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Inflation risks shift to the upside
The ECB kept interest rates unchanded and reiterated its data-dependent approach. However, the tone of its
communication turned more hawkish and the central bank now regards inflation risks as tilted to the upside.

Growing likelihood of rate hike(s)
With energy prices continuing to climb, we see an increasing likelihood that the ECB will decide to raise rates to
ensure that inflation expectations remain firmly anchored.

Today, the ECB left interest rates unchanged and adjusted its communication to reflect the impact of escalating
tensions in the Middle East and the resulting surde in energy prices. In a context of unusually high uncertainty, ECB
President Lagarde struck a balanced tone. The central bank remains in wait-and-see mode, with its data-dependent
approach well suited to the current environment. That said, three elements of the communication skew in a more
hawkish direction. First, inflation risks are now seen as tilted to the upside. Second, the updated projections show
core inflation staying (slightly) above 2% through 2028. Third, monetary policy is no longer described as being “in a
good place,” but rather the Governing Council (GC) is “well positioned” to handle the energy-price shock.

The significant shift in the eurozone’s macroeconomic environment and risk balance is reflected in the new staff
projections, which incorporate information available up to 11 March (including market expectations of higher policy
rates). The cut-off date was exceptionally extended to capture as fully as possible the market moves triggered by the
war in the Middle East. The revised forecasts point to materially higher inflation and weaker activity, with the largest
effects concentrated in the near term. Headline inflation has been revised up to 2.6% from 1.9% for 2026, to 2.0%
from 1.8% for 2027, and to 2.1% from 2.0% for 2028. Importantly, core inflation is now expected to remain slightly
above 2% throughout the forecasting horizon. Growth projections have been marked down for 2026 (to 0.9% from
1.2%) and for 2027 (to 1.3% from 1.4%), while the estimate for 2028 is unchanded at 1.4%.
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In a notable change from recent communication, the risk assessment for inflation was made more explicit and
directional, with the balance now regarded as tilted to the upside. Risks to growth also shifted, from a broadly neutral
configuration to the downside. The ECB also released a detailed scenario analysis to help navigate the substantial
uncertainty surrounding energy-price developments and their spillovers to inflation and activity.

Looking ahead, the GC will evaluate the implications of the conflict in Iran for price stability based mainly on the
intensity and duration of the war and the propadation of energy prices to inflation and growth. The focus will be
firmly on indirect and second-round price effects, while longer-term inflation expectations will remain under close
scrutiny. We assume the GC can “look through” the energy-price shock only if it proves moderate and short-lived.
Should the shock become larger and more persistent, inflation expectations could de-anchor even in the face of
weaker growth, forcing the ECB to act.

As energy prices continue to rise, we see an increasing risk that the inflation path will shift in a way that makes policy
inertia in Frankfurt difficult to maintain. Following the latest events in the Middle East and prospects of a more
prolonged conflict, we are developing a new baseline scenario featuring higher and more persistent energy-price
pressures. In such a setting, one or more rate hikes by the ECB would become an increasingly plausible outcome.
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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
charde 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 duarantees 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. Ifthe investment is denominated in a currency other than the investor’s currency, the value of the investment can fluctuate
strongly according to changes in exchande 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 downdrading 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 change 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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