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Executives’ economic outlook has stabilized, but geopolitical instability, energy prices, and

weak demand continue to fuel uncertainty
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Central banks move to tighten interest rate policies
as energy price spikes fuel inflation; growth look
sparse in some economies, but activity indicators
see manufacturing and services expanding.

Balancing inflation, growth aspirations, and debt levels
amid the current challenging global economic
environment is providing plenty of food for thought for
both central bankers and finance ministers mulling their
strategies. Yet, whatever politicians might prefer in the
current climate, the policy consensus among central
bankers looks to have shifted toward greater caution in
September as the Fed resumed tightening, the UK and
Russia held rates, and Brazil continued only gradual
easing. Brazil was the only surveyed economy to cut
rates in September: in a unanimous decision on
September 16, Banco Central do Brazil's Monetary
Policy Committee decided to cut the Selic rate by 25
basis points, bringing it to 13.75.%.

In the United States, the Federal Open Market
Committee (FOMC) voted 12—0 on September 16 to
raise the target range for the federal funds rate by 25
basis points to 3.75-4.00%, its first hike since 2023. It
cited elevated inflation and a timelier return to the 2%
goal. The 30-year bond yield reached 5.5% the following
week—the highest since June 2004. Across the Atlantic,
the European Central Bank increased its deposit facility
rate to 2.5% in September from 2.25% in August, as
policymakers responded to renewed inflationary
pressures despite subdued demand.

In the United Kingdom, the Bank of England held the
Bank Rate at 3.75% in September, again by 6-3, with
three Monetary Policy Committee (MPC) members
favoring a quarter-point hike. It judged inflation risks to
have shifted further to the upside; BoE staff now expect
inflation to reach slightly above 4% in early 2027. Fiscal
conditions in the UK remain constrained: August
borrowing of £18.3 billion overshot the Office of Budget
Responsibility’s forecast by £3.5 billion and was £2.9
billion higher than a year earlier, as spending growth

outpaced receipts. In the short term, attention turns to
Chancellor John Healey'’s first Budget on October 28,
also the Burnham government’s first. The government
has committed to the inherited fiscal rules and to not
raising the main rates of income tax, employee National
Insurance, or VAT. At the same time, borrowing is
running above forecast and the government is pursuing
an agenda of devolution and cost-of-living relief.

Inflation is rising across advanced economies, driven
primarily by higher energy prices, and reached 3.8% in
the eurozone in September. Notably, Oil and European
gas prices rose further in September as geopolitical
disruption intensified concerns about global energy
supplies and renewed inflationary pressures. Brent
crude averaged $114 a barrel in September, $23 higher
than in August, as the Strait of Hormuz standoff
continued to constrain Middle East exports. Prices
peaked at almost $131 a barrel on September 15 before
easing to around $114 by month-end. In general, as the
Middle East conflict continues, oil-market volatility
remains elevated. That said, inflation expectations
increased only moderately in September.

The knock-on effect of higher fuel prices is affecting
consumers, with US air travelers reportedly facing fares
at a ten-year high over the Thanksgiving break. Headline
consumer price index (CPI) inflation In the United States
was up 3.4% year over year in August, after rising 3.4%
in July. Core inflation rose 2.4% (annualized). In August,
median inflation expectations dipped by 0.1 percentage
points to 3.2% at the three-year-ahead horizon and were
unchanged for the one- and five-year-ahead horizons at
3.6% and 3.0%, respectively. Inflationary pressures also
intensified in the eurozone, with headline inflation
accelerating to 3.8% in September from 3.2% in August,
a third consecutive monthly increase and the highest
reading in a year. Producer price inflation climbed to
8.2% in August from 5.8%, reflecting rising energy and
commodity costs. In the United Kingdom, inflation
reaccelerated. CPI rose to 3.1% in August, a five-month

Source: McKinsey Global Surveys on economic conditions, 2025-26
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Central-bank policy shifted toward greater caution in September as the Fed resumed
tightening, the UK and Russia held rates, and Brazil continued only gradual easing (1/2)
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high and a second straight monthly increase. Transport
led the rise, with motor fuel prices up 23% year on year
and goods inflation at 2.7%. With core CPI unchanged
at 2.6% and services steady at 3.4%, the pickup so far
looks concentrated in energy rather than being broad-
based..

Inflation is also trending upward across developing
economies, but at a slower pace than the advanced
economies. In India, retail inflation (CPI) stood at 4.82%
in August, with food inflation (CFPI) firming to 5.95%
from 5.52% in July as weak monsoon rains lifted staple
prices. In Russia, consumer price inflation accelerated
further in August, with prices up by 6.3% annually amid
continued supply chain disruptions and increasing fuel
prices. Rapid growth in government expenditure also
contributed to supply-demand imbalance and fueled
inflation. In Mexico, annual inflation increased to 3.3%
from 3.1% in July but remained within the Bank of
Mexico’s target range. Brazil bucked the trend with
inflation down in August, touching 4.22% (4.44% in
July) and below the central bank’s upper target limit of
4.50%.

Growth is looking more fragile in some economies. In
the United Kingdom, monthly real GDP rose 0.4% in
July, beating forecasts of no growth, with the three-
month measure also up 0.4%—driven by services
(+0.6%); production and construction each fell 0.5%.
However, business surveys point to softer momentum
in September. In China, growth remains below year-
ago levels, with third-quarter GDP growth estimated at
4.4%, down from 4.8% a year earlier. Meanwhile, a
second GDP reading confirms that the Russian
economy grew by 1.3% year on year in the second
quarter of 2026. By contrast, at its August 5 review the
Reserve Bank of India raised its 202627 real GDP
growth projection modestly to 6.7% (from 6.6% in
June), reflecting the country’s economic resilience in
the face of global uncertainties.

Global consumer confidence remained broadly

unchanged, despite a return to optimism in the United
Kingdom. In Brazil, consumer confidence stayed below
the neutral 100 mark, with FGV’s seasonally adjusted
August reading moving down to 84.7. Meanwhile,
business confidence declined to 91.1; construction
confidence deteriorated to 92.1.

Consumers in the United Kingdom, United States, and
Russia spent around 3-6% more than a year ago, while
consumers in other major economies tightened their
belts. August’s retail and food services sales in the
United States (adjusted for seasonal variation and
holiday and trading-day differences) reached $773.9
billion, up 1.2% from July’s revised $764.5 billion. The
Consumer Confidence Index (Conference Board)
edged down to 89.4 in August from a downwardly
revised 90.2 in July. In China, household consumption
remains subdued. Retail sales growth slowed to 0.4%
as the impact of earlier subsidies faded and households
continued prioritizing savings over spending. Consumer
confidence continues to be depressed at 90, while
unemployment rose to 5.3%, with rising youth
joblessness adding further pressure.

Both manufacturing and services accelerated, with
services continuing to expand faster. Manufacturing
growth broadened in September, led by India; Brazil
moved deeper into contraction and Russia approached
stabilization.

The US industrial production index remained steady at
103.1 in August, while the S&P Global US
Manufacturing PMI (purchasing managers index)
jumped to 57.0 in September 2026 from 53.9 in August,
the strongest improvement in manufacturing business
conditions since May 2022. Industrial activity in the
eurozone showed signs of improvement, with the
manufacturing PMI rising to 52.9 in September from
52.7—its highest level in 12 months and the third
consecutive monthly increase. However, stronger
business sentiment has yet to translate into higher
output, with industrial production edging down to 98.3 in

Source: Federal Reserve Bank of New York
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Central-bank policy shifted toward greater caution in September as the Fed resumed
tightening, the UK and Russia held rates, and Brazil continued only gradual easing (2/2)

July from 98.4, and remaining below year-ago levels.
Elevated energy costs continue to constrain energy-
intensive industries, limiting the strength of the
manufacturing recovery despite improving survey
indicators. In India, the HSBC India Composite PMI
rose to a three-month high of 55.9 in September from
54.3 in August, though the quarterly average was the
weakest since early 2022. Manufacturing climbed to
55.1 from 52.8, its strongest in seven months, as new
orders grew at their fastest pace in seven months.

Services activity expanded across most major
economies in September, led by the United States
and India. The US services PMI climbed once again,
to 58.7 in September from August’s 56.5. India’s
services PMI rose to 55.2 from 54.1, the best reading
since June.

There was little change in US total nonfarm payroll
employment, which increased by 29,000 in
September, while the unemployment rate was
unchanged at 4.1%. Additionally, August’s initial job
gain estimate (+162,000) was revised down to a
133,000 increase instead.

Global equity performance weakened and became
less evenly distributed in September as rising oil
prices and bond yields offset support from strong
earnings expectations. September action on the US
markets saw the S&P 500 down 0.4%, bringing the
one-year return to approximately 14.4%; the Dow
Jones fell 4.1% over the month and posted
approximately an 11.5% one-year return.
September’s CBOE Volatility Index increased to 16.3
(after falling to 14.9 in August). Meanwhile, the price
of government borrowing increased in September as
bond yields rose with renewed inflation and fiscal
concerns boosting term premiums.

Commodity markets diverged in September: energy
and agricultural prices rose amid supply disruptions,
industrial metals remained supported by infrastructure
demand, while precious metals retreated. Gold prices

declined in September in the context of rising bond
yields and a stronger US dollar. Copper prices
remained near record highs in September, supported
by constrained supply and infrastructure demand,
while aluminum strengthened and nickel continued to
lag. Global food prices rose further in September, with
increases broadening from vegetable oils to cereals
and sugar.

Turning to global trade, export growth through July
remained uneven across major economies, with the
strongest gains in Mexico and China. Import demand,
meanwhile, diverged sharply across major
economies, with year-to-date growth led by China and
Mexico. In August global container throughput was
flat while port trade continued to ease from recent
peaks. Global supply-chain pressures rose again in
September, staying above normal but far below
pandemic-era extremes. Container freight rates from
China rose on US routes and fell on European routes
in September, while US outbound freight to China
edged down after a summer rise, remaining far below
2025 peaks.

In the United States, August exports reached $315.2
billion, up $4.5 billion from July. Imports hit $420.8
billion, $17.2 billion more than in July. The monthly
deficit climbed by 13.7% to $105.6 billion. External
demand remains a key growth engine for China. Its
trade surplus widened to $112.8 billion in August,
supported by strong high-tech-related exports, which
continue to offset weakness in domestic consumption.
However, renminbi appreciation could increasingly
pressure exporters’ margins and competitiveness,
particularly in more price-sensitive industries. In India,
exports rose more than 26% year on year to $43.81
billion in August 2026 from $34.74 billion and
outpacing imports, which grew to $70.67 billion from
$61.96 billion, narrowing the trade deficit. Brazil's
trade balance recorded a surplus of $7.9 billion in
August, up from $6.5 billion in July. Mexico saw

external accounts weaken in July, with the trade
balance shifting to a $0.8 billion deficit from a $4.1
billion surplus in June. Exports increased 12.2%
month on month to $81.4 billion from $72.5 billion,
supported by stronger manufacturing shipments,
while imports rose 20.2% to $82.3 billion from $68.5
billion.

Meanwhile, trade relationships continue to shift
around the globe. The White House continued its spat
with Canada with President Donald Trump signing five
proclamations on September 8 under Section 338 of
the Tariff Act of 1930. These banned imports of
certain Canadian alcoholic beverages, dairy products,
and motorcycles effective September 29 and
expanded the scope of existing 50% duties from
September 15. The move followed Canada’s
imposition of roughly $20 billion in retaliatory tariffs on
US exports the same day. The measures apply
regardless of USMCA qualification. Meanwhile, India
and New Zealand will bring their Free Trade
Agreement into force from October 20, giving fresh
momentum to bilateral trade, technology, and
investment ties. Additionally, India and South
American trade bloc MERCOSUR signed the First
Additional Protocol to their Preferential Trade
Agreement.

* ok k

McKinsey'’s latest “Economic conditions outlook”
survey finds that, after a spike in pessimism last
quarter, executives are less pessimistic but,
nevertheless, remain cautious in the context of
current global uncertainty. The September 2026
survey sees negative views continue to be more
common than positive ones, while expectations for the
next six months are mixed.

In the field from August 31 to September 9, the survey

notes that, for both the wider global economy and
executives’ home economies, the proportion of
executives reporting worsening conditions in the past
six months continues to be larger than those reporting
improvements.

Meanwhile, expectations for the next six months
remain divided. The survey logged executives as
nearly as likely to expect global economic conditions
to worsen as to improve, with the outlooks for their
own countries’ economies similarly split.

Overall, executives’ economic views have steadied,
but uncertainty remains. Geopolitical instability,
energy prices, and weak demand—alongside inflation
in Europe and North America—are perceived as the
near-term risks. At the same time, respondents
continue to prioritize Al investment and view
technological shifts more as growth opportunities than
immediate economic threats.
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[Advanced economies]: Fed raises target rate by
25 basis points; eurozone inflation accelerated to
3.8% in September; energy pushes UK inflation
back up, contributing to rise in borrowing costs.
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United States

Fed votes to raise the target rate by 25 basis points;
manufacturing PMI jumped to 55.9 in September;
monthly trade deficit increased by 13.7%.

The industrial production index remained steady at 103.1
in August. The S&P Global US Manufacturing PMI
(purchasing managers index) jumped to 55.9 in
September 2026 from 53.9 in August, the strongest
improvement in manufacturing business conditions since
May 2022. The services PMI rose to 58.8 in September
from 56.5 in the previous month.

August exports reached $315.2 billion, up $4.5 billion from
July. Imports hit $420.8 billion, $17.2 billion more than in
July. The monthly deficit climbed by 13.7% to $105.6 billion.

Headline CPI inflation was up 3.4% year over year in
August, after rising 3.4% in July. Core inflation rose 2.4%
(annualized). In August, median inflation expectations
dipped by 0.1 percentage points to 3.2% at the three-year-
ahead horizon and were unchanged for the one- and five-
year-ahead horizons at 3.6% and 3.0%, respectively.

August’s retail and food services sales (adjusted for
seasonal variation and holiday and trading-day
differences) reached $773.9 billion, up 1.2% from July’s
revised $764.5 billion. The Consumer Confidence Index
(Conference Board) edged down to 89.4 in August from a
downwardly revised 90.2 in July.

On the housing market, the 30-year fixed-rate mortgage
remained at 6.7% in August. Existing home sales
decreased by 2.0% in August, while housing residential
starts declined to 1,275,000 (below the revised July
estimate of 1,309,000 )—a 2.6% decrease. Completions in
August were down 11.9%, reaching 1,128,000, compared
with the revised July estimate of 1,333,000.

Total nonfarm payroll employment changed little,
increasing by 29,000 in September, while the
unemployment rate was unchanged at 4.1%. Additionally,
August’s initial job gain estimate (+162,000) was revised
down to a 133,000 increase instead.

In September, the S&P 500 was down 0.4%, bringing the
one-year return to approximately 14.4%; the Dow Jones
fell 4.1% over the month and posted approximately an
11.5% one-year return. September’s CBOE Volatility Index
increased to 16.3 (after falling to 14.9 in August).

The Federal Open Market Committee (FOMC) voted 12-0
on September 16 to raise the target range for the federal
funds rate by 25 basis points to 3.75—4.00%, its first hike
since 2023. It cited elevated inflation and a timelier return
to the 2% goal. The 30-year bond yield reached 5.5% the
following week, its highest since June 2004.

Brent crude averaged $114 a barrel in September, $23
higher than in August, as the Strait of Hormuz standoff
continued to constrain Middle East exports. Prices peaked
at almost $131 a barrel on September 15 before easing to
around $114 by month-end. Global oil inventories have
fallen by about 400 million barrels so far this year.

President Trump signed five proclamations on September
8 under Section 338 of the Tariff Act of 1930, banning
imports of certain Canadian alcoholic beverages, dairy
products, and motorcycles effective September 29, and
expanding the scope of existing 50% duties from
September 15. The actions followed Canada’s imposition
of roughly $20 billion in retaliatory tariffs on US exports the
same day. The measures apply regardless of USMCA
qualification.

Source: BLS; Federal Reserve; NAREIT; NY Federal Reserve Bank; US Census Bureau; McKinsey’s Global Economics Intelligence analysis
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Fed votes to raise the target rate by 25 basis points; manufacturing PMI
jumped to 57 in September; monthly deficit increased by 13.7%

. Significant improvement . Improving No significant change Worsening . Severe decline

Change Change
Indicator category Vs prior vs 3-year 1, ggp Global US Manufacturing PMI jumped to 57.0 in September; the monthly deficit increased by 24.4% in July

month average

= The industrial production index remained steady at 103.1 in August. The S&P Global US Manufacturing PMI jumped to 55.9 in September 2026 from 53.9 in
August, the strongest improvement in manufacturing business conditions since May 2022. The services PMI rose to 58.8 in September from 56.5 in the previous
Consumer month.

» August’s retail and food services sales (adjusted for seasonal variation and holiday and trading-day differences) reached $773.9 billion, up 1.2% from July’s

© Business/industry revised $764.5 billion. The Consumer Confidence Index (Conference Board) edged down to 89.4 in August from a downwardly revised 90.2 in July.
g = August exports reached $315.2 billion, up $4.5 billion from July. Imports hit $420.8 billion, $17.2 billion more than in July. The monthly deficit climbed by 13.7%
§ Real estate to $105.6 billion.
0 = On the housing market, the 30-year fixed-rate mortgage remained at 6.7% in August. Existing home sales decreased by 2.0% in August, while housing
& External sector, residential starts declined to 1,275,000 (below the revised July estimate of 1,309,000 )—a 2.6% decrease. Completions in August were down 11.9%, reaching
§ trade 1,128,000, compared with the revised July estimate of 1,333,000.
Prices = Total nonfarm payroll employment changed little, increasing by 29,000 in September, while the unemployment rate was unchanged at 4.1%. Additionally,
August’s initial job gain estimate (+162,000) was revised down to a 133,000 increase.
Labor market = CPlwas up 3.4% year over year in August, after rising 3.4% in July. Core inflation rose 2.4% (annuali;ed). In August, me:dian inflation expectations dippe.d by
0.1 percentage points to 3.2% at the three-year-ahead horizon and were unchanged at the one- and five-year-ahead horizons at 3.6% and 3.0%, respectively.
£ Equities FOMC votes to raise the target range by 25 basis points; S&P and Dow Jones post negative returns
% » In September, the S&P 500 was down 0.4%, bringing the one-year return to approximately 14.4%; the Dow Jones fell 4.1% over the month and posted
€  Foreign exchange approximately an 11.5% one-year return. September’'s CBOE Volatility Index increased to 16.3 (after falling to 14.9 in August).
® = The FOMC voted 12—0 on September 16 to raise the target range for the federal funds rate by 25 basis points to 3.75—4.00%, its first increase since 2023,
% Debt citing elevated inflation and a timelier return to the 2% goal. The 30-year bond yield reached 5.5% the following week, its highest level since June 2004.
i.|E_ Brent crude resumes increases as US-Iran conflict escalates; Trump administration bans imports of various Canadian products

Credit = Brent crude averaged $114 a barrel in September, $23 higher than in August, as the Strait of Hormuz standoff continued to constrain Middle East exports.
Prices peaked at almost $131 a barrel on September 15 before easing to about $114 by month-end. Global oil inventories have fallen by about 400 million
barrels so far this year.

= On September 8 President Trump signed five proclamations under Section 338 of the Tariff Act of 1930, banning imports of certain Canadian alcoholic
beverages, dairy products, and motorcycles (effective September 29), and expanding the scope of existing 50% duties from September 15. The actions
followed Canada’s imposition of roughly $20 billion in retaliatory tariffs on US exports the same day. The measures apply regardless of USMCA qualification.
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Government
and policy

Fiscal policy
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Eurozone

Euro area inflation accelerated to 3.8% in September
as rising energy costs pushed producer prices
higher, while domestic demand remained subdued;
manufacturing activity strengthened, but weak
consumption and mounting price pressures
complicate central bank’s policy outlook.

volumes were broadly flat,, reflecting continued caution
among consumers. Household lending growth
accelerated to 3.1%, its strongest pace in a year, but
stronger credit expansion has yet to translate into
meaningful consumption growth. Meanwhile,
unemployment remained at 6.4%. Rising energy costs
and persistent uncertainty continue to weigh on

Global Economics Intelligence » Eurozone report, September 2026

Inflationary pressures intensified, with headline inflation
accelerating to 3.8% in September from 3.2% in August,
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effects as businesses face higher input costs.

Industrial activity showed signs of improvement, with the
manufacturing purchasing managers’ index (PMI) rising
to 52.9 in September from 52.7—its highest level in 12
months and the third consecutive monthly increase.
However, stronger business sentiment has yet to
translate into higher output, with industrial production
edging down to 98.3 in July from 98.4, and remaining
below year-ago levels. Elevated energy costs continue
to constrain energy-intensive industries, limiting the
strength of the manufacturing recovery despite
improving survey indicators.

Household demand remained subdued. Retail sales

External trade continues to be volatile, with the il

seasonally adjusted trade surplus widening to €14.2
billion in July from €10.7 billion in June. Export
performance remained relatively resilient despite an
uncertain global environment, while the euro’s
depreciation provided some support to competitiveness.
However, the currency’s weakening to $1.15 in
September also increased the cost of dollar-
denominated energy imports, adding to inflationary
pressures. This creates a challenging trade-off, as
improved export competitiveness comes alongside
higher imported costs for businesses and households.

Source: ECB; European Commission; Oxford Economics
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Global Economics Intelligence » Eurozone heatmap, September 2026

Economic activity picked up in September, yet rising energy-driven
inflation, subdued household demand, and tightening monetary
conditions constrain broader recovery

Macroeconomic

Financial markets

Government
& policy

Source

Change Change
Indicator category vs prior vs 3-year
month average

Consumer

Business/industry -

Real estate

External sector, trade --

Prices

Labor market

Equity -

Foreign exchange

Debt

Credit

Monetary policy

Fiscal policy

: European Commission; Eurostat; Haver Analytics; United Nations; McKinsey’s Global Economics Intelligence analysis
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HICP inflation accelerated to 3.8%; manufacturing PMI at a 12-month high of 52.9; consumer confidence fell to —-16.5

Consumer confidence fell to —16.5 in September from —15.5, interrupting the recovery from April's low of —20.5; retail volumes edged up in August .

The manufacturing PMI rose to 52.9 in September 2026, a 12-month high above the 50-point expansion threshold, but industrial production edged
down to 98.3 in July from 98.4

House price inflation fell to 3.97% in Q2 2026 from 4.57% in Q1, the slowest pace in 12 months and well below the 5.28% of Q2 2025.
The seasonally adjusted trade surplus widened to €14.2 billion in July 2026 from June’s €10.7 billion, with exports at €276 billion

Headline inflation accelerated to 3.8% in September from 3.2%, its third consecutive monthly rise, as core inflation edged up to 2.5%; producer price
inflation rose to 8.2% in August from 5.8%.

The unemployment rate held at 6.4% in August, amid a gradually loosening labor market.

EURO STOXX 50 fell 2.6% from its August high but stays well above year-ago level; long-term yields rose to 3.6%; euro weakened to $1.15

The EURO STOXX 50 fell 2.6% to 6,316.39 in September from its August high of 6,483.56 but remains well above the 5,408.02 of a year ago.

The euro weakened to 1.15 dollars per euro in September from 1.17 a year ago; the broad effective rate against a basket of currencies fell to 130.29
from 130.82.

The eurozone long-term government bond yield rose to 3.6% in August from 3.49%, a 12-month high and above the 3.13% of a year ago.
Household loan growth was unchanged at 3.1% in August, and up from 2.3% a year ago.

ECB continued balance-sheet tightening despite modestly accelerating money growth

The ECB continued reducing its asset purchase portfolios, reinforcing tighter monetary conditions alongside higher policy rates.
Broad money (M3) growth accelerated to 3.5% in August from 3.4% in July, alongside continued expansion in lending to businesses and households.

In its September projections, the ECB forecast headline inflation of 3.0% in 2026, 2.5% in 2027, and 2.1% in 2028, alongside real GDP growth of
0.9%, 1.4%, and 1.5%, respectively.

McKinsey & Company 10



United Kingdom

Activity proves more resilient than expected, but energy
shock pushes inflation back up, contributing to sharp
rise in borrowing costs; Bank of England (BoE) holds
rates ahead of fiscally constrained October Budget.

Monthly real GDP rose 0.4% in July, beating forecasts of no
growth, with the three-month measure also up 0.4%—driven by
services (+0.6%); production and construction each fell 0.5%.
Business surveys point to softer momentum in September: the
flash composite purchasing managers’ index (PMI) fell to a
three-month low of 51.7 from August’s 52.5 as services growth
slowed; the manufacturing PMI improved to 52.0.

Household spending held up over the summer: retail sales
volumes rebounded 0.5% in August, recovering July’s dip
and reaching their second-highest level since April 2022.
Higher-frequency indicators were softer, though: footfall and
Revolut card spending both slipped on the month (-2% and
-1%), though both were above year-ago readings. The GfK
Consumer Confidence Index rose one point to =13 in
September, still subdued, but a two-year high.

The labor market continues to loosen. Unemployment held
at 4.9% in the three months to July, while payrolled
employment extended its decline: the provisional August
estimate fell 26,000 and was 145,000 (0.5%) lower than a
year earlier. Vacancies fell to 702,000, their lowest (outside
the pandemic) since 2014. Regular pay growth held at 3.5%
(2.9% in the private sector; 0.6% in real terms), pointing to
limited second-round wage pressure so far.

Inflation reaccelerated. The Consumer Price Index (CPI)
rose to 3.1% in August, a five-month high and a second
straight monthly increase. Transport led the rise, with motor
fuel prices up 23% year on year and goods inflation at 2.7%.
With core CPI unchanged at 2.6% and services steady at
3.4%, the pickup so far looks concentrated in energy rather
than being broad-based. Near-term pressures are likely to
remain elevated: Ofgem raises the price cap 4% in October
and the Middle East conflict has kept energy prices high.

Financial conditions tightened markedly. The 10-year gilt
yield touched a 19-year high of about 5.4% in mid-
September as oil topped $100, and the 30-year approached
6%, the highest since 1998. Higher market funding costs
also fed through to households: the BoE’s quoted rate on a
two-year fixed 75% loan-to-value (LTV) mortgage reached
4.92% in August, 99 basis points above its January level of
3.93%; mortgage approvals in July fell to 56,053—the
lowest since early 2024. House-price growth remained
subdued and indicators diverged: Lloyds reported a 0.4%
annual decline in August—the first since November 2023—
while Nationwide still recorded 1.6% year-on-year growth.

Against this backdrop, the BoE held the Bank Rate at
3.75% in September, again by 6-3, with three Monetary
Policy Committee (MPC) members favoring a quarter-point
hike. It judged inflation risks to have shifted further to the
upside; Bank staff now expect inflation to reach slightly
above 4% in early 2027. The MPC also unanimously
slowed its balance-sheet rundown to about £46 billion a
year—roughly half the recent pace—to limit risks to market
functioning, while the Bank paused gilt-sale auctions as it
reconsidered the implementation mechanism.

Fiscal conditions remain constrained. August borrowing of
£18.3 billion overshot the Office of Budget Responsibility’s
(OBR) forecast by £3.5 billion and was £2.9 billion higher
than a year earlier, as spending growth outpaced

receipts. Financial-year-to-August borrowing stood at £77.3
billion—£8.1 billion above the OBR profile even though it
was £2.2 billion lower than a year earlier—with net debt just
below £3 trillion (93.8% of GDP).

Attention turns to Chancellor John Healey’s first Budget on
October 28, also the Burnham government’s first. The
government has committed to the inherited fiscal rules and
to not raising the main rates of income tax, employee
National Insurance, or VAT. At the same time, borrowing is
running above forecast and the government is pursuing an
agenda of devolution and cost-of-living relief.

Source: Bank of England; Haver Analytics; Lloyds Banking Group; Nationwide Building Society; Office for Budget Responsibility; Office for National
Statistics; Ofgem; Reuters; S&P Global; UK; McKinsey’s Global Economics Intelligence analysis
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Borrowing costs are rising for both households and the government

as energy drives inflation back up

Energy inflation reached 13.8%, with 10-year gilt yields hitting a 19-year high and two-year mortgage rates back near 5%

12-month change in CPI, %, data through August
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Borrowing costs,! %, data through September 18

— Two-year fixed mortgage (75% LTV) — 10-year gilt yield
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1. BoE quoted mortgage rates and gilt yields are monthly averages through August 2026; the September gilt value is the daily observation on September 18

Source: Bank of England; Office for National Statistics
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Activity proved resilient, but renewed energy inflation and higher
borrowing costs narrow policy room ahead of October Budget
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Growth beat expectations, but surveys softened; labor demand eased further and inflation rose for a second month

» Monthly real GDP rose 0.4% in July, beating forecasts of no growth, with the three-month rate also 0.4%—driven by services (+0.6%), while
production and construction each fell 0.5%.

+ Business surveys pointed to softer momentum: the flash composite PMI fell to a three-month low of 51.7 in September from 52.5, as services
growth also slowed to 51.7, while the manufacturing PMI improved to 52.0.

« Consumer demand held up: retail sales volumes rebounded 0.5% in August, against forecasts of a 0.2% fall. Monthly footfall and Revolut card
spending slipped 2% and 1% in August but remained above year-ago levels. Consumer confidence rose a point to =13 in September.

* Housing indicators diverged: the Lloyds House Price Index fell 0.4% year on year in August—the first annual decline since November 2023—while
Nationwide recorded 1.6% growth.

+ The total goods and services trade deficit dropped by £1.1 billion to £9.0 billion in the three months to July, as the services surplus widened £0.7
billion and the goods deficit narrowed £0.4 billion.

+ Headline CPI rose to 3.1% in August, led by motor fuels (+23%) and goods inflation (2.7%), with core unchanged at 2.6% and services at 3.4%.

» Labor market slack continued to build. Unemployment held at 4.9% in the three months to July, payrolled employment fell a provisional 26,000 in
August and 145,000 over the year; vacancies fell to 702,000. Regular pay held at 3.5% (6.3% public, 2.9% private; 0.6% real, CPIH-deflated).

Rising borrowing costs are tightening financial conditions for households and the government

+ The FTSE 100 held near record highs, easing around 1% in September but up close to 9% year to date and within 2% of February’s record close.

« Sterling was broadly stable, holding at around €1.17 against the euro while easing from $1.36 to $1.34 against the dollar.

« The 10-year gilt yield touched a 19-year high of about 5.4% in mid-September as oil climbed back above $100; the 30-year gilt approached 6%.

+ The BoE’s quoted rate on a two-year fixed 75% LTV mortgage rose 13 basis points to 4.92% in August, 99 above January, while approvals fell to
56,053 in July—the lowest since January 2024.

Renewed inflation is keeping BoE restrictive, while limited fiscal space constrains new government’s first Budget

+ BoE held the Bank Rate at 3.75% by a 6-3 vote, with three members favoring a hike. Bank staff expect inflation to be slightly above 4% in early
2027. The MPC also slowed its balance-sheet rundown to about £46 billion a year—roughly half the pace of the previous four years—to limit risks
to market functioning; the Bank paused gilt-sale auctions as it reconsidered the implementation mechanism.

» Fiscal conditions remain constrained: August borrowing was £18.3 billion, £3.5 billion above the OBR forecast. Financial-year-to-August borrowing
reached £77.3 billion—£8.1 billion above profile but £2.2 billion below last year—with net debt at £2.986 trillion (93.8% of GDP).

McKinsey & Company 13
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[Emerging economies]: Retail sales growth in
China slowed to 0.4%; India’s central bank raises

GDP growth projection to 6.7%; Brazil’s central
bank makes 25 basis point rate cut.

McKinsey & Company 14



China

Manufacturing edged back into expansion in
September, but weak domestic demand continued
to weigh on sentiment; retail sales growth slowed
to 0.4%, prompting targeted policy support rather
than broad monetary easing.

Industrial activity strengthened, with output growth
accelerating to 5.3% in August from 4.6%, supported
by high-tech and Al-related manufacturing. However,
growth remains below year-ago levels, with third-
quarter GDP growth estimated at 4.4%, down from
4.8% a year earlier. The manufacturing purchasing
managers’ index (PMI) edged back into expansion at
50.1 in September, suggesting some stabilization in
factory activity. However, the recovery remains
uneven, with stronger performance in policy-
supported industries yet to translate into broader
economic momentum.

Price pressures remain uneven. Producer prices
rebounded to 3.8% in August from —2.9% a year
earlier, driven partly by higher energy and commaodity
costs. Yet consumer inflation has stayed subdued at
0.8%, with the core consumer price index (CPI) at 1%,
highlighting limited household pricing power. The
widening gap between producer and consumer prices
suggests that stronger industrial activity has yet to
translate into sustained domestic demand, which
remains the economy’s main weakness. Limited
pricing power at the consumer level also points to
continued pressure on businesses serving the
domestic market.

Household consumption remains subdued. Retail sales
growth slowed to 0.4% as the impact of earlier
subsidies faded and households continued prioritizing
savings over spending. Consumer confidence
continues to be depressed at 90, while unemployment
rose to 5.3%, with rising youth joblessness adding
further pressure. Housing showed tentative
stabilization, with the annual decline in new-home
prices having narrowed for four consecutive months.
Nevertheless, falling property values continue to weigh
on household wealth and spending decisions, limiting
the potential for a stronger consumption-led recovery.

Financial markets reflect persistent caution. The SSE
Composite fell 3.6% in September, reversing much of
the previous month’s gains. Beijing targeted mortgage-
interest subsidies and cheaper policy-bank funding,
leaving the one-year loan prime rate unchanged at 3%.
The measures signal a preference for addressing
property sector vulnerabilities without resorting to
broad monetary stimulus. However, subdued market
sentiment suggests investors remain cautious about
the effectiveness of targeted measures in reviving
domestic demand.

External demand remains a key growth engine. China’s
trade surplus widened to $112.8 billion in August,
supported by strong high-tech-related exports, which
continue to offset weakness in domestic consumption.
However, renminbi appreciation could increasingly
pressure exporters’ margins and competitiveness,
particularly in more price-sensitive industries.

Source: CEIC; McKinsey’s Global Economics Intelligence analysis
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China’s industrial activity shows signs of recovery, but weak household
demand and real estate pressures continue to weigh on growth
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Source: Bloomberg; NBS; McKinsey’s Global Economics Intelligence analysis
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Change Change
Indicator category vs prior vs 3-year

month  average Manufacturing returned to expansion and industrial output strengthened, but weak household demand and persistent property-market

pressures continued to weigh on growth

* Retail sales growth slowed to 0.4% in August from 0.6% as earlier subsidy effects faded, while consumer confidence remained subdued at 90.4,
reflecting persistent caution in household spending.

* The manufacturing PMI rose to 50.1 in September from 49.8, returning to expansion, while industrial production growth accelerated to 5.3% in
August from 4.6%, supported by high-tech manufacturing. Q3 GDP growth was estimated at 4.4%, below 4.8% a year earlier.

* New home price declines narrowed to 2.25% year over year in August from 2.47%, marking four consecutive months of improvement, although
falling property values continued to weigh on household confidence and consumption.

The trade surplus widened to $112.8 billion in August from $109.9 billion, its highest level in a year, supported by resilient exports, particularly in
high-tech industries, despite subdued domestic demand.

Headline CPI increased to 0.8% in August from 0.5%, while core inflation remained subdued at 1%. Producer price inflation reached 3.8%, up from
—2.9% a year earlier, highlighting the divergence between recovering industrial pricing and weak consumer demand.

¢ Urban unemployment edged up to 5.3% in August from 5.2%, while elevated youth joblessness added pressure to household confidence and
spending prospects.
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External sector,
trade

Prices

Labor market

Equities declined 3.6% and 10-year bond yields reached a 12-month low, reflecting persistent caution

* The SSE Composite Index fell 3.6% in September to 3,247, reversing much of the previous month’s gains as investors remained concerned about
weak domestic demand and the sustainability of the recovery.

* The renminbi’'s nominal effective exchange rate strengthened 1.1%, its highest level in a year, potentially adding pressure to exporters’ margins
despite resilient external demand.

* The 10-year government bond yield remains low at around 1.7%.

Equities

Foreign exchange

il HIJ

Debt

Credit

Beijing maintained benchmark rates and introduced targeted housing measures to support domestic demand

* The People’s Bank of China held the one-year loan prime rate at 3% in September, favoring targeted easing through lower policy-bank funding
costs and mortgage-interest subsidies for first-time buyers rather than broad monetary stimulus.

Monetary policy

Fiscal policy
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India

Central bank raises GDP growth projection to 6.7%,
holds interest rates; composite PMI climbs.

At its August 5 review, the Reserve Bank of India (RBI)
raised its 202627 real GDP growth projection modestly to
6.7% (from 6.6% in June), reflecting the country’s economic
resilience in the face of global uncertainties.

The HSBC India Composite PMI rose to a three-month high
of 55.9 in September from 54.3 in August, though the
quarterly average was the weakest since early 2022.
Manufacturing climbed to 55.1 from 52.8, its strongest in
seven months, as new orders grew at their fastest pace in
seven months. Services rose to 55.2 from 54.1, the best
reading since June. Domestic demand drove the gain while
export orders slowed, and cost inflation eased to its lowest
level since November 2025.

The index of Core Industries (ICI) grew 4.8% year on year in
August 2026, down from 5.0% in July 2026, led by cement
(+12.5%), electricity (+11.6%), iron ore (+5.5%), steel
(+3.4%), and refinery products (+2.6%); coal, natural gas,
crude oil, and fertilisers contracted. Iron ore, electricity, and
cement have been the main drivers of ICI growth over
recent months.

Retail inflation (CPI) stood at 4.82% in August, with food inflation
(CFPI) firming to 5.95% from 5.52% in July as weak monsoon
rains lifted staple prices. Price pressures were also close to or
above 4% in clothing, household goods, and education, while
food-serving services inflation rose to 8.41% from 7.75%. Rises
were concentrated in items such as silver jewellery (107.11%),
ginger (73.82%), onions (48.27%), garlic (43.60%), and
gold/diamond/platinum jewellery (35.53%). Core inflation (CPI
excluding food and fuel) rose to 4.2% in August from 3.86% in
July, pointing to firmer underlying demand pressure.

Equity markets fell 3.37%, with the SENSEX down to
74,858.99 on September 21 from 77,472.94 on August 26,

as crude climbed sharply. The Indian crude basket
averaged $109.76 a barrel on September 15, amid a
resurgent Iran-US conflict, while Brent futures eased 0.78%
to $103.06 on September 21.

The rupee firmed to 95.79 on September 21 from 95.92 on
September 15. Forex reserves fell by $4.92 billion to
$780.78 billion in the week to September 11, led by lower
foreign-currency assets and gold, following a record single-
week jump of $44.90 billion to an all-time high of $785.70
billion in the week to September 4.

The RBI's MPC voted unanimously to keep the policy repo
rate at 5.25% (SDF 5.00%, MSF and Bank Rate 5.50%) and
retained its neutral stance, favouring a wait-and-watch
approach.

Merchandise exports rose more than 26% year on year to
$43.81 billion in August 2026 from $34.74 billion and
outpacing imports, which grew to $70.67 billion from $61.96
billion, narrowing the trade deficit. The previous month,
India’s current account deficit had widened to $7.0 billion,
from $3.2 billion in July 2025, driven primarily by a wider
merchandise trade deficit.

India and New Zealand will bring their Free Trade
Agreement into force from October 20, giving fresh
momentum to bilateral trade, technology, and investment
ties, with zero duty on 100% of India’s exports to New
Zealand from day one and duty-free access for textiles,
leather, footwear, engineering goods, and agri-processing—
creating new opportunities for India’s youth, women,
farmers and micro-, small, and medium-size enterprises
through jobs, investment, and mobility. Meanwhile, India
and MERCOSUR signed the First Additional Protocol to
their Preferential Trade Agreement to facilitate electronic
Certificates of Origin, advancing paperless trade and
modernising customs procedures.

Sources: HSBC; IMF; MoSPI; PIB; RBI; SEBI; McKinsey’s Global Intelligence Analysis
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Exports surge and reserves hit a record, but a crude spike weighs on
equities as inflation reaches a 20-month high

Indicator category

Consumer

Business/industry

Real estate

External sector, trade

Macroeconomic

Prices

Labor market

Equity

Foreign exchange

Debt

Financial markets

Credit

Monetary policy

Government
& policy

Fiscal policy

Sources: HSBC; IMF; MoSPI; PIB; RBI; SEBI; McKinsey’s Global Intelligence Analysis

Change Change
vs prior vs 3-year
month average

IEIIJ

. Significant improvement . Improving No significant change Worsening . Severe decline

Growth momentum builds as both services and manufacturing expand—Ilatter reaches seven-month high

Composite PMI rose to a three-month high of 55.9 in September from August's 54.3, as services (55.2) and manufacturing (55.1, a seven-month high)
both accelerated.

Core-sector output grew 4.8% year-on-year in August (from 5.0% in July), led by cement, electricity, and iron ore; coal, crude oil, natural gas, and
fertilisers contracted.

The current account deficit widened to $7.0 billion in July 2026 from $3.2 billion a year earlier, on a wider merchandise trade deficit. However,
merchandise exports rose more than 26% year on year to $43.81 billion in August, outpacing imports ($70.67 billion) in both percentage and absolute
terms, and narrowing the trade deficit.

Retail inflation rose to roughly a 20-month high of 4.82% in August, with food (CFPI) at 5.95% and core up to 4.2%, from 3.86%.

A crude oil spike weighs on equities and the rupee, but record reserves cushion

The SENSEX fell 3.37% to 74,858.99 on September 21 from 77,472.94 on August 26 as the Indian crude basket surged (average $109.76 on
September 15).

The rupee firmed to 95.79 against the dollar on September 21; forex reserves hit an all-time high of $785.70 billion (week to September 4) before
easing to $780.78 billion (week to September 11).

RBI holds steady; trade pacts advance

The MPC held the repo rate at 5.25% with a neutral stance.
India-New Zealand FTA enters into force October 20 (zero duty on 100% of India’s exports from day one).
India and MERCOSUR signed the First Additional Protocol to their Preferential Trade Agreement, advancing paperless trade.
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Russia

Second-quarter recovery confirmed by GDP
reading with growth impulse likely to fade over
coming months; subdued activity over summer;
inflation accelerated; ruling party won
parliamentary election.

The second GDP reading confirms that the Russian
economy grew by 1.3% year on year in the second
quarter of 2026. Given contraction in activity in quarter
one that created a low base, this marks a strong
rebound of 0.9% quarterly and the strongest growth in
the last six quarters. That said, overall GDP growth in
the first half of 2026 was just 0.6% on a yearly basis.
Preliminary figures indicate that most of quarter two’s
annual growth was driven by retail sales and services,
while production in extractive industries and
construction declined by nearly 2%. The better-that-
expected GDP figure was likely driven by a strong
fiscal outlay: government spending jumped at the end
of the first quarter and, during the second quarter, has
remained 16% up on last year. This likely underpinned
some improvement in fixed investment. Private
consumption also performed relatively well in the first
half, with wages growth still above inflation and
improving credit activity.

Some of the growth impulse is likely to fade in the
second half of the year, with full-year growth expected
at between 0 and 1%. Private spending will be
squeezed by rising inflation and high borrowing costs.
Imports of refined fuels are rising, while the discount
on Russian Urals crude to the Brent benchmark is
growing wider again, hurting net exports. Government

Source: BOFIT; Oxford Economics

spending is also easing.

Economic activity in June remained subdued, with
industrial production essentially unchanged from
previous months. For the first seven months of this
year, mining output contracted by 1% versus last
year, while manufacturing grew by 0.5%.
Manufacturing was largely supported by industries
linked to the war, and output continued to contractin
most other industries.

Consumer price inflation accelerated further in August,
with prices up by 6.3% annually amid continued supply
chain disruptions and increasing fuel prices. Rapid
growth in government expenditure also contributed to
supply-demand imbalance and fueled inflation.

On September 18-20 Russia held its first
parliamentary elections since the full-scale invasion of
Ukraine. The Incumbent United Russia party won 58% : ™
of the vote, translating into 355 seats in the 450-seat il i = ‘, S,
Duma—around 20 more seats than it currently holds . B B P
and marking the strongest result in its history. Only

parties that support the current regime were registered
to run and the opposition was barred from taking part.
The vote was also the first to include residents of four
regions in Ukraine (Donetsk, Luhansk, Kherson, and
Zaporizhzhia) that were occupied and illegally annexed
by Moscow. The Kremlin is likely to use the result to
claim that most Russians have rallied behind the
president, and to justify future policies and subsequent
decisions on the course of the war. - O TRy
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Recovery in domestic activity in Q2 2026, mainly in household
consumption

Gross domestic product growth Industrial production and retail trade
Year-on-year changes, through Q2 2026 Index, 2023=100, through July 2026
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Muted activity and higher inflation continued into third quarter, while
financing costs rise and fiscal situation worsens

Government

Macroeconomic

Financial markets

and policy

m hin

Indicator category

Consumer

Business/industry

Real estate

External sector,
trade

Prices

Labor market

Change Change
vs prior vs 3-year
month

Equities

Foreign exchange

Debt

Credit

Monetary policy

Fiscal policy

. Significant improvement . Improving No significant change Worsening . Severe decline

average Domestic activity remained muted amid higher inflation, while trade benefited from higher commodity prices

Retail sales volume in July experienced a second consecutive monthly decline, by 0.7%. Still, annual growth was positive, at 5.3%. Demand
remains volatile and recent performance reflects a slowdown in income growth as well as uncertainty related to increasing prices.

Industrial production has remained stagnant since the beginning of the year. July’s index saw a rise of 0.1% year on year. The manufacturing
purchasing managers’ index (PMI) fell to 48.8 in August from July’s 18-month high of 50.7, marking the first contraction in three months.

In annual terms, construction works grew by 0.8% in July. Nevertheless, year-to-date volumes remain 4% below the previous year.

The value of goods exports in July rose to $45 billion—a similar level to May and June, and a 19% gain from a year earlier. The value of goods
imports also climbed to $31 billion, a 21% annual increase. The goods and services trade surplus expanded to $7.6 billion versus $6.6 billion in
June 2026 and $6.3 billion in July 2025.

Consumer price inflation accelerated further in August, with prices up by 6.3% annually. Monthly sequential growth also accelerated to 0.6%. Much of
the inflation burst reflected continued fuel supply disruption; fuel prices in June—August were roughly 20—25% higher than in the previous year. The
core inflation reading increased to 5.4% from around 5% annually, and inflation expectations exceeded 14%.

The unemployment rate remained at 2.3% in July, with employment declining by 0.5% both versus the previous month and compared with July
2025. Real wages growth slowed from 5% to 3.5% between April and June.

Financing budget deficit has become more challenging, while credit market started to react to monetary easing

The MOEX index increased by 7% versus mid-August and reversed last month’s losses. Despite this recent short-term recovery, the index remains
15% lower compared to its value from one year ago, and transaction volumes continue to be low.

The ruble lost value and traded at 87 per $1 in early September. Since then, it stabilized near 84 per $1, still significantly higher than 76 in July.
Despite the central bank’s easing cycle, government bond yields have continued to rise this summer and exceeded 16% in August. At the beginning
of the year, the yield was about 14.5%, slightly lower than the CBR’s key rate. Yields have clearly exceeded the key policy rate since May.

Annual household credit growth accelerated (+8%) in July and August. Corporate loan growth increased to 13% in July, consistent with gradual
monetary easing.

Mounting fiscal challenges

July’s year-to-date government spending was up 16% versus last year. On the revenue side, August saw Russia’s oil and gas revenue hit its lowest
level since January owing to a widening discount for Urals crude oil versus the Brent global benchmark and the impact of the state subsidy policy. As
a result, Russia’s fiscal deficit has already exceeded the originally budgeted 1.6% of GDP and is expected to reach 3.2% towards year-end.
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Brazil

Brazil’s inflation and unemployment both tilted down;
central bank makes 25 basis point rate cut.

In a unanimous decision on September 16, Banco Central
do Brazil's Monetary Policy Committee (Copom) decided
to cut the Selic rate by 25 basis points, bringing it to
13.75%. Copom noted that the decision is compatible with
a strategy focused on converging inflation to the planned
target, while also seeking to smooth economic fluctuations
and foster full employment. However, various factors,
including the conflict in the Middle East, are noted as
reasons to be cautious for emerging economies such as
Brazil, alongside fiscal and other local risks.

Inflation was down in August, touching 4.22% (4.44% in
July), below the central bank’s upper target limit of 4.50%.
Amid ongoing Middle East tensions, Brazil's government
increased gasoline subsidies to 43%, bringing total aid to
BRL 0.63 per liter. Meanwhile a BRL 1.00 subsidy on diesel
was also introduced. The measures are expected to cost
BRL 6.6 billion and are projected to be offset by
extraordinary oil windfall revenues and extraordinary
credits. An ethanol tax reduction of BRL 0.19 effectively
brings levies on biofuel to zero.

The three-month moving average unemployment rate
edged down to 5.3% in July from June’s 5.4%.

On the financial markets, the average monthly real—dollar
exchange rate was BRL 5.16 per USD in August (versus
BRL 5.11 in July). The Bovespa equities index was stable
in August; however, performance has recently been
improving, with the index up 4.5% as of September 18.

Consumer confidence stayed below the neutral 100 mark,
with FGV’s seasonally adjusted August reading moving

down to 84.7. Meanwhile, business confidence declined to
91.1. Construction confidence deteriorated to 92.1.

Monthly manufacturing production increased: the Monthly
Industrial Physical Production (PIM) Index rose from
105.5 in June to 111.7 in July (still above the neutral 100
line). Factory production increased 6.6%, while extractive
production was up 1.6% in comparison with the previous
month. On aggregate, however, July 2026’s results were
0.5% below those from the same month last year.

The Monthly Services Survey (PMS) revenue index
increased to 135.7 in July from 132.6 in June (above the
neutral 100 mark). This was mirrored in the volume
index, which rose to 110.8 (from 109.0). The largest
revenue increase was other family services (up 4.7%
since June), followed by air transportation services (up
1.8%). Meanwhile, non—real estate rent volumes were up
3.2%, while the other family services segment rose 2%.

August’s trade balance recorded a surplus of $7.9 billion,
up from $6.5 billion in July. The larger surplus was the
result of a decrease in imports ($25.7 billion in August,
down from $27.1 billion in July) and a smaller decrease
in exports ($33.1 billion in August, down from $33.7
billion in July).

Brazil's presidential election on October 4 saw Flavio
Bolsonaro (eldest son of jailed former president Jair
Bolsonaro) lead with 47.03% of the vote; incumbent “Lula”
received 45.16%. The “blue wave” has reshaped the
Senate, with 30 of the 54 senators aligned to Bolsonaro; in
the gubernatorial race, currently 11 of 20 of those elected
during the first round are Bolsonaro supporters. Brazilians
return to the polls for run-off elections on October 25.

Source: FRED; Fundagéo Getulio Vargas (FGV); Instituto Brasileiro de Geografia e Estatistica (IBGE); Reuters
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Inflation slowed in August, driven by housing, clothing, transportation,
health and education; core inflation shifted down following CPI trend
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Brazil’s outlook characterized by slowing inflation and improvement in
services and retail—inflation, GDP, and interest rates projected to drop

. Significant improvement . Improving No significant change Worsening . Severe decline

Change Change
Indicator category vs prior vs 3-year
month average

Inflation and unemployment trending down in market driven by retail and services; confidence deteriorating

» Consumer confidence declined to 84.7 in August. Retail sales showed positive signs in July—up 3.2% since June and up by 4.9 % on the same
period last year.

Consumer

E Business/industry « Business confidence was down at 91.1 in August. Industrial production increased, registering 111.7 in July (from June’s 105.5). Services revenue
S rose to 135.7 in July, from 132.6 in June. Construction confidence increased to 92.1 in August.
g Realestate * In August, the trade balance recorded a surplus of $7.9 billion, below July’s $6.5 billion.
3 External sector  Inflation slowed to 4.22% in August (down from 4.44% in July). Among the largest price increases over the past 12 months were items such as
& trade ’ onions (50.9%), carrots (48.2%), beans (44.2%), and lemons (41.3%). Deflation was recorded for items such as zucchinis (-38.3%), cucumbers
= (—22.8%), avocados (—21.7%), and Baia-oranges (—17.4%).

Prices * The three-month moving average unemployment rate moved down to 5.3% in July.

Labor market
% Equities In August equities were flat while the currency depreciated; mid-September Ibovespa results were positive
% » The Bovespa equities index was flat in August; the index was up 4.5% by September 18.
E Foreign exchange * In July, the monthly average currency exchange rate was BRL 5.16 per USD (BRL 5.11 in July). On September 18, the real closed at 5.14 per
.g dollar.
_E Debt Markets revise down inflation and interest rates; GDP projections are roughly stable down 2026 and 2027
- Credit » The central bank’s Focus Bulletin—a summary of current financial market projections (published September 18)—revised consumer price index

redi

(CPI) forecasts for 2026 to 4.92% (from 4.90%). Projections for 2027 were maintained at 4.3%, for 2028 at 3.8%, and for 2029 at 3.5%.

* The benchmark (Selic) interest rate is projected to drop to 13.50% in 2026 (down from the earlier 13.75% projection). Rate projections were
maintained at 12% for 2027, at 10.50% for 2028, and at 10% for 2029.

* GDP is projected to grow 1.88% (down from 1.89%) in 2026, to be lower at 1.43% in 2027 (down from 1.5%), and stable at 1.89% in 2028 and 2%
in 2029.

Monetary policy

Government
and policy

Fiscal policy

Source: Banco Central do Brasil; Fundagéo Getulio Vargas; G5 Partners Brazil; Haver Analytics; Instituto Brasileiro de Geografia e Estatistica (IBGE) McKinsey & Company 24



Mexico

Mexico’s economic momentum remained
moderate, supported by contained inflation and
stronger formal employment, despite softer
manufacturing activity and deteriorating trade.

Macroeconomic conditions changed only modestly in
August, with inflation remaining contained and
monetary policy unchanged. Annual inflation
increased to 3.3% from 3.1% in July but remained
within the Bank of Mexico’s target range. The central
bank kept its policy rate unchanged at 6.5%, while the
peso strengthened to an average of MXN 17.1 per
USD from MXN 17.5 per USD in July.

Manufacturing activity weakened in August, with the
Purchasing Managers’ Index (PMI) falling to 49.8 from
51.3 in July as output contracted more sharply, new-
order growth slowed, and new export orders declined
at their fastest pace of the year. Material shortages
and shipping disruptions, including those linked to the
Middle East conflict, also weighed on production.

Formal employment improved in August, with 38,319
positions added, bringing the total to 22.8 million, the
second-highest level recorded this year. Permanent
positions accounted for 87.1% of total employment
and reached 19.9 million. Sectoral gains were led by
transportation and communications, with annual
employment growth of 6.6%, followed by extractive
industries at 4.7% and social and community services
at 3.7%. The unemployment rate remained unchanged
at 2.7% in August from the previous month.

External accounts weakened in July, with the trade
balance shifting to a $0.8 billion deficit from a $4.1
billion surplus in June. Exports increased 12.2%

month on month to $81.4 billion from $72.5 billion,
supported by stronger manufacturing shipments, while
imports rose 20.2% to $82.3 billion from $68.5 billion.
The increase in exports was particularly strong in
electrical and electronic equipment, machinery, and
other non-automotive manufacturing categories.
Meanwhile, the surge in imports was driven largely by
intermediate goods, which rose 18.8% month on
month, reflecting higher purchases of non-oil
production inputs; capital-goods imports also
increased 7.3%, while consumer-goods imports
declined 1.4%.

Since the July review of the United States-Mexico-
Canada Agreement (USMCA), negotiations have
continued without a comprehensive agreement.
Discussions have covered automobiles, steel and
aluminum, economic security, labor, agriculture,
electronic payments, and the role of non-USMCA
countries in regional supply chains. Mexico has
continued to emphasize that the agreement remains in
force and that preserving preferential access to the US
market is a priority. The Mexican government has
focused on securing lower tariffs on vehicles, steel,
and aluminum, while also seeking greater
predictability during the review process. At the same
time, Mexico has engaged with US concerns over
rules of origin, regional manufacturing, and “free-
riding” by non-parties, including through efforts to
strengthen North American supply chains and reduce
reliance on selected imports from Asia. In mid-
September, President Claudia Sheinbaum said
bilateral discussions were progressing and that some
understandings had been reached, although no final
agreement had yet been announced.

Source: Banco de México (Banxico); Haver Analytics; Instituto Nacional de Estadistica y Geografia (INEGI); Instituto Mexicano de Seguro Social

(IMSS); Secretaria de Economia
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Domestic conditions remained relatively balanced, with steady
confidence indicators despite weaker manufacturing and trade

Government

Macroeconomic

Financial markets

and policy

Change Change
Indicator category vs prior vs 3-year
month average

Consumer

Business/industry

Real estate

External sector,
trade

Prices

Labor market

Equities

Foreign exchange

Debt

Credit

Monetary policy

Fiscal policy

. Significant improvement . Improving No significant change Worsening . Severe decline

Recent indicators point to limited momentum, with employment and inflation offsetting softer industrial and trade activity

* Confidence indicators showed moderate progress. Consumer confidence increased to 102.8 in July from 102.1 in June, while business
confidence stood at 98.4 in July, broadly unchanged from 98.3 in June.

* Mexico’s purchasing managers’ index declined to 49.8 in August from 51.3 in July, returning to contraction territory amid weaker output,
softer external demand, material shortages, and shipping disruptions.

* The trade balance shifted to a $0.8 billion deficit in July from a $4.1 billion surplus in June, as exports increased 12.2% month on month
to $81.4 billion from $72.6 billion, while imports rose more sharply by 20.2% to $82.3 billion from $68.5 billion, driven largely by higher
intermediate-goods imports.

* Inflation increased modestly to 3.3% in August from 3.1% in July, remaining within the central bank’s target range.
* The unemployment rate held at 2.7% in August, unchanged from the previous month.

Mexico’s financial markets showed mixed signs in August, as the peso strengthened while equity prices declined
* The Mexican peso appreciated to MXN 17.1 per USD in August from MXN 17.5 in July.
* Mexico’s stock exchange index declined 2.3% in August from the previous month.

South Korea and Mexico deepen investment ties across advanced industries

South Korea is expanding its investment ties with Mexico, particularly in advanced manufacturing and technology. During President Lee Jae-
myung’s September state visit, both countries concluded negotiations to modernize their bilateral investment protection agreement, aimed at
providing a more transparent and stable framework for investors. The visit also included a business forum with around 400 executives,
where both sides discussed opportunities in areas such as mobility, energy, advanced materials, technology, and supply chains. Korean
companies already have a significant presence in Mexico, with more than 2,000 firms operating in the country, and both governments are
seeking to deepen this relationship through additional investment and industrial cooperation.

McKinsey & Company 26
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