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Eurozone growth ticked up while UK momentum moderated

o Eurozone growth ticked up amid strong services activity, while UK momentum moderated.

e The UK announced a tax-raising budget with a boost to fiscal headroom.

e The European Central Bank holds a neutral stance on future monetary policy actions, while the
Bank of England remains open to further cuts.

Stronger growth momentum in the eurozone outpaces the UK

The Eurozone's growth momentum proved more persistent. The eurozone composite purchasing
managers' index (PMI) extended its upward trend, rising to 52.8 in November. Services activity
remained the primary driver, with the services PMI reaching a 30-month high of 53.6 in November.
Nevertheless, the manufacturing sector's recovery pace remained shaky, with its PMI retreating
into contractionary territory at 49.6. Among major member states, Germany and Spain sustained
solid expansion; ltaly staged a faster pace of growth; and France resumed expansion following a 14-
month contraction. The European Commission updated its economic forecasts in November,
projecting gross domestic product (GDP) growth of 1.2% for 2026. Investment is poised to be the
principal driver, supported by improving corporate profitability, favourable financing conditions,
policy supports from EU funds and higher defence spending.

UK economic growth eased in Q3. The UK's GDP growth slowed from 0.3% quarter-on-quarter
(QoQ) in Q2 to 0.1% in Q3, below market expectation of 0.2%. The production sector was the main
drag, contracting by 0.5% QoQ in Q3 after a 0.8% drop in Q2. Specifically, a cyber incident at a
major automobile manufacturer significantly disrupted motor vehicle production in September.
Meanwhile, the services and construction sectors managed mild growth of 0.2% QoQ and 0.1% in
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Q3, respectively. PMI data confirmed further softening. The UK composite PMI declined from 52.2
in October to 51.2 in November, largely driven by slower services activity. A range of factors,
including a subdued labour market, slower real wage growth and fiscal vulnerability, continue to
weigh on the UK's growth outlook.
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The UK announced a tax-raising budget to boost fiscal headroom

The UK announced a tax-raising budget in late November. The UK Chancellor of the Exchequer
Rachel Reeves presented the Autumn Budget 2025, detailing tax increases of GBP 26.0 billion.
Major tax-raising measures include a 3-year freeze on the thresholds of personal tax and employer
national insurance contributions from 2028-29, which will put more individuals into higher tax
brackets. Other measures include new national insurance charges on salary-sacrificed pensions
and a 2-percentage-point (ppt) rise in tax rates on dividends, property and savings income. The
Office for Budget Responsibility (OBR) estimated that these measures would raise the tax-to-GDP
ratio to a historic high of 38% in 2030-31, up from 35% in 2024-25. Concurrently, the OBR estimated
that the UK government's fiscal headroom would be raised to GBP 22.0 billion from GDP 10 billion
projected in March. However, the OBR cautioned that the UK's fiscal position remains vulnerable
due to an elevated debt-to-GDP ratio compared to other advanced economies. In addition, the
Budget outlined measures aimed at easing the cost-of-living pressure, such as a reduction of
average household energy bills by about GBP 150 each year between 2026-27 to 2028-29 and a
one-year freeze on regulated train fares. These initiatives are expected to moderate inflation, as the
OBR estimated that they could reduce CPlI inflation by 0.4 ppts in 2026.

The European Central Bank holds a neutral stance on future monetary policy
actions, while the Bank of England remains open to further cuts.

Eurozone inflation edged up slightly while core inflation remained steady. Eurozone headline
inflation increased slightly to 2.2% year-on-year (YoY) in November from 2.1% in October. The rise
was driven by a narrower YoY decline in energy prices (from -0.9% to -0.5%) and a slight pick-up in
service price gains (from 3.4% to 3.5%). Crucially, core inflation (excluding energy, food, alcohol and
tobacco) stayed at 2.4% YoY for the third consecutive month, suggesting a steady underlying
inflation trend.
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UK inflation showed signs of easing. UK headline inflation slowed to 3.6% YoY in October following
a sustained period at 3.8% over the preceding three months. Core inflation also declined from 3.5%
YoY to 3.4% in October. The slowdown was broad-based, with moderating price gains in both goods
(from 2.9% YoY to 2.6%) and services (from 4.7% to 4.5%). Notably, slower price gains in housing
and household services (decelerating from 7.3% YoY to 5.2%) was the primary contributor, which
could be linked to distortions in the energy price cap last year. Overall, the figures indicate that UK
inflation pressure is gradually being contained.

The European Central Bank (ECB) holds a neutral stance on future monetary policy actions, while
the Bank of England remains open to further cuts. Both central banks are scheduled to hold their
monetary policy meetings in mid-December. For the Eurozone, the ECB is anticipated to hold policy
rates steady in December, given that inflation stabilised around the policy target and the Eurozone
economy sustained resilient growth. Going forward, the ECB will maintain its data-dependent and
meeting-by-meeting approach when determining its monetary policy stance. For the UK, signs of
softening inflation and weak growth point to monetary accommodation. As such, financial markets
are currently pricing in a rate cut by the BoE at its December meeting.
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This material is prepared by The Bank of East Asia, Limited ("BEA") for customers' reference only. The content is
based on information available to the public and reasonably believed to be reliable, but has not been independently
verified. Any projections and opinions contained herein are expressed solely as general market commentary, and do
not constitute an offer of securities or investment, nor a solicitation, suggestion, investment advice, or guaranteed
return in respect of such an offer. The information, forecasts, and opinions contained herein are as of the date
hereof and are subject to change without prior notification, and should not be regarded as any investment product
or market recommendations. This material has not been reviewed by the Securities and Futures Commission of
Hong Kong, Hong Kong Monetary Authority, or any regulatory authority in Hong Kong.

BEA will update the published research as needed. In addition to certain reports published on a periodic basis, other
reports may be published at irregular intervals as appropriate without prior notice.

No representation or warranty, express or implied, is given by or on behalf of BEA, as to the accuracy or
completeness of the information and stated returns contained in this material, and no liability is accepted for any
loss arising, directly or indirectly, from any use of such information (whether due to infringements or contracts or
other aspects). Investment involves risks. The price of investment products may go up or down, and may become
valueless. Past performance is not indicative of future performance. The investments mentioned in this material
may not be suitable for all investors, and the specific investment objectives or experience, financial situation, or
other needs of each recipient are not considered. Therefore, you should not make any investment decisions based
solely on this material. You should make investment decisions based on your own investment objectives, investment
experience, financial situation, and specific needs; if necessary, you should seek independent professional advice
before making any investment.

This material is the property of BEA and is protected by relevant intellectual property laws. Without the prior written
consent of BEA, the information herein is not allowed to be copied, transferred, sold, distributed, published,
broadcast, circulated, modified, or developed commercially, in either electronic or printed forms, nor through any
media platforms that exist now or are developed later.

For more information, please visit our webpage at https://www.hkbea.com/html/en/bea-about-bea-economic-
research.html. For any enquiries, please contact the Economic Research Department of BEA (email:
lerd@hkbea.com/telephone number: (852) 3609-1504/postal address: GPO Box 31, Hong Kong).
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