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ECB update

First cut is the sweetest

® The ECB has delivered a widely expected 25bp cut; still sees inflation falling to 2%

® \We see two more cuts this year — in September and December

The Governing Council decided today to cut the three key ECB interest rates by 25 basis points. The cut
was widely expected by analysts and long awaited by debtors. The monetary policy decision press
release was balanced, highlighting a large progress achieved in lowering inflation, but provided little
forward guidance - the ECB will remain data-dependent and follow meeting-by-meeting approach to
determine the appropriate monetary policy stance.

The ECB staff updated its macroeconomic projections and now expects GDP to grow by 0.9% in 2024,
0.3 pp higher than forecasted in March. Both core and headline inflation forecasts were revised
upwards by 0.2pp for this year. The forecasts for 2025 and 2026 are largely unchanged and suggest
that, despite a few recent hiccups, the ECB remains confident in its ability to achieve and maintain
inflation close to the 2% target.

In the light of somewhat stronger GDP growth and elevated inflation of services we think that the ECB
will proceed with cuts at a slightly slower pace than previously expected. We now forecast another cut
in September and one more in December, resulting in a deposit interest rate at 3.25% at the end of 2024.
The risks to this forecast are balanced — there could be both more and fewer cuts. This year has
demonstrated how quickly market expectations can move in either direction. Cooling US growth, further
declines in oil price and/or normalization in shipping costs could lead to more confidence in disinflation
process and dovish central banks. On the other hand, rebounding consumption, hot labour markets and
sticky services inflation could make further interest cuts less likely. In a medium term, we still expect
well behaved inflation and interest rates to fall towards neutral rate of interest (however elusive that is)
- close to 2%.
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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 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, 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.
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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 Latvia this Report is distributed by Swedbank AS, which
is under the supervision of The Financial and Capital
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distribution would be unlawful or would require registration
or other measures.
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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
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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 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.

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.

Swedbank is not advising or soliciting any action based
upon this report.

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.
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