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ECB update

A Smaller hike, but even more hawkish promises

® The Governing Council raised all key interest rates by another 50 basis points and expects
to raise them significantly further

® Despite expected recession, the ECB revised inflation projection upwards

As widely expected, the Governing Council today decided to raise all three ECB interest rates by 50 basis
points. Although this was a smaller increase than during the previous two meetings, it was
accompanied by a very hawkish message — the expectation to raise rates significantly further, because
inflation, in the Governing Council’s view, remains far too high and is projected to stay above the target
for too long. The ECB now sees average inflation decreasing to 6.3% in 2023, then projected to average
3.4% in 2024. This is significantly higher than our forecast — we expect economic weakness and
normalization of energy costs to bring annual inflation close to 2% by the end of next year. Admittedly,
the uncertainty related to inflationary forces is very high, but the ECB seems to be choosing to rather err
on expecting too high, rather than too low inflation. As long as the euro area economy is muddling

through the energy crisis the safer choice is to frontload the interest rate hikes and minimize the risk of
excessive inflation expectations.

The ECB has also announced that from the beginning of March 2023 onwards, it will not reinvest all of
the principal payments from maturing securities from its APP portfolio. This is slightly later than we had

expected with a somewhat lower cap of EUR 15bn per month (roughly half of the projected
redemptions).

We revise our forecast and now expect another 50-basis point hike in February and a final 25 basis point
increase in March. This is still slightly less than the current market expectations, as we expect inflation
to decline somewhat faster than currently projected by the ECB. A frontloaded hawkishness strengthens
our view that interest rates will have to be cut as soon as at the end of 2023.
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IMPORTANT INFORMATION

This report (the “Report”) has been compiled by analyst(s) at
Swedbank Macro Research, a unit within Swedbank Research that is
part of Large Corporates & Institutions (“Swedbank Macro
Research”). Swedbank Macro Research is responsible for preparing
reports on economic developments in the global and domestic
markets. Swedbank Macro Research consists of research
departments in Sweden, Norway, Finland, Estonia, Latvia, and
Lithuania.

What our research is based on

Swedbank Macro Research bases its research on a variety of
aspects and analysis, for example, a fundamental assessment of the
cyclical and structural economic, current or expected market
sentiment, expected or actual changes in credit rating, and internal
or external circumstances affecting the pricing of selected FX and
fixed-income instruments.

Recommendation structure

Recommendations in FX and fixed-income instruments are done
both in the cash market and in derivatives. Recommendations can
be expressed in absolute terms, for example attractive price, yield, or
volatility levels. They can also be expressed in relative terms, for
example, long positions versus short positions. Regarding the cash
market, our recommendations include an entry level, and our
recommendation updates include profit and often, but not
necessarily, exit levels. Regarding recommendations in derivative
instruments, our recommendations include suggested entry cost,
strike level, and maturity. In FX, we will only use options as
directional bets and volatility bets with the restriction that we will not
sell options on a net basis, i.e., we will only recommend positions
that have a fixed maximum loss.

Analyst’s certification

The analyst(s) responsible for the content of this report hereby
confirm that notwithstanding the existence of any such potential
conflicts of interest referred to below, the views expressed in this
Report accurately reflect their personal views about the financial
instruments and/or capital markets covered. The analyst(s) further
confirm not to have been, nor are or will be, receiving direct or
indirect compensation in exchange for expressing any of the views
or the specific recommendation contained in the report.

Distribution & recipients

This Report is distributed by Swedbank Macro Research within
Swedbank AB (publ) (“Swedbank”). Swedbank is under the
supervision of the Swedish Financial Supervisory Authority
(Finansinspektionen). In no instance is this Report altered by the
distributor before distribution.

In Finland this Report is distributed by Swedbank’s branch in
Helsinki, which is under the supervision of the Finnish Financial
Supervisory Authority (Finanssivalvonta).

In Norway this Report is distributed by Swedbank’s branch in Oslo,
which is under the supervision of the Financial Supervisory Authority
of Norway (Finanstilsynet).

In Estonia this Report is distributed by Swedbank AS, which is under
the supervision of the Estonian Financial Supervisory Authority
(Finantsinspektsioon).

In Lithuania this Report is distributed by “Swedbank” AB, which is
under the supervision of the Central Bank of the Republic of
Lithuania (Lietuvos bankas).

In Latvia this Report is distributed by Swedbank AS, which is under
the supervision of The Financial and Capital Market Commission
(Finansu un kapitala tirgus komisija).

This Report is not intended for physical or legal persons who are not
clients of Swedbank or any savings bank in cooperation with
Swedbank, or who are citizens of, or have domicile in, a country in
which dissemination is not permitted according to applicable
legislation or other decisions.

This Report or any information in it is not for release, publication, or
distribution, directly or indirectly, in or into the United States or any
other jurisdiction in which such distribution would be unlawful or
would require registration or other measures.
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In the United Kingdom this Report is addressed to and directed only
at, and should only be relied upon by, persons who have professional
experience in matters relating to investments falling within Article
19(5) of the Financial Services and Markets Act 2000 (Financial
Promotion) Order 2005, as amended (the “Order”), persons who are
high net worth entities falling within Article 49(2)(a) to (d) of the
Order or are persons to whom it may otherwise be lawful to
communicate the Report to (all such persons being referred to as
(Relevant Persons”). No other person should act or rely on this
Report and persons distributing this Report must satisfy themselves
that it is lawful.

Limitation of liability

All information, including statements of fact, contained in this Report
has been obtained and compiled in good faith from sources believed
to be reliable. However, no representation or warranty, express or
implied, is made by Swedbank with respect to the completeness or
accuracy of its content, and this Report is not to be relied upon as
authoritative and should not be taken in substitution for the exercise
of a reasoned, independent judgment by you.

Be aware that investments in capital markets, such as those
described in this Report, carry economic risks and that statements
regarding future assessments comprise an element of uncertainty.
You are responsible for such risks alone and Swedbank recommend
that you supplement your decision-making with material which is
assessed to be necessary, including (but not limited to) knowledge
of the financial instruments in question and the prevailing
requirements as regards trading in financial instruments.

Opinions contained in this Report represent the analyst's present
opinion only and may be subject to change. In the event that the
analyst's opinion should change or a new analyst with a different
opinion becomes responsible for Swedbank Macro Research’s
coverage, Swedbank will endeavour (but does not undertake) to
disseminate any such change, within the constraints of any
regulations, applicable laws, internal procedures within Swedbank or
other circumstances.

If you are in doubt as to the meaning of the recommendation
structure used by Swedbank Macro Research in its research, please
refer to "Recommendation structure.”

Swedbank is not advising or soliciting any action based upon this
report. This report is not, and should not be construed as, an offer to
sell or as a solicitation of an offer to buy any securities.

To the extent permitted by applicable law, no liability whatsoever is
accepted by Swedbank for any direct or consequential loss arising
from the use of this report.

Conflicts of interest

In Swedbank Macro Research, internal guidelines are implemented
in order to ensure the integrity and independence of the research
analysts. For example:

® Research reports are independent and based solely on publicly
available information.

® The analysts are not permitted, in general, to have any holdings
or any positions (long or short, direct or via derivatives) in such
financial instruments that they recommend in their investment
analysis.

® The remuneration of staff within the Swedbank Macro Research
department may include discretionary awards based on the
Swedbank's total earnings, which include investment banking
income. However, no such staff shall receive remuneration
based upon specific investment banking transactions.

Planned updates

An investment recommendation is normally updated twice a month.
This material may not be reproduced without permission from
Swedbank Research.
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