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ECB HICP forecasts: more pressure for 2027

H  On 10 September, the ECB will update its macroeconomic projections.
The cut-off date for assumptions was probably around 19 August, n
leading to lower Brent but higher gas prices compared to the last
macroeconomic projections.
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B We expect the ECB to make upside revisions to its baseline scenario for
2027 as higher gas and electricity prices would imply larger second-
round effects on core and food HICP. In contrast, we expect the ECB to
revise its 2026 forecasts marginally to the downside due to the current P
weakness in food HICP. o

m  Allin all, we expect the ECB baseline to have headline inflation at 2.9%
in 2026 (-10bp), 2.6% in 2027 (+30bp) and 2.0% in 2028, with core inflation
at 2.5% in 2026, 2.7% in 2027 (+20bp) and 2.2% in 2028.

ECB forecast errors
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In Q226, headline inflation came out at 3.0% YoY, 20bp below the ECB’s June interactive data website:
baseline forecasts, while core was in line with the ECB’s estimates at 2.4% YoY.
In fact, energy prices collapsed in June after the ceasefire agreement between the RED MOU NTknalytics

US and Iran, leading energy HICP to fall to 8.5% YoY in June. With this figure, the
Q226 average reached 10.1% YoY for energy HICP, far below the 11.3% expected
by the ECB. On top of that, food HICP also surprised by its weakness, printing at
1.9% YoY in Q226 while the ECB expected 2.3%. In contrast, both services and
core goods were in line with the ECB’s forecasts.
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For Q326, after two of the three monthly prints, we track headline inflation at 3.19%
and core inflation at 2.44%. Headline inflation would thus be again 20bp below the
ECB’s forecasts (3.4%), but core would be broadly in line (2.5%). However,
considering the rebound of energy prices over the summer (especially for gas and
electricity), energy HICP would print above the ECB’s take for Q326 (we track
13.3% vs 12.5%). Nonetheless, food inflation weakness accentuated, and we now
track food HICP at 1.2% YoY for Q326, far below the 2.5% expected by the ECB.

As a result, ECB forecast errors on inflation should lead to large downside
revisions for food (at least in the short term) and some upside revisions for
energy.

Turning to activity, Q126 GDP was revised 20bp lower at 0.0% QoQ but Q226
GDP came out 20bp above the ECB’s forecast (0.4% QoQ vs 0.2%). Thus,
overall H126 growth was broadly in line with the ECB’s estimates. That being said,
the survey data improved significantly since the last macroeconomic projections as
services PMI rebounded from 47.7 in May to 51.7 in August, and manufacturing
PMI rose from 51.6 to 52.7. It seems that activity is so far quite resilient despite the
energy shock. However, the burden from higher electricity and gas costs is growing
and could dampen activity over the next few quarters. In that context, we expect
little change to the GDP outlook, thus little impact on inflation going forward.

Changes in assumptions

With a monetary policy decision to be delivered on 10 September, we expect the
assumption cut-off date to be around 19 August. We assume the usual ten-day
average window for commodities and FX assumptions.

In June, the ECB’s baseline assumptions included an oil price at USD96.9/bl on
average in 2026, USD82.2/bl in 2027 and USD77.1/bl in 2028. Under this new
set of assumptions, Brent prices should be down, around USD89/bl in 2026,
USD78/bl in 2027 and USD73/bl in 2028. However, the ECB should now take into
account not only Brent prices but also crack spreads, which have widened since
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the last macroeconomic projections, offsetting part of the impact of lower Brent
prices. By the way, we would not be surprised (and we hope) that the ECB will
write a dedicated box on the matter.

In contrast, natural gas price assumptions should be higher. The ECB’s
former assumptions had TTF prices averaging EUR45.6/MWh in 2026,
EUR37.5/MWh in 2027 and EUR27.9/MWh in 2028. New assumptions should be
close to EUR51/MWh in 2026, EUR43/MWh in 2027 and EUR30/MWh in 2028.

It is worth noting that the cut-off date occurred before the further increase in Brent
and TTF prices (see Figures 1 and 2).

Fig 1. Oil prices — Brent 15t future (USD/bl) Fig 2. Natural gas prices — TTF 15 future (EUR/MWh)
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Finally, the EUR/USD assumption should at 1.16 over the forecast horizon, only
marginally down from the 1.17 in June.

All combined and all else equal, higher crack spreads would offset part of
the decline in Brent prices, while higher TTF would push HICP higher. In fact,
using the usual ECB pass-through, this new set of assumptions should have
a +5bp effect in 2026, a +10bp effect in 2027 and a -2bp effect in 2028.

Wages

For wages, there is an interesting divergence between hard data and soft
data. In fact, hard data continued to ease, with both negotiated wages and labour
cost index slowing in Q226 (see Figure 3). However, soft data like the Indeed
tracker or the ECB wage tracker are showing increasing wage pressure (see
Figure 4). In particular, the Indeed wage tracker rose from 2.5% YoY at the
beginning of 2026 to 3.2% YoY in July. On top of that, the forward-looking ECB
wage tracker shows an uptick in early 2027 underlying that wage growth might be
higher next year.

In this context, we expect the ECB to revise compensation per employee (the
main ECB wage gauge) slightly to the upside, from 3.2% to 3.3% in 2026, from
3.2% to 3.4% in 2027 and unchanged at 3.2% in 2028, which would slightly
support services HICP in 2027. On our end, we believe the current energy shock
will start to bite on wages around the end of 2026 when negotiations take place for
2027 wages among firms. We believe wage growth might be a bit larger for 2027
(slightly above 3.5% YoY), which is why we have our labour-intensive services
rising above 4% YoY in early 2027.
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Fig 3. Eurozone wage data Fig 4. Eurozone wage trackers
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About second-round effects

As often underlined in our publications, so far we see no obvious second-
round effects from the energy shock. We continue to believe that we cannot use
the 2021-22 playbook as there were non-linear impacts from cumulative shocks
(demand shock from the reopening of economies and massive fiscal stimulus,
supply bottlenecks & shortages of some key components like microchips and on
top of that the energy & commodities shock from the war in Ukraine). This time, the
shock is essentially about energy — and even the energy shock is much smaller
than in 2021-22 — with a slower pass-through to non-energy components. In
addition, consumer demand is likely more sensitive to price changes this time as
consumers do not have the same large savings as in 2021-22 after on-and-off
lockdowns. Thus, the pricing power of firms was larger back then than it probably
is right now.

Let’s now take a deeper look at the three different aggregates ex-energy:

® Food: food inflation surprised to the downside month after month this year,
following super weak PPls (see Figure 5) despite higher energy prices and
harsh weather conditions this year (many floods in winter, heatwaves in
summer). We continue to expect some mild rebound after the summer season
(essentially coming from the adverse weather conditions which would impact
unprocessed food) and a more pronounced increase throughout H127 (from
higher energy costs, especially for processed food). By the way, while fertiliser
prices was a huge topic three months ago, prices have collapsed and are now
back to pre-shock levels.

® Core goods: core goods inflation rose above 1% YoY, but essentially from
specific drivers, unrelated to the energy shock. In fact, the German pharmacy
fee increase alone explains more than 20bp of core goods inflation. In addition,
information & communication equipment momentum keeps ongoing (this
component has been averaging -5.5% YoY over 2024 & 2025 and is currently
above +1% YoY), led by higher RAM prices. However, we are starting to see
a small upside pressure on PPI data as consumer goods (excluding food,
beverages and tobacco) PPI for the domestic market rose from 1.6% YoY in
January to 2.4% YoY in July (see Figure 6). By way of comparison, this very
same indicator reached 8.5% YoY in December 2022. On our side, we
continue to expect only a small impact on core goods HICP from the energy
shock.
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Fig 5. PPl Eurozone manufacture of food products and Fig 6. PPl Eurozone consumer goods (ex. food,
beverages — domestic market beverages and tobacco) — domestic market
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® Services: services experienced a lot of volatility due to the timing of Easter
and airfares saw extreme volatility. However, we are not seeing any impact
from the energy shock in services — even airfares are now in negative territory
in YoY terms (our estimate for August-26 after the preliminary release), despite
the surge in jet fuels. In the meantime, labour-intensive services remained
stable around 3.8% YoY so far this year and services with resets continued to
ease, now below 3% YoY. It is not surprising that services have so far not
reacted to the energy shock as there is a lot of latency before services get
affected, especially since nothing has happened yet for food and core goods.
And even if wages are not reacting yet (see section above), we expect some
upside pressure for the upcoming 2027 cycle of wage negotiations due to
higher overall inflation. It should support higher labour-intensive services and
larger resets at the beginning of the year. On top of that, we also expect
airfares to start to bounce back as a lot of airlines relied on their jet fuel hedging
so far, which will need to be rolled at some point. Finally, extreme weather
events over the course of 2026 should also support car and home insurance
prices (but unrelated to the energy shock).

Conclusion

All combined, we believe the ECB will revise its inflation forecasts to the downside
in 2026 due to food HICP current weakness. In contrast, higher gas and electricity
prices would lead to higher second-round effects in 2027 on core and food prices,
supporting an upside revision on both headline and core HICP. Finally, we do not
expect any significant revision for 2028 considering the backwardation of energy
futures curves.

In details, we expect the ECB to have headline inflation at 2.9% in 2026 (-10bp
vs June), 2.6% in 2027 (+30bp) and at 2.0% in 2028. Core would be at 2.5% in
2026, 2.7% in 2027 (+20bp) and at 2.2% in 2028.
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Fig 7. Expected ECB inflation forecasts
Inflation forecasts m 2027 m

ECB Dec - headline 2.9% 2.6% 2.0%
(difference vs Jun forecasts) (-0.1) (+0.3) (=)
CACIB 1 Sep — headline 2.93% 2.75% 1.98%
ECB Dec - core 2.5% 2.7% 2.2%
(difference vs Jun forecasts) (=) (+0.2) (=)
CACIB 1 Sep — core 2.39% 2.65% 2.10%

Source: Crédit Agricole CIB

Fig 8. Eurozone headline inflation Fig 9. Eurozone core inflation
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For more details on our forecasts, you can download our latest forecast
spreadsheet here.
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Recent inflation publications

Release Publication Link
01/09/2026 Inflation-linked Weekly Energy, elections, Livret A: a strategy Q&A
27/08/2026 Inflation-linked Focus Eurozone HICP preview: August 2026, highest print in three years
26/08/2026 Inflation-linked Focus Inflation slide deck at Red Mount Analytics
25/08/2026 Inflation-linked Weekly The energy crisis is worsening
25/08/2026 Inflation-linked Trade Idea  Deepening energy crisis, buy 5Y HICPx
21/08/2026 Inflation-linked Focus US CPI outlook update, adding 2028
21/08/2026 Inflation-linked Focus Back to work: HICP update
19/08/2026 Inflation-linked Trade Idea  Sell OATei Jul-36 vs BTPei May-36, target reached
12/08/2026 Inflation-linked Focus US July CPI: a relatively benign month
06/08/2026 Inflation-linked Focus US CPI: July 2026 preview
03/08/2026 Inflation-linked Focus July HICP debrief and summer break
28/07/2026 Inflation-linked Weekly Up and down
24/07/2026 Inflation-linked Focus Eurozone HICP preview - July 2026: energy back in the driver's seat
21/07/2026 Inflation-linked Weekly Looking ahead, beyond the double energy crisis
21/07/2026 Inflation-linked Focus Adding 2028 to our HICP path
15/07/2026 Inflation-linked Weekly Threat, deal, break, repeat
10/07/2026 Inflation-linked Focus US CPI: June 2026 preview
03/07/2026 Inflation-linked Focus Quick HICP update
30/06/2026 Inflation-linked Weekly Food for doves
26/06/2026 Inflation-linked Focus HICP, June preview and outlook update (complete version)
22/06/2026 Inflation-linked Trade Idea  Sell OATei Jul-36 vs BTPei May-36
17/06/2026 Inflation-linked Trade Idea  Taking profit on sell 5YF5Y FRCPIx vs buy HICPx
16/06/2026 Inflation-linked Weekly We're still below what the market implies
10/06/2026 Inflation-linked Focus US May CPI: little sign of pass-through in core
09/06/2026 Inflation-linked Weekly Mixed US CPI incoming

Still useful documents from 2024-2025 (subjective list)
09/03/2026 Inflation-linked Focus Updating our HICP forecasts as oil exceeds USD100/bl
02/03/2026 Inflation-linked Focus War in Iran: another inflation shock?
21/01/2026 Inflation-linked Focus New HICP methodology and weight adjustments
21/11/2025 Inflation-linked Focus 2026 Inflation Outlook: more mess ahead
12/11/2025 Inflation-linked Focus Eurozone linker supply outlook 2026
03/10/2025 Inflation-linked Focus Adding 2027 to our US CPI outlook
16/06/2025 Inflation-linked Focus 2027 HICP now in our forecasts
06/03/2025 Inflation-linked Focus Are the German and EU plans that inflationary?
10/02/2025 Inflation-linked Focus Revisiting the oil pass-through to HICP
27/01/2025 Inflation-linked Focus Does EUR/USD parity matter for EZ inflation?
02/12/2024 Inflation-linked Focus US CPI, what impact from Trump 2.0 policies?
26/11/2024 Inflation-linked Focus Eurozone 2025 inflation outlook: in depth Q&A
19/11/2024 Inflation-linked Focus The 100-component US CPI model
18/09/2024 Inflation-linked Focus Q&A on (ECB’s) domestic inflation
04/06/2024 Inflation-linked Weekly Guess who'’s back
03/05/2024 Inflation-linked Focus Separating noise from trend in Eurozone core HICP
11/04/2024 Inflation-linked Focus
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With Red Mount Analytics, we are setting a new standard for market intelligence
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1 - Fundamentals

The basics of inflation: cash market size and
mechanics, inflation swaps conventions, CPI
weights and inflation drivers

2 - Forecasts

The one shop-stop for inflation forecasts: our
projections up to two-year ahead combined with
historical data, contributions charts, proprietary
indices, comparing with fixings etc. Granularity of
our models? 65 components for the US, 1000
components for the Eurozone. Unique in the
market and weekly updated. Enjoy

3 - Market monitor

Eurozone linkers: proprietary data (SA breakevens
and real yields, deltaZspread), RV analytics.
Inflation swaps & forwards: curves, historical,
forwards grids, rolldown, FR vs Eurozone inflation
swaps and forwards. Hundreds of possible
combinations. 3YF2Y France vs Eurozone? We
have it. Soon coming? US TIPS & inflation swaps

4 - Flows and technicals

EUR linker supply: supply since 2009, linker by
linker, tap by tap. Supplied vs target for the year.
US TIPS: auctions statistics since 2009

5 - Trade ideas

Don’t miss this one. Our inflation trade ideas since
2019. Around 115 trades, 1130bp P&L, 75%
average hit ratio over seven years. With the links to
the trade recommendations, of course.
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term inflation forecasts since 2020
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Red Mount Analytics

Complex markets require the most advanced and powerful tools...
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Our new interactive data website features:

9 product classes (eg, EM, FX, Sustainable, Credit)
6 categories (eg, flows, fundamentals, RV)

90% exclusive content

Al modelling

25bn data points

over 4,500 interactive charts
over 1,000 proprietary models
over 250 use cases

over 150 thematic reports
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Certification
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Important. Please note that in the United States, this fixed income research report is considered to be fixed income commentary and not fixed income research.
Notwithstanding this, the Crédit Agricole CIB Research Disclaimer that can be found at the end of this report applies to this report in the United States as if references to
research report were to fixed income commentary. Products and services are provided in the United States through Crédit Agricole Securities (USA), Inc.
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[ A list of all the recommendation changes on any financial instrument or issuer disseminated within the last 12 months.

[ Where Crédit Agricole CIB is a market-maker or liquidity provider in the financial instruments of the issuer.

Valuation and methodology

Based on their expertise, each analyst defines the information that is relevant to produce their recommendations. This information may change over time. All
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Any change in recommendation is disclosed via specific documents indicating both the new and the previous recommendation and the rationale backing the change.

Credit Agricole CIB expressly disclaims any responsibility for: (i) the accuracy of the models or estimates used in deriving the recommendations; (ii) any errors or omissions
in computing or disseminating the valuations: and (iii) any uses to which the recommendations are put. Any valuation provided may be different from the valuation of the
same product that Credit Agricole CIB may use for its own purposes, including those prepared in its own financial records.
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from information believed to be reliable. Such information has not been independently verified and no guarantee, representation or warranty, express or implied,
is made as to its accuracy, completeness or correctness.

This report is provided for information purposes only. Nothing in this report should be considered to constitute investment, legal, accounting or taxation advice
and you are advised to contact independent advisors in order to evaluate this report. It is not intended, and should not be considered, as an offer, invitation,
solicitation or personal recommendation to buy, subscribe for or sell any of the financial instruments described herein, nor is it intended to form the basis for
any credit, advice, personal recommendation or other evaluation with respect to such financial instruments and is intended for use only by those professional
investors to whom it is made available by Crédit Agricole CIB. Crédit Agricole CIB does not act in a fiduciary capacity to you in respect of this report.

Crédit Agricole CIB may at any time stop producing or updating this report. Not all strategies are appropriate at all times. Past performance is not necessarily
a guide to future performance. The price, value of and income from any of the financial instruments mentioned in this report can fall as well as rise and you may
make losses if you invest in them. Independent advice should be sought. In any case, investors are invited to make their own independent decision as to
whether a financial instrument or whether investment in the financial instruments described herein is proper, suitable or appropriate based on their own
judgement and upon the advice of any relevant advisors they have consulted. Crédit Agricole CIB has not taken any steps to ensure that any financial
instruments referred to in this report are suitable for any investor. Crédit Agricole CIB will not treat recipients of this report as its customers by virtue of their
receiving this report.
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own accounts or for the account of others, may have positions relating to other financial instruments of the issuer thereof, or any of its affiliates, or may perform
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issue, other reports that are inconsistent with, and reach different conclusions from, the information presented in this report. Crédit Agricole CIB is under no
obligation to ensure that such other reports are brought to the attention of any recipient of this report. Crédit Agricole CIB has established a “Policy for Managing
Conflicts of Interest in relation to Investment Research” which is available upon request. A summary of this Policy is published on the Crédit Agricole CIB
website. This Policy applies to its investment research activity.

None of the material, nor its content, nor any copy of it, may be altered in any way, transmitted to, copied or distributed to any other party without the prior
express written permission of Crédit Agricole CIB. To the extent permitted by applicable securities laws and regulations, Crédit Agricole CIB accepts no liability
whatsoever for any direct or consequential loss arising from the use of this document or its contents.
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Prudentiel et de Résolution (the “ACPR”) and supervised by the European Central Bank (the “ECB”), the ACPR and the Autorité des Marchés Financiers (the
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Rule 15a-6 under the Securities and Exchange Act of 1934 and who deal with Crédit Agricole Corporate and Investment Bank. This report does not carry all of
the independence and disclosure standards of a retail debt research report. Recipients of this research in the United States wishing to effect a transaction in
any security mentioned herein should do so by contacting Crédit Agricole Securities (USA), Inc. (a broker-dealer registered with the Securities and Exchange
Commission (“SEC”) and the Financial Industry Regulatory Authority (“FINRA”)). The delivery of this research report to any person in the United States shall
not be deemed a recommendation of Crédit Agricole Securities (USA), Inc. to effect any transactions in the securities discussed herein or an endorsement of
any opinion expressed herein. This report shall not be re-distributed in the United States without the consent of Crédit Agricole Securities (USA), Inc. Italy: This
research report can only be distributed to, and circulated among, professional investors (operatori qualificati), as defined by the relevant Italian securities
legislation. Spain: Distributed by Crédit Agricole Corporate and Investment Bank, Madrid branch and may only be distributed to institutional investors (as
defined in article 7.1 of Royal Decree 291/1992 on Issues and Public Offers of Securities) and cannot be distributed to other investors that do not fall within the
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but only to institutional investors. Singapore: Distributed by Crédit Agricole Corporate and Investment Bank, Singapore branch. It is not intended for distribution
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Benchmarks are the subject of recent and on-going reform, which include changes in methodology, discontinuation and/or replacement. Where implemented,
reforms may cause benchmarks to perform differently than in the past or have other consequences which may have a material adverse effect on products and
services provided by Crédit Agricole CIB currently and/or in the future. You should therefore consult your own independent advisers and make your own
assessment about the potential risks imposed by benchmark reforms, when making any investment decision with respect to a product or service linked to or
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