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The mounting economic challenges of the pandemic and the war have kept central bankers busy, forcing rapid changes
in policy earlier this year. Since little has changed in the euro area’s macro outlook over the intermeeting month and with
Madame Lagarde still lumbering from the effects of COVID, there was no shock and awe or policy shift to speak of following
the major pivot since the start of the year. In fact, the meeting had the look of a “time out” for markets and for the President
to reflect, settle down, and evaluate the steps taken to date and how incoming data have progressed before proceeding
more deliberately in the months ahead.

Our Take on the Meeting

As expected, the ECB largely confirmed its policy normalisation journey in the coming months, including the tapering of
asset purchases over the course of the second quarter. That said, recent data suggest a somewhat accelerated pace of
tapering, with the Governing Council now viewing asset purchases as likely to conclude in the third quarter of this year.
Overall, the market viewed this latest policy announcement as somewhat more dovish than anticipated, which is reflected
in three key takeaways that the ECB emphasized in the policy statement and the press conference.

First, the ECB has stressed two key uncertainties - namely, the economic impact of higher energy prices due to the war
and the risk of a sudden stop in energy flows from Russia to the region. President Lagarde emphasised that the Governing
Council remained “attentive to current uncertainties” and noted that an abrupt energy boycott would have a significant
negative economic impact in Europe.

The second message is that these uncertainties underpin a more gradual approach. Both the policy statement and
President Lagarde stressed flexibility and optionality in the face of such uncertainty, which manifest in a patient approach.
Judging from the combined messaging of remaining on track with the removal of extraordinary stimulus while adopting a
cautious approach, we think the debate on the Governing Council has likely shifted away from when rate rises should begin
to at what point they stop. This will hinge crucially on the evolution of macro data, including whether the currently benign
inflation expectations and wage data start showing any signs of overheating, or whether downside risks were to crystalise.

Third, whilst stopping short of announcing a new policy tool, President Lagarde went further than we had expected in her
comments regarding the role of policy in addressing fragmentation risk. Importantly, her comments confirmed to us that
“flexibility” includes efforts to ensure the transmission mechanism of monetary policy beyond alleviating pandemic-related
stresses. This was a key lesson for the Governing Council coming out of the recent crisis.

Market Reaction

Overall, the European bond market reaction was heavily influenced by a steep selloff in U.S. Treasuries that happened
late on a low-volume, pre-holiday European trading day. However, we can still interpret the meeting’s impact from market
movements during the interval between the announcement and press conference. The selloff in the U.S. market began
shortly after the presser began and price action in European bond markets became quite muted.

Nonetheless, the direction of travel indicated some relief at the lack of any further acceleration of the policy normalization
path - even if just for now. Reflecting this less-hawkish-than-feared tone was a small drop in short-term rates while longer-
term rates and inflation expectations inched higher, again, in response to the more dovish-than-expected overall policy
tone.
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Peripheral spreads remained calm post announcement and through the press conference, no doubt relieved at the
unchanged track of asset purchases but also the ongoing theme that there will be tools to avoid fragmentation risk and
ensure the transmission of policy across all Eurozone countries. The ECB’s not-so-veiled intention to limit any serious
downside risks in peripheral debt was also at play.

While the steady approach was a relief for the bond market, the more patient and dovish tone of the meeting was not as
well-received in the currency market. The euro’s decline over the past year has broken into the double digits and left the
euro near the bottom of its multi-decade range.

FIGURE 1: The Decline of the Euro in the Past Year Has Left the Currency at Multi-Decade Lows
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Against this backdrop, the euro weakened as the policy path, in contrast to the last few meetings, did not shift further to
the hawkish side, and in fact may have received some further downward impetus from President Lagarde’s outright
acknowledgment that the euro’s depreciation was not discussed at the meeting.

FIGURE 2: The Euro Weakened Further as its Recent Depreciation and High Inflation Outturns Failed to Warrant
Direct Attention at Today's Meeting
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Conclusion

To us, the bottom line is that the ECB is on course to end asset purchases and will raise rates out of negative territory
before the year is out. That said, we would caution against taking too strong a signal from the end of the conventional Asset
Purchase Programme and negative rates. These policies did little to re-anchor inflation to the ECB’s target before the
pandemic, nor were they particularly effective in the pandemic crisis itself. Rather, it was a bespoke policy tool - the
pandemic emergency purchase programme (PEPP) - that was a game-changer for markets in 2020. It’s not surprising that
ECB staff are now working on a tool specific for addressing market shocks that are outside of individual government’s
control, such as those caused by the conflict in Ukraine. Such a tool would enable the Governing Council to proceed with
confidence on its normalisation path, but ultimately rate rises will be capped due to a deteriorating macro environment
going into 2023.

Today’s market reaction suggests that the firm underpinnings of the bond market that existed during the low inflation era,
as well as the stability achieved with the PEPP during the pandemic era, are waning. While peripheral spreads appear to
have found a value point assuming a “slow go” ECB reaction function, should the ECB need to top market expectations for
200bps of rate hikes over the two years, we are likely to see a return to spread widening and fragmentation risks, with Italy
and Greece looking most vulnerable. Conversely, today’s price action on the currency side suggests the cautious ECB
approach to withdrawing accommodation will continue to weigh on the euro as the interest rate differential relative to the
U.S. looks set to widen.

This material reflects the views of the author as of April 14, 2022 and is provided for informational or educational purposes only. Source(s)
of data (unless otherwise noted): PGIM Fixed Income. We do not guarantee the accuracy of such sources or information. This outlook
sets forth our views as of this date. The underlying assumptions and our views are subject to change. Does not constitute a
recommendation regarding the merits of any investments. Does not constitute investment advice and should not be used as the basis
for any investment decision. Does not constitute a representation that PGIM Fixed Income has purchased or would purchase any of the
investments referenced or that any such investments would be profitable. Past performance is not a guarantee or a reliable indicator of
future results.

For Professional Investors Only. All Investments involve risk, including the possible loss of capital.



April, 2021

Important Information

PGIM Fixed Income operates primarily through PGIM, Inc., a registered investment adviser under the U.S. Investment Advisers Act of 1940, as amended, and a
Prudential Financial, Inc. ("PFI") company. Registration as a registered investment adviser does not imply a certain level or skill or training. PGIM Fixed Income is
headquartered in Newark, New Jersey and also includes the following businesses globally: (i) the public fixed income unit within PGIM Limited, located in London; (ii)
PGIM Netherlands B.V., located in Amsterdam; (iii) PGIM Japan Co., Ltd. ("PGIM Japan”), located in Tokyo; (iv) the public fixed income unit within PGIM (Hong Kong)
Ltd. located in Hong Kong; and (v) the public fixed income unit within PGIM (Singapore) Pte. Ltd., located in Singapore ("PGIM Singapore”). PFl of the United States
is not affiliated in any manner with Prudential plc, incorporated in the United Kingdom or with Prudential Assurance Company, a subsidiary of M&G plc, incorporated
in the United Kingdom. Prudential, PGIM, their respective logos, and the Rock symbol are service marks of PFl and its related entities, registered in many jurisdictions
worldwide.

These materials are for informational or educational purposes only. The information is not intended as investment advice and is not a recommendation about
managing or investing assets. In providing these materials, PGIM is not acting as your fiduciary. Clients seeking information regarding their particular investment
needs should contact their financial professional. These materials represent the views and opinions of the author(s) regarding the economic conditions, asset classes,
securities, issuers or financial instruments referenced herein. Distribution of this information to any person other than the person to whom it was originally delivered
and to such person’s advisers is unauthorized, and any reproduction of these materials, in whole or in part, or the divulgence of any of the contents hereof, without
prior consent of PGIM Fixed Income is prohibited. Certain information contained herein has been obtained from sources that PGIM Fixed Income believes to be
reliable as of the date presented; however, PGIM Fixed Income cannot guarantee the accuracy of such information, assure its completeness, or warrant such
information will not be changed. The information contained herein is current as of the date of issuance (or such earlier date as referenced herein) and is subject to
change without notice. PGIM Fixed Income has no obligation to update any or all of such information; nor do we make any express or implied warranties or
representations as to the completeness or accuracy or accept responsibility for errors. All investments involve risk, including the possible loss of capital. These
materials are not intended as an offer or solicitation with respect to the purchase or sale of any security or other financial instrument or an y investment management
services and should not be used as the basis for any investment decision. No risk management technique can guarantee the mitigation or elimination of risk in any
market environment. Past performance is not a guarantee or a reliable indicator of future results and an investment could lose value. No liability whatsoever is
accepted for any loss (whether direct, indirect, or consequential) that may arise from any use of the information contained in or derived from this report. PGIM Fixed
Income and its affiliates may make investment decisions that are inconsistent with the recommendations or views expressed herein, including for proprietary accounts
of PGIM Fixed Income or its affiliates.

The opinions and recommendations herein do not take into account individual client circumstances, objectives, or needs and are not intended as recommendations
of particular securities, financial instruments or strategies to particular clients or prospects. No determination has been made regarding the suitability of any securities,
financial instruments or strategies for particular clients or prospects. For any securities or financial instruments mentioned herein, the recipient(s) of this report must
make its own independent decisions.

Conflicts of Interest: PGIM Fixed Income and its affiliates may have investment advisory or other business relationships with the issuers of securities referenced herein.
PGIM Fixed Income and its affiliates, officers, directors and employees may from time to time have long or short positions in and buy or sell securities or financial
instruments referenced herein. PGIM Fixed Income and its affiliates may develop and publish research that is independent of, and different than, the recommendations
contained herein. PGIM Fixed Income’s personnel other than the author(s), such as sales, marketing and trading personnel, may provide oral or written market
commentary or ideas to PGIM Fixed Income’s clients or prospects or proprietary investment ideas that differ from the views expressed herein. Additional information
regarding actual and potential conflicts of interest is available in Part 2A of PGIM Fixed Income’s Form ADV.

In the United Kingdom, information is issued by PGIM Limited with registered office: Grand Buildings, 1-3 Strand, Trafalgar Square, London, WC2N 5HR. PGIM Limited
is authorised and regulated by the Financial Conduct Authority (“FCA") of the United Kingdom (Firm Reference Number 193418). In the European Economic Area
(“EEA"), information is issued by PGIM Netherlands B.V., an entity authorised by the Autoriteit Financiéle Markten ("AFM") in the Netherlands and operating on the
basis of a European passport. In certain EEA countries, information is, where permitted, presented by PGIM Limited in reliance of provisions, exemptions or licenses
available to PGIM Limited under temporary permission arrangements following the exit of the United Kingdom from the European Union. These materials are issued
by PGIM Limited and/or PGIM Netherlands B.V. to persons who are professional clients as defined under the rules of the FCA and/or to persons who are professional
clients as defined in the relevant local implementation of Directive 2014/65/EU (MiFID II). In certain countries in Asia-Pacific, information is presented by PGIM
(Singapore) Pte. Ltd., a Singapore investment manager registered with and licensed by the Monetary Authority of Singapore. In Japan, information is presented by
PGIM Japan Co. Ltd., registered investment adviser with the Japanese Financial Services Agency. In South Korea, information is presented by PGIM, Inc., which is
licensed to provide discretionary investment management services directly to South Korean investors. In Hong Kong, information is provided by PGIM (Hong Kong)
Limited, a regulated entity with the Securities & Futures Commission in Hong Kong to professional investors as defined in Section 1 of Part 1 of Schedule 1 (paragraph
(a) to (i) of the Securities and Futures Ordinance (Cap.571). In Australia, this information is presented by PGIM (Australia) Pty Ltd ("PGIM Australia”) for the general
information of its “wholesale” customers (as defined in the Corporations Act 2001). PGIM Australia is a representative of PGIM Limited, which is exempt from the
requirement to hold an Australian Financial Services License under the Australian Corporations Act 2001 in respect of financial services. PGIM Limited is exempt by
virtue of its regulation by the FCA (Reg: 193418) under the laws of the United Kingdom and the application of ASIC Class Order 03/1099. The laws of the United
Kingdom differ from Australian laws. In South Africa, PGIM, Inc. is an authorised financial services provider — FSP number 49012. In Canada, pursuant to the
international adviser registration exemption in National Instrument 31-103, PGIM, Inc. is informing you of that: (1) PGIM, Inc. is not registered in Canada and is
advising you in reliance upon an exemption from the adviser registration requirement under National Instrument 31-103; (2) PGIM, Inc.’s jurisdiction of residence is
New Jersey, U.S.A; (3) there may be difficulty enforcing legal rights against PGIM, Inc. because it is resident outside of Canada and all or substantially all of its assets
may be situated outside of Canada; and (4) the name and address of the agent for service of process of PGIM, Inc. in the applicable Provinces of Canada are as
follows: in Québec: Borden Ladner Gervais LLP, 1000 de La Gauchetiére Street West, Suite 900 Montréal, QC H3B 5H4; in British Columbia: Borden Ladner Gervais LLP,
1200 Waterfront Centre, 200 Burrard Street, Vancouver, BC V7X 1T2; in Ontario: Borden Ladner Gervais LLP, 22 Adelaide Street West, Suite 3400, Toronto, ON M5H
4E3; in Nova Scotia: Cox & Palmer, Q.C., 1100 Purdy’'s Wharf Tower One, 1959 Upper Water Street, P.O. Box 2380 - Stn Central RPO, Halifax, NS B3J 3E5; in Alberta:
Borden Ladner Gervais LLP, 530 Third Avenue S.W., Calgary, AB T2P R3.

© 2022 PFl and its related entities.

2022-2733

For Professional Investors Only. All Investments involve risk, including the possible loss of capital.



BEER

XABRHIPGIMI1T M- AV HLD TS EIEICE T 3ERIZEHE LTTODRERAIFICERLEEDTT , PGIMI1I AL - AV HAIE, KESECD
BRI EBER A THEIPGIMI VI DESERSFITY,

HABERFERRBEBNELLEOTHY HEDEMBEmOBFE X ERFTEBNELLEDOTRBYE A, T, FERICREHINLATEL
DWTISHBREEINBZILEHYET,

KEHINTVEITISEMERIRFRTORMBTHY, INLRSREEITZILEHYET ., . ZOREROEEMERATIEDTIIEL FFK
DHGREDEHFERIAETIEDTEHYEE Ao

XEBERTERSINTWSERHREPIROAEENETEEDTHY, FEDERHMADIREEHREITZEDTEHYEE A,

KABERICRHSINTVEHIBEET - RUOBRERERCSZLHMULBZBIERFENSAFLLEOTIN, ZOBHROEREME, HEEIEID
WTHHMRIETZEDTEHYEE Ao

MBEDEREBEEILTLEIIROEABRELRIATZEDTIEHYEE Ao

KAERGERS, RFH RBLOTFNIZHBVEREHEEZTOILHICERINTLEDTRHYEE A,

Y CRBERIAGERLIC, RERO—EILFEMBEEHT B FERBRTVELET,

¥"Prudential’, "PGIM "\ ZNZNOOTELVOVT - Y VRIE, TVT VD0 - I7AF V0 - A VI BLUZOBERTOY-LAV-ITHY., %
HOE HEHTEHFSN TV,

KPGIMIv VR RS, HRBRBOESHY -CAKBE TN TV Iv) - T71F Vv O—BTHY BETIN-TV vt & 3B ASBERD
HYFEEA,

PGIMIvN\VERA S

SREmIG | EE BEMERE (/) $H328

TIAHE —REEEA BRREBEMERS. —REFEAREBETHS
PGIMJ89803



