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European Macro | A story of resilience — in most cases

Resilience has been a defining theme, with
most advanced economies maintaining
growth despite renewed energy headwinds

France has lagged peers, while UK activity has
proved comparatively resilient

Real GDP, 2024 = 100, G7 countries

IMF forecast revisions show it clearly —
upgrades elsewhere, but a sizeable
downgrade in France

France stands out as the clear outlier in recent
projections with growth at just 0.4% this year

IMF WEO 2026 GDP forecasts, % Y/Y
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UK Economy | Momentum has strengthened into year-end

Recent UK activity data have consistently surprised to the upside. The economy does not appear to
be repeating the pattern of H2 slowdowns seen in recent years, with Q3 GDP growth tracking at a
healthy 0.65% Q/Q. Further ahead, we are more optimistic than the IMF. We forecast growth of 1.5%
in 2026 and 1.4% in 2027, despite energy-related headwinds.
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UK Economy | Is it time to revisit our productivity assumptions?

UK growth is somewhat narrow, with
professional services and knowledge-
intensive activities driving the expansion

Higher-value service sectors are contributing the
most to UK GDP growth

Contribution to UK monthly GDP 3m/3m growth, pp
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It is too early to draw firm conclusions, but
the UK's comparatively rapid adoption of Al
could help explain recent productivity gains

Al adoption seems to be accelerating faster in the
UK than elsewhere in Europe

Share of job postings mentioning Al, %
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UK Budget | A difficult fiscal backdrop once again

G7 10y yields, %
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Source: Bloomberg, Macrobond, MUFG Bank GMR

UK tax-to-GDP, %
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UK Budget | The government appears willing to reduce its buffers

Higher borrowing costs may have reduced fiscal headroom to around £15bn. The government is
likely to announce some offsetting tax measures but also introduce temporary/targeted support for
households facing higher energy costs. The preference seems to be for a low-key fiscal event after
previous Budgets weighed on confidence. The broader question is whether reducing fiscal buffers is
prudent at a time when growth is holding up and geopolitical uncertainty remains elevated.

Headroom against primary fiscal target, GBP bn
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BoE call | Another inflation uptick leaves little room for complacency

UK headline inflation is set to rise above 4% in coming months as higher energy prices feed through
to household bills. Energy prices have remained elevated for longer than anticipated and have
moved higher in recent months. Combined with a stabilising labour market, healthy growth and still-
elevated underlying inflation, the BoE will struggle to look through the shock. We expect a 25bp rate
hike at the next meeting, followed by another hike in February to a terminal rate of 4.25%.
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Source: Bloomberg, Macrobond, MUFG GMR
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ECB call | Still set to push ahead into restrictive territory

The bond sell off and French fiscal risks have taken an October rate hike off the table, with ECB
officials starting to highlight the impact of tighter financial conditions on the outlook. Underlying
inflation pressures also remain contained. However, resilient activity and higher gas prices since
September still support a degree of tightening into slightly restrictive territory, on a risk-management
basis. We expect a 25bp rate hike in December, followed by a further 25bp increase in Q1 2027.

Real GDP, % Q/Q
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France | The structural fiscal problem

A highly fragmented parliament means that successive French governments have repeatedly missed
fiscal targets, with the deficit remaining close to 6% of GDP despite repeated consolidation plans. The
government's latest budget proposal marks another attempt to place the public finances on a more
sustainable footing, but the required adjustment is substantial. With debt already around 120% of
GDP France has limited room for further fiscal slippage, and the outlook is highly vulnerable to
weaker growth or borrowing cost shocks.

Deficit projections under successive fiscal plans, % GDP French public debt, % GDP
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France | The challenge of delivering on consolidation plans

The government may force through some measures, offering temporary relief but the bigger
question is whether upcoming elections can clear the path for sustained fiscal repair. Le Pen, the
frontrunner, has acknowledged the need for action, but RN's platform remains unclear. Our base
case is continued drift, leaving deficits high and France vulnerable to the next shock.

Scenario NEENIYE

Faster RN starts to conclude that it has a strong chance of entering government after the presidential election and does not want to
consolidation inherit a weaker fiscal position. RN pushes for a more ambitious consolidation package than the government proposal and
elements of the counter budget are implemented. The budget passes through a negotiated parliamentary outcome. While

O,

(5%) investors remain wary of political risk, the 2027 deficit improves to 4.8-5.0% of GDP.

Limited The government and RN disagree on the composition of consolidation but broadly agree that consolidation is necessary. RN

consolidation attacks the government's choices, secures concessions and seeks to differentiate itself politically, while stopping short of bringing

359 the government down. Budget legislation relies on Article 49.3, but no-confidence motions fail as parties do not want to assume

(35%) responsibility for a fiscal crisis ahead of the election. The government survives and parts of the package are implemented. GDP
growth disappoints official forecasts and implementation is mixed, resulting in modest slippage relative to headline targets, but the
deficit still improves modestly in 2027 to ~5.2%.

Continued drift As the presidential campaigns move into even sharper focus, political incentives dominate fiscal considerations. RN advocates

(45%) ambitious fiscal objectives but is reluctant to be associated with unpopular spending cuts in practice. The government is forced to

(e]

make significant concessions and relies on procedural mechanisms to push through key legislation. Some measures are delayed or
diluted. The government survives, but only because no opposition group wants to trigger instability so close to the election.
Markets become increasingly sceptical about actual delivery. The deficit widens to 5.6-6.0%. With investors increasingly questioning
both political commitment and the capacity for implementation, OAT-Bund 10Y spreads widen following failed votes. These levels
do not force an immediate policy response from the ECB, but the QT process comes under consideration.

Deeper credibility ~ The government becomes increasingly reliant on exceptional procedures to keep fiscal legislation moving through parliament as
crisis political support collapses ahead of the presidential election. Fiscal slippage, weak growth and rising debt servicing costs trigger a
159 sharp deterioration in market confidence, pushing OAT spreads materially wider. Financing conditions become the central political
(15%) issue, and a successful no-confidence motion/government resignation becomes increasingly likely. Budget legislation is eventually
forced through, but only after successive revisions and a period of acute political instability. France slips into recession. The deficit is
on course to rise well above 6% of GDP in 2027. As market pressure intensifies, investors increasingly look to the ECB's TPl as a
potential backstop.
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EZ () | Higher yields are likely to persist without positive catalyst

Yield spread blow out brings back memories of euro-zone debt crisis

10-Year yield spread between French & German Govt. bonds, %
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EZ (Il) | French bond sell-off exacerbated by high foreign ownership?

Higher foreign ownership of French Govt. bonds

Foreign ownership of French & Italian Govt. bonds, %
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EZ (lll) | Corrective policy action required to restore investor confidence

Sharply higher yields reflect concerns over long-term debt sustainability

French government expenditure on debt interest, EUR billions
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EZ (IV) | Higher borrowing costs dampens need for ECB rate hikes

Scaling back of ECB rate hike expectations has helped weaken the EUR

EUR/USD vs. Short-term yield spread, %

-0.6 1.21
1.20
-0.7
1.19
“0.8 oo - I 1.18
009 117
1.16
1.0 1.15
1.1 —3T=Y 1.14
1.13
-1.2
1.12
-1.3 1.1
Oct Nov Dec Jan Feb Mar Apr May Jun Jul Aug Sep Oct
2025 2026
---1.18
---1.14
— EURUSD Spot Exchange Rate - Price of 1 EUR in USD
— EUR SWAP ANN (VS 6M) 2Y-USD SWAP OIS 2Y(Left)
Source: Bloomberg, Macrobond & MUFG GMR page 15

(®) MUFG



EZ (V) | ECB could slow/pause QT to support bond market

ECB is allowing maturing Govt. bond holdings to roll-off

Govt. bond redemptions due from ECB's asset holdings , EUR millions
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EZ (VI) | TPl is available if monetary policy transmission at risk

Contagion/fragmentation risks remain relatively contained so far

2 & 10-Year yield spreads between Italian & German Govt. bonds, %
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EZ (VII) | Scenarios ahead of French Presidential election

Scenario Narrative Market implications

Faster
consolidation

(5%)

Limited
consolidation
(35%)

RN increasingly views government as a realistic prospect and seeks to avoid inheriting a weaker
fiscal position. The party supports a more ambitious consolidation package than initially
proposed, with elements of its counter-budget incorporated into the final legislation. The budget
passes following negotiation, fiscal credibility improves and the 2027 deficit falls to 4.8-5.0% of
GDP.

The government and RN disagree on the composition of consolidation but broadly agree that
fiscal repair is necessary. RN secures concessions and seeks to differentiate itself politically, while
stopping short of bringing the government down. Parts of the package are implemented, but
growth disappoints and delivery is uneven. The deficit improves modestly to around 5.2% of
GDP in 2027.

FR-DE 10YR Yield Spread @
~90bps

EUR/USD @ 1.1200-1.1800

FR-DE 10YR Yield Spread @
~110bps

EUR/USD @ 1.1000-1.1600

Continued drift
(45%)

As the presidential election approaches, political incentives increasingly outweigh fiscal
considerations. The government is forced to make concessions and relies on procedural
mechanisms to advance key legislation, while some measures are diluted or delayed. The
government survives, but implementation falls short of ambition and markets become
increasingly sceptical. The deficit remains elevated at 5.6-6.0% of GDP.

FR-DE 10YR Yield Spread @
~170bps

EUR/USD @ 1.0800-1.1400

Deeper
credibility crisis

(15%)

Political support for fiscal consolidation collapses ahead of the election, forcing repeated
revisions to budget plans. Fiscal slippage, weak growth and rising debt servicing costs trigger a
sharp deterioration in confidence and a period of acute political instability. Financing conditions
become a central political issue and recession emerges. The deficit rises well above 6% of GDP in
2027.

FR-DE 10YR Yield Spread @
>200bps

EUR/USD @ 1.0200-1.1000

Source: Bloomberg, Macrobond & MUFG GMR
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UK (1) | Hawkish repricing of BoE bigger driver than UK fiscal concerns

UK yields have recently risen by more at the short end of the curve

2 & 10-Year UK Govt. yields & slope of Gilt curve, %
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UK (Il) | GBP continues to prove more resilient than expected

GBP has performed much better during current energy supply shock

Trade-weighted GBP performance after energy supply shocks
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Forecasts (I) | Yield forecasts assume energy supply risks ease

MUFG Yield Forecasts

ECB Policy Rate
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Forecasts (Il) | USD to remain stronger for longer

Q42026 Q12027 Q22027 Q32027
DXY 10219 100.58 98.880 97.270
UsD/IPY 155.00 153.00 191.00 149.00
EUR/USD 11200 11400 11600 11800
GBP/USD 1.3100 1.3160 1.3330 1.3490
USD/CNY 6.6500 6.6000 6.9500 6.5000
AUD/USD 0.7000 0.7100 0.7200 0.7300
NZD/USD 0.5700 0.5800 0.5900 0.6000
USD/CAD 1.4200 1.4000 1.3800 1.3600
USD/NOK 9.7320 9.6490 9.5690 8.4070
USD/SEK 10179 9.9120 9.5690 9.3220
USD/CHF 0.6480 0.8290 0.8060 0.78640
Source: MUFG Monthly FX Outlook Report October 2026 (click here) page 22
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Certain information contained in this report has been obtained or derived from third party sources and such information is believed to be correct and reliable but has not been independently
verified. MUBK and MUFG Securities do not make any guarantee, representation, warranty or undertaking, express or implied, as to the fairness, accuracy, reliability, completeness, adequacy or
appropriateness of any information or comments contained in this report. Furthermore, the information may not be current due to, among other things, changes in the financial markets or
economic environment. MUBK and MUFG Securities has no obligation to update any such information contained in this report.

The information contained in this report may contain forward-looking information (‘FLI’). FLIis information regarding possible events, conditions, or results of operations that is based on
assumptions about future economic conditions and courses of action and may be presented as either a forecast or a projection. This report is not intended to forecast or predict future events. Past
performance is not a guarantee or indication of future results. Upon receipt of this report, each recipient acknowledges and agrees that any FLI included herein should not be relied upon as a
material consideration for any investment decisions taken by the recipient. Recipients should consult their own legal and financial advisers for additional information. Any prices provided herein
(other than those identified as being historical) are indicative only and do not represent firm quotes as to either price or size

This report is proprietary to MUBK and MUFG Securities and may not be quoted, circulated or otherwise referred to without our prior written consent. Notwithstanding this, MUBK and MUFG
Securities shall not be liable in any manner whatsoever for any consequences or loss (including but not limited to any direct, indirect or consequential loss, loss of profits and damages) arising
from any reliance on or usage of this report and accepts no legal responsibility to any investor who directly or indirectly receives this materal.

MUBK covers banking business and is responsible for the publication of related research reports. MUFG Securities covers the securities business and is responsible for the publication of securities
related research reports. References to “MUBK® shall be interpreted as a reference only for all matters related to bank products and references to "MUFG Securities” shall be interpreted as a
reference only for all matters related to securities products.

MUBK and/or its directors, officers and employees, from time to time, may have interest and/or underwriting commitment in the relevant securities mentioned herein or related instruments and/or
may have a position or holding in such securities or related instruments s a result of engaging in such transactions. Furthe rmore, MUBK may have, or have had a relationship with or may provide
or have provided corporate finance or other services to any company mentioned herein.

COUNTRY AND REGION SPECIFIC DISCLAIMERS

This report is not directed to, or intended for distribution to or se by, any person or entity who is a citizen or resident of or is located in any locality, state, country or other jurisdiction where such
distribution, publication, availability or use would be contrary to any law, regulation or rule. Each entity and branch within MUFG is subject to distinct regulatory requirements and certain products
and services discussed in this document may not be available in alljurisdictions or to al client types. In this regard, ple ase note the following jurisdictional specific disclaimers

Europe Middle East and Africa (EMEA):

« United Kingdom (UK) and the European Economic Area (EEA): This report is only intended for a professional client or eligible counterparty and must not be passed onto a retail client, as defined
under UK and EEA regulatory rules. It does not constitute investment research as those producing this report are not a research function and therefore this material has not been prepared under
conditions designed to promote the independence of investment research including, but not limited to, the prohibition on dealing ahead of the dissemination of investment research. Under the
Market Abuse Regulation ("MAR") this report is a marketing communication which may amount to, or include, an investment recommendation and where so there are no plans to update the
investment recommendation. Any prices mentioned in the investment recommendation were pries known by us when the recommendation was prepared. Further UK and EEA disciamers,
disclosures, policies and notices can be found at https mufgemea, ind-regulatory/, including the Fixed Income and Currency Products Dealing Disclosures, the
Conflicts of Interest Summary Policy and MAR investment recommendation disclosures.
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Disclaimer (Continued)

+ 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 rules of the Dubai Financial
Services Authority and only a person meeting the criteria for these terms should act upon this report

+ Qatar: This report is only intended for distribution to a Business Customer or Eligible counterparty as those terms are defined under the rules of the Qatar Financial Centre Regulatory
Authority and only a person meeting the criteria for these terms should act upon this report

+ South Africa: MUSE is permitted to offer and provide financial services to certain categories of sophisticated clients in South Africa under an exemption issued by the South African
Financial Sector Conduct Authority, in terms of the Financial Advisory and Intermediary Services Act, 2002

The Americas (AMER)

+ United States of America: This report, when distributed by MUSA, is intended for Institutional Investors (‘Institutional Accounts” s defined by FINRA Rule 4512(c)). When distributed by a
non-US affiliate of MUSA, this report is intended for distribution solely to “major UsS. institutional investors" or “U.S. institutional investors” pursuant to Rule 15a-6 under the US. Securities
Exchange Act of 1934, as amended. Securities referenced in this report may have been underwritten by MUSA and/or its affiiates. Nothing in this report should be considered an offer or
solicitation of an offer to buy or sell securities or any other financial product or a commitment of any kind with respect to any transaction.

IRS Circular 230 Disclosure: MUFG Securities does not provide tax advice. Accordingly, any discussion of Us. tax matters included herein (including any attachments) is not intended or
wiitten to be used, and cannot be used, in connection with the promotion, marketing or recommendation by anyone not affiiated with MUSA of any of the matters addressed herein or for
the purpose of avoiding US. tax-related penalties

In relation to activities undertaken by MUSE in their capacity of a SD or SBSD, further disclosures and notices can be found at https: mufgemea.c e/legal-and-

requlatory/.

« Canada: MUSE operates under an International Dealer Exemption and Foreign Derivatives Dealer Exemption from registration within the provinces of Alberta, British Columbia, Manitoba,
Ontario and Québec. MUSA operates under an International Dealer Exemption from registration with the securities regulators in all Canadian Provinces and Territories. When distributed by
MUSE or MUSA, this report is only intended for a “permitted client” as that term is defined under the National Instrument 31-103 in Canada and is not intended for re-distribution to any
ather person. When distributed by MUS(CAN), this report is only intended for an “institutional client” as that term in defined under the CIRO dealer member rules and is not intended for re-
distribution to any other person. The information contained herein is not, and under no circumstances is to be construed as, a prospectus, an advertisement, a public offering, an offer to sell
securities described herein, or solicitation of an offer to buy securities described herein, in Canada or any province or territory thereof. Under no circumstance is the information contained
herein to be construed as investment advice in any province or territory of Canada and is not tailored to the needs of the recipient

Asia-Pacific (APAC):

+ Hong Kong: Reports produced by MUFG Securities are anly intended for distribution to a *professional investor” s that term s defined in the Securities and Futures Ordinance and should
not be passed onto any other person. All enquiries from recipients of this report in Hong Kong must be directed to your usual sales contact in Hong Kong,

« Singapore: This report is only intended for distribution to an institutional investor", *accredited investor* or *expert investor as those terms are defined under regulation 2 of the Financial
Advisers Regulation. It is solely for the use of such investors and shall not be distributed, forwarded, passed on or disseminated to any other person. Investors should note that, as a result of
exemptions that apply when this report is distributed to *accredited investors® and "expert investors®, MUBK's Singapore branch and MUS(ASIA) Singapore is exempt from complying with
certain requirements under the Financial Advisers Act, including section 34 of the Financial Advisers Act (which requires a financial adviser to disclose all material information on certain
investment products), section 36 (which requires a financial adviser to have a reasonable basis for making recommendations on investments) and section 45 (which requires a financial
adviser to disclose any interests that it holds in securities that it recommends). Please contact your respective financial advisor in Singapore in relation to any matters arising from this report.

« India: () MUS(INDIA) does not provide any advice/ recommendation to the prospective investors; (i) the issuer is solely responsible for the completeness and accuracy of all information in
the memorandum or therwise provided to investors in connection with the debentures issued; (i) MUS(INDIA) does not make any representations or warranties on the creditworthiness of
the issuer of the securities, the information provided in the memorandum, or on the adequacy/ sufficiency and legal validity of the legal documentation or structure; (iv) investors must
obtain independent advice in connection with the investment; and (v) MUS(INDIA) does not owe any duty of care to investors and expressly disclaims all liablity.

« Japan: This Note, when distributed by MUFG Securities affiliates located outside of Japan, is intended for distribution in accordance with Article 58-2 of the Financial Instruments Exchange
Act 1948 (‘FIEA") i) to a *Financial Instruments Business Operator” engaged in *Securities-Related Business" as defined in the FIEA or ii to the government, the Bank of Japan, a qualified
financial institution defined in Article 209 of the Cabinet Office Ordinance Concerning Financial Instruments Business, Etc., or an Investment Manager.

When distributed by Mitsubishi UFJ Morgan Stanley Securities Co., Ltd. ("MUMSS"), this Note is intended for distribution to a “Professional Investor (tokutei-toushika)” as defined in the FIEA.

+ Australia: This Note s only intended for distribution to persons in Australia who are sophisticated or professional investors for the purposes of section 708 of the Corporations Act 2001 and
are wholesale clients for the purposes of section 761G of the Corporations Act 2001. This Note is not intended to be distributed or passed on, directly or indirectly, to any other class of
persons in Australia. This Note is for informational purposes only, it does not make any recommendations and should not be relied upon for any investment purposes. For information on
how we collect, use, store and secure persanal information, please review our Privacy Policy. MUBK and MUFG Securities have established policies and procedures to identify and manage
conficts of interest to uphold the values of integrity, responsibility, accountability and trust, and to treat clients fairly. MUBK and MUFG Securities have put in place the following
arrangements to prevent conflicts of interest: information barriers to prevent the unnecessary exchange or misuse of confidential information; segregated deal teams to manage competing
interests in a transaction; defined procedures for dealing with conficts of interest, including procedures on crossing information barriers; reasonable steps by Compliance to ensure that
information barrier arrangements remain effective and are effectively monitore:

« New Zealand: This Note is only intended for distribution to persons in New Zealand who are wholesale clients as defined in clause 4 of Schedule 5 of the Financial Markets
Conduct Act 2013, or are wholesale investors as defined in clauses 3(2) and 3, and clauses 36(0) of Schedule 1 of the Financial Markets Conduct Act 2013. This Note is not intended
to be distributed or passed on, directly or indirectly, to any other class of persons in New Zealand. For information on how we collect, use, store and secure personal information,
please review our Privacy Policy.

* Thailand: In Thailand, MUSE has a derivatives dealer registration with the Securities and Exchange Commission, Thailand
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