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On hold this week, all eyes on the September meeting

The ECB is very likely to hold rates steady this week, but renewed pressure on energy prices strengthens the
case for a hike in September. We expect the ECB'’s tightening cycle to conclude with the depo rate at 2.50%.

A cautious ECB is likely to lead to a consolidation in yields

Eurozone rates are unlikely to be seriously impacted by the upcoming ECB meeting. The ECB is unlikely to push
back against current rate hike expectations, limiting the potential for a recovery in EGBs in the near term.

Also EUR-USD to stabilize

The currency pair will probably continue to struggdle above the 1.14 handle, remaining sensitive to new
developments in the Middle East and the interest-rate debate in the US.

We expect the ECB to leave interest rates unchanged on Thursday as policymakers assess the effects of the 25bp
rate hike delivered in June. The decision will probably be unanimous. While the Governing Council (GC) is likely to
maintain a data-dependent stance, renewed tensions in the Middle East reinforce our conviction — and that of
markets — that the tightening cycle is not over yet.

Energy prices have reversed the decline that followed the signing of the Memorandum of Understanding between
the US and Iran, making the benign inflation data for June an “old” piece of information and dealing a major blow to
hopes that traffic through the Strait of Hormuz might normalise soon. If energy prices remain around current levels,
eurozone inflation will probably fluctuate above 3% for the rest of the year.

The looming risk of military escalation, oil inventories substantially below pre-war levels and intensifying pressure
on natural gas prices imply with near certainty that the GC will continue to view risks to price stability as skewed to
the upside. At the same time, economic activity and labour markets have remained relatively resilient, strengthening
the ECB’s confidence that further policy tightening may be required to prevent the energy shock from feeding into
broader and more persistent inflationary pressures.
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In this environment, ECB President Christine Lagarde will likely refrain from pushing back against the market’s rate-
hike expectations. This would indicate a high likelihood of a rate increase in September, when a fresh set of ECB staff
projections will provide the GC with a more-comprehensive assessment of the medium-term inflation outlook,
leaving the door open for further action if needed.

We continue to expect the September hike to be the last one in this tightening cycle. Barring a further significant
escalation in energy markets, the depo rate would remain at 2.50% — the upper end of the ECB’s estimated neutral
range — for at least a year. In our base case, inflation returns to 2% by mid-2027 and the eurozone economy does
not need a restrictive monetary policy.

Market reaction
RATES

Eurozone rates fell in the second half of June after the US and Iran signed a memorandum of understanding before
rising back at the beginning of July due to renewed tensions between the two countries. Compared to when the ECB
last met —on 11 June — swap rates are 10bp higher across the curve, with the 2Y swap rate trading at 3%. Despite
their recent rebound, inflation swap rates have remained more subdued, with the 5Y inflation swap rate trading
almost 10bp lower than at the previous meeting. This implies that the recent increase in nominal rates can only be
attributed to a higher real-rate component. At roughly 80bp, the 5Y real rate is close to its highs in autumn 2023.

Rising energy prices, especially gas, have led to a hawkish repricing of depo rate expectations, with OIS forward rates
currently indicating 50bp in hikes in the next twelve months. While the deceleration in CPI inflation in June and the
fact that market-based inflation expectations are much more contained than at their peak this year are reassuring,
we expect the ECB to remain cautious and focused on keeping inflationary pressure under control. In this respect, we
doubt that the GC regards current rates as excessively high.

The renewed tensions between the US and Iran represent a headwind for EGBs, especially in a period characterised
by lower liquidity, which could favour swift changes in sentiment and overall higher market volatility. That said,
keeping in mind current deopolitical challenges, a further increase in EGB yields represents a good opportunity to
enter the market, especially at the short end of the curve.

CHART 1: ENERGY PRICES REMAIN KEY FOR INVESTOR EXPECTATIONS REGARDING THE DEPO RATE

ENERGY PRICE MOVES AND THEIR IMPACT ON OIS FORWARDS
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Source: Bloomberg, The Investment Institute by UniCredit
Note: daily changes in the energy price index are given by a simple average of daily variations of oil (Brent) and gas (TTF natural gas).
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FX

A steady ECB meeting outcome is unlikely to significantly impact EUR-USD, although the current picture for energy
prices raises the likelihood of another rate hike in September. Indeed, such a move is almost fully priced in by forward
rates. EUR-USD will probably continue to struggle above the 1.14 handle, amid new developments in the Middle East
and the interest-rate debate in the US.

The chart below, depicting the exchande rate against the 10Y UST and Bund vyields, is quite informative in showing
how the rise in German vyields is providing EUR-USD a downside cushion, while the 10Y UST yield breached above
4.50%, a move that steadily triggered EUR-USD sales in the past. A decline of the UST 10Y yield well below 4.50% is
thus probably needed, all things being equal, to spark a EUR-USD rally above the current monthly high of 1.1472. At
the same time, however, this month's low of 1.1362 and the pair's YTD low of 1.1325 remain at a sufficient distance.

CHART 2: HIGHER GERMAN YIELDS PROVIDE EUR-USD A DOWNSIDE CUSHION
EUR-USD AND THE 10Y BUND AND UST YIELDS
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Note: both 10Y Bund and UST yields were set to 100 as of 5-January-2026 Source: LSEG, the Investment Institute by UniCredit
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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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