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e Bunds made gains despite amodestdrop in euro area industrial production Daily bond market movements

and a downwards revision to Spanish inflation. Sl Y ERETTET

e Gilts made gains atthe shortend on a quietend to the week for UK BKO 009723 0.754 0.039
) OBL 010/26 -0.570 -0.045
S, DBR 0 08/31 -0.258 -0.023

e The coming weekwill bring new data on euro area goods trade and jobs, as URT 07, 01727 0510 0031
well as revisions to GDP and CPI figures, alongside new UK reports on UKT 0% 10/26 0.668 0.028
inflation, retail sales and the labour market. UKT 0%07/31 0.913 -0.004

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

Euro area

IP drops very modestly in September to suggest continued sideways trend

As expected, euro areaindustrial production dropped fora second successive month in September. However, the decline of
0.2%MM was much smaller than had originallybeen anticipated. And followingthe fall of 1.7%MM in August, that left
production down a similarlymodest0.2%Q/Qin Q3 but1.6% below the pre-pandemiclevel in February2020. So, after a rise
of just0.1%Q/Q in Q2, the broad trend in IP stillappears to be sideways rather than down, albeitwith significantdifferences
between the member states. Production remains particularlyweakin Germany, where itfell 1.4%MM in Septemberand
2.4%Q/Qin Q3. While Spanishindustrial outputalso fell back more than 1%Q/Qin Q3, French and Italian production rose
about1%Q/Q. And, once again, the Netherlands and Ireland made significant positive contributions both in Septemberand
over the quarteras a whole. Of course, the country differences in IP growth in part reflect contrasts in the importance of
various sub-sectors —in particular autos —and associated resilience to supplybottlenecks. Indeed, atthe aggregate euro
arealevel, despite arise 0of2.0%MM in September, production of motor vehicles was down a wh opping 17.5%Q/Qin Q3 to
be 47.5% below the pre-pandemiclevel and also more than 40% below the post-pandemic peakin November2020. Also
impacted bysignificantsupplyconstraints, production of metals, rubber and plastics, computer and electrical equipment
were all down 2%Q/Q or more in Q3. But growth in pharmaceuticals (up 7.2%Q/Q) and machinery (1.8%Q/Q) was firm over
the quarter, with outputof the latter rising back above its pre-pandemic level.

New factory orders maintained uptrend in Q3

While production continues to trend sideways below the pre-pandemiclevel as supplyrestraints bind, demand forindustrial
goods appears to remain firm. Euro area new factory goods ordersrose 1.5%MMin Septemberto be up 3.5%Q/Q in Q3.
Growth in orders in September came entirelyfrom beyond the euro area, which also rose a vigorous 4.9%Q/Qin Q3. But
orders from within the euro arearose 2.2%Q/Qlastquarter to suggestthatsupplyconstraints are notyet weighing too
heavily on business demand. In particular, new orders ofintermediate and capital goods alikerose close to 3%Q/Qin Q3.
However, while demand for non-durables was also strong, new orders of consumer durables fell 5%Q/Q, possiblyin
recognition of supplyshortages. Unfortunately, survey indicators, including near-record high deliverytimes on the
manufacturing PMIs, and marketsignals, such as still-elevated costs of shipping freightfrom China to Europe, suggestthat
disruptionis unlikelyto ease soon. And that tallies with the ifo survey finding thatretailers expectdisruption to persiston
average until next summer. When the bottlenecks do ease, however, the elevated level of orders suggests thatproduction
should shiftwell above the pre-pandemiclevel, providing new impetus to GDP growth too.
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Decades-high Spanish inflation still dominated by energy price pressures

Spain’s final inflation data for October provided a slightdownside surprise, with both the national CPland EU -harmonised
HICP measuresreviseddown by0.1pptfrom the flash estimates. At 5.4%Y/Y, however, those rates still marked euro -era
highs and are likelyto remain the highestin the euro areain October bar the Baltic States. They also reflected a sharp rise of
1.4ppts from September. But, as expected, the detail published todayconfirmed thatthe pressure was driven byenergy
prices. Indeed, more than halfof the rise ininflation (0.8ppt) came from housing costs, including utilitybills, inflation of which
was up 6ppts t0 20.5%Y/Y. Electricity prices rose more than 60%Y/Y and 10%MM with household gas prices up 16.5%Y/Y
and 2.7%MM. Meanwhile, with the fuels componentup more than 4ppts to above 28%Y/Y, transportinflation rose 2.5ppts to
12.3%Y/Y, accounting for a further 0.3ppt of the increase in overall inflation in October. Indeed, excluding costs of housing
(including energybills) and transport, inflation would be 1.1%Y/Y. While inflation of new cars accelerated 0.4pptto 3.6%Y/Y,
used car prices were (unusually)down 2.0%Y/Y, and inflation of non-energyindustrial goods was just0.9%Y/Y — hardly
suggesting significant pass-through of price pressures further up the supplychain. And while inflation of hotels and
restaurants, and recreation and culture, jumped to 2.0%Y/Y and 1.5%Y/Y as tourism activitycontinued to normalise, services
prices were up just1.5%Y/Y.

Spanish core inflation subdued suggesting a marked decline in 2022 once gas prices retreat

So, while itrose 0.4ppton the month, Spanish core inflation remained subdued atjust1.4%Y/Y. Although that is the highest
Spanish core rate since 2013, itstill points to the likelihood ofa marked decline in inflation back firmlybelow 2%Y/Y once
energy pressures dissipate. Given the large contribution from energyprices, much will depend on the evolution of prices of
natural gas, particularlyimportantfor electricity generation. Encouragingly, European benchmark natural gas prices are
currently down more than 35% from their early October peak on the promise ofincreased Russiansupplies. And while
Belarus threatenstoimpede the flow of Russiangas to the EU, futures contracts are pricing a marked fall from March
onwards.

The week ahead in the euro area

The coming week will bring updated euro area GDP figures for Q3 (Tuesday), which are expected to confirm thatgrowth
firmed very slightlyfrom Q2 by 0.1pptto 2.2%Q/Q. These will come alongside preliminaryemploymentnumbers for the third
quarter, which are expected to report another strong quarter of jobs growth, likelyleaving the number of people in work
less than 1mn below the pre-pandemic level. Wednesdaywill bring updated euro area CPIfigures for October, which are
likely to align with the flash estimate thatshowedheadline inflation rising 0.7pptto 4.1%Y/Y, a euro-era high, as energy
prices surged. The increase inthe flash core CPIrate was therefore more modest, by 0.2pptto 2.1%Y/Y, with the timmed
mean estimate likelyto have ticked only slightlyhighertoo. The final Spanish data, however, raise the possibilityof a
downwardsrevision to headline inflation. Ahead ofthese data, Tuesdaywill bring final French and Italian CPI releases.
Meanwhile, German producer price inflation numbers for October are due Friday and are likelyto registera new post-
reunification high. Other datareleases due in the coming week include euro area trade (Monday), construction output
(Wednesday), new car registrations (Thursday) and balance of payments (Friday).

UK
The week ahead in the UK

After yesterday's softer GDP release, the coming week will bring more keyUK economic data thatmightprove integral to the
outcome of December’s monetarypolicydecision. Tuesday’s labour marketreport will be closelywatched and provide some
partial insightinto conditions since the termination ofthe government’s Job Retention Scheme atthe end of September,
when more than 1mn jobs were estimated to have been still supported. With a recent ONS business surveyhaving
suggested thataround 87% of furloughed employees had returned to work and only 3% had been made permanently
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redundant, any pickup in unemploymentshould prove limited. The claimant countdata for October due on Tuesdaymight
therefore offer furtherinsights, butthe ILO unemploymentrate and redundancyfigures will refer to the three months to
Septemberand so will notprovide a guide to the impact of the end of the furlough scheme. While headlinewage growth is
expected to have moderated further in the three months to September, this will in partreflectongoing compositional effects
and base effects. However,the ONS’ estimate ofunderlying regular wage growth —which was assessed in Augustto have
risento between 4.1-5.6%Y/Y — will be of interest. Wednesday's release of October inflation data seems highlylikelyto see
headline inflationjumpfrom 3.1%Y/Y in Septemberto close to 4%Y/Y, principallydue to the increase in the regulated
household energyprice cap and higher petrol prices. Indeed, despite an anticipated pickup up in services inflationto its
highestsince mid-2013, core inflation is likelyto have risen just0.1pptto 3.0%Y/Y. Friday's release of Octoberretail sales
figures will provide an update on spending on goods atthe start of the fourth quarter, with recent surveys pointing to a pickup
in expenditure as consumers started their Christmas shopping early amid fears of ongoing supplyshortages throughout the
festive season. The end ofthe week will also bring the latestpublic finance figures for October.

Daiwa economic forecasts

2022
GDP forecasts %, Q/Q
Euro area [ ] 2.2 1.0 0.8 0.7 0.7 0.6 5.2 4.2 2.1
UK =52 1.3 0.9 0.4 0.4 0.4 0.6 6.9 3.7 1.8
Inflation forecasts %, Y/Y
Euro area
Headline CPI B 2.8 4.2 3.4 3.6 2.8 1.8 2.5 2.9 1.4
Core CPI [ | 1.4 2.2 1.6 2.3 1.9 1.5 1.4 1.8 1.3
UK
Headline CPI o 2.8 4.3 4.6 4.3 3.7 2.4 2.4 3.7 1.8
Core CPI =52 2.6 3.3 3.7 3.2 2.6 2.0 2.2 2.9 2.0
Monetary policy
ECB
RefiRate % B 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 envelope* (ébn) [l 1850 1850 1850 1850 1850 1850 1850 1850 1850
BoE
Bank Rate % = 0.10 0.10 0.25 0.25 0.50 0.50 0.10 0.50 0.75
Gilt purchases* (£bn) I 875 875 875 875 866 866 875 866 833

*Target end of period. Source: Bloonberg, ECB, BoE and Daiwa Capital Markets Europe Ltd.

European calendar

Today’s results

Economic data
Country Release Period Actual Mzg:;;;?grseir;s:;s/ Previous Revised
Euro area “ Industrial production M/M% (Y/Y %) Sep -0.2 (5.2) -0.5 (4.1) -1.6 (5.1) -1.7 (4.9)
Spain : Final CPI (EU harmonised CPI) Y/Y % Oct 5.4 (5.4) 5.5 (5.5) 4.0 (4.0)
Auctions
Country Auction
- Nothing to report -

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

The coming week’s key data releases

Market consensus/
Country GMT Release Period Daiwa Previous
forecast/actual
Monday 15 November 2021
Euro area _ 10.00 Trade balance €bn Sep - 11.1
UK == 00.01  Rightmove house price index M/M% (Y/Y %) Nov - 1.8 (6.5)
Tuesday 16 November 2021
Euro area _ 10.00 Second estimate of GDP Q/Q% (Y/Y %) Q3 2.2 (3.7) 2.1 (14.2)
_ 10.00 Preliminary employ ment Q/Q% (Y/Y %) Q3 - 0.7 (1.8)
France ] ll 07.45 Final CPI (EU-harmonised CPI)Y/Y% Oct 2.6 (3.2) 2.2 (2.7)
Italy l . 07.45 Final CPI (EU-harmonised CPI) Y/Y % Oct 2.9 (3.1) 2.5 (2.9)
UK E‘Eﬁ 07.00 Preliminary output per hour Y/Y Q3 - 4.3
o 07.00  Claimant count rate % (jobless claims change ‘000s) Oct - 5.2 (-51.1)
: : 07.00  Average earnings including bonuses (excluding bonuses) 3M/Y % Sep 5.9 (5.0) 7.2 (6.0)
E#= 07.00 ILO unemploy ment rate % Q3 4.5 4.5
=I5 07.00  Employ ment change ‘000s Q3 - 235
Wednesday 17 November 2021
Euro area _ 10.00 Final CPI (core CPI) Y/Y% Oct 4.1 (2.1) 3.4 (1.9)
_ 10.00  Construction output M/M% (Y/Y %) Oct - -1.3 (-1.6)
Italy B B 0900 Total trade balance €bn Sep - 1.3
UK EJE 07.00 CPI(core CPI) Y/Y% Oct 3.9 (3.0) 3.1 (2.9)
E§= 07.00 PPIinput (output) prices Y/Y % Oct 12.1 (7.3) 11.4 (6.7)
== 09.30  House price index Y/Y % Sep - 10.6
Thursday 18 November 2021
Euro area _ 07.00  EU-27 new car registrations Y/Y % Oct - -23.1
France | B - Bank of France retail sales M/M% Oct - 2.8
Friday 19 November 2021
Euro area [l 09.00 ECB current account balance €bn Sep - 13.4
Germany MEM  07.00 PPIY/Y% Oct 16.2 14.2
Italy B B 0900 Industrial sales M/M% (Y/Y %) Sep - 0.8 (13.8)
UK = 00.01  GfKconsumer confidence Nov - -17
E§E 07.00 Retail sales including auto fuels M/M% (Y/Y %) Oct 0.5 (-2.0) -0.2 (-1.3)
E}S 07.00 Retail sales excluding auto fuels M/M% (Y/Y %) Oct 0.4 (-3.4) -0.6 (-2.6)
o 07.00  Public sector net borrowing, excluding banks, £bn Oct 15.0 21.8

Source: Bloonberg and Daiwa Capital Markets Europe Lid.
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The coming w eek’s key events & auctions

Country GMT Event/ Auction
Monday 15 November 2021
Euro area _ 10.00 ECB President Lagarde speaks before the European Parliament’s Committee on Economic and Monetary Affairs
_ 12.45 ECB'’s de Guindos gives closing remarks at Euro Finance Week conference
Tuesday 16 November 2021
Euro area _ 16.10 ECB President Lagarde to give an on-stage interview
Germany [N 10.30  Auction: €1bn of 0% 2052 bonds
UK o 10.00  Auction: £1.75bn of 0.875% 2046 bonds
Wednesday 17 November 2021
Euro area _ - ECB publishes its Financial Stability Review
[ | 12.00 ECB’s Schnabel takes part in Q&A session on the euro area’s economic and monetary policy outlook
Thursday 18 November 2021
Euro area _ 10.00 ECB’s Panetta scheduled speaks before the European Parliament’s Committee on Economic and Monetary Affairs
_ 14.30 ECB’s Lane takes part in fireside chat ‘The new Federal Reserve and ECB Strategies’
France ] Ml  09.50  Auction: 0% 2024 bonds
B B 0950 Auction: 0% 2027 bonds
B B 0950 Auction: 2.75% 2027 bonds
[ B | 10.50  Auction: 0.1% 2026 inflation-linked bonds
[ B | 10.50  Auction: 0.1% 2028 inflation-linked bonds
[ B | 10.50  Auction: 0.7% 2030 inflation-linked bonds
Spain = 09.30  Auction: 0% 2027 bonds
= 09.30  Auction: 0.6% 2029 bonds
: 09.30  Auction: 0.5% 2031 bonds
Friday 19 November 2021
Euro area _ 08.30 ECB President Lagarde to give a speech at the European Banking Congress
_ 13.00 ECB’s Weidmann scheduled to speak

Source: Bloonberg and Daiwa Capital Markets Europe Ltd.
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