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A hike is baked in; we expect more to come

A 25bp hike on Thursday is a virtual certainty. We do not expect any meaningful policy signals in the press
conference, but economic resilience and upside risks to the inflation outlook suggest that the ECB might still
have work to do. We forecast a final 25bp hike in December.

ECB is unlikely to bring relief to eurozone fixed-income markets

With the energy shock continuing to exert upward pressure on inflation, the ECB is set to reiterate its cautious
stance, remaining open to future hikes if inflation does not slow. This limits room for a recovery in EGBs.

No tailwinds for EUR-USD

An ECB rate hike is already widely expected and is therefore unlikely to provide fresh support for EUR-USD, as
investors remain firmly focused on the Fed’s next move. The pair is therefore likely to remain close to 1.16
ahead of the crucial FOMC meeting on 16 September.

In all likelihood, the ECB will raise interest rates by 25bp on Thursday, taking the deposit rate to 2.50%, the upper
end of the central bank’s estimated neutral rande. With inflation running above 3% and likely to accelerate further,
and with activity indicators generally surprising to the upside, we expect the decision to be unanimous.

The accompanying macroeconomic projections will provide the context for the rate move. We expect the updated
forecasts to carry a hawkish tilt, reflecting upward revisions to both this year’s GDP growth outlook and next year’s
inflation trajectory, with a later convergence of inflation to the 2% target as the energy shock proves more persistent
than the ECB had previously assumed. With the Strait of Hormuz unlikely to fully reopen anytime soon and gas prices
reaching their highest level since late-2022, the Governing Council (GC) will likely continue to regard risks to the
inflation outlook as tilted to the upside.
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As the rate decision is likely to be a non-event, markets will focus on any clues regarding the path of monetary policy
beyond September. We doubt that ECB President Christine Lagarde will send any strong signals in this respect, instead
reiterating the ECB’s data-dependent and meeting-by-meeting approach. That said, if the September hike is described
as “robust across a range of scenarios”, echoing the language used in June, the communication would be slightly
hawkish, compounding the signal from the balance of risks to medium-term price stability.

Last Friday, we updated our baseline scenario and added one final ECB hike in December, to 2.75%. This implies that
the GC will take policy rates into mildly restrictive territory by year-end. Our new forecast reflects better-than-
expected resilience of economic activity to the energy shock, and a higher inflation trajectory amid upward revisions
to our path for energy prices, particularly natural gas. We now expect inflation to peak at around 4% at the turn of
the year, before gradually converding back to the ECB’s 2% tardet, but not until 4Q27. We think that a stronger and
more persistent inflation shock and increased confidence about the resilience of the real economy will convince the
GC to seek additional insurance adainst the risk of inflation remaining above target for an extended period. We still
expect a rate cut in the final months of next year as the inflation shock subsides.

Market reaction
RATES

Eurozone rates have moved higher since the 23 July ECB meeting, with the 2Y OIS rate rising by around 10bp. The
increase in nominal rates has been driven by both rising market-based inflation expectations and a higher real-rate
component, with the 5Y swap-implied real rate now close to 1%. Curves have steepened moderately.

The upcoming ECB meeting is likely to consolidate the current picture for eurozone fixed income markets. A hike on
Thursday is widely anticipated, and new economic forecasts are unlikely to weigh on EGBs, especially as the GC will
presumably reiterate ongoing macroeconomic uncertainty. The central bank rhetoric is likely to remain hawkish,
keeping market expectations of further hikes lively. OIS forward rates are currently pricing in more than 75bp of rate
hikes in the next twelve months. We expect the ECB to be less aggressive in its hiking cycle, pencilling in a peak of
2.75%. This should bring some relief to EGBs, at least in the medium/long term. In the near future, as we highlighted
in our Coffee Break — Bunds: the picture remains fradile, we expect current headwinds, such as the energy shock and
heavy issuance activity, to continue to weigh on EGBs, keeping yields elevated.

CHART 1: OUR NEW DEPO RATE TRAJECTORY VERSUS MARKET EXPECTATIONS
UNICREDIT FORECASTS VS. OIS FORWARD RATES TODAY AND FOLLOWING THIS YEAR’S ECB MEETINGS (%)
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FX

An ECB rate hike to 2.50% is so widely expected that is unlikely to provide EUR-USD with significant tailwinds. The
scope for a further recovery of the common currency will probably depend more on how explicitly Lagarde signals
possible additional tightening at her press conference. However, she will probably refrain from laying her cards on
the table. Moreover, with forward curves already pricing in a further 25bp rate hike from the ECB by December and
another by October next year, EUR-USD is unlikely to receive much support from this channel. The outcome of the
FOMC meeting on 16 September will probably play a more important role in determining the near-term behaviour
of the pair, although US forward curves have already adjusted to reflect further rate hikes following recent remarks
by Fed Chair Kevin Warsh in Jackson Hole. On balance, we still expect EUR-USD to remain range-bound around 1.16.

CHART 2: EUR-USD STILL SENSITIVE TO ECB AND FED INTEREST RATE HIKE EXPECTATIONS
EUR-USD AND THE DIFFERENCE IN POLICY RATES IMPLIED BY FORWARDS FOR THE ECB AND THE FED BY 4Q26
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Ledal Notices

Glossary

Terms used in the report are available on our website: Our glossary.

Marketing Communication

This publication/video constitutes a marketing communication of UniCredit S.p.A., UniCredit Bank Austria AG, Schoellerbank AG and
UniCredit Bank GmbH (hereinafter jointly referred to as the “UniCredit Group”) is addressed to the general public and is provided free of
charge for information only. It does not constitute investment recommendation or consultancy activity by the UniCredit Group or, even
less, an offer to the public of any kind nor an invitation to buy or sell securities. The information contained herein does not constitute an
investment research or financial analysis since, in addition to the lack of content, it has not been prepared in accordance with ledal
requirements designed to promote the independence of investment research, and it is not subject to any prohibition on dealing ahead
of the dissemination of investment research.

UniCredit Group, including all its group companies may have a specific interest in relation to the issuers, financial instruments or
transactions detailed herein. Relevant disclosures of interests and positions held by UniCredit Group are available at: Conflicts of interest.
Any estimates and/or assessments contained in this publication represent the independent opinion of the UniCredit Group and, like all
the information contained therein, are given in good faith on the basis of the data available at the date of publication, taken from reliable
sources, but having a purely indicative value and subject to change at any time after publication, on the completeness, correctness and
truthfulness of which the UniCredit Group makes no guarantees and assumes no responsibility. Interested parties must therefore carry
out their own investment assessments in a completely autonomous and independent manner, relying exclusively on their own
considerations of the market conditions and the information available overall, also in line with their risk profile and economic situation.
Investment involves risk. Before any transaction in financial instruments please refer to the relevant offering documents. It should also
be noted that:

1. Information relating to the past performance of a financial instrument, index or investment service is not indicative of future results.

2. Iftheinvestment is denominated in a currency other than the investor’s currency, the value of the investment can fluctuate strongly
according to changdes in exchangde rates and have an undesirable effect on the profitability of the investment.

3. Investments that offer high returns can underdo significant price fluctuations following any downgrading of creditworthiness. In the
event of bankruptcy of the issuer, the investor may lose the entire capital.

4. High volatility investments can be subject to sudden and significant decreases in value, being able to generate significant losses at
the time of sale up to the entire capital invested.

5. In the presence of extraordinary events, it may be difficult for the investor to sell or liquidate certain investments or obtain reliable
information on their value.

6. If the information refers to a specific tax treatment, it should be noted that the tax treatment depends on the individual situation of
the customer and may be subject to changde in the future.

7. If the information refers to future results, it should be noted that they do not constitute a reliable indicator of these results.

8. Diversification does not guarantee a profit or protect adainst a loss.

The UniCredit Group cannot in any way be held responsible for facts and/or damages that may arise to anyone from the use of this

document, including, but not limited to, damades due to losses, lost earnings or unrealised savings. The contents of the publication —

including data, news, information, imagdes, graphics, drawings, brands, and domain names — are owned by the UniCredit Group unless

otherwise indicated, covered by copyright and by the industrial property law. No license or right of use is granted and therefore it is not

allowed to reproduce its contents, in whole or in part, on any medium, copy them, publish them and use them for commercial purposes
without prior written authorisation from UniCredit Group unless if purposes of personal use only. E 25/1
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