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Increased hopes of an end to the war in Ukraine and a dramatic shift in Europe’s
defense policy have led to rising optimism around European growth and strong
outperformance of European assets. But with a quick end to the war increasingly
{ in doubt and the rise in European defense spending likely to take a while at best,
what this all really means for growth, markets, and the security landscape in Europe
and beyond is Top of Mind. We ask Russia watcher Thomas Graham if a quick,
enduring end to the war is probable (No), and former NATO Assistant Secretary
General for Defense Investment Camille Grand if the recent shift in European
defense policy represents a sea change (Yes). We conclude that higher defense
spending should eventually boost European growth, and argue that European

equities have further to run, but that risks around the Euro and Bunds are more two-sided, especially given tariff risks.
Finally, former MII6 Chief Sir Alex Younger discusses implications for the geopolitical landscape in Europe and beyond.
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People who think this Russia-Ukraine conflict will be quickly
resolved and just put to the side, never to be thought of
again, are simply deluding themselves.

- Thomas Graham

The reality is that the primary driver of this sea change in
European defense is not the behavior of Donald Trump,
but the behavior of Vladimir Putin, who remains
unthwarted and might even become further emboldened if
the conflict in Ukraine ends in his favor.

- Camille Grand

Fundamentally, the world is shifting from a unipolar to a
multipolar world... At the same time, this dissipation of
power has undermined the legitimacy of democratic
governments, resulting in a more ideologically contested
and chaotic world.

- Sir Alex Younger
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Macro news and views

We provide a brief snapshot on the most important economies for the global markets

us

Latest GS proprietary datapoints/major changes in views

e \We now assume a 10pp increase in the US effective tariff
rate (vs. 4-5pp prior) as reciprocal tariffs and further increases
in product-specific tariffs now seem likely.

e \We raised our Dec 2025 core PCE inflation forecast to ~3%
(from 2.5%, yoy), lowered our 2025 GDP growth forecast to
1.7% (from 2.4%, Q4/Q4)—our first below-consensus call in
2.5 years—and slightly raised our end-2025 unemployment
rate forecast to 4.2% (from 4.1%) and our 12m recession
odds to 20% (from 15%) to reflect our new tariff base case.

Datapoints/trends we’re focused on

e Fed cuts; we still expect two in 2025 and one more in 2026.

A much more adverse tariff base case
Impact of tariff increases on the effective tariff rate, pp
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Europe

Latest GS proprietary datapoints/major changes in views

o We recently raised our 2025/2026/2027 Euro area real GDP
forecasts t0 0.8%/1.3%/1.6% (from 0.7%/1.1%/1.3%) and,
in turn, our ECB terminal rate forecast to 2% in Jun (from
1.75% in Jul) to reflect the higher European defense
spending we expect over the next few years.

Datapoints/trends we’re focused on

e Germany’s substantial fiscal package, which we expect to
pass, though it is far from a done deal given political hurdles.

e Potential Russia-Ukraine ceasefire, which we think would
result in a modest Euro area GDP boost (+0.2%), unless it
entails a comprehensive resolution to the conflict (+0.5%).

A European defense renaissance likely ahead
GS forecasts of military spending, % of GDP
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Japan

Latest GS proprietary datapoints/major changes in views

e No major changes in views.

Datapoints/trends we're focused on

e BoJ policy; we expect the BoJ to continue hiking rates at a
pace of two hikes per year, with the next hike in July.

e Shunto spring wage negotiations; we expect a shunto base
pay rise of least in the low 3% range for this year, with risks
skewed to the upside given strong wage requests.

e Japanese consumer sentiment, which softened for a third
consecutive month in February.

e Japan's industrial production, which fell for a third
consecutive month in January.

A strong spring wage negotiation season
Shunto wage hike requests and actual base pay rise, % change yoy
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Emerging Markets (EM)

Latest GS proprietary datapoints/major changes in views

e No major changes in views.

Datapoints/trends we’re focused on

e China growth; we expect high-tech manufacturing to continue
playing an important role in supporting China’s growth ahead.

e China CPl inflation, which fell sharply in February, though this
mainly owed to distortions related to the earlier-than-usual
Lunar New Year holiday.

e India’s cyclical growth slowdown, the worst of which we
think is now over, but we expect an only-gradual recovery.

o CEEMEA growth, which would benefit from a potential
resolution to the Russia-Ukraine conflict.

China: a growth boost from high-tech manufacturing
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Increased hopes of a potential end to the war in Ukraine and a
dramatic shift in Europe’s approach to defense as the Trump
Administration attempts to turn the post-Cold War security
landscape on its head have led to rising optimism around
Europe's growth outlook as well as meaningful outperformance
of European assets so far this year. But with a quick resolution
to the war increasingly in doubt, and the rise in European
defense spending likely to take a while at best and possibly
underdeliver altogether at worst, what these developments
really mean for growth, markets, and the security landscape in
Europe and beyond is Top of Mind.

We first speak with Sir Alex Younger, former Chief of Britain's
MI6, and Thomas Graham, former Special Assistant to the
President and Senior Director for Russia on the NSC staff, about
what to make of the recent developments in the Russia-Ukraine
war. While the recent progress toward a ceasefire is
undoubtedly welcome news, both Younger and Graham are not
optimistic about achieving an enduring resolution to the war
quickly given the complexity of the situation (see pgs. 8-9 for a
visual look at how complex the conflict is and pg. 10 for each
side’s take on it and a potential peace deal). Indeed, Graham
thinks any resolution is more likely to evolve over several stages
and many years and believes that people who expect a quick
and tidy resolution are “simply deluding themselves.” And both
he and Younger warn that Russia’s strategic interests and
ambitions extend well beyond the current conflict.

While resolution of the conflict may be further away and take
longer than initially hoped, GS senior CEEMEA economists
Clemens Grafe and Andrew Matheny provide a peek at what
the post-war economies of Russia and Ukraine, respectively,
could look like, with Russia likely facing lower growth and
inflation as well as a weaker currency, and Ukraine's future
likely to be characterized by economic “renewal” rather than
reconstruction.

But for the European economy, the biggest impact of an end to
the war would likely come through the energy channel given
the multi-year energy crisis that ensued from the cessation of
Russian natural gas flows—with European natural gas prices
today still double pre-war levels. GS Co-head of Global
Commodities Research Samantha Dart estimates that the
return of Russian natural gas supplies would push prices lower,
and potentially sharply so if flows returned in full, though such a
restoration seems unlikely in the near term given political and
infrastructure challenges.

Such a decline in natural gas prices would undoubtedly be good
news for the European economy. But the larger shift potentially
afoot is what some are calling a “sea change” in European
defense policy after decades of underinvestment (see pg. 14)
amid US policy shifts that could transform the post-Cold War
global order.
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Europe’s shifting security landscape

We turn to Camille Grand, who formerly served as Assistant
Secretary General for Defense Investment at NATO, to better
understand the gaps in Europe’s military capabilities today and
what it would take to close them. He argues that beyond
deficiencies in the mass and readiness of armed forces, Europe
is severely lacking in the “strategic enabler” capabilities that are
vital to modern warfare. However, while Grand admits that the
"EU is particularly good at making large announcements that,
when unpacked, aren’t so drastic after all”"—and the recent
ReArm EU initiative is no exception—he is optimistic that a real
and lasting change, rather than just a “cosmetic shift”, is under
way in European defense policy and spending to address these
gaps, which he believes neither economic nor political obstacles
are unlikely to derail. And for this, he gives more credit to
Putin’s behavior than to Trump's.

GS senior European economist Filippo Taddei then details the
road to a rise in European defense spending, which he agrees
will likely end in @ momentous shift in EU defense policy, but
expects to be long, windy, and not without its bumps after what
looks to be a promising start in the upcoming EU Council.

So, what do all of these developments add up to for the
European growth outlook? While Jari Stehn, GS Chief European
Economist, explains that the boost from greater European
defense spending will likely be quite small this year, he recently
moderately raised his Euro area growth forecasts to 1.3% and
1.6% in 2026 and 2027, respectively, to reflect his expectation
that defense spending in key Euro area countries will rise from
the current 2% of GDP to close to 3% by 2027. And a ceasefire
in Ukraine would see greater growth upside of as much as
0.5% should a comprehensive and credible peace agreement
be achieved, which Graham argues will crucially depend on the
commitments all sides are prepared to make.

But the key question for investors is whether these shifts can
extend the recent striking outperformance of European assets
(see pg. 17). For equities, we believe the answer is yes given
the still-large valuation gap between US and European stocks.
But we think the risks are more two-sided for the Euro and
Bunds following the recent moves, especially as tariff risks
continue to loom large for Europe and beyond.

Finally, we explore what these developments could mean for
the global security and geopolitical landscape, which Younger
describes as transitioning from a US-led unipolar rules- and
institutions-based order to a multipolar strongman- and deals-
based order. The implications of this shift could be profound,
not only for Europe but also for the world at large.

Allison Nathan, Editor

Email:  allison.nathan@gs.com
Tel: 212-357-7504
Goldman Sachs & Co. LLC
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Interview with Sir Alex Younger

Sir Alex Younger is former Chief of Britain’s Secret Intelligence Service, MI6 (2014-20). Below,
he argues that the current shift toward a multipolar world entails a strongman approach to

international relations, which will have important implications for the global security landscape.
The interviewee is an advisor to Goldman Sachs, and the views stated herein reflect those of the interviewee, not Goldman Sachs.

Allison Nathan: How would you
describe the broad geopolitical
landscape that the recent
developments in the Russia-Ukraine
conflict are taking place within?

Sir Alex Younger: Fundamentally, the
world is shifting from a unipolar to a
multipolar world. What we thought of
as “the end of history” and the
triumph of democracy was really just a function of unipolar US
power and the US’ willingness to set up and police globalization
and the global rules-based system, which the world, and
Europe in particular, became very accustomed to. But now,
while the US remains the prodigious power, its ability and
willingness to maintain its role as the policeman of the global
order it created has significantly diminished. When the US set
up this system in 1945, it was 40% of the global economy, and
now it's 19%. Power has shifted eastward and allowed the rise
of competing economic and value systems. It's now impossible
for the US to make the price in all places. At the same time,
this dissipation of power has undermined the legitimacy of
democratic governments, resulting in a more ideologically
contested and chaotic world. So, what's happening in the world
today isn't all about Donald Trump.

Allison Nathan: But Trump does seem to be forcefully
asserting himself into foreign conflicts. How does that
square with a diminishing US role in the world?

Sir Alex Younger: The principal characteristic of this multipolar
world is the transition from a rules and institutions-based order
to a power, strongman, and deals-based order. And the
experience |'ve gleaned from my many decades in the spy/hard
security world tells me that this strongman-based world sadly is
the natural state of the world. | call it the “Yalta” world,
because of the image of the Big Three powers sitting in a row
at the Yalta Conference at the end of WWII carving up the
world based on spheres of influence and the principle that
might is right. This Yalta world is Trump's world. By character
and experience, he is instinctively comfortable operating in it.

Allison Nathan: How might a return to such a world order
impact the potential resolution of the Russia-Ukraine war?

Sir Alex Younger: In the context of a world order driven by
spheres of influence, Trump seems to agree with Putin’s view
that large states have additional rights over small states and
especially over their backyard. Putin has always been clear that
his interest in Ukraine is not just about territory but about the
unacceptability of a sovereign Ukraine on Russia’s border.

| think Trump honestly believed he could end the conflict on his
first day. But because Zelensky cannot compromise on
sovereignty issues, even if he can be pushed into giving up
land, the issue will be far more complex than Trump expected.

Goldman Sachs Global Investment Research

More made for television oval office moments are a distinct
possibility.

Allison Nathan: But, given the asymmetries between
Russia and Ukraine, wasn't that also the case pre-Trump?

Sir Alex Younger: Yes, the prior approach could have been
characterized as allowing Ukraine to lose slowly. And | don't
argue with Trump's instinct to end the war. However, Trump
has substantially more power over the situation than he
realizes. Putin’s only plan has been to wait for Trump to be
reelected. And Putin cannot sustain his war effort indefinitely.
So, Trump could use his power to drive a much harder bargain
with Russia. | very much hope that he comes around to this
approach.

Allison Nathan: What effect could Trump’s actions here
have on the future of NATO?

Sir Alex Younger: | sympathize with Trump's concern about
freeriding by Europe and believe his focus on this issue has
done us all a favor. But | emphatically disagree with his view
that the US has not benefitted from the alliance system it
created. My experience has provided me with a deep
understanding of autocratic actors in Moscow and Beijing, and |
can confidently say that what makes them happiest is the
denigration of alliances, which democracies do well, and which
autocracies cannot match. What does China want for
Christmas? For Europe and the US to be split and for that to
lead to the erosion of NATO and other alliances, which China
explicitly describes as illicit groupings designed to contain it.
Given Trump's stance, NATO's future is undoubtedly a
concern, but this issue was coming at us anyway. Crucially, its
resolution is as much Europe's responsibility as the US'.

Allison Nathan: Where does Europe sit within the
strongman-based order you described?

Sir Alex Younger: Europe is in a really uncomfortable position.
It really convinced itself that history had ended. This led to two
unfortunate outcomes. The first was an irresponsible
drawdown of Europe’s military and industrial capabilities, which
has left it unable to defend itself today. The second was a
sense that countries could optimize commercial and economic
policy regardless of the risks of becoming dependent on
countries that may not share their values. Germany is the
epitome of this; it famously took American security, Russian
gas, and Chinese markets to benefit its people. | long feared
this would not end well given the insight garnered from the spy
world that our opponents never got the memo about the
triumph of democracy. So, I've been waiting to see what might
wake Europe up. They have now received a powerful message
from a combination of Putin’s aggression, Mario Draghi’s report
on the steps Europe needs to take to restore its
competitiveness and Trump'’s transactionalism.
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Have these events shocked Europe sufficiently to act? Maybe.
Germany's recent decision to throw away the fiscal orthodoxy
of the last three decades and sharply increase defense and
infrastructure spending was a step in this direction; Europe
doesn't change unless Germany does, so this is huge. But, as
Angela Merkel noted, Europe is 6% of the world's population,
25% of its GDP, and 50% of its social spending. A renaissance
in Europe’s hard power, not only military capability but also
cutting-edge technologies, means this has to change. So,
Europe has a long way to go, but recent moves have exceeded
my expectations. And, contrary to Europe’s traditional mindset,
| think the US-European relationship would be healthier if
Europe succeeds in establishing its own hard power.

Allison Nathan: How long might it take for Europe to
develop the hard power it needs?

Sir Alex Younger: The time required for the Russian military to
regenerate to the point that it could potentially threaten the
sovereignty of other Eastern European countries—which is
what Putin is ultimately seeking to accomplish—suggests that
Europe may have around five years to get its act together. It
could take closer to a decade for Europe to do so in the median
scenario. So, now would be a good time to start.

Allison Nathan: More broadly, how might the events in
Russia-Ukraine impact the global balance of power?

Sir Alex Younger: The idea of an axis of autocracy is
overstated in some ways, but a significant degree of mutual
interest undoubtedly exists between Russia, North Korea, Iran
and China. | have some sympathy for Pete Hegseth’s argument
that resolving the Ukraine conflict will leave the US more room
to focus on China. But the assertion that an end to the conflict
in Russia’s favor will allow the US to split Russia from China is
fanciful. Autocratic regimes are strategically invested in the
West's weakness. That is powerful.

Allison Nathan: What might the evolving dynamics in the
Russia-Ukraine conflict mean for Mainland China’s
territorial ambitions, especially vis-a-vis Taiwan?

Sir Alex Younger: My view has been that the risk of Mainland
China resorting to use force against Taiwan in the short- to
medium-term is not as high as often thought, as China is facing
major economic challenges and its current plan for regaining
Taiwan, which entails slow harassment and isolation and
normalization of China's claim over the island, seems to be
working well and is lower risk. But much will now depend on
how Trump pursues his plan to do a deal with China. So far,
China is playing hard to get. But as a strongman himself, |
suspect Xi will eventually be attracted by the idea of a great
power conversation. If so, he would have two clear agenda
items: Taiwan and technology controls. It is hard to see how
the US could avoid linking Taiwan to other issues in such talks,
which is exactly what China wants, and could risk emboldening
China on that front.

And perhaps the bigger problem is that what America wants
from Xi—a reordering of the mercantilist trade and economic
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policy that the US rightly believes has distorted the global
economy— is not a thing that Xi can deliver; such policy is
intrinsic to the Communist Party’s continuing dominance. So, a
productive negotiation between Trump and Xi will be
challenging.

Allison Nathan: Have recent developments increased the
North Korean threat?

Sir Alex Younger: North Korea is very worrying because not
only does it have nuclear weapons, but also a new friend in
Russia. Until recently, isolation has constrained it. But thanks to
North Korea's support of Russia in Ukraine—without which
Russia would not still be in the fight—North Korea is now in a
military capability alliance of equals with Russia. This explains
why Kim Jong Un became much more aggressive toward
South Korea a year ago, repudiating the core goal of
reunification and instead designating the South as North
Korea’'s main enemy. This is scary, especially given the long
land border between the two with delegated authority to
military forces on both sides, which makes the situation edgy
and dangerous and raises the risk of an accident. The one
saving grace is that China is not happy about the Russian-North
Korean alliance, which should keep the situation from veering
out of control. But there is little doubt that this alliance has
emboldened North Korea.

Allison Nathan: What about Iran?

Sir Alex Younger: Iran similarly moved from a place of
international isolation to a proper peer-to-peer military
relationship with Russia. But what's surprised me and others
the most about Iran is how weak it is, militarily, economically,
and politically. Trump clearly has animus against Iran, and a
strong consensus exists among Republicans to apply maximum
pressure to it. But maximum pressure is really all about
clamping down on China's willingness to import Iranian oil, and
its effectiveness will depend on Trump's willingness to impose
secondary sanctions on China, which will be interesting to
watch because Trump is sensitive to oil price spikes. | don't
think Trump will be willing to write a check for a war in Iran.

Allison Nathan: What risks aren’t being discussed enough?

Sir Alex Younger: An underappreciated risk is that the US’
withdrawal of its various security guarantees could lead to the
widespread proliferation of nuclear weapons among a range of
states, who could conclude that possessing these weapons will
be the only way to guarantee their security. Some people argue
that such a shift would mean the end of wars, but that's naive.

Another concern is that even as we enter a multipolar world
characterized by increasingly divergent ideologies, the tech
revolution is leading to hyper connection, which will drive risks
that are often hidden. The quality of the malware from Chinese
cyber actors detected on US telecom and government
networks is an example. While the focus may be on wars and
strongman wheeling and dealing among the major powers, it
turns out our critical infrastructure is already fundamentally
compromised. And that worries me very much.
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Interview with Thomas Graham

Thomas Graham served as Special Assistant to the President and Senior Director for Russia
on the National Security Council staff during the George W. Bush Administration. He is a
Distinguished Fellow at the Council on Foreign Relations. Below, he argues that an enduring

resolution to the Russia-Ukraine war will likely take many years and a series of agreements.
The views stated herein are those of the interviewee and do not necessarily reflect those of Goldman Sachs.

Jenny Grimberg: The Russia-
Ukraine conflict has seen numerous
developments since President
Trump fired the opening salvo on a
potential resolution. What do each
of Russia/President Putin and
Ukraine/President Zelensky
ultimately want?

Thomas Graham: Put simply,
Ukraine's interest is its existence. Ukrainian leadership and the
vast majority of the population want the preservation of a
sovereign Ukraine that gradually integrates itself into the
European community. For Russia, the conflict is embedded in
its desire to revise what it views as an unfavorable post-Cold
War settlement to create space for Russia to play a major role
in Europe and, more importantly, on the global stage. With
respect to Ukraine itself, Putin has laid out maximalist demands
that include no NATO membership and Ukraine’s recognition
that the four provinces Russia annexed in 2023 are indeed
Russian territory along with its demilitarization and
“denazification”, which is code for the installation of a pro-
Russian puppet regime. Putin also wants all Western sanctions
on Russia lifted and the war’s so-called root causes—which
include Ukraine’s pursuit of what Russia perceives as anti-
Russian policies and the structure of Europe’s security
architecture—dealt with in any settlement. So, Ukraine and
Russia have two radically different sets of interests.

Jenny Grimberg: Where do each side’s red lines lie in terms
of what they won’t accept in a settlement?

Thomas Graham: Russia’s stated red lines are no NATO
membership for Ukraine, no foreign troops on Ukrainian
territory, and no development of Ukraine’s nuclear capacity,
though the real red line is probably NATO membership, which
is simply intolerable from Russia’s standpoint. Ukraine's red
line is probably anything that would compel it to formally
recognize Russia’s annexation of any part of its territory,
including Crimea. Now, the Ukrainians likely understand that
any ceasefire line would run through their territory and that
Russia would continue controlling any territory it currently
holds. But Ukraine wouldn't formally recognize that, and would
always hold out the hope that it could eventually regain that
territory through non-military means, much as the Germans
never recognized the post-WWWII division of their country and
always held out hopes of reunification, which ultimately
occured decades later.

Jenny Grimberg: What could each side actually agree to as
a compromise?

Thomas Graham: That won't become clear until both sides
come to the negotiating table. As much as the Trump
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Administration wants a swift settlement of the conflict,
everything is still happening on the battlefield, with Russia and
Ukraine each trying to strengthen their positions on the ground
to gain more leverage in any future negotiation. That said, it's
well understood that Ukraine is currently in a relatively weak
position. Ukraine is the smaller country, 20% of its territory has
been occupied, a substantial share of the population has been
displaced internally, millions have fled the country, and it's
dependent on continued Western support. But even if Russia is
in a stronger position, it too is facing major challenges in the form
of economic difficulties, manpower shortages due to horrific
losses at the front, and high mobilization costs. So, both Russia
and Ukraine are effectively losing, but Ukraine is losing faster.

Jenny Grimberg: Much has been made of the Trump
Administration’s involvement in the conflict. But to what
extent is that involvement actually making a difference?

Thomas Graham: Trump's involvement has focused people’s
attention on a potential settlement in a way that wasn't the
case even a few months ago. That said, Trump's desires don't
align with Russia’s or Ukraine's—he clearly wants a quick
settlement, which neither side has an interest in. The
Ukrainians have insisted they need security guarantees before
they will agree to a settlement, as they justifiably want
assurances that they will be protected against renewed
Russian aggression. The Russians, as we've discussed, want a
settlement that deals with the conflict’s so-called root causes.
Both sides are now engaging with the Trump Administration
given that Ukraine depends significantly on the US and the
Kremlin likely senses an opportunity with Trump to advance
Russia's interests. But the fact of the matter is that Russia and
Ukraine have yet to start negotiating with each other. Until they
do, it's very difficult to envision how this conflict will be settled.

“ Trump's involvement has focused
people’s attention on a potential settlement
in a way that wasn’t the case even a few
months ago. That said, Trump’s desires don't
align with Russia’s or Ukraine's—he clearly
wants a quick settlement, which neither side
has an interest in.”

Jenny Grimberg: European leaders have been discussing
providing Ukraine with such security guarantees. How
optimistic/pessimistic are you that Europe will ultimately
be able to do so, and how quickly?

Thomas Graham: This conflict is not only about Ukraine but
also about the broader question of European security, so
Europe clearly must be engaged. And, indeed, the Trump
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Administration’s actions have motivated the Europeans to
devise their own peace plan that includes security guarantees.
But, while nobody doubts that Europe has the resources to
enable it to play a significant role in the continent’s security
arrangements, the key question is whether it has the political
will to do so. Forging a consensus among the 27 EU member
states and the UK has never been easy; even the eight
European heads of state who convened at last month’s
emergency summit in Paris couldn’t come to an agreement on
sending troops to Ukraine. Whether that changes, or a
consensus can be forged among even the major military and
diplomatic players, is an open question. While the recent
developments out of Germany—the proposal to eliminate the
debt barrier to increased military spending and incoming
Chancellor Friedrich Merz's strong statement that Europe
needs to develop its own security capacities—are positive
steps forward, we shouldn’t underestimate the political
obstacles to progress or exaggerate how rapidly the realities of
European defense will change.

Jenny Grimberg: So, you believe that the Russia-Ukraine
conflict won’t be resolved quickly?

Thomas Graham: | believe a settlement in the near term is
unlikely. Both sides must first come to the negotiating table.
The Trump Administration has been leaning heavily on the
Ukrainians over the past few weeks to that end, but even if the
Ukrainians become willing to negotiate with the Russians, the
Russians must also agree to negotiate with the Ukrainians. And
once both sides are at the table, negotiators will need to find
where—if anywhere—the two sides have common ground and
where they may be able to apply leverage to make one side
accept a condition it otherwise wouldn't. So, this process will
be more difficult than the Trump Administration had hoped for.

One could imagine a temporary ceasefire at some point, and
indeed Ukraine recently agreed to a US proposal for a 30-day
ceasefire, though Russia so far has not. But a temporary
ceasefire is not a resolution. | am very skeptical that an
enduring settlement will be reached this year. 2026/2027
becomes more possible as the pressure grows on both sides to
end the conflict. In all likelihood, a resolution will evolve over
many years. And it won't come in the form of a single
document, but rather through a series of agreements that deal
with various aspects of the conflict and European security.
Lowering tensions during the Cold War took many agreements
over decades, and that will almost certainly be the case here as
well. So, | believe people who think this Russia-Ukraine conflict
will be quickly resolved and just put to the side, never to be
thought of again, are simply deluding themselves.

| believe people who think this Russia-
Ukraine conflict will be quickly resolved and
just put to the side, never to be thought of
again, are simply deluding themselves.”

Jenny Grimberg: What could lead you to change that view?

Thomas Graham: Major developments on the battlefield or in
US-Russia relations are the critical variables that could change
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the war's calculus quite rapidly. If, contrary to expectations, a
major breakthrough occurs on the front lines in Russia’s favor,
Ukraine would likely become more willing to negotiate, or may
even come close to capitulation. Now, that probably wouldn't
be a good outcome for the Ukrainians or Europe more broadly,
but it would bring an end to the conflict. There has also been
talk about normalizing relations between the US and Russia and
setting up working groups to deal with a broad range of issues,
including not only the Ukraine conflict and European security
but also the Middle East, strategic stability, etc. If real progress
is made on these fronts, that would suggest that the character
of the US-Russia relationship is changing in a way that could
create an opening for a relatively quick ceasefire that may
endure for some time while other, more challenging aspects of
the conflict continue to be negotiated.

Jenny Grimberg: The 1994 Budapest Memorandum and the
2014/15 Minsk Agreements didn’t hold up. What'’s to
guarantee that any settlement to this conflict won't
ultimately meet the same fate?

Thomas Graham: That's the key question, and exactly why the
Ukrainians are seeking robust security guarantees. Whether
any resolution will endure ultimately depends on the quality of
the agreement and the commitments everyone is prepared to
make to ensure that it does, not just Russia and Ukraine but
also individual European countries and the community as a
whole. So again, this is why | have consistently cautioned
against the idea that a quick solution will be found to this
incredibly complex conflict.

Even if the Russia-Ukraine conflict were
miraculously settled in the next few months,
the Russia-West relationship will almost
certainly continue to be characterized by
rivalry and competition for years to come.”

Jenny Grimberg: Beyond an underestimation of how long a
lasting resolution might take, what—if anything—do you
believe is being misunderstood/underappreciated about
this situation?

Thomas Graham: People in the West are focused on the
Russia-Ukraine war. But this war is just one part of a broader
problem between Russia and the West. Relations between the
two have been strained for some time, even before the current
conflict began. How to manage relations over the longer term
and stabilize the frontier between Russia and the West, which
now stretches all the way from the Barents Sea in the Arctic
through the Baltic Sea down to the Black Sea, are complex
issues that must be grappled with. And those issues are
unlikely to go away even if Putin were to disappear from the
Russian political scene and a more pragmatic leader took his
place, because Russia has fundamental strategic interests that
run contrary to those of the US. So, even if the Russia-Ukraine
conflict were miraculously settled in the next few months, the
Russia-West relationship will almost certainly continue to be
characterized by rivalry and competition for years to come.



Issue 137

‘eIssny isurebe
SUO[OLIS3I 3pel}
PUE SUOI}OUES JO 3ABM

. ’suelutenyn

“19)e] sypuow
oM} Jusweljed
ul s}eas ay}

EEDN T RUEIEE]

(510Z o4 935)

‘pareAnnow £jjeaiyjod se

© 90UNOUUE $3111UN0d oo e ‘uoseal) Yum 40 fofew e sum UL AsuBdM 11 YSUIW ‘sainseaul Jo abeyoed PamMaIA SluBUIBA0D UIBISIM 1By} uoioe
13410 pue ‘yn _w: ayl - faun [eovoisik a3 uo, wi mz_w_,m. 2 3:.& s Ew:m_ﬂ . Pue xs1auoq Mmau e o} buipes| ‘sequog ay} ul ue ‘1amod jo asnqge Joj pajief Ajjenjuars
‘ainpasold |eroads fessa saustgnd :_Sn.» : .m_cm wswum ‘uora’R 0 suolBas Bunyby dois o} sjiey 3| ‘sequog pue pajsalie S| ‘0)uaysowA] elna
e Japun AialeIpaLuLLl Lzoe Ainr enuapisaid pajjo.ju0d ur Jem 8y} pua o3 Jdwaye ue JBISIUI BWilig ‘[BALI UIBW SIY UONO3J
pun Aja1elp; ! siy buizeayy : isnesedas ul paubis s| [090101d YSUIN B |enuapisaid suim yoknoynueA JOBYIA o
N3 ays uiol oy suresyn “JNYOPaAPIN uelUIRIYN BY} SUIM ueissny | p 1]030301d %SUIN BYL » liuspl I \
10} 1sanba [e1olyj0 J0DYIA 991049 Kysuajaz JAwApojop mi i ] 102 19quardas oLoz
ue subis pue ‘eissny ueureny UBIPAWOD UOISIABRL  « apen [ S sonijod uejurenin “Kioyusey
IsueBe uonezijigow fuewiiag o} Kued _m.o._:_og 6102 [1dy vo :h_ wo__o; 1910 BIuBNjjUL BISSNY UBlUIED|N PB||0A3U0D )
Kieyjiw |y e saa109p seb [eineu Janijep ueissny-oid e M_hm . anb pjnom 1eyy Juawuiarob-uou Jan0 191e| SY33M 331y} paJ0}sal
‘Me| [eiew sasodw 01185 aufjadid 40 uewLIIRY) L10z YoEW SWia} uo dutenyn ol sisneledas paxoeq-ueissny ale SMojj se “aindsip
>v_m5_mN .mc_m._v_:. T Weang ploN ay zn“ﬂoc suolbau isnesedas g umop 10ys s1 (£ LHI) Buroud e Buimoyjoy
10 voISEAU] 3[89S 3y} JO UONANLISUOD A "42InyY Xopoyo uonensiuLpy payoeq-uelssny Wby sauiy eiskeleny - aueny o1 sayddns
-Iny e mocu.::m_ .m_mm_..m saja|dwod woidzeg . cm_c_mb._: uelssny ay} woly 10 uoneibajuial yLoz Kine seb Jjo sino uiebe eissny -
‘yz Aenigag co.>__mm . '$3s1019%0 Arey|iw uo :30.9._090 W Bunanas Ajjewioy B S9A|0AUL ‘fuewsag 600z Atenuep
- Buidaayeoead sniejag-eissny juiol e SIapIo £gaiay) ‘'yoinyy aouejsisse 1By} uone|eass 0} eissny wol}
10§ suoiBa1 sy} 1a1u3 0 abue| ut ped aye) fysuapz XOpOyuLQ uelutenin Areypw eyis) -ap 10} |090}01d subaq aurenyn seb |einjeu -JJ0unI UOOR[
d00.1 MOI[ 01 93193 sdoou) ueissny pue 8y} Jo aouapuadapul -uou ay} puokaq e saysi|qelsa i : J3AI[3p 01 138 B SUIM O3USUIUSIA 10:
sdooi} mojje 0} p uspIsald - . wIB1SeT Ul JBM @ . IM OYUBYIYSNA JODYIA
6 . 530105 OLYN Yim : ay} sazjubooal Buiob ‘aurenn 18y} YSUIN Ul Jwwins JULIBMBYL + 51y "pasa|dwod dd
e subis pue ‘ssaippe 120z Arenigaq SIdOUIEISIO 10 . ¥10Z Judy s suiadid a1epipued uoiysoddo
pasiAa[al B Ul ysueyn sasfosaxa Areyjiw —o]dounuelsuoy ) 01 sajes sw.e e buimojjoj suienn ’ ! ! ‘Jaqia2aq | "yoknoxnuEA
puB ys}au0Q ‘Buren SJONpUOd BUENy yoJeLed [eojUBWINO] ley1a| sanoidde Jo uoibias sequoq ayy ‘gjnsuiuad seb | weang JODJIA 31EPIPUED SUOIB3Y
UIB1Seq Ul SALIONIIR) *1apJoq ueluIEIyN ayi—Auuensuyg dwniy uapisald uj sdooyy isneledas ueawiy PION3yL - 10 fied ay) Aq uom
30BQ-UBISSN. a3y} 1e pauonels XopoyuQ Jo £10Z 19quiadag YluMm 311j8sead 3y} saxauue cLoz uonoala renuapisald a
paxoeq-ueissny £ 6 5 1103]3 [eluap! i
om) Jo aouapuadapul aq 0} papioday ase Hioyine bulpesj syl - . € sajenobau Allewuoy eissny  « ur 6uibb11-a10 peaidsapim
ay) saziubooal pue sdoos) ueissny 408 « 610z Arenuer ojusysolod - 7102 yoren 10 suodal Jae
pOOYUONEY UBIUIEINN 1202 saquardag 5102 Arenigay suibaq uonnjoasy abuely o
sassnasip unng - $00Z 1aquanoN
z20z Arenigag
(24114 Leoe 020C 6102 8102 L£102 9102 5102 1ANI1A €102 0661

‘uoiseAul uerssny

,3Ul| pal, B SS0I0

o

‘s

o O o

SI1013%3

pue sweiboid

o O

o o

“diyssequiaw

N3 piemo}

,dais anisioap

o o

‘suodeam Jeajonu sy dn anlb

0} saalbe autenyn ‘abueyoxa uj

* Aulenyn Jo siaploq bunsixs ay}
pue ‘fyubiaianos ‘aouspuadapul
ay) 10adsal, [|1m A8y} 1ey; Buneis

€ JO )sl 3y} 1noqe pinom autemn Aynqesadossyul -asuodsal ui suoibal 108))8 1sow inq ‘wnpuelowsa|y 1sadepng ay)
ulem sjuawuianob ojul uoisuedxa OLVN 0} $S3208 215800 mbE:oo.oE 0JUl S3W0I 181y, s;zuiedn ubis ujeyig pue ‘elssny ‘snayl o
UIB)SIM puEB SN - OLVN 1By} suiem paosduw ul ey _m_c.mE asodult 1oy aj6uis se )l Buiquosap 661
‘9| uo sdoou} unng uapisald - autenyn Bunueld 01 5310 EwEm___mm ueadoing ay) ‘Juawaaiby
Jo spuesnoy sind *19pI0g UelUIRINN ‘Jauped veluienn aYL .:mzw 0 559298 UIEH 1600 UoI}e100SSY 'Sniejag pue aulelyn
SN pue ‘adoin3 3y 1e pauonels saunpioddg 415 341 Ul S[oSSI pUE SpIEpUR)S 100030.1d n3-auenin ‘eIssny Jo soygndal ay) Jo
uiaise3 ol aq 0] papiodal paoueyu3 fheu eiutenyn 23101 N3 yum v_wc__n ay) subis ‘eIssny s1apea| ay) Aq 1o pay.om
stal 1awby pue ale sdoony OLVN e paweu saimdeo pue uodn "03}J3 OM souepiogoe y; O 0juaysolod yum san uaaq pey yoiym ‘spioddy
sdiys spuss QLN ueIssSnY Y00L siauenn - sy pient 15200 006 2U07 ME] 40 3|1 pue mwmmn_wm_,%m 0113 Juapisald 13500 JO yzanojag ay) Bunndope
"0LVYN 1L20Z 1aquaroN 020z aunp mm;aw funoag uabuayos ‘99ueusanob 135 1200 UBIUIEDIN MBN JoAey ur N3 Aq z1 93q uo uotun 13108
ojul pajdaooe eiapad Bissny - ay “fwouoos 4195 |e90] v10Z aunp 3y} yum sai 3y} woyy souspuadapul
9 JaAau aufelyn 2102 E@EEEz 01 SUBZIIO su aziusBpow 10 mwhWMwm apeJ} 13so|d ueissny saiejoap
ey} puewap uejuiein 01n3 | " IO ysi|qelsa 0} waweijied ueissny o
s eissny Bunoalal 104 [oAe1} U1 yum ealy m“:wcmm\,%bmmm_ woly yokaoynue Jawaalbe ‘winpuaJajal apimuoleu
sasuodsal uaplIM X . 9AOWaJ 0} S3J0A UBY}  ue suopueqe e Ul
S w:ﬁ.ﬁ " Jodoiseass Jo b_>o 3y} pue eawny »o a1iqnday mmwpﬂw_\wms_ , :Mﬂﬂ.mmﬂw Woweled  yuaumeeg .mc_mc_;: ;o>>o“:cm> agwoy won:wu:w_%uww_wod
‘OLVN PUe SN 84) snowouolny ay} Jo A1038} pardnodo Ajuelodws) ! e UBIUBDIN  + ga)y 0] yokroynuea 1ae uibag 310A SUBIUIEINN 1O %08<
ay} jo uoneibajuras pue uonednaoosip jo Ab6arens, syl p :

SLOZ Y2BN  Fuipes) Ajjenuans
‘Juawulanob ayy Aq
uoissaiddns juajoin

Buimoyoy ajejeasa
s)sajoid uepiely .
10z Atenigay

woyj saajuesenb

Kuinoas

0 19s B Spuewap
upng wapisald -
220z Asenuep
-120¢ Jaquadag

sisajoid 1661
ueplewoiny - "191e| shep maj e palo}sal s|
€10z jaquianoy  A1ddns 's1500 Nisuen pue seb [einjeu
0 80ud 8y} Jano aindsip e Buimojjoy
Kioyu18) ueuenyn ybnouyy buissed
sal|ddns seb ||e Jjo sino eissny

900z Asenuep

deag sautenyn o

Buinoidde |Zoz//LL "ON 3a193( subis >.v_w:m_mN apisald o
910z Arenuep

‘eawl1) ojut Juawdinba pue ‘swie
‘sdooJy jo sannuenb abue| buinow suibaq Areyjiw ueissny
1202 Yyolel

Top of Mind

Goldman Sachs Global Investment Research



Issue 137

Top of Mind

o+
=
=
C
O
&)
3
e
I
Y
O
>
| -
O
e
e
L
.
| -
O
L
n
e
C
£

‘apew Buraq |eap e Jnoyum
S9AB3| AYsu|9Z pue asus)
suiny Bunsaw ay} inq ‘|esp
S|eJauIW [BDINID B SSNISIP
0} 3SNOH 3HYM 3y} ul
190w Aysusjdz pue dwnip .
-os buiop
ur eissny buiuiol ‘surenin
1suiebe Jem s eissny
Bujuwapuod uonnjosay
fjquassy [essusg
NN e isuiebe sa10ASnayL -
‘uoIjoeal S,BUIRIN
Aq pajutoddesip si ay sfes
dwnuy -, 8urenin Inoyum
apew buiaq ale auteyn
noge suolsioap, pue
AOBQ S3ulen|n pulysq,
Bujuaddey ae syjey eissny
-SN ey shes Aysusppz o
- Kj1eipawwi, peys
M JEM Buleyn-eIssny
ay) pua 0} suonenobau jeyy
skes dwni] ‘spiemiaye
‘unnd yum jjea e sey dwnip .
620z Krenigay

5202
O

‘paaibe jou sey Jey
os eissny ‘aouejdasoe
s,eIssny uo juabupuod 2

‘a11jasead kep-0g
yuawsa|dwi 0} saaibe
os|e auenyn “buleys

9ouabi|jaiul pue
pie A1eyjiw awnsal o}
uonessiuiwpy dwnig

ay ‘|es|

pes) eiqely Ipneg
ur syjej sulenn-sn - ‘S9!
*,19s0[9

aoead bBunse| buug
0} 3|qissod se uoos
se 3|qe} bunenobau
3y} 0} 8W09 0}
Apeal si autenyn, 1eyy
pue ,3|qenaibal, sem
dwnip yum Bunssw
3SNOH aNYM 3sua}
ay) shes Aysusppz -
‘Burieys aouabij@iul se
|I9M SE aufelyn o} ple
Kieypw sn syey dwnip .
S20T Yyolen

- uoissaibbe, saoey
A13un02 Jayua §i pre
s,19410 YoEa 0} 3W0d
0} Juawaaibe ue ubis
©310)| YLON pue BISSNY o

Y19 Syoes uewpjo9 Aq pajidwod ‘sa2in0s SMau SNOLEA ‘WNJI04 JIWOU0IT PLOM ‘SaWI] AN ‘AIeiqIT Suowwoy Jo asnoH yf ‘suonejay ubjalo4 Uo [1aunoy :321n0S
“Jem aufelyn-eissny ayy buipiebas syuawdoaAap [e JO }SI| SAISNRYXS U JOU SI SIlj| JON

‘194 syoene
auoup isable|

‘104 Aupigisuodsal swied
91| BUIRLN YIIym
‘abplig ueawn) ayy

sabewep uoiso|dxa uy

"eISSNY INOQE SUIBOUOD
finoas pauayybiay piwe 01vYN
utof 0} A|dde puejui4 pue uspamg «
“eaw 0} abpuq
pue| e buna|dwod ApAoaYe

ay} Jo auo ul
NIKY uo sayuIs
0 abeuse
'$9010} UeIssny djal 40 30n0s 153bue| 3jBuis M mmcuc:mn_
0} m_wmz 0} M_o_o“ 3y} sjuasaidal 1YL eissny o
SDUBS mw__o 1o 'S19SSB 9A19Sal UBISSNY “Slewseis m.NoN few
- di w_m e9) ww,__how e pazijiqowwi wouy e ojui sn sind
- uw_ _ ooun P spasooud auy Aq paoeq 1ey) Abojouyoa)
Buons m._M: unhmz_mod sueo| jo Bunsisuod J0 [9A3)
’ wV___oo_ ay buifes BUIERIN O} BOUBISISSE 8 paijaead ‘spua Ajprewnn
‘dwniy sajeniesbuco [etouBUY Ul UGOG$SN 9Aey, EISsny uol|[3gal
L _> Suslo Saounouue /9yl . pue suien|n m._t nq
) YNIEIEY4 BuIRY M 1y} shes Ja1yo , 5
901j0 Bujwnsse Ul J3pUBLIWGD unnd jsurebe
40 sInoY 7 WaWHLILIOD A11indas 1P Buisuidn pawie
UIYHM BUIBIN Ul IBM st e subls snayL -« ueiennauL - ue sabels
S DUB € ¥20z sunr “wlisy yyy 0z ;oquanoN 5
3y} pus 0} sasiwoud noug Jaubem
; e 10} pajoajaal b
ay ‘ubledwes 1 UaNg YoIyM ‘fuedwod
s1y Buing “juapisaid : : Kieyjiw ueissny
ul suonaR d .
SN 3y} se pajoseal a1eaud ay ]
sidwni] pleuoq -« [enuapisaid €202 aunp
: +207 42quaroN spjoy eissny o
20T Yolew
¥coe
BIssny ‘aujenyn oy pre

uo suoinausal

yuny aoe|d

0} paalo} aq Aew

p & Inoyum

1By} pue Jlem

aulesyn-eissny
ay) uo ,|esp

e ayeuw, o} awy}

sy skes dwni]

1B1S pajun

ay} Jo Juapisaid
se pajeinbneul

uruqL9g |euonippe
ue saroidde snayl o
20z Indy

oene ay}

191un03 0} sdoosy

00005 JeA0

skojdap eissny

sidwni] . Se MeIpyIM
620z Ksenuep 0} P210}
s1inq Ysiny

jo uoibial ueissny
3y} OJuI UoIsINOU|

asudins e

sayoune| auieyn -

20z ¥snbny

‘auleLN UIBISEd

ul BYAIPAY

Jo Ana 8y}

10 [013U09 B}
$010) UBISSNY o
20z Ktenigay

‘saysim s Aysuajpz
aydsap ‘aouel||y
3y} utofl 0} uonepAul
UB papusixa jJou
sl aulenn ‘eluenyu
‘SNIUJIA Ul Hwwins
OLVN €20C3yily -
“yslowouioy)
pue ‘AlejoYAW ‘esapQ
Buipnjour ‘sanio pod
UBJUIEIYN UO SYIBNE
JO S31I8S B Sayaune|
eIssny ‘plemiale
‘e3g soe|g ay}
ss010e uesb podxa
o} aulesyn pamojje
1By} [eap e woly
SMEIPYHM BISSNY  «
"abpuig ay)
30 uoiuod e buibewep
‘abpug ueawii)
ay) syoeye auenn .
€20z Aine

* UOISeAU| B]BIS-||N)
ay} jo buuuibaq
ay} aouIs ayls
1sabue|, ay s||ed
Kieyjiw uejuresyn
ayileym ul
auleLyN UO SANIIS

sayoune| eissny o

€207 12quadaq

*Ayeauy Jesjonu

BIssny-sn

3yl papuadsns

sey ay

1eY} SagUNOUUE

unnd

‘Aep 1xau ay |

‘ple Ul uwoos$

|euonippe

ue Buiounouue

al104aq Aysuajaz

[NITSEENT]

0} AIKY SUSIA
uaplg Juapisald o
€207 K1enigay

‘ulng 10§ JueliEM
1S31IE UB S3Nss|
MNoJ [eulwLY
[BUOIIBUIBU| BY L

€20T Yoien

wia)-buoy, e ojul
uIny pnod aurenyn

yum Bunsaw ‘sn
3y} susIA Aysuspz

"3INjoNJISeIU]
AB1aua A8y Jayjo pue
pub samod ay Buipnjour
‘2INJONISEIJU] UBIUIRINN
UO pasnaoy sayils

N0 S3ILIBD BISSNY  »

- ssaooud 2207 1240300

‘Buipexoo|q uaaq pey
KneN ueissny ays yorym
‘spod eag Yoe|g s,auiein
uado-a1 0} [e3p & 0}

2a1be auteyn pue eissny
“Kjanua

SMOJ} S}jey I3ie| pue jley
£q auiadid | weans pioN
3y} ybnouyy adoing o}
sal|ddns seb aonpal ||Im
} saounouue woidzeg
Kuedwoo ABIaua ueissny
zzoz Ainr

u Jem s elssny
skes unng «
‘ple Sn Jayuny
21n295s 0} LOYd
ue uj ssalbuoy
Buissaippe pue
uapig Juapisald

T20T 1daquidag

€202
o

*1eP3|0S 4O UMO} UBIUIRLYN
3y} saimdeo eissny  «
€207 fenuer

‘BIssny isurebe

S9INSEAL JAISUDJJ0IRIUN0I
sayoune| aules|n

*A1)unoo ajepipued

© 8W023q 0} uoneal dde

s, autenjn saroidde n3 ay|

"MeIpyim o}
paol0y ale sdoouy
UBISSNY "UOSIAYY

u syoene

9AISUDJJ0J3IUN0D
suibaqg auilenyn .
7207 12quianoN

"uosIayyl pue “ysiauoq
“ysueyn ‘elyzyzuodez
. :s31dn220 £|jerued
1 1eyy autenyn ur suoibal
noj Xauue o} saneal)
uoissaooe, subis uing -
‘NI 1e8U A11UN02 By} Jo
1SEBYLIOU BY) Ul SaINSEaW
9AISU}J012)UNOI
suapim aulenyn o
'suoiso|dxa Jo saLas e
£q pabewep aie ‘Auewiag
0} e1ssny woyy seb
diys yaym ‘sauijadid seb
|ednjeu weang pioN 8yl
2207 1aquiaydag

's9010} UBISSNY 0} S||e) jodniely o

720z few

9unoy syybry
uewnH NN 3y} ul diysiaquisw

s elssny puadsns 0}

$9)0A A|qUIaSSY [BIUI9 NN BYL
‘auienyn o}

pre Aeyjiw uj uwppg$ [euonippe
UB saaunouue S ayL "eIssny
Jsujebe suopoues [euolyppe
aounouue Sn pue ‘n3 ‘Mn ayL
‘Kep Buimoyjoy ayr

SHuIs pue sa|issiw uelutenin Aq
Y 1 ‘BAYSO 133]4 B3S Yoe|g
ueissny ayy jo diysbeyy ayy
‘uolbal sequoq s,aulesn ul
joeNE peolq e sayoune| eissny

220z |udy

[4A\[A

.

<20z aunp

‘aulelyn 1oy

1e Ul uqg gL$ sapnjoul 1eys |iiq
Bulpuads e sassed ssaibuo) sn ayL
‘0} paaibe Janau Ajprewnn

SI yoIym ‘anblunwiwio) [nquess| ay ul
Bunynsal ‘AaxIn ur 1320 sHje} 89B3d
‘uoiseaul syl dols 0} eissny sIapio
991)SN(" JO LNOY [BUONEBUIBIU| BY L
*BulIa)|ays usaq pey SUBIJIAID D13Ym
‘lodniIe Ul J3}E3Y} B SqUIO] BISSNY
‘elyzyziiodez pue ysiauoq

“ysueyn buifdnaoo £jjeiued osje
$8910§ UBISSNY YHM ‘UOSIAYY JO A2
UJ3YINoS 3y} JO |013U0D SBYB} BISSNY
‘lendea ay} wouy 1eai1al ueissny

© 0} SPE3| 9IUB)SISAI URlUIRIYN ‘AIAY
Buipnjour ‘saio £y jo abais uaybn
0] 3AOW BUIBIYN Ul $3010} UBISSNY

220T Yate

Goldman Sachs Global Investment Research



Issue 137

Top of Mind

War and ‘peace’...in their words

“The so-called civilized world, of which our
Western colleagues have self-appointed themselves
the only representatives, prefers not to notice [the
situation in the Donbas] as if there isn’t a genocide
through which nearly four million people are being
put through, all simply because these people did
not agree to the Western coup of Ukraine in 2014.”

- Address by President Putin, February 2022

“When some propose alternatives, half-hearted
settlement plans—so-called sets of principles—it
not only ignores the interests and suffering of
Ukrainians, who are affected by the war the
most, it not only ignores reality, but also gives
Putin the political space to continue the war and
pressure the world to bring more nations under
control. Any parallel or alternative attempts to
seek peace are, in fact, efforts to achieve a lull
instead of an end to the war, as a global
initiative—the Peace Formula—has already
existed for two years. And maybe somebody
wants a Nobel Prize for their political biography
for frozen truce instead of real peace, but the
only prizes Putin will give you in return are
more suffering and disasters.”

- President Zelensky UN General Assembly
Speech, September 2024

“I just had a lengthy and highly productive
phone call with President Vladimir Putin of
Russia... as we both agreed, we want to stop
the millions of deaths taking place in the War
with Russia/Ukraine... We agreed to work
together, very closely, including visiting each
other’s Nations. We have also agreed to have
our respective teams start negotiations
immediately, and we will begin by calling
President Zelenskyy, of Ukraine, to inform
him of the conversation...”

- President Trump Truth Social post,
February 2025

“What happened at the White House on
Friday [February 28], of course,
demonstrated how difficult it will be to reach
a settlement trajectory around Ukraine. The
Kyiv regime and Zelensky do not want peace.
They want the war to continue.”

- Remarks by Kremlin spokesman
Dmitry Peskov, March 2025

Source: Truth Social, X, various speeches, interviews, and texts, compiled by Goldman Sachs GIR.
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“We are ready to work fast to end the war, and
the first stages could be the release of
prisoners and truce in the sky—ban on
missiles, long-ranged drones, bombs on
energy and other civilian infrastructure—and
truce in the sea immediately, if Russia will do
the same. Then we want to move very fast
through all next stages and to work with the
US to agree a strong final deal.”

- President Zelensky social media post and
letter to President Trump, March 2025

“I appreciate that [Zelensky] sent this letter,
just got it a little while ago. Simultaneously,
we’ve had serious discussions with Russia and
have received strong signals that they are
ready for peace.”

- President Trump’s speech to Congress,
March 2025

“We will categorically not tolerate such
actions. Again, I want to emphasize that this
would not be a so-called hybrid involvement
but direct, official and undisguised
participation of NATO countries in a war
against the Russian Federation...”

- Remarks by Russian Foreign Minister Sergei
Lavrov regarding the deployment of European
troops in Ukraine, March 2025

“Today we made an offer which the Ukrainians
have accepted, which is to enter into a
ceasefire and into immediate negotiations to
end this conflict in a way that’s enduring and
sustainable and accounts for their interests,
their security, their ability to prosper as a
nation... We will take this offer now to the
Russians and we hope that they’ll say ‘yes,’
that they’ll say ‘yes’ to peace. The ball is now in
their court.”

- Remarks by Secretary of State Marco Rubio
following US-Ukraine talks in Saudi Arabia,
March 2025
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The (partial) return of Russian gas

Samantha Dart argues that a restoration of
Russian gas flows to Europe on a potential
Ukraine peace deal would significantly
weigh on European gas prices

One of the main differences between natural gas and oil
markets is the lack of spare capacity in global natural gas
supply. Sure, within a market like the US, shale gas production
can respond to higher prices in a matter of months. But
sending that incremental natural gas to other regions can be
more challenging. Unless the destination is connected to the
source via a pipeline, the gas needs to be liquefied in highly
specialized facilities, which take years to build.

So, when Russia started to curtail its natural gas supply to
Europe in the fall of 2021, Europe couldn’t do much, except
allow its gas prices to rise to discourage demand. With Russian
gas at the time supplying over 20% of Europe’s consumption, it
took European gas prices rising more than ten times their
historical average to generate enough gas demand destruction
during 2022 to leave enough natural gas in European storage
facilities ahead of the following winter. To be sure, part of this
demand destruction took place elsewhere in the world.
Pakistan and Bangladesh, among others, went through rolling
blackouts because they couldn’t afford to import the liquefied
natural gas (LNG) that Europe was competing for at record-high
prices. But the imported LNG Europe attracted wasn't enough
to offset the loss of Russian gas. So, European domestic
demand had to decline through household conservation efforts
and a collapse in energy-intensive industrial activity.

Russian pipeline exports to Europe, which once supplied over
20% of European demand, have been almost completely curtailed
Russian pipeline exports to Europe by route, Bcm/y
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Energy-intensive manufacturing in Europe has collapsed since the
energy crisis
EU IP for manufacturing and the chemicals sector, index, 2021=100
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As hopes of a potential resolution of the Russia-Ukraine conflict
have risen, markets have started to price in the prospect of a
restoration of Russian gas flows. We take no view on the odds
of the ongoing conflict ending, and for the purposes of our gas
balances assume that the status quo continues, with no
incremental Russian gas incorporated into our forecasts. That
said, should a peace deal be reached, we believe it would likely
include the restoration of at least some gas flows, given that
Russia (via increased gas sales revenue), Ukraine (via transit
fees revenue), the EU (via cheaper gas), and the US (via lower
foreign aid) would all benefit from renewed gas flows.

While we view it as unlikely that Russian gas flows return to
their pre-war levels in the near term given the political
challenges associated with normalizing gas flows through
routes in Germany and Poland, the increase in gas availability
for Europe could still be significant. Specifically, if Russian gas
flows through Ukraine returned to pre-war levels of 42 Becm/y,
we would expect summer 2025 European gas prices
approximately 50% below our 50 EUR/MWh ($15.10/mmBtu)
base case and 2026 prices below pre-war levels of 20
EUR/MWh. This is because, even though LNG would remain
Europe’s marginal source of gas, the incremental supply from
Russia would lead European gas storage to fill so quickly that,
to avoid storage congestion, gas prices would have to fall to
find incremental demand (domestically and elsewhere in the
world). As a result, LNG prices—which currently incorporate
significant profit margins for LNG exporters—-would fall
alongside European gas prices to balance global markets.
Downside to prices would be more moderate under an only-
partial restoration of Russian flows through Ukraine, which
could be the case given both the complexity of ongoing
negotiations and the risk that damage to Ukraine’s domestic
energy infrastructure might interfere with its gas transit routes
to Western Europe.

To be clear, even without any increase in Russian gas supply,
we expect sharply lower European gas prices later this decade
as the significant LNG export capacity currently under
construction comes online over the next five years. As such, a
restoration of Russian gas flows would just exacerbate and
accelerate our long-term bearish European gas price view.

However, even with much lower European gas prices, we don't
expect European gas demand to ever return to pre-crisis levels.
Household conservation efforts tend to be sticky. European
industrial activity has also suffered permanent losses owing to
capacity offshoring, while European exports to China have
come under pressure due to China’s own industrial capacity
growth. This sharp loss of demand may be partially reversed
should Europe enter a period of sustained defense and
infrastructure spending that it appears to be on the cusp of, but
that remains to be seen.

Samantha Dart, Co-head of Global Commodities Research

Email:  samantha.dart@gs.com Goldman Sachs & Co. LLC

Tel: 212-357-9428
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Interview with Camille Grand

Camille Grand. served as Assistant Secretary General for Defense Investment at NATO (2016-
22). He is a Distinguished Policy Fellow at the European Council on Foreign Relations. Below,
he discusses the gaps in Europe’s military capabilities and what it will take to address them,

arguing that an enduring sea change is afoot for European defense policy.
The views stated herein are those of the interviewee and do not necessarily reflect those of Goldman Sachs.

Allison Nathan: Amid the ongoing
transformation of the European
security landscape, where are the
biggest gaps in Europe’s ability to
defend itself?

Camille Grand: In terms of military
capabilities, the first major gap is in
mass and readiness. European armed
forces have shrunk to a problematic
level in the decades since the Cold War. For example, during
the Cold War, a medium-sized country like the Netherlands was
able to field an entire army corps in the battlefield whereas
today it would struggle to field a full armoured brigade, and the
same applies to almost every single European army. Even the
German army, which was the largest land force in Europe
during the Cold War, now operates only a couple of hundred
tanks versus roughly 4000 at its Cold War peak. And the British
Army of the Rhine deployed in Germany during the Cold War
was larger than the current size of the entire British Army.

But even more problematic than mass is the readiness of the
armed forces. In recent decades, the US has become so critical
to European security largely because of its ability to deploy
fairly large forces abroad at short notice, essentially providing
the cavalry in the event of a crisis. Europe effectively has no
ability to quickly deploy significant formations beyond a few
hundred or perhaps a few thousand forces today versus
NATO's target of being able to field 100k armed forces within a
week and 500k within a few months.

The second major gap revolves around equipment. The gap is
not especially large relative to US capabilities when it comes to
the outright amount of traditional military hardware, including
combat aircraft, tanks, artillery, etc; Europeans field the largest
portion of traditional peacetime military platforms within
Europe. The major deficiency is rather in “strategic enablers”:
advanced, rare capabilities that help glue military forces
together and which are absolutely necessary for modern
warfare. These capabilities might include air-to-air refueling
aircraft to run fast-paced air operations, airborne surveillance
capabilities, command and control assets, and space and
intelligence assets—all of which the US has far greater
capability in than Europe. In the post-Cold War era, European
forces were effectively designed to be plug and play assets into
a US-led coalition, where the US would provide the strategic
enablers. If this is no longer the case, Europe will urgently have
to address its gaping gap in such capabilities.

Last but not least is the gap in nuclear capabilities. Of course,
Britain and France are nuclear states, but in number and
capabilities are no match for the US, which has always been
the principal provider of extended nuclear deterrence in the
NATO environment, while Russia remains a nuclear
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superpower even as its conventional military might has been
diminished by the war in Ukraine. That said, while non-nuclear
European states do seek more nuclear assurances from Britain
and France, | don't think nuclear proliferation in Europe to close
the gap in nuclear deterrence is likely for several reasons, not
least of which is the staggering cost and investment required to
do so. Many more moves by Washington as well as signals
from London and Paris that they might prove unreliable in
terms of extending nuclear deterrence to their European
neighbors would be required before we arrive at that point.

Allison Nathan: You previously served as NATO’s Assistant
Secretary General for Defense Investment. What would the
process of attempting to address these gaps look like, and
how is it coordinated across countries?

Camille Grand: Alongside each NATO member's political
commitment to spend at least 2% of their GDP on defense, the
NATO Defense Planning Process assigns targets/objectives for
military capabilities to ensure that countries are not engaging in
duplicative efforts in meeting NATO's needs. This process is
detailed and granular. For example, NATO defense planning
may ask a country to commit to supplying a certain number of
brigades, transport aircraft, or submarines. Targets are often
agreed to after some negotiation, which can be tough given
allies’ individual needs, priorities, and fiscal situations. But the
Defense Planning Process is the only NATO process that
doesn't require a consensus. Rather, decisions are made by
consensus minus one so that no country can unilaterally veto
the targets ultimately assigned to it, and peer pressure helps
hold allies accountable for these targets. Outside of the largest
countries, this NATO Defense Planning Process effectively
serves as countries’ guidance to build their military.

But once targets for military capabilities are agreed upon,
industry fragmentation does complicate the delivery. Europeans
have 17 different types of armored personnel carriers—versus
the US' two types—because many countries want to support
its own armored vehicle champion by using their design.

NATO and/or the EU can play a role in reducing these costly
inefficiencies, especially when it comes to more advanced and
expensive capabilities, by helping to design a single platform for
multiple countries, or by coordinating countries to purchase
such capabilities jointly. For example, NATO, alongside the EU
and many other agencies, enabled the joint development of a
fleet of air tankers for eight participating countries, one of
which was Luxembourg, which paid for the equivalent of a
tanker but doesn’t even have an Air Force. This type of
coordination that delivered a necessary capability within only a
few years is a good template for how Europe may begin to
develop and acquire the strategic enablers it needs without any
one country bearing too much of the cost. And the EU can play
a further role by potentially subsidizing or funding some of the
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development of, or joint acquisition of, such platforms, thereby
covering some of the costs of cooperation.

Allison Nathan: A narrative is taking hold that Europe is
entering a new era of defense strategy and spending that
represents nothing less than a dramatic sea change. Is that
narrative right, or overdone?

Camille Grand: The EU is particularly good at making large
announcements that, when unpacked, aren’t so drastic after all.
For example, the €800 billion that the European Commission
recently announced for rearmament is in fact just a relaxation of
fiscal rules that will enable EU countries to spend more. That is
a positive and perhaps overdue development, but is not as
positive as if it were €800 billion of new cash for countries to
spend. That's the glass half-empty interpretation.

But | am inclined to view recent developments through a glass
half-full lens. The EU, which was a non-player in defense five
years ago, is now becoming an active facilitator for cooperation,
research and development, and eventually acquisition of
security capabilities. The European Commission’s White Paper
on defense that is set to be released on March 19 will provide
more detail on their level of ambition in terms of funding
amounts and priorities, so that will warrant close review. And it
will then probably take another few months to secure the
budget to execute this plan. But the EU has undeniably turned
a corner from spending zero on defense a decade ago to
spending a few billion euros a year today to probably spending
tens of billions of euros a year in the coming years, which will
leave it at least as large a European player in defense
acquisition as Germany or France.

And the recent decisions of several European countries to
substantially increase defense spending are undoubtedly
encouraging. In particular, Germany’s announcement of its
intention to spend €500 billion on defense over the coming
years is especially significant not only because that represents
a tripling of its defense budget, but also because Germany has
been a bit of an outlier as a wealthy country that chronically
underspent for decades. So, this represents a quite important
shift. In the meantime, France and Britain, which have
consistently spent more on defense in recent years, are also
significantly increasing their defense budgets by around 50%
over less than a decade. And the strong economies of northern
Europe are doubling their defense budgets. So, markets are
right to be optimistic that Europe is now really reinvesting in
defense, and a substantial amount of money is set to be spent
on defense in Europe.

To put some numbers on this, Europe has spent €440 billion in
2024 on defense—with EU countries alone accounting for €326
billion of that total. On an absolute basis, those numbers are
still relatively small compared to the US. But, on a GDP basis,
many European countries are getting closer to or outspending
the US. In pure numbers, Europe is now outspending Russia 3
to 1 and is spending roughly 1 to 1 on a purchasing power
parity basis. And that spending is on track to grow by another
50% in the coming years to reach 3% of GDP in Europe, so this
is a real and significant change.
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Allison Nathan: But could political hurdles impede the
actual execution of these efforts?

Camille Grand: It's true that most European countries have
strong—but not necessarily overwhelming—constituencies that
are questioning the merits of a rise in defense spending.
Interestingly, these hesitations are largely coming from far-right
political parties that are friendly with the Trump Administration.
That said, on average, surveys suggest that around 76% of
European citizens support maintaining or significantly increasing
defense spending, and the majority parties in most parliaments
favor it. Of course, that could change given the growing
support for some parties that oppose robust defense spending,
either because they are reluctant to invest in European
projects—such as the National Rally in France—or because
they consider themselves “peace” parties—such as the AfD
and the Greens in Germany.

But I'm not that concerned that political—or economic, for that
matter—obstacles will prevail. That's largely because the
required shifts are significant but not massive in the scheme of
the overall economy. For most European countries, we are
basically talking about shifting one or two percentage points of
public spending to defense from relatively high social spending,
which is far from a butter vs. guns dilemma or the prioritization
of warfare over welfare. Such a shift would not entail a
dramatic transformation of the European social model. Indebted
countries will perhaps struggle a bit more, but executing on this
effort should be manageable with relatively moderate changes
and some loosening of the fiscal rules for almost all countries.

Allison Nathan: President Trump’s skepticism around
NATO and failure so far to commit to security guarantees
has undoubtedly played a role in Europe’s rising defense
efforts, but that attitude may not endure into the next US
administration. So, how convinced are you that this sea
change in European defense policy will endure?

Camille Grand: | have argued for some time that these shifts
must happen no matter who is in the White House. The need
for burden sharing existed before President Trump and will
persist after him given that the US itself is resource-constrained
when it comes to defense and is undoubtedly shifting
prioritization of its defense capabilities to the Indo-Pacific. And
while Europeans may have perceived Trump's first election
victory as an anomaly in a US that was otherwise committed to
European security, his reelection has served as a clear signal
that a large US constituency is at best less committed to
devote resources to European security and at worst inclined to
move away from that commitment entirely. So, | am confident
that we are experiencing a sea change on European defense
policy as opposed to a more temporary, cosmetic shift to
appease Trump until he leaves office.

And the reality is that the primary driver of this sea change in
European defense is not the behavior of Donald Trump, but the
behavior of Vladimir Putin, who remains unthwarted and might
even become further emboldened if the conflict in Ukraine
ends in his favor. So, a geopolitical environment that is
increasingly unfavorable to Europe's interests is the real forcing
factor here; US pressure is simply adding to that, because the
solution is no longer that the US will take care of things, as it
has done for decades.
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A snapshot of the state of EU defense

Defense spending in Europe has fallen as a share of GDP since Europe is significantly outspent by the US on defense, though it
the 1960s, reaching the lowest level in the last decade, but it spends on par with Russia in PPP-adjusted terms
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...and Europe imports a large share of the military equipment it However, increased urgency for greater European defense
spends money on expenditure suggests more spending ahead; we forecast EU
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Special thanks to the GS European Economics team for charts.
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More defense: good start, open questions

Filippo Taddel argues that the process to
increase European defense spending will be
gradual and complicated

Last week, marking her first 100 days in office, President of the
EU Commission Ursula von der Leyen announced ReArm
Europe, an EU initiative to significantly scale up military
equipment and infrastructure. On the same day, Germany
delivered an unprecedented fiscal announcement entailing an
exclusion of defense spending over a predetermined threshold
from the debt brake as well as €5600bn of infrastructure
investment over the next decade. While these steps to reshape
European defense are momentous, the process to do so will be
gradual and complex.

Not all countries start alike

The recent developments lead us to now expect defense
spending to rise to almost 3% of GDP by 2027 in key Euro area
countries (see pg. 16). The transition toward a higher level of
spending will require a multi-year plan that entails allocating an
additional 1% of Euro area GDP annually to defense by the end
of the next three years. However, European countries differ in
available fiscal space and targets. While Germany will need to
increase defense spending by only 0.9% of GDP, Italy will aim
for an additional 1% of GDP, and Spain has to clear an even
higher hurdle of 1.4% of GDP.

Uneven starting points...
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...on the road to higher defense spending
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A promising start...

On February 14, President von der Leyen proposed triggering
the escape clause within European fiscal rules to allow member
states to "substantially increase their defense expenditure”. This
proposal has the advantage of allowing prompt funding at the
national level. But it provides only a temporary solution and
leaves national defense spending exposed to sovereign market
stress, reducing the likelihood of coordinated and harmonized
military spending within the EU.
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European policymakers have recognized the challenge. \When
ReArm Europe was announced, the proposal included both
increased flexibility in national budgets and a new funding
instrument worth €150bn (0.9% of EU GDP). The new facility
could be used to raise funds through additional EU debt in order
to extend cheaper loans to fund defense spending in member
states with higher borrowing costs.

...but the details matter...

While these developments are promising, the road ahead runs
into various institutional hurdles that will likely slow progress.
The NextGenerationEU/Recovery Fund (NGEU)—Europe’s
pandemic program that launched in 2020—came after a lengthy
negotiation and approval process that included both unanimity
in the EU Council and ratification by every national parliament.
Any new EU program that needs funding through EU debt
issuance employs the EU budget as a guarantee for
repayments in addition to the obligation of the individual
country receiving the loan. Such a guarantee requires every EU
member state—not just the majority—to agree to extend EU
budget coverage to the new EU debt. The new European
defense facility announced by the EU Commission would need
to go through the same process, likely postponing the
initiative's deployment until early 2026. And if even one
member does not agree, the initiative may never take off at all.

An alternative to facilitate earlier deployment of EU funding is
repurposing the spare financial capacity within the EU budget.
Not every country took full advantage of the pandemic NGEU
fund and other European programs, which has left it some
funded fiscal space without purpose. At the beginning of the
energy crisis, the EU had already introduced some repurposing
of the original NGEU funds vis-a-vis REPowerEU, the initiative
for the green transition. The EU could apply the same blueprint
for defense spending in the next EU Council (March 20-21).
This option has the advantage of a shorter process (it would
only require a qualified majority in the EU Council) and faster
implementation, as was the case with early pandemic support
for unemployment support (SURE) and REPowerEU. Although
uncertainty regarding the adoption of this option remains
elevated, we expect that next week’s EU Council will
eventually agree to it.

...and progress will be slow

Even if policymakers appear willing, the NGEU program expires
in 2026 and the Multiannual Financial Framework in 2027. A
new program needs to be established in order to continue
issuing EU debt and fund loans to member states for defense
spending beyond these dates. As such, we continue to expect
that, after using national debt and repurposing spare EU budget
funds, the EU will agree on a new more lasting funding facility
for defense. While the repurposing of spare financial capacity in
the EU budget could allow new EU debt to be issued in few
quarters, the bulk of the shift in European fiscal policy will likely
only begin in 2026, making increasing defense spending a more
gradual process than many may have hoped.

Filippo Taddei, Senior European Economist

Email:  filippo.taddei@gs.com Goldman Sachs International

Tel: 44-20-7774-5458
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Sven Jari Stehn sees likely growth upside for
Europe from higher EU defense spending
and a potential ceasefire in Ukraine

Three years after Russia’s invasion of Ukraine, attention has
shifted to the potential for a ceasefire and a rise in European
military spending amid recent developments from the Trump
Administration. We think both could have important
repercussions for the European economy, raising growth in the
coming years if they ultimately come to pass.

A boost from higher defense spending...

Trump's decision to pause military aid to Ukraine has increased
the pressure on Europe to become increasingly independent
from a security and defense perspective. We estimate that
rebuilding Europe’s stocks of military equipment after decades
of underinvestment and matching Russia’s annual investment
in new supplies will require around €160bn per annum (0.8% of
European GDP) of additional military spending over the next
five years, with this estimate likely just the lower bound.

Consistent with this, and given the recent political
developments out of Europe, we now expect defense spending
to rise from 2% of GDP currently to almost 3% by 2027 in key
Euro area countries. We expect the largest increase in Germany
given years of underspending and significant fiscal space.

The growth implications of such a rise will likely initially be
moderate—with a growth multiplier of only 0.5—as Europe will
need to import a significant share of its defense needs until it
can sufficiently expand the scale of its defense industry.

A significant rise in European military spending likely lies ahead
Increase in annual military spending needed in Europe*, €bn
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This, together with the recently-announced German
infrastructure program, led us to recently lift our Euro area
growth forecast by 0.1pp/0.2pp/0.2pp in 2025/2026/2027, and
we now look for Euro area growth of 0.8% this year, 1.3% in
2026, and 1.6% in 2027. Such growth would be a light at the
end of a tunnel after several years of below-trend growth.

...and another from a potential ceasefire

A ceasefire in Ukraine could imply further growth upside via
several transmission channels:

1. Energy. The market for natural gas—which played the key
role in propagating the effects of the war into the Euro area—
will likely again be the most important transmission channel.
Consistent with our commodity strategists (see pg. 11), we

Goldman Sachs Global Investment Research

Issue 137

A likely growth boost for Europe

consider a limited gas flow scenario (with a modest decline in
gas prices) and an upside scenario (with a sharp drop in prices).

2. Confidence. Consumer sentiment dropped sharply across
the Euro area with the onset of the conflict, implying potential
for a rebound on a ceasefire. However, we find only small
potential gains in confidence given that high inflation played the
key role in depressing confidence after the war began and
measures of geopolitical risk have now largely normalized.

3. Reconstruction. The rebuilding of Ukraine’s damaged
infrastructure could also support growth across Europe. Our
CEEMEA economists’ rebuilding scenarios, however, point to
limited spillovers into the rest of Europe given that much of the
destruction relates to occupied territories and many industries
are unlikely to be viable again (see pgs. 22-23).

4. Demographics. The UN estimates that 2.6mn Ukrainian
refugees have moved into the Euro area since the war's
outbreak. We find that the refugees have notably boosted Euro
area labor supply and entailed a significant rise in public
spending, suggesting downside for European growth if a
notable share of refugees return to Ukraine.

5. Financial conditions. The war tightened financial conditions
across Europe as markets priced the conflict as a risk-off event,
with sharp declines in equity prices and long-term bond yields.
We assume some of this tightening would unwind in the event
of a ceasefire, entailing a small boost to Euro area growth.

Taken together, our analysis points to a potential Euro area
GDP increase of 0.2% in a limited ceasefire scenario and a
0.5% boost in an upside scenario with a comprehensive and
credible resolution to the conflict. As such, we see modest
European growth upside from a ceasefire, unless a
comprehensive peace agreement can be reached.

A ceasefire would likely entail European growth upside
Potential effect of Ukraine ceasefire on Euro area real GDP by scenario, %
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Source: Haver Analytics, Goldman Sachs GIR.

The read-across for monetary policy: higher rates

The growth boost from rising military spending and a potential
ceasefire agreement lower the pressure on the ECB to reduce
rates below neutral. We therefore recently dropped a rate cut
from our forecast and now expect a terminal ECB policy rate of
2% in June. While a cut at the April meeting is also now a close
call, we maintain our forecast for 25bp rate cuts in April and
June given subdued spot growth, ongoing disinflation progress,
and continued downside risk from trade tensions.

Sven Jari Stehn, Chief European Economist

Email:  jari.stehn@gs.com Goldman Sachs International
Tel: 44-20-7774-8061
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What's happening in European assets?

European equites have outperformed US equities this year amid
optimism about potential growth upside from a Russia-Ukraine
peace deal and higher defense spending...

European equities, index, 1/2/2025=100
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...with the European defense sector sharply outperforming
European equities, index, 9/2/2024=100
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Aerospace and Defense credits have outperformed on the
fiscal pivot and promise of greater defense spending, but the
broader EUR market has been more muted, partly due to the
small weight of these industries in the broader index
Aerospace and Defense spread ratio to EUR credit

1.00 — Aerospace & Defense spread ratio to EUR IG
— Aerospace & Defense spread ratio to EUR |G non-financials

0.60 - T

Feb-23 Aug-23 Feb-24 Aug-24 Feb-25

Source: Bloomberg, Goldman Sachs GIR.

Bund yields have risen sharply as Germany has taken steps to
lead the defense spending charge, although the reaction in
sovereign spreads has been limited so far
10y Bund yield (Ihs, bp) vs. 10y sovereign spreads to German
Bund yield (rhs, bp)
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Markets have priced a stronger Euro alongside optimism on a
peace deal and stronger fiscal support, though we expect likely
higher US tariffs to ultimately take EUR/USD back lower
EUR/USD
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A potential peace deal that results in incremental Russian gas
flows to Europe would weigh on gas prices, posing downside risk
to our TTF price forecasts

European natural gas (TTF) prices, EUR/MWh
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A snapshot of our European asset views

What do the developments in the Russia-Ukraine conflict and, more importantly, Europe’s evolving security
landscape mean for your asset class?

EUROPEAN EQUITIES Peter Oppenheimer

e Despite the strongly held consensus view coming into
the year that the US equity market would continue to
outperform other markets, led by the technology
sector, several factors have led to substantial European
outperformance in recent months, including increased 10% Europe (with US sectors weights) vs. US
hopes of a Russia-Ukraine peace deal that boosted
optimism around the potential for lower gas prices and 0%
stronger European growth, and several announcements
around higher European spending—particularly defense
spending. Improving economic data in Europe versus -20%
weakening data in the US, as well as concerns about
capex spend and increasing competition for US mega

Europe continues to trade at a significant discount to the US
Europe relative to US 12m forward P/E

20% Europe vs. US

-10%

-30%

cap tech also contributed to this underperformance. 40%
e We had argued that valuation spreads between the US
and European equity markets had become too wide on -50%

1990 1993 1996 1999 2002 2005 2008 2011 2014 2017 2020 2023

the market's expectations of continued US Source. Datastream, STOXX, Worldscope, Goldman Sachs GIR.

outperformance, and, even after the recent market
moves, believe that remains the case. While European P/E ratios have risen to above long-run averages, a roughly 30% gap
remains between European and US equity valuations, leaving the European outperformance story with room to run.

EUROPEAN CURRENCIES Kamakshya Trivedi, Michael Cahill, Lexi Kanter

e The recent unprecedented fiscal announcements out of
Germany as well as optimism around a Russia-Ukraine
peace deal have propelled the Euro’s recent rise against
the Dollar, but the reaction goes beyond the

The Euro’s recent rise has likely exceeded the shift in
fundamentals, but the move seems somewhat reasonable

EUR/USD actual vs. model-implied performance, %
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makes the linkage from German to periphery policy
changes especially important, though, importantly,

more coordinated spending programs will likely take much longer to implement. These fiscal changes are also being made in
the context of shifting US policies, some of which should still support the Dollar more broadly.

e All that said, Europe’s more proactive policy stance should curtail the potential downside in a trade-sensitive cross like
EUR/USD. It also opens the door to a weaker Swiss Franc in particular given its status as the regional safe-haven currency.

e  CEE currencies, together with the broader European asset complex, have also been buoyed by rising expectations of a
ceasefire deal in Ukraine. However, we think these currencies now embed only limited ‘conflict’ risk premium that could lead
to appreciation on the back of a peace deal. The sharp rise in inflation and large deterioration in external balances across the
CEE caused by the initial invasion in February 2022 have largely corrected since. And CEE currencies now screen as
overvalued (CZK, PLN) to roughly fairly valued (HUF) versus the Euro in our frameworks.
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Source. Goldman Sachs, Goldman Sachs GIR.
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e Inthe near term, market sentiment on peace discussions and European fiscal developments can continue to be the main
driver of CEE FX to the extent they lead to broader growth upgrades and new investment. But looking further ahead, we see
limited scope for further optimism to be priced in at current levels, especially given the potential for US tariffs on European
autos, which pose significant downside growth risks to the CEE economies.

EUROPEAN RATES

e Avresolution in Ukraine—especially one that leads to
much higher defense spending in Europe—will have
material implications for Bunds, in our view. Indeed,
with our economists penciling in a 2pp increase in
German deficits relative to their pre-German elections
baseline, and given the improved forward-looking
growth picture, we recently raised our end-25 10y Bund
forecast to 3% (from 2.25% before). Beyond 2025, we
think Bund yields can sell off further (to 3.25%) as
European defense spending and bond issuance ramp
up. As such, we think this theme has further to run.

e  While we are confident on the direction of travel toward
more European defense spending, we see risk that
market expectations are disappointed by the speed of
delivery, particularly this year. This uncertainty around
the timing of fiscal support is also compounded by US
tariff risks, which continue to weigh on Europe’s
cyclical outlook.

e  While the magnitude of the rise in Bund yields complicates the fiscal arithmetic in other Euro area sovereigns, we see
several reasons to expect sovereign risk to remain contained. First, the increase in defense spending will likely be more
modest and gradual outside of the Germany. Second, higher defense spending may lead to lower spending in other areas,
limiting the net impact on deficits. And third, EU-wide policymaking is mindful of such risks, which raises the prospect of
common borrowing or even ECB backstop activation down the line.

EUROPEAN CREDIT

e For the EUR corporate bond market, the focus has been
on the macro implications of a peace deal as well as the
read-through from increased European defense
spending. On its own, the peace deal is a positive for
sentiment, as it would likely fuel a rebound in consumer
and investor confidence, stronger growth, and
potentially lower gas prices. The latter should especially
benefit German corporate bond issuers given their
greater sensitivity to the manufacturing sector.

e  The read-through is more nuanced when it comes to
increased defense spending. The Aerospace & Defense
sector accounts for just 1% of the EUR IG market,
reflecting years of underinvestment in the industry. And
as our economists have noted, the initial fiscal impulse
from higher defense spending will likely be weak. If
anything, higher defense spending will likely lead to
more tolerance for higher public deficits, which, on the
margin, is negative for EUR corporate bonds.

e So far, the market has taken a glass half-full approach to the recent developments, with EUR credit outperforming the USD
market year-to-date. Within the EUR market, German issuers have also been outperforming the broader EUR market.
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George Cole and Simon Freycenet

European bond issuance should ramp up over time, driving
Bund yields higher
Net supply to private sector (net issuance + ECB QT), €bn
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Lotfi Karoui and Sara Grut

EUR IG credit has outperformed USD IG credit this year
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Clemens Grafe argues that an end to the
Russia-Ukraine war and potential sanctions
relief would lead to lower Russian growth,
inflation, and rates as well as a weaker Ruble

Amid increased focus on a potential resolution to the Russia-
Ukraine conflict, questions have arisen as to what such a
resolution—and the possible removal of Western sanctions and
Russian counter-sanctions—could mean for the Russian
economy and assets. We find that an end to the conflict and
sanctions relief would likely lead to lower growth and inflation,
a decline in rates, and a weaker Ruble.

War, but continued trend growth...

During the nearly three years from the start of the Russia-
Ukraine conflict in early 2022 through to the end of 2024,
Russia’s economy grew at a 2.2% average annualized rate,
close to the economy’s estimated trend growth rate prior to the
conflict. Despite ongoing trend growth, the unemployment rate
fell sharply over the same time period to 2.2% from 4.1%,
largely due to a nearly 6% of GDP hit to potential output. Most,
if not all, of that shock owed to a steep decline in Russian
export volumes following the imposition of administrative
restrictions on exporting sectors. We estimate that export
volumes have fallen by close to 25% since the start of the
conflict (Russia stopped publishing these figures in 2022). Not
all of this decline is a supply shock, since the war and sanctions
increased domestic demand for previously exported products.
Still, the combination of a cessation of gas exports through
three of the main export pipelines (see pg. 11) and a reduction
in oil production agreed to with OPEC+ accounts for around
60% of the fall in exports and a close to 4.5pp negative shock
to GDP, equivalent to three-quarters of our top-down estimate
of the shock.

A sharp supply shock followed by demand shocks pushed output
to well above potential
Index, 1Q22=100
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Despite the shock to exports, Russia’s economy continued to
grow at the previous trend rate owing to an acceleration in
domestic demand to a CAGR of 3.7%—more than twice as fast
as in the previous decade—mostly driven by a fiscal and quasi-
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Russia, after the war

fiscal boost to defense spending that has expanded the share
of GDP accounted for by capital spending and government
consumption by 4.8% (to 45.2% of GDP). With potential output
6% lower even as growth remained at trend, the output gap
likely rose by 6% of GDP, consistent with the surge in inflation
and the fall in unemployment. These admittedly bold estimates
are roughly consistent with Okun's law, which consistently
finds that underlying growth changes by 2pp for every 1pp
change in the unemployment rate.

Defense spending as a share of GDP has doubled, requiring

tightening elsewhere
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...though that is set to change

Unlike in the initial phase of the conflict, Russia’s economy is
now constrained by resources. The labor market is overheated,
the current account surplus has shrunk from 10% to 2% of
GDP, and inflation sits at close to 10%, well above the central
bank’s (the CBR) 4% target.

An overheated labor market has driven up wages and inflation
% change yoy (lhs), % (rhs)
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As such, growth needs to slow sharply to avoid economic
instability. Consequently, the CBR has raised its policy rate to
21%, equivalent to 11% in real terms. Similarly, the Ministry of
Finance has ultimately been unable to maintain its initial stance

20



Top of Mind

that the domestic economy should remain as insulated as
possible from the conflict, instead raising income tax rates and
cutting social transfer payments with the aim of tightening
policy by 2pp of GDP to stabilize the economy. Assuming the
conflict continues, we forecast that economic growth will slow
from 4% in 2024 to a below-consensus 1% this year on the
back of these tighter policy measures.

Lower growth, inflation, rates, and Ruble in a ceasefire
scenario...

So, what might happen in the event of a ceasefire? Cyclically, a
ceasefire would likely translate into a negative demand shock
and a positive labor supply shock, i.e. be contractionary and
disinflationary. We think Russia would likely prioritize economic
stabilization over military rearmament and would quickly
reverse the 3.3% of GDP increase in defense spending since
the start of the conflict. The labor supply response would likely
owe to a combination of people returning from the front and
from abroad. Russia’s armed forces currently number around
1.3mn people, up from 1mn prior to the war. While the
authorities have announced a plan for troop size to increase to
1.5mn, with sign-up bonuses baked into the 2025-27 budget
plans, we think this would change in the event of a truce and
the size of the armed forces would likely return close to the
pre-war level. That said, the larger positive labor supply shock
would likely come from the 0.5-1mn Russians who have left
the country since the war began. Taken together, we think it is
reasonable to assume that labor supply could increase by 1pp
or slightly more in the event of an end to the conflict.

The consequent shocks to the economy would facilitate the
CBR's task of returning inflation to target, likely leading rates to
fall significantly faster than is currently being priced. The impact
on the Ruble is less clear and would depend on the sequencing
and timing of any removal of sanctions and counter-sanctions.
In real terms, the Ruble trades close to its pre-conflict level
despite the sharp negative supply shock to Russia's exports,
partly owing to high oil prices and trapped capital. We estimate
that Western-owned cash in C-accounts at the CBR—access to
which is blocked unless a waiver is granted—and demand
deposits in the Russian banking system total over $50bn. This
implies that the Ruble would depreciate if the conditions for
capital flows returned to their pre-war state. However, the
latter is a big 'if', even assuming all restrictions were reversed.
While trapped Western cash and the demand deposits would
likely be withdrawn quickly, the Ruble's current carry is
attractive, which could lead to capital inflows, though we think
the former effect would dominate in the short run. This implies
that the Ruble will likely remain well-supported while peace
negotiations take place, but would likely start to depreciate
once the restrictions are removed, assuming that the CBR
doesn't intervene against sudden surges in capital flight as it
has in the past.

...but longer-term growth hinges on other factors

We don’t subscribe to the view that Russia has become a war
economy and so don’t believe that the economy will go through
a painful post-war adjustment period that would weigh on
longer-term growth. The admittedly rudimentary data available
on the value added by different sectors and industries has not
shown much change since the conflict began, suggesting that
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most of the reallocation has occurred within sub-sectors.
Sanctions also forced services and goods that were previously
imported to either be substituted with domestic ones or
sourced from elsewhere. Judging from the absence of extreme
spikes in relative prices, which would likely materialize in a
command system geared toward the war effort, Russia’s
economy has been free to react to market forces. It's also
notable that an economist was appointed as Defense Minister.

The financial sector has been the key outlier in this story. Loans
flowed disproportionately to priority sectors to fund the war
effort, suggesting that asset quality could decline once the
conflict ends. Banks are also likely operating with sizable net
open FX positions given that their FX assets are largely frozen
while the FX deposit base is not. However, as the banking
sector is predominantly state-owned and the sovereign balance
sheet is strong, we also don't believe any financial sector
adjustment will be detrimental to growth.

Russia’s long-term growth outlook instead hinges on what
happens to energy exports and production, which is not directly
linked to the negotiation of any ceasefire. Indeed, rather than
the removal of sanctions that could follow a ceasefire, renewed
gas exports would require one of the transit countries to agree
with Russia to restart the supply while any increase in oll
production would be linked to OPEC+ negotiations.

Beyond growth, a meaningful cost of the conflict and the
resulting sanctions has been a sizable decline in transparency
and governance structures. Russia's score in Transparency
International’s Corruption Perception Index (CPI) was always
low, albeit reasonably stable up until 2021. Unsurprisingly, it
has fallen quite sharply since. Reversing that trend will, in all
likelihood, be a difficult and long process.

The Ruble’s real effective exchange rate has remained stable,
partly as oil prices have returned to pre-conflict levels
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Clemens Grafe, Co-Head of CEEMEA Economics
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Ukraine: renewal rather than rebuilding

Andrew Matheny argues that Ukraine’s post-
conflict future will likely be characterized by
economic renewal rather than rebuilding

Market expectations for a peace deal in Ukraine have risen
sharply since the US election, driving increased optimism about
Ukraine’s medium-term growth prospects. We believe that the
nature and perceived credibility of any peace deal will shape
Ukraine’s post-war growth outlook, with the key determinants
of growth in any resolution scenario likely to be the extent of
reverse migration (refugees abroad returning home) and
foreign-financed investment, including capital to rebuild
Ukraine’s economy and infrastructure. The concept of
‘rebuilding” Ukraine, however, is misleading, as we think
Ukraine's economy will likely undergo a structural transition
away from an industrial commodities base toward a more
service-oriented and innovation-driven model. As such,
Ukraine’s post-war future will likely be a story of economic
renewal rather than reconstruction.

Rising hopes for a peace deal...

Rising market expectations for a peace deal have driven a sharp
increase in optimism about Ukraine’'s medium-term growth
prospects, as evidenced by the pricing of Ukrainian GDP-linked
contingent bonds, whose payouts depend on the country
generating around 4.7 % annual average growth over the next
four years. Using bond prices, we estimate that the market-
implied probability of Ukraine achieving such growth currently
stands at around 44%. While this is down from a peak of 50-
55% in February, it is still double the 20% odds prior to the US
election. Given that Ukraine can plausibly only achieve such an
economic recovery in the event of a near-term and lasting
peace deal, this implies that the market-implied probability of
such a deal has risen sharply.

The market-implied probability of a sharp rise in Ukrainian GDP
has increased significantly since the US election
Market-implied probability, %
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...but all peace deals are not equal

However, not all peace deals are created equal, with the range
of possible outcomes spanning from a limited armistice to a
robust and comprehensive peace treaty. The timing, durability,
and perceived credibility of any potential deal will also influence
economic actors and their decisions. The economic
ramifications for Ukraine of a potential resolution to the ongoing
war therefore remain uncertain. \WWe estimate a 8-10% ‘peace
dividend’ followed by 5% trend growth in the case of a credible
and comprehensive peace deal (e.g., one that includes robust
security guarantees), and a 5-6% ‘peace dividend’ and 3%
trend growth in our baseline scenario of a more limited and less
credible resolution to the war (e.g., a loose ceasefire), which is
more bearish than consensus expectations.

A wide range of potential growth outcomes
% yoy
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Source: IMF, NBU, Goldman Sachs GIR.

Post-war growth will be shaped by reverse migration and
foreign investment...

The nature of any peace deal is important because it will affect
the willingness of Ukrainians abroad to return home as well as
the attractiveness and perceived risk of investment
opportunities, both of which will significantly influence
Ukraine's post-war economic trajectory.

Ukraine’s demographic backdrop has been challenging for
some time, with an aging population and lower birth rates than
elsewhere in Europe as well as considerable outward migration
since the war with Russia first began in 2014. The resulting
labor shortages were a key factor that held back Ukraine's
economic growth in the 2016-19 period, when growth satin a
2-3% range following a 16% collapse in output in 2014-15 on
the back of Russia’s annexation of Crimea.

The outflow of refugees since Russia’s full-scale invasion
(6.9mn refugees abroad according to UN estimates), the
increase in internally displaced persons on account of the war
(38.6mn, according to IOM estimates), and military conscription
(Tmn, according to press reports) have exacerbated labor
shortages, contributing to a 25% decline in the country’s labor
force according to the NBU'’s estimates. Apart from the war
itself, businesses have identified these shortages as the most
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pressing economic constraint they’'ve faced in recent years.
Our analysis suggests that reverse migration—the return of
refugees abroad—wiill be the key determinant of any post-war
‘peace dividend’ boosting growth following a resolution, with
surveys suggesting that as many as 20-40% of refugees abroad
may return home (although net migration would likely be
lower). How many conscripts return from the front and rejoin
the labor force will also be a significant factor.

Major labor supply shortages hold back Ukrainian growth
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Foreign-financed investment, partly to rebuild Ukraine's capital
stock, is instead likely to be the key medium-term driver of
growth. Damage to the capital stock has been extensive—an
18% net decline, on the NBU'’s estimates—even if over half of
this damage relates to occupied territories. WWe estimate that
US$40-50bn of the capital stock in unoccupied Ukraine has
been destroyed, though much of this damage relates either to
areas close to the frontline (e.g., housing stock, infrastructure)
or to heavy industry that is no longer economically viable given
the loss of cheap feedstocks for processing industries (e.g.,
fertilizers and steel production) and that the machinery sector
would need to be fully retooled to integrate with Western
supply chains.

...but this investment will drive structural economic
change rather than reconstruction

However, ‘rebuilding” Ukraine is a misnomer: post-war
investment should instead be thought of as driving a structural
transition to a new economic model for the country. Much of
the vast damage to Ukraine’s capital stock probably won't be
rebuilt, the economy will likely shift from its industrial
commodities base to a more services-oriented model, and
greater economic integration with the EU will drive structural
change and productivity growth. We view sectors such as
agriculture/agro-industry, defense, and technology as the likely
bright spots and future drivers of Ukraine's growth, even if
labor supply issues remain a key constraint on growth.

In this sense, the historical template is not the Marshall Plan,
but more akin to German reunification—where capital flowed
east and labor flowed west—or to the economic transitions that
took place in former Eastern bloc countries across Europe in
the 1990s and 2000s, especially given Ukraine’'s EU candidate
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status and the foreign-financed post-war economic
transformation that we expect to take place. We therefore look
to the investment-driven growth that took place in EU
accession countries in central and eastern Europe to estimate
the investment that may be required for Ukraine to achieve its
transition over the medium term. Consistent with those
historical examples, we assume a 5-10pp increase in the
investment/GDP ratio across our baseline and upside scenarios,
which would translate into US$10-20bn of annual investment
flows that total US$140 (baseline) to US$320bn (upside) over a
decade. It is important to note, however, that even if the bulk
of investment is (at least initially) driven by the public sector, it
will nonetheless remain sensitive to the nature and credibility of
whatever peace deal is reached and the associated political and
security risks. As such, the ability to secure a lasting peace deal
is vital for Ukraine's future.

Greater economic integration with the EU should lead Ukraine’s
productivity growth higher

Output/worker by sector, % of EU average
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Source: Haver Analytics, Goldman Sachs GIR.

Agro-industry and technology will likely drive Ukraine’s growth
ahead as the economy shifts further from industrial commodities
Export share of GDP
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Source: Haver Analytics, Eurostat, Goldman Sachs GIR.
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Geopolitical risk through the years

Geopolitical tensions, which take many different forms, are difficult to measure. One proxy for assessing the geopolitical
environment is the news-based Geopolitical Risk Index developed by economists from the Federal Reserve Board.
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Note: The index from 1985 on counts the number of articles in 11 US, UK, and Canadian newspapers mentioning phrases related to geopolitical tensions. The index from
1900 on performs the same analysis using the archives of three newspapers: the New York Times, the Wall Street Journal, and the Financial Times. The choice of
newspapers for both indices implies a measure of geopolitical risk as covered by the Anglo-Saxon press. See here for more information.

Source: Dario Caldara and Matteo lacoviello, Federal Reserve Board, Goldman Sachs GIR.
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Glossary of GS proprietary indices

Current Activity Indicator (CAl)

GS CAls measure the growth signal in a broad range of weekly and monthly indicators, offering an alternative to Gross
Domestic Product (GDP). GDP is an imperfect guide to current activity: In most countries, it is only available quarterly and is
released with a substantial delay, and its initial estimates are often heavily revised. GDP also ignores important measures of real
activity, such as employment and the purchasing managers’ indexes (PMls). All of these problems reduce the effectiveness of
GDP for investment and policy decisions. Our CAls aim to address GDP's shortcomings and provide a timelier read on the pace
of growth.

For more, see our CAl page and Global Economics Analyst: Trackin’ All Over the World — Our New Global CAl, 25 February
2017.

Dynamic Equilibrium Exchange Rates (DEER)

The GSDEER framework establishes an equilibrium (or “fair”) value of the real exchange rate based on relative productivity and
terms-of-trade differentials.

For more, see our GSDEER page, Global Economics Paper No. 227: Finding Fair Value in EM FX, 26 January 2016, and Global
Markets Analyst: A Look at Valuation Across G10 FX, 29 June 2017.

Financial Conditions Index (FCI)

GS FCls gauge the “looseness” or “tightness” of financial conditions across the world’s major economies, incorporating
variables that directly affect spending on domestically produced goods and services. FCls can provide valuable information
about the economic growth outlook and the direct and indirect effects of monetary policy on real economic activity.

FCls for the G10 economies are calculated as a weighted average of a policy rate, a long-term risk-free bond yield, a corporate
credit spread, an equity price variable, and a trade-weighted exchange rate; the Euro area FCl also includes a sovereign credit
spread. The weights mirror the effects of the financial variables on real GDP growth in our models over a one-year horizon. FCls
for emerging markets are calculated as a weighted average of a short-term interest rate, a long-term swap rate, a CDS spread,
an equity price variable, a trade-weighted exchange rate, and—in economies with large foreign-currency-denominated debt
stocks—a debt-weighted exchange rate index.

For more, see our FCl page, Global Economics Analyst: Our New G10 Financial Conditions Indices, 20 April 2017, and Global
Economics Analyst: Tracking EM Financial Conditions — Our New FCls, 6 October 2017.

Goldman Sachs Analyst Index (GSAI)

The US GSAIl is based on a monthly survey of GS equity analysts to obtain their assessments of business conditions in the
industries they follow. The results provide timely “bottom-up” information about US economic activity to supplement and cross-
check our analysis of “top-down" data. Based on analysts' responses, we create a diffusion index for economic activity
comparable to the ISM's indexes for activity in the manufacturing and nonmanufacturing sectors.

Macro-Data Assessment Platform (MAP)

GS MAP scores facilitate rapid interpretation of new data releases for economic indicators worldwide. MAP summarizes the
importance of a specific data release (i.e., its historical correlation with GDP) and the degree of surprise relative to the
consensus forecast. The sign on the degree of surprise characterizes underperformance with a negative number and
outperformance with a positive number. Each of these two components is ranked on a scale from 0 to 5, with the MAP score
being the product of the two, i.e., from -25 to +25. For example, a MAP score of +20 (5;+4) would indicate that the data has a
very high correlation to GDP (5) and that it came out well above consensus expectations (+4), for a total MAP value of +20.
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