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Outlook for 2027: structurally high real rates

The 10-year real EUR swap rate stands at around 1.14 per cent, a level
representing a significant normalisation compared with the negative figures
observed between 2014 and 2022, when the ECB’s policy and excess
liquidity had artificially suppressed real yields.

The current exogenous variables
we use in our analysis are:

@)

ECB deposit rate at 2.25 per
cent;

1-month Euribor at 2.23 per
cent

1YTM EUR forward swap rate
close to 3.21 per cent

2Y 1M EUR forward swap at
3.13 per cent

ECB balance sheet down to
36.6 per cent of Eurozone
GDP.
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Real interest rates linked to monetary policy expectations

Real interest rates depend primarily on expectations regarding future official interest rates,
rather than on the current level of ECB rates.

Quantitative easing has had a significant downward effect on real yields. The reduction in
the ECB’s balance sheet continues to exert gradual upward pressure on equilibrium real
rates.

Our model estimates a theoretical value of around 1.14% for September 2026, very close
to the observed level of 1.15%, indicating that the market appears broadly in line with
fundamentals.

From a strategic perspective, the market appears to be pricing in:
o moderate but positive real growth in the eurozone
o Inflation returning to levels close to the ECB’s targets in the medium term
o terminal rates consistent with a neutral level higher than that of the pre-pandemic
decade
o the continuation of quantitative tightening.

Date 10-year EUR real swap rate (ISP forecast)

September 2026 1.15%
December 2026 1.05%
December 2027 0.99%
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Alternative scenario 1: ECB rates «higher for longemn

Probability: medium

Core inflation proves persistent and the ECB does not cut rates in the medium term.

Characteristics:

» deposit rate rising towards 3%

« 1YIM and 2Y 1M forward rates above
3.5%

* Eurozone nominal growth close to 4%.

In this scenario, the market would
reassess the European neutral real rate,
and the 10-year real swap rate could
reach 1.8%-2.0%.

The model does, in fact, show strong
sensitivity to the forward components of
the money market curve.

10-year euro real swap rate and 10YTM
forward swap rate (right, %)
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Alternative scenario 2: sharp rise in the term premium

Probability: medium to high in the
long term

In recent years, QE has compressed
the term- premium. Markets may
begin to demand a higher premium
for holding duration.

In this case, long-term nominal yields
would rise more than inflation
expectations, and the real rate
could move above 2.0 per cent.

This could be the most realistic
scenario in the medium term.

3-month change in the term premium
and Bund inflation expectations
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Alternative scenario 3: European fiscal shock
Probability: medium

A permanent increase in public spending linked to:
« defence spending;

« the energy transition;

» infrastructure;

» European industrial programmes.

The medium-term consequences would be:

* a higher deficit;

* increased debt issuance;

* anincrease in the real equilibrium rate to absorb available savings.

In this context, the 10-year real rate could stabilise between 1.2% and
1.5%.
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Alternative scenario 4: acceleration of European

productivity
Probability: low

Higher potential growth increases the
real equilibrium rate (r-star).

Possible catalysts:

« widespread adoption of Al;

* increase in private investment;

« greater integration of the European
capital market;

« tax and labour market reforms.

If potential real growth were to rise from
around 1% to 1.5%-2.0%, the markets
might price in a significantly higher
structural real rate.

Target for the 10-year real swap rate at
1.5%-2.0%.

Eurozone natural rate (Holston-
Laubach-Williams model, %)
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What is the most plausible scenario for 10-year real
interest rates?

Scenario EUR Real 10Y
Base 0.9%—-1.0%
ECB ‘Higher for Longer’ 1.8%—2.0%
Increase in term premium 1.6%-2.0%
Productivity boom 1.5%-2.0%
European fiscal shock 1.2%-1.5%

The riskiest scenario at present is not that of structurally higher inflation, but
rather a rise in the term premium resulting from the normalisation of central
bank balance sheets and an increase in the supply of government debit.

To reach a level consistently above 1.5%, what is needed today is primarily
a combination of a higher term premium and a higher neutral real rate, not
necessarily higher inflation.

In our base-case scenario, the 10-year real euro rate gradually falls below
1 per cent by the end of 2027, driven by the ECB’s policy of holding rates
steady and inflation stabilising around 2 per cent.
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10-year euro inflation swap: stabilisation in 2026
and gradual normalisation in 2027

The current level of around 2.3 per cent appears high relative to forward-looking fundamentais.
Our model’s forecasts indicate a moderate overvaluation of long-term inflation expectations,
which is set to be gradually absorbed during 2027.

The expected decline does not reflect a return to deflationary risks, but rather a gradual
convergence of expected inflation towards levels more consistent with the ECB’s target.

Three factors conftribute to this trend:

1. Normalisation of actual inflation

European inflation is expected to contfinue to slow as energy prices stabilise.
2. Monetary policy remains restrictive in real terms

The ECB is expected to maintain positive real interest rates, helping to anchor long-term
expectations.

3. Reduction in the inflation premium

Following the energy and geopolitical shocks of 2022-2023, the market continues to price in an
inflation risk premium above the historical average. In the baseline scenario, this premium is
expected to gradually narrow.
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10-year euro inflation swap: base case scenario

The model’s central scenario forecasts that the 10-year EUR inflation swap will remain
around 2.20% in the latter part of 2026, before gradually falling below 2% by
December 2027. The market continues to price in a higher inflation environment than
in the pre-Covid period, but the underlying trend remains one of gradual
convergence towards levels more compatible with the price stability pursued by the

ECB.

10-year EUR inflation swap

RES ISP Forecasts
September 2026 2.28%
December 2026 2.18%
December 2027 1.98%

From an operational perspective, the implications are:

* the potential for a further rise in the inflation swap appears limited in the central scenario;

* inflation-linked securities continue to offer protection, but at a less attractive valuation
than in the past;

* the mainrisk to the normalisation outlook remains new energy shocks or a more
expansionary European fiscal policy than expected.
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Alternative scenario 1: European fiscal reflation

Probability: medium-high
10-year EUR swap inflation and actual

Europe is gradually increasing public inflation (left, %)
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In this scenario, the 10-year inflation
swap rate could stabilise between Source: Bloomberg, Infesa Sanpaolo
2.4% and 2.7%.
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Alternative scenario 2: continuation of the energy

crisis
Probability: medium

One of the main risks to European inflation
remains the energy sector.

Possible catalysts:

« geopolitical escalation in the Middle
East;

* Qgas supply issues;

* new global trade tensions;

« astructural rise in electricity prices.

Even if the effects on current inflation were
temporary, the market might revise
upwards the risk of future supply shocks.

The 10-year inflation swap could rise
towards 2.5%-2.8%.

Eurozone gas stock levels
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Alternative scenario 3: deglobalisation

Probability: medium to high in the long term

Over the last twenty years, globalisation has helped to keep inflation
in check.

Conversely, several factors could keep production costs structurally
higher, including:

« the regionalisation of production chains;

« reduced trade integration;

« the relocation of manufacturing;

* rising tariff barriers.

In this context, the market could begin to price in an implied inflation
target of around 2.5%-3% rather than 2%.

The 10-year inflation swap range is between 2.5% and 2.8%.
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Alternative scenario 4: The ECB is more tolerant of
inflation above target

Probability: low but significant

The markets may come to believe that:

« the ECB is less aggressive in combating moderately high inflation;

« the stability of public debt has become a more important
constraint;

« the tolerance threshold has implicitly shiffed above 2 per cent.

In that case, the inflation risk premium embedded in market inflation
would rise.

10-year inflation swap targets between 2.6% and 3.0%.
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Alternative scenario 5: a regime of structurally higher
inflation

Probability: very low

This would be a shift similar to that seen in the 1970s, fuelled by:
* geopolitical fragmentation;

* highly expansionary fiscal policies;

* qa costly energy transition;

* aloss of credibility on the part of central banks.

In this scenario, the markets might begin to price in long-term inflation well
above the ECB’s target.

10-year inflation swap targets between 3.0% and 3.5%. This would represent a
radical regime shift, a far cry from our central scenario.
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Which scenario seems most likely today?

Scenario 10-year inflation swap
Base 2.0%2.1%
Fiscal reflation 2.4%2.7%
Persistent energy shock 2.5%2.8%
Deglobalisation 2.5%—2.8%
More accommodative ECB 2.6%-3.0%
Structural inflationary regime 3.0%-3.5%

* The mainrisk does not appear to be a new cyclical surge in inflation, but a gradual rise in
structural inflation in Europe.

* The factors to monitor are:

O

© O O O

an increase in European fiscal spending;

energy prices;

wage trends;

deglobalisation;

the ECB’s credibility in maintaining the 2 per cent target.

* The baseline scenario remains one of long-term inflation moderately above target but
under control.

* Therisk scenario incorporates a costly energy transition, accompanied by a loss of
credibility for central banks.

* Inthis case, the markets could begin to price in long-term inflation well above the ECB's

target.

INTEM || SNNPAOLO



Important Information

Analyst Certification

The financial analysts who prepared this report, and whose names and roles appear on the first page, certify that:

(1) The views expressed on companies mentioned herein accurately reflect independent, fair and balanced personal views;
(2) No direct or indirect compensation has been or will be received in exchange for any views expressed.

Specific disclosures

The analysts who prepared this report do not receive bonuses, salaries, or any other form of compensation that is based upon specific investment banking
fransactions.

Important Disclosures

This research has been prepared by Intesa Sanpaolo SpA and distributed by Intesa Sanpaolo SpA, Intesa Sanpaolo SpA-London Branch (a member of the London
Stock Exchange) and Intesa Sanpaolo IMI Securities Corp. (a member of the NYSE and FINRA). Intfesa Sanpaolo SpA accepts full responsibility for the contents of this
report. Please also note that Intesa Sanpaolo SpA reserves the right to issue this document to its own clients. Intfesa Sanpaolo SpA is authorised by the Banca d'ltalia
and is regulated by the FCA in the conduct of designated investment business in the UK and by the SEC for the conduct of US business.

Opinions and estimates in this research are as at the date of this material and are subject to change without notice to the recipient. Information and opinions have
been obtained from sources believed to be reliable, but no representation or warranty is made as to their accuracy or correctness.

Past performance is not a guarantee of future results.
The investments and strategies discussed in this research may not be suitable for allinvestors. If you are in any doubt you should consult your investment advisor.

This report has been prepared solely for information purposes and is not intended as an offer or solicitation with respect to the purchase or sale of any financial
products. It should not be regarded as a substitute for the exercise of the recipient’s own judgement.

No Intfesa Sanpaolo SpA entity accepts any liability whatsoever for any direct, consequential or indirect loss arising from any use of material contained in this report.
This document may only be reproduced or published with the name of Intesa Sanpaolo SpA.

This document has been prepared and issued for, and thereof is infended for use by, MIFID Il eligible counterparties/professional clients (other than elective
professional clients) or otherwise by market professionals or institutional investors only, who are financially sophisticated and capable of evaluating investment risks
independently, both in general and with regard to particular fransactions and investment strategies.

Therefore, such materials may not be suitable for all investors and recipients are urged to seek the advice of their independent financial advisor for any necessary
explanation of the contents thereof.

Person and residents in the UK: This document is not for distribution in the United Kingdom to persons who would be defined as private customers under rules of the
FCA.

CH: This information is an advertisement in relation to the financial instruments discussed herein and is not a prospectus pursuant to the Swiss Financial Services Act
("FinSA") and no such prospectus has been or will be prepared for or in connection with such financial instruments. This information does not constitute an offer to sell
nor a solicitation to buy such financial instruments.

The financial insfruments may not be publicly offered, directly or indirectly, in Switzeand within the meaning of the FinSA and no application has or will be made to
admit the financial instruments to frading on any frading venue (exchange or multilateral frading facility) in Switzerland. Neither this information nor any other offering
or marketing material relating to the financial instruments may be publicly distributed or otherwise made publicly available in Switzerland.

US persons: This document is intfended for distribution in the United States only to Major US Institutional Investors as defined in SEC Rule 15a-6. US Customers wishing to
effect a transaction should do so only by contacting a representative at Infesa Sanpaolo IMI Securities Corp. in the US (see contact details below).

Infesa Sanpaolo SpA issues and circulates research to Major Institutional Investors in the USA only through Infesa Sanpaolo IMI Securities Corp., 1 William Street, New
York, NY 10004, USA, Tel: (1) 212326 1199.

Inducements in relation to research
Pursuant to the provisions of Delegated Directive (EU) 2017/593, this document can be qualified as an acceptable minor non-monetary benefit as it is:

- macro-economic analysis or Fixed Income, Currencies and Commodities material made openly available to the general public on the IMI Corporate &
Investment Banking Division website (www.imi.intesasanpaolo.com) - Q&A on Investor Protection topics - ESMA 35-43-349, Question 8 & 9.

INTEM || SNNPAOLO



http://www.imi.intesasanpaolo.com/
http://www.imi.intesasanpaolo.com/
http://www.imi.intesasanpaolo.com/
http://www.imi.intesasanpaolo.com/
http://www.imi.intesasanpaolo.com/
http://www.imi.intesasanpaolo.com/
http://www.imi.intesasanpaolo.com/

Method of distribution

This document is for the exclusive use of the recipient with whom it is shared by Intesa Sanpaolo SpA and may not be reproduced, redistributed, directly or
indirectly, to third parties or published, in whole or in part, for any reason, without prior consent expressed by Intesa Sanpaolo SpA.

The copyright and all other intellectual property rights on the data, information, opinions and assessments referred to in this information document are the
exclusive domain of the Intesa Sanpaolo Banking Group, unless otherwise indicated. Such data, information, opinions and assessments cannot be the subject of
further distribution or reproduction in any form and using any tfechnique, even partially, except with express written consent by Intesa Sanpaolo SpA.

Persons who receive this document are obliged to comply with the above indications.
Valuation Methodology

Trading Ideas are based on the market's expectations, investors’ positioning and technical, quantitative or qualitative aspects. They take into account the key
macro and market events and to what extent they have already been discounted in yields and/or market spreads. They are also based on events which are
expected to affect the market frend in terms of yields and/or spreads in the short-medium term. The Trading Ideas may refer o both cash and derivative
instruments and indicate a precise target or yield range or a yield spread between different market curves or different maturities on the same curve. The relative
valuations may be in terms of yield, asset swap spreads or benchmark spreads.

Coverage Policy and Frequency of Research Reports
Intesa Sanpaolo SpA trading ideas are made in both a very short time horizon (the current day or subsequent days) or in a horizon ranging from one week to three
months, in conjunction with any exceptional event that affects the issuer’'s operations.

Disclosure of potential conflicts of interest

Intesa Sanpaolo SpA and the other companies belonging to the Intesa Sanpaolo Banking Group (jointly also the “Intesa Sanpaolo Banking Group”) have adopted
written guidelines "Organisational, management and control model” pursuant to Legislative Decree 8 June, 2001 no. 231 (available at the Intesa Sanpaolo SpA
website, webpage https://group.intesasanpaolo.com/en/governance/leg-decree-231-2001) setting forth practices and procedures, in accordance with
applicable regulations by the competent Italian authorities and best international practice, including those known as Information Barriers, to restrict the flow of
information, namely inside and/or confidential information, to prevent the misuse of such information and to prevent any conflicts of interest arising from the many
activities of the Intesa Sanpaolo Banking Group which may adversely affect the interests of the customer in accordance with current regulations.

In particular, the description of the measures taken to manage interest and conflicts of inferest — in accordance with Articles 5 and 6 of the Commission
Delegated Regulation (EU) 2016/958 of 9 March 2016 supplementing Regulation (EU) No. 596/2014 of the European Parliament and of the Council with regard to
regulatory technical standards for the technical arrangements for objective presentation of investment recommendations or other information recommending or
suggesting an investment strategy and for disclosure of particular interests or indications of conflicts of interest as subsequently amended and supplemented, the
FINRA Rules 2241 and 2242 as applicable, as well as the FCA Conduct of Business Sourcebook rules COBS 12.4 - between the Intesa Sanpaolo Banking Group and
issuers of financial instruments, and their group companies, and referred to in research products produced by analysts at Intesa Sanpaolo SpA is available in the
"Rules for Research " and in the exiract of the "Corporate model on the management of inside information and conflicts of inferest" published on the website of
Intesa Sanpaolo SpA, webpage https://group.intesasanpaolo.com/en/research/RegulatoryDisclosures.

As for the disclosures, please note that one or more of the companies of Intesa Sanpaolo Banking Group:
- frade or may trade as a principal in the securities (or in related derivatives) that are the subject in this report;
- plan fo solicit investment banking business or intend to seek compensations from the securities that are the subject of this report in the next three months.

Furthermore, in accordance with the aforesaid regulations, the specific company-related disclosures of the Intesa Sanpaolo Banking Group's interests and
conflicts of interest are available through webpage https://group.intesasanpaolo.com/en/research/RegulatoryDisclosures/archive-of-intesa-sanpaolo-group-s-
conflicts-of-interest. The conflicts of interest published on the interneft site are updated to at least the day before the publishing date of this report.

Intesa Sanpaolo SpA acts as market maker in the wholesale markets for the government securities of the main European countries and also acts as Government
Bond Specialist, or in comparable roles, for the government securities issued, among others, by the Republic of Italy.

Report prepared by:
Chiara Manenti, Research Department, Intesa Sanpaolo

INTEM || SNNPAOLO


https://group.intesasanpaolo.com/en/governance/leg-decree-231-2001
https://group.intesasanpaolo.com/en/governance/leg-decree-231-2001
https://group.intesasanpaolo.com/en/governance/leg-decree-231-2001
https://group.intesasanpaolo.com/en/governance/leg-decree-231-2001
https://group.intesasanpaolo.com/en/governance/leg-decree-231-2001
https://group.intesasanpaolo.com/en/governance/leg-decree-231-2001
https://group.intesasanpaolo.com/en/governance/leg-decree-231-2001
https://group.intesasanpaolo.com/en/governance/leg-decree-231-2001
https://group.intesasanpaolo.com/en/governance/leg-decree-231-2001
https://group.intesasanpaolo.com/en/governance/leg-decree-231-2001
https://group.intesasanpaolo.com/en/governance/leg-decree-231-2001
https://group.intesasanpaolo.com/en/governance/leg-decree-231-2001
https://group.intesasanpaolo.com/en/governance/leg-decree-231-2001
https://group.intesasanpaolo.com/en/research/RegulatoryDisclosures
https://group.intesasanpaolo.com/en/research/RegulatoryDisclosures
https://group.intesasanpaolo.com/en/research/RegulatoryDisclosures
https://group.intesasanpaolo.com/en/research/RegulatoryDisclosures
https://group.intesasanpaolo.com/en/research/RegulatoryDisclosures
https://group.intesasanpaolo.com/en/research/RegulatoryDisclosures
https://group.intesasanpaolo.com/en/research/RegulatoryDisclosures
https://group.intesasanpaolo.com/en/research/RegulatoryDisclosures/archive-of-intesa-sanpaolo-group-s-conflicts-of-interest
https://group.intesasanpaolo.com/en/research/RegulatoryDisclosures/archive-of-intesa-sanpaolo-group-s-conflicts-of-interest
https://group.intesasanpaolo.com/en/research/RegulatoryDisclosures/archive-of-intesa-sanpaolo-group-s-conflicts-of-interest
https://group.intesasanpaolo.com/en/research/RegulatoryDisclosures/archive-of-intesa-sanpaolo-group-s-conflicts-of-interest
https://group.intesasanpaolo.com/en/research/RegulatoryDisclosures/archive-of-intesa-sanpaolo-group-s-conflicts-of-interest
https://group.intesasanpaolo.com/en/research/RegulatoryDisclosures/archive-of-intesa-sanpaolo-group-s-conflicts-of-interest
https://group.intesasanpaolo.com/en/research/RegulatoryDisclosures/archive-of-intesa-sanpaolo-group-s-conflicts-of-interest
https://group.intesasanpaolo.com/en/research/RegulatoryDisclosures/archive-of-intesa-sanpaolo-group-s-conflicts-of-interest
https://group.intesasanpaolo.com/en/research/RegulatoryDisclosures/archive-of-intesa-sanpaolo-group-s-conflicts-of-interest
https://group.intesasanpaolo.com/en/research/RegulatoryDisclosures/archive-of-intesa-sanpaolo-group-s-conflicts-of-interest
https://group.intesasanpaolo.com/en/research/RegulatoryDisclosures/archive-of-intesa-sanpaolo-group-s-conflicts-of-interest
https://group.intesasanpaolo.com/en/research/RegulatoryDisclosures/archive-of-intesa-sanpaolo-group-s-conflicts-of-interest
https://group.intesasanpaolo.com/en/research/RegulatoryDisclosures/archive-of-intesa-sanpaolo-group-s-conflicts-of-interest
https://group.intesasanpaolo.com/en/research/RegulatoryDisclosures/archive-of-intesa-sanpaolo-group-s-conflicts-of-interest
https://group.intesasanpaolo.com/en/research/RegulatoryDisclosures/archive-of-intesa-sanpaolo-group-s-conflicts-of-interest
https://group.intesasanpaolo.com/en/research/RegulatoryDisclosures/archive-of-intesa-sanpaolo-group-s-conflicts-of-interest
https://group.intesasanpaolo.com/en/research/RegulatoryDisclosures/archive-of-intesa-sanpaolo-group-s-conflicts-of-interest
https://group.intesasanpaolo.com/en/research/RegulatoryDisclosures/archive-of-intesa-sanpaolo-group-s-conflicts-of-interest
https://group.intesasanpaolo.com/en/research/RegulatoryDisclosures/archive-of-intesa-sanpaolo-group-s-conflicts-of-interest
https://group.intesasanpaolo.com/en/research/RegulatoryDisclosures/archive-of-intesa-sanpaolo-group-s-conflicts-of-interest
https://group.intesasanpaolo.com/en/research/RegulatoryDisclosures/archive-of-intesa-sanpaolo-group-s-conflicts-of-interest
https://group.intesasanpaolo.com/en/research/RegulatoryDisclosures/archive-of-intesa-sanpaolo-group-s-conflicts-of-interest
https://group.intesasanpaolo.com/en/research/RegulatoryDisclosures/archive-of-intesa-sanpaolo-group-s-conflicts-of-interest

	Diapositiva 0
	Diapositiva 1: Outlook for 2027: structurally high real rates
	Diapositiva 2: Real interest rates linked to monetary policy expectations 
	Diapositiva 3: Alternative scenario 1: ECB rates «higher for longer»
	Diapositiva 4: Alternative scenario 2: sharp rise in the term premium
	Diapositiva 5: Alternative scenario 3: European fiscal shock
	Diapositiva 6: Alternative scenario 4: acceleration of European productivity
	Diapositiva 7: What is the most plausible scenario for 10-year real interest rates? 
	Diapositiva 8: 10-year euro inflation swap: stabilisation in 2026 and gradual normalisation in 2027
	Diapositiva 9: 10-year euro inflation swap: base case scenario
	Diapositiva 10: Alternative scenario 1: European fiscal reflation
	Diapositiva 11: Alternative scenario 2: continuation of the energy crisis 
	Diapositiva 12: Alternative scenario 3: deglobalisation 
	Diapositiva 13: Alternative scenario 4: The ECB is more tolerant of inflation above target 
	Diapositiva 14: Alternative scenario 5: a regime of structurally higher inflation 
	Diapositiva 15: Which scenario seems most likely today?
	Diapositiva 16
	Diapositiva 17

