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Euro area

Euro area’s unemployment maintains a downwards trend

Consistentwith ongoing economic recoveryat the start of Q3 as further easing of Covid restrictions gave aboostto the
services sector, today’s labour marketdata reported another sizeable drop in euro area unemploymentin July. The number
of people out of work fell 350k on the month, taking the cumulative decline since April to 987k. The fall was principallydriven
by a big drop (192k) in Spanish unemploymentin July, pushing thatcountry’s jobless rate down 0.7pptto 14.3%. The decline
in unemploymentin the three largestmember states totalled 84k in July, pushing the unemploymentrates down by0.1ppt
apiece in Germany(3.6%), France (7.9%) and ltaly (9.3%). Overall, the euro area’s unemploymentrate fell 0.2pptto 7.6%, a
fourteen-month low, albeit still significantly higher than the pre-pandemic trough (7.0%) with still 864k more people out of
work than in March 2020. Adding underemployed part-time workers, those available butnotseeking work and people
seeking butnotavailable forwork, total labour marketslack was likelystill closeto 14% (the mostrecentdata suggested it
amounted to 14.8% in Q1). But, while surveys such as the PMIs suggestthatongoing economic recoverywill extend the
reboundin employmentoverthe nearterm, governmentsupport schemes willin due course be tapered. And so, we expect
significantexcess capacityin the labour marketto persistfor the foreseeable future and continue to weigh on wage growth.

German retail sales fall sharply at start of Q3

As expected, German retail sales (excluding cars) fell in July after two consecutive months of strong growth. However, the
pace of decline was much steeperthan expected, with sales dropping 5.1%M/Min real terms to more than reverse the
4.5%MM gain of the priormonth. That left the level of sales in Julysome 0.9% below the Q2 average albeitstill 4.2% above
the pre-pandemiclevel at the start of 2020. With prices rising, the decline in sales in nominal terms was notquite so marked
at4.5%MM, which failed to reverse fully the increase in June. Among the main components, having tripled over the prior two
months, sales of clothing and textiles in nominal terms dropped a sharp 8.8%MMback below the pre-Covid level. The
decline in sales ofhousehold furnishings was also relatively abrupt, at 5.2% MM, but left the level stillmore than 7% above
the pre-Covid level. Sales ofotheritems —from ICT equipmentto cosmetics to food and drink — were also weaker. Butwith
mobilityindicators improved and the number of new coronavirus cases in Germanyhaving remained relativelylow that
month, the drop in sales appears to reflectthe much anticipated pivotin household expenditure from goods to services
ratherthan a new reluctance to spend.
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New car registrations remain well below pre-Covid levels in August

Impacted by supplydisruption, perhaps unsurprisinglytoday’s firstdata for new car registrations in Augustwere subdued
and firmly below pre-pandemiclevels. French new car registrations were down 15.4%Y/Y to be almostone third below the
level for the same month two years ago. And while thatleft them up 12.6%YTD/Y over the first eightmonths ofthe year, they
were down more than 23%YTD from the first eightmonths 0f2019. In ltaly, new car registrations fell 27.3%Y/Yin Augustto
be down a similarrate from the same monthin 2019. While thatmeantthat Iltalian car sales in the firsteight months ofthe
year were up 30.8%YTDY/Y, they were also down alittle more than one fifth from the same period 0f2019. Andin Spain,
registrations were down 28.9%Y/Y to be 36% lower than in August 2019. While that left them up 12.1%YTD/Y over the first
eightmonths ofthe year, they were down by a third compared with the same period in 2019.

Final manufacturing PMIs suggest softer output growth, exceptin Southern Europe

Ongoing bottlenecks to supplywere inevitablya key theme ofthe final Augusteuro area manufacturing PMIs. Manufacturing
outputgrowth lastmonth was assessed to be slightlysofter than previouslythought, with the respective indexrevised down
slightlyto a six-month low 0f59.0. The pace of expansion was assessed to be softeramong all main categories, albeit with
production ofinvestmentgoods continuing to outpace thatof consumer and intermediate goods. More happily, however,
manufacturing outputreportedlyaccelerated in Italy, Spain and Greece, for which the AugustPMIs were published for the
firsttime. Meanwhile, growth in new factory orders in the euro area was allittle strongerthan suggested bythe flash
estimate, with the respective PMI revised up to a healthy61.5, albeitthe lowestsince February. So, the resulting shortfall of
manufacturing production relative to orders reached a series high. According to the survey detail, firms continued to run
down inventories offinished goods to meetdemand. Supplier deliverytimes continuedto lengthen albeitagain ata slightly
slower pace having reached a record in May. And the PMIs for inputcosts (87.0) and outputprices (68.6) were still
consistentwith elevated price pressures, albeitmoderating slightlyforthe first time in twelve and seven months respectively.

The day ahead in the euro area

Looking ahead, tomorrow brings the release of euro area producer price inflation numbers for July. In June, producer prices
rose a hefty 1.4%MM, the second-highestmonthlyincrease in fifteen years and the sixth increase 0f 0.9%M/M or above in
the pastseven months. And that saw the headline PPlinflation rate accelerate a further 0.6pptto 10.2%Y/Y — the highest
level since the early 1980s. Pressures, however,remained concentrated in prices ofenergyand intermediate goods. Also
due to be published tomorrow are Spanishunemploymentnumbers for August.
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Manufacturing PMI continues to flag supply issues

There were no major surprisesin today’s final UK manufacturing PMI for August, which —as in the euro area — continued to
flag ongoing difficulties in the sector due principallyto supplyconstraints. There was a modestupwards revision to the
headlineindexto 60.3, leavingitjust0.1ptbelow July’s level and well above the long-run average, butnevertheless the
lowestsince February. Butwhile unchanged from the flash release, the outputcomponentreported a more pronounced
slowdownlastmonth, down for a third consecutive month and by 3pts to 54.1. The weakness was reportedlydriven by the
intermediate goods sector —the relevantoutput PMI fell a substantial 9.8pts in Augustto 52.2 — while production of
consumer and investmentgoods grew ata similarrate to that seenin July. And this reflected persistentsupplydifficulties,
with supplier delays in the subsector the longestreported on the survey. Overall, demand remained relativelyrobust, with
strongerorders for consumer and investmentgoods offsetting a notable moderation in new demand for intermediate goods.
And so, manufacturers were more upbeataboutconditions for the year ahead, with Markit reporting thatroughlytwo -thirds of
respondentfirms expected outputto rise over the coming twelve months. Againstthis backdrop, manufacturers signalled
another month of strong jobs growth, although some predictably cited both labour and skills shortages. The persistent
mismatch between supplyand demand also continued to keep price pressures extremelyhigh, with the outputprice PMI
(71.6) at its third highestreading on the series despite falling 1.6pts on the month, while the inputprice PMI (86.4) was o nly
justbelow the record high recorded in June.

Retail price inflation remains highly subdued, for now

Despite significantcost pressures, however,the BRC Shop Price Index today reported that prices remain highlysubdued on
the high street. Indeed, despite a modestupwards move on the month, the survey's headline measure of retail price inflation
remained firmlyin negative territory in August(-0.8%Y/Y) for the 27th consecutive month. Retail food inflation remained
modestlynegative in August(up 0.2pptto -0.2%Y/Y), while retail prices ofnon-food items were still down 1.2%Y/Y following
a decline of 1.8%Y/Y in July. While some ofthe upwards drift will likelyreflectbase effects associated with the pandemic, the
BRC also suggested thatthere were some modestindications thatrising costs were starting to feed through, with certain
non-food categories reportingsharprisesin inflation due to global supplyshortages and shipping delays —forexample, retail
prices of electrical goods were reportedlyup 0.8%Y/Y in August, the strongestannual increasesince the seriesbeganin
2006, while prices of DIY and hardware items recorded the first positive year-on-year reading since October 2019. Taken
together with the HGV driver shortage and additional Brexit-related red tape and checks to come, retail prices mightwell
come under further upwards pressure over coming months.
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UK house prices surprisingly strong in August despite tapering of stamp duty holiday

After yesterday's BoE lending figures reported onlythe second netmortgage repaymentin the pastdecade and a notable
drop in the number ofapproved mortgagesin Julyas the government’s stamp dutycut began to taper, today’s Nationwide
house price indexreported a surprising bounce in August. In particular, Nationwide estimate that UK house price s rosea
sizeable 2.1%MM - the second-largestmonthlygain in fifteen years — to leave prices up 11%Y/Y in August (albeitbelow
peak growth in June of 13.4%Y/Y) and around 13% higherthan atthe startof the pandemic. The continued strength no
doubtin partreflects persistentlack of supplyon the market. But other surveys suggestthatnew enquirieshave also
dropped back, while Rightmove suggested thatasking prices had fallen for the firstmonth since January. And as the
governmentsupportinitiatives —including the tapered stamp dutyholidayand Jobs Retention Scheme —wind down atthe
end of this month, we would expect to see some weakening in housing marketactivity and easing ofhouse price inflation in
the final quarter of the year

The day ahead in the UK

Tomorrow’s UK economic data calendar is lightwith justthe publication ofthe BoE’s latest monthlyDecision Maker Panel
survey, which will provide furtherinsightinto firms’sales expectations and employmentintentions.

UK: BRC’s retail price inflation UK: House price indicators
3 14
%, YIY o
2r 12 } %, YIY ONS official house price index
1t Nationwide price index
0 bes 'l\. ’ / r Rightmove asking prices
(] h 8 [ '.A
1F K ) N\ & /
2 F N Sa v 61 -\-/J
3 AAss TN ‘1"\,’1 \ N 4t
\' v ‘l \” \A‘ )
4 - 2 | ‘ P
= L
Jan-16 Jan-17 Jan-18 Jan-19 Jan-20 Jan-21 0 SNV A A aummmn
BRC - headline inflation BRC - food price inflation -2
BRC - non-food price inflation == ==- BRC - eledrical price inflation Jan-15 Jan-16 Jan-17 Jan-18 Jan-19 Jan-20 Jan-21
Source: Refinitiv and Daiwa Capital Markets Europe Ltd. Source: Refinitiv and Daiwa Capital Markets Europe Ltd.



https://bit.ly/3t2IEWq

Europe

European calendar

Today’s results

Economic data

Euro wrap-up

01 September 2021

Ca

Daiwa

pital Markets

Market consensus/

Country Release Period Actual Daiwa forecast Previous Revised
Euro area n Final manufacturing PMI Aug 61.4 61.5 62.8 -
BB Unemployment rate % Jul 7.6 7.6 7.7 7.8
Germany M Retail sales MIM% (Y/Y %) Jul -5.1 (-0.3) -1.0 (3.6) 4.2 (6.2) 4.5 (6.5)
M Final manufacturing PMI Aug 62.6 62.7 65.9 -
France [ B Final manufacturing PMI Aug 57.5 57.3 58.0 -
B B Newcar registrations Y/Y% Aug -15.4 - -35 -
italy [ W Manufacturing PMI Aug 60.9 60.1 60.3 -
B B unemployment rate % Jul 9.3 9.6 9.7 9.4
B B New car registrations Y/Y % Aug 27.3 - -19.4 -
Spain = Manufacturing PMI Aug 59.5 59.0 59.0 -
: New car registrations Y/Y % Aug -28.9 - -28.9
UK 5 BRC shop price index Y/Y% Aug 0.8 - -1.2 -
5 Nationwide house price index M/M% (Y/Y %) Aug 2.1 (11.0) 0.1 (8.6) -0.5 (10.5) -0.6 (-)
B  Final manufacturing PMI Aug 60.3 60.1 60.4 -
Auctions
Country Auction
Germany WM sold €3.3bn of 0% 2026 bonds at an av erage yield of -0.69%
UK  E§5 sold £2.5bn of 0.5% 2029 bonds at an av erage yield of 0.575%

Tomorrow’s releases

Economic data

Source: Bloorberg and Daiwa Capital Markets Europe Ltd.

Period Previous
Country BST Release M?Dr:;: ac (f)grs eeclssliy
Euroarea [ 10.00 PPIY/Y% Jul 11.0 10.2
Spain "™ 08.00 Unemploymentchange ‘000s Aug - -197.8

Auctions and events

France [ B  09.50

09.30 Auction: 0.7% 2033 index-linked bonds

BB 0950 Auction: 0.5% 2044 bonds
BB 0950 Auction: 1.5% 2050 bonds
Spain "™ 09.30  Auction: 1.5% 2027 bonds
"™ 09.30 Auction: 0% 2028 bonds
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Auction: 0% 2031 bonds

09.30 BoE publishes Monthly Decision Maker Panel data — August 2021

Source: Bloonberg and Daiwa Capital Markets Europe Ltd.
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Access ourresearch blog at:
https://www.uk.daiwacm.com/ficc-research/recent-blogs
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