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FX Daily Snapshot

Markets Cry Debasement, History
Suggests Otherwise

25t August 2026

USD: USD Consolidates Post-Buyback Shock

DXY is little changed after Monday's modest rebound, but the broader market narrative
remains centred on US fiscal concerns, Treasury buybacks and the prospect of "USD
debasement". Despite the buyback announcement, yields remain elevated, with the
10Y near 4.72% and the 30Y above 5.2%, suggesting investors remain unconvinced
that buybacks can reverse the ongoing long-end sell-off.

Our analysis examines similar previous episodes of USD weakness, gold strength and
rising Treasury yields testing whether subsequent market behaviour validates the
debasement narrative. The historical evidence suggests it does not. Across prior
episodes, extreme readings in the signal were not followed by persistent USD
weakness. Instead, DXY typically stabilised, while gold frequently corrected over the
subsequent one to three months. The strongest and most consistent outperformers
were not gold or safe havens, but high-yielding EM FX, while JPY and CHF tended to
underperform. Therefore, the current market conditions generating debasement fears
have historically been associated with crowded positioning and subsequent mean
reversion rather than an accelerating loss of confidence in US assets.

DXY SHOWS NO CONSISTENT DIRECTION
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The current episode is defined by elevated long-end yields and ongoing bear-
steepening. If that backdrop were to change and yields began falling materially, history
points to a different regime. In previous episodes where USD weakness and gold
strength coincided with declining yields, gold continued to rally and sustained USD
softness became more likely. A move from rising to falling yields represents an
important signal that the market is transitioning from a fiscal and term-premium story
towards an easing-driven USD bearish environment.

So, while fiscal concerns, Treasury buybacks and record debt levels continue to
support the debasement narrative, historical experience suggests caution in
extrapolating to US asset sell-off. As long as yields remain elevated, the more likely
outcome is dollar stabilisation, gold consolidation and selective outperformance in
carry-sensitive FX rather than a sustained debasement.

LEVERAGED FUNDS MXN POSITIONING — NET LONG POSITION CLOSE TO
LARGEST IN POST-COVID PERIOD
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MXN: Peso gains capture continued draw to carry

We are in the midst of an escalation to the conflict in the Middle East that has lasted
longer than most assumed when it began in late February, US-China relations could
be about to come under renewed strain, fixed income duration risk is rising and the
Trump administration is intensifying its trade war with Canada. But FX vol remains
remarkably low and investors continue to be drawn to carry. The Mexican peso
performance highlights the continued attractiveness in carry trading strategies in FX
with USD/MXN breaking below the 17.00-level this month for the first time since June
2024. We have now reached levels well below what we expected at this stage and will
likely have to adjust our USD/MXN forecast profile lower. USD/MXN rebounded
modestly yesterday but after a notable decline this month helped by stronger
expectations that Banxico will maintain its current monetary stance.

Real GDP expanded by 1.4% Q/Q in Q2 confirming a pick-up while headline inflation
picked up modestly. Last week, the minutes from the latest Banxico policy meeting this
month, released last week, revealed a policy board that was more comfortable with
keeping the monetary stance on hold. Services inflation was described as “sticky” and
the convergence of the inflation rate to the target level was estimated to happen only
by Q4 2027, compared to Q2 previously. With the policy rate at 6.50% that provides
reassurances for investors that carry in Mexico will remain attractive. The US Treasury
bond buyback announcement could raise expectations that these trades can continue
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to fuel high returns. Low vol has persisted and USD/MXN 1mth implied volatility is close
to the low recorded toward the end of last year, which was the lowest since 2019.

Mexico is also drawing demand for other reasons. MXN is being views as an avenue
in FX markets to Al-related exposure. Mexico’s exports are recording some huge
increases in Al-related goods. According to S&P Global, computer server Mexican
exports reached USD 83bn in H1 2026. Those exports surged by 172% YoY in the
12mths to June. after growth of 211% in 2025. 94% of those exports were destined to
the US. Mexico appears to be moving up the value chain into an advanced technology
hub. Imports from Taiwan surged 146% in the year to June.

As always with a trade that has performed so well, one risk is that the trade is now
crowded and hence a sharp reversal is possible, if say for example the Fed hike rates
and the US curve reprices for more hikes. The IMM Leveraged Funds positioning data
shows the 4-week average approaching the highest level in the post-covid period.

KEY RELEASES AND EVENTS

Indicator/Event Period Consensus  Previous Mkt
Moving
GE 09:00 German Ifo Business Climate Index (Aug) 87.3 86.6 I
us 13:00 FOMC Member Barkin Speaks - - - ]
us 14:00 S&P/CS HPI Composite - 20 n.s.a. (YoY) (Jun) 1.9% 1.6% !
us 14:00 House Price Index (MoM) (Jun) 0.2% 0.3% !
us 15:00 CB Consumer Confidence (Aug) 90.3 90.8 m
us 15:00 New Home Sales (Jul) 620K 628K m
us 15:00 Richmond Manufacturing Index (Aug) 7 5 !
us 21:00 FOMC Member Barkin Speaks - - - ]

Source: Bloomberg & Investing.com
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CERTIFICATION
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GENERAL DISCLAIMERS

This report is for information purposes only and should not be construed as investment research (as defined under regulatory rules of the United Kingdom and the
European Economic Area) or a solicitation of any offer to buy or sell any security, commodity, futures contract or related derivative (hereafter “instrument”) or to
participate in any trading strategy. This report does not constitute a personal recommendation and does not take into account the individual financial circumstances,
needs or objectives of the recipients. Recipients should therefore seek their own financial, legal, tax or other advice before deciding to invest in any of the instruments
mentioned in this report.

Certain information contained in this report has been obtained or derived from third party sources and such information is believed to be correct and reliable but has
not been independently verified. MUBK and MUFG Securities do not make any guarantee, representation, warranty or undertaking, express or implied, as to the
fairness, accuracy, reliability, completeness, adequacy or appropriateness of any information or comments contained in this report. Furthermore, the information may
not be current due to, among other things, changes in the financial markets or economic environment. MUBK and MUFG Securities has no obligation to update any
such information contained in this report.

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

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

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

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

COUNTRY AND REGION SPECIFIC DISCLAIMERS

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

Europe Middle East and Africa (EMEA):

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

. United Arab Emirates (UAE): This report is only intended for distribution to a professional client or market counterparty as those terms are defined under the
rules of the Dubai Financial Services Authority and only a person meeting the criteria for these terms should act upon this report.

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

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

The Americas (AMER):

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

5 25th August 2026 (.) M U FG



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

In relation to activites undertaken by MUSE in their capacity of a SD or SBSD, further disclosures and notices can be found at
https://www.mufgemea.com/governance/legal-and-regulatory/.

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

Asia-Pacific (APAC):

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

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

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

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

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

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

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

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