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e Bunds made modest losses while the latest German IP data slightly Daily bond market movements
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disappointed expectations, but BTPs again outperformed as Mario Draghi T 0520 = 0,006
appeared firmly on course to form a new Italian government. OBL 0.10/%6 :0'690 +0.002
Gilts ended little changed on a day free of new top-tier UK economic data. DBR 0 02/31 -0.446 +0.004
o TL_Jesday will bring (_Jlata for German trade and Italian IP in December along UKT 134 09/22 20.043 -0.006
with a January retail survey from the UK. UKT 0% 06/25 0.078 -
UKT 4% 12/30 0.475 -0.004

*Change from close as at 4:30pm GMT.
Source: Bloomberg

Euro area

German IP uptrend paused in December

The run of seven consecutive monthly increases in German industrial production (including construction) came to an end in
December, as overall output was unchanged from November. That meant that IP was down 0.7%Y/Y and 3.6% below last
February’s pre-Covid-19 level. However, over Q4 as a whole it was up a marked 6.2%Q/Q having risen 10.5%Q/Q in Q3.
Moreover, output of manufacturing and mining grew for the eighth month in row, rising 0.9%M/M. While it was still down 3.8%
from the pre-pandemic level, manufacturing and mining output was up 6.7%Q/Q in Q4.

Within the detail, production of autos rose a further 1.2%M/M to be 3.8% below February’s level, while output of chemicals
(up 3.4%M/M), pharmaceuticals (4.2%M/M) and metals (up 1.9%M/M) also saw continued growth albeit remaining below the
pre-pandemic level. Output of consumer goods rose for the first time since September, up 2.6%M/M to be about 5% below
February’s level. Production of machinery, however, dropped 2.4%M/M to be almost 10% below the pre-pandemic level.
Beyond the manufacturing sector, construction output dropped 3.2%M/M but remained above the pre-Covid level and up
4.0%Q/Q. And energy output also dropped, falling 2.9%M/M, but was up 4.5%Q/Q albeit still more than 5% below the pre-
pandemic level.

Looking ahead, the drop in German factory orders in December tallies with survey evidence that we should expect softer
growth in manufacturing in the first quarter. In particular, auto production will be weighed by the hit to domestic demand from
the reversal of last summer’s temporary VAT cut as well as supply-chain problems associated with global semiconductor
supply. Surveys also point to a possible further softening of construction output.

Spanish IP returned to growth at end-2020 before likely dip in the New Year

Following a dip of 0.9%M/M in November, Spanish industrial production (excluding construction) rebounded 1.1%M/M in
December to be down just 0.5% from February’s pre-pandemic level. Over the fourth quarter as a whole, it rose 1.2%Q/Q in
Q4, perhaps unsurprisingly marking a significant slowdown from growth of 25.4%Q/Q in Q3. Growth in December was
centered principally on the capital goods sector, production of which rose 1.7%M/M to be down just 2.0% from February’s
level. Output of consumer durables rose 0.2%M/M to be down less than 1.0% from the pre-pandemic level, while autos
production rose 0.8%M/M to be 2.3% above the pre-pandemic level. And output of intermediate items fell just 0.1%M/M to
remain above the pre-Covid level too. Survey indicators such as the manufacturing PMI, which fell to a seven-month low of
49.3 in January, point to a soft start to the year for Spanish production. While that was in part due to the extreme winter

Germany: Industrial production by type of good Spain: Industrial production by type of good
100 L,,——- 10" Mndex: Feb-20=100 Indez:fib»zo:loo
- 100 faE S S —= »Z Do 100

90
80 o 1 80
80 r

70 1 60

70

60 - “ ' e |ndustrial production 4 40
Index: Feb-20=100 Index: Feb-20=100 60 \ I’ Inte(mediate goods
50 0 N Capital goods
Dec-19 Feb-20 Apr-20 Jun-20 Aug-20 Oct-20 Dec-20 50 | \ v Consumer goods 1 20
e |ndlusttrial output Capital goods X AN L L L L Motor vehicles (rhs)
Consumer goods Intermediate goods 40 0
————— Construction = = = = = Motor vehicles (rhs) Dec-19 Mar-20 Jun-20 Sep-20 Dec-20

Source: Refinitiv and Daiwa Capital Markets Europe Ltd. Source: Refinitiv and Daiwa Capital Markets Europe Ltd.



Europe Euro wrap-up 08 February 2021 Daiwa

Capital Markets

weather last month, supply-chain pressures related to delays to delivery of components from Asia and the ongoing pandemic
are also acting as a restraint. And over Q1 as a whole, we expect Spanish production to decline from Q4.

Sentix survey points to a modest loss of investor confidence in the region

Today’s sentix survey gave a first indication of investor sentiment in the region in February. And the results were a little
disappointing, with evidence of continuing restrictions on economic activity weighing slightly on confidence. Indeed, having
risen in January to the highest level since before the pandemic, the sentix overall economic index for the euro area fell 1.5pts
to -0.2, still nevertheless above the range from March to December 2020. Investors’ assessment of both current (down 1.0pt
to -25) and expected conditions six months ahead (down 2.0pts to 31.3) both declined. While the former thus remained well
below the pre-Covid range, the latter remained exceptionally high by historical standards, signaling the expectation of strong
economic recovery when pandemic containment measures are relaxed. Unfortunately, over the immediate term, the
measures are more likely to be tightened, with Germany’s restrictions set this week to be extended for a further fortnight.

The coming two days in the euro area

The coming two days should be relatively quiet on the euro area economic data front with the focus remaining on the
manufacturing sector. Italian and French IP figures will be published tomorrow and Wednesday respectively, with monthly
increases in output expected in both countries. Taken together with today’s stronger than expected Spanish data the
aggregate euro area number, published in a week’s time, would then also likely see a further modest increase in production
on the month underscoring the positive contribution to growth from the sector in Q420. German trade numbers for December
will also be published tomorrow, as well as the Bank of France’s business survey for January. On Wednesday, final German
CPI figures are expected to confirm that inflation jumped sharply by a record amount in January, up 1.3ppts to 1.0%Y/Y on
the national measure and up 2.3ppts to 1.6%Y/Y on the EU-harmonised measure. In terms of ECB speakers, Chief
Economist Lane is due to speak publicly tomorrow, followed by President Lagarde on Wednesday.

UK
The coming two days in the UK

Data-wise, tomorrow brings the release of the BRC'’s January retail sales survey, which seems bound to report a sharp drop
in high-street sales due to the closure of non-essential stores nationwide for much of the month. Meanwhile, on Wednesday,
the January RICS housing market survey is expected to point to a weakening in activity in the market due to the revival of
the pandemic and anticipation of the approaching end to the government’s stamp duty holiday. Attention on Wednesday
evening will be on BoE Governor Bailey who is due to speak publicly at Mansion House.
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The next edition of the Euro wrap-up will be published on 10 February 2021
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Today’s results

Economic data

Country Release Period  Actual Megl;i(\al\tlgtf)grs;r;sst':s/ Previous Revised

EvMu [ Sentix investor confidence Feb -0.2 2.0 1.3 -
Germany ™ |ndustrial production M/M% (Y/Y%) Dec 0.0(-1.0) 0.1(-1.1) 0.9 (-2.6) 1.5(-2.5)
Spain : Industrial production M/M% (Y/Y%) Dec 1.1 (-0.6) 0.2 (-2.2) -0.9 (-3.8) -(-3.7)
Auctions
Country Auction

- Nothing to report -
Source: Bloomberg and Daiwa Capital Markets Europe Ltd.

Tomorrow’s releases

Economic data

Country GMT Release Period M%rgssgcf):rseecr;ssltjs/ Previous

Germany M 07.00 Trade balance, €bn Dec 15.0 16.7

France Il M - Bank of France industrial sentiment Jan 98 97
italy [l Bl 09.00 Industrial production M/M% (Y/Y%) Dec 0.3 (-1.4) -1.4 (-4.2)
UK E$= 00.01 BRC retail sales monitor, like-for-like sales Y/Y% Jan - 4.8

Auctions and events
EMU [ 15.00 ECB’s Lane scheduled to speak

Germany ™ 1130 Auction: €1.5bn of 0.1% 2033 bonds
Source: Bloomberg and Daiwa Capital Markets Europe Ltd.

Wednesday’s releases

Economic data

County | GMT Release -t
Germany ™™™ 07.00 Final CPI (EU-harmonised CPI) Y/Y% Jan 1.0 (1.6) -0.3(-0.7)
France [l B 07.45 Industrial production M/M% (Y/Y%) Dec 0.4 (-1.7) -0.9 (-4.6)
B W 07.45 Manufacturing production M/M% (Y/Y%) Dec - 0.5 (-4.3)

UK  E#5 00.01 RICS house price balance, % Jan 60 65

Auctions and events

Emvu [l 13.00 ECB President Lagarde takes part in webinar organised by the Economist
Germany ™ 10.30 Auction: €4bn of 0% 2026 bonds
UK E$510.00 Auction: £2bn of 1.25% 2041 bonds

458 17.00 BoE Governor Bailey scheduled to speak
Source: Bloomberg and Daiwa Capital Markets Europe Ltd.
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https://www.uk.daiwacm.com/ficc-research/recent-blogs

This research report is produced by Daiwa Securities Co. Ltd., and/or its affiliates and is distributed by Daiwa Capital Markets Europe Limited in the European Union, Iceland, Liechtenstein, Norway
and Switzerland. Daiwa Capital Markets Europe Limited is authorised and regulated by The Financial Conduct Authority and is a member of the London Stock Exchange and Eurex Exchange. Daiwa
Capital Markets Europe Limited and its affiliates may, from time to time, to the extent permitted by law, participate or invest in other financing transactions with the issuers of the securities referred to
herein (the “Securities”), perform services for or solicit business from such issuers, and/or have a position or effect transactions in the Securities or options thereof and/or may have acted as an
underwriter during the past twelve months for the issuer of such securities. In addition, employees of Daiwa Capital Markets Europe Limited and its affiliates may have positions and effect
transactions in such securities or options and may serve as Directors of such issuers. Daiwa Capital Markets Europe Limited may, to the extent permitted by applicable UK law and other applicable
law or regulation, effect transactions in the Securities before this material is published to recipients.

This publication is intended for investors who are not Retail Clients in the United Kingdom within the meaning of the Rules of the FCA and should not therefore be distributed to such Retail Clients in
the United Kingdom. Should you enter into investment business with Daiwa Capital Markets Europe’s affiliates outside the United Kingdom, we are obliged to advise that the protection afforded by
the United Kingdom regulatory system may not apply; in particular, the benefits of the Financial Services Compensation Scheme may not be available.

Daiwa Capital Markets Europe Limited has in place organisational arrangements for the prevention and avoidance of conflicts of interest. Our conflict management policy is available at

http://www.uk.daiwacm.com/about-us/corporate-governance-regulatory. Regulatory disclosures of investment banking relationships are available at
https://daiwa3.bluematrix.com/sellside/Disclosures.action.

-3-


https://www.uk.daiwacm.com/ficc-research/recent-blogs
http://www.uk.daiwacm.com/about-us/corporate-governance-regulatory
https://daiwa3.bluematrix.com/sellside/Disclosures.action

