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FX Daily Snapshot

Rising volatility could extend US dollar
gains

2nd October 2026

EUR: OAT selling intensifies

The OAT/Bund spread widened out sharply yesterday, which was a clear indication
that the budget details announced in parliament did not go down well with investors. It
was perhaps a difficult task anyway given the poor fixed income sentiment at the
moment. Still, the scale of the move is surprising and since the end of August the
spread has widened by 56bps, a 65% increase pointing to large scale selling by
investors. Bloomberg today reports that Sumitomo Mitsui DS Asset Management had
sold its entire French bond holdings. In general, Japanese investors have been paring
their holdings according to Balance of Payments data. In 2025 and in 2026 year-to-
date, Japanese investors have bought JPY 658bn worth of German debt, JPY 775bn
worth of Italian debt but have sold JPY 356bn of French debt. In 2024 Japanese
investors were sellers across most key European debt markets but sold the most of
French debt — JPY 4,678bn worth compared to JPY 891bn worth in Germany and JPY
687bn worth of Italy debt. Japan has been sellers since 2020 although France
historically has been a popular debt market destination in Europe.

JAPAN HAS BEEN MOSTLY SELLERS OF FRENCH DEBT SINCE COVID
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One of the issues yesterday was the question marks over the projections used for the
basis of the budget calculations. The HCFP — the fiscal watchdog in France — described
the budget as “optimistic” with growth forecast to accelerate from 0.5% this year to
1.0% in 2027. That's the growth needed to bring the budget deficit down from 5.4% to
5.0%. There was specific doubts mentioned over the assumption of a notable pick-up
in business investment during a period in which we are witnessing surging sovereign
yields that will feed through to tighter financial conditions.

The euro also could suffer further given the risks of another surge in energy prices. A
US export ban of diesel hangs over the market which if introduced would certainly see
prices extend higher — Europe imports around 32% of its total diesel imports from the
US. The Trump administration is now pressuring Europe to release stocks or deal with
the consequences of an export ban. Trump needs to get diesel prices down ahead of
the mid-terms following a 70% surge since the Middle East conflict began. Wholesale
prices are up by a similar amount in Europe. Europe’s Energy Union Task Force will
meet this morning to discuss possible action.

The dominant factors today for EUR/USD will be the OAT/Bund spread and the payrolls
report from the US. A strong report could reinforce the poor sentiment and create
additional volatility. If the spread does keep widening, we could quickly see markets
speculate on possible ECB support from talking back rate hikes priced or considering
indirect (changes in QT) or direct (TPI) action to support OATs. We are a long way
from that but all of these potential ECB responses are EUR negative that will only
reinforce the current downward pressure. Our FX Outlook (here) released yesterday
included very notable downward revisions to our EUR/USD forecasts.

MXN LONG LEVERAGED POSITIONS HAD REACHED NEW MULTI-YEAR HIGH
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EM FX: Carry unwind intensifies

We have been flagging the increased risk of the volatility in the rates market spreading
to other markets and the increased risks of a broader liquidation of carry positions. EM
FX is certainly seeing that now with significant moves in LatAm FX as carry liquidation
intensifies. There has been an increasing risk of losses suffered in fixed income
spreading as investors start to pare profitable positions to offset fixed income losses.
EM FX volatility has now surged back close to the highs seen following the start of the
Middle East conflict in March.
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Since the middle of September USD/MXN has now jumped 8% and is the worst
performing LatAm currency since the start of September. IMM positioning data
explains why MXN is suffering. The latest data shows Leveraged Funds’ long position
at the highest level since the start of 2023. Long MXN has been a popular trade this
year — while there are LatAm currencies offering greater carry, the added protection of
a positive terms of trade from higher energy prices had fuelled demand. 1mth Implied
volatility in just over a week has surged from 7.5 to 12.2, the highest since the end of
March as these positions are now likely being squeezed from the market.

LatAm more widely suffered yesterday. The Brazilian real had until yesterday held in
well with expectations of a Lula victory in the election diminishing helping support the
real. The first round of the elections take place on Sunday. One recent poll (Atlasintel)
had Lula on 45% and Bolsonaro on 42% in the first round and then even on 48% in the
run-off.

There are signs of liquidation of risk in other areas of the markets as well. The weekly
MoF cross border flow data from Japan, released yesterday, revealed the third week
of Japanese equity sales by foreign investors last week. Sales totalled JPY 362bn last
week and JPY 6,825bn over the three weeks. That was the largest 3-week selling since
March after the start of the conflict in the Middle East. This risk aversion could well
have further to go. In G10, the Swiss franc and the yen were the top performing
currencies yesterday and those moves could extend further.

KEY RELEASES AND EVENTS

Indicator/Event Consensus Previous Mkt
Moving

Ez 10:00 CPI (MoM) (Sep) 0.5% 0.4% mn
EZ 10:00 CPI (YoY) (Sep) 3.7% 3.2% m
EzZ 10:00 Core CPI (MoM) (Sep) - 0.2% !
EZ 10:00 Core CPI (YoY) (Sep) 2.5% 2.4% m
us 13:30 Nonfarm Payrolls (Sep) 89K 162K nmn
us 13:30 Unemployment Rate (Sep) 41% 41% "
us 13:30 Average Hourly Earnings (MoM) (Sep) 0.3% 0.3% m
us 13:30 Private Nonfarm Payrolls (Sep) 82K 127K I
us 13:30 Average Hourly Earnings (YoY) (YoY) (Sep) 3.10% 3.1% m
us 13:30 Manufacturing Payrolls (Sep) 10K 16K !
us 13:30 Average Weekly Hours (Sep) 34.3 34.4 !
us 15:00 Factory Orders (MoM) (Aug) 0.1% 0.9% I
us 19:00 Total Vehicle Sales (Sep) 16.30M 16.80M !

Source: Bloomberg & Investing.com
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The author(s) mentioned on the cover of this report hereby certify(ies) (or, where multiple authors are responsible, individually certify with respect to each security that
the author covers in this report) that the views expressed in this report accurately reflect their personal views about the subject company(ies) and its (their) securities,
and also certify(ies) that they have not been, are not, and will not be receiving direct or indirect compensation in exchange for expressing any specific
recommendation(s) or view(s) in this report.

This report has been prepared by the Global Markets Research, US Rates and Credit Strategy desks within MUFG Bank, Ltd. (‘MUBK”), MUFG Securities EMEA plc
(“MUSE”) and MUFG Securities Americas Inc (“MUSA”) and may be distributed to you either by MUBK, MUSE or MUSA or by another subsidiary of the Mitsubishi
UFJ Financial Group (“MUFG”).

LEGAL ENTITIES AND BRANCHES
The securities related businesses within MUFG (together referred to in this material as “MUFG Securities”) are:

(1) MUFG Securities EMEA plc (‘MUSE”), a limited liability company, registered in England (No:1698498) with its registered office at Ropemaker Place, 25
Ropemaker Street, London, EC2Y 9AJ. MUSE is authorised in the United Kingdom by the Prudential Regulation Authority (“PRA”) and regulated by the Financial
Conduct Authority (‘FCA”) and the PRA (FS Registration Number 124512). In the USA, MUSE is a registered Swap Dealer (“SD”) with the Commaodity Futures Trading
Commission (“CFTC”) and a member of the National Futures Association (“NFA”). MUSE is also a registered Security-Based Swap Dealer (“SBSD”) with the Securities
Exchange Commission (“SEC”). MUSE has a branch office (“MUSE Dubai Branch”) that is registered at Level 3, East Wing, The Gate, Dubai International Financial
Centre, PO Box 506894, Dubai, UAE. MUSE Dubai Branch is authorised to operate in the Dubai International Financial Centre (“DIFC”) as a Non-DIFC Entity
(Commercial License Number CL1656) and is regulated by the Dubai Financial Services Authority (Reference Number F002623);

(2) MUFG Securities (Europe) N.V. (“MUS(EU)), a public limited company, registered in the Netherlands (chamber of commerce number 71213376) with its
registered office at World Trade Center, Tower Two, level 5, Strawinskylaan 1887, 1077 XX Amsterdam. MUS(EU) is authorized by the European Central Bank and
regulated by De Nederlandsche Bank (“DNB”) and also regulated by the Authoriteit Financiéle Markten (“AFM”). MUS(EU) has a branch office (MUSE(EU) Paris
Branch) registered in France (chamber of commerce number 844285999) with its registered office at 18 rue du Quatre-Septembre, 75002 Paris. MUS(EU) Paris
Branch is regulated in France by the Autorité de contréle prudentiel et de résolution ("ACPR") and the Autorité des marchés financiers ("AMF");

(3) MUFG Securities Americas Inc. (“MUSA”) which is registered in the United States with the Securities and Exchange Commission (“SEC”) and regulated by
the Financial Industry Regulatory Authority (“FINRA”) (SEC# 8-43026; CRD# 19685);

(4) MUFG Securities (Canada), Ltd. (‘MUS(CAN)”) is an investment dealer registered in Canada with the Ontario Securities Commission (“OSC”) and in each
province and territory of Canada, a member of the Canadian Investment Regulatory Organization (“CIRO”) (NRD# 54270), and a member of the Canadian Investor
Protection Fund (“CIPF”). Customers’ accounts are protected by CIPF within the specified limits;

(5) MUFG Securities Asia Limited (“MUS(ASIA)”) which is incorporated in Hong Kong, licensed under the Hong Kong Securities and Futures Ordinance and
regulated by the Hong Kong Securities and Futures Commission (Central Entity Number AAA889). MUS(ASIA) is registered as a foreign company under the
Corporations Act 2001 of Australia (ARBN 169 329 453); and

(6) MUFG Securities Asia Limited, Singapore Branch (‘“MUS(ASIA Singapore)”) has a capital markets services licence under the Securities and Futures Act in
Singapore.

(7) MUFG Securities (India) Private Limited (‘MUS(INDIA)”) is a registered intermediary under the Securities and Exchange Board of India (Merchant Bankers)
Regulations, 1992 having registration number INM000013305.

In respect of the financial services provided to wholesale clients in Australia, MUS(ASIA), MUSE and MUSA are each exempt from the requirement to hold an Australian
financial services licence under the Corporations Act 2001 of Australia under the Australian Securities and Investments Commission Class Order Exemption CO
03/1099, CO 03/1103, CO 03/1100, and CO 03/1102, respectively. Each of MUS(ASIA), MUSE, MUSA, are regulated under the laws of Hong Kong, the United
Kingdom and the United States respectively, which differ from Australian laws.

The banking related businesses within MUFG (together referred to in this material as “MUFG Bank”) are:

(1) MUFG Bank Ltd (“MUBK”), is a limited liability stock company incorporated in Japan and registered in the Tokyo Legal Affairs Bureau (company no. 0100-01-
008846). MUBK’s head office is at 1-4-5 Marunouchi, Chiyoda-Ku, Tokyo, Japan. MUBK is authorised and regulated by the Japanese Financial Services Agency.
MUBK is registered as a foreign company under the Corporations Act 2001 of Australia (ARBN 103 418 882) and is authorised by the Australian Prudential Regulation
Authority to carry on banking business in Australia under the Banking Act 1959 of Australia. MUBK is also a registered Swap Dealer with the Commodity Futures
Trading Commission and a member of the National Futures Association.

2) MUBK’s London branch is at Ropemaker Place, 25 Ropemaker Street, London EC2Y 9AN, and is registered as a UK establishment in the UK register of
companies (registered no. BR002013). MUBK’s London branch is authorised by the UK Prudential Regulation Authority (“PRA”) and subject to regulation by the UK
Financial Conduct Authority (“FCA”) and limited regulation by the PRA.

3) MUFG Bank (Europe) N.V. (‘“MUFG N.V.”) is a company with limited liability (naamloze vennootschap) incorporated under the laws of the Netherlands and
registered with the Dutch Chamber of Commerce under number 33132501, with its head office at Strawinskylaan 1887, 1077XX Amsterdam, the Netherlands. MUFG
N.V. is authorized and regulated by the Dutch Central Bank (De Nederlandsche Bank) (www.dnb.nl) and the Dutch Authority for the Financial Markets (Autoriteit
Financiéle Markten) (www.afm.nl) (jointly the “Dutch Authorised Regulators”). MUFG Bank (Europe) N.V. Germany Branch (“MUFG Germany”) is the German Branch
of MUFG N.V. with its registered office at Breite Strasse 34, 40213 Dusseldorf, Germany, registered with the commercial register (Handelsregister) of the local court
(Amtsgericht) of Disseldorf under no. HRB 82502, and is authorised to provide banking services in Germany under the freedom of establishment in the European
Union. Part of its activities are - in addition to the Dutch Authorised Regulators — supervised by the Federal Financial Supervisory Authority for Germany, “BaFin”
(Bundesanstalt fir Finanzdienstleistungsaufsicht) (www.bafin.de) and Deutsche Bundesbank (www.bundesbank.de).

(4) MUFG Bank’s DIFC branch, is regulated by the Dubai Financial Services Authority (DFSA) (License number: FO00470) and has its registered address at Level
3, East Wing, the Gate, Dubai International Financial Centre, Dubai, P.O. Box 506614, United Arab Emirates.

(5) MUFG Bank’s QFC branch is authorised by the Qatar Financial Centre Regulatory Authority (QFCRA) (Licence number: 00103) and has its registered address
at Suite A3, Mezzanine Floor, Tornado Tower, West Bay, Doha, Qatar.

(6) MUFG Bank’s Riyadh branch is regulated by the Saudi Central Bank and has its registered address at 13th Floor, East Wing Al Nakhlah Tower, King Fahd
Road, As Sahafah Dist, Riyadh 13315, Kingdom of Saudi Arabia.

(7) MUBK’s Canada branch (MUFG Bank, Ltd., Canada Branch (“MUBK Canada Branch”) principal office is located at 200 Bay Street, Suite 1800, Toronto,
Ontario, M5J 2J1, Canada. MUFG Bank’s Canada branch is an authorized foreign bank branch permitted to carry on business in Canada pursuant to the Bank Act
(Canada); Deposits with MUFG Bank Canada are not insured by the Canada Deposit Insurance Corporation.

4 2nd October 2026 (.) M U FG



(8) MUBK’s Hong Kong branch is a licensed bank by the Hong Kong Monetary Authority and registered with the Securities and Futures Commission of Hong
Kong to carry out Type 1 and Type 4 regulated activities in Hong Kong.

9) MUBK'’s Singapore branch is licensed as a bank by the Monetary Authority of Singapore under the Banking Act of Singapore, an exempted capital markets
service entity and an exempt financial adviser under the Securities and Futures Act and Financial Advisers Act of Singapore respectively.

(10) MUBK’s Auckland Branch is authorised by the Reserve Bank of New Zealand to carry on banking business in New Zealand under the Banking (Prudential
Supervision) Act 1989 of New Zealand.

GENERAL DISCLAIMERS
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function and therefore this material has not been prepared under conditions designed to promote the independence of investment research including, but not limited
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. United Arab Emirates (UAE): This report is only intended for distribution to a professional client or market counterparty as those terms are defined under the
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