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BoE officials will speak publiclyon monetarypolicy.

Euro area

German IP returns to growth in July with first rise in autos output this year

As suggested byyesterday’s turnover data, German industrial production returned to growth in July following three
successive monthlydeclines and a contraction of 1.0%Q/Q in Q2. The increase of 1.0% MM, however, merelyreversed the
dropin June to suggestonlya modesteasing of supplybottlenecks atthe start of Q3. Indeed, while production rose 5.7%
from its level a year earlier it was still almost 3% below the level at the end of lastyear and 5.5% below the pre-pandemic
level in February 2020. Within the detail, output of capital goods rose 3.2% MM in July, with production of machineryup a
vigorous 6.9%M/M and production of motor vehicles up 1.9%MM to markits firstincrease so far this year. While that pushed
machineryoutputto less than 1% below the pre-pandemic level, autos outputwas stilldown 28% on the same basis and
23% below the level at the end of 2020. In addition, production of consumer goods rose 0.9%MM thanks to a surge in
outputof consumer durables, which rose more than 5% above the pre-pandemic level. Butoutputof intermediate goods
dropped for a second successive month, falling 0.5%M/Mto be 1.3% below the pre-pandemic level. Beyond manufacturing,
energy production fell for a third successive month, dropping 3.2%M/Mto the lowestlevel in a year. But construction output
rose for the first time since March, increasing 1.1%M/Malbeitremaining 1.1% below the pre-pandemic level. With new
factory orders up almost12% from the end of lastyear and almost 16% higherthan the level in February 2020, the main
restrainton manufacturing output remains supplyratherthan demand. And, as and when bottlenecks ease further, industrial
production should accelerate, adding renewed supportfor the economic recovery.

ZEW survey flags softer expectations for growth and inflation

Like yesterday’s similar Sentixsurvey, today’'s ZEW survey signalled a further easing ofinvestor confidence in the economic
outlook, albeitfrom relatively elevated levels. In particular, the indexof expectations in Germany’s economic outlook for the
coming sixmonths declined for a fourth successive month, dropping almost 14pts in Septemberto 26.5,the lowestsince the
initial wave of pandemicin March 2020. As a moderation of GDP growth seems inevitable following the initial vigorous
rebound inresponse to the easing of pandemicrestrictions, we are not overly concerned. Indeed, in contrastto the softening
in expectations, investors’ assessmentof currentconditions picked up fora second successive month, rising 2.6pts to 31.9,
the highestlevel since end-2018. Perhaps mostnotablywithin the detail of the survey, the indexof inflation expectations
dropped significantlyfor a third successive month, falling almost25pts to 15.9, the lowestin fourteen months, to suggestthat
investors (appropriatelyin our view) expect price pressures to ease significantlyover the coming sixmonths. Nevertheless,
with the profit outlook for mostsectors still positive —and judged to have improved for services, IT and utilities —and
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Thursday's news regarding ECB assetpurchasesin Q4 awaited, the ZEW measure of investor expectations forlong-term
interestrates rose back close to June’s 2% -year high.

Q2 GDP and employment revised up with growth led by private consumption

According to today's updated figures, the rebound in euro area GDP in Q2 was 0.2pptfirmerthan previouslyestimated, at
2.2%Q/Q. Revisions to estimates for earlier quarters meantthatthe annual rate of growth was revised up by a larger 0.7ppt
to 14.3%Y/Y. And following modestdeclines 0f0.3%Q/Qin Q1 and 0.4%Q/Q in Q4, the level of economic outputwas just
2.2% below the pre-pandemic peak reached in Q419. The expenditure breakdown, published for the firsttime, confirmed that
household consumption was the main driver of growth. But while its rise of 3.7%Q/Q, which contributed 1.9pptto GDP
growth, was stronger than anticipated, itwas stillhampered bypersisting pandemic restrictions and was thus insufficientto
returnits level to the recent post-pandemic peakin Q320. Fixed investmentalso addedto GDP growth, rising 1.1%Q/Q. But
with volumes of exports and imports rising slightlymore than 2%Q/Q, net trade made no contribution. With production
struggling to meetdemand, meanwhile, inventories subtracted 0.2ppt, having contributed positivelyin each of the previous
two quarters. Justas GDP was firmer than previouslyestimated, so too was job growth, with employmentup 0.7%Q/Q
(760k) marking an upwards revision of 0.2ppt. And with workers returning from governmentshort-time working schemes,
hours worked rose a larger 2.7%Q/Q. Given revisions to previous quarters, however, the annual rate of employmentgrowth
was unchangedat2.0%Y/Y (2.52mn). And the number of people in work was down 1.6% (2.54mn) from the pre -pandemic
peakin Q419.

ECB will needto revise up its GDP projection for 2021

Today's revisions mean thatcumulative euro area GDP growth in Q1 and Q2 was 1.1ppts firmerthan the ECB forecastin
June. While the spread ofthe delta variant and, more significantlyperhaps, supplybottienecks mean that GDP growth in Q3
is likely to be significantlysofter than the 2.8%Q/Q rate it previouslyprojected, any moderation in growth in Q3 should be
limited bythe further liberalization of pandemic restrictions, recoveryin tourism,and a modestrebound in manufacturing
output. So, when it presents updated projections on Thursday, the ECBiis likely to revise up its full-year growth forecastfor
2021 from 4.6%Y/Y to closerto 5%Y/Y. Notwithstanding the risks ofa more significantwave of coronavirus in the autumn, it
should also expectthe pre-pandemiclevel of GDP to be surpassedin Q4. And with confidence in the growth outlook
bolstered byfurther progress with vaccinations, with more than 70% ofadults in the EU now having received two jabs ,and
the labour marketseemingly performing betterthan expected, its assessmentof medium-temm scarring mightbe scaled back
further. So, the ECB’s GDP forecasts forthe coming two years need notbe revised down significantlyfrom 4.7%Y/Y and
2.1%Y/IY respectively.

The coming two days in the euro area

The main eventin the coming two days will undoubtedlybe Thursday’'s announcements from the ECB following its latest
monetarypolicymeeting. The Governing Council will be presented with updated economic projections. Based on these,
coupled with an assessmentoffinancial conditions, itwill give an indication ofthe expected pace of PEPP purchases over
the coming quarter. Lastmonth’s Reuters interview with ECB Chief EconomistLane suggests, however, thatwe will notleam
anything conclusive aboutthe pace and nature of assetpurchases beyond the end of this year.

With respecttothe ECB’s economic projections, upwards revisions to the near-term profiles of GDP and inflation from those
forecastin June now lookto bein order. As discussed above, the euro area GDP forecastfor 2021 of 4.6%Y/Y now looks
some Yzppttoo soft, while the projections of 4.7%Y/Y and 2.1%Y/Y in 2022 and ‘23 respectivelymightbe nudged down only
slightly. Given recent outturns, including the jump to 3.0%Y/Y in August, the projection forinflation this year (1.9% Y/Y) will be
revised up above the ECB’s 2.0% target. However, as there remain no significantsecond-round effects on wages or
expectations, the inflation projections for both 2022 and ‘23 (1.5%Y/Y and 1.4%Y/Y respectively) should be little changed.
And so, inlightof the ECB’s rate guidance, the inflation outlook will still be incompatible with no tightening over the horizon.
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The aim ofthe PEPP purchases, however, is to “maintain favourable financing conditions” throughout the pandemic. And
with marketinterestrates currentlylowerthanin June when the pace of purchases for Q3 was agreed, and less sovereign
bond issuance to come than overrecent quarters, there appears scope foramodestslowingin the pace of PEPP purchases
in the coming quarter from the average rate between €75-80bn per month conducted throughout Q2 and so far in Q3. So not
to risk a marked correction in peripherybonds, however, the Governing Council mightwish also to committo maintaining net
purchasesno lower than the rate close to €60bn per month conducted in Q1. So, the extent of any slowing in purchases, if at
all, will likely be modest.

Datawise, French (ftomorrow)and German (Thursday) merchandise trade numbers for Julyare due over the coming two
days with Italian retail sales forthe same month also due tomorrow.

UK

Extra tax on payrolls and dividends provides reminder of less supportive fiscal outlook

Attention in the UK today was focused primarilyon the UK government’s long-awaited announcementofreforms to health
and social care, which notablysaw PM Johnson break a key election pledge notto increase directtaxation on individuals. In
particular, to fund an extra £12bn per year of public expenditure aimed initiallyat meeting pressures on the health service but
ultimatelyabsorbing the costs ofan ageing population, the PM announced a new 1.25% Health and Social Care Levy —
based on National Insurance Contributions, a payroll tax paid by both workers and businesses — as well as an equivalent
increase of 1.25ppts in the tax on dividend income. The measures will effectivelyincrease taxation by a little more than 2%
of GDP from next April, on top of the increase of 1% alreadybuiltinto the Government’s plans. The funds raised from the
new levy will be spentbythe public sector, so atface value today's announcementshould be neutral from the perspective of
the fiscal policy. However, the tax hike will likely weigh somewhaton household consumption. The governmentalso
announced its intentionto break a further pledge to index state pensions with wages nextyear. And given other policiesin
the baseline, fiscal policyis still setto weigh increasinglyon UK GDP growth from next year on, one factor that is likely to
reduce the urgency for monetarytightening from the BoE over the horizon.

BRC survey signals moderation in retail sales growth

On a quietday for UK economic data, meanwhile, the latest BRC survey signalled a slowdown in retail sales in August. In
particular, despite stronger spending on clothes as more workers returned to the office, the BRC survey measure of total
sales slowed 3.4ppts to 3.0%Y/Y, the softestsince February. With greater scope for eating out, food sales slowed more
abruptly, to 1.9%Y/Y, while online sales fell 2.5%Y/Y. The survey measure ofllike-for-like sales growth, meanwhile, slowed
3.2ppts to 1.5%Y/Y, the weakestsincethe initial pandemicdrop in March lastyear. Of course, as in other majoreconomies,
the moderation in UK spending on goods is likelyto have been atleastmatched byincreased spending on services.

The coming two days in the UK

Looking ahead, it's setto be a quietcouple of days in the UK on the economic data front, with justthe RICS housing survey
for Augustand REC reporton jobs due on Thursday. More interesting perhaps, BoE Governor Bailey and MPC members
Broadbentand Ramsden are due to testify before the Treasury Select Committee on the July Financial StabilityReportand
the AugustMonetary Policy Reportlate on Wednesday.

The nextedition of the Euro wrap-up will be published on 9™ September 2021
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European calendar

Today’s results

Economic data

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

Euro area [l Final GDP Q/Q% (Y/Y %) Q2 2.2 (14.3) 2.0 (13.6) -0.3(-1.3)  -0.3(1.2)
n Final employ ment Q/Q% (Y/Y %) Q2 0.7 (1.8) 0.5 (1.8) -0.2 (-1.8) -
Germany [ [ndustrial production M/M% (Y/Y %) Jul 1.0 (5.7) 0.9 (5.0) -1.3 (5.1) -1.0 (5.4)
M ZEW current situation (expectations) Sep  31.9 (26.5) 33.0 (30.0) 29.3 (40.4) -
UK =45 BRC retail sales monitor, like-for-like sales Y/Y % Aug 1.5 - 4.7 R
Auctions
Country Auction

Germany WM sold €490mn of 0.5% 2030 index-linked bonds at an av erage yield of -2.06%
M sold €66mn of 0.1% 2046 index-linked bonds at an av erage yield of -1.68%
UK E5= sold £3.25bn of 0.25% 2025 bonds at an av erage yield of 0.258%

S ]
[—
S ]

sold £1.25bn of 1.625% 2071 bonds at an av erage yield of 0.895%

Source: Bloonmberg and Daiwa Capital Markets Europe Ltd.

Tomorrow’s releases

Economic data

Period Market consensus/ Previous
Country BST Release Daiwa forecast
France [J] Bl 07.45 Trade balance €bn Jul -6.1 5.8
italy [l Bl 09.00 Retail sales M'M% (Y/Y %) Jul 0.2 (4.9) 0.7 (7.7)

Auctions and events
Germany WM 10.30 Auction: €3.5bn of 0% 2031 bonds

UK  E§510.00 Auction: £1bn of 0.125% 2031 index-linked bonds

E}glG.OO BoE’s Bailey and certain other officials speak at Treasury Select Committee Hearing

Source: Bloonberg and Daiwa Capital Markets Europe Ltd.

Thursday’s releases

Economic data

Country BST Release Period M%r;:f ;tf)grseecr;sst:s/ Previous
Euro area _12.45 ECB refinancing rate % Sep 0.00 0.00
_12.45 Marginal lending facility rate % Sep 0.25 0.25
B8l 12.45 Deposit rate % Sep -0.50 -0.50
Germany W 07.00 Trade balance €bn Jul 13.8 16.2
UK EEE 00.01 RICS house price balance % Aug 75 79

Auctions and events
Euro area [Jiil12.45 ECB monetary policy announcement
_13.30 ECB President Lagarde speaks at post-Gov erning Council press conference
_14.30 ECB publishes staff macroeconomic projections for the euro area
UK  E§5800.01 REC report on jobs
E+:-E15.00 BoE’s term funding scheme usage and lending data published — Q221




Europe Euro wrap-up 07 September 2021

Daiwa

Capital Markets

Access ourresearch blog at:
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. 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 MiFID 2 Professional (or equivalent) Clients and should not therefore be distributed to such Retail Clients. 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 affor ded 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 awidance of conflicts of interest. Our conflict management policyis available at
http:/Awwv.uk daiwacm.com/about-us/corporate-governance-regulatory. Regulatory disclosures of investment banking relationships are available at
https://daiwa3.bluematrix.convsellside/Disclosures.action.

Explanatory Document of Unregistered Credit Ratings

This report may use credit ratings assigned by rating agencies that are not registered with Japan’s Financial Services Agency pursuant to Article 66, Paragraph 27 of the Financial Instruments and
Exchange Act. Please review the relevant disclaimer regarding credit ratings issued by such agencies at:

https://lzone.daiwa.co.jp/l-zone/disclaimer/creditratings.pdf


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
https://lzone.daiwa.co.jp/l-zone/disclaimer/creditratings.pdf

