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On hold, cautious on rate cuts

19 March 2026

On hold

The Fed kept interest rates steady at the end of its two-day meeting yesterday. The tone of the meeting was
less dovish, for three reasons: 1. Inflation forecasts were revised up, mostly — but not all — due to higher energy
prices, while GDP growth forecasts were revised up on Al-related productivity gains; 2. Governor Waller dropped
his call for an immediate rate cut; 3. Heightened economic uncertainty argues for a wait-and-see approach.

One or no rate cuts

We still expect one rate cut this year, in June, but risks are shifting towards no rate cuts this year and even the
possibility of a hike.

Yesterday, the Fed kept interest rates steady for a second consecutive meeting, in line with expectations. The tardet
range for the federal funds rate remains at 3.50-3.75%. Governor Stephen Miran was the lone dissenter, preferring a
25bp rate cut, while Governor Christopher Waller dropped his call for an immediate rate cut.

Middle East uncertainty

The big question at this meeting was how the Fed sees the implications of the conflict in the Middle East and the
surde in energy prices on the US economy. Fed Chair Jerome Powell said it's too soon to say, but inflation will rise in
the near term and economic uncertainty has risen. The post-meeting statement made just one change, simply adding
that “the implications of developments in the Middle East for the U.S. economy are uncertain”. Reflecting this
uncertainty, Mr. Powell said the updated Summary of Economic Projections (SEP) should be taken with a larger grain
of salt than usual.

The new SEP showed the centre of the rate-setting FOMC still has an easing bias. The median “dot” of interest rate
projections continued to show one rate cut this year. In total, 12 of 19 FOMC participants expect at least one rate cut
this year, unchanged from three months ago, however fewer participants (5 instead of 8) see more than one rate cut
this year. This slightly less dovish distribution of the dots is explained by chandes in macro forecasts: higher inflation
and higher economic growth.
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Higher inflation

Fed officials have revised up their forecast for headline inflation in the near term (0.3pp higher to 2.7% for 2026),
mostly due to higher energy prices but also higher core inflation (0.2pp higher to 2.7%). Chair Powell said the latter
partly reflected the spillover from higher energy prices to core prices, but also partly reflected slower-than-expected
progress on the fading of (tariff-induced) goods inflation. Indeed, the Fed’s preferred measure of inflation, core PCE
inflation, was firming before the Iran war.

Higher growth

Importantly, the SEP showed higher GDP growth projections throughout the forecast, with growth seen at 2.4% this
year (from 2.3%), 2.3% next year (from 2.0%) and 2.0% in the londer run (from 1.8%). Chair Powell attributed this
to greater confidence among FOMC participants that productivity growth has picked up, driven by Al. When asked
whether Al productivity gains (lowering production costs) would allow the Fed to lower rates, Powell said it was
ambiguous because in the short term Al investment would lift demand and also the neutral rate of interest (other
Fed officials have made similar comments, pushing back against the view of Powell’s nominated successor, Kevin
Warsh, that productivity gains would facilitate lower interest rates).

The Middle East conflict appears to have had little or no negative impact on the central bank’s forecasts for GDP
growth, presumably because the US is a net energy exporter. But it has impacted the risk assessment of Fed officials,
with more participants now judging the risks to GDP growth as skewed to the downside. This is understandable given
the rise in economic uncertainty and downside risks for asset prices if the conflict in the Middle East were to intensify
and/or become long lasting.

In the press conference, Chair Powell sounded like he has not taken a strong signal from weak February payrolls,
saying that the report was adversely affected by strike action and bad weather (Fed staff estimate these one-offs
subtracted around 80k from payrolls), while stronger-than-expected January data lardely offset the downside news
in February on employment. Mr. Powell noted that the unemployment rate is broadly unchanged over the last six
months, reflecting both lower demand and lower supply (from lower immigration) for labour. But he did say the
central bank remains attentive to downside risks to employment, as low hiring increases vulnerabilities.

Powell’s future

Chair Powell was asked about his future at the Fed. He said if his successor is not confirmed by the Senate by the end
of his term, which ends on 15 May, then he will continue as chair, as the law allows him to do, until his successor is
in place. Mr. Warsh'’s confirmation hearing has been held up as Republican Senator Thom Tillis has vowed to block
any Fed nominees until a criminal investigation into Chair Powell is resolved. Powell’s term as governor does not
expire until January 2028, so he could stay on as a governor after his term as chair ends, and he pledged yesterday
to do so at least as long as it takes for ledal proceedings against him to be resolved. He would not be drawn on
whether he would stay on as a Fed dgovernor beyond this, saying he would do “what | think is best for the institution
and for the people we serve”.

Our view

We still see just one rate cut this year, in June, but the risks are clearly shifting towards no cuts and the possibility of
rate hikes if longer-run inflation expectations were to show signs of de-anchoring. Three factors are likely to be
important.

First, economics textbooks say that central banks should “look through” supply shocks such as the current energy
price shock, so long as longer-run inflation expectations remain well anchored. The Fed can do little about higher
energy prices, which even if they remained at current high levels would only have a temporary effect on the rate of
inflation (unless it were to feed second-round effects on prices of other goods and wades), meaning the shock would
have passed through by the time interest rates could have an effect (given the lags). But there is a concern that
inflation expectations may be more brittle after five years of above-target inflation, increasing the likelihood of
second-round effects.

Second, the starting point for policy matters. Chair Powell said the federal funds rate is at the upper end of the range
of neutral, or slightly/modestly restrictive. The median projection of FOMC participants for the longer-run nominal
neutral rate edged up to 3.1% from 3.0%, which is about 50bp below the current policy rate. Fed officials are more
likely to be able to avoid rate hikes if the monetary-policy stance is restrictive to begin with, as they could pledde to
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keep rates at current levels for as long as it takes to bring inflation down. But we suspect the longer-run nominal
neutral rate is closer to 3.5% than 3%. And what matters for investment and consumption decisions by firms and
households is the real interest rate (i.e. adjusted for inflation), and higher actual and expected inflation will reduce
the real rate, loosening policy even without rate cuts.

Third, Fed officials remain deeply divided. Those that believe monetary policy is too tight, or that the downside risks
to the labour market are foremost, will likely continue to ardue for rate cuts as the energy supply shock and
heightened economic uncertainty could weigh on employment, making it more likely the inflation effects are
temporary. In contrast, those Fed officials that were already worried about high inflation will likely be more concerned
now, particularly as inflation expectations tend to be sensitive to energy prices. These opposing views will pose a
challenge for the new Fed chair, and may end up cancelling each other out, leaving policy little chanded.
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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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