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Growth deceleration

Narrowing transatlantic gap: real GDP growth (% yoy) Sudden stop to immigration
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= President Donald Trump’s anti-growth policies, tariffs and an immigration crackdown, will continue to weigh on
economic activity in 2026.

=  Without artificial intelligence (Al) related investment, a rebound from the government shutdown, accommodative
financial conditions and fiscal stimulus from the One Big Beautiful Bill, the US economy would likely stagnate this
year.

= We expect US real GDP growth to slow from 2.4% in 2024 (on a Q4/Q4 basis) to 2.1% in 2025 and further to 1.5%
in 2026.
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Consumer: had vibes

Consumer not in a great mood...
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==Consumer sentiment on current economic conditions
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Shading indicates recession. University of Michigan consumer sentiment: current economic conditions.
Index, Q11966 = 100. Sources: University of Michigan, Haver Analytics, Berenberg,

... because prices are too high

45

=Bad conditions to buy durable goods:

40 prices are too high (% of respondents)
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= Consumer sentiment on current economic conditions is the lowest since 1950s.

=  While inflation has cooled from 8-9% yoy in mid-2022 to around 3% yoy today, consumers are still facing prices

that are roughly 30% higher than they were in April 2020.

= The affordability crisis has never gone away.
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Consumer: ... but still spending

Retail spending on the rise Consumption growth holds firm
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= In the face of slower job growth, poor consumer sentiment, elevated credit card and auto delinquency rates, and
slowing population growth, aggregate consumption growth still holds firm.
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A wealth-driven, hifurcated consumer hase

The K-shaped consumer Current value of stock market investments, by income group
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= As the Fed fell behind the curve and failed to put the post-pandemic inflation bunny back into the hat, high and
persistent rises in consumer prices acted as a heavy tax on the poor. Meanwhile, the Fed more than doubled its
balance sheet from $4.2trn at the start of 2020 to $8.9trn by mid-June 2022 through a massive quantitative
easing programme.

= Households at the top wealth decile, which hold nearly 90% of equity market wealth and feel less pressure from
inflation, benefited from rising asset prices. “Wall Street” thrived while “Main Street” struggled.

= While a bifurcated consumer base may again support robust consumption in 2026, slowing inflation-adjusted
income growth and recent tepid employment gains suggest consumption growth will be slower this year than in
2025.
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What if the equity market enters a correction?

Equity market exposure, by wealth percentile group The 70+ age group owns 40% of stock market wealth
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= Consumption, which makes up nearly 70% of US GDP, now relies more on spending by wealthy households and
their spending depends heavily on gains in the equity market. This dependence exposes the US economy to a
major risk, because a sharp equity market correction could push the US towards a recession potentially more
severe than the downturn after the dot-com bubble burst.

= Unlike in 2000 and 2001, when the US ran a budget surplus, it now runs around 6% budget deficits and lacks the
fiscal space to fight a downturn. Automatic stabilisers alone (the tax and spending shifts that occur as the
economy recedes) would push US deficits to about 8% in the event of a recession.

= The next crisis, when it occurs, could be a challenging one.
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Strong halance sheet overall

Net worth to income ratio at near-record highs
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income growth.

has returned to its 1996 level.

Household debt relative to income back to 1996 levels
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=——Household debt as a share of income (%)

120

100

80

60

40

20
1947 1957 1967 1977 1987 1997 2007 2017

Shading indicates recession. Sources: Federal Reserve, Haver Analytics, Berenberg

Households’ net worth-to-income ratio, now above 7.5, continues to rise as asset price appreciation outpaces

Household debt as a share of income has continued to decline from its peak during the Global Financial Crisis and
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Good time for credit expansion?

Banks are more willing to lend to consumers... ... but credit card delinquency rates highest since 2011
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==FRB Senior Loan Officer Survey: Net share of respondents reporting

increased willingness to make consumer installment loans (%) — Credit cards: new seriously delinquent (90+

60 days) balances (% of current balance)
10
40
. M 8
0 A
J .
-20
-40
4
-60
-80 2
1967 1975 1983 1991 1999 2007 2015 2023 2003 2005 2007 2009 2011 2013 2015 2017 2019 2021 2023 2025
Shading indicates recession. Sources: Federal Reserve, Haver Analytics, Berenberg Shading indicates recession. Sources: New York Fed, Equifax, Haver Analytics, Berenberg

= According to the Senior Loan Officer Opinion Survey, banks are increasingly willing to offer consumer installment
loans, even as credit card delinquency rates reach 15-year highs.
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Inflation: goods deflation in the rear-view mirror

Tariff-induced increase in retail prices Core goods inflation highest since 2012 outside of pandemic
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= As many anticipated, tariffs proved inflationary and pushed up prices for both imported and domestic goods.

= The tariff sting is not over. Businesses have so far likely passed around half of the tariff costs to consumers. With
fears of a sharp pullback in consumer spending likely in the rear-view mirror, firms should continue to pass
through remaining costs in the first half of this year.

= Goods inflation should peak around mid-2026 and gradually ease thereafter.
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Inflation: closer to 2% than you think

Shelter disinflation intact Nothing the Fed can do about this
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= Itis not so much a forecast, but rather a fact, that shelter inflation in the US will continue to disinflate. This is due
to how the Bureau of Labour Statistics (BLS) measures shelter inflation. It tracks rent paid by both new and
existing tenants. Rent inflation for new tenants is currently in deflationary territory, while rent for existing tenants
remains high enough compared to last year to keep shelter inflation sticky and elevated. Eventually, when people
move and become new tenants, shelter inflation will align with market rents.

= Portfolio management fees contributed more than 20bp to annual core PCE inflation as of September 2025.
However, these fees are directly linked to equity market gains, rather than underlying supply-and-demand
dynamics in the economy.

= If shelter inflation and portfolio management fees were excluded, core PCE inflation would have been 2.3% yoy in

September, rather than 2.8% yoy. BERENBERG



Inflation: is 3% the new 2%?

Stuck above 2% Trend is not your friend anymore
8 6
=PCE inflation (% yoy) =Trimmed mean PCE inflation (% yoy)
’ Core PCE inflation >
° Supercore PCE inflation 4
5

0 0
2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2014 2016 2018 2020 2022 2024
Supercore inflation = services excluding shelter and energy. Market-based core PCE inflation = headline The trimmed mean PCE inflation, calculated by the Dallas Fed, is a measure of trend inflation that
excluding food, energy and non-market-based services. Sources: BEA, Haver Analytics, Berenberg attempts to remove idiosyncratic price movements. Sources: BEA, Dallas Fed, Haver Analytics,
Berenberg

= The headline PCE inflation has remained above the Fed’s target of 2% yoy since March 2021.

= The downward trend in underlying inflation made the Fed confident at the start of 2025 that it would soon reach
its 2% target. However, since then, trend inflation has moved in the wrong direction.
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Inflation: who is responsible?

A broad-based increase in prices Inflation is more of a demand-story than supply
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= Over 80% of items within the personal consumption expenditure categories have seen price increases compared
to the previous year.

= According to the San Francisco Fed (Shapiro, Adam Hale, 2022b), demand factors are more responsible for the
elevated inflation readings than supply factors.
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Return of greed-flation?

Businesses report rising input costs... ... and they could raise prices more than they need to
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= Tariffs could drive inflation higher through opportunistic pricing, similar to what occurred in the aftermath of the
pandemic.

= Companies may raise prices even if tariffs do not directly affect them, taking advantage of a more permissive
price-setting environment.
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Inflation expectations: anchored, so far

10-year inflation breakeven does not look alarming... ... and neither does the 5-year, 5-year forward rate
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= Long-term inflation expectations matter a great deal to the Fed. A de-anchoring of expectations would not only
make it harder to bring inflation back to the 2% target, but it would also breach the Fed's third mandate to

maintain “moderate long-term interest rates.”

= If inflation expectations were to rise toward 3%, the Fed may have to raise its policy rate corridor even in a weak
labour market.

= For now, market-based measures of long-term inflation expectations are holding steady at reasonable levels.
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The T-word

Swaps market prices in a transitory inflation The Fed called post-pandemic inflation “transitory”
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= After mischaracterizing post-pandemic inflation as transitory (T-word) and falling behind the curve, the Fed has
little room to make another mistake before unanchoring long-term inflation expectations.
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Slower job growth under Trump 2.0

The “new normal” of 30-40k monthly job gains Unemployment rate likely peaked in November
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Sources: BLS, Haver Analytics, Berenberg. Shading indicates recession. Sources: BLS, Haver Analytics, Berenberg.

=  While employment gains in 2026 should be tepid, the unemployment rate will likely fall from its current level of
4.6% in November and stay stable at around 4.3% for most of the year.
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Labour supply growth drought

Demographics matter Labour force participation rate, by age group (%)
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= For the first time since the 1918 Spanish Flu, the Second World War and the COVID-19 pandemic, the US resident
working age population may decline on a year-over-year basis in 2026.

= President Donald Trump’s immigration policies have set the US up for little to no labour force growth, leaving
productivity to carry the weight of economic expansion.
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No flow no glow

Immigration is key to the labour market
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Economic impact of Trump’s immigration policies

2025 GDP 2027 GDP 2025 PCE 2027 PCE
Scenarios impact impact inflation impact inflation impact
Baseline scenario -0.81 -0.49 0.15 0.06
High interior deportation -0.83 -0.84 0.15 0.12
Self-deportation wave -1.01 -0.45 0.18 0.06
Mass interior deportation -0.89 -1.49 0.16 0.21
No interior deportation -0.75 -0.38 0.14 0.05

Sources: Dallas Fed, Berenberg

= The post-pandemic surge in immigration was a key factor in helping the US economy remain resilient to Fed rate
hikes. The increase in labor supply also helped slow wage growth and ease inflationary pressures.

= However, restrictive immigration policies under Trump 2.0 are now slowing growth and contributing to inflation.
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Weak lahour demand

Year-over-year change in employment, by industry
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Businesses' hiring plans have improved but remain weak
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Richmond Fed, NFIB, Cleveland Fed, Business Roundtable, NABE, NAM, Haver Analytics, Berenberg.

o

= The elevated uncertainty under Trump 2.0 and the hype around artificial intelligence have left firms in a “wait-

and-see” mode.

= Labor demand softened significantly over the past year but may recover slightly due to fiscal stimulus from the
One Big Beautiful Bill, resilient economic activity, and accommodative financial conditions.

19
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Another year of low-hire, low-fire

Hires rate has declined sharply since early 2022 Layoff rate at historical lows
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= The labour market is stuck in a “low-hire, low-fire"” phase but still roughly in balance.

= Businesses, still scarred by post-pandemic labour shortages, hesitate to let go of workers.
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Labour market holding the line

Initial claims: steady as she goes

700

==|nitial claims (thousands)

600

500

400

300

200

100

1967 1975 1983 1991 1999 2007 2015 2023

Initial claims refer to number of people who apply for unemployment benefits for the first time.
Aggregated monthly. Shading indicates recession. Sources: Department of Labor, Haver Analytics,
Berenberg

Continued claims: coming down from the peak?
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Continued claims refer to the number of people who have already filed an initial claim and have been
receiving unemployment benefits. Shading indicates recession. Sources: Department of Labor, Haver
Analytics, Berenberg

= First-time applications for unemployment benefits remain at historically low levels and have been broadly stable

over the past 2-3 years.

= Continued claims (those who filed for unemployment benefits before and continue to claim them) appear to have
peaked in July but remain elevated compared to recent years.
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How soft is the labour market?

Labour market activity gradually deteriorating Long-term unemployment rises as hiring slows
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labour market health based on 24 indicators. Sources: Kansas City Fed, Haver Analytics, Berenberg

= The extensive US labour market data allows the construction of ultra-bearish views by focusing on selective
indicators. Even when the nonfarm payroll report shows strong headline figures -- solid job gains and low
unemployment rate -- it remains possible to present a negative outlook. Common examples include highlighting
the rising number of people working part-time for economic reasons, job losses in temporary help agencies, a
downward trend in average weekly hours, negative revisions to prior months’' employment gains, and stall-speed
hiring in “key” industries.

= To cut through the noise, the Fed will likely continue relying on broader measures of labor market health, such as
the Kansas City Fed's labour market conditions indicator.
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The $100k HIB blunder

H1B beneficiaries approved in FY2025, by industry
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= Late September, President Donald Trump signed a proclamation requiring a $100k application fee to obtain an

H1B visa (a US work visa for skilled foreign professionals).

= Big Tech firms, which lead capital expenditure on Al, rely most heavily on the H1B visa programme.

= Between 1990 and 2010, H-1B holders accounted for 30% to 50% of all US productivity growth (Peri et al. 2015).
That is remarkable, considering that by 2000 the US had only a little over 350k H1B visa holders (around 0.1% of

the population).
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Hardline immigration under Trump 2.0

Deportations on surge
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= Trump delivered on one of his key campaign promises:

Border encounters at record low levels
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clamping down hard on undocumented immigration.
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Fewer tourists and international students

Much fewer tourist arrivals than last year Student visas peaked in June 2024
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= An unwelcoming environment for foreigners has led to a decline in international student and tourist
arrivals.
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Where do foreign-horn workers work?

Foreign-born share of employment, by occupation Foreign-born share of employment, by industry
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Based on 2023 data. Sources: Census Bureau, Berenberg

= The immigration crackdown could result in severe labor shortages in key industries such as construction,
professional and business services, healthcare, agriculture, transportation, and manufacturing.
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Making sense of job revisions

Size of recent revisions nothing too extreme 2025 benchmark revisions likely similar to 2024
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* In the aftermath of the pandemic, monthly non-benchmark revisions to nonfarm payroll gains have not landed at
the extreme end of the historical range.

= Revisions have skewed downward, but jumping to conclusions based solely on downward revisions during the
pandemic or the 2008 global financial crisis — while ignoring upward revisions in the 1980, 1990, and 2001
recessions — misreads the data.

= Downward revisions are not inherently procyclical. Forecasting a major economic downturn based on them would
simply add to the long list of labour market indicators that predicted a recession in 2023 and 2024, which never
materialised.
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Time to worry about data quality?

Current Population Survey response rate (%) JOLTS response rate (%)
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= If response rates remain low, collection rates vary by release and the government struggles to estimate jobs
from new businesses, then naturally analysts and markets may place greater weight on private data.

=  For now, government data remains the gold standard and the basis for Fed's decision-making. However, the
outlook for data quality is not encouraging. The federal hiring freeze and already tight budgets, does not
support meaningful improvement in data collection or processing.
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Wage growth eased hut likely to pick up

Job-switching wage premia close to zero
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Wage growth have eased across all occupations
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= The gap between job-switcher and job-stayer annual wage growth has narrowed, as workers can no longer easily

quit their jobs and switch to higher-paying roles.

= The post-pandemic surge in immigration helped ease wage growth across both high- and low-skill occupations.

= A drought in labor supply due to the immigration crackdown will likely drive renewed wage pressures.
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Making room for the Al boom

Spending more on data centers than hospitals
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Production is stagnant except for high-technology
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Index, 2017 =100. Selected high-technology industries are computers and peripheral equipment,
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Reserve Board, Haver Analytics, Berenberg

Without an inflow of workers supporting US GDP growth, rises in productivity must do all the heavy lifting. The

macro data point to a clear bet: the US has pinned its hopes for productivity gains on artificial intelligence.

For now, the artificial intelligence hype shields the economy to some extent from the impact of tariffs and

uncertainty as investment in the sector remains relatively inelastic.
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Al adoption increasing but still low

Businesses increasingly plan to adopt Al Al adoption concentrated
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= The full impact of Al on productivity growth will take time to materialize as more companies adopt the
technology.

= According to the Census Bureau’s Business Trends and Outlook Survey, fewer than 15% of businesses plan to use
artificial intelligence in the next six months.
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Capex — the good and the had

Tech giants expected to ramp up capex spending Businesses’ capex plans improved but remain weak
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= Tech giants are expected to increase their capex spending as they make room for the Al boom.

= Although businesses’ capital expenditure plans have improved since the trough in April 2025, they remain weak.
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Sliding construction, rising equipment spending

Bidenomics reversing Capex shipments picking up
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The government-sponsored boom in factory construction has peaked and is likely to continue weighing on GDP
growth in 2026.

Meanwhile, the Al boom remains a key driver of higher capital expenditures. Core capex (nondefense capital
goods excluding aircraft) shipments are up more than 5% yoy -- the highest since January 2023.
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A unique housing market cycle

Prisoners in their own homes Least affordable housing market since 1990
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= Although market mortgage rates have climbed to over 6%, the mortgage rate homeowners pay on average (the
effective mortgage rate) is around 200bp lower, at approximately 4%. Homeowners do not want to sell their
homes and give up their low fixed mortgage rate. This has benefited homebuilders and residential investment,
even if demand is poor, as would-be homeowners have no choice but to buy new homes.

= Housing affordability is at its worst levels since 1990 due to elevated home prices and high mortgage rates. New
mortgage applications to purchase a house are at historically low levels.
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Strong corporate profit margins

Decomposing corporate profit margins Well above the pre-pandemic margin
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=  Profit margins remain well above pre-pandemic levels despite tariff costs.

=  Strong profit margins allow retailers to initially absorb some tariff costs before they raise prices, especially if
they are unsure whether the tariffs will last.
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Healthy businesses overall

Bankruptcies recently ticked up but remain low Interest expenses as a share of profit at record-lows
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Shading indicates recession. Sources: Administrative office of the US courts, Haver Analytics, Berenberg

36

Shading indicates recession. Sources: BEA, Haver Analytics, Berenberg

Business bankruptcy filings remain at historically low levels.

Similar to consumers, businesses borrowed at fixed rates when borrowing costs were extremely low. Interest

payments as a share of net operating surplus have plummeted since the pandemic and are now at their lowest
level since the 1960s.

BERENBERG



37

Tough time to be a small business

ADP private nonfarm employment (% yoy) Small businesses’ capex plans at GFC levels
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Sources: ADP, Haver Analytics, Berenberg 6-month moving average. Shading indicates recession. Sources: NFIB, Haver Analytics, Berenberg

= Elevated uncertainty, restrictive immigration policies, and tariffs hurt small businesses the most, forcing
them to trim their workforce and pull back on future capital expenditure.
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Some good news for productivity growth

Business dynamism is back Surge in new business applications
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Business dynamism (the pace at which new companies enter the market and existing ones expand or exit) in the
US has long been in decline, and quite sharply since 2000 (see Akcigit and Ates, 2020). However, this no longer
appears to be the case since the pandemic.

The rate at which new businesses are formed and exit the market is now 50% higher than the pre-pandemic
trend. Such creative destruction enhances productivity, especially when new businesses are concentrated in
high-productivity industries.
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Where do productivity gains come from?

Productivity gains by industry Job cut announcements due to Al
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= The largest contributors to productivity growth since Q4 2022 have been information, professional & business
services, and financials. These are also the industries that use -- and are expected to use -- Al the most.

=  While it might be tempting to jump to the conclusion that the adoption of Al is driving productivity growth, it is
important to remember that causation could work the other way around -- companies with better productivity
growth may have more room to invest in Al.
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Tariffs not helpful for productivity gains

US imports by end-use categories, in % Share of imported inputs in US manufacturing
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calculations.
= Capital goods (such as machinery, equipment, and computers) are the largest category of US imports, followed
by consumer goods (e.g., apparel, appliances, furnishings).

= The US relies heavily on China and EU for consumer goods, and on Canada for industrial supplies like gas and oil.
More than a third of US auto and parts imports come from Mexico.

= The US manufacturing sector imports around 20% of its inputs.
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A glimpse of hope: Trump in a slump

Net approval rating, in ppt Net approval by issue, in ppt
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= The US midterm elections are 10 months away.

= The affordability crisis and the toll post-pandemic inflation took on low-income households played a major role in
Trump’s re-election. Affordability has worsened since then, and the polls reflect this.

= To improve Republican chances of retaining control of the House in the November 2026 midterm elections,
Trump could roll back some of his destructive policies, such as tariffs, or issue stimulus cheques (“tariff
dividends”) to households.
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Remember DOGE?

To infinity and beyond! Federal deficit (S trillions, Fiscal YTD)
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The US is a fiscal sinner, with public debt on an unsustainable path. Even after accounting for tariff revenue, the
federal debt held by the public is on track to rise from its current level of 100% of GDP to 120% in less than a
decade.

Earlier this year, the Department of Government Efficiency (DOGE) promised to save $2trn in the federal budget
by the end of last month. While the agency cancelled some grants and conducted federal layoffs, it claims to
have only saved $200bn in FY 2025 (although the actual figure is likely closer to $100bn).
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Too much spending and not enough revenue

Fiscal deficit at near 2008 GFC levels Interest rate expenses add to rising debt
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=  Fiscal deficit in the US in FY2025 was just a little under 6% of GDP.
= In FY2025, the US spent nearly $1trn (more than 3% of GDP) to pay interest on its debt.

=  Almost 80% of federal debt consists of bonds and notes with maturities of more than two years and fixed rates.
Therefore, Fed rate cuts will not provide a major relief to the US's growing interest payments in the near term.
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Fiscal stimulus incoming

Near-term fiscal stimulus from the Trump megabill
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Major fiscal boost coming in Q1 but only temporarily
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The One Big Beautiful Bill is set to boost economic growth in 2026 by around 0.8ppt.
Households will enjoy some extra tax refunds in the first half of the year, as some provisions in the bill are

retroactive. The exclusion of tips and overtime income from taxes will also support household disposable income

growth.

Furthermore, the extension and expansion of full expensing for new capital investments and factory
construction should support capital expenditure growth.
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US government has a spending problem

Breakdown of the $5.2trn revenue in FY2025 Breakdown of the $7trn spending in FY2025
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= More than 90% of government outlays consist of nondiscretionary spending (such as healthcare and social

security), interest payments, and defence spending. This leaves less than 10% of outlays available for cuts. Even
if half of that is reduced and no other changes are made, the US would still face a deficit of more than 4.5% of
GDP.

= The problem, therefore, is structural. Simply trimming spending without increasing taxes will not significantly

reduce deficits
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CBO estimates immigration surge will narrow deficits

46

Less immigration, higher budget deficits
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More and more dependents per US worker

14

===Number of dependents per US worker
1.3

* Forecast

1.2

1.1

1.0

0.8
1960 1970 1980 1990 2000 2010 2020 2030 2040

Ratio of dependents (people younger than 15 or older than 64) to the working-age population (those
ages 15-64). Forecast based on UN medium fertility scenario. Sources: United Nations, World Bank,
Berenberg

= According to the Congressional Budget Office (CBO), immigration — documented and undocumented — increases
government revenue more than it adds to spending. It estimates that the recent surge in immigration could
continue to reduce deficits by around $1trn over the next decade.

= Even if immigrants paid no taxes (most do, regardless of legal status), the resulting boost to economic growth
would still generate sufficient revenue for the government to offset the cost of public benefits.
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Reasons to he ‘tariff'ied about Trump's tariffs

Highest tariff rate since late 1930s $30+ billion revenue per month from tariffs
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US importers now face an average effective tariff rate of around 17%, up from 2.5% in 2024 and the highest level
since 1930s. However, the collected tariff rate (tariff revenue as a share of imports) currently stands at just over
11%. Gaps in enforcement, pauses during trade talks, and exemptions for certain goods likely all contributed to
this discrepancy.

While tariffs generate meaningful revenue for the government, even an optimistic estimate of $400 billion (1.3%
of GDP) in annual tariff revenue ($4 trillion over 10 years) will not be quite enough to offset the fiscal damage
from One Big Beautiful Bill.
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Fed: next cut is in June

One final 25bp cut in June
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Dazed and confused about the terminal rate

December Summary of Economic Projections. Source: Federal Reserve

We expect the Fed to deliver only one rate cut this year: a 25bp reduction in June 2026 (taking the funds rate to

the 3.25-3.50% target range), reflecting a change in Fed leadership and political pressure from Trump. After
that, further cuts appear unlikely, as Fed officials will struggle to shift policy into accommodative terrain while

inflation remains well above target.

The neutral rate -- where monetary policy is neither accommodative nor restrictive -- is unobservable, and
estimates vary widely. The median estimate among Fed officials places it at 3% (with a range of 2.4% to 3.9%),
academic models suggest it lies between 3.0% and 4.5%, and market pricing is closer to 4.0%.
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Fed watch: no longer a snoozefest

Number of dissenting votes since 1935 Fed independence under threat
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= The last time more than three Fed officials dissented from the majority decision was in 1992, and 2026 could be

the year to break that 34-year record of consensus building.

=  What happens if the Fed loses its independence? A recent example comes from Turkey. In early 2021, President

Erdogan fired central bank governor Naci Agbal after he raised interest rates in response to rising inflation.
Within a year, the Turkish lira went into freefall, losing around 50% of its value against the US dollar, while
inflation nearly quadrupled to above 60%, and the 10-year Turkish bond yield spiked by over 10ppt. While even
in our risk case we would expect a far less extreme outcome in an advanced economy such as the US, with its
reserve currency and safe haven status, this episode highlights the critical importance of central bank
independence.
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Fed cut by 178bp since September 2024 hut...

Treasury yields since Fed cuts began (Sep 2024) Decomposing the 10-year Treasury yield
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= Although the Fed has cut its policy rate by 175bp since September 2024, the 2-year Treasury yield is down only
15bp, while the 5-year is up 25bp, the 10-year is up 50bp, and the 30-year yield is up 85 bp.

= Of the 50bp increase in the 10-year Treasury yield since September 2024, more than half comes from a rise in
the term premium, with the remainder attributable to higher expected inflation and the inflation risk premium.
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Politics and the Fed: a steeper curve ahead?

Inverted yield curve in the rear-view mirror A new era of fiscal dominance?
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= A more politically aligned Fed could push the yield curve steeper, with the short end hovering around zero in real
terms while the long end rises.
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Should we worry about money markets?

TGA drawdown incoming Bank reserves likely troughed in October 2025
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= The Secured Overnight Financing Rate (SOFR), the cost of overnight cash borrowing using Treasuries as

collateral, spiked nearly 20bp on 31 October, marking the largest one-day jump since March 2020. The
temporary stress eased partly due to the Fed’s liquidity backstop measures, such as the Standing Repo Facility
(SRF), and partly because month-end liquidity pressures subsided.

= The end of the government shutdown, combined with the end of the Fed’'s quantitative tightening (when it stops

rolling off maturing securities and also begins swapping maturing mortgage-backed securities for new Treasury
bills) should prevent similar pressure in money markets in the months ahead.

= However, if near-term funding costs spike again, hedge funds -- recently the dominant buyers of US Treasury

securities through basis trades -- may exit these positions, pushing Treasury yields higher.

BERENBERG



Is monetary policy restrictive for economic growth?

Financial conditions serve as tailwinds to growth This time is in fact different
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= Interest rates affect the economy through various channels. What matters for economic growth is the
impact of policy rates on financial conditions. These conditions include the Federal funds rate, the 10-
year Treasury yield, the mortgage rate, the BBB corporate bond yield, the stock market, house prices,

and the US dollar.

= Unlike previous Fed rate hike cycles, financial conditions have remained accommodative. Rising asset
prices and tight credit spreads have outweighed the impact of elevated borrowing costs.
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A broken economic cycle?

Remember “Powell’s curve'? ... or the leading indicators?
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2022) that uses the difference between the 3-month forward Treasury rate beginning 18-months ahead
and the 3-month Treasury bill to estimate the probability of a recession in the United States 12 months
ahead. Sources: Federal Reserve, Haver Analytics, Berenberg

= Most leading indicators, with a near-perfect track record of forecasting recessions, failed to predict the
post-pandemic economic expansion.

= A surge in immigration, favorable fundamentals (such as households and businesses being “locked in” at
relatively low borrowing rates), expansionary fiscal policies and accommodative financial conditions
prevented higher interest rates from tipping the US into a recession.
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Rising tail risk of a recession

No sign of serious stress in labour markets yet NBER recession indicators still positive on a yoy basis
60 NBER recession indicators Latest value (% yoy)
——San Francisco Fed labour market stress indicator
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month low. Sources: San Francisco Fed, Haver Analytics, Berenberg

= The National Bureau of Economic Research (NBER) determines whether the US is in a recession based on
aggregate economic indicators, not per capita figures. Therefore, a near-flat or potentially negative
population growth in 2026 mechanically increases the chance of the US falling into a recession. Without
immigration support, employment could fall persistently in 2026. Inflation-adjusted incomes could also
decline in the absence of job growth and rising inflation. Consumption, manufacturing and trade sales,
and industrial production largely depend on household wealth gains and Al-driven investments.
Ultimately, a “jobless expansion” is possible, but the risk of recession is higher, especially if the Al boom
fizzles.
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Will uncertainty ever go away?

More uncertainty than Trump 1.0 Fed officials not too confident in their projections

10 1.2
==NFIB small business uncertainty index

==Diffusion index of FOMC Participants' uncertainty assessment:
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Shading indicates recession. Sources: NFIB, Haver Anallytics, Berenberg Shading indicates recession. Source: Federal Reserve, Haver Analytics, Berenberg

= Even though uncertainty around US trade and fiscal policy has eased, businesses still face heightened

uncertainty about the future.

=  Major policy changes related to immigration, trade, and fiscal policy make it increasingly difficult to

forecast the future health of the labor market.
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Awaiting Supreme Gourt

US average effective tariff rate on trading partners 30-year Treasury yield jumped on Trump/Cook news

4.95
Canada we—— News out that

Mexico mm— Already in place before Trump 2.0 Trump fires Fed

_ lreland - em— ® Not subject to Supreme Court review 4.94 Governor Cook
Singapore mem——

United Kingdom  memmmmmmm—m— ¥ Subject to Supreme Court review 4.93
South Korea =ssssss—
Taiwan I
Japan I —— 4.92
Netherlands = ———
Germany I
Italy
France I

——30-year Treasury yield (%)

4.91

Malaysia i EEE——— 4.90

Thailand
Vietham ]

Indonesia | 4.89
Switzerland

China | 4.88
Brazil

India — 4.87

0 10 20 30 40 17:00 19:32 01:02 03:35 06:07 08:39
As of 1 November. Sources: Bloomberg Economics, Census Bureau, Bloomberg Intraday chart for August 25 and 26. UK time. Source: Bloomberg, Berenberg

= If the Supreme Court rules out International Emergency Economic Powers Act (IEEPA) tariffs, Trump
could still cite other laws to impose import taxes, so trade policy would largely remain unchanged from
the past year. That said, the court could also force the Trump administration to refund businesses that
have paid the IEEPA tariffs. To retaliate against the Supreme Court and raise the refund funds, Trump
could potentially increase tariff rates above current levels.

= Trump landed several punches to the Fed'’s independence in 2025. Another punch, and potentially a
more effective one, could come if the Supreme Court allows Trump to remove Lisa Cook from her role as
a Governor. In addition, if Powell resigns from his Governor position when his term as Chair ends in May
2026 (he can remain on the board as a Governor until January 2028), two seats on the Fed Board would

become available. Perhaps one could go to Kevin Warsh and the other to Kevin Hassett.
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Weak greenback

Official foreign exchange reserves by currency (in %)
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Latest data is for Q2 2025. Sources: IMF COFER, Berenberg

Trump risk premium here to stay
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= The loss of trust in US institutions, and the need to hedge against Trump’s erratic policymaking, drove a
sharp depreciation of the US dollar in 2025. The dollar lost 16% of its value against the euro since Trump
took office in January -- similar to the depreciation in 2017, the very first year of Trump in the president’s
seat. We expect the dollar to remain weak throughout 2026 as the “Trump risk premium” should persist.
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Strong foreign demand for US assets

Foreigners continue to finance US debt

1000
==US net capital inflows: Private net purchases of US Treasuries
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Shading indicates recession. Sources: US Treasury, Berenberg

How long will foreign appetite for US equities last?
800
==US net capital inflows: Private net purchases of US equities
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Shading indicates recession. Sources: US Treasury, Berenberg

Foreign investors continue to pile into US assets, helping keep financial conditions loose. Without these inflows,

financial conditions could turn restrictive and become a drag on growth.

A worsening fiscal situation, Trump'’s erratic policymaking, and “America First” policies (remember Section 899?)
could divert some foreign demand away from US bonds.

Much of the strength in foreign equity inflows reflects hype around artificial intelligence. However, if that

enthusiasm fades or companies fail to deliver the promised capital expenditures, such strength in inflows is

unlikely to persist.
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Key financial forecasts

Central bank rates

US Fed 3.50-3.75% 3.25-3.50% 3.25-3.50% 3.25-3.50% 3.75-4.00%
ECB refi rate* 2.15% 2.15% 2.15% 2.65% 3.15%
ECB deposit rate* 2.00% 2.00% 2.00% 2.50% 3.00%
BoE 3.75% 3.25% 3.00% 3.00% 3.50%
BoJ 0.75% 1.00% 1.25% 1.25% 1.25%

10-year bond yields

us 417% 4.30% 4.60% 5.00% 5.00%
Germany 2.90% 2.90% 3.00% 3.10% 3.30%
UK 4.53% 4.20% 4.00% 4.30% 4.50%
Currencies

EUR-USD 1.17 1.19 1.20 1.22 1.25
EUR-GBP 0.87 0.91 0.92 0.92 0.91
GBP-USD 1.34 1.31 1.30 1.33 1.37
UsD-JPY 157 148 144 137 134
EUR-JPY 183 176 173 167 167
EUR-CHF 0.93 0.93 0.93 0.93 0.93
USD-CNY 6.98 7.08 7.08 7.08 7.08

1Taken on 5 January at 09:15 UK time. Currency forecasts may not add up due to rounding. *The deposit rate has turned into the major ECB
policy rate to steer the money market rate.
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US economic forecasts

2025 2026 2027 2028 |1Q25 2Q25 3Q25 4Q25|1Q26 2Q26 3Q26 4026|1027 2Q27 3Q27 4Q27
GDP % yly 21 2.0 15 14 20 21 23 211 29 23 15 15|13 14 16 17
% a/q -02 09 11 03| 06 04 02 03|04 05 04 04
%q/q ann. -06 38 43 11 23 16 10 10| 17 18 17 18
Private Consumption % yly 2.6 19 16 15 3.1 27 26 20| 24 22 16 16 15 15 17 18
% a/q 02 06 09 04 05 04 03 0.3 04 04 04 04
Residential Investment % yly -1.8 -1.0 0.7 o5 |-09 -17 -18 -28]-27 -15 01 03] 06 09 07 06
% a/q -02 13 -13 00]-01 -01 03 02] 02 02 01 01
Non-Residential Investment % yly 3.9 17 15 11 28 40 39 47| 29 14 11 15 14 16 16 17
% a/q 23 18 07 -01]J 05 03 04 03] 04 04 04 04
Government Purchases % yly 14 0.6 0.7 0.8 27 19 11 00] 05 08 03 0706 06 07 08
% a/q -02 00 06 -03] 03 02 O01 01102 02 02 02
Final Dom Demand " % yly 25 1.6 14 13 29 26 24 19 )20 17 13 14113 14 15 16
% a/q 04 06 07 02]04 03 03 03|04 04 04 04
Exports % yly 1.6 05 0.1 04 21 15 15 121 12 16 -06 -02]-01 00 02 04
% a/q 00 -05 21 -051 00 00 -01 -01] O1 O1 01 01
Imports % yly 25 -3.2 05 0.4 132 18 -1.8 -28]-102 -20 -06 06| 06 06 05 0.4
% a/q 84 -83 -12 -10] 01 01 02 02| 01 01 01 01
Net Exports' % yly -0.2 0.6 -0.1 00 |18 -01 05 o06]19 05 00 -01]-01 -01 -01 0.0
% a/q 13 14 04 01] 00 00O OO 00} OO OO 0O OO
Stockbuilding "® % yly -0.1 -0.1 0.1 0.1 07 -04 -04 -02]-08 01 0.1 01 ] 00 00 01 0.1
% q/q 07 -08 00 00 0.1 00 00O O0O0O] OO OO 00 00
Current Account Balance USD bn -1M40  -901 -916  -919 |-440 -2561 -227 -222|-2283 -224 -226 -228|-229 -229 -229 -229
% of GDP -3.7 -2.8 -2.7 26 | -59 -33 -29 -28| -28 -28 -28 -28]| -28 -27 -27 -27
Industrial Production 2 % yly 12 11 09 09 07 05 16 21| 13 11 09 11 09 09 10 10
% q/q 1.0 05 05 01 03 0.3 0.3 0.3 00 03 04 03
Unemployment Rate 2 % 43 4.2 4,0 4,0 41 42 4.3 4.5 4.3 43 4.2 4.1 4.0 4.0 4.0 4.0
cpl ? % yly 2.7 29 2.4 2.8 27 25 29 28 2.8 3.1 3.0 28 25 24 24 26
Core PCE 2 % yly 28 3.0 25 28 28 27 29 29130 31 31 30|27 25 23 24
Federal deficit ° % of GDP -5.8 -6.3 -6.5 -6.5
Federal debt held by public 4 % of GDP 1012 1025 1036 1044
Fed Funds Rate’ % 375 350 350 400|450 450 425 375]375 350 350 350 350 350 350 350

' Contribution to GDP growth % period averages 8 Treasury data “ OMB data ® End of period ® Annual data refers to yoy change and quarterly to qoq change
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Global economic forecasts

Weight
World* 100.0
us 26.4
China 16.9
Japan 3.6
India 3.5
Latin America 6.1
Europe 24.5
Eurozone 14.8
Germany 4.2
France 2.8
Italy 2.1
Spain 1.6
Portugal 0.3
Other Western Europe
UK 3.3
Switzerland 0.8
Sweden 0.5
Eastern Europe
Russia 2.0
Turkey 1.2

2.6
21

4.9
1.2

6.5
2.5
1.4
1.4
0.3
0.8
0.6
2.8
1.9

13
1.2
13

1.0
2.8

GDP Growth
2.5 2.4
2.0 1.5
4.3 4.1
0.6 1.0
6.5 6.0
2.5 2.3
1.2 1.6
1.2 1.5
0.8 1.3
1.0 1.2
0.7 0.9
2.2 2.4
2.3 21
0.7 1.6
1.4 1.5
2.0 2.0
0.9 0.8
2.9 2.5

23
1.4
4.0
1.0
6.0
2.2
1.3
1.3
1.0
1.1

0.7
2.1

1.9

17
13
17

0.0
2.2

2.7
0.0
3.2

21

2.3
0.9
17
2.7
2.2

3.4
0.3
0.9

9.0
35.0

Inflation
2.9 2.4
0.9 1.4
21 1.9
2.0 2.2
21 2.2
1.4 2.1
1.8 2.1
2.4 2.4
1.8 2.2
2.2 2.0
0.7 1.1
1.5 1.9
7.5 6.0

25.0 20.0

2.8
1.6
17

25
2.5
2.4
2.5
2.5
2.4

2.3
1.3
2.0

6.0
18.0

4.3
5.1
2.5

6.4
3.7

7.6

6.2

10.6
6.1

4.8
2.9
8.7

2.5
9.0

Unemployment

4.2
5.0
2.4

6.3
3.8
7.6
5.9
10.1
5.8

5.3
2.9
8.4

3.0
9.3

4.0
5.0
2.4

5.9
3.5
7.5
5.7
9.5
5.6

4.9
2.6
77

3.0
9.3

4.0
5.0
2.4

5.6
3.2
7.4
5.6
9.1
5.5

4.4
2.4
7.4

3.0
9.2

-5.8
-8.6
-3.5
-7.5
-4.0

-3.2
-2.7
-5.4
-2.9
-2.9
-0.1

-4.9
0.3
1.3

-2.7
-4.0

Fiscal balance

-6.3 -6.5 -6.5
-8.5 -8.4 -8.3
-3.3 -2.8 -2.4
-7.5 -7.5 -7.0
-4.0 -4.0 -4.0
-3.4 -3.3 -2.7
-3.4 -3.6 -3.4
-5.3 -4.8 -4.4
-2.7 -2.4 -2.3
-2.6 -2.4 -2.4
0.0 0.0 -0.7
-3.8 -3.3 -2.9
0.3 0.3 0.4
-1.0 -0.7 -0.8
-3.0 -2.5 -2.5
-4.0 -4.0 -4.0

Unemployment rate: Harmonised definition (ILO/Eurostat); fiscal balance: general government deficit in % of GDP excluding one-off bank support.
*At market exchange rates, not purchasing power parity. PPP estimates give more weight to fast-growing emerging markets and inflate global GDP.

Weights based on IMF World Economic Outlook 2025 GDP data for 2024. Sources: World Economic Outlook, Berenberg
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Disclaimers

Publication date: 5 January, 2026

Please note
This document has been prepared by Equity Research Analysts of Joh. Berenberg, Gossler & Co. KG (hereinafter referred to as the “Bank”) and opinions contained
in this presentation represent those of the Bank’s Research Department at the stated date of publication.

The recommendations referred to in the presentation are not, nor shall they be construed as, investment advice by Berenberg. For recommendations and relevant
disclosures issued by the Berenberg Research department, as part of investment research, please see Compliance Disclosures | Berenberg

If you would like to view our research reports, these can be found at Equity Research or you can request a copy by emailing crm@berenberg.de.
Valuation basis/rating key

The recommendations for companies analysed by Berenberg’'s Equity Research department are made on an absolute basis for which the following three-step
rating key is applicable:

Buy: Sustainable upside potential of more than 15% to the current share price within 12 months;

Sell: Sustainable downside potential of more than 15% to the current share price within 12 months;

Hold: Upside/downside potential regarding the current share price limited; no immediate catalyst visible.

NB: During periods of high market, sector, or stock volatility, or in special situations, the recommendation system criteria may be breached temporarily.
General investment-related disclosures

The Bank has made all efforts to carefully research and process all information. The information has been obtained from sources which we believe to be reliable
such as, for example, Thomson Reuters, Bloomberg and the relevant specialised press. However, we do not assume liability for the correctness and completeness
of any information given. The provided information has not been checked by a third party, especially an independent auditing firm.
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Disclaimers

The following internet link provides further remarks on our financial analyses: Berenberg Research

Legal disclaimer

The information given can become incorrect due to passage of time and/or as a result of legal, political, economic or other changes. We do not assume responsibility to
indicate such changes and/or to publish an updated document. The forecasts contained in this document or other statements on rates of return, capital gains or other
accession are the personal opinion of the author and we do not assume liability for the realisation of these. Forward-looking forecasts or future results, estimates of
amounts not yet determinable, and therefore involve known and unknown risks, uncertainties and other factors which may cause the actual results, performance or
achievements of their subject matter to be materially different from current expectations. The Bank accepts no responsibility and no representation or warranty,
express or implied, is made as to the accuracy, reliability or completeness of the source of information on these webpages. To the fullest extent permitted by law, the
Bank accepts no responsibility for and shall have no liability for any loss (including without limitation direct, indirect, consequential and loss of profit), damages, or for
any liability to a third party however arising in relation to the information on these webpages. The Bank has no obligation to update, modify or amend the information.

This presentation is only for information purposes only. It does not constitute investment advice or recommendation to buy financial instruments. It does not replace
consulting independent advisors regarding legal, tax or financial matters.

Opinions, estimates and projections constitute the current judgment of the author when this document was compiled.

Recommendations issued should not necessarily be considered to be either objective or unbiased. The Bank may engage in transactions, for its own account or with
customers, in a manner inconsistent with the views taken in a recommendation. the Bank may (i) act as a market-maker (ii) deal as principal (iii) have managed or co-
managed a public offering for the issuer, which is the subject of a recommendation (iv) be party to an agreement with the issuer, that is the subject of a
recommendation, relating to the provision of services of investment firms (v) provide liquidity in instruments referred to in any recommendation and (vi) have, or be
seeking to develop, an investment banking or corporate banking relationship with issuers mentioned in a recommendation. The Bank or its employees may from time to
time have long or short positions in such instruments referred to in a recommendation. Accordingly, information referred to in a recommendation may not be
independent from the proprietary interests of the Bank and its affiliates, which may conflict with your interests and affect the objectivity of relevant recommendations.

This document is not a solicitation or an offer to buy or sell the mentioned stock.
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Disclaimers

Remarks regarding foreign investors
The preparation of this document is subject to regulation in the United Kingdom. The distribution of this document in other jurisdictions may be restricted by law,
and persons into whose possession this document comes should inform themselves about, and observe, any such restrictions.

United Kingdom
This document is meant exclusively for institutional investors and market professionals, but not for private customers. It is not for distribution to or the use of
private investors or private customers.

United States of America

This document has been prepared exclusively by Joh. Berenberg, Gossler & Co. KG. Although Berenberg Capital Markets LLC, an affiliate of the Bank and
registered US broker-dealer, distributes this document to certain customers, Berenberg Capital Markets LLC does not provide input into its contents, nor does this
document constitute research of Berenberg Capital Markets LLC. In addition, this document is meant exclusively for institutional investors and market
professionals, but not for private customers. It is not for distribution to or the use of private investors or private customers.

Please contact Berenberg Capital Markets LLC (+1 617.292.8200), if you require additional information.

Competent supervisory authority
Financial Conduct Authority, 12 Endeavour Square, London E20 1JN

Copyright

The Bank reserves all the rights in this document. No part of the document or its content may be rewritten, copied, photocopied or duplicated in any form by any
means or redistributed without the Bank’s prior written consent.

© 2025 Joh. Berenberg, Gossler & Co. KG
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