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Lagarde’s hawkish pivot ...

... to arate cut holiday




Entering wait-and-see mode

Skipping July

NOMURA 100vesrs

Did markets over-interpret the “end of the cycle” comment?

“‘with today’s cut, at the current level of interest rates, we
believe that we are in a good position to navigate the
uncertain conditions that will be coming up”

Source: ECB, Nomura

“with today’s cut and the current level of interest rates,
number one, | think we are getting to the end of a
monetary policy cycle ...

... that was responding to compounded shocks, including
COVID, the illegitimate war in Ukraine and the energy
crisis ...

... But of course we are now into a different time with
different players, with different partners, with different
policies. And we will continue to analyse and assess and
measure and make sure that we deliver on our 2%
medium-term target.”
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There are two possible reaction functions for the ECB

Risk management vs. wait, see and respond accordingly

‘reactions in the market suggest that in the short term, tariff threats have been perceived as a negative and inflation-
lowering, or deflationary, demand shock”

“serious disruptions to supply chains and disruptions in financial markets have been excluded from the analysis”

“‘we should take into account that the overall impact of tariffs on inflation in the euro area is highly uncertain in the
medium term. It depends not only on the magnitude of the tariffs implemented, but also on the target countries and
sectors of the tariffs, and on the reorientation of international trade.”

Source: Suomen Pankki, Nomura
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Not the end
ECBspeak edged dovish after 2 April We believe the ECB will have to cut further
20
Tool Key assumptions
10 ECB Deposit Rate (Current: 2.00%)
2025 25bp cuts in Sep, Dec
0 x y 2026 Mo change
Peak 4.00% (Sep 2023)
-10 Traugh 1.50% (Dec 2025)
Balance sheet - passive roll-off
APP: Full rall-off since 1 July 2023
-20
PEPP: Full roll-off since 1 January 2025
-30
Jan 2024 Jul 2024 Jan 2025

— ECBspeak hawk-dove tracker [+ hawkish / - dovish]

Source: Macrobond, Haver Analytics, Nomura
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Asymmetries from US tariffs

How Europe will be hit differently




Recapping our US view

US tariffs will be inflationary in the US
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The Fed will remain on hold until December

y-o-y, %
5.0 ¢

4.5 |
4.0
3.5 |
3.0 f
2.5
2.0
1.5 |
1.0 | e pAggressive ess=Basecase

05

U_D | 1 1 |

Benign

Jan-24  Jul-24  Jan-25 Jul-25  Jan-26

Source: Macrobond, Haver Analytics, Nomura

Jul-26

5.0
4.5
4.0
35
3.0
2.5
2.0
1.5
1.0
0.5
0.0

Tool Key assumptions

Fed Funds Rate

2025 25bp rate cut in Dec, EOP 4.125%

2026 Two 25bp cuts in Jan and Mar, EOF 3.625%
Peak 5.25 - 5.50% (Jul 2023)

Trough 3.50 - 3.75% (Mar 2026)

Balance sheet - passive roll off

$40bn/month ($5bn UST, $35bn MBS) through

Cap March 2026
End After March 2026
Sales Mo



Can the ECB go it alone?

Decoupling macro cycles can lead to ...
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.. asynchronous central bank moves
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Inflation is now less of a concern

Inflation fell below the ECB’s target in September and April Markets believe inflation will undershoot following tariffs
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Slowing wage growth means weaker domestic inflation

Wage growth measures are broadly subsiding Germany is behind recent euro area wage strength

17 18 19 20 21 22 23 24 25 26

0 T T T T T 1
== Indeed Wage Tracker {Sm Iead), Ihs 2019 2020 2021 2022 2023 2024
== ECB Negotiated Wages, lhs
Germany France Italy
Hourly compensation, lhs
Spain = 0===-. Netherlands

== Services PMI Input Prices Index (12m lead), rhs

Source: Macrobond, Haver Analytics, Nomura
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Lower input costs are adding to disinflationary pressures

Freight rates rose sharply, but have since collapsed Commodity prices have steadily declined since Jan 2025
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ECB’s view: a hit to growth, limited impact on inflation

A material hit to euro area GDP growth
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But a less pronounced effect on HICP inflation

(percentage points)

0.1

0.0

0.1

-0.2

0.3

0.4

-0.5

-0.6

0.7

Source: Macrobond, Haver Analytics, Nomura

2025

2026

2027

Cumulative
2025-27

(percentage points)

01

00

- -

2025

2026

2027

Cunulatve
2025-27

11



ECB’s view: do tariffs have any impact on inflation?

ECB scenarios - GDP growth

ECB scenarios - HICP inflation
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No passing on retaliatory tariffs — if there even are any

Manufacturing firms’ pricing power is severely depressed Unit profits remain elevated relative to pre-pandemic
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The ECB assumed no goods dumping in its forecasts

Changes in import market shares Empirical evidence of the effect of US import restrictions on
Chinese exports

(percentage point change since 2017)
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But what is the end-point?

US trade policy uncertainty has skyrocketed “Reciprocal tariffs” were worse than markets had feared
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MAKE EUROPE

4
4

GREAT AGAIN

Course correction?

... Make Europe Great Again!




Fiscal policy — course correction
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(left-hand scale: percentage points; right-hand scale: percentages)
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Fiscal policy — defence spending

“ReArm Europe”: EU to allocate €150bn in defence loans, and a €650bn defence exemption of the SGP. Germany’s
debt brake to exempt defence above 1% of GDP — freeing 1% of GDP for any fiscal spend plus unlimited defence
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| from 0.5 to 0.8 (average 0.65)
Dassault (FRA) 23.9 % « An IMF study from 2014 suggested the range for defence
Leonardo (ITA) 259 multipliers specifically was similar
Thales (FRA) 50.6 L .

BAE Systems (UK) Defence procurement

* February 2022-June 2023: 78% of EU procurement came
from outside of the EU (63% of which from the US)

* 65% of the €150bn loan scheme must come from
suppliers inside the EU, Norway, Ukraine (possibly UK

Rheinmetall (GER)
Rolls Royce (UK)

Safran (FRA)
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Fiscal policy — German infrastructure

Germany’s €500bn infrastructure plan (€42bn or 1% GDP pa) is outside of the debt brake and will allocate €100bn to
local governments and €400bn to the federal government over 12 years. €100bn will earmarked for climate change.

35
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bars show 5Y periods Decarbonisation 200
from 1980-84 through
30 to 2020-24 Local infrastructure 177
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25 /V \ Interstate highways
/ \ New housing
German
20 . : " government
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required
Expansion of public transport 29 2025-35 €bn
(IMK/IW 2024
15 - : report)
Local climate adaptation P
Expansion of all-day schools
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Source: Haver Analytics, FT, IMK/IW, Nomura
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Upside risks from Germany'’s fiscal bazooka

Factories have plenty of spare capacity The number of short-time workers has risen markedly
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Joint funding could underpin Europe’s growth

Italy and Spain are the biggest recipients of RRF funds. The ECB

thinks the RRF could add around 1% to the level of GDP by 2031.
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Source: ECB, European Commission, Nomura
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Allocation of requested
RRF funds across EA
countries, %

= |ITA = SPA * FRA
Other EA

GRE GER

=

Estimated total impact of the RRF on euro area GDP

Impact on GDP

(percentage deviation from the non-NGEU baseline)

Up to 2026 Up to 2031

Fiscal measures 0.3t00.8 0.2t00.6
Structural reforms 0.1 0.6
Combined results 04to 0.9 0.8to1.2

Source: ECB staff and Eurosystem (December 2024)
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End of the Russia/Ukraine war — reconstruction

The World Bank expects Ukraine reconstruction costs to be over €500bn over the coming decade. Financing is likely to
come largely from European countries, but firms in these countries could also reap the rewards of increased demand.
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End of the Russia/Ukraine war — lower energy prices

A fall in gas prices (down ~45% since early February, partly thanks to expectations of an end to the war) should lower

inflation and interest rates and (other things being equal) raise GDP growth.
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Draghi Report recommendations
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In September 2024, Mario Draghi published his recommendations to improve European competitiveness. He suggested
common issuance and procurement, market consolidation and up to €800bn of extra annual investment spending.

« €750-800bn of additional annual investment required, or
4.4-4.7% of EU GDP

9 Productivity growth, % * Would like to see common issuance for European public
8 (output per employed goods (notably energy and defence) — a difficult sell in
7 person) some northern European countries, though increasingly
palatable with Trump in the White House
6 m Five years pre-pandemic + At the least, coordination of national procurement,
5 _ defence projects and market consolidation
4 Pre-pandemic to now
Draghi's proposals
3 Defence/security 50 for annual additional
investment needs
2 (2025-30), €bn
1 I I Innovation - 125
0
-1
Digital tech _ 150
-2
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-5
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Energy 300
Source: European Commission, Haver Analytics, Nomura
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been registered under the 1933 Act, or except in compliance with an exemption from the registration requirements of the 1933 Act. Unless governing law permits otherwise, any transaction should be executed
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This document has been approved for distribution in the UK as investment research by Nlplc. Nliplc is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and
the Prudential Regulation Authority. Nlplc is a member of the London Stock Exchange. This document does not constitute a personal recommendation within the meaning of applicable regulations in the UK,
or take into account the particular investment objectives, financial situations, or needs of individual investors. This document is intended only for investors who are 'eligible counterparties' or 'professional
clients' for the purposes of applicable regulations in the UK, and may not, therefore, be redistributed to persons who are 'retail clients' for such purposes.

This document has been approved for distribution in the European Economic Area as investment research by Nomura Financial Products Europe GmbH (“NFPE”). NFPE is a company organized as a limited
liability company under German law registered in the Commercial Register of the Court of Frankfurt/Main under HRB 110223. NFPE is authorized and regulated by the German Federal Financial Supervisory
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are 'professional investors' for the purposes of applicable regulations in Hong Kong and may not, therefore, be redistributed to persons who are not ‘professional investors' for such purposes.

This document has been approved for distribution in Australia by NAL, which is authorized and regulated in Australia by the ASIC.

This document has also been approved for distribution in Malaysia by NSM.

In Singapore, this document has been distributed by NSL, an exempt financial adviser as defined under the Financial Advisers Act (Chapter 110), among other things, and regulated by the Monetary Authority
of Singapore. NSL may distribute this document produced by its foreign affiliates pursuant to an arrangement under Regulation 32C of the Financial Advisers Regulations. Where the recipient of this document
is not an accredited, expert or institutional investor as defined by the Securities and Futures Act (Chapter 289), NSL accepts legal responsibility for the contents of this document in respect of such recipient
only to the extent required by law. Recipients of this document in Singapore should contact NSL in respect of matters arising from, or in connection with, this document. THIS DOCUMENT IS INTENDED FOR
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Unless prohibited by the provisions of Regulation S of the 1933 Act, this material is distributed in the US, by NSI, a US-registered broker-dealer, which accepts responsibility for its contents in accordance with
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This material may not be distributed in Indonesia or passed on within the territory of the Republic of Indonesia or to persons who are Indonesian citizens (wherever they are domiciled or located) or entities of
or residents in Indonesia in a manner which constitutes a public offering under the laws of the Republic of Indonesia. The securities mentioned in this document may not be offered or sold in Indonesia or to
persons who are citizens of Indonesia (wherever they are domiciled or located) or entities of or residents in Indonesia in a manner which constitutes a public offering under the laws of the Republic of
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This document is prepared by Nomura Group or its subsidiary or affiliate (collectively, “Offshore Issuers”) that is not licensed in the People’s Republic of China (“PRC”, excluding Hong Kong, Macau and
Taiwan, for the purpose of this document) to provide securities research and this research report is not approved or intended to be circulated in the PRC. The A-share related analysis (if any) is not produced
for any persons located or incorporated in the PRC. The recipients should not rely on any information contained in the research report in making investment decisions and Offshore Issuers take no
responsibility in this regard.

NO PART OF THIS MATERIAL MAY BE (I) COPIED, PHOTOCOPIED, REPRODUCED OR DUPLICATED IN ANY FORM, BY ANY MEANS; OR (lI) REDISSEMINATED, REPUBLISHED OR
REDISTRIBUTED WITHOUT THE PRIOR WRITTEN CONSENT OF A MEMBER OF THE NOMURA GROUP. If this document has been distributed by electronic transmission, such as e-mail, then such
transmission cannot be guaranteed to be secure or error-free as information could be intercepted, corrupted, lost, destroyed, arrive late or incomplete, or contain viruses. The sender therefore does not accept
liability (in negligence or otherwise, and in whole or in part) for any errors or omissions in the contents of this document, which may arise as a result of electronic transmission. If verification is required, please
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Disclaimers required in Japan

Credit ratings in the text that are marked with an asterisk (*) are issued by a rating agency not registered under Japan’s Financial Instruments and Exchange Act (“Unregistered Ratings”). For details on
Unregistered Ratings, please contact the Research Production Operation Dept. of Nomura Securities Co., Ltd.
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Investors in the financial products offered by Nomura Securities may incur fees and commissions specific to those products (for example, transactions involving Japanese equities are subject to a sales
commission (all figures on a tax-inclusive basis) of up to 1.43% of the transaction amount or a commission of ¥2,860 for transactions of ¥200,000 or less, while transactions involving investment trusts are
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Financial instruments firm registered with the Kanto Local Finance Bureau (registration No. 142)
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contacting the Research Analysts of Nomura listed on the front page. Disclosures information is available upon request and disclosure information is available at the Nomura Disclosure web
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Copyright © 2025 Nomura International plc. All rights reserved.
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