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e Bunds made modestlosses as the flash euro area PMIs were consistent Daily bond market movements
with ongoing solid recovery, despite easing in August. LT I Change
) : : BKO 009723 -0.760 +0.003
e Gilts also made losses despite amore pronounced drop in the flash UK OBL 0 10/26 0.744 +0.007
PMis in August, signalling a further moderation in the recovery momentum. DBR 0 08/31 -0.480 +0.018
e Tomorrow brings updated German GDP figures for Q2, with the firstofficial URT 07, 01723 0106 0016
expenditure breakdown. UKT 0%; 01/26 0.259 +0.021
UKT 4%12/30 0.537 +0.015

*Change from close as at4:30pm BST.
Source: Bloomberg

Euro area

Flash PMIs still signal solid recovery momentum despite drop

Today's flash euro area PMIs for Augustbroadlyaligned with expectations, signalling a slightmoderation in the pace of
recovery momentum as firms continue to face supplydifficulties, persistent price pressures and an accelerated spread ofthe
delta variant. Indeed, the composite outputindexfell for the firstmonth in seven,down 0.7pt to 59.5, nevertheless still the
joint-second-strongestreading since 2006. In addition, expectations for the year ahead eased for the third consecutive
month. The drop in the outputindex principallyreflected developments in the manufacturing sector, with the outputindex
declining for the fourth month outof the pastfive and by 1.9pts to 59.2, a six-month low (butstill arespectable level), as
production remains hindered bysupplyshortages. The services activity index fell only marginallyfrom July’s fifteen-year
high, by 0.1ptto 59.7, overtaking the manufacturing indexfor the firsttime since the pandemic. While manufacturers
reportedlystruggled to recruitdue to labour shortages, jobs growth in the services sector was the strongestforalmostthree
years as restrictions in the sector continued to ease. And with growth in new orders in both sectors having slowed marginally,
firms reduced very slightlythe number ofbacklogs, albeitthe relevantcomposite indexwas still the third -highestin the
survey's history. But while suppliers’deliverytimes moderated very slightly, they remained historicallyhigh amid persistent
supply-chain disruption. As such, the composite indexforinput prices remained onlyjustbelow July’s near-21-year high,
while the outputprice PMI was similarly the third higheston the series despite easingbackin August.

German and French services still solid, but manufacturers hit by supply bottlenecks

At the country level, Germany’s flash PMIs suggested thatthe manufacturing sectorremained mostseverelyimpacted by
persistentsupplybottienecks. Indeed, the output PMI declined for the second successive month and bya sizeable 4.7pts to
59.0, the joint-lowestreading for a year. The new orders indexsimilarlyfell sharplyto its lowest level since January, enabling
firms to catch up with orders somewhat, with the backlogs of work measure easing very slightly, albeitremaining ata high
level. And inputprices remained sky-high, with output prices close to historical highs despite slipping back this month too.
With the services activity PMI remaining close to July’s record high (down just0.3ptto 61.5), the drop inthe German
composite indexwas more limited, down 1.8pts to leave it at a still-elevated 60.6. Meanwhile, the deterioration in the French
flash PMIs was more marginal —the composite indexfell 0.7ptto 55.9, with the relaxation of restrictions and improving
tourism helping to supportthe services sectorin particular. Indeed, the services activity PMI fell just0.4ptto 56.4, while the
manufacturing outputindexdeclined for the third consecutive month and by 1.5pts to 54.0, a six-month low. The detail was
similarto the restof the euro area, with still solid growth in demand (admittedlydown slightlyfrom recentmonths) meeting
significantsupplybottlenecks and stronger price pressures with respectto both inputand outputcosts. Contrasting with the
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moderation reported in Germanyand France, however, Markit reported that growth in the restof the euro area accelerated in
Augustto the fastestin 21 years.

Consumers seemingly less upbeattoo

With the increase in the number of reported coronavirus cases in certain member states having seeminglyspread to
Germanyover recentweeks —admittedlystill well down on the levels for France and Spain —today's flash European
Commission surveyindicator reported a further deterioration in household sentimentin August. In particular, the indicator fell
1.1pts to -5.3, the lowestreading since April. Of course, this still remains considerablyhigher than in the first quarter of the
year (average -13.7) and the trough (-21.9) in April 2020. And with pent-up demand for services in particular still high,
household consumption should continue to provide a solid contribution to GDP growth in the third quarter.

The day ahead in the euro area

Tomorrow brings the secondestimate of German Q2 GDP data, which willinclude the expenditure breakdown for the first
time. The flash estimate revealed that Germany’s performance was somewhatdisappointing lastquarter, with the 1.5%Q/Q
increase softerthan anticipated and following a steeper-than-previously-estimated decline in Q1 (-2.1%Q/Q). As such, output
remained below the Q420 level and a sizeable 3.9% below Q419’s pre-pandemic level. The detail is expected to reveal that
higherhouseholdand governmentconsumption expenditure boosted growth in Q2.

UK

UK composite PMI points to a further slowdown in recovery mome ntum

In contrastto the euro area, today’s UK flash PMIs signalled a more pronounced slowdown in the pace of recovery in
August, as supplyshortages continued to impactthe manufacturing and services sectors alike . Indeed, the headline
composite output PMI fell for the third consecutive month and bya sizeable 3.9pts to 55.3, the lowestreading since February
but nevertheless alevel that is still historicallyelevated. Despite being the firstfull month oflooser restrictions, the services
sectorreported the greatestloss ofmomentum —the activity PMI was down 4.1pts on the month to 55.5 — with businesses
reporting thatreduced outputdue to shortages of staffor materials was fourteen times higher than usual and the largest
since the survey began in 1998. The manufacturing output PMI als o fell for the third consecutive month (down 3ptsto 54.1,a
four-month low). This aligned with the message from today’s CBlindustrial trends survey, which saw manufacturingoutputin
the three months to Augustmoderate as stock adequacyworsened to its weakeston record (since April 1977).
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Encouragingly, both surveys suggested that new orders remained firm this month, while Markitsaw business expectations in
the manufacturing sectorriseto a three-month high. According to the PMIs, firms in the service sectorwere also marginally
more upbeataboutthe year ahead. As such, as and when supplyconstraints ease, the economy— and the manufacturing
sectorin particular—should see solid growth ahead. Butfor now, the mismatch between demand and supplywill likelylimit
the pace of recovery this quarter. And while the composite inputand output price PMIs moderated slightlyin August, they
remained consistentwith persistentlyhigh price pressures, with the CBI survey suggesting thatexpectations for output prices
over the next three months remained close to the near-30-year high seenin June.

The day ahead in the UK

Tomorrow is a quietday for UK economic data, with no releases scheduled.
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European calendar

Today’s results

Economic data
Country Release Period Actual Mark_et consensus/ Previous Revised
Daiwa forecast
Euro area _ Preliminary manufacturing (services) PMI Aug  61.5 (59.7) 62.0 (59.5) 62.8 (59.8) -
_ Preliminary composite PMI Aug 59.5 59.6 60.2 -
_ European Commission preliminary consumer confidence Aug -5.3 -4.8 -4.4 -
Germany W Preliminary manufacturing (services) PMI Aug  62.7 (61.5) 65.0 (61.5) 65.9 (61.8) -
M Preliminary composite PMI Aug 60.6 62.3 62.4 -
France [l] B Preliminary manufacturing (services) PMI Aug 57.3 (56.4) 57.2 (56.3) 58.0 (56.8) -
B B Preliminary composite PMI Aug 55.9 56.1 56.6 -
UK B Preliminary manufacturing (services) PMI Aug  60.1 (55.5) 59.5 (59.1) 60.4 (59.6) -
B4 Preliminary composite PMI Aug 55.3 58.5 59.2 -
EJ= cBlindustrial trends survey, total orders Aug 18 16 17 -
Auctions
Country Auction
- Nothing to report -

Source: Bloonberg and Daiwa Capital Markets Europe Ltd.

Tomorrow’s releases

Economic data

Period  Market consensus/ Previous
Country BST Release Daiwa forecast
Germany W 08.30 GDP — 2™ estimate Q/Q% (Y/Y %) Q2 1.5(9.2) -2.1(-3.1)

Auctions and events
Germany M 10.30 Auction: €3bn of 0% 2028 bonds

UK  E§5 10.00 Auction: £3bn of 0%% 2026 bonds
Source: Bloonberg and Daiwa Capital Markets Europe Ltd.
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