ECB Watch: The path beyond June

Anything but a rate cut at the June ECB meeting would be a big surprise. Given how well
the ECB has prepared markets and analysts for its change of course, it's natural that most
attention is already centered around the question: what's next? ECB Governing Council
members have so far been eager to emphasize that the path beyond June is uncertain.
We attempt to bring some light into the dark, by sketching scearios for the future path the
ECB might take. Knowing that the ECB's path is data-dependent, we still think that our long
held view of a cautious quarterly rate cutting cycle by the ECB is the most likely outcome.

Certainty about June but uncertainty about the path beyond
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At its last monetary policy meeting in early April, the ECB Governing Council assessed
that a rate cut would be appropriate if confidence in achieving the inflation target further
increases. Since then we have received first quarter GDP, two months of inflation data
and information on wage growth. GDP growth was released above expectations. The
ECB projected 0.1% quarter-on-quarter growth for Q124 while the first (not final) release
reflects a growth rate of 0.3%. Inflation data were mixed. While inflation was released
in line with expectations in April, May inflation was above expectations, core services
inflation in particular. While May inflation can be seen as a setback, the mix of data has
increased the ECB's confidence and key interest rates will be decreased this week,
as many Governing Council members have stated in public appearances. The change in
monetary policy should already be well reflected on financial markets and thus not come
as a surprise. So far so good.

The focus will almost entirely be on whether the ECB provides any signals about the
future rate setting path. What seems clear is that the ECB will continue to opt for a data
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dependent approach to ensure full flexibility. The ECB will keep its current preference for
taking decisions meeting-by-meeting based on incoming data and the evolving outlook.
This is not too special as central banks have responded to changes in the data also
in the past. Expressing an indicative key rate path which is conditional on the ECB's
economic outlook would reduce uncertainty and at the same time does not tie the ECB
to a particular path. The FOMC's quarterly key rate outlook as part of the Summary of
Economic Projections serves this purpose.

Core inflation momentum elevated due to persistence of services prices
10

/ ~~—
Jun-21 Dec-21 Jun-22 Dec-22 Jun-23 Dec-23

mom EACPICore ——3m/3m ——Inflation target

Source: LSEG, RBI/Raiffeisen Research

Scenario 1: The baseline unfolds

Our and the ECB's baseline inflation outlook reflects limited disinflation for the remainder
of the year 2024. The underlying inflation momentum is easing only gradually and stays
higher than what would be consistent with the inflation target. Inflation persistence in
core services prices mainly due to only gradually declining wage growth is behind this
pattern of core inflation. Over the year 2025 price growth reverts to the target. At the
moment we see this to be the most likely path of inflation. For monetary policy we judge
the inflation dynamics of 2024 to be consistent with a gradual approach by the ECB.
Gradual we interpret as the ECB decreasing key interest rates by 25 basis points each
quarter based on a new set of economic projections to see whether the assumptions have
held up well. Inflation moving broadly sideways will provide the ECB with less signals than
over the past two years on how to adjust monetary policy. With inflation having fallen
below 3% the ECB will, however, feel comfortable to unwind some of the monetary policy
restriction it has imposed. And the data show clearly that the ECB's monetary policy is in
restrictive territory, so why stop after one 25 basis points rate cut in June.
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Inverted real yield curve signals restrictive monetary policy
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Scenario 2: Upside inflation risks materialize

This brings us to scenario 2. The ECB stops its gradual, patient and data-dependent path
- as outlined in scenario 1 - as upside inflation risks materialize. Please mind, inflation
risks are currently tilted to the upside. Geopolitics is the obvious suspect but also inflation
persistence as seen in May could be the source. Would inflation momentum stay around
current levels, core inflation would, first, move sideways at just below 3% only to move
above 3% in the final months of the year. Core inflation could end the year 2024 above
its starting level, should inflation momentum not ease from current levels. Uncertainty
about the magnitude of spillovers of elevated wage growth to services prices is a risk in
that direction. In such a scenario rate cuts could be put on ice to avoid financial conditions
to ease. By doing so, the disinflationary impact of restrictive monetary policy would
be prolonged. This wait-and-see approach could not only be triggered by core services
inflation momentum failing to ease. An energy price shock triggered by geopolitical risks
materializing has enough inflationary potential to push the ECB's consensus towards high-
for-longer.

Energy price shocks have the potential to spill over to inflation expectations
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Scenario 3: Something breaks

While a high-for-longer scenario - like scenario 2 - is the more likely alternative to the
baseline, one can also think about conditions in which the ECB needs to decrease interest
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rates more quickly. On the one hand, rate cuts at each meeting could occur should
disinflation prove to be more pronounced than currently expected by the ECB - 2%
inflation target is reached in the second half of 2024 instead of in the year 2025. Weaker
(global) demand due to a delayed transmission of (overly) restrictive monetary policy
could be a source. On the other hand, there could also be an even faster rate cutting
cycle should more pronounced stress emerge in the economy / financial sector. Rate cuts
are not the first line of defence when it comes to financial stress, as liquidity providing
measures are used to calm pockets in the financial sector. Yet, if financial conditions
tighten for the broader economy beyond what is desirable from a monetary policy
perspective, rate cuts might well be on the table. In the end, most rate cutting cycles have
occurred in response to an economic / financial crisis rather than as a normalization to a
neutral stance. As crisis are notoriously hard to forecast, timing a fast track rate cutting
cycle is hard at best. Moreover, at present there are no indication for an imminent crisis.
Hence, by us and markets the ex ante probability of scenario three is considered as lower
than of alternative two.

Is this time different? Past rate cutting cycles have reacted to crises
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Disclosure

Risk notifications and explanations
Warnings

» Figures on performance of economic data presented in this publication refer to the past. Past performance of these data is not
a reliable indicator for future results and the development. This is particularly true in cases when the data has been available
short (e. g., for less than 12 months). In particular, this very short comparison period is not a reliable indicator for future results
and the development of economic data.

* The performance of economic data can rise or fall due to exchange rate fluctuations.

» Forecasts of future performance are based purely on estimates and assumptions. Actual future performance may deviate from
the forecast. Consequently, forecasts are not a reliable indicator for future results and the development of economic data.

The information in this publication which is contributed by analysts from RBI's subsidiary banks are disseminated unaltered under
RBI's responsibility.

A description of the concepts and methods used in the preparation of macro economic analyses is available under:
www.raiffeisenresearch.com/concept_and_methods.

Detailed information on sensitivity analyses (procedure for checking the stability of potential assumptions made in the context of
macro economic analysis) is available under: www.raiffeisenresearch.com/sensitivity_analysis.

Disclaimer

Responsible for this publication: Raiffeisen Bank International AG (,RBI")

RBI is a credit institution according to 81 Banking Act (Bankwesengesetz) with the registered office Am Stadtpark 9, 1030 Vienna,
Austria.

Raiffeisen RESEARCH is an organisational unit of RBI.

Supervisory authority: As a credit institution (acc. to § 1 Austrian Banking Act; Bankwesengesetz) Raiffeisen Bank International
AG is subject to the supervision by the Austrian Financial Market Authority (FMA, Finanzmarktaufsicht) and the National Bank
of Austria (OeNB, Oesterreichische Nationalbank). Additionally, RBI is subject to the supervision by the European Central Bank
(ECB), which undertakes such supervision within the Single Supervisory Mechanism (SSM), which consists of the ECB and the
national responsible authorities (Council Regulation (EU) No 1024/2013 - SSM Regulation). Unless set out herein explicitly otherwise,
references to legal norms refer to norms enacted by the Republic of Austria.

This document is for information purposes and may not be reproduced or distributed to other persons without RBI's permission.
This document is a macro economic analysis, which contains no recommendations on financial instruments, indices or issuers of
financial instruments. This document constitutes neither a solicitation of an offer nor a prospectus in the sense of the Austrian
Capital Market Act (Kapitalmarktgesetz) or the Austrian Stock Exchange Act (Borsegesetz) or any other comparable foreign law.
An investment decision in respect of a financial instrument, a financial product or an investment (all hereinafter “product”) must
be made on the basis of an approved, published prospectus or the complete documentation for such a product in question, and
not on the basis of this document.

This document does not constitute a personal recommendation to buy or sell financial instruments in the sense of the Austrian
Securities Supervision Act (Wertpapieraufsichtsgesetz). Neither this document nor any of its components shall form the basis for
any kind of contract or commitment whatsoever. This document is not a substitute for the necessary advice on the purchase or
sale of a financial instrument, a financial product or advice on an investment. In respect of the sale or purchase of one of the above
mentioned products, your banking advisor can provide individualised advice suitable for investments and financial products.
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This analysis is fundamentally based on generally available information and not on confidential information which the party
preparing the analysis has obtained exclusively on the basis of his/her client relationship to a person.

Unless otherwise expressly stated in this publication, RBI deems all of the information to be reliable, but does not make any
assurances regarding its accuracy and completeness.

The information in this publication is current as per the latter's creation date. It may be outdated by future developments, without
the publication being changed.

Unless otherwise expressly stated (www.raiffeisenresearch.com/special_compensation) the analysts employed by RBI are not
compensated for specific investment banking transactions. Compensation of the author or authors of this report is based (amongst
other things) on the overall profitability of RBI, which includes, inter alia, earnings from investment banking and other transactions
of RBI. In general, RBI forbids its analysts and persons reporting to the analysts from acquiring securities or other financial
instruments of any enterprise which is covered by the analysts, unless such acquisition is authorised in advance by RBI's Compliance
Department.

SPECIAL REGULATIONS FOR THE UNITED KINGDOM OF GREAT BRITAIN AND NORTHERN IRELAND (UK): This document does not
constitute either a public offer in the meaning of the Austrian Capital Market Act (Kapitalmarktgesetz; hereinafter ,KMG") nor a
prospectus in the meaning of the KMG or of the Austrian Stock Exchange Act (BOrsegesetz). Furthermore, this document does
not intend to recommend the purchase or the sale of securities or investments in the meaning of the Austrian Supervision of
Securities Act (Wertpapieraufsichtsgesetz). This document shall not replace the necessary advice concerning the purchase or the
sale of securities or investments. For any advice concerning the purchase or the sale of securities of investments kindly contact
your RAIFFEISENBANK. This publication has been either approved or issued by RBI in order to promote its investment business.
Raiffeisen Bank International AG (“RBI”), London Branch is authorised by the Austrian Financial Market Authority and subject to
limited regulation by the Financial Conduct Authority (“FCA”). Details about the extent of its regulation by the FCA are available
on request. This publication is not intended for investors who are Retail Customers within the meaning of the FCA rules and shall
therefore not be distributed to them. Neither the information nor the opinions expressed herein constitute or are to be construed
as an offer or solicitation of an offer to buy (or sell) investments. RBI may have affected an Own Account Transaction within the
meaning of FCA rules in any investment mentioned herein or related investments and/or may have a position or holding in such
investments as a result. RBI may have been, or might be, acting as a manager or co-manager of a public offering of any securities
mentioned in this report or in any related security.

SPECIFIC RESTRICTIONS FOR THE UNITED STATES OF AMERICA AND CANADA: This document may not be transmitted to, or
distributed within, the United States of America or Canada or their respective territories or possessions, nor may it be distributed
to any U.S. person or any person resident in Canada, unless it is provided directly through RB International Markets (USA) LLC
(“RBIM"), a U.S. registered broker-dealer, and subject to the terms set forth below.

SPECIFIC INFORMATION FOR THE UNITED STATES OF AMERICA AND CANADA: This research document is intended only for
institutional investors and is not subject to all of the independence and disclosure standards that may be applicable to research
documents prepared for retail investors. This report was provided to you by RB International Markets (USA) LLC (RBIM), a U.S.
registered broker-dealer, but was prepared by our non-U.S. affiliate Raiffeisen Bank International AG (RBI). Any order for the
purchase or sale of securities covered by this report must be placed with RBIM. You can reach RBIM at 1177, Avenue of the Americas,
5th Floor, New York, NY 10036, phone +1 212-600-2588. This document was prepared outside the United States by one or more
analysts who may not have been subject to rules regarding the preparation of reports and the independence of research analysts
comparable to those in effect in the United States. The analyst or analysts who prepared this research (i) are not registered or
qualified as research analysts with the Financial Industry Regulatory Authority (“FINRA”) in the United States, and (ii) are not allowed
to be associated persons of RBIM and are therefore not subject to FINRA regulations, including regulations related to the conduct
or independence of research analysts.

The opinions, estimates and projections contained in this report are those of RBI only as of the date of this report and are subject
to change without notice. The information contained in this report has been compiled from sources believed to be reliable by RBI,
but no representation or warranty, express or implied, is made by RBI or its affiliated companies or any other person as to the
report’s accuracy, completeness or correctness. Securities which are not registered in the United States may not be offered or sold,
directly or indirectly, within the United States or to U.S. persons (within the meaning of Regulation S under the Securities Act of
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1933 ["the Securities Act"]), except pursuant to an exemption under the Securities Act. This report does not constitute an offer with
respect to the purchase or sale of any security within the meaning of Section 5 of the Securities Act and neither shall this report
nor anything contained herein form the basis of, or be relied upon in connection with, any contract or commitment whatsoever.
This report provides general information only. In Canada it may only be distributed to persons who are resident in Canada and
who, by virtue of their exemption from the prospectus requirements of the applicable provincial or territorial securities laws, are
entitled to conduct trades in the securities described herein.

If any term of this Disclaimer is found to be illegal, invalid or unenforceable under any applicable law, such term shall, insofar as

it is severable from the remaining terms, be deemed omitted from this Disclaimer. It shall in no way affect the legality, validity or
enforceability of the remaining terms.
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