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The European Central Bank is poised to approve a rate cut
at its upcoming meeting on June 6. This decision is historic,
marking the first time the ECB would ease its monetary
policy before the Federal Reserve. Does this, however, mark
the beginning of a monetary policy easing cycle?

What if the ECB had backed itself into a corner? The bank's current stance, adopted weeks
ago based on macroeconomic data that haven't evolved as expected, may not align with
the present European economic environment. Given the tight labor market, high wages,

and rebounding PMI indices, a rate cut seems surprising. Unfortunately, backtracking now
could shock the markets and generate significant volatility.
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There are two conflicting perspectives within the ECB. The dovish camp argues that falling
inflation will ease wage pressures, while the hawkish camp contends that rising wages will
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fuel inflation. The decision to lower rates in June aligns more with the dovish view, which
prevailed when leading economic indicators were weaker than they are now.

While the rate cut on June 6 appears certain, future decisions are far less clear. The ECB
may delay its goal of returning to the inflation target beyond 2025 due to persistent wage
pressures and risks to goods prices. Geopolitical tensions affecting freight costs and high
commodity prices, along with potential protectionist policies from upcoming elections in
Europe and the U.S., could introduce new inflationary pressures.
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Delays in reaching the inflation target are likely to temper expectations for additional rate
cuts this year. The initial cut might not be followed by any further reductions before year-
end, despite current market pricing of one or two more cuts. At the start of the year, the
market expected seven cuts for 2024. The ECB's current data-dependent approach create
further unpredictability in future monetary policy.

In this uncertain environment, we remain cautious with our investments. We avoid long-
term maturities due to the risk of steepening curves associated with reassessed inflation
expectations, preferring instead short and intermediate maturities.

Check this document on our website

(1) Data dependent
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The comments and analyses in this document are provided purely for information purposes and do not constitute any investment recommendation or
advice. Rothschild & Co Asset Management cannot be held responsible for any decisions taken on the basis of the elements contained in this document
orinspired by them (total or partial reproduction is prohibited without prior agreement of Rothschild & Co Asset Management). Insofar that external
data is used to establish terms of this document, these data are from reliable sources but whose accuracy or completeness is not guaranteed.
Rothschild & Co Asset Management has not independently verified the information contained in this document and cannot be held responsible for any
errors, omissions or interpretations of the information contained in this document. Certain forward-looking statements are prepared on the basis of
certain assumptions, which are likely to differ either partially or totally from reality. Any hypothetical estimates are, by their nature, speculative and it is
possible that some, if not all, of the assumptions relating to these hypothetical illustrations may not materialise or may differ significatively from
current determinations. This analysis is only valid at the time of writing of this report.
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About the Asset Management’s division of
Rothschild & Co

As the specialised asset management division of the Rothschild & Co group, we offer
personalised asset management services to a broad client base of institutional investors,
financial intermediaries and distributors. Our development is focused on a range of open-
ended funds leveraging our long-term expertise in active management with conviction as
well as in delegated management. Based in Paris and operating in 10 European countries,
we manage more than 50 billion euros and employ nearly 200 people(”.

More information at: www.am.eu.rothschildandco.com

(1) Source: Rothschild & Co Asset Management, 31/07/2026.
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