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Oil remains a key driver of near-term headline inflation

Brent curve: today vs the onset of the Russia-Ukraine conflict 1Y EU HICP vs Brent (YTD 2026)
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The Brent curve is more inverted today than at the start of 1-year EUR HICP still tracks Brent closely.

the Russia-Ukraine conflict. Energy is €.9% of the EUR HICP basket, with oil c.4%.
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Front-end inflation has repriced more than long-dated forwards

EU HICP: 1y spot vs 1yly forward 5y5y inflation vs Brent (5-year horizon)
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1-year EU HICP has moved more than the 1yly forward, Forward inflation is repricing higher, but less aggressively than
indicating that the shock remains concentrated in the near term. during the 2022 energy shock.

5y5y EU HICP still tracks Brent, with a lower beta.
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Europe’s energy mix still matters for inflation transmission

Energy consumption mix by country, 2024

Electricity generation mix by country, 2024
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Oil remains Europe’s largest energy source, so Brent still
matters for euro area inflation.

Countries with greater fossil fuel exposure are more sensitive to
energy-driven inflation.
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% Europe: Electricity production mix (2024)
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Most countries are now less reliant on gas for power
generation, reducing the inflation passthrough from

gas prices. Italy is the main exception.




Inflation forecasts have risen sharply

Energy’s contribution to inflation at the start of the conflict
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Oil has been the main driver of the recent rise in
energy prices.
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EU HICP forecasts before and after the conflict
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The upward revision is mainly
near term and reflects higher
energy prices. Inflation is still
expected to return to 2% by

mid-2027. HSBC
forecasts
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Trading Volumes

Traded DVO1 on EUR inflation swaps — 2022 YTD vs 2026 YTD
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Inquiries on EGB linkers — 2022 YTD vs 2026 YTD

Total Inquiry vs Total Accepted Inquiry
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Activity: Traded DVO1 in EGB linkers is broadly unchanged, but EUR inflation swaps

volumes are much higher.
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Focus: Investor interest has shifted from core to peripheral EGB linkers.




DMO linker issuance trends

Linker issuance as a share of total DMO issuance

18%

16%

14%

12%

10%

8%

6%

4%

2%

France, ltaly and Spain: linker share of gross MLT issuance
oy, % of annual gross medium- and long-term issuance

0%
2014 2015 2016 2017 2018 2019 2020

- France -e= Italy

2021

~»- Spain

2022

2023

2024

2025

20267

2026* as of 31-May-2026

4X ) Hsec

Source: AFT, MEF, Tesoro, HSBC

PUBLIC

Linker issuance volumes by DMO since 2014
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ILB supply outlook

Base case: overall supply remains broadly stable.

France: steady core issuer; changes more likely in the tenor mix than in size.

Italy: continuity likely; BTP€i broadly steady, with BTP Italia supporting the retail channel.

Spain: tactical rather than structural; changes more likely in timing and reopenings than in
total issuance.

Overall: any adjustment is likely to be in composition, not direction.




Market Conditions

- Positioning moved from mildly short pre-conflict to long after the shock, driven mainly by macro hedging
demand from hedge funds and real-money accounts.

- Dedicated inflation investors showed limited conviction and did not maintain outright long positions.

- The first two weeks of March were particularly challenging, with flows overwhelmingly one-way; a few
investors tried to fade the move, but most exited quickly.

- By late March, liquidity and market functioning had largely normalised, aside from brief episodes of intraday
volatility linked to oil.
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Key Questions

- Are euro inflation forwards still underpricing the risk of repeated energy shocks, or are current breakevens
already rich relative to the growth outlook?

« How much of the move in inflation-linked markets reflects genuine inflation risk, and how much is simply oil
beta and short-term, flow-driven repricing?

- Will real-money investors increase the hedging of inflation exposure, and over what investment horizon?
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Disclaimer

This document is issued by HSBC Continental Europe (“HSBC”). HSBC is a member of the HSBC Group of companies (“HSBC Group”) and authorised by the Autorité de Controle Prudentiel et de Résolution ("ACPR")
and the European Central Bank (“ECB”) and regulated by the ACPR and Autorité des Marchés Financiers (“AMF”).

The sales and trading department of HSBC may make markets in instruments or products to which this material relates. Accordingly, recipients should not regard this document as an objective or independent
explanation of the matters contained herein. This document has not been prepared in accordance with regulatory requirements designed to promote the independence of investment research. Information
contained herein should not be regarded as investment research for the purposes of the rules of the AMF.

HSBC has based this document on information obtained from sources it believes to be reliable but which have not been independently verified. Opinions expressed may differ from the opinions expressed by other
divisions of HSBC, including its research department. Opinions and estimates expressed are the individual opinions of the author and may change at any time without notice. In addition, the analysis provided is not
sufficient to inform an investment decision. Any charts and graphs included are from publicly available sources or proprietary data. Except in the case of fraudulent misrepresentation, neither HSBC nor any of its
affiliates, officers, directors, employees or agents accepts any liability for any loss or damage arising out of the use of all or part of this material.

Reproduction of this document, in whole or in part, or disclosure of any of its contents, without prior consent of HSBC, is prohibited. This document is not intended for distribution to, or use by, retail clients, or any
person or entity in any jurisdiction or country where such distribution would be contrary to law or regulation. HSBC is under no obligation to keep current the information in this document.

You are solely responsible for making your own independent appraisal of, and investigation into, the products, investments and transactions referred to in this document and you should not regard any information
in this document as constituting investment advice. Neither HSBC nor any of its affiliates is responsible for providing you with legal, tax or other specialist advice and you should make your own arrangements in
respect of this accordingly.

HSBC Continental Europe
38, avenue Kléber, 75116 Paris, France
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