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ECB: No Big Surprises With 25bps Hike; Open Guidance
Towards One or Two More

« The ECB lifted its key policy interest rates by 25bps today, as expected, taking the
deposit facility rate to 3.50%. As teed up in the May decision, the ECB confirmed
today that it will end APP reinvestments this month.

« PresLagarde called the decision a “very, very broad consensus”, and policymakers
stuck to little-changed data-dependent guidance, with a July hike “very likely”
according to Lagarde.

«  The main hawkish takeaway from the statement was the upward revision to core
inflation forecasts, with no strong optimism on the path for prices growth which “is
projected to remain too high for too long”.

e Inher presser, Lagarde struck a more balanced tone than the initial takeaway of
the statement and, although she practically guaranteed a July hike, she walked
around what they may decide in September.

«  The current cycle and the experiences of other major central banks have shown
that it’s probably safer to lean in favour of more rather than fewer hikes.

«  For now, we continue to expect a final 25bps hike in July but can see September as
a toss-up that would become more likely on strength in services inflation and
wages/employment.

The ECB again met well-telegraphed intentions and priced-in market expectations with a
25bps hike to its three key policy interest rates, taking the most closely-watched deposit
rate to 3.50%. It also confirmed that, in July, there will be no more reinvestments of
principal earned on maturing assets in its APP portfolio.

The market initially lifted the EUR, from ~1.0820 to ~1.0880, and juiced EGB yields
(German 2s up 6/7bps). It is a bit more difficult to gauge the ‘pure’ reaction to the ECB’s
decision and Lagarde’s presser as mixed US data (especially another high initial claims
reading) saw rates well bid and the USD lose ground against all major currencies. At
writing, German 2s are net 2bps lower vs pre-statement and the EUR is trading even
stronger, through 1.09 and its 50-day MA for the first time since mid-May.

On the flipside, for a cleaner read, EURGBP is down 0.2/3% from the statement highs
(+0.1% net from pre-statement) and the spread of German vs UK 2s has fallen S5bps over
the period (+2/3bps net from pre-statement). At the margin, the ECB'’s statement and
projections and Lagarde’s presser combined for a marginally hawkish read in markets.
This is while we wait for hawkish ECB leaks to inject some additional momentum (although
this is now part of the process and should be somewhat expected).

Pres Lagarde called the decision a “very, very broad consensus”. Since last July, the ECB
has hiked a cumulative 400bps, and we think there is a bit more tightening in the pipeline
though whether this is one or two 25bps increases will depend on incoming data (as
things stand, and based on guidance, a third hike in October is unlikely).

Eurozone policymakers stuck to little-changed guidance that foresees additional
tightening as guided by incoming data; the plurality in “future decisions” was left
unchanged. The statement had only small modifications, some hawkish—like saying that
inflation is set to remain too high for too long—and some dovish—like highlighting the
steep increase in borrowing costs and a slowing of loans growth.
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The bigger hawkish takeaway from the statement, and what saw EGBs weaken and the EUR strengthen on the release, was the revision
higher in core inflation forecasts. For the current year, ECB staff now project a 5.1% increase in core HICP, from 4.6% in the March forecast
round, 2024 is now seen at 3.0% from 2.5%, and 2025 at 2.3% from 2.2%. GDP growth forecasts were knocked down 0.1ppts in each of 2023
and 2024—a rather inconsequential adjustment.

The core inflation revisions, or the 0.1ppts increase in headline forecasts, were not terribly unexpected given recent data, but the magnitude
of the upgrade was—for 2024 in particular.

Lagarde also said that the higher inflation forecast is largely due to increasing labour costs, indicating concern about strong employment
growth (from a resilient economy) that may have to cool for the ECB to stop hiking soon. She almost ended her presser without watering
that down but said near the end that she is not seeing a wage-price spiral.

n her presser, Lagarde struck a more balanced tone than the initial takeaway of the statement and, although she practically guaranteed a
July hike, she walked around what they may decide in September. On where the terminal rate may be, she said that the bank will know what
level that is when they get there; there’s still “ground to cover”, but aside from a 25bps increase next month it’s unclear.

This cycle has shown that central banks should be at the ready to hike more than current conditions or their latest projections point to; the
BoC and the RBA have perhaps regretted their respective hike ‘breaks’. As household spending and job gains prove more resilient than
expected to rate increases, and unpredictable price pressures occasionally pop up, there has been no clear reward for taking the under on
hike expectations.

For now, we continue to expect a final 25bps hike in July but can see September as a toss-up that would become more likely on strength in
services inflation and wages/employment across data releases in the next month or two; the core CPI reading for June due at the end of the
month is a key determinant for settling on one or two more hikes (and, who knows? Maybe October, too).

The ECB made the right call in delivering a message that still kicks the tires on a September hike. Markets had gone into today’s meeting
with only a cumulative ~55-60bps priced in across today and the next two meetings, which can be loosely interpreted as June and July
hikes and a two-in-five chance of a September increase. Markets are still interpreting the decision but, on the whole, pricing is little changed;
it will likely take strong data and/ECB hawks to round up September odds to greater than a toss-up chance.

Global Economics 2



Scotiabank. FLASH REPORT

June 15,2023

This report has been prepared by Scotiabank Economics as a resource for the clients of Scotiabank. Opinions, estimates and projections contained herein are our own as of the date hereof and are subject
to change without notice. The information and opinions contained herein have been compiled or arrived at from sources believed reliable but no representation or warranty, express or implied, is made as
to their accuracy or completeness. Neither Scotiabank nor any of its officers, directors, partners, employees or affiliates accepts any liability whatsoever for any direct or consequential loss arising from
any use of this report or its contents.

These reports are provided to you for informational purposes only. This report is not, and is not constructed as, an offer to sell or solicitation of any offer to buy any financial instrument, nor shall this
report be construed as an opinion as to whether you should enter into any swap or trading strategy involving a swap or any other transaction. The information contained in this report is not intended to
be, and does not constitute, a recommendation of a swap or trading strategy involving a swap within the meaning of U.S. Commodity Futures Trading Commission Regulation 23.434 and Appendix A
thereto. This material is not intended to be individually tailored to your needs or characteristics and should not be viewed as a “call to action” or suggestion that you enter into a swap or trading strategy
involving a swap or any other transaction. Scotiabank may engage in transactions in a manner inconsistent with the views discussed this report and may have positions, or be in the process of acquiring or
disposing of positions, referred to in this report.

Scotiabank, its affiliates and any of their respective officers, directors and employees may from time to time take positions in currencies, act as managers, co-managers or underwriters of a public offering
or act as principals or agents, deal in, own or act as market makers or advisors, brokers or commercial and/or investment bankers in relation to securities or related derivatives. As a result of these actions,
Scotiabank may receive remuneration. All Scotiabank products and services are subject to the terms of applicable agreements and local regulations. Officers, directors and employees of Scotiabank and
its affiliates may serve as directors of corporations.

Any securities discussed in this report may not be suitable for all investors. Scotiabank recommends that investors independently evaluate any issuer and security discussed in this report, and consult
with any advisors they deem necessary prior to making any investment.

This report and all information, opinions and conclusions contained in it are protected by copyright. This information may not be reproduced without the prior express written consent of Scotiabank.
™ Trademark of The Bank of Nova Scotia. Used under license, where applicable.

Scotiabank, together with “Global Banking and Markets”, is a marketing name for the global corporate and investment banking and capital markets businesses of The Bank of Nova Scotia and certain of its
affiliates in the countries where they operate, including; Scotiabank Europe plc; Scotiabank (Ireland) Designated Activity Company; Scotiabank Inverlat S.A., Institucion de Banca Multiple, Grupo
Financiero Scotiabank Inverlat, Scotia Inverlat Casa de Bolsa, S.A. de C.V., Grupo Financiero Scotiabank Inverlat, Scotia Inverlat Derivados S.A. de C.V. - all members of the Scotiabank group and
authorized users of the Scotiabank mark. The Bank of Nova Scotia is incorporated in Canada with limited liability and is authorised and regulated by the Office of the Superintendent of Financial
Institutions Canada. The Bank of Nova Scotia is authorized by the UK Prudential Regulation Authority and is subject to regulation by the UK Financial Conduct Authority and limited regulation by the UK
Prudential Regulation Authority. Details about the extent of The Bank of Nova Scotia's regulation by the UK Prudential Regulation Authority are available from us on request. Scotiabank Europe plc is
authorized by the UK Prudential Regulation Authority and regulated by the UK Financial Conduct Authority and the UK Prudential Regulation Authority.

Scotiabank Inverlat, S.A., Scotia Inverlat Casa de Bolsa, S.A. de C.V, Grupo Financiero Scotiabank Inverlat, and Scotia Inverlat Derivados, S.A. de C.V., are each authorized and regulated by the Mexican
financial authorities.

Not all products and services are offered in all jurisdictions. Services described are available in jurisdictions where permitted by law.

Global Economics 3



