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Euro area

Euro areasentimentboosted by improved e xpectations for near-term activity

Contrasting with lastweek’s more downbeatflash PMI's, today's European Commission survey— arguablythe most
comprehensive surveyof economic conditions in the euro area — signalled some stabilisationin sentimentat a still high level
at the end of the third quarter. In particular, the headline Economic SentimentIndex(ESI) rose 0.2ptin Septemberto 117.8,
within reach of the series high (119.0) recorded in July. Improvements in the German and Spanish ESls to fresh series highs
were offsetby a further moderation in the respective French and Italian indices. At the sectoral level, an unexpected increase
in the headline industrial indexreflected improved order books and firmer expectations for near-term production. Butit
masked a further significant declinein manufacturers’assessment ofrecent production to a six-month low, with a similar
downtrend in the respective pastactivity indices among firms in the services, construction and retailing sectors too. Against
the backdrop ofimproved consumer confidence, services and construction firms expected a pickup in demand to support
near-term activity and were therefore also more upbeatabouttheiremploymentintentions. In contrast, retailers were less
optimistic across the board, with expectations for near-term business ata six-month low as theirassessments of stock levels
reached arecord low.

Price expectations rise to multi-year highs

Despite the stabilisation in sentiment, the detail of today’s survey continued to flag challenges with respectto supply
bottlenecks. Scarcity of stocks remained a concern for manufacturers and construction firms, with more than a quarter of
construction managers also citing labour shortages and almost one fifth noting a lack of materials as a factorlimiting output.
As such, selling price expectations rose to the highestin services since mid-2008, and the highestsince the early1990s in
manufacturing and retail trade. While selling price expectations slipped back slightlyin construction, this was from a series
highin August. There were further tentative signs thatfirms are starting to pass on someoftheirincreased costs, with
consumer price expectations increasing markedlyfor a tenth consecutive month to the highestsince 2011.

German manufacturers flag worsening supply challenges

National data provided additional evidence of supply-side challenges today. For example, the ifo institute suggested thatthe
shortage of materials and intermediate goods has become increasinglyacute among German manufacturers, acting to
prevent them from fulfilling new orders. According to its survey, a record 77.4% of German industrial firms reported problems
sourcing keyinputs in September, up more than 8ppts on the month. In autos almostall firms (97%) reported such
challenges, with electrical equipment (93%), machineryand other equipment(89%)and chemicals (67 %) also suggesting
increased problems.

Euro area: Economic sentiment indices (ESISs) Euro area: Past production trend
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Spanish inflation up again to thirteen-year high

Meanwhile, according to today's flash inflation release from Spain —the firstof the member states to publish September
figures —headline inflation (on both the national and EU-harmonised measures) jumped a larger-than-expected 0.7pptto
4.0%Y/Y, the highestforthirteen years. Perhaps inevitablygiven the surge in wholesale power prices, this principally
reflected higher electricityinflation. And associated notleastwith pandemic-related base effects, prices of auto fuel and
package holidays also addedto inflation this month. As such, Spanish core inflation (on the national measure) was also
estimated to have risen by 0.3pptin September, albeit remaining subdued at1.0%Y/Y. Indeed, the difference between the
headline and core rates in September was the largestsince the series began 35 years ago. With energy pressures showing
no sign ofdissipating, and producer price inflation up a further 2.4ppts lastmonth to a more than 3 -year high 18.0%Y/Y (and
8.4%Y/Y excluding energy), Spanish CPlinflation seems bound to rise over coming months as more of such costs are
passed ontoconsumers.

The day ahead in the euro area

The flow of national September CPIldata continues tomorrow with preliminaryfigures from Germany, France and Italy ahead
of Friday's euro area inflation release. Principallydue to higherenergyprices, headline inflation is expected to have
accelerated in each country by around 0.5pptfrom August, although in lightof today's Spanish outturn risks to these
projections appear to be skewed to the upside. Meanwhile, euro area unemploymentfigures are expected to reporta further
declinein Augustto 7.5%, the lowestrate since May 2020 (from 7.6% in July) and in line with the level at the end of 2019 —
admittedlyflattered by continued governmentsupportschemes. Germanlabour marketfigures for September are alsodue
tomorrow, along with French consumer spending and Spanish retail sales for August.

UK

Some signs of upwards pressures in UK shop price inflation

In the UK, the BRC’s shop price indexsuggested that, while prices remain down compared with a year earlier,upwards
pressures further up the supplychain are feeding through a little more to the High Street. In particular, retail prices reportedly
rose for the third month outof the pastfourin September (albeitjust0.1%MM on the survey measure)to leave the annual
rate of decline moderating a further 0.3pptto -0.5%Y/Y, the highestsince January2020. Within the detail, food price inflation
was positive (0.1%Y/Y) for the first time in sixmonths, while the decline in non-food price inflation eased 0.2pptto -1.0%Y/Y.
Prices of DIY and gardening products rose atthe strongestannual rate since mid-2018, while the BRC'’s electrical price
inflation rate remained close to a record high. Given ongoing supplychain disruption in arange of sectors, labour and skill
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shortagesin partrelated to Brexit, and higher commodityand energyprices, we expect to see atleastsome ofthese higher
inputcosts being passed through to consumersin due course. Significantcom petition on the High Street, the end of the job
retention scheme and cuts to Universal Creditwelfare payments should, however, constrain retailers’ pricing power.

Households continue to accumulate bank deposits, rather than consumer credit

While the economy—and in particular the services sector —was operatingwithoutrestrictions in August for the first full
month this year, today's BoE monetarydata suggested thatdemandfor consumer creditremained subdued. In particular,
individuals borrowed just£0.4bn of consumer creditlastmonth, still well below the average monthlyincrease of£1.2bn in the
two years before the pandemic. This leftthe outstanding stock of such lending down 2.4%Y/Y, with lending on creditcards
down an even steeper 7.9%Y/Y. Instead, households continued to accumulate bank deposits in August, up £9.1bn, which
was more than twice the typical pace before the pandemic. So, while the monthlyincrease was lower than thatseen atthe
heightof the pandemic, this lefthousehold deposits at more than £1.7trn in August. That is roughly£165bn more than would
have been accumulated under the pre-pandemictrend, equating to excess saving worth more than 12% ofannual
household consumption. Meanwhile, after July saw onlythe second netmortgage repaymentin the pastdecade, August
broughtnetborrowing forhouse purchase of£5.3bn. Butthis was still £1.4bn below the average ofthe twelve months to
June 2021 when the full stamp dutyholidaywas in place. And with the number of mortgage approvals having moderated
further, to 74.5k, the lowestsince July2020, we would expectto see afurther slowingin mortgage lending laterin the year,
after a near-term flurry of purchases this month before the government’sincentives come to an end.

The day ahead in the UK

Tomorrow brings the final release of Q2 UK GDP, which is expected to confirm solid growth 0f4.8%Q/Q, with outputup a
whopping 22.2%Y/Y (admittedlyflattered by the low base lastyear). But perhaps of mostinterestwith this release will be the
Blue Book-consistentrevisions, includingmethodological changes thatare expected to raise pre-pandemic economic growth
rates. Also published tomorrow willbe SMMT car production figures for Augustand the Nationwide house price indexfor
September.
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Economic data

Market consensus/

Country Release Period Actual Daiwa forecast Previous Revised
Euro area n European Commission’s economic confidence Sep 117.8 116.9 117.5 117.6
BB European Commission’s final consumer confidence Sep -4.0 -4.0 -5.3 -
_ European Commission’s industrial (services) confidence Sep 14.1 (15.1) 12.5 (16.0) 13.7 (16.8) 13.8 (-)
itay I W PPIY/Y% Aug 13.8 - 12.3 13.5
Spain = Preliminary CPI (EU-harmonised CPI) Y/Y % Sep 4.0 (4.0) 3.5(3.6) 3.3(3.3) -
UK ==§=% BRC shop price index Y/Y% Sep -0.5 - -0.8 R
=455 Net consumer credit £bn (Y/Y %) Aug 0.4 (-2.4) 0.3() 0.0 (-2.7) - (-2.6)
: : Net mortgage lending £bn (mortgage approv als ‘000s) Aug 5.3 (74.5) 3.5 (73.5) -1.4 (75.2) -1.8 (75.1)
=455 M4 money supply Y/Y% Aug 7.0 - 6.0 -
Auctions
Country Auction
Germany M sold €3.05bn of 0% 2031 bonds at an av erage yield of -0.22%
Italy [l B sold €2bn of 0% 2026 bonds at an av erage yield of 0.11%
B sold €2.5bn of 0.95% 2031 bonds at an average yield of 0.86%
[ B sold €1.75bn of 2026 floating-rate bonds at an av erage yield of -0.21%

Source: Bloonmberg and Daiwa Capital Markets Europe Ltd.

Yesterday'’s results

Economic data

Market consensus/

Country Release Period Actual Daiwa forecast Previous Revised
Germany M GfK consumer confidence Oct 0.3 -1.5 -1.2 1.1
France ] Bl 'NSEE consumer confidence Sep 102 100 99 B
Auctions
Country Auction
UK 55§58 sold £2bn of 1%% 2051 bonds at an av erage yield of 1.332%

Source: Bloonmberg and Daiwa Capital Markets Europe Ltd.
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Tomorrow’s releases

Economic data
Country BST Release Period Mas'l;is\:ac(f)grseecr;l:s/ Previous
Euro area _ 10.00 Unemploy ment rate % Aug 7.5 7.6
Germany M 0855 Unemployment rate % (change ‘000s) Sep 5.5 (-37.0) 5.5 (-53.0)
M 13.00 Preliminary CPI (EU-harmonised CPI)Y/Y% Sep 4.2 (4.0) 3.9 (3.4)
France B B 07.45 Preliminary CPI (EU-harmonised CPI) Y/Y % Sep 2.2 (2.8) 1.9 (2.4)
B E 0745 PPIYIY% Aug - 8.6
B B 07.45 Consumer spending M/M% (Y/Y %) Aug 0.0 (-5.4) -2.2 (-4.6)
Italy B B 0900 Unemployment rate % Aug 9.2 9.3
B B 1000 Preliminary CPI (EU-harmonised CPI)Y/Y% Sep 2.4 (3.0) 2.0 (2.5)
Spain IE= 0800 Retail sales Y/Y% Aug 0.1 0.1
UK E§5 00.01 Lloyds business barometer Sep - 36
E§5 00.01 SMMT car production Y/Y % Aug - -37.6
EfE 07.00 Final GDP Q/Q% (Y/Y%) Q2 4.8 (22.2) -1.6 (-6.1)
Eﬁé 07.00 Nationwide house price index M/M% (Y/Y %) Sep 0.6 (10.7) 2.1 (11.0)
Auctions and events
- Nothing scheduled -

Source: Bloonberg and Daiwa Capital Markets Europe Ltd.
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