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Euro area

Producer price inflation up to record high

On a relatively quietend to the week for European economic news, May's producer price data were notable in flagging
ongoing substantive costpressures. In particular, euro area producer prices rose 1.3% MM, a touch more than expected, the
second highestmonthlyincrease in more than a decade and indeed one beaten onlytwice before on the series. And thatleft
producer prices up 9.6%Y/Y, the mostsince the introduction ofthe single currency. Prices ofenergy remained a keydriver,
up 2.1%MM and 25.1%Y/Y. However, even excluding thatcomponent, producer prices were up a chunky0.9%M/M for a
third successive month to be up 4.9%Y/Y, similarlya series high. With significant pressures in chemicals, metals, coke and
refined petroleum products, intermediate goods prices were up a steep 1.8% MM and 9.2%Y/Y. Butincreases ofprices
further along the supplychain were more measured. Prices of capital goods were up a moderate 0.4% MM and 1.8%Y/Y.
Consumerdurables prices rose 0.3% MM and 2.0%Y/Y, while those ofnon-durables were up 0.3% MM and 1.9%Y/Y.

Surveys flag price pressures in countless sub-sectors

Producer price pressures have, of course, been evidentforsome time. And the top-tier surveys suggesttheywill persistfor
several months to come. Forexample, yesterday’s final euro area manufacturing PMIs reported record readings on the input
costand output price indices. And respondents to the German ifo business climate surveyflagged increasinglyacute supply
bottlenecks across arange of sub-sectors including various metal products (steel, aluminium and copper); wood items
including pallets; plastics and other synthetic products; as well as the well-known challenges related to semiconductors and
other electronic components. All participating firms in the furniture and textiles subsectors reported rising prices for materials
over the pastthree months, and the situation was similarin several others, including rubber and plastics. So, unsurprisingl y,
the ifo survey reported expectations offurther price increasesin selling prices over the coming three months, with the
respective survey indexfor manufacturedgoods up to a series highin June. Nevertheless, so far, the pass -through of
increased costs to consumers has been relativelymeasured, with inflation of non-energyindustrial goods up in June to
1.2%Y/Y — stillwell below the ECB’s target—according to the flash data. Moreover, not leastgiven base effects associated
with oil prices and German policies, we suspectthatproducer price inflation will broadlylevel off over coming months before
decliningin early2022. For the same reason, Christine Lagarde reminded in an interview with La Provence, published today,
that the ECB still expects consumer price inflation to fall back from the startof next year. And she also noted the downside
risks to the outlook for growth and inflation from Covid-19’s delta variant, which is increasinglyprevalentin the euro area.

Recordrise in Spanish employment in June

Following yesterday’s upbeatlabour market data from the euro area (for May) and Germany (for June), today’s Spanish
figures provided more good news. Indeed, the number of Spanish workers registered unemployed dropped bya record
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amountin June,down more than 102k (on a seasonallyadjusted basis) to 3.755mn, the lowest since March 2020. On an
unadjustedbasis, the number ofregistered unemployed fell by almost 167k, largelyaccounted for by a drop of more than
131k (almost5%MM) in the number ofjobless service sector workers as the touristseasongotunderway(Spain is now
open to visitors fully vaccinated againstCovid 19). The number ofunemployed manufacturing and c onstruction workers also
fell. And therise in employmentofmore than 200k on a seasonallyadjusted basis was also arecord, taking the total up to
19.267mn, the highestsince February2020 and just212k below the pre -pandemic peak. At the end of May, Spain’s ERTE
governmentjob retention scheme (supporting more than 500k workers), and the related programme for more than 400k self-
employed workers, was extended to 30 September. It remains to be seen quite how strong the economic recoverywill be at
that pointand thus quite how far Spanish unemploymentwill rise again as and when thatsupportis finallybroughtto an end.

The week ahead in the euro area

Looking ahead, the coming week will kick off on Monday with further survey results in the shape ofthe final services PMIs for
June and Sentix investor sentimentindices for July. Both surveys will be highlyupbeat. Indeed, according to the flash
estimates, the euro area services activity PMI rose 2.8pts to a 41-month high 0f58.0, which took the composite PMI up

2 1pts to a fifteen-yearhigh of 59.2. And if the national surveys are anything to go by, the Italian and Spanish PMis, to be
published for the first time, should be exceptionallystrong too. German car registration and production figures for June
should also be released on Monday. The following day, meanwhile, will bring euro area retail sales figures for May — which,
thanks to strong growth in Germanyand France, are likelyto more than reverse the drop of 3.1%MM in April —along with
German factory orders data for the same month. And surveydata due that day include the German ZEW indices for July and
construction PMIs for June. German industrial production figures for May follow on Wednesdaywith overall growth at risk of
being dragged down byongoing weakness in the auto sector. The equivalent German goods trade data are due Thursday;,
with French and Italian IP numbers for the same month will come on Friday.

Beyond the economic data, the accountof the ECB’s June monetarypolicymeeting will be published on Thursday. At that
meeting, the ECB published updated macroeconomic projections, which suggested among other things that currentprice
pressures would be transitory,and thus committed to maintain net PEPP purchases overthe coming three months ata
significantlyhigher pace than at the start of the year. That policydecision was not, however, unanimous, and the accountwi l
therefore reflectthe range of views among Governing Council members. Meanwhile, reports suggestthatthe Governing
Council members willmeetin the coming week for further discussions on the strategic policyreview. But while news might
emerge regarding some ofthe views of members on keyissues under consideration —such as possible reforms to the ECB’s
inflation target— we do not expect any conclusions ofthe review to be announced justyet. In terms of ECB-speak, Executive
Board memberIsabel Schnabel will speak publiclytomorrow on the global economy, trade and business cycle and monetary
policy, while ECB PresidentLagarde will speak on Fridayon a G20-related panel discussion on digitalization. Other speakers
due include Bank of France Governor Villeroy de Galhau (Sunday), ECB Vice Presidentde Guindos (Monday)and Spanish
National Bank Governor Hernandezde Cos (Tuesday).

UK
The week ahead in the UK

While it was a quietend to the week in the UK with no new economic data published, the coming week will bring a handful of
notable releases including the estimates of May’s GDP, production and trade data, which are all due on Friday. After non-
essential stores were able to reopen in April, further easing of restrictions — particularlythose affecting hospitalityand
entertainments —occurred in May. So, although retail sales fell back 1.4%M/M, services outputis again settolead overall
economic growth in May, having risen a strong 3.4%M/M in May. Manufacturing production (-0.3%MM) and mining and
quarrying (-15.0%MM due to planned maintenance at oil fields) should reboundtoo. And so, having grown in excess of
2.0%MM in March and April, we expect GDP growth of 1.3%MM in May to leave the level of outputabout2.5% below the
February 2020 level.
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Ahead of the GDP figures, Monday will bring the final services PMIs for June while the equivalentconstruction sector survey
results are due the following day. According to the flash estimates, the services activity PMI fell 1.2ptin June to a still -
elevated 61.7 to leave the composite PMIsimilarlydown 1.2pts at61.7. Among otherdata to come, June’s new car
registrations are also due Monday, while Q1 unit labour costfigures are due Wednesday. And Thursdaywill bring the RICS
housing surveyfor June — which is likely to pointto ongoing house price growth ahead —along with the BoE’s latestquarterly
creditconditions survey. In terms of BoE-speak, Governor Andrew Bailey will speak on Friday’s G20-related panel
discussion on digitisation.

Daiwa economic forecasts

GDP growth, %, Q/Q
Euro area -0.6 -0.3 1.2 2.4 1.2 1.0 -6.7 4.5 4.6
UK 1.3 -1.5 3.5 3.2 2.5 1.0 -9.8 6.6 6.2
Euro area
Headline CPI - -0.3 1.1 1.8 2.3 2.5 1.4 0.3 1.9 1.5
Core CPI _ 0.2 1.2 0.9 1.2 1.5 0.8 0.7 1.2 1.3
UK
Headline CPI EE:E 0.5 0.6 1.9 2.2 2.8 2.8 0.9 1.9 2.1
Core CPI == 1.3 1.2 1.7 2.0 2.3 2.2 1.4 1.8 1.9
ECB
Refi Rate % _ 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Deposit Rate % _ -0.50 -0.50 -0.50 -0.50 -0.50 -0.50 -0.50 -0.50 -0.50
PEPP env elope* (€bn) _ 1850 1850 1850 1850 1850 1850 1850 1850 1850
BoE
Bank Rate % EE:E 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10
Bond purchases** (Ebn) = 895 895 895 895 895 895 895 895 895
*Monthly target €bn, end of period. **Monthly target £bn, end of period. Source: Bloomberg, ECB, BoE and Daiwa Capital Markets Europe Ltd.

European calendar

Today’s results

Economic data

) Market consensus/ ) .
Country Release Period Actual Daiwa forecast Previous Revised

eMu [l PP M/IM% (Y/Y%) May 1.3 (9.6) 1.2 (9.5) 1.0 (7.6) 0.9 (-)
Spain : Unemploy ment change ‘000s Jun -166.9 -110 -129.4 -
Auctions
Country Auction

- Nothing to report -

Source: Bloonberg and Daiwa Capital Markets Europe Ltd.
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The comingweek’s data calendar

The coming w eek’s key data releases
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Release

Monday 05 July 2021
Final services (composite) PMI
Sentix investor confidence
Final services (composite) PMI
New car registrations* Y/Y %
Final services (composite) PMI
Services (composite) PMI
Services (composite) PMI
New car registrations Y/Y %
Final services (composite) PMI

Tuesday 06 July 2021
Construction PMI
Retail sales M/IM% (Y /Y %)
Factory orders M/IM% (Y /Y %)
Construction PMI
ZEW current assessment balance (expectations)
Construction PMI
Construction PMI
Industrial production M/M% (Y/Y %)
Construction PMI

Wednesday 07 July 2021

Industrial production M/M% (Y/Y %)
Retail sales M/IM% (Y /Y %)
Final output per hour Y/Y %
Unit labour costs Y/Y %

Thursday 08 July 2021
Trade balance €bn
Bank of France industrial sentiment
RICS house price balance %

Friday 09 July 2021

Industrial production M/M% (Y/Y %)
Manufacturing production M/M% (Y/Y %)
Industrial production M/M% (Y/Y %)
Monthly GDP M/M% (3M/3M)
Industrial production M/M% (Y/Y %)
Manufacturing production M/IM% (Y/Y %)
Index of services M/M% (3M/3M%)
Construction output M/M% (Y/Y %)

Goods trade balance £bn

Period

Jun
Jul
Jun
Jun
Jun
Jun
Jun
Jun

Jun

Jun
May
May
Jun
Jul
Jun
Jun
May

Jun

May
May
Q1
Q1

May
Jun

Jun

May
May
May
May
May
May
May
May
May

Market consensus/

Daiwa

forecast/actual

58.0 (59.2)
30.0
58.1 (60.4)

57.4 (57.1)

61.7 (61.7)

4.2 (8.2)
1.2 (59.4)
5.0 (75.0)

0.4 (21.7)

64.0

0.7 (17.7)
3.0 (10.8)
1.0

15.1
108
79

0.9 (21.7)
- (26.0)
0.3 (1.8)
1.3(3.7)
1.5 (21.6)
1.0 (29.5)
1.6 (4.1)
1.0 (58.2)
-11.1

Previous

55.2 (57.1)
28.1
52.8 (56.2)
37.2
56.6 (57.0)
53.1 (55.7)
59.4 (59.2)
674.1
62.9 (62.9)

51.7
-3.1(23.9)
-0.2 (78.9)
445
-9.1 (79.8)
51.1
58.3
1.2 (48.2)

64.2

-1.0 (26.4)
-0.4 (30.4)
0.7
7.2

15.2
107
83

-0.1 (43.9)
-0.3 (49.3)
1.8 (79.5)
2.3 (1.5)
-1.3 (27.5)
-0.3 (39.7)
3.4 (1.4)
-2.0 (77.9)
-11.0

*Approximate date of release. Source. Bloonberg and Daiwa Capital Markets Europe Ltd.
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The coming week’s key events & auctions

Country BST Event/ Auction
Monday 05 July 2021
Euro area _ 10.00 ECB publishes bank interest rate statistics
18.00 ECB Vice President de Guindos speaks
Tuesday 06 July 2021
Euro area _ 08.00 ECB Governing Council member Hernandez de Cos speaks
Germany [ 10.30  Auction: €400mn of 0.1% 2033 index-linked bonds
L 10.30  Auction: €200mn of 0.1% 2046 index-linked bonds
UK : : 10.00  Auction: £2.75bn of 0.25% 2031 bonds
o 11.30  Auction: £1.5bn of 0.5% 2061 bonds
Wednesday 07 July 2021
Euro area [Nl 10.00  European Commission publishes Summer Economic Forecasts
Germany [ 10.30  Auction: €5bn of 0% 2026 bonds
UK E§S 1000 Auction: £600mn of 0.125% 2051 index-linked bonds
Thursday 08 July 2021
Euro area _ 12.30 ECB publishes account of 9-10 June monetary policy meeting
UK =i 09.30 BOE publishes Bank Liabilities and Credit Conditions Surveys
Friday 09 July 2021
Euro area _ 11.00 ECB President Lagarde on panel discussion on digitalisation and intangibles ahead of the G20 meeting
UK o 11.00 BoE Governor Bailey on panel discussion on digitalisation and intangibles ahead of the G20 meeting

Source: Bloonberg and Daiwa Capital Markets Europe Ltd.
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