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GDP | A story of resilience

The European economy has weathered the energy shock in better-than-expected shape, supported 
by resilient private consumption and exports. Euro area growth has averaged 0.3% Q/Q once the 

volatile Irish numbers are excluded, and the UK has once again made a fast start to the year. 
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GDP | Surveys suggest momentum has been maintained in Q3

Survey data point to Q3 growth momentum being maintained. The euro area and UK composite 
PMIs held comfortably in expansionary territory in August, and consumer surveys have improved. 
We see full-year 2026 GDP growth of 1.0% for the euro area and 1.2% for the UK – which certainly 

would be a good result in the circumstances. 
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Energy | A world of more frequent shocks
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Energy | Rising pump prices and critical gas storage vulnerability 

Low gas storage levels and a structurally 
tighter market leave Europe vulnerable to a 

cold winter

European gas storage is historically low heading 
into the 2026-27 heating season 

Oil developments swiftly translate into higher 
pump prices – and refining issues are adding 

to market tightness

Euro area pump prices are up around 25% Y/Y 
following Middle East re-escalation
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Inflation | Euro area HICP looks on course to hit 4% again

Euro area headline inflation re-accelerated to 3.3% in August, a near three-year high, driven almost 
entirely by energy. The numbers are set to worsen. The ECB’s adverse scenario increasingly looks like 

the base case now with energy pricing well above the baseline assumptions.  This scenario sees 
headline rates peaking at 4% around the turn of the year, which is close to our current tracking. 
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Inflation | Second-round effects have remained broadly contained

A broad-based repricing of services costs is 
another risk – but so far firms have preferred 

to squeeze margins 

PMI survey suggests that services firms have been 
reluctant to pass on higher costs to customers

Forward-looking wage growth indicators are 
not ringing any alarm bells with pay growth 

seen below 3%

The ECB’s wage tracker numbers are probably the 
doves’ strongest card

 



|  page 8 

ECB Outlook | Neutral no longer looks enough 

Q3 2026 Q4 2026 Q1 2027 Q2 2027 Q3 2027 Q4 2027

ECB deposit 

rate
2.50% 3.00% 3.00% 3.00% 2.75% 2.50%

10-year 

Bund rate
3.50% 3.70% 3.50% 3.30% 3.20% 3.10%

Rising energy prices, resilient activity and stickier medium-term inflation projections have 
strengthened the case for further tightening in order to lean against risks. We see two further hikes 

at the next meetings in October and December, taking the deposit rate to 3.00% by year-end. 
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UK economy | Gloomy sentiment, volatile but resilient growth

UK growth has held up much better than 
survey evidence would suggest - although 

activity has become notably volatile

Repeated Budget speculation has prompted a 
bumpy UK GDP profile

 

UK sentiment weakened markedly following 
the last election, and the Iran conflict halted 

any uptick

UK business & consumer sentiment has been weak 
since the 2024 general election
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UK economy | Inflation set to rise, but plenty of labour market slack

There is plenty of slack in the UK labour 
market with employment down ~0.5% Y/Y

The private sector has been shedding jobs almost 
continuously since mid-2024 on post-pandemic 

reversals, policy choices and AI diffusion

UK inflation is set to push above 4% on 
current energy pricing 

The BoE’s adverse scenario uses near-term energy 
assumptions close to the current reality (but 

assumes a longer shock with 2nd round effects)
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External 
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Economist

Deputy 

Governor

External 

Member

Total meetings 52 22 31 24 16 39 39 73 15

Dovish dissent votes (%) 0 9 66 0 0 3 0 11 44

Hawkish dissent votes (%) 0 0 0 32 12 40 18 6 0

Recent meeting votes:

8 May 2025 -25 -25 -50 -25 -25 0 0 -25 -50

19 Jun 2025 0 0 -25 0 0 0 0 -25 -25

7 Aug 2025 -25 -25 -25 0 0 0 0 -25 -50

17 Sep 2025 0 0 -25 0 0 0 0 0 -25

5 Nov 2025 0 -25 -25 0 0 0 0 -25 -25

18 Dec 2025 -25 -25 -25 0 0 0 0 -25 -25

5 Feb 2026 -25 -25 -25 -25

19 Mar 2026 0 0 0 0 0 0 0 0 0

30 Apr 2026 0 0 0 0 0 0 +25 0 0

18 Jun 2026 0 0 0 +25 0 0 +25 0 0

30 Jul 2026 0 0 0 +25 0 +25 +25 0 0

BoE MPC members - Summary of votes

Hawkish dissent = a vote for a rate above the outcome, dovish dissent = a vote for a rate below the outcome. Source: BoE, MUFG GMR

We expect the BoE will leave rates unchanged this week, but it is set to be a tight vote. Further ahead,  we 
now think the hawkish argument for pre-emptive tightening will prevail given energy market dynamics. The 
MPC will feel that it cannot afford to let inflation expectations become unanchored. We have now pencilled 

50bp of hikes, starting in November, pushing Bank Rate into moderately restrictive territory. 

BoE Outlook | The case for pre-emptive tightening has strengthened
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Global monetary policy | Securing the anchor

Inflation – the long-term viewThe global monetary policy cycle

Final thought: it has been a long road to get inflation under control. After the inflation scares of 
recent years, another surge in energy prices is going to be hard to dismiss, especially at a time of 
year when energy costs are very salient to households. Policymakers will be extremely attentive to 

signs of slippage in expectations and, if there is doubt, we see a bias towards overtightening.
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Implications for European 

Rates & FX

https://www.mufgresearch.com/

https://www.mufgresearch.com/


|  page 14 

IR (I) | Rising energy prices trigger bond market sell-off 

Source: Bloomberg, Macrobond & MUFG GMR (Market pricing as of 14/09/2026)

Government bond market sell-off driven mainly by hawkish repricing at short-
end of curve  

Equally-weighted Average Yields in Major Govt. Bond Markets by Maturity, %              
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IR (II) | European central banks less tolerant of inflation overshoot

Source: Bloomberg, Macrobond & MUFG GMR (Market pricing as of 14/09/2026)

Short-term yields in Europe have proven more sensitive to rising energy prices 

Change in Major Govt. Bond Yields since low for Energy prices at end of June, % 
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IR (III) | Long-term yields have risen but by less than short-end 

Source: Bloomberg, Macrobond & MUFG GMR (Market Pricing as of 14/09/2026)

Govt. Yield Curves have flattened in Germany & UK 

Shape of German & UK Govt. Yield Curves, %
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IR (IV) | Yields have moved along way to price in aggressive hikes

Source: Bloomberg, Macrobond & MUFG GMR (Market Pricing as of 14/09/2026)

We expect more front-loaded hikes & less prolonged hiking 
cycles than market expectations 

Cumulative Rate hikes priced in for ECB and BoE compared to MUFG 
Forecasts, bps

 
ECB BoE
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IR (V) | European central banks less tolerant of inflation overshoot

Source: Bloomberg, Macrobond & MUFG GMR (Market pricing as of 14/09/2026)

Short-term yields in Europe have proven more sensitive to rising energy prices 

10-Year Govt. Yield Spread between France & Germany vs. Fiscal & Political Uncertainty 
in France   
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IR (VI) | Yield forecasts assume energy supply risks ease  

Source: Bloomberg, Macrobond & MUFG GMR (Market pricing as of 14/09/2026)

MUFG Yield Forecasts  
 

Q3 2026 Q4 2026 Q1 2027 Q2 2027
ECB 2.50% 3.00% 3.00% 3.00%

2-Year 3.3% 3.6% 3.3% 3.1%
5-Year 3.4% 3.6% 3.4% 3.2%

10-Year 3.5% 3.7% 3.5% 3.3%

Q3 2026 Q4 2026 Q1 2027 Q2 2027
BoE 3.75% 4.00% 4.25% 4.25%

2-Year 4.6% 4.9% 4.7% 4.4%
5-Year 4.7% 5.0% 4.8% 4.5%

10-Year 4.9% 5.2% 5.0% 4.7%
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FX (I) | EUR is proving more resilient than expected

Source: Bloomberg, Macrobond & MUFG GMR (Market pricing as of 14/09/2026)

EUR/USD vs. short-term yield spread

More tightly linked to yield spreads in recent 
months

EUR is holding up better than expected 
against USD amid energy price shock 

EUR/USD vs. short-term valuation model estimate 

including energy prices
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FX (II) | Mixed EUR performance vs. GBP & CHF

Source: Bloomberg, Macrobond & MUFG GMR (Market pricing as of 14/09/2026)

SNB’s commitment to maintain loose policy 
has weighed heavily on CHF

EUR/CHF vs. short-term yield spread

UK economy surprise more to upside than 
euro-zone in 1H 2026

EUR/GBP vs EZ/UK relative economic surprises
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G10 FX Forecasts 

Source: MUFG GMR; Bloomberg; Macrobond 
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