Atlantic Treaty
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Beijing's commitment to suspend the 24% additional tariff rate on imports from the US for one
year, the cancellation of retaliatory taxes on US agricultural products, and the resumption of
soybean imports. Measures relating to port fees for ships owned by Chinese companies will be
suspended. Beijing will suspend the introduction of new export restrictions on rare earth elements
for one year and allow Chinese companies Nexperia in the Netherlands to resume supplies, which
will alleviate concerns about the supply of microchips to the US and EU automotive industries.
Beijing will end its investigation into US companies involved in the semiconductor supply chain. At
the same time, the US will maintain its focus on curbing the development of advanced technologies
in China and may even intensify it in areas such as semiconductor manufacturing, quantum
technologies, and Al In particular, barriers hindering China's access to flagship Al chips will
remain in place. The introduction of new export control measures on software, pharmaceuticals, and
drones cannot be ruled out either.

Both sides will maintain their course toward "raw material and technological nationalism." The US
will seek to reduce its dependence on rare earth element supplies from China by leveraging
framework agreements reached with Australia, Japan, Malaysia, and Thailand on developing
cooperation in the extraction and processing of critical minerals.

The principle of economic pragmatism and resource competition with China in building
relationships with partners and allies will increase the level of attention paid to regions that were
previously peripheral to the US, such as the South Caucasus and Central Asia. We should expect
practical steps from Trump's team to consolidate the importance of the Central Asian region and the
South Caucasus and to promote the settlement of the Armenian-Azerbaijani conflict through the
TRIPP initiative**. The agreements reached with the countries of the region will serve as a starting
point for expanding cooperation on strategic resources and reducing barriers to trade and
investment.

The Republican administration will continue to reject aid to developing and least developed
countries in favor of normal commercial relations. This will increase US FDI flows and lending
programs through the mechanisms of the Development Finance Corporation (DFC) and the
Partnership for Global Infrastructure and Investment (PGII). Through these mechanisms, the US
will continue to promote its economic standards in key regions as a counterweight to China's.
Among traditional investment areas, the US will maintain its involvement in Southeast Asia. A
special focus will be placed on Latin America.

The Trump team's approach to traditional allies will be aimed at encouraging both independence
and alignment of their policies with the US vector of containing and isolating China. In particular,
efforts will be focused on unifying protectionist measures in strategic industries with regard to
China.

This US policy will maintain tension in relations with key Euro-Atlantic partners. They will
increasingly distance themselves from Trump's policies, especially with regard to interaction with
China, coordination of import tariffs and non-tariff restrictions, and regulation of the digital services
market. The probability of individual coordinated responses to US actions will increase, although

3 Joint Statement of Intent on Economic Cooperation. US Department of State. 2025.07.11.
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attempts to seek concessions at the bilateral level will dominate. However, concerns about the
"Chinese threat" will stimulate the search for common ground in solving common problems.

As part of the policy of containing China, support for allies in the Indo-Pacific region will remain
high. US-India relations will strike a balance between seeking mutually beneficial agreements and
negotiating deals that are acceptable to both sides. The US Indo-Pacific Command (INDOPACOM)
will continue to build its capabilities in preparation for a potential conflict in the Taiwan Strait. The
number of operations to protect freedom of navigation in the South China Sea and the deployment
of the US Navy in the Pacific theater can also be expected to increase.

Mediation in conflict resolution

Attempts to strengthen the country's position on the international stage and boost the ratings of
Republicans and D. Trump personally in an election year will lead to continued high levels of US
mediation activity.

The main focus will remain on the Middle East, which will continue to be one of the most important
areas of foreign policy for the Trump administration. The main efforts will be directed towards the
Palestinian-Israeli settlement, promoting the Abraham Accords, containing Iran, and strengthening
relations with allies.

The Palestinian-Israeli settlement will require the US to develop a sustainable and delicate
compromise between Israel and a group of Arab allies. The US will remain one of the main actors
at all stages of the resolution of the situation. However, this involvement will be mainly indirect,
through influence on allies and partners in the region, due to the Trump administration's
unwillingness to suffer reputational or material damage from direct military involvement in the
conflict.

The Trump administration may intensify its efforts to implement the Abraham Accords, which
envisage the normalisation of relations between an even greater number of countries and Israel.
This will also require a new search for compromise with Iran. The potential for a military response
has already been used up, and in the context of the election campaign, military strikes are only
possible as a last measure — in response to aggressive actions by Iran that affect the US itself. Most
likely, the Trump administration will show flexibility depending on the situation, demonstrating a
willingness to move from increasing pressure to negotiations. It cannot be completely ruled out that,
if there are positive developments in resolving the Ukrainian conflict, settling the situation with Iran
could become a topic of bilateral dialogue with Russia.

The United States will also continue diplomatic efforts to promote peace in sub-Saharan Africa and
the Maghreb countries, with a focus on the DR Congo-Rwanda conflict, the Sudanese conflict, and
the Libyan conflict®.

2026 could be a crucial year for resolving the Ukrainian conflict. The logic of the electoral process
requires Donald Trump to present some serious achievements in his mediation efforts. In the
context of the election campaign, the Democrats will be very critical of both Russia and the

= Advancing Trump Administration Priorities in Sub-Saharan Africa // U.S. Embassy in South Sudan.
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President's efforts to resolve the conflict. If an agreement is signed and military operations are
completed, the US will be ready to play an active role in guaranteeing peace at least until the end of
Trump's presidency, for whom this peaceful settlement will be a benchmark for solving intractable
problems, confirming the unique role of the US as a world leader. Also, if the conflict ends in the
first half of 2026, the Trump administration may intensify dialogue with Russia on normalizing
bilateral relations. Strategic security, as the area in which the most experience of cooperation has
been gained, may once again become a promising area of cooperation. Coordination of efforts to
combat terrorism and drug trafficking and joint resolution of the situations with Iran and North
Korea may also see new developments.

However, the approaching 2026 elections and their uncertain outcome in terms of Republican losses
seriously limit the time frame for the Trump administration to resolve the Ukrainian conflict. If the
conflict drags on, Trump is likely to try to portray it as "unsolvable" due to Russia's aggressive
policies. In that case, he will move on to more serious sanctions against Russia, using initiatives
already available in Congress. He will also continue to put pressure on the EU, insisting on reducing
energy exports from Russia in favor of increasing the role of the US as the main supplier to the
EU?%® and other partners. The completion of the Golden Pass and Corpus Christi terminals by the
end of 2026 will contribute to an increase in US LNG supplies®’. It cannot be ruled out that the lack
of progress on a settlement by mid-summer 2026 will force the Republican administration to take a
more consolidated position with European countries on Russia. The US will also increase pressure
on China and India to force them to completely stop exporting Russian oil, as well as on Central
Asian countries to block alternative logistics routes.

3 Speech by President of the Republic of Finland Alexander Stubb at the opening of the 254th National Defence
Course at the House of Nobility in Helsinki on 3 November 2025 // Office of the President of the Republic of Finland.
https://www.presidentti.fi/en/speech-by-president-of-the-republic-of-finland-alexander-stubb-at-the-opening-of-the-
254th-national-defence-course-at-the-house-of-nobility-in-helsinki-on-3-november-2025/.
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EUROPE
Trends of change in the party-political landscape of the European Union

The first important difference in 2026 will be a reduction in the risk of a significant increase in the
influence of far-right forces in EU member states. Several factors will contribute to this.

There has been no widespread rejection of the informal agreement among established parties not to
enter into government coalitions with right-wing radicals, and it seems difficult for the latter to
obtain an absolute majority in general parliamentary elections to form a single-party government
given the fragmentation of party systems in member states. In those cases where right-wing radical
parties did manage to come to office, they have faced a dilemma: either adapt to the new
institutional conditions, rebrand themselves and move towards the centre, as happened in Italy with
Giorgia Meloni's Brothers of Italy party, or return to the opposition, as in the case of Geert Wilders'
Party for Freedom.

Despite numerous initiatives to recognise right-wing parties as extremist in order to "protect
democracy", as is currently the case in Germany with regard to the AfD (Alternative for Germany),
the most influential opposition force in the country, or in Spain with regard to Vox, the political
elites of member states will gradually rethink the effectiveness of such prohibitive measures in
favour of a thoughtful and consistent challenge to the political platforms of the far-right and the
elimination of the key reasons for their popularity, primarily socio-economic ones.

At the same time, mainstream centre-right parties will continue their attempts to borrow and adopt
certain policy positions from the far-right in order to expand their own electorate, in particular by
proposing to tighten migration regulations in their countries and to combat illegal migration more
consistently (as is already happening in Germany, Spain and France).

However, the consequences of such actions are not so easy to predict. For example, statements by
CDU leader and German Chancellor Friedrich Merz that migration is changing the character of
German cities have sparked criticism and street protests and may reduce rather than increase the
number of supporters of the ruling party.

However, we cannot ignore a second trend: the further radicalisation of the far right. This trend is
likely to intensify in the short term. Its symptom is the emergence of new, marginal, small neo-
fascist parties in Germany, Spain, France, Croatia and other EU countries. They recruit supporters
from among young people, using arguments about economic instability and youth unemployment,
accumulate experience in online mobilisation, and actively shape a subcultural environment on
social media, where anti-immigrant discourse and xenophobia have become the norm.

There is also a possibility that the radicalisation of the youth sections of right-wing parties (AfD in
Germany, Vox in Spain, Brothers of Italy in Italy, etc.) will continue, partly due to the arrival of
representatives of this subculture in youth party organisations and then in the parties themselves. On
the one hand, this threatens to cause conflicts and splits within such parties, which could weaken
their positions, but on the other hand, it may contribute to the transformation of right-wing parties
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into far-right parties as a result of generational change and the fading of family stories about the
Second World War.

It should be noted that member states and the European Union itself are largely unprepared to
effectively ban such organizations, exercise effective oversight over them, and identify neo-Nazi
groups and cells, which are not always officially registered and often affiliated with sports and
martial arts clubs. Thus, in January 2025, the AfD decided to dissolve its youth organization Young
Alternative, after the Federal Office for the Protection of the Constitution successively recognized
several regional branches of this organization as right-wing extremist. However, in November 2025,
the party held a founding congress for a new youth organization Generation Germany, led by Jean-
Pascal Hohm, a 28-year-old member of the Brandenburg state parliament (eastern Germany) known
for his public anti-Semitic statements. The congress was attended by Matthias Helferich, who had
previously been temporarily expelled from the AfD for provocative statements and open sympathies
for National Socialism.

The third trend is driven by the conflict in Ukraine and the general consensus among national
governments on strengthening the "hard power" of the EU and increasing the share of defense
spending in GDP in line with NATO targets. This trend will remain a challenge for mainstream
parties in 2026, and especially for the European left-wing movement. Left-wing parties have been
experiencing crises and ideological and political transformations for several decades in connection
with the policies of the USSR/Russian Federation, the dissolution of the Soviet Union, and changes
in the international environment.

On the one hand, in 2026 EU economies will continue to adapt to increasingly tough anti-Russian
sanctions and the planned complete abandonment of Russian pipeline and liquefied gas by January
1, 2028. On the other hand, the expected further targeted defense spending will have a negligible
impact on the growth of the total GDP of the member states, but at the same time will lead to an
increase in public debt and accelerated inflation, especially since the European Union still depends
on imports from the US for weapons and military equipment, and in some areas this dependence is
critical. Combined with military and humanitarian support to Ukraine, these financial expenditures
will have negative socio-economic consequences in the medium term, if not in the short term,
thereby contributing to the strengthening of marginal far-right and far-left forces amid anti-
government and generally anti-elite moods in society.

As for the European left, their pacifist stance and opposition to the far right have been put to the
test. Obviously, the ability to combine support for Ukraine, including military support, with the
preservation of their traditional anti-war attitudes seems to be the most optimal option for future
electoral success in these conditions. Similar creativity is demonstrated by the Spanish radical left-
wing party Podemos (We Can), which has been part of the governing coalition with the Spanish
Socialist Workers' Party since 2020, which is atypical for the current European Union. Podemos,
like Vox, opposed military aid to Ukraine and the deployment of a Spanish peacekeeping
contingent, and advocated a diplomatic settlement of the conflict. Nevertheless, Podemos ministers
tacitly agreed with the plans of Pedro Sanchez's government to send military aid to Ukraine and
increase the share of defense spending in line with NATO targets. According to official data for
November 2025, Spain has allocated more than €3 billion in military aid to Ukraine.

106



If the conflict in Ukraine continues, left-wing parties will need to adapt to the new realities, taking
into account past electoral failures, the calendar of new elections, and the tasks of election
campaigns at various territorial levels. In 2026, the next general parliamentary elections will be held
in Hungary, Denmark, Cyprus, Latvia, Portugal, Slovenia, and Sweden, and in 2027 in Greece,
Spain, Italy, Malta, Poland, and Slovakia. However, far-right parties will also have to demonstrate
similar adaptability, deliberately downplaying external risks in their own electoral interests.
Attempts by right-wing radicals to take such risks into account are already observed. In November
2025, for example, AfD co-chair Alice Weidel, seeking to avoid accusations that the AfD was
"working for the Kremlin," condemned the intention of her fellow party members, members of the
Bundestag, to travel to Russia to participate in the BRICS-Europe International Symposium in
Sochi.

Germany

The main political challenge for Germany in 2026 will be the persistently high rating of the right-
wing populist Alternative for Germany (AfD) party and declining support for the ruling parties.

In 2026, elections to the regional parliaments of five states will be held in Germany. The elections
in Saxony-Anhalt and Mecklenburg-Western Pomerania pose the greatest challenge to political
stability. In both states, the AfD could approach 40% and take first place. This does not guarantee
the party a place in government, but a strong showing by Alternative would rule out the possibility
of forming stable ruling coalitions in these regions.

The high level of support for Alternative for Germany will lead to the following political
developments. Firstly, discussions within the Christian Democratic Union (CDU) party about
abandoning the "Brandmauer"*® will intensify. Second, at the municipal level, the "Brandmauer"
will continue to blur, and mainstream political parties will interact with AfD. At the same time,
lifting the ban on cooperation with Alternative for Germany is still unlikely. Thirdly, the crisis in
the ruling coalition will intensify: in order to win back the votes of AfD supporters, the CDU/CSU
bloc will shift to the right in its socio-economic measures and rhetoric, while the Social Democratic
Party of Germany (SPD) will remain in the center-left. The collapse of the coalition cannot be ruled
out, but is highly unlikely.

The government's low approval rating will be linked to public dissatisfaction with economic
difficulties and disagreements within the governing coalition.

The most important goal for Germany's leadership will be to stimulate economic growth.
Discussions between the CDU/CSU and SPD in the government will intensify on measures to help
businesses, tax reform, and cuts in social policy spending. However, rapid economic growth is not
expected.

Attention will remain focused on the migration issue. Germany will not face migration challenges
similar to those of 2015-2016, but increased public attention to this topic will lead to the
development of policy measures aimed at reducing migration levels. At the European level,
Germany will continue to implement the Pact on Migration and Asylum. At the national level, great
importance will be attached to speeding up the procedure for deporting people who have not been

38 Brandmauer — ban on cooperation with Alternative for Germany.
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granted asylum: reducing bureaucratic regulations, expanding the list of safe countries, and bilateral
agreements with countries of origin. The problem of repatriation will influence foreign policy, in
particular, ensuring a softer position from Berlin towards the regimes in Afghanistan and Syria.

Germany will increase its defense spending by more than 20% (approximately €105 billion).
Military conscription reform is likely to be launched in 2026. Germany will increase its purchases
of weapons and military equipment, with German companies accounting for the majority of orders.
The US will remain the main foreign supplier.

Possible trade restrictions imposed by the US and China will pose a serious challenge to German
foreign policy. In this regard, Germany will continue to work on diversifying its trade relations by
developing economic ties with India and other Asia-Pacific countries.

Despite the difficulties in establishing communication with Donald Trump, the importance of
transatlantic relations will remain a constant for Germany. One tactic for improving relations with
Washington will be high defense spending and purchases of American weapons. Transatlantic ties
in the security sphere will only strengthen: the deployment of the US 2nd Multi Domain Task Force
will continue in Germany, and Berlin's dependence on the US military-industrial complex in
sensitive areas such as aviation, radar, and cruise missiles will increase. In dialogue with the US
president, German political elites will emphasize that they are fulfilling their NATO obligations,
thereby seeking to secure greater US support on issues such as the conflict in Ukraine, security
guarantees, and the reduction of tariffs.

Another imperative of Berlin's foreign policy will remain its commitment to European integration.
Germany will participate in EU defense programs, including joint arms purchases for Ukraine.
However, Germany will not support France's course on strengthening strategic autonomy and
integrating procurement and military production among EU member states in all matters. Delays in
the implementation of the joint Franco-German Main Ground Combat System (MGCS) tank and
Franco-German-Spanish Future Combat Air System (FCAS) fighter jet projects may cause
additional complications between Berlin and Paris.

Polarization on the Palestinian-Israeli conflict will continue in Germany. First, there will remain a
discrepancy between the position of the majority of the population and that of the government. The
attitude of ordinary Germans towards Israel has deteriorated significantly since the conflict began.
62% of German citizens surveyed believe that Israel's actions in Gaza can be described as genocide,
with only 17% disagreeing with this statement™. At the same time, the government refrains from
sharply criticizing Israel and using the term "genocide." If the conflict escalates, official Berlin will
not support tough measures against Israel, but will likely reduce supplies of offensive weapons. The
German government will continue to restrict anti-Israeli statements by the population.

Secondly, public discussions about the Palestinian-Israeli conflict will remain highly emotional,
with accusations of anti-Semitism, racism, or support for genocide. This is due to the continuing
focus on the history of National Socialism in Germany. On the one hand, coming to terms with the
crimes of the Third Reich makes it difficult for the German government and part of society to

3 44 Prozent der deutschen Wahlberechtigen sprechen sich fiir die Anerkennung Paldstinas als eigenstdndiger

Staat aus // YouGov.de. https://yougov.de/politics/articles/53032-44-prozent-der-deutschen-wahlberechtigen-sprechen-
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108



criticize Israel, and on the other hand, it leads to an acute and painful attitude toward issues of
genocide and human rights.

Such polarisation is not expected when it comes to support for Ukraine. In the context of the
Ukrainian conflict, Germany will continue to provide military and financial assistance to Kyiv,
which will be welcomed by a significant proportion of the population. The amount of military aid
could increase to €11.5 billion*®, and it is possible that Patriot surface-to-air missiles, IRIS-M
surface-to-air missiles, armored vehicles, drones, and artillery shells will be sent to the Ukrainian
Armed Forces. However, the transfer of new items, including Taurus long-range missiles, and the
relocation of German defense production to Ukraine are unlikely.

Germany will not initiate a settlement of the Ukrainian conflict and will base its policy on the
position of Kyiv, its European allies, and the US. The majority of the population will also believe
that the decision to negotiate with Russia should be made by the Ukrainian side*!. As a security
guarantee, Germany will advocate strengthening Ukraine's defense capabilities, but not NATO
membership.

Germany will maintain a tough stance toward Russia. Official Berlin will continue to argue that by
2029-2030, Russia will have built up sufficient capacity to attack NATO. Alarmist rhetoric will be
used by the German elite to justify high military spending, conscription reform, and military
procurement. At the same time, Berlin will likely refrain from planned provocations against
Moscow.

It is unlikely that Germany will increase its political influence in the post-Soviet space. Due to cuts
in development policy funding, the humanitarian and political activities of German NGOs in these
countries will decline.

France

The dynamics of France's socio-economic development in 2026 are expected to be as weak as in
2025. According to Bank of France forecasts, GDP growth is anticipated to be extremely weak (0.7-
0.9%* compared to the eurozone average of 1.2%%*), which, given the foreseen inflation rate
(1.7%*), effectively means stagnation. In terms of GDP growth, France will lag behind China
(4.8%) and the US (2%™*). The government budget deficit is expected to remain at 4.7%*, but the
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budget itself still has to be adopted. The current draft budget assumes an increase in revenue
through taxation of the wealthiest segments of the population and the elimination of tax loopholes,
as well as a reduction in government spending, with the exception of defense. Public debt is
expected to grow by 2 percentage points to 117.6% of GDP*, and the unemployment rate is also
expected to rise from 7.5% to 8.2%*%. The purchasing power of the French (PPP GDP) is expected
to fall from 0.8% to 0.4%".

According to the OFCE expert center, the main reasons for this stagnation are weakening domestic
demand, increased tensions in international trade, and political uncertainty°. It is no surprise that,
according to opinion polls, two-thirds of the French population (69%) are pessimistic about the
future for themselves and their children, and this figure has increased by 15% compared to January
2022. Young people under the age of 35 are the most optimistic about the future, but the older the
respondents, the more pessimistic they are. The most pressing issues are healthcare and education,
crime and the fight against terrorism, and economic problems (price increases/inflation, purchasing
power of the population’!).

Two main factors will largely determine France's domestic political development in 2026. The
first is President Macron's lack of a parliamentary majority after the disastrous 2024 parliamentary
elections, which has resulted in a series of prime ministerial changes. Over the past two years, the
country has already seen three prime ministers, each of whom served for less than 12 months:
Michel Barnier (3 months), appointed in the autumn of 2024 and unable to pass the country's budget
for 2025, was replaced by Francois Bayrou (8.5 months), who was replaced a year later by
Sébastien Lecornu for the same reason. His first government lasted one day, his second has been in
power for two months so far, but its fate will largely be determined by the outcome of the
parliamentary battle over the 2026 budget bill. If it fails, Lecornu's resignation and new snap
parliamentary elections cannot be ruled out, which, according to opinion polls, are unlikely to bring
success to Macron's supporters, strengthening the position of the far right.

A number of significant domestic political events may also influence the situation. In January-
February, a court verdict will be handed down in the case of Marine Le Pen, leader of the far-right
National Rally party. She will most likely be banned from running for election for two years, which
means that Le Pen's protégé, Jordan Bardella, will become the party's main candidate. A referendum
on the autonomous status of New Caledonia, a French possession in the Pacific Ocean, is scheduled
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for February. Regional elections are also scheduled for May-June, which will be important for
understanding the new balance of power in the archipelago between loyalists and autonomists. In
March, France will hold municipal elections, which will test the popularity of political forces at the
local level.

The second factor is the country's preparation for the new presidential elections in 2027, which will
de facto begin in the autumn of 2026. Since Emmanuel Macron will not be able to run for re-
election, the list of main presidential candidates will be determined by the end of 2026. Primary
elections in the left, centrist, and right camps are not out of the question. According to opinion
polls, Marine Le Pen or Jordan Bardella have a solid chance of making it to the second round. They
can score points against the backdrop of the country's economic difficulties. For other candidates,
much will depend on their ability to consolidate their political camp.

There is some polarization among the population regarding two major conflicts that are important to
official France: Ukraine and the Middle East. The issue of relations between Russia and Ukraine
will remain important to the French, rather than secondary, but it is certainly not a priority, lagging
far behind domestic problems. It is currently of greatest concern to the older generation (aged 35
and above, especially those aged 50-65), the wealthy and urban dwellers, and supporters of
Macron, the Socialists, and the Greens. It is of least concern to young people (aged 18-35),
especially those who are less well-off and from rural areas, voters of the far left, moderate right
(Republicans), and far right.

The topic of Israel's war with Hamas/Hezbollah will attract the attention of the French almost as
much as Russian-Ukrainian relations. It is of greatest concern to young people (aged 18—24) and
those aged 5065, and in terms of party affiliation, to left-wing voters. It is of least concern to
people of the most economically active age (25—-34 and 35-49), especially those with low incomes
and from rural areas, and especially those with moderate right-wing and far-right views>. At the
same time, the focus of attention may be on the problem of a surge in anti-Semitism in France itself:
the number of anti-Semitic acts in 2023-2024 increased 3—4 times compared to 2022, following the
terrorist attacks of October 7, 2023, and the Israeli offensive in Gaza>*. It is believed that the main
proponents of anti-Semitic rhetoric are supporters of the far left and some young Muslims (in
solidarity with Palestine), as well as those with traditional anti-Semitic views among the far right*>.

Foreign policy

Amid turbulent domestic politics, with Macron becoming a "departing president," France is unlikely
to launch any major foreign policy initiatives. Rather, it will support joint initiatives by its
EU/NATO allies — Germany, the UK, Spain, etc. — for example, to increase the EU's economic
competitiveness, social cohesion, and energy potential, as well as joint arms purchases (including

2 Balise d’opinion Ne301 — L’état d’esprit des Francais a la rentrée 2025 // IFOP. 2025.01.09.
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within the framework of the SAFE and Readiness 2030 projects). France's defense budget is set to
grow by €6.7 billion (+13% by 2025) to €57.1 billion>®. When discussing the possible prospects for
EU enlargement in the Balkans (e.g., with regard to Albania and Montenegro), France will remain
cautious: it will not push for it, but is unlikely to oppose it.

France's relations with the US will remain complicated: allied ties will be partly offset by friction
over economic issues (Trump's protectionist policy, which is unpopular among the French®’) and
international affairs (relations with China, the Palestinian-Israeli conflict, etc.). The 15% tariffs
imposed by Trump on the EU affect French exports to the US, which in 2024 was France's fourth
largest market and the largest outside the EU. In 2025, French exports to the US fell by 5% —Iless
than the EU as a whole (8%), but still significant. The decline in exports of steel and aluminum (-
25%), pharmaceuticals (-20%), cosmetics (-12%), and automobile manufacturing (-10%) was
particularly strong in the first half of 2025, although aircraft sales rose by 21%. President Macron,
who has joined the ranks of leaders who have found common ground with Trump, will most likely
try to persuade the latter to reconsider his policy, possibly offering some concessions in other areas
in return, or encourage EU countries to introduce retaliatory measures. Macron and Trump's
meetings at multilateral summits could be significant in this regard: the June G7 in Evian (France),
the July NATO summit in Alaska, and the December G20 in Florida.

France's relations with China will also remain ambivalent: on the one hand, given the importance of
China as its fifth largest trading partner’® and the EU's third largest trading partner®®, Paris is
unlikely to follow the US's hardline approach towards China. On the other hand, France will see
China as a political rival to the EU and will maintain its course in the Indo-Pacific region to form a
group of countries that offers an alternative to both the US and China. France is likely to put
pressure on Chinese businesses involved in supplying high-tech products to Russia.

France will continue to support Kiev in the Ukrainian conflict. It has already promised to supply
weapons — Aster missiles for air defense systems and Mirage®® fighter-bombers, not excluding long-
range Scalp missiles — but their quantity is unlikely to have a significant impact on the situation at
the front. Military production (artillery, ammunition, drones) will continue to grow, including for
transfer to Kyiv: in 2025, a gunpowder factory began operating in Bergerac, which is expected to
reach an annual production volume of 1,800 tons of gunpowder in 2026°!. One of the guarantees of
Ukraine's security is considered to be the scenario of sending French troops there along with other
EU/NATO allies, although if this happens, it will most likely be after a truce has been established
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between Moscow and Kyiv. A more likely scenario is that France, together with its allies, may
approve new measures to put pressure on Russia, including sanctions packages and the seizure of
Russian assets in the EU, although it is unlikely that France will take this step alone.

Paris will continue the feasible fight against Russian influence in the post-Soviet space (Moldova,
Georgia, Armenia, etc.), including for energy reasons (Azerbaijan, Kazakhstan, Uzbekistan).
Overall, Paris's stance on long-term military, political, and economic containment of Russia by the
West will remain unchanged, and any changes on this issue will only be possible after the election
of a new French president in 2027. At the same time, the French are much less concerned about
Russian-Ukrainian relations, as well as Palestinian-Israeli relations (no more than 30% of the
population considered them important), than about socio-economic difficulties (60-80%)%2.

France is critical of the idea of a unified "Global South" bloc. Within the BRICS bloc, it
distinguishes between countries that take a more hardline anti-Western stance (Russia, Iran) and
those that are more friendly towards the West (Brazil, India, South Africa), who prefer to strengthen
cooperation with the latter. The SCO summit in Beijing in 2025 has caused concern among French
observers about the possible tightening of Chinese-Indian relations. Paris will most likely continue
its attempts to strengthen ties with individual BRICS countries — such as India, Indonesia and the
UAE - as part of its efforts to form a "third way" coalition in the Indo-Pacific region, as an
alternative to both the US and China.

France will most likely try to influence the Palestinian-Israeli settlement in following its recognition
of Palestine in 2025. There is a high probability that the French will maintain their disapproval of
Israel's military operation against Gaza, demanding that restrictive measures be taken against Israel
— with left-wing forces and young people particularly vocal in this regard®®. The effectiveness of
such measures is difficult to predict, but the EU would rather remain divided on the issue.

France will continue to fight to maintain its position in Africa, adapting its policy to the new
conditions: a flexible military presence with responsibility for security issues shifted to international
peacekeeping forces and the armies of African countries; countering the policies of rival powers —
China, Turkey, Russia, and others; and socio-economic initiatives capable of attracting the interest
of African youth and business. Particular emphasis will be placed on countries that were never part
of the French colonial empire and therefore have no historical trauma in relation to Paris. These
include, in particular, rapidly developing English-speaking countries undergoing urbanisation and
middle-class growth, such as Nigeria, South Africa and Kenya. An important event in this field will
be the France-Africa summit in Nairobi in May, the first to be held in a non-French-speaking
country.

The United Kingdom

Domestic politics
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The ruling Labour Party's ratings continued to decline throughout 2025. British citizens do not rate
the achievements of Prime Minister Keir Starmer's government highly, and ongoing challenges and
internal party conflicts mean that it will not be easy for Labour to overcome its accumulated
problems in 2026. Even with a solid majority in the House of Commons (as of November 2025,
Labour holds 406 of 650 seats), the party has been unable to demonstrate convincing results to the
public. The Conservative Party, which found itself in opposition after the 2024 elections, also failed
to strengthen its position throughout 2025. Its leader, Kemi Badenoch, looks unconvincing against
her competitors, even compared to her predecessor Rishi Sunak, whose approval ratings were also
low. The only factor currently working in the Conservatives' favor is the dissatisfaction with Labour
shared by the majority of the population.

The right-wing populist party Reform the United Kingdom, led by Nigel Farage, is gaining
popularity. According to public opinion polls, citizens believe that this party has the best chance of
winning the next general election, scheduled for 2029, and consider it to be the most patriotic of the
political forces, as well as the one offering radical change. On the other hand, the party is much
more often seen by survey respondents than its opponents as having extreme views and being
"strange." In order to prevent Farage's party from gaining further strength, both Labour and the
Conservatives are trying to incorporate elements of the right-wing agenda into their programs. In
particular, the Labour government has announced measures aimed at significantly tightening
immigration policy. Further intensification of competition on the right wing of the political
spectrum can be expected in 2026.

By the autumn of 2025, the ratings of the Green Party of England and Wales, led by Zach Polanski
since September, had risen slightly. Along with the new party created by former Labour members
Jeremy Corbyn and Zarah Sultana called Your Party, the Greens are seeking to attract left-leaning
voters who are concerned about growing inequality and dissatisfied with the ruling party. The
Liberal Democrats, led by Ed Davey, are slightly behind the Conservatives, Labour, and the Greens
in the polls.

Against this backdrop, in November 2025, contradictions within the Labour Party intensified and
became public, with reports appearing in the press indicating intentions to replace party leader Keir
Starmer®. The situation is exacerbated by the unfavorable economic situation, protests against
illegal immigration, and growing polarization of society. Inconsistent statements by Labour
regarding tax policy and government spending for the next year further damage the ruling party's
image and intensify contradictions within Starmer's cabinet. Thus, by the end of 2025, the
probability of a change in party leadership has not increased and will not remain so in 2026.

Distrust of political elites in general contributes both to the further growth of populist ratings and to
the emergence of spontaneous protests when significant news events occur. This information
background, as well as pressure due to the government's low ratings and disagreements within Keir
Starmer's cabinet, could lead to an intensification of internal party struggles and the emergence of
accusations of corruption or revelations in the press, including from sources within the Labour Party
itself.
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Public opinion polls show that British citizens consider the most pressing issues to be the
unsatisfactory state of the national economy and inflation, shortcomings in the healthcare system,
and immigration. The Labour Party has not yet managed to demonstrate convincing achievements
in any of these areas. In the ruling party's election manifesto, economic growth was identified as
one of the priorities, and there was even talk of striving to take first place in terms of GDP growth
among the G7 countries, but preliminary results for 2025 do not show a sustained economic upturn.
In October 2025, the International Monetary Fund revised its forecast for UK GDP growth
upwards: according to IMF estimates, it will be 1.3% (instead of 1.2%). GDP growth expectations
for 2026 have been revised downwards from 1.4% to 1.3%°.

Immigration remains one of the most polarizing issues in society. According to surveys conducted
by Ipsos in partnership with King's College London, 84% of Britons believe that society is divided,
with respondents citing tensions between immigrants and those born in the UK as the most
noticeable divide. Respondents who support the Reform the United Kingdom party are particularly
critical of the situation®®. Growing concern about immigration and mounting dissatisfaction with the
situation in this area, especially in certain socially disadvantaged areas, could spill over into new
protests in 2026.

Foreign policy

Donald Trump's second term as US president had a significant impact on British foreign policy. The
"special relationship" with the US had previously been considered a priority by the British elite, but
the Trump administration's sharp statements and unpredictable actions forced the British side to
react and take countermeasures at short notice. Throughout 2025, various meetings and visits were
organized, particularly in response to Trump's initiatives regarding Ukraine. At the instigation of the
leaders of the UK and France, an attempt was made to unite Western countries within the
framework of a "Coalition of the Willing." According to Prime Minister Keir Starmer, his
preoccupation with foreign policy led him to overlook problems within his own party.

Overall, the most pessimistic expectations of British experts and politicians regarding Trump's rise
to power did not come true, and Starmer managed to demonstrate the UK's commitment to
transatlantic relations. For Britain, which is closely linked to the US in virtually all areas — from
economics and technology to defence, intelligence and nuclear deterrence — cooperation with
Washington is inevitable.

A high degree of uncertainty is also associated with Donald Trump's trade wars and increased
customs duties on goods from abroad. The US is the UK's largest trading partner, with exports of
goods and services from the United Kingdom growing in the second quarter of 2025 and amounting
to £204.3 billion over the previous four quarters®’. In May 2025, the UK managed to conclude a
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trade agreement with the US, and in September 2025, an agreement on technological cooperation
providing for US investment in the British technology sector. Thus, overall, the government
managed to build relatively successful cooperation with its key partner during the year. However,
the continuing uncertainty is having a destabilizing effect on British politics. This impact is likely to
continue in 2026.

In relations between Britain and the European Union, the course toward rapprochement in 2025
outlined by the Labour Party in its election manifesto was confirmed. In May 2025, the first UK-EU
summit since Britain's exit from the European Union took place®®. The parties outlined areas for
closer cooperation, including the removal of trade barriers, simplification of movement of people
between the EU and the UK, and others. This course will continue in 2026. There are increasing
suggestions that leaving the EU (Brexit) was a mistake, but there is no question of Britain officially
returning to the union. The willingness of some members of Keir Starmer's cabinet to acknowledge
the damage that Brexit has done to the British economy may also be linked to attempts to counter
the party of Nigel Farage, as it was him and the political forces he previously led that campaigned
for withdrawal from the European Union.

The policy of maximum opposition to Russia remains in place. In 2025, Britain sought to play a
significant role as one of Ukraine's main supporters and made considerable diplomatic efforts to
counterbalance Donald Trump's sometimes inconsistent actions and to unite European and other
Western countries within the "Coalition of the Willing." New packages of sanctions were
introduced against Russian companies and individuals, as well as the so-called shadow fleet. At the
same time, Keir Starmer consistently expressed his support for Donald Trump's initiatives for a
peaceful settlement of the conflict. In Britain itself, both in parliament and in society as a whole,
there is a consensus on the need to strengthen support for Ukraine. This is one of the few issues that
does not cause significant controversy. Britain also seeks to maintain US involvement in European
security.

The British government's rhetoric regarding Israel throughout 2025 transformed and became
increasingly harsh. In September 2025, Keir Starmer announced the formal recognition of Palestine
as a sovereign state. However, after the October "peace summit" in Egypt, in light of hopes for
stabilisation of the situation, British politicians focused their attention on the reconstruction of the
Gaza Strip and humanitarian aid. According to Keir Starmer, Britain claims to be a leader in post-
conflict reconstruction efforts®. Public opinion in Britain is mixed: according to recent polls, the
proportion of Britons who sympathize with Israel has declined, and more than half of respondents in
September called Israel's actions in Gaza unjustified’’. According to the Institute for Jewish Policy
Research, there has been a noticeable increase in anti-Semitism: 82% of respondents to a survey
conducted among British Jews in the summer of 2025 believe that anti-Semitism is now a "fairly
big" or "very big" problem. In 2025, 35% of respondents rated their safety in the UK between 0 and

&8 Kharitonova E.M. UK-EU summit results / IMEMO RAS. 2025.22.05.
https://www.imemo.ru/publications/policy-briefs/text/uk-eu-summit-results.

&9 Prime Minister pledges UK leadership in Gaza’s reconstruction at historic Egyptian Peace summit // Press
release. UK Government. 2025.12.10. https://www.gov.uk/government/news/prime-minister-pledges-uk-leadership-in-
gazas-reconstruction-at-historic-egyptian-peace-summit.

0 Smith M. Two years into the Gaza conflict, record numbers of Britons say Israeli action is not justified.
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4 on a 10-point scale (in 2023, before the attacks on October 7, only 9% of respondents gave this
rating’!). The attack on a synagogue in Manchester in October 2025 only served to confirm these
fears. Further developments in 2026 will depend primarily on the situation in the region itself. A
new escalation of the conflict will contribute to increased polarization in British society and put
pressure on the government from opposing sides, while stabilization may somewhat reduce tensions
in Britain itself. Even in a favorable scenario, however, Britain's ambitions to play a significant role
in the reconstruction of Gaza will be difficult to realize, given the challenging economic situation
and cuts in funding for international development programs by major international donors,
including the United Kingdom itself.

China remains one of the most difficult directions for Britain, partly because of the need to take into
account the position of the United States. In the new Strategic Defence Review published in 2025,
China is described as "a sophisticated and persistent challenge." Back in 2023, the Parliamentary
Intelligence and Security Committee called British policy toward China "completely inadequate"
and inconsistent with China's size, ambitions, and capabilities. At the same time, China is one of
Britain's largest trading partners and ranks fourth in terms of bilateral trade volume. Chinese
students rank second in terms of the number of foreign students in the United Kingdom. The UK's
policy has been inconsistent and multidirectional in recent years, and an audit of bilateral relations
was conducted in 2025 to develop a clearer and more balanced strategy’. At the same time, striking
a balance between economic considerations, given China's role in the global economy, and
perceived  security  threats appears to be an  extremely  difficult task.

n Boyd D. Two years after the October 7 attacks: British Jewish views on antisemitism, Israel and Jewish life //
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Central and Eastern Europe

The general trends in the Central and Eastern Europe (CEE) region, which includes 11 EU member
states (Bulgaria, Hungary, Latvia, Lithuania, Poland, Romania, Slovakia, Slovenia, Croatia, the
Czech Republic, and Estonia) in 2025 varied significantly in the economic and political spheres.

Economic dynamics were generally positive, despite internal and external problems, primarily in
the areas of energy supply and foreign trade (due to the aggressive trade policy of the US and
China's increased expansion in the EU market). In five CEE countries, GDP growth was above the
EU average (growth was lower in Hungary, Slovakia, Romania, and Estonia). At the same time, in
seven countries, the share of the government budget deficit in GDP and the unemployment rate
were lower than the EU average (Hungary, Poland, and Romania deviated from the overall positive
trend in terms of budget deficit, while Latvia, Lithuania, Romania, and Estonia deviated in terms of
unemployment). CEE countries performed worse than average in terms of inflation (only Slovenia
and the Czech Republic had below-average inflation compared to the EU).

According to European Commission (EC) forecasts, the overall positive trend for CEE economies
will continue in 2026. The economies of nine CEE countries will grow at a faster pace than the EU
average, unemployment will be below average in eight countries, although only Slovenia and the
Czech Republic will continue to have below-average inflation, and the number of "young
Europeans" with a below-average budget deficit as a share of GDP will fall to five. Nevertheless, in
terms of severe material and social deprivation (inaccessibility of the minimum necessities for a
decent life) at the beginning of 2025, four countries (Bulgaria, Hungary, Slovakia, and Romania)
were 1.2-2.7 times worse than the EU average. The inhabitants of Bulgaria and Romania were the
poorest, which led to political instability. Between 2022 and 2025, there were six changes of
government in each country, including two in 2025. A number of social problems have become
chronic in most countries, primarily in healthcare, housing construction, and rising energy costs for
households. However, overall, the economy in most CEE countries is still creating a potentially
favorable backdrop for political development.

The realization of this potential has largely depended and will continue to depend on the ability of
the main political forces in these countries to overcome or at least mitigate the current instability,
turbulence, and often unpredictability of national political developments and their impact on the
positioning of CEE countries within the EU and globally. The presidential and parliamentary
elections held in 2025 revealed the main problems facing CEE countries: a change in the prevailing
political trend and corresponding shifts in the balance of political forces; ineffective interaction
between the main branches of the executive power — the president and the government; differences
in foreign policy preferences — globalisation vs isolationism, EU vs US; inconsistency of positions
on the development of the EU and regional groups in Central and Eastern Europe, including the
Visegrad Group; disagreements on the prospects for resolving the conflict in Ukraine.

In 2025, CEE countries generally saw a further strengthening of the right wing of the political
spectrum. In fact, only in one country, Croatia, did a representative of the center-left social
democratic forces, Z. Milanovi¢, win the presidential election. In Romania, the president was a
centrist, supporter of socio-economic liberalism, and pro-European N. Dan. However, he only
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managed to win after the 2024 election results, which had been convincingly won by the far-right,
nationalist, Eurosceptic, and pro-American politician C. Georgescu, were annulled on the pretext of
"foreign interference." His successor, the leader of the far-right, nationalist, anti-European party, G.
Simion, won twice as many votes as his rival in the first round of the new elections. But in the
second round, he lost by a small margin, which is attributed to administrative pressure from the
government, led by the center-right pro-European National Liberal Party (NLP), as well as
interference from the European Commission.

In Poland, K. Nawrocki, nominated by the right-wing, nationalist, Catholic-oriented and eurosceptic
Law and Justice (PiS) party, became president with a slight advantage over the nominee of the
ruling conservative-liberal pro-European Civic Coalition (CC), R. Trzaskowski (51%). Overall,
52% voted for candidates from all right-wing parties in the first round, while only 9% voted for left-
wing candidates. In fact, voters were divided into two camps—centrists and left-centrists on the one
hand, and right-wingers, including the far right, on the other—which provokes permanent political
uncertainty. In addition, the strengthening of the right-wing camp is weakened by disagreements
between the "old right,” which emerged from the Solidarity movement, the "new right"
(Confederation) — in terms of ideology and the age of party members and their voters, as well as the
"super-extreme" elements — the party of the hardline nationalist, anti-European, homophobe G.
Braun. According to polls conducted at the end of 2025, the split in Polish society will persist in
2026.

In the Czech Republic, parliamentary elections were won convincingly (with over 49% of the vote)
by a coalition of the populist liberal-conservative, Eurosceptic party Action for Dissatisfied Citizens
(ANO) and two right-wing nationalist and Eurosceptic parties, with left-wing parties failing to enter
parliament.

Overall, the general shift to the right in the political spectrum has intensified the rivalry between the
two centers of supreme executive power — the president and the government (CEE countries are
parliamentary republics), especially when they are controlled by competing parties. In Croatia, the
election of President Z. Milanovi¢ was, in essence, a counterweight to the government of A.
Plenkovi¢, which is supported by the right-wing conservative Croatian Democratic Union party,
which, in the opinion of the public, is overly supportive of Ukraine. In Romania, the key slogan of
N. Dana's election campaign was the fight against corruption and inefficient public administration.
Deep disappointment in the ruling class for these reasons led to the fact that, according to polls in
2025, more than 50% of Romanians considered the communist regime to be rather beneficial for
Romania, and the last head of the Communist Party, N. Ceausescu, to be a good leader of the
country. Namely, the NLP that supported Dana led or was part of most of the "post-socialist"
Romanian governments that caused discontent among the population. In the Czech Republic, the
differences between the liberal conservative, Euro-enthusiast, and Euro-Atlanticist President Pavel
and the new right-wing cabinet of Babi§ are more noticeable, including in the nominations of some
ministers and especially in foreign policy issues. In Poland, K. Nawrocki, aptly named by one
satirist as "not a president-elect, but a president-delict” (i.e., an offender), immediately launched an
aggressive offensive against the government, bordering on sabotage. Given the different
interpretations of the Constitution, instead of being an arbiter who maintains social and political
balance in the country and a "notary" who almost formally approves government decisions, he
seeks to become the highest authority. In his first four months in office, he refused to approve the
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appointment of 40 ambassadors, 46 judges, and the first officer ranks of 136 special service
employees. He also vetoed 17 laws prepared by the government and approved by parliament
(ranging from a ban on keeping dogs on chains to the regulation of cryptocurrencies), earning him
the nickname "vetomat." By comparison, the most successful president of "post-socialist" Poland,
Aleksander Kwasniewski, vetoed only 34 laws in 10 years. In addition, K. Nawrocki proposed a
number of social measures within the country that were not provided for in the already approved
state budget, and on the international arena he put forward initiatives that actually contradicted the
foreign policy course of D. Tusk's government. In Bulgaria, the social-democratically oriented
President R. Radev, against the backdrop of mass protests over the planned transition to the euro in
2026 (opposed by about 50% of Bulgarians) and tax increases, sided with the opposition to the
right-wing government and called for its resignation, which took place in December 2025.

The national "rightward shift" has a noticeable impact on the international preferences of the
political class in Central and Eastern Europe, while also reflecting the influence of major global
actors, primarily the EU and the US, on national politics. In the complicated geo-economic
conditions, a number of countries (Hungary, Slovakia, Poland), contrary to the general line of the
EU, are intensifying ties with China, while at the same time effectively slowing down the
conclusion of a free trade agreement with MERCOSUR. Eurosceptic countries (primarily Hungary
and Slovakia) are effectively appealing to the US to defend their positions within the EU. The
Trump administration openly supported K. Georgescu and K. Navrocki in the elections and took a
positive view of A. BabiS. With the support of the US, Hungary and Slovakia are seeking
exemptions from the ban on energy imports from Russia and from migration policy. The new US
National Security Strategy published in December 2025, support for right-wing "patriotic" forces to
weaken supranational strategies and institutions aimed at strengthening regional unity and
autonomy in the EU is declared a priority, noting that "the growing influence of patriotic European
parties is indeed a cause for great optimism."

In the CEE region (except for the Baltic states), despite political differences, there is a clear increase
in Euroscepticism and opposition to Brussels' common migration, energy, and environmental
policies. This was clearly evident during discussions on the European Commission's proposed EU
budget for 2028-2034, which outlines a major restructuring of the EU's internal and international
development strategies with a corresponding redistribution of funding. In the case of Hungary,
Slovakia, the Czech Republic (and to some extent Bulgaria and Romania), this confrontation with
Brussels and a number of "old" EU countries is taking on a harsh character. K. Nawrocki set the
tone by stating that the current EU "is not the union of our dreams" and by publishing proposals for
reforming the EU that had not been agreed with D. Tusk's government and were essentially aimed
not at deepening integration but at returning to its earlier forms. At the same time, by refusing to
meet with Viktor Orbéan, he effectively thwarted the "revival" of cooperation between Hungary,
Slovakia, Poland, and the Czech Republic on protecting their common interests within the Visegrad
Group, which had been emerging after Andrej Babis's victory in the Czech Republic. Nawrocki also
essentially disavowed the line taken by Donald Tusk, who agreed, for the sake of strengthening ties
with Germany, to limit himself to obtaining compensation from Germany for Polish citizens who
suffered under the Nazi regime. The new president of Poland is demanding reparations for damage
caused by the German occupation, estimated by the PiS government at €1.3 trillion, which is
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comparable to the total seven-year EU budget for 2021-2027 or almost nine years of Poland's state
budget revenue.

Significant differences remain on issues related to relations with Russia, including ways to end the
conflict in Ukraine. Against the backdrop of harsh anti-Russian rhetoric from the Baltic states and
Poland (including proposals to dismantle railway tracks in Latvia leading to the Russian border)
Hungary, Slovakia, and now, possibly, the Czech Republic are taking a more pragmatic stance.
These countries, as well as Bulgaria, are taking a more cautious approach to the issue of support for
Ukraine (including ruling out sending their military there) and the early achievement of peace. K.
Nawrocki announced a change in the terms of aid to Ukraine, which amounted to about 4% of
Poland's GDP in 2022-2023 (more than the cost of pensions in Poland's 2026 budget). At the same
time, most CEE countries support the course towards achieving strategic autonomy in the military
and military-industrial spheres. Thus, Bulgaria, Hungary, Latvia, Lithuania, Poland, Romania,
Slovakia, Croatia, and Estonia have applied for funding from the new EU fund (SAFE) in the
amount of €150 billion, created to promote defense investments.

There is a high probability that political fragmentation and division within Central and Eastern
Europe will continue in 2026, especially given the US policy of supporting centrifugal trends in the
EU. The prospects for political development may be influenced by the parliamentary or presidential
elections scheduled in five countries, especially the parliamentary elections in Hungary and the
presidential elections in Bulgaria. In Hungary, the EC's main "internal" opponent, the threat of a
shift from Viktor Orban's Eurosceptic, Trump-backed and essentially pro-Russian course to Péter
Magyar's "pro-Brussels" and anti-Russian line has diminished somewhat. According to polls
conducted in November 2025, Orban's Fidesz party, which has dominated Hungarian politics since
2010, together with its potential ally, the ultra-nationalist and populist Our Homeland Movement,
could win 46% of the vote in the elections, almost matching the 47% won by P. Magyar's
opposition party, Tisza. To consolidate his success, Orban launched a mortgage subsidy program
for first-time homebuyers in September, reduced taxes for families, and introduced new pension
payments in February 2026, two months before the elections. He also prevented a sharp rise in
energy prices by obtaining a deferral from Trump on sanctions against Russian oil and gas. Orban
continues to rely on the System of National Cooperation (NER), a network of political, cultural, and
business structures linked to his government and the Fidesz party, which form the backbone of loyal
elites. In addition, structures linked to Orban control most of the Hungarian media (including digital
platforms). Orban's victory will be important for the success of Slovak Prime Minister Robert Fico,
who is pursuing a similar course, in 2027 and for strengthening Visegrad regional cooperation. In
Bulgaria, 2026 will mark the end of Radev's second presidential term, during which he declared the
collapse of the geopolitical security architecture, the unreality of the EU's plan to achieve peace in
Ukraine, and the possibility of restoring dialogue with Russia. However, the likely creation of a new
social democratic and Eurosceptic movement by him could contribute to positive shifts in these
areas.

In 2026, political developments in Central and Eastern Europe will be determined by the course of
the conflict in Ukraine and the EU integration process (including preparations for its enlargement
by 2030). At the same time, the role of CEE countries in the economic, political, military-political,
and defense spheres will increase as existing political and ideological contradictions intensify,
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including under the influence of the CEE countries themselves, while centripetal integration trends

in the European Union will continue’?.

It seems that the key to understanding the current processes in the EU, and even more so the role of
CEE countries in them, is the process of geopolitization (and, in historical retrospect,
regeopolitization), as well as civilizational shifts in European space. In the historical context of the
current third major cycle in the history of European economic integration, which began in
November 2019 and was marked by the COVID-19 pandemic, EU economic integration has entered
a period of radical change. It is not moving towards greater unification of the economic, fiscal and
other policies of member states, i.e. de facto federalisation, which was the dream of the architects of
the EEC in the 1960s, but towards responding to external challenges’®.
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MIDDLE EAST

The Middle East region will be characterized by a high level of instability in 2026. There is no
reason to expect a resolution of the most acute conflicts, but a reduction in tensions in a number of
areas cannot be ruled out, as the Middle East is not a single field of confrontation. The Arab
monarchies of the Persian Gulf, which are interested in development and possess the necessary
resources, are considered not only islands of stability, but also agents of change, whose activities
are aimed at de-escalating existing conflicts both within the region and beyond. The risks of an
escalation of the situation in North Africa are low.

The most volatile subregion remains the Levant (Syria, Lebanon, Palestine, Israel), where acute
military tensions persist. The situation in the Gaza Strip will remain difficult due to the lack of
prospects for resolving the Palestinian issue. Conflicts involving both state and non-state actors
continue around the perimeter of the Middle East, including civil war in Sudan, instability in
Afghanistan, and military activity by Yemeni Houthis in the Red Sea. However, changes are not out
of the question — there is a possibility of an agreement being reached on the normalisation of
relations between Israel and Syria. It is important for Russia to maintain its presence in the Middle
East, particularly in Syria, and to protect its economic interests against the backdrop of increasing
sanctions pressure.

The dynamics of regional conflicts

The situation in the Levant, the Persian Gulf, and the Red Sea will depend primarily on Israel's
actions. There is a high probability of a new round of hostilities between Israel and Iran, as well as
new Israeli strikes in Lebanon, Syria, and Yemen. The risks are heightened by the fact that even the
position of the Trump administration is not a deterrent for the Netanyahu government, which
demonstrated in 20242025 its readiness to launch preemptive strikes against all possible sources of
threat.

In the first half of the year, Netanyahu's government will most likely try to give American
diplomacy a chance to resolve the "Iranian problem," at least in order not to irritate Trump, who is
trying to act as a peacemaker. However, if there are signs of an intensification of Iran's nuclear
program or a rapid restoration of the Islamic Republic's missile capabilities, a new exchange of
strikes may take place. It cannot be ruled out that in the event of an Israeli-Iranian escalation, the
targets will include not only Iran's nuclear and military facilities, but also critical infrastructure,
power plants, oil fields, and oil refineries.

In turn, Iran, whose military capabilities were weakened during the "12-day war," will most likely
continue to behave cautiously in order to buy time to replenish its arsenals and eliminate the
consequences of the hostilities. In the event of new Israeli aggression, Tehran's response will most
likely include the massive use of new-generation ballistic missiles with improved capabilities to
overcome air defense/missile defense systems. The most pessimistic scenario involves the
intervention and active participation of the United States in the conflict. This would significantly
increase the risk of large-scale and uncontrollable destabilization.
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It should be expected that Israel will continue its operations against Iranian proxy groups with the
aim of completely eliminating the remnants of the "Shiite axis" that was defeated in 2024-2025°.
At the beginning of the year, new Israeli strikes against Hezbollah in Lebanon are likely if the
government army fails to disarm it as stipulated in the ceasefire agreements. If there are clear signs
of Hezbollah rebuilding its military capabilities, Israel can be expected to launch a combined (air
and ground) operation against the movement's main bases, primarily in border areas’®.

Another source of tension will be Israel's confrontation with the Yemeni Ansar Allah movement
(the so-called Houthis), which is allied with Iran. As of the end of 2025, attacks from Yemen using
UAVs and ballistic missiles were isolated incidents and did not cause visible damage to targets in
Israel. This theater of war is likely to remain secondary for Israel, but the possibility of increased
activity by the Houthis and intensified missile strikes, which would lead to new retaliatory actions,
cannot be completely ruled out. In the event of an escalation in the Red Sea, we should expect
increased activity by the US Navy and Air Force to protect Israel and shipping from the Houthis.

Syria is likely to remain an area of heightened tension. The main risk factors will be the activity of
Islamist groups and the confrontation between Israel and Turkey, which intensified in 2025. Under
the pretext of countering terrorist threats from radical Islamist groups, Israel will maintain a 10-15
km buffer zone in the border area in southern Syria (for example, in the Golan Heights and
Quneitra) and de facto protectorate over the Druze areas (security guarantees without the direct
introduction of ground forces’”). Further expansion of the Israeli military presence is unlikely, but
possible in the event of a sharp escalation of the situation in Syria, for example, repeated attempts
by Sunni radicals or tribal militias to massacre Druze in the province of Suwayda.

Israel will make every effort to gain complete control over Syrian airspace and have freedom of
action against terrorists or corridors for raids on Iran. The fact that Israel, with US support, is
negotiating with the authorities in Damascus to normalize relations gives some hope for
maintaining stability’®.

Against the backdrop of continuing instability, leading Arab countries (Saudi Arabia, the UAE,
Egypt) are stepping up their efforts to de-escalate tensions in the region, primarily with the aim of
establishing a lasting truce in Gaza and reducing the likelihood of renewed hostilities between Israel
and Iran”’. It is also to be expected that the Arab monarchies will maintain improved relations with
Iran in order to reduce the likelihood of Iranian strikes on US military bases located on their
territory. At the same time, the Gulf countries will work to obtain additional security guarantees
from the US and encourage the Trump administration to put pressure on Israel.
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Internal conflicts

The dynamics of internal conflicts in the Middle East will be largely determined by the activities of
regional and global actors. Current crises can be divided into two groups. Where external forces are
highly competitive, such as in Syria and Sudan, the situation will remain tense and difficult to
predict. In other cases (Libya, Yemen), internal crises will remain frozen, as the immediate
participants do not have sufficient resources of their own to wage intensive combat operations, but
at the same time there are no incentives for a quick settlement based on mutual concessions and
compromises.

In post-Assad Syria, despite the apparent stabilization and optimism of Western observers, the risk
of the crisis escalating should be considered high. The country will remain divided into zones of
influence—Turkish, American, and Israeli. The pessimistic scenario assumes a resumption of civil
war "all against all" along several lines of division: Arabs against minorities (Kurds, Druze,
Alawites), moderate Sunnis against radicals from ISIS and other groups..

The civil war in Sudan will remain a peripheral conflict for the Middle East, but it will continue to
pit the interests of a number of influential countries in the region against each other as they support
opposing sides. It is highly likely that the country will remain divided into zones of control: the
capital Khartoum and the east will be controlled by the Sudanese Armed Forces, supported by
Egypt and Saudi Arabia, while the western provinces will be controlled by the rebel Rapid Support
Forces (RSF), supported by the UAE. Since the military capabilities of the opponents are roughly
equal, the most likely scenario is a fierce standoff in the central province of Kordofan. RSF control
of Sudan's western border will allow them to freely supply weapons from the Sahel-Saharan zone.
In November 2025, Abdel Fattah al-Burhan, head of Sudan's Transitional Sovereignty Council,
stated that there would be no dialogue or peace talks until the rebels (RSF) ceased their armed
struggle®. The dynamics of the crisis will depend on the ability of external forces, primarily the US
and regional sponsors, to persuade the parties to negotiate, which may be facilitated by a sharp
international reaction to the mass killings and violence against the civilian population after the RSF
captured the city of El Fasher in Darfur in October 2025. At the same time, the humanitarian
situation in the country will deteriorate significantly in 2026. There is a high probability that the
crisis in Sudan could be a source of instability in neighboring countries.

The likelihood of resolving the crises in Libya and Yemen during 2026 will be low, as will the
prospect of renewed large-scale hostilities. The internal conflict in Libya will remain frozen, as the
parties have reached relative military parity and are unable to achieve a quick victory using their
own resources, while their external sponsors, the UAE and Turkey, are not interested in resuming
hostilities. In Yemen, given the lack of interest of external forces (Saudi Arabia, Iran, UAE) in
escalating the conflict, a resumption of civil war between the Houthis and the internationally
recognized government in Aden is unlikely. An important condition for maintaining the status quo
will be the continuation of détente between Iran and Saudi Arabia.

Economic trends
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Moderate growth is expected in the national economies of the Middle East region. Average GDP
growth for the region will be approximately 3-3.5%?%!. Qatar (4.3%), Iraq (4.5%), the UAE (3.2%),
Saudi Arabia (4%), and Egypt (4%) are expected to be leaders for real GDP growth per capita®?. On
average, the countries of the Gulf Cooperation Council (GCC), which are the drivers of growth in
the region, will show GDP growth of 2.6%. This growth is due to increased oil and gas production,
as well as successes in diversifying their national economies through major investments in
infrastructure, tourism, and R&D.

Regional escalations, declining oil demand, reduced foreign direct investment, and lower tourist
flows will remain key risks to economic stability in the region®®. The oil factor represents the main
uncertainty, as oil oversupply is expected in early 2026. The GCC countries will face a decline in
revenues from hydrocarbon sales amid rising diversification costs. This situation will affect both
inflation expectations and overall inflation rates. In vulnerable and conflict-affected countries in the
region, namely Syria, Lebanon, and Yemen, economic stagnation will continue without significant
international recovery programs and foreign investment inflows.

High GDP growth rates in Saudi Arabia (4%) will be supported by increased production and
growth in non-oil sectors of the economy, and strong inflows of foreign and government investment
will continue under the Vision 2033 development program. The main vulnerability for the Saudi
economy is the dependence of state budget revenues on oil exports and possible temporary pauses
in the implementation of megaprojects due to budget consolidation.

In the UAE (expected GDP growth of 3.2%), successes in the development of tourism, fintech, and
logistics projects are making a significant contribution to the growth of the non-oil economy. The
main vulnerabilities are the volatility of world oil prices and the dynamics of tourist flows.

The economies of Qatar (4.3%) and Kuwait (1.4%) are traditionally supported by energy export
revenues and infrastructure investments. Due to low growth rates and budget constraints, there are
risks in servicing and refinancing external loans for Oman (0.3%) and Bahrain (1.2%)*.

The Gulf monarchies, mainly the UAE and Saudi Arabia, will continue to increase cooperation with
non-Western partners, primarily China. Imports of consumer goods, including high-tech goods, will
increase. Limited attempts, constrained by US pressure, are being made to develop cooperation in
the field of artificial intelligence and joint production of weapons and military equipment with
Chinese and Russian companies. It is noteworthy that at the largest Middle East arms exhibition,
IDEX 2025 in Abu Dhabi, Russian products were presented at a large-scale exhibition, whereas in
2023 Russia was not allowed into the main pavilion.

Trade cooperation between the GCC and other countries will continue to expand, with free trade
agreements expected to be signed with countries such as the UK, Turkey, Malaysia, and Japan. The
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UAE remains the undisputed leader among monarchies in terms of active participation in global
trade flows: the network of Comprehensive Economic Partnership Agreements (CEPA) — a key
instrument of the monarchy's foreign economic policy — is growing every year (the first of these
came into force with India in 2022). In 2025, agreements with Costa Rica, Mauritius, Jordan,
Serbia, New Zealand, Australia, and Malaysia came into force, bringing the total number of
partnerships to 13.

Egypt's economy (expected GDP growth of 4%) is stabilizing thanks to large FDI inflows,
stabilization of the balance of payments, and ongoing reforms. Inflation is slowing, but the negative
impact on the population and businesses remains.

By 2026, Egypt will enter a phase of "controlled stabilization" amid structural fragility. According
to IMF and World Bank estimates, after the shock of devaluation (2022-2024) and a sharp
tightening of fiscal policy, growth will gradually recover and inflation will slow, but the debt
burden and social vulnerability will remain high. Public debt and significant debt servicing costs
maintain chronic pressure on the budget, and the continuation of the IMF program requires
maintaining a primary surplus, expanding privatization, and further reducing subsidies. The
structure of growth continues to be driven by large infrastructure projects, construction, energy, and
the service sector.

Unlike the Gulf countries, Egypt has not yet formed sustainable high-tech clusters. Economic
growth continues to rely on traditional industries and state mega-projects, which limits
diversification and makes recovery more vulnerable.

Increased oil revenues in Iraq (4.5%), thanks to the gradual recovery of production and export
capacity, will support government budget revenues, but fierce competition between the main
political forces and problems of public administration will hinder the acceleration of economic
growth.

Iran's economic growth rate will remain low at 1.2%. The country will remain heavily dependent
on economic sanctions, geopolitical processes, and the volatility of oil and gas export flows.

High defense spending and ongoing security uncertainty will continue to shape Israel’s
macroeconomic situation in 2026.

There are three possible scenarios:

1. If the current agreement is violated and high-intensity hostilities resume for a significant part
of 2026, total defense and related costs will exceed 9% of GDP in 2026. The government
budget deficit will reach 7.9% of GDP in 2026, and real GDP growth will be limited to
1.1%. Government debt will rise to 75.9% of GDP by the end of 2026 and continue to grow
to 78.8% in 2027. Such a scenario creates conditions for increased international pressure, the
possible introduction of restrictive measures, and a narrowing of export opportunities for
high-tech industries. This, in turn, will reduce long-term growth potential, exacerbating the
outflow of skilled human capital and creating the conditions for a "lost decade" of low
growth.

2. If the 2025 agreements are upheld and part of the civil and administrative responsibility in
Gaza is transferred to international structures, the need for mass conscription of reservists
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will decrease, defense spending and the costs of maintaining security in the territory will
decline, conditions will be created for the gradual restoration of economic activity, while
contributing to an improvement in the investment climate and increasing the interest of
foreign and domestic investors. Already in 2026, with such dynamics, the economy will
return to a moderate growth trajectory: real GDP will increase by 3.6%. This scenario means
the beginning of a systematic recovery, accompanied by a reduction in macroeconomic
risks, improved business expectations, and the creation of conditions for financial
consolidation.

3. If a comprehensive agreement is not sustainable and total control over Gaza is not achieved,
fighting will continue sporadically, while Israel will remain responsible for the distribution
of food and humanitarian resources in the sector. Defense spending will remain high under
this scenario, leading to a budget deficit of 8.3% of GDP in 2025 and about 7% in 2026.
Public debt will reach 71.9% of GDP. Real GDP growth in 2026 will be only 1.7%, which is
significantly lower than before the conflict and reflects limited investment activity, as well
as high uncertainty for the private sector and rising interest rates on loans. This dynamic
corresponds to a scenario of "inertial" development, in which there are no sharp declines or
factors for rapid recovery, but a slow accumulation of socio-economic imbalances
continues®.

Regional and subregional perspectives
Gulf monarchies

The Gulf monarchies, primarily the UAE, Saudi Arabia, and Qatar, will continue their intensive
efforts to de-escalate tensions in the region. The Iran-Israel war in June 2025, followed by Iranian
and Israeli strikes on Qatar, despite its status as a key US ally, demonstrated that the Gulf
Cooperation Council countries face a real threat of finding themselves at the center of a military
conflict between Israel and Iran, the likelihood of which is extremely high. At the same time, the
location of US bases on the territory of these states not only does not guarantee security, but also
makes them potential targets for strikes. Attitudes toward Israel have changed. Previously perceived
(especially in the UAE) as an ally in building a stable Middle East security architecture, Israel has
now become a "spoiler," an unpredictable player and a destructive factor®®. There is now a
realization of the need for unity and a more proactive, unified policy to stabilize the region.

The Gulf monarchies will push harder for expanded security guarantees from the US that are more
specific and legally binding. In 2025, the UAE managed to sign a bilateral memorandum on
developing "comprehensive defense cooperation." Qatar obtained a presidential decree from
President Trump on the US commitment to ensuring the security of the emirate, and Saudi Arabia
signed a Strategic Defense Agreement with the US. The Gulf monarchies will also focus on
developing cooperation between their own defense ministries and the Pentagon.
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The Gulf monarchies' de-escalation efforts in the region are focused on preventing the resumption
of hostilities in the Israeli-Iranian conflict. The military activity of the Yemeni Houthis and the
situation in Gaza remain causes for serious concern. The Gulf monarchies view the resolution of the
Palestinian issue as a basic condition for sustainable regional stability, and its absence as a
permanent reason for various destructive forces (primarily non-state actors) to continue armed
escalation.

Israeli military activity and the continuing instability in Syria are causing great concern in the Gulf
monarchies. In this regard, they can be expected to attempt to restore unity in Syria (which is
hampered by their support for various local actors) and stimulate economic recovery®’.

Egypt

Significant domestic political changes in Egypt in 2026 appear unlikely. The re-election of al-Sisi in
2023, the renewal of the government in 2024, and the parliamentary elections in 2025 will
strengthen centralization and consolidate control over key political and economic decisions in the
hands of a narrow circle of actors associated with the security forces. Previous experience and the
examples of Syria, Libya, and Sudan have created a persistent "fear of chaos" in Egyptian society.
At the same time, there is still a risk of local protests over socio-economic issues.

In 2026, we can expect a further shift from broad subsidies for fuel and electricity to more targeted
support for the poor. This reduces the fiscal burden but increases pressure on the urban "lower
middle class," for whom price increases are felt more acutely than any other macroeconomic
indicator. The demographic factor—the annual entry of hundreds of thousands of young Egyptians
into the labor market—increases the risk of hidden social tensions, which manifest themselves not
in open protests, but in increased emigration, a gradual outflow of young people from the country,
and a rise in informal employment.

Egypt will face a number of military and political risks in 2026. In Sinai, the armed terrorist
underground has been significantly weakened but not completely eliminated; threats take the form
of rare sporadic attacks, allowing the authorities to maintain a heightened security regime.

The situation in the Gaza Strip will remain a key source of uncertainty for Egypt. Cairo assumes
that any new escalation, accompanied by a partial or mass displacement of Palestinians to the Sinai
Peninsula, will have catastrophic consequences for the country, ranging from destabilization of
border areas to undermining the internal legitimacy of the regime. Therefore, Egypt will seek to
keep the Palestinian-Israeli conflict within manageable limits and continue to play the role of
mediator.

In the south, the war in Sudan is creating a chain of threats, from refugees to competition for
influence with the UAE. Libya remains a strategic direction for Egypt. Cairo will continue to rely
on eastern forces (the LNA and structures in Benghazi-Tobruk), but at the same time maintain
working channels with Tripoli, given economic interests, migration risks, and the need to balance
with Turkey and the Gulf states. This dual approach allows Egypt to maintain influence in both
parts of the country and prevent a new cycle of escalation.

87 Roebuck W. Linchpin: Syria Becomes a Locus for Regional Cooperation and Competition // AGSI.
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Egypt will strengthen its naval presence in the Red Sea and northeast Africa. Egypt will continue to
obstruct Ethiopia's attempts to gain access to the sea. Cairo will develop closer ties with Somalia,
Eritrea, Saudi Arabia, and the Gulf countries to maintain balance.

Egypt's foreign policy in 2026 will be driven primarily by the logic of maintaining stability: limited
resources will force Cairo to focus on minimizing risks rather than expanding its influence.

Syria

By early 2026, Syria's political system will be a fragmented and institutionally unstable structure
operating under conditions of limited sovereignty over the country's territory. The country will
formally retain its republican system with a presidential form of government. Interim President
Ahmad al-Sharaa will continue to form the government apparatus, relying on consensus with
Islamist groups of varying degrees of radicalism. Real power and political influence will be
distributed among networks of religious and tribal actors, autonomous territorial formations, and
external patrons.

The parliament, recreated in a truncated form in 2025, functions as a group representation format
dominated by representatives of Islamist groups belonging to the Sunni jihadist group Hayat Tahrir
al-Sham (HTS)®® and technocrats loyal to them. Neither the parliament nor the cabinet of ministers
has any independent political initiative: key decisions are made in closed meetings of the religious-
political council and through mediation formats involving Qatar and Turkey. The absence of a
nationwide political project and a stable legal framework makes any attempt at consolidating power
extremely vulnerable and dependent on external support.

Based on current structural trends — the emergence of informal decision-making centres, the
degradation of classical state institutions, social stratification and the increasing reliance of power
on shadow or clientelist structures — in 2026 we can expect the current configuration of power to
take root without the development of state structures. Ministries will finally lose their coordination
and strategic planning functions, and their activities will become primarily ceremonial. This will
result in the formal state structure remaining a showcase, while decisions on key issues—trade,
currency, security, investment—will be made by a limited circle of individuals outside the
government bureaucracy®’.

Against the backdrop of weak central institutions, regional political entities will continue to exist.
The Kurdish administration in the northeast, backed by US support, will retain its own security
forces and independent economic and foreign policy. The Druze councils in the south, in Suwayda,
will continue to function as independent local self-government bodies, gradually expanding their
ties with Israel. These entities do not seek formal secession from Syria, but they shy away from
merging with central institutions, which reinforces the polycentric nature of governance. The most
likely scenario is the development of a system of "asymmetric federalism."*°

8 A terrorist organization whose activities are prohibited in the Russian Federation.

8 Conclusions drawn by N.V. Sukhov is based on a survey of participants in the current processes in Syria.
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Full-fledged constitutional reform remains unlikely in the foreseeable future: attempts to initiate a
national dialogue are either blocked by the authorities themselves or ignored by major regional
forces interested in maintaining the status quo. Under these conditions, the legitimacy of the
authorities will continue to rely not on legal mechanisms, but on religious rhetoric, network
loyalties, and external guarantees.

Long-term stabilization is impossible without launching a political process and a comprehensive
humanitarian strategy, including the demobilization of militants and the reintegration of the
population of refugee camps and families of ISIS®! prisoners. Without this, armed violence will
remain a fundamental part of everyday life in Syria.

Key security risks will remain:

-instability in a number of areas (Idlib, the south, and the northeast of the country), where none of
the actors have the power or resources to stabilize the situation;

-the growing threat of radicalisation against a backdrop of humanitarian deprivation and the
deterioration of the education system in refugee camps and among families of ISIS members held
captive, as well as in areas remote from the centre;

-conflicting interests among external actors, primarily Turkey, Israel, the US, and possibly Iran.

The most likely scenario is that the situation will remain unchanged, with localised flare-ups and
minimal risk of full-scale war. However, even a minor crisis (such as the conflict in Suwayda or a
large-scale attack on the Al-Hol camp) could lead to a cascade of secondary incidents and a shift in
the balance of power.

The social and humanitarian situation in Syria will be characterized by a high degree of dependence
on external aid. The return of refugees will remain limited: the main barrier will be not only
security, but also the lack of jobs, housing, and access to basic services. A more realistic scenario
would be partial internal reintegration — the transition of IDPs from camps to cities®>.

The status quo is expected to remain unchanged in the healthcare and education sectors:
international donors will continue to cover urgent humanitarian aid®>. The outlook for demographic
recovery remains negative: birth rates are declining, medical care is limited, and young people's
migration intentions do not suggest a return’.

In 2026, the basic parameters of the Syrian economy will be determined by a closed informal
council under the president, which means that the economy will shift to a mode of short-term
decisions focused on maintaining the loyalty of the elites and responding quickly to external
challenges. In 2026, this logic will take hold: economic policy will become the sum of "micro-

a1 A terrorist organization whose activities are prohibited in the Russian Federation.
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deals" with businesses, field commanders, and local administrations. The most likely scenario will
be selective economic stabilization, in which individual clusters (e.g., the ports of Latakia and
Tartus, border areas with Turkey and Jordan, and northeastern agricultural zones) will develop
autonomously within the framework of foreign states' "economies of influence."

Given the fragmented legal regime, ongoing international sanctions, and the absence of a national
budget, GDP growth at the macro level will be nominal and irrelevant. Real economic activity will
be concentrated in areas where foreign investment is directed, primarily from the Gulf countries,
Turkey, China, and the UAE. The financial system will remain dysfunctional: domestic lending,
taxation, and investment regulation will develop only in quasi-state entities’. The deterioration of
economic conditions increases the likelihood of widespread popular protests, which will be harshly
suppressed by security forces (HTS militants)’.

In terms of foreign policy, Syria will have only partial sovereignty. It will remain an arena where
key international and regional players maintain their interests and areas of presence without seeking
control over the entire country. Instead of a unified recovery strategy, Syria will continue to
function as an object of patronage politics, within which each state (Russia, Turkey, the US, Iran,
Israel, the UAE, Qatar, etc.) will pursue its own agenda.

Russia's strategy will shift toward a highly specialized presence, mainly in the security sphere (port
security, officer training, control of logistics routes). Moscow will seek to minimize political costs
and maintain its presence on the coast as a symbol of its geostrategic status, while building relations
with the Kurds and certain groups in the south.

Turkey will continue to institutionalize its influence: the northern regions may be transformed into a
de facto autonomous region under Turkish protectorate. Integration of logistics, education, and
municipal administration will deepen. At the same time, however, the risk of armed conflict with
Kurdish forces in the northeast will increase.

Qatar has established itself as one of Syria's main political and economic donors. Its strategy
combines elements of soft power and covert political support for certain centers of power, primarily
structures associated with the Sunni religious movement, including the moderate wing of the HTS.
Through its strategic partnership with Turkey and political influence in the League of Arab States
(LAS), Qatar has leverage over both the central authorities in Damascus and regional actors. On the
economic level, Doha is investing in the restoration of basic infrastructure — water supply, housing
and communal services, schools and medical facilities. Qatar's diplomatic activity is aimed at
becoming the guarantor of a "regional Islamic consensus", but in opposition to the presence of the
UAE and Saudi Arabia.

The US will maintain a limited military and civilian presence, primarily in the northeast, focusing
on counterterrorism policy and the development of oil and gas resources. At the same time, it will
expand its work with local administrations as a basis for containing Turkish and Russian influence.
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Israel will continue to use preemptive strikes and support ethnic groups in exchange for stability
along its border.

Saudi Arabia and the United Arab Emirates will develop their economic projects in coastal areas.
Their diplomatic activity will be aimed at creating an image of external sponsors of "post-conflict
normalization" without participating in military aspects.

China will continue to act as an observer, increasing its influence through investments in individual
projects. Beijing will avoid participating in coalitions and political initiatives, but will maintain its
interest in logistics infrastructure in Syria in the interests of the Belt and Road Initiative.

The country's development will follow one of three basic scenarios — inertial, moderately optimistic,
or crisis-driven, each of which is based on the current parameters of power distribution, access to
resources, and the activity of external players.

The most likely scenario is inertial, in which the current order is maintained. President Al-Sharaa
and his entourage retain nominal control over the capital and part of the central regions, but real
power remains distributed among regional groups, religious councils, and external patrons. A
regime of "low turbulence" will remain in place: conflicts will be localized but not resolved. This
scenario provides a certain degree of stability but does not allow for development or social
consolidation.

Lebanon

By early 2026, Lebanon will remain a country in crisis. The political configuration will be built
around two intersecting axes. The first is the relationship between the president and the army on the
one hand, and Hezbollah on the other. President Joseph Aoun, relying on the Lebanese Armed
Forces and the support of the US, France, and the Gulf countries, will try to strengthen state control
over the south of the country and limit Hezbollah's military autonomy. At the same time, he will
avoid steps that could provoke direct internal conflict. Weakened by the war, Hezbollah remains an
influential but more cautious actor. Its military potential and social networks have been preserved,
but the scope for coercive blackmail has narrowed, and external players have generally consolidated
around the idea of gradually "disarming" the movement through security system reform.

The second line of confrontation will lie between supporters of reform and groups interested in
preserving the old financial and political model. Prime Minister Salam's team is trying to push
through solutions to the banking crisis, the distribution of losses, and the restructuring of the sector.
It is opposed by a coalition of major bankers and associated politicians seeking to minimize their
own losses and prevent the redistribution of responsibility for the collapse. In 2026, this
configuration is likely to remain in place, limiting the scope for real reform.

Lebanon's economy will enter 2026 in a state of deep depression. The real sector will remain
weakened, the dollar volume of the economy will be compressed, and government spending will be
minimal and largely fragmented. The "modest recovery" expected by international organizations
essentially means partial compensation for the damage caused by the 2023—2024 war, rather than a
transition to sustainable growth. The revival of tourism, trade, and remittances from the diaspora
will have a local and largely short-term effect, but will not change the structure of the economy or
lead to the formation of new sources of development.
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Negotiations with the IMF are likely to remain partially blocked. Key elements of the program—
bank restructuring, central bank audit, currency unification, and reform of state-owned
corporations—will continue to face resistance from political and financial groups®’.

The social sphere will remain in crisis in 2026. Education and healthcare systems will continue to
operate intermittently and with a heavy reliance on private and international initiatives. The
emigration of skilled professionals — doctors, teachers, engineers — will remain a steady trend.
The issue of Syrian refugees will continue to be a source of tension: repatriation programs and
stricter residency rules may reduce their numbers, but they will not alleviate the associated religious
and social tensions. Against the backdrop of social fatigue, local outbreaks of discontent (protests
over tariffs, utilities, corruption) are likely but nationwide mobilization seems unlikely.

In 2026, Lebanon will most likely remain in a state of controlled stagnation. Formal institutions will
continue to function — the president, the government, and parliament. The truce in the south will
generally hold, and there will be isolated areas of recovery, but key systemic problems will remain
unresolved.

Iran

The domestic political situation in Iran will remain tense, and the potential for renewed protests will
continue to exist against the backdrop of economic problems in the country. The war with Israel in
2025 only temporarily united the population in the face of external danger, leading to a lull in
protests, but the root causes of discontent — the economic crisis and distrust of the authorities — have
not disappeared.

Economic difficulties remain the main challenge for the Iranian leadership. Structural problems,
including budget deficits and sanctions-induced isolation, are compounded by sharp price increases:
inflation reached about 39% in 2025%. Huge government spending on subsidies (up to a third of
GDP goes to making fuel and basic goods cheaper) is temporarily holding back social tensions, but
it is messing up the budget®. Any reduction in such benefits is fraught with protests—attempts to
raise gasoline prices have already led to unrest. The authorities' intention to raise fuel prices again is
expected to trigger a new wave of protests. Thus, the leadership is balancing between the need for
economic reforms and the risk of social upheaval'®.

Despite friction within the ruling elite following the events of 2025, conservatives retain control
over key institutions, thwarting attempts by moderate circles to lobby for détente with the West. In
the foreseeable future, a transition of power from the Supreme Leader of the Islamic Republic of
Iran cannot be ruled out. His successor may be a compromise representative of the clergy who is
acceptable to the establishment and security forces. No profound reforms are to be expected due to
ideological constraints and the lack of incentives from the West. At present, there is no immediate
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threat of regime change, as the opposition is divided and weak. The baseline scenario is the
preservation of the current system with a controlled transition of power and the suppression of
protests.

In 2026, Iran will seek to strengthen its influence in the region while avoiding a new direct war with
Israel. Tehran will continue to support its allies in the Middle East while simultaneously building up
its defense capabilities. The possibility of renewed military conflict with Israel remains. The
country's leadership intends to deter external threats by focusing on strengthening conventional
weapons and air defense systems to protect strategic facilities.

After the 12-day war and strikes on Iran's nuclear infrastructure, the uranium enrichment program is
estimated to have suffered partial damage, but Iran still has the technical capability to build nuclear
weapons. Nevertheless, in 2026, it is unlikely that Tehran will decide to make an open nuclear
breakthrough or withdraw from the NPT. Tehran realizes that a nuclear bomb will not solve key
defense issues and will only provoke tougher sanctions or a military campaign. Limited negotiations
with the US on resuming the nuclear deal are possible—Iranian representatives have sent such
signals, but mutual distrust is unlikely to allow the desired results for the Iranian economy to be
achieved!'®!. Western sanctions pressure will continue, and relations with the US and Europe will
remain confrontational, with no noticeable rapprochement!%?.

Confrontation with the West and mutual interest in cooperation will continue to bring Moscow and
Tehran closer together. If continuity of power is maintained in Iran, the course toward close ties
with Russia will remain unchanged. Military-technical cooperation is expected to expand: Tehran
hopes to obtain modern weapons systems from Moscow, and although Russia is ready to help, it
will act cautiously so as not to damage relations with third countries. In relations, it is important to
take into account attempts to undermine Russia's image in the Persian-language pro-Western media.
With the conservatives remaining in power, they have little influence on the official course — a
radical change of regime (for example, the arrival of pro-Western forces) could jeopardise the
partnership, but in 2026 the likelihood of such a scenario is low.

Turkey

In 2026, Turkey will continue to pursue a dynamic foreign policy, seeking to use the process of
reformatting the international relations system to strengthen its position on the world stage. The
multi-vector nature of foreign policy is at the heart of Turkey's strategy to raise the country's
international status.

In this context, Ankara will continue its attempts to reset its strategic cooperation with Washington,
which has suffered serious setbacks in recent years, primarily due to disagreements between the
parties over the development of relations with Moscow and their approach to a number of issues in
the Middle East. Balancing between Russia and Western countries, Turkey will remain an active
participant in the North Atlantic Alliance, especially in the run-up to the next NATO summit in the
Turkish capital in July 2026.
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Ankara will maintain close economic relations with EU countries and will not abandon its official
course towards European integration, despite the uncertainty surrounding the prospects for this
direction.

Relations between Russia and Turkey will continue to develop in the political, economic, and
humanitarian spheres.

A landmark event for bilateral cooperation will be the launch in 2026 of the first power unit of the
Akkuyu Nuclear Power Plant!®, which is being built by specialists from the Rosatom State
Corporation. At the same time, the two countries will have to resolve the issue of protecting their
trade and economic cooperation from sanctions pressure from Western countries, in particular,
overcoming restrictions on interbank transfers, which complicate Russian-Turkish cooperation.

The Ukrainian issue will remain an ambiguous issue in bilateral relations in connection with
Turkish arms supplies to Ukraine amid Russia's special military operation.

On the humanitarian track, Russian-Turkish cultural cooperation is expected to grow against the
backdrop of steadily expanding contacts between the peoples of the two countries. In 2025, Russia
became the leader in terms of tourist flow to Turkey (6.5 million people) and is likely to maintain
this position in 2026.

An important area of Ankara's regional activity in the coming year will be relations with the Turkic
states of Central Asia and Azerbaijan in the spirit of Vision 2040'%, developed by the Organization
of Turkic States (OTS). Ankara has been chosen as the "Tourism Capital of the Turkic World —
2026," and a media forum of OTS countries is planned to be held in Turkey in the same year, which
is likely to dramatically intensify Turkey's cultural policy, including the further promotion of the
idea of introducing a single alphabet for all Turkic countries.

In the Middle East, Turkey will continue to face the acute problem of instability in neighboring
Syria, along with the need to resolve the issue of the return of Syrian refugees, more than two
million of whom remain on Turkish territory!'®. It is unlikely that tensions between Turkey and
Israel will ease as long as the Israeli army's operation in the Gaza Strip continues.

Overcoming the economic crisis, which is characterized by high inflation in the country, will
remain a priority on the domestic political agenda. According to data from Turkey's State Planning
Organization, inflation fell significantly over the past year, reaching 32% in October 2025
compared to 47% in November 2024!°°. International financial institutions expect some
improvement in Turkey's economic situation in 2026. According to the IMF forecast, the average
annual inflation rate in Turkey will be 34.9% in 2025 and will fall to 24.7% in 2026.
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Unemployment in 2025 will remain at 9.6%!'’. The same forecast suggests that in 2026, the
Turkish economy will grow at a rate of 3.7%, compared to 3.5% in 2025'%8,

Israel

Israel is expecting parliamentary elections in 2026. They may be regular elections held in the fall, or
they may be called early. The timing will largely depend on the political calculations of the parties
in the coalition, as well as Prime Minister Benjamin Netanyahu himself. There is potential for crises
within the ruling bloc: this concerns the adoption of the budget, the conscription of ultra-Orthodox
youth, and the speed and nature of judicial reform. For the Haredi (ultra-Orthodox) parties Yahadut
HaTorah and Shas, which left the government in the summer of 2025 (Shas remained part of the
coalition), the issue of protecting their electorate from compulsory military service will remain one
of the key issues. This creates serious tension in relations with all other political forces, including
religious Zionists, whose far-right wing is represented by Religious Zionism and Otzma Yehudit'?.
This conflict is particularly acute in the context of the war in Gaza, which has provoked intense
public debate about the IDF as a people's army and the principle of equal responsibility.

There is a chance that Benjamin Netanyahu will remain prime minister, but it is not guaranteed. The
popularity of his Likud party has grown somewhat since the truce with Hamas in October 2025, but
the current ratings of the parties in the government are still insufficient to successfully form a future
coalition. The opposition bloc, however, may also fail to secure a clear majority in the Knesset. In
this regard, one of the likely scenarios is a continuation of the political deadlock and a return to
repeated electoral cycles. However, it is quite possible that a broad coalition consisting of right-
wing, centrist, and left-wing forces will be formed. The participation of Arab parties in such a
coalition is questionable. It is unlikely that religious Zionists will be included in a potential
government due to their extreme positions, as will the Haredim due to their opposition to the
adoption of a conscription law acceptable to the majority of Israelis. However, ultra-Orthodox
parties often demonstrate a high degree of negotiability and may therefore play a certain role in the
formation of a new coalition.

Overall, there is strong demand in society for an alternative right-wing leader — this could be Naftali
Bennett, who was Prime Minister of Israel in 2021-2022. His party, Bennett 2026, created in the
spring of 2025, could become the second largest in the Knesset!'!?, according to opinion polls,
despite his relatively limited political activity over the past three years.

The political crisis is largely linked to social polarization. The fault lines run not only between the
weakened left and the strengthened right, but also between the "only Netanyahu" and "anyone but
Netanyahu" camps; opponents and supporters of judicial reform; those who demanded the
immediate release of hostages and those who considered the military defeat of Hamas to be a more
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important goal. However, there are also issues on which there is much more consensus. For
example, the demand for the creation of a state commission to investigate the failure of October 7,
2023, is shared by both supporters and opponents of the government.

The creation of a Palestinian state is a painful issue for most Israelis—only a small minority of
citizens of the Jewish state are willing to agree to this'!!. The truce in the Gaza Strip remains
unstable, and therefore any violation of it (which occurs on a regular basis) could trigger the
resumption of large-scale hostilities. One possible scenario is the temporary preservation of the new
status quo, with the demarcation of Israeli and Hamas control zones along the "yellow line" of
Trump's plan and the continuation of sporadic clashes. Such an arrangement will almost inevitably
lead to escalation in the future. The successful implementation of Trump's plan, which involves the
creation of an International Stabilization Force and a Peace Council (confirmed by UN Security
Council Resolution 2803)!!2, appears desirable but unlikely in the near future, as it implies the
disarmament of Hamas and the demilitarization of the Gaza Strip, which could take a long time.

Israel remains committed to expanding the Abraham Accords and concluding a corresponding
agreement with Saudi Arabia. One of the major obstacles to this is Israel's unwillingness to
establish a Palestinian state'!®>. However, due to the extreme foreign policy significance of including
Saudi Arabia in the circle of countries participating in the Abraham Accords, including from the
point of view of Netanyahu's personal achievements, which he will be able to present to his
electorate, there is some possibility of progress in this direction. Any alternative Israeli government
could probably show flexibility on this issue, albeit to a limited extent.

Gaza Strip and West Bank of the Jordan River

The situation in the Palestinian territories — in the Gaza Strip and the West Bank — is highly likely to
continue deteriorating. The "Gaza peace plan" announced at the end of September 2025 by US
President Donald Trump secured a fragile and unstable ceasefire between Israel and Hamas, the
exchange of Israeli hostages for Palestinian prisoners, and some relief from the humanitarian crisis
in the Strip. The implementation of the remaining points of the plan, concerning post-conflict
reconstruction and political governance in Palestine, was initially unacceptable and/or impossible
for both the Israeli and Palestinian sides. This was especially true given that the latter was
represented by Hamas, a military-political force whose legitimacy in Palestinian society is disputed
and whose removal is one of Israel's key objectives.

The architect of the plan, Donald Trump, is keen to prevent the resumption of large-scale hostilities
in Gaza. Trump, neighbors, and key Middle East players, including Qatar as the main mediator,
who will make every possible diplomatic effort and put pressure on the conflicting parties with calls
for "restraint," as well as a significant part of Israeli and Palestinian''* society. At the same time, it
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is clear that the ceasefire will inevitably be violated in the absence of a resolution (and Israel's lack
of a strategy for resolving) key issues related to the sustainable livelihood of the population of the
Palestinian territories.

The demand for Hamas to disarm—one of the points of the "peace plan" that is fundamental for
Isracl—was initially rejected by the Palestinian "resistance movement." None of the external,
primarily regional, influential players are interested in directly participating in its "violent"
disarmament. Despite a significant weakening of its combat potential and the destruction of much

15 militants

of its military infrastructure, according to some reports, tens of thousands of Hamas
remain in Gaza, ready to regain control of the territory after the withdrawal of the IDF. In addition,
the movement's ranks are constantly being replenished, not so much because of the continued
popularity of the "ideology of resistance" (despite the apparent decline in support for Hamas in the
Strip!'!%), but rather because of the dire economic situation of people trying to find sources of
income. The movement remains a highly organized structure with a continuing political leadership

residing in a number of countries in the region (Turkey, Qatar, Lebanon).

Hamas successfully capitalizes on international support for Palestine — unprecedented public
movements, especially in Western countries, or the latest wave of recognition of the State of
Palestine — presenting it as its own victory. The leadership of the Palestinian movement has no
intention of relinquishing its participation in military-political and civil administration in the
Palestinian territories.

In this context, the question of post-conflict reconstruction in Gaza also remains open. By the end of
2025, more than 80% of the Strip's infrastructure will have been destroyed or damaged, most of the
territory will lie in ruins, and clean water sources will be contaminated. According to updated UN
estimates, clearing more than 60 million tons of rubble will require $110 million and about seven
years, "but only under favorable conditions,!!”" i.e., in the absence of renewed hostilities and
shelling. The Gaza reconstruction plan proposed by Egypt was approved by the League of Arab
States!!8, reflecting the region's desire to stabilize the situation in the enclave. However, none of the
external players, primarily the Gulf monarchies, as Israel expects them to do, are willing to invest in
projects that are likely to be destroyed in the near future.

Meanwhile the situation in the West Bank is rapidly deteriorating. Against the backdrop of
continued raids by Israeli security forces against "resistance cells," increased violence by Jewish
settlers, and the forced evacuation and demolition of Palestinian homes, especially in the north,
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where refugee camps are located!!”, each year has seen a record number of casualties among the
Palestinian population. Moreover, the economic crisis is exacerbated by the Israeli forces' blockade
of roads and entrances to cities, the ban on West Bank Palestinians working in Israel and Jewish
settlements, and the Israeli authorities' withholding of part of the funds paid to Palestinian National
Authority (PNA) budget from the taxes they collect. In recent years, the scale of damage to
Palestinian olive groves has been growing, as they are being destroyed and/or blocked by Israeli
security forces and settlers to prevent Palestinians from accessing them!?°. It is expected that in the
foreseeable future, with the end of the active phase of the conflict in Gaza, the West Bank will
become a hotbed of confrontation, especially given the noticeable growth in popularity of the
"ideology of resistance" and approval of Hamas' actions.

The PNA leadership, represented by President Mahmoud Abbas!?!, is rapidly losing public support:
80% of the population of the Palestinian territories are calling for his resignation'??. At the same
time, support in Gaza and the West Bank for non-violent ways of resolving the Palestinian issue has
grown, with more than half of the population considering negotiations or peaceful resistance to be

the most effective way to end the Israeli occupation'?*,

There is no real talk of political reform and elections, which Abbas has once again promised, this
time to French President Emmanuel Macron'?*. Calls and repeated attempts by various Palestinian
factions to overcome internal divisions and reform the Palestine Liberation Organization (PLO) and
form a government of national unity are being blocked'®. In October 2025, Abbas issued a
"constitutional declaration" by his own decision, appointing his ally Hussein al-Sheikh as his
successor. Such a change of power is unlikely to bring about any serious changes in the situation in
the Palestinian territories and in the Palestinian national movement.

Western Sahara

A final settlement of the conflict in Western Sahara in 2026 seems unlikely, but progress in this
direction cannot be ruled out. In October 2025, the UN Security Council adopted Resolution No.
2797 extending the mandate of the UN Mission for the Referendum in Western Sahara for another
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year. At the same time, the text of the resolution, prepared by the US, takes Morocco's autonomy
plan for Western Sahara as the basis for resolving the conflict!'?®,

Algeria, as a non-permanent member of the UN Security Council, did not participate in the vote on
this resolution, but Algerian Foreign Minister Ahmed Attaf did not publicly criticize it. On the
contrary, he noted that it had several positive aspects: the UN Mission's activities had been
extended, and the right of the people of Western Sahara to self-determination had been preserved'?’.
Taking into account the amendments that were approved and adopted, it can be said that Morocco
has de facto achieved broad international recognition of its plan to resolve the conflict on the basis
of autonomy.

Progress on Western Sahara could create favorable conditions for a gradual normalization of
relations between Morocco and Algeria. These relations were severed in 2021. Since then, all forms
of interaction between the two countries have been almost completely suspended. On October 19,
2025, US Special Envoy to the Middle East S. Whitkoff stated that negotiations are currently
underway with the Moroccan and Algerian sides and that there is a chance for a "peace agreement"
between the two countries'*®,

Afghanistan

The Taliban regime, recognized by the Russian Federation in the summer of 2025 as the official
government of Afghanistan, has generally confirmed its ability to maintain basic internal stability
over the past year. Throughout 2025, there were no open and sharp criticisms of the policies of the
Emir (supreme leader) of Afghanistan, Hibatullah Akhundzada, by so-called moderate circles
advocating, in particular, the easing of restrictions in the field of education (including for women)
and some liberalization of the socio-cultural agenda. Researchers associate these circles with such
influential figures as Interior Minister Sirajuddin Haqqani, Defense Minister Mullah Mohammad
Yaqoob, Deputy Head of the Taliban Political Office in Doha (Qatar) Sher Abbas Stanikzai, and
others'?’. Nevertheless, disagreements on domestic policy issues among the ruling elite cannot be
dismissed. In 2026, they will retain significant destabilizing potential and may manifest themselves
in the form of covert internal political struggles. New episodes of tension in interethnic relations
cannot be ruled out either, given the "Pashtun-centric" policies of the Afghan authorities, which
limit ethnic minorities' access to resources and political representation.

It is highly unlikely that there will be a sharp increase in 2026 in armed groups opposed to the
Taliban, including representatives of the so-called "National Resistance Front" advocating the
restoration of the republican system. The terrorist organization Islamic State - Khorasan Province
(IS-Khorasan, banned in Russia) has also abandoned its strategy of seizing and holding territory,
focusing its efforts on promoting radical ideology (in Europe, the CIS, Africa, South Asia, etc.),
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recruiting new supporters, and improving its financing channels. At the same time, a significant
portion of IS-Khorasan militants are natives of Central Asian states (mainly Uzbekistan and
Tajikistan) who use Afghan territory as a refuge, which negatively affects regional security and will
continue to have destructive potential in the foreseeable future. At the same time, in the short and
medium term, the Taliban leadership will likely be able to maintain control over the main territory
of the country and key centers, localizing the activity of opposition and jihadist structures on the
periphery.

In terms of foreign policy, the most contentious issue in 2026 is likely to be Afghan-Pakistani
relations, which have repeatedly been put to the test. A key source of tension is the presence in
Afghanistan of militants from the Tehrik-i-Taliban Pakistan (TTP), who are ideologically close to
the Taliban leadership. It is also important to remember that the Afghan authorities do not recognize
the Durand Line as the official Afghan-Pakistani border. In the fall of 2025, Islamabad resorted not
only to the traditional closure of border crossings and the expulsion of Afghan migrants, but also to
air strikes on Kabul and the provinces of Khost, Nangarhar, and Paktika in order to put pressure on
the Afghan side. The Pakistani Air Force's strike on Kabul was an indicator of the escalation of the
crisis in bilateral relations and gradually growing tensions, which may indicate the unpredictability
of the Afghan-Pakistani confrontation in 2026.

The Taliban leadership has managed to maintain relatively constructive relations with Iran. Despite
continuing disagreements over the distribution of water resources from the Helmand River and the
acute problem of Afghan migrants in Iran, in 2025, the parties demonstrated their commitment to
increasing cross-border trade and Iranian investment in the Afghan economy, as well as developing
transport and logistics corridors, including the Khaf-Herat Railway. In 2026, we can expect a
cautious continuation of the course towards pragmatic rapprochement between the two sides amid
sanctions.

Similar dynamics can be observed in Kabul's relations with Central Asian countries, which are
gradually moving away from viewing the Taliban regime solely as a source of threats. In August
2025, at a meeting of special representatives of Central Asian countries on Afghanistan in Tashkent,
the common interest in strengthening trade, economic, transport, and logistical ties with
Afghanistan was emphasized, which indicates the development of the beginnings of a pan-regional
approach to Afghanistan. The growth in mutual trade (over $1.1 billion in trade between
Afghanistan and Uzbekistan and about $545 million with Kazakhstan in 2024, with Astana's stated
goal of bringing this figure to $3 billion annually) clearly demonstrates the priority of economic
considerations over political and ideological differences and the human rights agenda'*®. The
agreement signed in spring 2025 between Kabul and Tashkent on joint management of the Amu
Darya basin and the "fair and rational" use of its water resources fits into this same context, which
may indicate the institutionalisation of cooperation on the water agenda'®!. In 2026, these formats

130 Zielinska D. Pragmatism beyond divides: Central Asia’s engagement with Afghanistan // Centre for Eastern

Studies (OSW). 2025.07.11. https://www.osw.waw.pl/en/publikacje/analyses/2025-11-07/pragmatism-beyond-divides-
central-asias-engagement-afghanistan.

131 Uzbekistan and  Afghanistan Sign Amudarya Water Agreement // Kypcus. 2025.01.05.
https://uz.kursiv.media/en/2025-05-01/uzbekistan-and-afghanistan-sign-amudarya-water-
agreement/?utm_campaign=endless_feed.

142



are likely to gradually develop into key platforms for coordinating the interests of Central Asia and
Afghanistan on transit, trade, and water security issues.

In relations with Russia, the Taliban leadership has welcomed Moscow's decision in 2025 to
recognize the Islamic Emirate of Afghanistan as the country's official authorities and expects further
improvement in relations. The most likely areas for development of relations appear to be assistance
in ensuring full representation of Afghanistan in the UN, easing of visa requirements, increased
Russian investment in the Afghan economy, and expansion of financial, humanitarian, and technical
assistance.

Based on the trends and conditions outlined above, it can be expected that the status quo in
Afghanistan will remain largely unchanged in 2026. At the same time, the country will remain an
important but chronically problematic link in the regional system of relations. This will require
external actors to adopt not one-off, situational measures, but a well-thought-out long-term risk
management strategy and selective, measured engagement.

Conclusions

The main trend that will emerge in the Middle East in 2026 is the increasing independence of
regional powers. In order to protect their own interests, they are diversifying their foreign policy
ties, placing tougher demands on old partners, and attracting new ones. A multi-vector strategy is
becoming an important tool for them, and in 2026 we can expect even more persistent attempts to
secure support from external actors on terms that do not entail increased obligations on their part.

The course of the leading regional powers towards diversifying their foreign policy and economic
ties will give Russia the opportunity to expand its economic and political ties. For example, the
Arab monarchies will continue to be interested in developing cooperation in the field of global
energy security, particularly within the framework of OPEC+, especially in the context of oil price
fluctuations caused by military destabilisation in the region and new sanctions against Russian
energy companies. We can expect an increase in trade, economic, and investment cooperation
between Russia and individual Gulf countries, particularly the UAE and Saudi Arabia.

Along with opportunities, Russia will inevitably face new challenges in 2026, primarily related to
unresolved conflicts. If the negative scenario in Syria plays out, Russia's military presence in the
country could be threatened, or the Damascus authorities could express interest in greater Russian
involvement in internal affairs. Continued clashes in Gaza may require Moscow to come up with
new ideas and initiatives for resolving the Palestinian issue, which are currently in short supply. At
the same time, a partial reduction in tensions between Israel and Syria and between Israel and
Lebanon cannot be ruled out in the region. This is likely to be discrete in nature, but even a fragile
truce or agreement could contribute to de-escalating tensions.

Overall, the Middle East will remain a region of increasingly acute geopolitical rivalry between
external actors. Under President Trump, the US is more resolute in its use of force and is once again
involved in ensuring security in the region, including on a bilateral basis. European NATO
members are demonstrating their willingness to expand their activities in the Persian Gulf, while
China and India are promoting attractive investment and logistics projects. The Middle East is
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becoming one of the focal points of change in the world order and its adaptation to new geopolitical
conditions.
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POST-SOVIET SPACE

In the post-Soviet space (PSS), a high level of geopolitical instability will persist during the forecast
period against the backdrop of fierce competition between leading global and regional powers.
Alongside the US, Britain, European countries, the EU, and China, countries such as Turkey,
Poland, and Romania will demonstrate increasingly active involvement in the affairs of the post-
Soviet Eurasian states. Thanks to the significant political and other investments made by Western
countries, the conflict around Ukraine is turning into a kind of "founding conflict," which not only
has a significant impact on the situation in the post-Soviet Eurasia region, but also transforms
modern international relations and defines the contours of a new emerging polycentric world order.
The formation of a new stable architecture of European and, more broadly, Eurasian security largely
depends on its course and outcome.

European part of the PSS

The conflict in Ukraine is in its active phase, and over the past few years, it has been here that the
interests of Russia and Western countries (with Ukraine acting as a Western proxy) have clashed. In
the US and especially in Europe, the positions of the "war party" and the pro-Ukrainian lobby are
well established and strong. The situation is exacerbated by the fact that in Europe and, to some
extent, in the US, representatives of the elites remain politically incapable and morally unprepared
to accept the "defeat of Ukraine," which they understand to mean peace "on Putin's terms." Too
much has been staked on supporting the regime in Kyiv in previous years. Narratives have been
formed that exaggerate the conflict to an existential level — against the forces of "absolute evil" —
within the framework of a dichotomous confrontation between "democracy" and "authoritarianism."
In 2025, there was a further technological (the use of increasingly powerful and long-range
weapons) and financial escalation of the conflict (with the transfer to Kiev of interest from frozen
Russian currency reserves and assets and discussion of the prospect of their confiscation).

At the same time, 2025 brought significant changes to the US administration's approach to the
conflict. Immediately after his inauguration, US President Donald Trump made it clear that ending
hostilities and achieving lasting peace in the conflict surrounding Ukraine was one of his
administration's priorities. And, in Trump’s words, the Ukrainian conflict would never have reached
such a heated stage if he had been president during the previous four years. Experts from various
countries have offered several possible explanations for this position, ranging from personal to more
systemic. It is highly likely that Trump bet on a quick end to the conflict around Ukraine as an
argument in a dispute with internal opponents (from the Democratic Party and beyond) and as a
way to complicate relations between Russia and China in the context of developing global
competition between Washington and Beijing. In other words, the US demonstrated its willingness
to distance itself from the Ukrainian issue as the crisis was resolved on its own terms, shifting the
focus of American foreign policy to China.

The White House's change in approach to the conflict gave impetus to negotiations aimed at finding
ways to resolve it. In February 2025, Donald Trump called Vladimir Putin, and the process of
normalizing relations between Russia and the US started. Rhetorically, things have gone quite far.
US officials refuse to call Russia an "occupying power" and "aggressor" in international
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organizations, as they did before, vote together with Russia against Ukrainian-European anti-
Russian resolutions at the UN General Assembly, promote a politically balanced resolution in the
UN Security Council, etc. Against this backdrop, in May 2025, negotiations between Russia and
Ukraine, which had been interrupted by Kyiv in April 2022, resumed in Istanbul. The parties held
several rounds of talks and agreed to exchange memoranda outlining their vision for ending the
conflict. However, the exchange of prisoners and bodies of the dead was as far as it went.

In August, a brief but intense meeting between Vladimir Putin and Donald Trump took place in
Anchorage. They managed to develop a common understanding of the parameters of a settlement,
move away from the US administration's overly simplistic view of ending the conflict as simply a
ceasefire along the existing line of contact, and focus on addressing the root causes of the conflict
and fundamental issues of European security.

By the end of August, it had become clear that the plan had been rejected by both the globalized
liberal West and Kiev. Trump and his administration lack sufficient incentives to promote not only
their own vision of the situation and ways to resolve the conflict, but also Russia's. The ongoing
militarization of Europe (almost all NATO countries have reached the desired level of military
spending of 2% of GDP, and the "frontrunners", such as Poland and the Baltic states have already
reached 3-3.5%) is fully in line with the interests of the American military-industrial complex
(European countries are simply unable to master the production of the entire range of weapons and
military equipment in a short period of time). Therefore, the US leadership has no reason to pacify
the rapidly militarizing European elites, who are ready to spend billions of euros on weapons. The
inability to promote the approach agreed upon in Alaska through communication of the US
president with the leaders of the EU, Britain, and most European countries, as well as the Ukrainian
leadership's stubbornness in defending its own vision of the conflict, led to unexpected changes in
the American approach in September—Washington shifted from putting pressure on Kyiv to putting
pressure on Moscow. The US imposed further restrictions on Russia (including sanctions against
leading Russian oil companies, such as Lukoil and Rosneft), and in sync with the US
administration's decision, the 19th European package of anti-Russian sanctions was adopted.

When it became clear that the sanctions imposed had not worked, in November 2025 the US
resumed its efforts to bring about a rapid end to the conflict. Along with US President's personal
envoy for conflict resolution, S. Whitkoff, the US President's closest circle, including his son-in-law
J. Kushner, joined the effort. But even this does not guarantee success.

The fact is that the positions of the parties have not undergone any significant changes recently. The
Ukrainian leadership continues to actively promote on the international stage its thesis of "red
lines", from which Ukraine will not back down in negotiations. These include territorial integrity (in
the maximalist version — a return to the 1991 borders), NATO membership as a security guarantee,
and the development of the Ukrainian Armed Forces (UAF) without any restrictions. Gradually,
propaganda narratives within the country are increasingly emphasizing that Ukraine's ability to
survive as a state in its confrontation with Russia is already a victory. However, such arguments
have no traction on the international stage. Ukrainian officials persistently continue to promote
ideas about increasing economic (sanctions) pressure on Russia, increasing supplies of weapons and
military equipment, and actively seeking funds to continue military operations — primarily from
frozen Russian reserves and assets abroad. It is unlikely that there will be any fundamental changes
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in these narratives in 2026. The Ukrainian authorities are not particularly motivated to end the
conflict, especially on Russia's terms. In a situation of peace or at least a long-term stable truce,
presidential and parliamentary elections are practically inevitable, as their terms of office expired in
2024. Given the population's exhaustion from the war and its consequences, the re-election of V.
Zelensky and deputies from the Servant of the People party is by no means guaranteed, despite
control of the information track. Therefore, at all levels, from Foreign Minister A. Sibiha to V.
Zelensky, arguments are being repeated about the need to "compel" Russia to peace "from a
position of strength," which does not particularly conceal the Ukrainian elite's intention to continue
military operations.

Leading European politicians (with the possible exception of Viktor Orban and Robert Fico) have
slightly modified their initial approaches to the conflict. Their position is gradually evolving from
seeking to inflict a "strategic defeat" on Russia to a determination to "prevent Putin from winning."
However, in practical terms, this changes nothing. In 2026, European politicians will likely
continue to promote the proposal that an unconditional cessation of hostilities is a prerequisite for
negotiations and will consider Russian proposals for resolving the conflict to be unacceptable. Such
a political position implies the continuation and even intensification of military aid to Ukraine, the
provision of financial assistance to Kyiv to stabilize the economic situation in the country (the
planned deficit of Ukraine's budget for 2026 is more than 40%), preferably at the expense of frozen
Russian funds, since the EU countries do not have tens of billions of euros at their disposal.

Russia continues to advocate for the fulfillment of the original main objectives of the Special
Military Operation, as well as recognition of the new "realities on the ground," including changes to
the Russian Constitution, according to which Crimea, the DPR, the LPR, and the Zaporizhzhia and
Kherson regions are integral parts of the Russian Federation.

Under these circumstances, it is difficult to imagine a quick success in resolving the conflict
through negotiations. In the current situation, two basic scenarios seem most likely for 2026. More
precisely, one and a half, since the probability of the second is significantly lower.

The first can be called inertial. As has happened repeatedly, diplomatic and negotiating activity in
the forecast period may not lead to a result, i.e., to a "peace deal." Negotiations and contacts in one
form or another will continue. But the differences in approaches will remain too significant, and the
contradictions irreconcilable. The Ukrainian side may issue a statement that it generally accepts the
main provisions of the so-called Trump plan. But at the same time, it will make some changes that
are unacceptable to the Russian Federation. And then, when the negotiations inevitably reach an
impasse, it will try to shift the responsibility for the failure of the "deal" onto the Russian side. In
fact, events have already begun to unfold along these lines, with Ukrainian representatives at all
levels raising questions about the need to maintain the provision on NATO membership as a
guarantee of the country's security or demonstrating their refusal to recognize the new status of the
Russian territories of Crimea, Donbass, and Novorossiya. Thus, Kiev is trying to shift the blame for
the breakdown of negotiations onto Moscow, and use the media hype surrounding the negotiations
themselves to distract attention from the domestic agenda, serious socio-economic problems, and
especially corruption scandals. Russia, in turn, will not back down from its demands. Contrary to
the widespread view in the West, which assesses Putin's settlement plan as "maximalist," it is in fact
"minimalist" and rational from the point of view of Russia's security interests.
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Military operations will continue under the inertial scenario, with the Russian army retaining the
initiative in 2026. The gradually changing configuration of the front and the balance of forces will
inevitably require a more flexible approach from the Ukrainian elite.

Under this scenario, it is likely that the EU and the UK will attempt to take a more active stance,
become part of the negotiation process, and rewrite the framework formulas for ensuring security in
Europe in a manner unfavorable to Russia, which will further complicate and prolong the
negotiation process. For Moscow, an undesirable side effect of such a development would be a
possible deterioration in relations with the Trump administration, which is interested in reaching a
"deal" in a short time frame, before the midterm elections to the US Congress.

The second scenario—a revolutionary, rapid pacification—is only possible under an extraordinary
coincidence of circumstances and if the US administration is willing to exert real pressure on the
official Kyiv to resolve the conflict by mid-2026. Militarily, the Ukrainian army is completely
dependent on American communications and command systems, as well as on provision of
intelligence infornation. Foreign loans and foreign aid, which have reached unprecedented levels,
are a decisive factor not only for maintaining the combat capability of the Ukrainian army, but also
for the functioning of the Ukrainian state and economy. According to expert estimates, the total
financial support from the US, the IMF, the World Bank, the EBRD, the EU, funds, individual
governments, companies, and private individuals has already reached $350 billion in 2022-2025. In
the current circumstances, especially given the huge budget deficit, Ukraine is completely
dependent on Western aid (financial and military). In the fall of 2025, another factor of dependence
and targeted influence on the Ukrainian elite emerged: the anti-corruption issue, which was widely
publicized in Ukrainian society with the support of US-controlled institutions, leading to
resignations among V. Zelensky's entourage.

With consistent, rather than sporadic, use of appropriate leverage by the US in 2026, a gradual
transformation of the extremely inflexible position of official Kyiv is possible. Washington will not
even have to take drastic steps. It will suffice to pause, allowing the Ukrainian leadership to feel the
shortage of intelligence data and resources (which cannot be compensated for by the Europeans). Or
to give anti-corruption structures the opportunity to bring their work to its logical conclusion.
However, such a development is highly likely to lead to a complication of relations with European
allies and an intensification of political struggle within the US. Political destabilization in Ukraine
itself is possible. It is unlikely that any of this is part of the Trump administration's plans.

Of course, a scenario in which Kyiv withdraws from the negotiation process is theoretically
possible. But then the Ukrainian leadership, together with a number of European countries, would
have to independently solve the problem of containing the Russian army on a front stretching over a
thousand kilometers. Therefore, such a scenario is not considered realistic.

The Republic of Moldova (RM) is a parliamentary republic in which the legislative branch has
significantly more power than the president, who is largely a figurehead. Therefore, parliamentary
elections are elections to the strongest political institution in the country. All participants in the
political process understood this perfectly well. That is why the ruling Party of Action and
Solidarity (PAS) made significant efforts during the pre-election period to control the information
field (it had already been largely "cleared" of competitors before the 2024 presidential elections),
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the country's judicial system (which became an important tool for removing a number of political
figures from the political process and putting pressure on others), and the Central Election
Commission of the Republic of Moldova. On September 28, 2025, parliamentary elections were
held in Moldova, which will determine the parameters of political processes in the country for the
coming years.

Moldovan voters tend to exhibit "geopolitical" electoral behavior. They vote not only for a party's
socio-economic program, but also for the geopolitical vector it promotes. Traditionally, the left
(socialists and communists) are supported by those who oppose Moldova's subordination to
Bucharest and Brussels and advocate for the development of ties with Moscow. For PAS,
Moldovan identity is Romanian (in terms of language) and politically European. The party
consistently advocates for the gradual winding down of ties with Russia and the CIS countries due
to the "lack of alternatives" to Moldova's European path.

The result of both the presidential (won by Maia Sandu, the informal leader of PAS) and
parliamentary elections (the ruling party Action and Solidarity won with 50.2% of the vote and 55
seats out of 101'%?) was the preservation of pro-European forces in power in Moldova, aimed at
integrating the republic into the European Union, expanding cooperation with NATO, and curtailing
relations with Russia. Once again, the Moldovan diaspora in Western countries played a significant
role in determining the outcome of the elections, supporting Sandu and PAS's slogans about full
membership in the European Union by 2028, as well as the lack of consolidation, disunity, and
irreconcilable contradictions within the opposition.

At the same time, it is clear that both the presidential and parliamentary elections demonstrated the
division within Moldovan society, a significant part of which (approximately half) does not accept
the pro-Western course of Maia Sandu and the ruling party.

If the PAS had failed in the elections, the situation in Moldova could have been significantly
destabilized. It is clear that Sandu, with European support, could have even gone so far as to annul
the election results (as in neighbouring Romania) or taken more drastic measures that would have
allowed her to maintain control over the country (scenarios ranging up to a joint invasion of
Transnistria with Ukraine were considered).

However, given the circumstances that have arisen as a result of the election, there is no need for
Sandu, the ruling party, and their Western allies to exacerbate the situation in Moldova, which is
generally under control (as the results of the electoral cycle have shown). This is especially true
given that the PAS is promoting an administrative-territorial reform, which should be completed
before the 2027 local elections!?? (the 898 existing mayoralties will be merged into 250-300 through
pre-election gerrymandering, according to preliminary estimates). Although officially it will
optimize (reduce) government spending, in reality it is about strengthening the power of Sandu and
the ruling party in the country.

132 Alegeri Parlamentare in Respublica Moldova. Rezultate preliminare. https://pv.cec.md/preliminare.
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Given Moldova's economic slowdown (GDP declined in 2022 and stagnated in 2023 and the first
half of 2025'34; the decline in industrial and agricultural production, and consequently exports, had
the greatest impact), as well as the European Union's interest in using the republic's transit potential
to achieve its military and political goals in Ukraine, During the forecast period, Moldova will
strengthen its position as a transport and logistics hub for military and other supplies from European
countries to Ukraine, while consistently expanding its ties with the EU and NATO.

The Association Agreement and Deep and Comprehensive Free Trade Area (DCFTA), which
firmly ties Moldova's economy to the EU, will remain a key element of the partnership with the EU.
An important step was the EU's adoption of the Growth Plan for Moldova (with funding of €1.9
billion), aimed at reforms and preparing Moldovan companies to compete in the EU market. The
first tranche of the Growth Plan (€270 million) has already been allocated to Chisinau.

We cannot rule out a scenario in which European politicians, in order to complicate the situation
surrounding the Ukrainian conflict, will give impetus to the escalation of tensions around
Transnistria (PMR), whose unresolved status provides such an opportunity. Moreover, the
likelihood of an attempt by official Chisinau to find a "final solution" to the Transnistrian problem
will only increase as the pro-Western vector of development of the ruling Moldovan elite
strengthens. Chisinau is also being pushed in this direction by Western European politicians, who
have repeatedly stated recently that the Cyprus formula (the possibility of Moldova joining the EU
without Transnistria, like Cyprus without Northern Cyprus) is not relevant in the Moldovan case.
And M. Sandu, with certain guarantees, may agree to this.

With the arrival of President Maia Sandu in 2020, political contacts with Tiraspol were suspended.
And there are no signs of their resumption in the foreseeable future. Sandu has been consistently
and successfully exerting socio-economic and administrative pressure on the PMR, which is
squeezed between Ukraine and Moldova — Transnistria's trade ties have already been largely
reoriented towards the West and are carried out through Moldovan banks under the full control of
Chisinau. The Moldovan authorities are working to bring the PMR's trade and economic activities
into line with Moldovan law. The government in Chisinau also has no plans to resume purchasing
electricity from the Cuciurgan power station in Transnistria in 2026, which weakens Tiraspol's
negotiating position. The socio-economic situation in the PMR is becoming significantly more
complicated in the context of the measures being taken. It appears that in the winter of 2025-2026,
the authorities in Chisinau will be able to use another lever of influence on Transnistria — in
connection with the need to supply gas to the PMR through the territory of Romania and Moldova.
In fact, M. Sandu is trying to take Transnistria under control and integrate it into the Republic of
Moldova without war, rather through a blockade — instead of negotiations with Tiraspol, Chisinau is
now setting rules that must be followed in the PMR. This trend will only intensify in 2026. It has
nothing to do with the 5+2 negotiation mechanism or Berlint type agreements. In addition, M.
Sandu consistently refers to the withdrawal of Operational Group of Russian Forces (OGRF) and
peacekeepers (it is proposed to replace the peacekeeping mission with a civilian one under the
auspices of the OSCE) from Transnistria as a "priority" of her policy and will continue to push this
issue in the coming 2026.
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Gagauzia also poses a problem for the current Moldovan government. The Gagauz autonomy did
not support M. Sandu in the referendum on constitutional change and in the presidential elections in
the fall of 2024, with the ruling PAS party in Moldova receiving just over 3% of the vote in
Gagauzia on September 28, 2025. Following the arrest and sentencing to seven years in prison of
the current Bashkan (head) of Gagauzia, E. Gutsul, the Moldovan authorities will most likely
organize not only elections for a new National Assembly in Comrat (its speaker resigned in
November) in 2026, but also for the head of the autonomous region. Official Chisinau will try to
ensure the victory of loyal and controllable candidates. At the same time, there is a high probability
of gradual economic suffocation (most likely without revising the constitutional status) of the
Gagauz autonomy. The political interests of M. Sandu and her entourage are intertwined with
personal animosity towards a significant part of the Gagauz elite.

Issues of religion and interfaith relations are gradually becoming a factor in political struggles. With
the support of the ruling party and Maia Sandu personally, the Romanian Orthodox Church (ROC)
is expected to expand its influence in Moldova. By spreading the influence of the ROC, Sandu is
also solving political problems and strengthening her own social base, as propaganda promoting the
integration of Moldova into Romania is widespread within Romanian church communities.

Relations between the Moldovan authorities and the Russian Federation will be minimized during
the forecast period. Russia is named as the main threat to Moldova's security in the Military
Strategy for 2025-2035!%. Official Chisinau is building its relations with Moscow precisely as with
an adversary. Economic ties between the countries have already been reduced to a minimum
following the cessation of Russian gas transit through Ukraine in 2025. Logistical problems have
led to a sharp decline in migration flows from Moldova to Russia. While at the peak of migration
activity in 2012-2013, 1.2—-1.3 million citizens entered Russia from Moldova, in 2024-2025 this
figure fell to approximately 120,000 .

Thus, 2026 will be the year when Moldova's pro-Western political vector will be consolidated.
However, in the medium term, it should be borne in mind that the socio-economic situation in the
country is unstable and, in general, not very promising, while the frontier mentality of the local
elites 1s highly sensitive and reacts so flexibly to the dynamics of international processes and
changes in external circumstances that the question of the irreversibility of Moldova's political
course seems somewhat premature.

In Belarus (Republic of Belarus, RB), another election cycle ended in 2025. The main event on the
domestic political agenda in 2025 was the presidential election held in January. The predictable
victory of Alexander Lukashenko demonstrated the high level of electoral support for the
Belarusian authorities. This is largely due to the geopolitical situation around Belarus' borders and
the sanctions pressure on it from the EU and the US, as well as the effective work of the authorities
to marginalize the opposition and politically mobilize the country's population. The opposition has
split into a number of groups that have been forced abroad and are fighting to maintain financial
support from Western countries. The presidential elections, like the 2024 parliamentary and local
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elections, have become a visible confirmation of the political loyalty of the electoral core of
Belarusian society. Instead of demands for change under the influence of external and internal
factors, the issue of stability and predictability in the republic's development became extremely
relevant in society. This trend in public sentiment, which was picked up on and effectively
exploited by the Belarusian authorities, came to full fruition in 2025 and set the course for domestic
political development in the coming year of 2026.

The updated (2022) Constitution of the Republic of Belarus strengthened the position of the current
government. The successful elections at all levels in 2024-2025 became an additional factor in
legitimizing the power vertical and President Alexander Lukashenko personally. In this context,
developments in foreign policy appear to be fairly predictable. After the protests of August 2020,
Belarus changed its foreign policy course quite sharply and effectively abandoned its "multi-vector"
policy. This was largely a forced measure, as the West reacted extremely harshly to the suppression
of political protests in the country, effectively refused to recognize the election results, and imposed
a wide range of sanctions against Belarusian officials and economic entities, severing ties with the
official Minsk. A number of countries officially recognized S. Tikhanovskaya as the "president in
exile." After 2022, in the context of the allied role in relation to the Russian Federation
demonstrated by the Belarusian leadership at the initial stage of the SVO, the sanctions pressure on
the republic only intensified. In recent years, representatives of the Belarusian leadership, including
President Alexander Lukashenko, have repeatedly expressed disappointment with the
uncompromising position of Western countries and have shown willingness to restore relations with
Western countries on the basis of "mutual respect" (i.e., recognition of Alexander Lukashenko).
Support for the opposition has indeed led Western countries into a political impasse. Alexander
Lukashenko's convincing victory in the January 26, 2025, elections (more than 86% of the vote with
85% turnout) laid the foundation for a political reset and the resumption of political dialogue.

The arrival of Donald Trump's administration in the White House, with its penchant for dramatic
political moves and "big" deals, was an additional factor contributing to attempts at gradual
normalization. In February 2025, US Deputy Secretary of State K. Smith visited Minsk and began
working out the terms for a gradual normalization of relations. In June 2025, US Special
Representative for Ukraine K. Kellogg visited Minsk and held six hours of talks with A.
Lukashenko. The visits by American representatives were accompanied by the release from prison
of foreign and Belarusian citizens convicted of espionage and other crimes (the US called them
"hostages"). In particular, in June, one of the leaders of the Belarusian opposition, S. Tikhanovsky,
was released and deported to Lithuania. Finally, in September, the newly appointed Special
Representative of US President Donald Trump for Belarus, John Coale, visited Minsk. He stated
that the US intends to fully normalize relations with Belarus and open an embassy in Minsk
(formally, it was never closed, but in recent years there have been no American diplomats there). At
the same time, in September, after the release of another group of prisoners, the US lifted sanctions
on the Belavia airline. It is highly likely that the trend towards normalisation of relations between
Minsk and Washington will continue in 2026 and create the conditions for the restoration of
Belarus' relations with a number of European countries.

At the same time, no such steady normalization is expected in relations with the EU. Relations with
Belarus's closest neighbors, the Baltic states and Poland, remain the most difficult. The main forces
of the Belarusian opposition are concentrated in Lithuania and Poland. The Belarusian authorities
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are paying attention to the deployment of new Polish military formations and NATO contingents
near the border.

Belarus traditionally maintains good relations with China. In 2025, Alexander Lukashenko visited
Beijing twice (in June and September), which indicates a clear desire to intensify bilateral relations
in all areas. The course towards comprehensive expansion of economic, technological, and political
cooperation with China will obviously continue in 2026.

The Belarusian authorities will also continue their policy of integrating into non-Western
organizations such as the SCO and BRICS, as well as expanding their economic ties with countries
in the Global South, primarily Asia and Africa.

The most trusting relations will continue to develop between Belarus and Russia (which will not
prevent Minsk from resuming attempts to restart its "multi-vector" foreign policy). Russia is not
only Belarus' largest trade, economic, and investment partner, but also a reliable guarantor of its
security. Back in 2023, agreements were reached on the deployment of Russian tactical nuclear
weapons on Belarusian territory. In accordance with Russia's updated nuclear doctrine, i.e., the
"Fundamentals of the State Policy of the Russian Federation in the Field of Nuclear Deterrence"
published in 2024, Moscow has elevated Belarus' status as part of the Union State within the
framework of Russian nuclear deterrence. In this regard, Belarus is a unique Russian ally, and the
system of allied guarantees for Minsk is unprecedented. The Russian "nuclear umbrella" is fully
extended over Belarus. At the end of 2025, new Russian "Oreshnik missile systems" are expected to
be deployed in the country. April 2, 2026, marks the 30th anniversary of the signing of the Treaty
on the Formation of the Community of Russia and Belarus. This date will undoubtedly give impetus
to politicians and diplomats on both sides to reflect on the pace and effectiveness of Russian-
Belarusian integration within the framework of the Union State.

South Caucasus

The situation in the region largely depends on the dynamics of the confrontation between Russia
and the West and on the outcome of the conflict in Ukraine. It is obvious that the situation in
individual republics will be subject to fluctuations associated with the next election cycles.

In 2026, the trend of declining Russian and Iranian presence and influence in the region will
continue, while the influence and, possibly, the military and political presence of the US and Turkey
will increase. Such activity will undoubtedly fuel anti-Russian sentiment and public statements in
Armenia and Azerbaijan (against the backdrop of Georgia's more calm and balanced position). Nor
should we expect increased large-scale pressure on the region from EU structures. Rather, there will
be localised pressure on Thilisi and individual incentives for Yerevan.

In addition to the US and Turkey, China is showing serious interest in the region. In 2026, it will
continue to pursue its usual policy of building pragmatic and mutually beneficial relations with the
countries of the South Caucasus (primarily Georgia and Azerbaijan). For its part, Turkey will
continue its efforts to forge a regional alliance with Azerbaijan and Georgia, gradually reducing the
level of political and diplomatic pressure on Armenia. The latter will gradually be drawn into the
regional cooperation format, while simultaneously reducing the level of relations and cooperation
with Moscow. Iran will maintain its political presence in the South Caucasus, but it will become
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significantly less noticeable against the backdrop of Turkey and the US's activity. Another external
player actively involved in the Caucasus will continue to be Israel, which is interested in
maintaining the current level of military-technical cooperation with Azerbaijan, as well as in
maintaining a constant presence and monitoring the situation in the border areas of Iran.

The likelihood of large-scale military action resuming along the Armenian-Azerbaijani border is
low, and could only increase in the event of a change of power in Armenia as a result of the ruling
Civil Contract party losing the parliamentary elections in early summer 2026 (which seems unlikely
unless something extraordinary happens).

No escalation is expected in the Georgian-Abkhaz and Georgian-South Ossetian conflicts, nor are
any serious developments in the effectively frozen processes of their political settlement. It is also
difficult to predict the emergence of new peace initiatives from either side.

Situation in individual countries of the South Caucasus

Azerbaijan. In 2025, Baku continued to pursue a policy of strengthening its position in the South
Caucasus and consolidating its status as a regional leader. The acute crisis in relations with Russia
fitted in well with this policy. The immediate cause was the crash of an AZAL aircraft in December
2024, which was flying to Grozny (but was damaged when Russian air defense forces repelled a
Ukrainian UAV attack, forcing it to leave Russian airspace and crash near Aktau). Russia's
apologies did not satisfy the official Baku, which consistently escalated the situation over several
months. For example, the detention of a number of criminal leaders and Russian citizens of
Azerbaijani origin was interpreted as unfriendly actions. Baku escalated the situation by arresting a
whole group of Russian citizens on its territory without sufficient grounds. Foreign policy rhetoric
sharply intensified. Officials and a number of Azerbaijani experts and political analysts voiced
harsh criticism of Russia, including accusations of occupying Azerbaijan more than 100 years ago
and supporting the "Soviet occupation regime" in the republic until it gained independence in the
early 1990s.

The logical outcome was a series of demonstrative foreign policy actions (open and public support
for Ukraine, refusal of Russian mediation in the settlement of the conflict with Armenia, and
agreement with the role of the US as the main mediator in this process). The logical conclusion of
this stage was President Aliyev's participation in the Washington summit and the signing of a
number of agreements with Armenia with the participation of US President Donald Trump.

The trilateral meeting (Trump-Aliyev-Pashinyan) took place in Washington on August 8, 2025.
During the meeting, the foreign ministers of the two republics initialed a draft "Agreement on the
Establishment of Peace and Inter-State Relations between the Republic of Azerbaijan and the
Republic of Armenia.'’”" The same meeting saw the official rejection by the two parties to the
conflict of the mediation of the OSCE Minsk Group, which was finalized in September 2025. In
response to an official request from Baku and Yerevan, the OSCE Ministerial Council closed the
Minsk process and related structures. Aliyev and Pashinyan also signed a joint declaration
confirming their intention to open communications between the countries on the basis of respect for
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sovereignty and territorial integrity, including ensuring unhindered communication between the
main part of Azerbaijan and its Nakhchivan Autonomous Republic through the territory of the
Republic of Armenia'?®,

It is evident that pressure on Yerevan will continue in 2026, at least until Baku's desired resolution
of the Zangezur corridor issue and the signing of a comprehensive peace agreement.

During the Washington summit, the presidents of the US and Azerbaijan signed a memorandum of
understanding and established a working group to prepare a charter on strategic partnership between
the two countries'*®. It can be assumed that in 2026, active work will be carried out on the
development and adoption of this document.

Azerbaijan's main foreign policy priorities in 2026 will remain unchanged: further development of
allied relations with Turkey and military-technical cooperation with Israel, political and diplomatic
interaction with the US and the UK, and strengthening ties with other states within the Organization
of Turkic States (OTS) and the Organization of Islamic Cooperation (OIC). This is especially true
given that Azerbaijan will chair the OTS and the OIC Parliamentary Assembly in 2026 (and its next
summit will be held in Baku).

In its relations with Russia, Baku will adhere to an exclusively pragmatic course, focusing on
maintaining a level of economic cooperation that is beneficial to itself. In the long term, however,
we can expect a gradual deterioration in Russia's relations with Azerbaijan against the backdrop of
the latter's growing political ambitions.

Domestic political struggles in Armenia continue and are becoming increasingly fierce as the next
parliamentary elections, scheduled for June 7, 2026, approach. It is clear that in the first half of
2026, during the election campaign, the confrontation will only intensify.

Pressure on the parliamentary and non-parliamentary opposition, unwelcome representatives of the
diaspora, and the leadership of the Armenian Apostolic Church (AAC) reached unprecedented
levels in 2025. N. Pashinyan even allowed himself to personally insult and threaten the Catholicos
and a number of senior hierarchs of the Armenian Church. The pressure on the AAC was largely
linked to the repression of prominent businessman S. Karapetyan and part of his personal and
business circle!*’. The persecution of former Armenian presidents R. Kocharyan and S. Sargsyan
continues, with legal proceedings underway against their closest relatives and a number of their
supporters.

Thus, Pashinyan's team is directing all its forces and resources toward completely clearing the
political field in the republic to ensure its victory in the 2026 elections. Pashinyan needs a
convincing, indisputable victory to maintain a constitutional majority in parliament, which will
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allow him to move on to constitutional reforms and continue his foreign policy course aimed at
rapprochement with the US and accelerated European integration. At the same time, according to
experts, Pashinyan's ruling Civil Contract party has every chance of success in 2026 in the absence
of serious competition. One of the main reasons for the current balance of political forces appears to
be the high anti-rating of former leaders, which prevents them from securing the support of a
significant part of the republic's population. The ruling party, partly due to its access to
administrative resources and its de facto monopoly in the country's information space, appears to be
the clear favorite in the election campaign. In addition to the traditional confrontation between the
government and the opposition, it is worth noting the absence of a third force, for which there has
long been a demand in Armenia, and the lack of new, charismatic and unifying political figures.

If the ruling party wins the parliamentary elections, we can expect the normalization of Armenia's
relations with Azerbaijan and Turkey to continue. There is a high probability of signing a peace
agreement with Baku, which will cement Yerevan's serious political and territorial concessions. It is
obvious that without a convincing victory in the elections, it will be difficult for Pashinyan to take
this unpopular step in Armenia.

Relations with Moscow may be put on hold in 2026. Yerevan will probably not officially withdraw
from organizations led by Russia (effectively freezing its participation in the CSTO and actively
reaping the benefits of its participation in the EAEU). However, in practical terms, foreign policy
will consistently pursue a stable Western vector (in relations with the US and EU countries).

By early 2025, Georgia had passed the peak of a serious and protracted political crisis linked to the
2024 parliamentary elections. The victory of the ruling Georgian Dream party was not recognized
by most opposition forces, leading to massive and prolonged protests. In 2025, the situation in the
republic gradually stabilised against the backdrop of a tough line on suppressing protests, especially
after Georgian Dream consolidated its success with a victory at the municipal level. As a result, in
October 2025, the ruling party won in all municipalities, gaining a total of 81.7% of the vote!'*!. In
the Georgian capital, home to about a third of all voters and traditionally a stronghold of the protest
electorate, the incumbent mayor (and secretary general of the ruling party) Kakha Kaladze was re-
elected for a third term, winning a convincing victory over his rivals (with over 71% of the vote).

The conclusion of the municipal elections effectively marked the end of the protracted political
crisis in Georgia in 2024-2025, as a result of which the ruling party strengthened its position, while
a number of opposition parties risk being outlawed in 2026 and losing the opportunity to engage in
legal political activity in the country. By the end of the year, the opposition had been virtually
crushed, many of its leaders were under investigation, and a number of NGOs had left Georgia. The
initiative to ban the UNM and related structures on charges of subversive activities against the state
and attempts to violently change the constitutional order may be implemented as early as 2026,
which will lead to the temporary marginalization of opposition parties, but will push the anti-
government sector to reformat, which may end on the eve of the next election campaign in 2028,
when the country's domestic political life may become tense again.

141 Georgia 2025 elections — preliminary results from the Central Election Commission from all polling stations //

Sputnik Georgia. 2025.05.10. https://sputnik-georgia.ru/20251005/vybory-v-gruzii-2025---predvaritelnye-rezultaty-tsik-
so-vsekh-uchastkov-295254699.html.

156



The economic stability achieved in recent years, including (especially in 2022-2023) due to the
financial effect of relocation from Russia, remains one of the key factors in reducing social tensions
and socio-political activity among the Georgian population, most of whom are ready to support the
government's conservative course (both in domestic and foreign policy).

Georgia's regional policy in the short term will focus on a situational alliance with Turkey and
Azerbaijan and deepening trade and economic cooperation with them. Turkey will undoubtedly
retain its status as Georgia's main trading partner, and Azerbaijan as its main energy supplier.
Among non-regional players capable of strengthening their influence and presence in Georgia,
China and the countries of the Middle East (both the Gulf states and Israel) should be mentioned.
China has already become an important partner for Georgia (a strategic partnership agreement was
signed in 2023): cargo turnover between the countries has grown sharply, as has the volume of
Chinese investment in the Georgian economy. The total investment commitments of companies
from the UAE are estimated at $6.6 billion'*.

The area of interaction with the EU is likely to shrink and balance on the edge of official contacts
and rare visits by Brussels emissaries to Georgia. Back in late 2024, the Georgian government
announced that it was postponing negotiations on EU accession until 2028. In the fall of 2025,
Georgia received the lowest rating among candidate countries in a report published by the European
Commission. It is clear that this distance between Tbilisi and Brussels will remain in 2026, and
relations will be quite cool, especially with certain countries in Eastern Europe and the Baltic states.

We can also expect the traditional balance in relations with Russia to remain: a freeze on political
ties (no diplomatic contacts or official meetings) against the backdrop of developing trade and
economic cooperation. It is obvious that Russia will remain among Georgia's three largest trading
partners (only Turkey and the US will be ahead), but the restoration of diplomatic relations between
the countries is unlikely.

The status quo in relations with Abkhazia and South Ossetia will remain unchanged in 2026, as
there are no prerequisites for revising the current completely frozen format of interaction, let alone
resolving the conflicts. The ruling party in Georgia is basically satisfied with the current status,
which allows it to completely close the politically inconvenient track of relations with Russia (and
the two republics) and focus on maintaining a high level of trade and economic relations. It is
obvious that this pragmatic approach to relations with Russia will be maintained in 2026 (which in
practice means squeezing the issue of contacts with Abkhazia and South Ossetia out of the public
and political agenda).

In Abkhazia the threat of internal instability remains. President Badra Gunba does not enjoy
sufficient support among the population, and his circle of influential political allies is limited.
Equally important, he lacks a professional team. The current president enjoys significant support
from Russia and uses its financial and logistical assistance, which allowed him to quell the serious
political and socio-economic crisis that arose in the republic at the end of 2024 and temporarily
stabilize the situation after his successful presidential election. He is forced to balance between
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different camps, led by former Abkhazian leaders Alexander Ankvab and Aslan Bzhania, as well as
other well-known politicians in the republic.

In 2026, the relative calm in the republic may come to an end. It is an election year, as
parliamentary elections are scheduled for 2027 in Abkhazia, which suggests increased activity from
the opposition, including its radical wing led by Kan Kvarchia (son of former parliamentary speaker
V. Kvarchia and former mayor of the capital).

Nevertheless, the current split in the opposition camp and open competition between various party
structures and influential families make it impossible to predict the opposition's success in the
upcoming elections. At the same time, against the backdrop of revanchist sentiments in opposition
circles, it is possible that street protests will increase in Abkhazia in 2026 during certain periods
(outside the tourist season). Economic factors could also trigger new anti-government protests in the
republic, given the obvious problems in the economy.
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Central Asia

The Ukrainian conflict and related international turmoil will serve as a backdrop for even greater
diversification of Central Asian (CA) countries' foreign relations, which will continue to maneuver
between the competing interests of Russia, China, the US, and the EU, attempting to use their
rivalry to their advantage.

Such a multilateral and multi-vector strategy will not help the countries of the region mitigate the
growing range of challenges and threats. These include:

-direct and indirect consequences of US/EU sanctions against Russia, affecting various sectors of
the economy and impacting Central Asian countries closely linked to Russia through political,
trade, and economic ties;

-the increased activity in the region of the West, which is interested in the natural resources of
Central Asia that could partially replace lost supplies from Russia and China;

-environmental problems caused by the drying up of the Aral Sea, the shallowing of the Caspian
Sea, the melting of the Pamir glaciers, and methane emissions in Turkmenistan;

-the Afghan hydroproject on the Amu Darya (Qosh Tepa Canal), which threatens to exacerbate the
water shortage in the Central Asian region;

-the Afghan-Pakistani confrontation, which may prevent Central Asian countries from diversifying
their trade routes and implementing projects currently under development (the Trans-Afghan
Railway, the TAPI gas pipeline, and the CASA-1000 electricity project);

- | nternational terrorism, reinforced by militants from hot spots in the Middle East and operating in
Central Asia under the banner of establishing a "global caliphate."

Russia, which has somewhat weakened its influence in Central Asia due to the Ukrainian conflict,
will nevertheless retain its role as the largest trading partner, one of the main investors in the real
sector of the economy, and a key labor market for several million migrant workers in the near
future. Russia's construction of nuclear power plants in Kazakhstan and Uzbekistan will open a
qualitatively new technological page in the strategic partnership, which is beneficial to the countries
of Central Asia.

In the security sphere, Russia also remains the priority, which, regardless of international changes
and the foreign policy situation, protects the external borders of the CIS in Central Asia and
combats threats such as international terrorism, transnational crime, drug trafficking, extremism,
and the smuggling of goods and people.

At the second Central Asia—Russia summit held in Dushanbe on October 10, 2025, which resulted
in the adoption of the "Joint Action Plan for 2025-2027" was adopted, laying the foundation for
transforming the six-party format, which exists as a discussion platform, into an instrument for
building a new model of regional stability. This will be facilitated by the planned measures:
synchronisation of the economic strategies of Russia and the Central Asian "five", removal of
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barriers to mutual trade, interconnection of national infrastructures and formation of a single

economic space between Central Asia and Russia'*’.

China, which has declared 2025-2026 the "Years of High-Quality Development of Central Asia-
China Cooperation," will rely mainly on economic and political levers of influence. China will
engage in multifaceted cooperation with Central Asian countries in the "5+1" format and within the
framework of the Belt and Road Initiative. Kazakhstan will be viewed by China as a key hub for
transport and logistics routes and a priority partner in regulating trade and economic relations
between China and the EAEU.

Interaction with China in the Shanghai Cooperation Organization (SCO) and in the "5+1" format
will allow Central Asian countries to act as a single regional actor in dialogue with Beijing. The
"Treaty on Good-Neighborliness, Friendship, and Cooperation," signed at the Second Central Asia-
China Summit (Astana, June 17, 2025), aims to transition Central Asian countries to a new phase of
relations based on "shared values, strategic trust, and joint responsibility for regional stability. 44"
Unlike Russia, which has several military facilities in Central Asia, China will refrain from direct
military presence in the region, focusing instead on oil and gas imports from Central Asia, trade,
and transport logistics.

Turkey will seek to secure its status as a major logistics hub for oil and gas supplies from Central
Asia to Europe, actively lobbying alongside Kazakhstan and Azerbaijan for the EU-backed Trans-
Caspian International Transport Route project. Another tool in the struggle for geopolitical
influence in the region will be cultural and educational programs, along with the Turkish version of
the Latin alphabet, which Turkey is promoting in Central Asia in the context of the idea of creating
a single alphabet and forming a "Turkic identity."

Turkey will attempt to more actively involve Central Asian countries in plans to create the so-called
Turan Army, often portrayed in the media as an Asian equivalent of NATO. This project,
enthusiastically supported by the Azerbaijani president, who stated that "the Azerbaijani army is
being brought into line with NATO standards and is cooperating closely with the Turkish army in
this context,'*" is unlikely to find an immediate response from the Central Asian participants in the
CSTO. In 2026, they are more likely to limit themselves to joining the CSTO military exercises, an
initiative proposed by 1. Aliyev. However, in the future, depending on the external situation, an
intensification of military aspects of cooperation within the CSTO cannot be ruled out. Thus, the
proposal by Uzbekistan's President Shavkat Mirziyoyev to hold a meeting of the foreign ministers
and security services of the CSTO countries in Samarkand in 2026 "to develop common approaches

143 Communiqué on the results of the second Central Asia—Russia summit // President of Russia. 2025.09.10.
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to security issues!'4®"

Turkey.

can be seen as a step towards forming an agenda in this area that is agreed with

The US will seek to maintain its strategic influence in Central Asia, which it lost to some extent
after withdrawing its troops from Afghanistan in 2021. The American presence will take on a new
quality due to the current administration's refusal to fund humanitarian programs (including the
activities of USAID*, which was closed in August 2025 in the US itself and banned in Russia) and
the active promotion of financial and trade deals.

Viewing Central Asia as a region where a number of strategic plans can be implemented,
particularly with regard to China, Afghanistan, or Iran, the US will combine diplomatic efforts
(meetings in the "5+1" format) with economic expansion in the field of rare earth metals and oil,
gas, and nuclear energy.

The US priorities will boil down to three positions: strengthening its position in the Central Asian
economy, with a particular focus on Kazakhstan and Uzbekistan with their natural resources and
rare earth metals; ousting its main competitors, China and Russia, from Central Asia; gaining access
to the Caspian Sea via Kazakhstan in an attempt to control the military, political, and other activities
of Russia and Iran. President Trump's plans to return to the Bagram airbase and, by default, to
Afghanistan, whose strategic role remains significant for the US, will give additional impetus to US
advancement in Central Asia.

The desire to prevent the countries of the region from moving closer to Russia and China will also
remain unchanged. The US will also try to involve the countries of Central Asia in its sanctions
policy against Russia.

The European Union (EU) will be active in Central Asia, but won't be able to invest in the
economies of Central Asian countries like it used to, since it's mostly just after their natural
resources.

The EU will focus on three main areas in Central Asia: 1) the region's natural resources, especially
rare earth metals, which are needed for Europe's civil and military infrastructure; 2) the
development of new trade routes in Central Asia, among which priority will be given to the Trans-
Caspian International Transport Route (the so-called Middle Corridor); 3) connecting Central Asian
countries to the 19th package of economic and political restrictions against Russia, approved by the
EU on October 23, 2025. The EU's Global Gateway initiative envisages expanding the hydropower
potential of Central Asia and developing the region's transport links with Europe, bypassing Russia.

146 Mirziyoyev proposes holding OTS FMs and intelligence chiefs meetings in Samarkand// Report. 2025.07.10.
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Situation in individual CA countries

Kazakhstan, which has set itself the ambitious goal of becoming one of the world's top 30
economically developed countries by 2050, will maintain its economic leadership in the region and
strive to become one of Eurasia's main transit hubs. The republic will pay particular attention to the
Trans-Caspian International Transport Route in the field of transport and logistics cooperation. Its
development and operation are planned in the Roadmap for 2022-2027, signed by Azerbaijan and
Kazakhstan in 2022 in Aktau.

As part of its course towards further deepening market reforms, Kazakhstan plans to accelerate the
privatisation of state assets by 2030. The parliamentary reform scheduled for 2027-2028 provides
for a transition to a unicameral parliament, elections based on party lists, and a reduction in the
electoral threshold.

In the sphere of foreign policy, Kazakhstan will remain committed to multi-vector diplomacy.
Along with China, whose influence in Kazakhstan will continue to grow, Kazakhstan plans to take
its strategic partnership with Russia to a higher level, as stated in the Declaration'*” adopted on
November 12, 2025, following President Tokayev's state visit to Russia. In the economic sphere,
Kazakhstan's dependence on Western capital, which dominates the energy sector of the republic's
economy, will increase. Among other foreign policy partners, cooperation with Azerbaijan will
occupy a special place, with which Kazakhstan has found common interests in the OTS and the

Caspian Sea, where both countries hope to breathe new life into oil and gas and logistics projects.

The implementation of the decision taken during President Tokayev's visit to Washington in
November 2025 for the "5+1" summit with Trump to join the "Abraham Accords on the
normalization of relations between Israel and Arab states"'*® could have far-reaching geopolitical,
geostrategic, and geoeconomic consequences for Central Asia, the Caspian region, and the entire
(conditionally) Greater Middle East region. Such a development could pose a serious challenge to
Russia. But that's not all—the strengthening of the positions of the US and Israel in the region in the
format of the Abraham Accords is far from the interests of not only Iran but also Turkey.

Although the likelihood of internal political destabilization in Kazakhstan is low, the possibility of
social unrest cannot be ruled out. Much will depend on the course that Kazakhstan ultimately
chooses: either it will be able to maintain a balance in relations between Russia and other centers of
power, or a pro-Western tilt, threatening to create tension in relations with Moscow and Beijing,
will become the determining vector of Kazakhstan's foreign policy.

Uzbekistan, which, like Kazakhstan, has the greatest political and economic potential in Central
Asia, will open its economy to foreign capital in the mining industry, as well as in other areas. A
large-scale reform program, opening up markets and attracting foreign investment indicate that

147 Declaration on the Transition of Interstate Relations between the Russian Federation and the Republic of
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Uzbekistan's ruling elite has finally abandoned the post-Soviet model of isolation and strategy of
independent economic development adopted by its predecessors in favor of opening up the republic
to external (mainly American and European) economic investment.

The course towards liberalization of the political system will also continue. According to the
Presidential Decree "On Additional Measures to Radically Improve the Activities of District (City)
Administrations for Sustainable Socio-Economic Development of Regions," starting in 2026, 45
cities and districts of the republic will undergo an experiment in decentralization of power aimed at
creating a more compact management system.

In terms of foreign policy, Uzbekistan plans to focus on designing a "regional architecture" in
Central Asia and promoting deeper integration within the Central Asian "five." Having officially
concluded bilateral negotiations with the European Union on accession to the World Trade
Organization (WTO) in October 2025, Uzbekistan plans to become a full member by the 14th WTO
Ministerial Conference in March 2026. Uzbekistan has been an observer in the EAEU since 2020,
and this status will remain unchanged in the coming years. Along with the advantages of the EAEU
(access to a single market, freedom of movement of goods, services, capital, and labor,
simplification of trade and customs procedures, expansion of economic ties with other member
states), Uzbekistan assesses the risks of joining the Union, which are associated with the need to
adapt the republic's economy and its banking system to new conditions, standards, and rules, the
dominance of Russian business in the EAEU, and the introduction of a number of restrictions and
sanctions on imports from third countries.

With China, with which Uzbekistan maintains relations within the framework of the declared
"comprehensive strategic partnership," the republic intends to continue to seek effective alignment
of China's "Belt and Road" initiative with the "Strategy for the Development of New Uzbekistan for
2022-2026."

No less impressive is the planned cooperation with the US, with which Uzbekistan has signed an
agreement to purchase 22 Boeing aircraft and agreed on cooperation in the mining, finance, energy,
chemical, and nuclear energy sectors, which is highly beneficial for the US. The importance that the
country's leadership attaches to cooperation with the US is evidenced by the creation of a special
position in the Ministry of Investment, Industry, and Trade of Uzbekistan — Deputy Minister for
Relations with the US.

On October 24, 2025, Uzbekistan signed an Enhanced Partnership and Cooperation Agreement with
the EU in Brussels, thanks to which Uzbekistan intends to intensify trade and economic ties with
the EU, establish cooperation on foreign policy issues, in the field of security, including the fight
against illegal migration, corruption, terrorism, and organized crime. The agreement also gives
European companies access to the republic's critically important raw materials. For Uzbekistan,
which is seeking to diversify its foreign policy partners, the EU is important in terms of finding new
external markets, focusing the world community's attention on the republic's water and climate
problems, and regional security issues.

The main focus of Tajikistan's domestic political process will be preparations for the long-awaited
transfer of power. Presidential elections in Tajikistan are scheduled for 2027, but this does not rule
out the possibility of them being held earlier.
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Tajikistan's relations with Afghanistan will continue to be difficult. Incidents are possible along the
lengthy (1,300 km) Afghan-Tajik border, where Tajikistan will face threats related to cross-border
human trafficking, drug trafficking, and the activities of the Islamic State Khorasan terrorist group,
which is banned in Russia.

In relations with Russia, the emphasis will be on trade, investment, and humanitarian cooperation.
In the security sphere, the parameters of bilateral cooperation will be determined by the "Strategic
Partnership Program between the Ministry of Defense of the Russian Federation and the Ministry of
Defense of the Republic of Tajikistan for 2026-2030," which was approved during President
Rahmon's visit to Moscow on March 17, 2025. It provides for intensified cooperation in the military
and military-technical fields.

On the international track, Tajikistan's attention will be focused on climate issues and the
preservation of mountain glaciers, which are included in the UN agenda.

Turkmenistan will strive to adhere to its UN-recognized status of permanent neutrality in its
international policy.

Turkmenistan will continue to actively develop cooperation with its closest neighbor, Iran, given
that the two countries have long enjoyed close ties in the fields of energy, transport, and trade. Iran
is a major importer of Turkmen natural gas and a transit country for its supplies to third countries.
Bilateral cooperation is also actively developing in the electric power sector, including a joint
project to build the Mary-Mashhad power line and export electricity from Turkmenistan to Iran.
There are agreements on the creation of border trade zones and a Turkmen-Iranian Business
Council, and a plan to intensify trade and economic ties for 2026-2028 has been agreed upon.
Active cooperation is underway in the field of Caspian resource use.

Cooperation in the economic sphere and on the political track will continue with China, the main
purchaser of Turkmen energy resources, primarily natural gas. The PRC will remain Turkmenistan's
main trading partner and an important investor in transport and logistics projects.

Turkmenistan intends to cooperate with Russia in the development of East-West and North-South
transport corridors, in connection with which the republic plans to increase the volume of container
traffic through the Turkmenbashi International Sea Port.

In light of the general intensification of US activity in Central Asia, diplomatic contacts between the
Trump administration and the Turkmen leadership may increase and become more trusting. Against
the backdrop of the escalating situation in the Middle East, the appeal of Turkmenistan, which
occupies an advantageous geographical position and borders Iran, is growing, making this republic
a potentially important partner for the US in the region. Prospects for energy cooperation will also
drive growing US interest in Turkmenistan. There is potential for expanding Turkmenistan's
cooperation with the UK in the fields of energy and ecology.

In Kyrgyzstan, the parliament elected on November 30, 2025, in early elections will have to fulfill
not only its official tasks (combating political corruption, improving the electoral system, increasing
citizens' trust in their elected representatives), but also create a favorable atmosphere for the smooth
conduct of the presidential elections scheduled for 2027.
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INDO-PACIFIC ASIA

The countries of the region covering eastern, southeastern, and southern Asia, both collectively and
individually, are essential elements of the overall picture of the world economy and, at the same
time, key players in the global system of international relations. Their significant role in this system
is determined not only by their share in global GDP and international trade, but also by the
contribution of companies based on their human and financial resources to overall technological
development, as well as the growing international ambitions of their political elites. All of these
elements show a trend toward growth, which will determine the increased attention paid to the
opportunities and challenges of this part of the world in the medium term.

In recent years, key players in this region have played a crucial role in transforming the global
world order, acting as new poles of power of at least regional significance and actively seeking to
oppose both extra-regional centers of power and each other. At the same time, they all have
heightened aspirations to participate in solving regional and global problems, based on their own
understanding of national interests. The sense of their own importance, which serves as the basis for
such claims, is fuelled by the slowdown in development and socio-economic problems in the Euro-
Atlantic area, which objectively undermine the foundations for its real or supposed global
leadership. This gives the actors in the Indo-Pacific region more freedom of action and choice of
political orientation. The increased volatility of international relations associated with the arrival of
the Trump administration in the White House has further broadened the range of possible actions
available to countries in the region in their attempts to counter the consequences of increased global
instability.

The combination of global geopolitical contradictions projected onto this space and purely regional
conflicts creates a complex picture of interrelationships, which is further complicated by the
external effects of internal political changes in the states of this part of the world. The
multidirectional nature of these changes is undermining efforts to form a common regional identity,
which for a long time was seen as the basis for future economic and cultural integration. On the
contrary, there are reasons to expect further stratification of the region into groups of actors with
different visions of the situation's prospects and instruments for responding to it. Political conflicts,
along with the escalation of military activity in the form of fierce confrontation, will remain an
integral part of the regional picture. The logic of confrontation will also be present in the sphere of
economic relations, where the prospect of developing uniform and enforceable rules for trade and
investment activity has been postponed indefinitely.

Another feature of recent years that has had a noticeable impact on the situation in this region is the
contradictory changes in the role of international organizations and platforms operating here. On the
one hand, the growth of confrontation along geopolitical fault lines has effectively paralysed the
search for consensual ways to establish multilateral cooperation and achieve pan-regional goals in
the political and economic spheres. Most multilateral organizations with a broad membership have
found it impossible to achieve integration goals and, at times, even to maintain a constructive
dialogue on substantive issues. On the other hand, regional intergovernmental platforms that have
survived from the previous period (APEC, ASEAN-centric expanded formats, , etc.) are now
playing a role that was not previously characteristic of them, serving as platforms for non-binding
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or even informal contacts, which partly compensate for the lack of official intergovernmental
communication between conflicting or competing players.

In China, the main domestic political event of 2026 should be the approval by the Chinese
parliament (the National People's Congress) of the country's socio-economic development plan for
2026-2030. According to tradition, the annual parliamentary session at which this document is
expected to be approved takes place in March. Throughout the year, the new five-year plan will
feature prominently in Chinese political propaganda, media publications, and speeches by
economists.

The adoption of the 15th five-year plan will be an important signal of continuity in the PRC's
policy. In particular, this applies to the determination to complete the basic modernization of the
country by 2035 against the backdrop of deteriorating relations with the US and Western countries.
The five-year plan focuses on the real sector of the economy, the development of manufacturing,
and the achievement of technological independence. The task of strengthening industrial capacity is
given no less importance than innovation, which occupies a key place in China's development
plans.

China's policy of openness to the outside world is closely linked to the task of ensuring national
security. The strategy of creating a modernized industrial power is aimed at building an industrial
base capable of producing a wide range of products using advanced technologies. The
implementation of these plans will affect not only the global market, but also China's political
relations with developed countries. By increasing its industrial and technological sovereignty, the
PRC is gaining additional opportunities to counter Western containment strategies.

After the painful mutual economic blows already exchanged with China, the US is unlikely to
mechanically repeat this experience in 2026. The Sino-US trade deal concluded in October 2025
has a chance of proving viable and remaining in force for a year. This will stabilize relations
between Beijing and Washington and make them more predictable.

The Chinese side is interested in focusing on domestic economic development plans without being
distracted by conflict situations suddenly created by the Trump administration. Domestic political
considerations play an important role. China needs to ensure a calm external environment by the
end of 2026 in order to begin preparations for the 21st CPC Congress in 2027 in conditions of
political stability.

The likelihood of improved relations between China and the EU in 2026 will depend, first, on the
dynamics of Sino-US relations and, second, on the course of the conflict in Ukraine. If events
develop positively, Brussels and Beijing may return to discussions on the Comprehensive
Investment Agreement, which has not yet been concluded between them. At the same time, there is
no prospect of a sharp improvement in Sino-European relations next year.

An important direction of China's foreign policy in 2026 will be the promotion of the "Global
Governance Initiative" announced by Xi Jinping at the SCO summit in Tianjin in September 2025.
The initiative proclaims the principles of sovereign equality, the supremacy of international law,
multilateralism, and the protection of the interests of all people, and is aimed primarily at the Global
South.
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In November 2026, the APEC summit is scheduled to be held in the Chinese coastal city of
Shenzhen. The close ties between prosperous Shenzhen and the economies of Hong Kong and
Macau will allow the forum organizers to highlight the success of China's reform and openness
policy. The summit will give China an opportunity to strengthen its influence in the Asia-Pacific
region and condemn protectionism and trade wars. The agenda of the meeting in a number of areas
clearly does not correspond to US policy. For example, in response to Beijing's intensified
promotion of its strategy to build an "Asia-Pacific community of destiny," Washington is trying to
limit Beijing's economic influence in the region by concluding bilateral agreements between the US
and Pacific Asian countries. Nevertheless, it is possible that the APEC summit in Shenzhen could
be combined with Donald Trump's expected visit to China in 2026.

In the Asia-Pacific region as a whole, as well as in Northeast Asia and Southeast Asia, China will
continue its attempts to weaken the anti-China formats already formed under US leadership and
prevent the emergence of new ones by developing its own multilateral and bilateral trade and
economic relations with countries in the region. However, these countries themselves, with the
exception of US allies, will maneuver between Beijing and Washington, fearing the growing
influence of the PRC. At the same time, cooperation with ASEAN countries is becoming an
increasingly high priority for China. In this direction, Beijing will continue to build on the success
of the signing in October 2025 of the updated Free Trade Area 3.0 agreement between it and the

association's member countries'#’.

Beijing will continue its course of stabilization and cooperation with India, but any "breakthrough"
events in relations between the two countries are unlikely. In Latin America, China is likely to face
active opposition to its expansion from the US. A more favorable environment for Chinese foreign
policy will traditionally develop in Russia, Central Asia, and Africa, as well as within the
framework of the Belt and Road Initiative.

In Africa, Beijing will continue its expansion through the economic mechanisms proposed at the
China-Africa summit in 2025: the abolition of import duties on goods produced in the region; debt
write-offs; the implementation of a new Chinese investment initiative using public-private
partnership mechanisms, etc. The Year of Humanitarian Exchanges between China and Africa is
scheduled for 2026 under the slogans of strengthening friendship and a common desire for
modernization, familiarizing the African audience with the Chinese model of modernization.

Another large-scale event aimed at rapprochement with the Global South is the Second China-Arab
States Summit, scheduled for 2026. Despite the importance of the Middle East region for China as a
source of oil and gas, its position will be neutral and wait-and-see, with a focus on developing
bilateral economic relations. Although China is playing a positive role in restoring diplomatic
relations between Iran and Saudi Arabia, Beijing does not yet have sufficient resources to fully
manage regional conflicts.

149 China and ASEAN Sign Free Trade Area 3.0 Upgrade Protocol // Ministry of Commerce of PRC. 2025.30.10.
https://wangwentao2.mofcom.gov.cn/Events/art/2025/art_627e¢2814a33f495bbed715{68f621098.html
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A similar process will take place in Central Asia. Beijing is actively institutionalizing the Central
Asia-China format, using all its diplomatic and political capabilities, including its potential
influence on relations between the Central Asian states themselves ',

China-Russia relations will continue to develop positively at the political level and steadily overall,
albeit with some exceptions on the economic front. The volume of trade in goods between China
and Russia in monetary terms, or its growth rate, may decline slightly due to the high base in 2022—
2024, as well as the saturation of the Russian market with Chinese products and the slowdown in
Russia's economic growth. Large Chinese multinational companies will continue to be cautious
about cooperation with Russia, fearing secondary sanctions.

Japan's political life, as well as its foreign policy, will be influenced in 2026 by the change of
government that took place in October 2025. In addition to the new prime minister, Sanae Takaichi,
who was appointed the day before as chair of Japan's Liberal Democratic Party (LDP), the
government has also gained a different configuration of parliamentary support. Instead of its
previous coalition with the Komeito party, the LDP has entered into a support agreement with the
leadership of the Japan Innovation Party (JIP), reflecting the LDP's shift from its previous
compromise centrist position towards a more hardline right-wing conservative direction. The
alliance with the conservative JIP allows the LDP leadership to more freely formulate a right-wing
agenda without regard for the more moderate forces in the party.

The new configuration of power signifies the consolidation of forces advocating for the
strengthening of national independence, the enhancement of defense capabilities, and the
implementation of reforms aimed at building a "strong state." The new prime minister's policy
documents and speeches clearly express a commitment to traditional values, the priority of national
interests, and the institutionalization of security issues. S. Takaichi herself sees these positions as an
expression of ideological continuity with the strategic line of her political "father," the late former
Prime Minister Shinzo Abe, which allows her to consolidate parliamentary support for the
government by invoking memories of the period of stable government and strong leadership
associated with his name.

The internal dynamics of the LDP are also built around the idea of continuity. Representatives of
various factions have joined the new government in accordance with the principle of "internal unity
for external strength" declared by Shinzo Abe. However, only time will tell whether the new prime
minister will be able to maintain party discipline and carry out internal reforms to give this political
structure stability.

Against the backdrop of growing mistrust provoked by a series of corruption scandals and
ineffective measures to curb price increases, the government will face the difficult task of finding a
balance between ideological principles and the need to achieve political consensus. The success or
failure of this quest will largely determine not only the stability of the current government, but also
the direction of Japan's political system going forward.

150 Astana Declaration of the Second Central Asia-China Summit.

https://www.newscentralasia.net/2025/06/20/astana-declaration-of-the-second-central-asia-china-summit/.
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In the area of foreign and defense policy, the new government has also declared its commitment to
the political legacy of Shinzo Abe, proclaiming the goal of "restoring Japan's diplomatic confidence
and influence on the world stage." Practical policy is likely to be characterized by a pragmatic
approach focused on achieving concrete results. In this context, in 2026, we can expect Japan to
focus more on developing relations with allies and "like-minded countries," deepening strategic
partnerships in the field of national security, and increasing military spending.

The military-political alliance with the United States will continue to occupy a central place in
Japan's foreign policy, which is proclaimed as the cornerstone of the country's national security and
diplomatic course. In addition to S. Takaichi's expressed intention to build a personal relationship of
trust with the US president, Tokyo will focus on improving mechanisms for deterrence and rapid
response to emerging threats, as well as expanding cooperation with partners such as the Republic
of Korea, Australia, India, and Southeast Asian countries.

Promoting the concept of a "free and open Indo-Pacific region" will remain one of the key priorities
of Japanese diplomacy. Within the framework of this concept, Tokyo will not only strengthen ties
with traditional allies, but also interact more actively with countries of the Global South,
implementing economic and infrastructure projects in them.

Another foreign policy priority will be to build relations with the Republic of Korea and ASEAN
countries through regular high-level dialogue. S. Takaichi's cabinet will pay special attention to
developing trilateral cooperation between Washington, Seoul, and Tokyo, focusing on regional
security issues, intelligence sharing, expanding economic and technological partnerships, and
coordinating positions on China and North Korea. However, given the political and personal
backgrounds of the current leaders of South Korea and Japan, who have previously been tough in
their rhetoric on historical issues, the risk of a cooling of bilateral relations cannot be ruled out if
new points of tension arise.

Despite the declared "strategic mutually beneficial partnership," Japan-China relations will remain
tense and contradictory. The Japanese government will continue to combine dialogue with a policy
of containment, viewing China as an important economic partner and neighbor while expressing
concern about security, technological dependence, and stability in the region. A high level of direct
bilateral contacts is likely to be maintained, but they may be complicated by the Taiwan issue and
historical and territorial disputes. S. Takaichi's nationally oriented course and her willingness to
take a tough stance on defense and ideology issues are likely to cause irritation in Beijing, leading
to periodic diplomatic friction while maintaining pragmatism in the economic sphere and
countering global challenges.

Dialogue between Japan and the DPRK is unlikely to yield significant results as long as Tokyo
maintains its uncompromising stance. The government of S. Takaichi emphasizes that
normalization of diplomatic relations is impossible without resolving two key issues: the nuclear
and missile programs and the humanitarian issue related to the abduction of Japanese citizens. At
the same time, Tokyo is showing a willingness to engage in high-level talks and to use both
pressure and diplomatic channels to seek opportunities for a breakthrough in relations.

Relations between Russia and Japan in 2026 are likely to remain limited, with no signs of
significant rapprochement. The further development of bilateral dialogue will largely be determined
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by the dynamics of the conflict surrounding Ukraine, as well as the overall state of cooperation
between Moscow and Washington, which has a significant impact on Tokyo's foreign policy
decisions. Despite the Japanese leadership's stated willingness to continue contacts on territorial
settlement and the conclusion of a peace treaty, practical steps in this direction are unlikely. The
maintenance of sanctions and Japan's political line on the Ukrainian issue limit the possibilities for
dialogue and reinforce the atmosphere of mutual suspicion. Nevertheless, provided there is political
will on both sides and favorable international circumstances, there remains an opportunity for
cooperation in the economic and humanitarian spheres, which could contribute to a gradual
restoration of contacts at the political level.

In the field of security, S. Takaichi's cabinet is forming a new strategic line, seeing the military
activity of China, the DPRK and Russia as a threat to regional stability. Based on this assessment,
the Japanese government postulates the need for accelerated modernisation of the armed forces and
strengthening of the country's military potential. Japan's course of increasing its security efforts is
supported by Washington, which insists on Tokyo's more active participation in maintaining the
balance of power in East Asia.

Under the new approach, defense spending is planned to increase to 2% of GDP by the end of the
current fiscal year (April 2026). By the end of 2026, a review of the national security strategy is
expected, which will set out updated parameters for the development of the military-industrial
sector.

One of the central areas of the future strategy will be the development of autonomous systems and
unmanned technologies. Over 2 trillion yen (more than $13 billion) is expected to be allocated for
the purchase and integration of such systems in the next budget cycle. Tokyo also intends to
actively use the technologies of its partners, in particular Turkey, the US, and Australia, giving
priority to the speed of rearmament and technological exchange rather than the long-term build-up
of its own capabilities.

At the same time, the possibility of easing existing restrictions on the export of air weapons is being
discussed. Various options for liberalization are being explored, from clarifying the intended use of
the equipment supplied to lifting certain bans. Specific decisions may be made as early as 2026.

Particular attention is being paid to strengthening the capacity for "remote defense" — the ability to
deliver high-precision strikes against distant targets. This includes the development of missile
systems and the creation of a new generation of submarines equipped with vertical launchers. The
most complex technological solutions are being considered, including power plants with nuclear
elements, which indicates the government's willingness to review legislative restrictions on the use
of nuclear energy in order to secure a strategic advantage. Thus, Japan is gradually moving from a
traditional defensive doctrine to a proactive model focused on neutralizing threats "at a distance."

In a broader context, S. Takaichi's cabinet line reflects Japan's desire for greater independence in
security matters while maintaining a strong alliance with the US and other Western partners.
However, the combination of increased defense spending with promises to implement social
policies without increasing the tax burden seems unrealistic. Maintaining financial balance will
require sustained economic growth and structural reforms capable of generating additional sources
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of revenue. Without a significant economic upturn, fulfilling both military and social objectives
could prove a serious challenge, forcing the government to make tough choices about its priorities.

In 2026, the Republic of Korea (ROK) will continue to develop and implement political and
economic measures aimed at countering recent internal and external challenges. The administration
of President Lee Jae-myung, who came to power in June 2025, will have to convince South Korean
society of its ability to initiate political reforms that will minimize the likelihood of a repeat of the
crisis caused by former President Yoon Suk-yeol's attempt to impose martial law in December
2024. Both supporters of the current president from the Democratic Party and representatives of the
conservative opposition expect a more effective balance between the legislative and executive
branches, central and regional government bodies, and an end to the petty inter-party squabbles
widely covered in the media, which distract the public and the political elite from solving pressing
problems. However, it remains unclear when and what proposals for domestic political reforms the
authorities will offer to voters. Meanwhile, delays in resolving these issues as early as 2026 could
provoke widespread public discontent, especially considering that the trial of ousted President Yoon
Suk-yeol is dragging on and the list of charges against him is growing, which is not welcomed by
everyone.

At the same time, there is a high probability of social conflicts escalating in 2026, primarily
problems caused by the deteriorating demographic situation. The fertility rate is 0.7-0.8, which
remains one of the lowest in the world. The long-term process of population aging continues, and
with it, the associated increase in social costs. At the same time, the labor shortage is becoming
noticeable, and neither the digitalization of the economy nor one of the world's highest rates of
robotization in leading industries can compensate for it. Under the current circumstances, in 2026
the authorities are likely to accept a reduction in barriers to legal migration while tightening
measures against the entry of illegal immigrants into the country.

At the same time, the departure of the most talented and authoritative scientists and designers
abroad is a cause for concern, and the government has therefore decided to allocate 100 million won
annually in 2026-2030 to support the work of 20-100 specialists of this level. (about $70,000) per
person, as well as to involve them in the development of state scientific policy.

The economic strategy of the new administration remains unclear. The dominance of large
businesses (chaebols) stifles the opportunities for small and medium-sized enterprises. At the same
time, the focus on innovative development is linked to the use of the potential of leading
corporations. High hopes are pinned on the continuation of digitalization. However, in recent years,
against the backdrop of intensified internal political struggles, the adoption of the necessary legal
acts has been delayed, which forces the authorities to urgently address this issue. Having struggled
to overcome the negative consequences of the coup, the economy, and above all the export sectors,
faced external challenges related to the introduction of increased import tariffs by the Trump
administration. As a result, the country's GDP, which grew by less than 1% in 2025, will grow by
1.6%—1.8% in 2026, mainly due to the expected revival of domestic demand.

On the international stage, South Korean authorities will demonstrate their growing assertiveness by
pursuing a multi-vector policy and prioritizing several strategic areas. The South Korean leadership
is determined to resume contacts with the DPRK authorities in 2026 and restore dialogue on nuclear
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issues. However, this intention is unlikely to be welcomed in Pyongyang, which is more focused on
establishing direct dialogue with the Trump administration. The situation is exacerbated by
divisions within South Korean society over the course of action to take with regard to North Korea.
For the first time since records began, polls in 2025 showed that 51% of respondents did not
consider reunification with the North to be necessary. However, it is difficult for the ruling elites to
decide to officially abandon this idea. Therefore, we can expect Seoul to turn to Washington,
Beijing, and Moscow with proposals to facilitate the normalization of inter-Korean relations in one
form or another.

Seoul is wary of the Trump administration's policy of prioritizing American interests in the areas of
security and business, which pushes the priorities of US allies and partners in these areas into the
background. Given this new reality, the Lee Jae-myung administration is adopting a pragmatic
approach that involves addressing foreign policy issues based on "nationally oriented" priorities. In
particular, in 2026, Seoul will continue to combine its strategic alliance commitments to
Washington with maintaining economic partnerships with Beijing, including within the framework
of the China-South Korea-Japan triangle. It also remains focused on actively developing ties with
ASEAN member countries, especially Vietnam. The success of this kind of diplomacy is crucial to
maintaining the security and stability of South Korea's foreign economic relations.

Despite the dominance in South Korea of critical assessments of Russia's policy toward Ukraine
and the maintenance of anti-Russian sanctions, "nationally oriented" priorities will determine the
desire to secure the interests of South Korean business by pursuing a pragmatic policy toward
Russia. This implies, on the one hand, maintaining the current level of bilateral trade with Russia
and investments already made in Russia, and on the other hand, ensuring prospects for South
Korean companies to participate in the possible post-war reconstruction of Ukraine.

The domestic political development of Southeast Asian countries will proceed without major
upheavals. Elections at various levels will be held in Laos, Thailand, Myanmar, the Philippines, and
Vietnam. Regardless of their outcomes, radical changes in the development of these countries are
unlikely. The priorities of their domestic policies will be to increase the competitiveness of their
economies, with varying degrees of emphasis on the development of high-tech, knowledge-
intensive sectors, increasing the share of innovative products in national exports, and building
human capital.

Multilateral cooperation processes between ASEAN countries will be structured around three areas.
The first will be the integration of East Timor into ASEAN projects and initiatives, which will be
hampered by this country's serious lag in the development of cross-border infrastructure, as well as
in the level of preparedness of personnel for government structures and the corporate sector,
compared to other ASEAN countries. The second will be the harmonization of the provisions of the
ASEAN Framework Agreement on the Digital Economy, which is expected to be signed in 2026.
This will be fraught with considerable difficulties, as the draft agreement envisages a qualitative
change in the digital tools of economic and social transformation in ASEAN countries, many of
which are not ready for this. The third area of focus for the Association will be the development of
areas of cooperation identified in the Roadmap for the ASEAN Community to 2045, with an
emphasis on building regional connectivity.
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On the multilateral track beyond Southeast Asia, the focus will be on enhancing the effectiveness of
cooperation within the Comprehensive Regional Economic Partnership (CREP) and strengthening
the role of ASEAN as its coordinator. An equally important task will be to link the CREP agenda
with other formats and initiatives of economic regionalism in the Asia-Pacific region, such as the
APEC Forum and the Indo-Pacific Economic Framework, which include seven of the eleven
ASEAN countries. An important element of the Association's policy in 2026 will be to strike a
balance between the participation of its member countries in these formats and ASEAN's long-term
plans, primarily in the field of digital cooperation and digital support for its own formats and
economic regionalism initiatives, in particular the ASEAN Economic Community and the CREP.

The main threat to security in Southeast Asia will continue to be the South China Sea issue.
Alongside traditional disputes over sovereignty over various land and sea areas and freedom of
navigation, a new challenge is emerging in the form of the potential use of artificial intelligence to
manipulate public opinion in interpreting the situation in this water area. In 2026, this tool will be
used, in particular, to promote various interpretations of the results of the implementation of the
decision adopted ten years ago by the Permanent Court of Arbitration on the South China Sea issue.

Further friction between China and Southeast Asian countries located in the Mekong River basin
over the development of its energy and food resources can also be expected. However, this is
unlikely to escalate the conflict to a new level, and a recurrence of the 2025 outbreak of
Cambodian-Thai tensions over this issue is unlikely.

In its relations with dialogue partners, ASEAN will increase the scale and intensity of cooperation,
seeking to diversify the tools of its own competitiveness. We can expect greater interest from
ASEAN countries in the expanded BRICS format, especially if the experience of Indonesia,
Malaysia, Thailand, and Vietnam in interacting with their BRICS partners proves successful. The
Association will develop contacts with the SCO and the EAEU, but qualitative breakthroughs in
these areas are unlikely. The Association's main focus will remain China and its Belt and Road
Initiative. ASEAN's dialogue with the US will be of varying success and will be aimed not so much
at gaining benefits (which is extremely difficult given the Trump administration's tariff policy) as at
minimizing losses. We can expect to see increased cooperation between ASEAN and the EU, Japan,
and South Korea in niche areas, mainly in the use of digital tools to support economic projects and
initiatives. In the dialogue between ASEAN and Russia, the parties will work on updating the goals
and regulatory framework for mutual relations, in particular on defining the parameters of
cooperation for the period up to 2030 and up to 2035.

India's foreign policy over the past year has been marked by dramatic events, such as the conflict
with Pakistan following the terrorist attack in Pahalgam, Kashmir, and the "tariff war" with the US
initiated by Donald Trump. In both cases, the Indian leadership managed to appeal to nationalist
sentiments, secure mass support from the population, and, according to the official version, achieve
victory. In a brief clash with Pakistan, the Indian armed forces demonstrated high morale and
inflicted heavy losses on the enemy, while US blackmail with increased tariffs ended with
Washington realizing its counterproductiveness. The result of the threats from the US was New
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Delhi's more active assertion of its strategic autonomy, its rapprochement with China and Russia,

and the search for ways to circumvent American tariff barriers'!.

The successes of the ruling National Democratic Alliance in local elections give additional weight
to the positions of the Indian leadership: in February 2025, it won a convincing victory in the Delhi
Legislative Assembly elections, defeating the opposition Aam Aadmi Party in its key region, and in
November, in alliance with the Janata Dal (United) party, it achieved equally impressive success in
Bihar, one of India's most populous states. In addition to the obvious results of social programs
aimed at alleviating the plight of disadvantaged castes and classes, important factors in the success
of the Bharatiya Janata Party (BJP) were its appeal to Hindu identity, the successful implementation
of development projects, the growth of the Indian economy, and Narendra Modi's foreign policy
activities. Sustained GDP growth (expected to reach 6.5% in fiscal year 2025-2026'%%)
demonstrates the competence of the BJP government, while India's widely publicized successes in
regaining its status as a great power instill a sense of pride in the country among voters.

Relations with Pakistan are likely to remain calm. Operation Sindoor, conducted by the Indian
Armed Forces in May 2025 in response to the terrorist attack in Pahalgam, demonstrated the high
potential of UAVs as a means of reconnaissance and target engagement, but on the other hand, it
revealed shortcomings in Indian air force tactics, as well as the notable vulnerability of both sides,
which had not bothered to build up large stocks of UAVs before the conflict began or to deploy
means of defense against them. It will take a considerable amount of time to eliminate these
vulnerabilities and rebuild stocks of strike assets. In the event of a new terrorist attack by Pakistan-
linked groups, the Indian leadership is highly likely to resort to tactics of increasing diplomatic and
military contacts with Afghanistan and supporting Baloch separatists. Delhi views the further
development of ties with Kabul through the prism of promoting its interests in Central Asia, where
India's position remains relatively weak, despite the launch of new formats for interaction and
appeals to cultural and historical unity.

Relations with China will continue to improve, with both sides having built trust over the past year
and overcome the fallout from the 2020 Galwan Valley crisis. The Indian leadership sees China as a
potential technology donor, cooperation with which will help maintain technological sovereignty in
competition with the West, and at the same time as a source of investment in development projects,
which is critically important in the context of a gradual reduction in Western investment in Indian
infrastructure. At the same time, Delhi hopes to retain control over all key projects and industries,
fearing a strengthening of China's position in the Indian economy. However, the positive bilateral
dynamics could collapse at any moment due to accidental incidents in disputed areas along the line
of control.

Future relations with the US remain difficult to predict. The Indian leadership's calculations
regarding Donald Trump's rise to power have proven to be erroneous. Instead of following the
traditional American line of viewing India as a key partner in South Asia and a bulwark against

151 Trump tariff shock eases? India’s exports to US rise after 4 months of slide; reach $6.3 billion in October //

The Times of India. 2025. 18.11. https://timesofindia.indiatimes.com/business/india-business/trump-tariff-shock-eases-
indias-exports-to-us-rise-after-4-months-of-slide-reach-6-3-billion-in-october/articleshow/125387747.cms.

152 World Bank Raises India’s FY2025/26 Growth Forecast to 6.5% // Trading Economics. 2025.08.10.
https://tradingeconomics.com/india/news/news/491153.
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China, Trump is pursuing an extremely tough policy, attempting to force India to open its market to
American goods. Trump's tactics, based on constantly raising tariffs and making new threats, are
frustrating India's political elites and expert community. By the end of 2025, the parties managed to
partially reconcile their positions and reach agreements that allowed them to end the conflict while
saving face. However, Trump's unpredictability, combined with India's growing desire to defend its
interests from the position of a great power, will greatly complicate bilateral relations.

Under these circumstances, the EU is becoming a promising partner for the Indian elite, as its
market is capable of partially compensating for the losses incurred by Indian exporters due to
Trump's new tariffs, while European high-tech goods, technologies, and investments can weaken
India's dependence on imports from the US and China. In the current situation, both Indian and
European politicians are seeking to accelerate the conclusion of a bilateral free trade agreement.
The drivers of this process on the EU side are France, which has a special relationship with India in
the field of foreign policy and security, and Germany, which is interested in opening up the Indian
market to German goods.

Russia will remain an important political and economic partner for India, but the growth rate of
trade turnover in 2026 will decline for obvious reasons: at present, almost all of the oil that Russia
previously sold to Europe is now going to India. The pace of this decline will depend, among other
things, on the course of the Ukrainian conflict, the tightening or easing of Western sanctions, and
the success of Russian-Indian investment and production projects.

Overall, in 2026 India will continue to pursue a course of strengthening its strategic autonomy,
multi-alignment, political and economic diversification, and expanding support for its initiatives
among the countries of the Global South. Successful foreign policy is seen by the Indian leadership
as a guarantee of domestic political stability and economic growth.

In Pakistan in 2026, we can expect the continued consolidation of the local establishment around
the leaders of the country's military-civilian leadership — Field Marshal A. Munir, Prime Minister
Sh. Sharif, and President A.A. Zardari. The opposition, represented by the Movement for Justice
party, will continue to oppose government initiatives in parliament and hold rallies for its
supporters. However, the imprisonment of the party's charismatic leader, former Prime Minister 1.
Khan, and the low authority of the current leadership figures reduce the likelihood of success for
anti-government activities. The consequences of the activities of the non-systemic opposition,
primarily the populist Islamist party Tehreek-e-Labbaik, may be more significant.

The strengthening of the positions of the current military-civilian leadership will be linked to
continuing threats to national security, which will allow the generals and the government to enjoy
the support of the population and take extraordinary measures against their opponents. The
escalation of the Afghan-Pakistani and Indo-Pakistani conflicts in 2025 is highly likely to have a
decisive influence on the Pakistani leadership's defense and security policy.

The chances of resolving the conflict with Kabul remain low, and periodic clashes on the Afghan-
Pakistani border seem inevitable. There are also no signs of de-escalation in Indo-Pakistani
relations, although a resumption of hostilities seems unlikely. Islamabad and New Delhi are aware
of the risks of a full-scale war and are prepared to escalate only in extreme cases.
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No significant changes are expected in other areas of Pakistan's foreign policy. Islamabad will
continue to seek to develop relations with its traditional allies (the US, China, and the Gulf Arab
states), using its competitive advantages in the military and military-technical spheres. After signing
a strategic mutual defense agreement with Saudi Arabia, Pakistan will try to get similar deals with
other Middle Eastern partners, especially the monarchies in the Persian Gulf. The trend toward
intensified Russian-Pakistani cooperation will continue, but no breakthrough results that could
fundamentally change the nature of bilateral relations are expected.
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