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Nu variant concerns prompt tightening of travel restrictions as delta wave continues to worsen

Concerns aboutthe emergence ofthe new Nu coronavirus variant — which has now been identifiedin Belgium — today
triggered a sharprise in marketrisk aversion, as the EU and UK moved to re-imposetravel restrictions on visitors from
several nations in Southern Africa. Uncertaintyabouthow the Nu variant mightspread over coming weeks raised further
doubts aboutthe wisdom ofthe ECB to signal prematurely—including in yesterday's October meeting account—the
likelihood thatthe net PEPP purchases will come to an end in March, particularlygiven the unfavourable trend in the delta
variant across much of Northern and Central Europe. So far, while recognisable, the rise in new cases in France and ltaly
has been significantlylowerthanin Germany, Austria and the BeNeLuxcountries. Nevertheless, Italywill now ban access of
the unvaccinated to various hospitality, leisure and entertainments from 6 December. And France is setto tightenrestrictions
on unvaccinated visitors and limitaccess to facilities at ski resorts to the vaccinated or those able to demonstrate negative
tests. Againstthatbackdrop, today’'s survey results from both countries suggested a softening in economic sentiment.

French and Italian consumers signal diminished willingness to make major purchases

In France, INSEE’s headline consumer confidence indexmoved sideways in November, 1ptbelow the long-run average and
3pts below the pandemic peakin June. Within the detail, concerns aboutfuture unemploymentfell to the lowestsince 2007
and future inflation expectations also dropped back somewhat. Butexpectations for financial well -being and the economic
outlook deteriorated slightly. And, perhaps also weighed byincreased awareness ofrecentprice rises, consumer willingness
to make major purchases fell to the lowestsince February. In ltaly, the headline ISTAT consumer confidence indexfell to a
three-month low, albeitstill elevated byhistorical standards. Butwhile fears ofunemploymentcontinued to decline,
expectations for the economic outlook and readiness to make major purchases deteriorated to six-month lows, while
prospects for personal finances weakened to the lowestsince March. Meanwhile, Italian business confidence also remained
high, with the headline indexsteadyas sentimentin manufacturing edgedup to a new two-decade high. Nevertheless, while
retailers remained upbeat, services confidence weakened to a five-month low, a drop that we would expect to be
accentuated next month.

Household deposits and longer-term lending to firms slows at start of Q4

The latestECB monetarydata reported continued solid growth in M3 moneysupply, which accelerated by0.2pptin October
to 7.7%Y/Y. That, however,was almost5ppts down from the peak rate at the startof the year, and 2.7ppts down on a year
earlier. Growth of the narrower M1 moneysupply,comprising currencyin circulation and overnightdeposits, slowed 0.4pptto
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a 19-month low of 10.7%Y/Y. Non-financial corporation deposits accelerated 0.3pptto 7.4%Y/Y. But with the ratio of savings
to disposable income normalising after the marked rise during the initial waves of pandemic, household deposits slowed
0.5pptto an 18-month low 6.5%Y/Y. And adjustingforthe recent leap ininflation to a euro-era high, real moneysupply
growth is moderating markedly, consistentwith a slowdown in real spending. Meanwhile, growth in loans to households was
stable at4.1%Y/Y. Athird successive monthlynetflow of €20bn in mortgages saw the respective stock slowslightlyto
5.5%Y/Y, while a modestnetflow of €3bn in loans for consumption pushed up the respective annual growth rate to a four-
month high of 0.6%Y/Y. Growth in new loans to non-financial corporations also picked up, rising 0.4pptin Octoberto a six-
month high of 2.5%Y/Y. But the acceleration reflected a surge in the flow of short-dated loans of€24bn, the mostsince
March 2020, while the net flow of loans of maturities longerthan one year shifted into reverse, suggestive of continued
weaknessin business fixed investment.

The week ahead in the euro area

A busyweek ahead for euro area top-tier data releases includes the flash inflation figures and European Commission survey
results for November, as well as October unemploymentand retail sales numbers. Mostnotably, the flash euro area CPI
estimate (Tuesday)is expected to have taken a further step up in November. We expect headline inflation to increase 0.4ppt
to 4.5%Y/Y, a new euro-era high. While in part that will be driven by higherenergyprices, we expect core inflation also to
rise 0.3pptto 2.3%Y/Y, which would be the highestfor more than 19 years. Preliminary German and Spanish CPInumbers —
which will likelycome in close to 5%2%Y/Y —will provide further guidance on Monday, while euro area PPI figures (Thursday)
will give an update on price pressures atthe factory gate. Meanwhile, contrasting with the improvementrecorded in the past
week’s flash PMIs, the Commission’s survey— arguablythe mostaccurate gauge ofeconomic activity in the euro area—is
expected on Monday to show the headline Economic Sentiment Indicator moderating slightlyin November, albeitremaining
onlyjustbelow July's series high (119.0). This will in partreflecta decline in consumer confidence (the flash indexfell a
larger-than-expected 2pts to a six-month low) as the number ofnew coronavirus cases surged in some member states and
price pressures continued to rise. Meanwhile, euro area unemployment (Thursday) is expected to have declined furtherin
October to 7.3%, which would be the lowestsince February2008, while euro area retail sales are forecastto have reversed
the 0.3%M/M decline recorded in September. At the country level, French consumer spending and Spanish retail sales
numbers for October are due Tuesday, followed by German retail sales on Wednesday. November’s new car registration
figures will be published in France, ltaly and Spain (Wednesday) and Germany (Friday), while French IP numbers for
October are also due Friday. In terms of ECB-speak, various monetarypolicymakers will be in actionin the coming week,
including PresidentLagarde (Mondayand Friday), Vice-Presidentde Guindos (Tuesday), ECB ChiefEconomistLane
(Friday) and ECB Executive Board members Panetta and Schnabel (Sundayand Monday respectively).
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UK

We akest car production in October since 1956

Despite the improvementin conditions reported in several UK manufacturing surveys in the pastweek — including the flash
PMis and CBI industrial trends —today's car production numbers further illustrated the marked impact ofthe global semi-
conductor shortage. After ONS numbers showed that production of motor vehicles on a seasonallyadjusted basis in
Septemberwas almosta third lower than its post-pandemic peak lastNovember, today's SMMT figures suggested that
production in October was down compared with a year earlier for the fourth consecutive month and bya steep41.4%Y/Y. In
particular,the number of cars thatcame off the production line was just64.7k, the lowestoutturn forany October since 1956
and more than 55% lower than the average outturnin the five years ahead ofthe pandemic. Moreover, in the firstten months
of 2021, production was even weaker than in the equivalentperiodin 2020 (-2.9%YTD/Y) which was dented by factory
shutdowns atthe onsetof the pandemic. The recentweakness has also been exaggerated bythe closure ofa UK Honda car
plantat the end of July. But given persistentsupplybottlenecks, production looks setto remain subdued for several months
to come.

CBI survey signal above-norm retail sales despite surging prices

After a strongerrebound in retail sales in October, the CBI’s latestdistributive trades survey, published yesterday, signalled a
further pickup in November, with the headline salesindexrising 9pts to 39, the second-strongestreading since September
2015, with retailers reporting that sales were good for the time of year. Admittedly, this indicator —which measures year-on-
year sales growth —was likelyflattered by base effects due to the tightening of pandemic-related restrictions in November
2020.And demand appears to have been boosted by fears of stock shortages in the run up to Christmas, with sales of
clothing and departmentstores reporting a notable jump in November. Encouragingly, retailers’ stock levels were seen as
broadlyadequate for the firsttime in seven months, which mightalleviate somefears of potentiallyemptyshelves during the
festive period. This notwithstanding, with retail selling pricesrising atthe fastestpace since May 1990, it remains to be seen
whether demand will be quite as strong as respondentretailers anticipate next month, with the survey suggesting thatsales
were likely to remain above seasonal normsin December. Despite weak production numbers, extremelylow levels of stocks
and a dropin orders placed this month, motor traders were reportedlystill upbeatabout currentand future sales.
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The week ahead in the UK

The coming week’s UK economic data calendaris relativelyquiet, and unlikelyto have much bearing on December’s
monetarypolicydecision. Firstup on Monday will be the release ofthe BoE’s latestlending figures, which againsta
backdrop of heightened concerns aboutthe near-term outlook, will show thatdemand for consumer credit remained subdued
lastmonth. Netmortgage lending, meanwhile, is unlikelyto have maintained September’s pace (£9.5bn) as homebuyers
rushed to complete before the tapering of the government’'s stamp dutyholiday atthe end of that month, while the number of
mortgage approvals will signal the inevitable resulting slowdown in housing marketactivity. On Tuesday, the Lloyds business
barometerwill shed more lighton confidence in the economyin November, with particularinterestin firms’ paygrowth
expectations. Wednesdaywill bring the BRC’s latestshop price index, along with the final manufacturing PMI survey, which
is likely to confirm the surprise uptick in production reportedin the flash release (the outputindexrose 1.6pts t0 52.9). In
contrast, Friday's final service sector PMl is likelyto confirm the modestfall back in the headline activity indexto 58.6,
leaving it firmly above the key 50 expansion/contraction level.

Daiwa economic forecasts

2022
GDP forecasts %, Q/Q
Euro area B 2.2 0.5 1.0 0.9 0.9 0.5 5.0 4.3 2.2
UK I 1.3 0.9 0.7 0.6 0.6 0.6 6.9 4.3 1.8
Inflation forecasts %, Y/Y
Euro area
Headline CPI B 2.8 4.4 3.4 3.5 2.6 1.4 2.5 2.7 1.3
Core CPI [ ] 1.4 2.2 1.7 2.4 2.0 1.5 1.4 1.9 1.3
UK
Headline CPI - 2.8 4.6 5.0 4.6 4.0 2.4 2.5 4.0 1.8
Core CPI I 2.6 3.7 4.0 3.5 2.9 2.0 2.3 3.1 2.0
Monetary policy
ECB
RefiRate % [ - | 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Deposit Rate % B -0.50 -0.50 -0.50 -0.50 -0.50 -0.50 -0.50 -0.50 -0.50
PEPP envelope* (€bn) [l 1850 1850 1850 1850 1850 1850 1850 1850 1850
BoE
Bank Rate % L 0.10 0.10 0.25 0.50 0.50 0.50 0.10 0.50 0.75
Gilt purchases* (Ebn) = 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 Mg:s;;?gfeir:;:y Previous Revised
Euro area _ M3 money supply Y/Y % Oct 7.7 7.4 7.4 7.5
France . l INSEE consumer confidence Nov 99 98 99 -
italy [ W ISTAT consumer (manufacturing) confidence Nov 117.5 (116.0) 117.0 (114.0)  118.4 (114.9) - (115.1)
l . ISTAT economic sentiment Nov 115.1 - 115.0 -
UK :. : CBI distributiv e trades, reported retail sales* Nov 39 - 30 -
B SMMT car production Y/Y % Oct 41.4 - -41.5 -
Auctions
Country Auction
- Nothing to report -

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

The coming w eek’s key data releases

Market consensus/
Country GMT Release Period Daiwa Previous
forecast/actual
Monday 29 November 2021
Euro area _ 10.00 Economic Sentiment Indicator Nov 117.5 118.6
_ 10.00  Final consumer confidence Nov -6.8 -4.8
B 10.00 Industrial (services) confidence Nov 14.0 (17.0) 14.2 (18.2)
Germany [N 13.00 Preliminary CPI (EU-harmonised CPI) Y/Y % Nov 4.9 (5.4) 4.5 (4.6)
Spain = 08.00  Preliminary CPI (EU-harmonised CPI) Y/Y % Nov 5.5 (5.6) 5.4 (5.4)
UK EJ= 0930 Netconsumer credit £bn (Y/Y %) Oct 0.5 (-) 0.2 (-1.8)
= 09.30 Netmortgage lending £bn (approvals ‘000s) Oct 5.0 (70.0) 9.5 (72.6)
=i - Nationwide house price index M/M% (Y/Y %) Nov 0.5 (9.3) 0.7 (9.9)
Tuesday 30 November 2021
Euro area _ 10.00  Preliminary CPI (core CPI) Y/Y % Nov 4.5 (2.3) 4.1 (2.0)
Germany [ 08.55 Unemploy ment rate % (change ‘000s) Nov 5.4 (-25.0) 5.4 (-39.0)
France | B | 07.45  Preliminary CPI (EU-harmonised CPI)Y/Y % Nov 2.6 (3.2) 2.6 (3.2)
B B 07.45 Final GDP Q/Q% (Y/Y%) Q3 3.0 (3.3) 1.1 (18.7)
B B 07.45 Consumer spending M/M% (Y/Y %) Oct 0.0 (-5.2) -0.2 (-2.3)
Italy BB 0000 Final GDP Q/Q% (Y/Y%) Q3 2.6 (3.8) 2.7 (17.3)
B B 1000 Preliminary CPI (EU-harmonised CPI)Y/Y% Nov 3.2(3.3) 3.0 (3.2)
Spain T 08.00 Retail sales Y/Y% Oct - -0.1
UK E§5 0001 Lloyds business barometer Nov - 43
Wednesday 01 December 2021
Euro area |l 09.00  Final manufacturing PMI Nov 58.6 58.3
Germany [N 07.00 Retail sales M/IM% (Y /Y %) Oct 0.9 (-1.7) -1.9 (-0.6)
- 08.55 Final manufacturing PMI Nov 57.6 57.8
France | B | 08.50 Final manufacturing PMI Nov 54.6 53.6
| B | - New car registrations* Y/Y % Nov - -30.7
Italy B B 0845 Manufacturing PMI Nov 61.0 61.1
BB 1700 Newcar registrations Y/Y % Nov - -35.7
Spain = 08.15 Manuf acturing PMI Nov 57.8 57.4
: - New car registrations* Y/Y % Nov - -20.5
UK : : 00.01  BRC shop price index Y/Y % Nov - -0.4
E§S 09.30 Final manufacturing PMI Nov 58.2 57.8
Thursday 02 December 2021
Euro area _ 10.00 PP1 Y/Y% Oct 19.0 16.0
_ 10.00 Unemploy ment rate % Oct 7.3 7.4
Spain = 08.00  Unemploy ment rate % (change ‘000s) Nov 9.1(-) 9.2 (-0.7)
Friday 03 December 2021
Euro area _ 09.00 Final services (composite) PMI Nov 56.6 (55.8) 54.6 (54.2)
_ 10.00 Retail sales M/IM% (Y /Y %) Oct 0.3 (1.4) -0.3 (2.5)
Germany WS 08.55  Final services (composite) PMI Nov 53.4 (52.8) 52.4 (52.0)
_— - New car registrations* Y/Y % Nov - -34.9
France ] ll 07.45 Industrial production M/M% (Y/Y %) Oct 0.8 (0.1) -1.3 (0.8)
B B 0745 Manufacturing production M/M% (Y /Y %) Oct 0.7 (1) -1.4 (0.1)
B B 0850 Final services (composite) PMI Nov 58.2 (56.3) 56.6 (54.7)
Italy B B 0845 Services (composite) PMI Nov 54.3 (55.9) 56.6 (56.2)
Spain = 08.15  Services (composite) PMI Nov 58.6 (57.5) 56.6 (56.2)
UK EFE 0930 Final services (composite) PMI Nov 58.6 (57.7) 59.1 (57.8)

*Approximate date of release. Source: Bloonmberg and Daiwa Capital Markets Europe Ltd.

-5-



Europe Euro wrap-up 26 November 2021

Daiwa

Capital Markets

The coming w eek’s key events & auctions

Country GMT Event/ Auction
Monday 29 November 2021
Euro area “ 08.30 ECB’s de Guindos scheduled to speak
“ 11.30 ECB’s Schnabel participates in a German industry meeting
“ 17.15 ECB President Lagarde takes part in a Science roundtable
Tuesday 30 November 2021
Germany M 10.30  Auction: €3bn of 0% 2028 bonds
italy ] ] 10.00  Auction: €2bn of 0% 2026 bonds
B B 1000 Auction: €2.25bn of 0.95% 2032 bonds
B B 1000 Auction: €1.5bn of 2029 floating rate bonds
UK EJ58 1300 BoE's Mann scheduled to speak
Wednesday 01 December 2021
Euro area _ 10.00 OECD publishes latest Economic Outlook report
Germany M@ 10.30  Auction: €3bn of 0% 2026 bonds
UK EJ58 1000 Auction: £2.25bn of 1% 2032 bonds
E}% 14.00 BoE Governor Bailey scheduled to speak on insurance regulation
Thursday 02 December 2021
Euro area _ 15.00 ECB’s Panetta to chair the policy panel at ECB conference on fiscal policy and EMU gov ernance
France ] B 09.50  Auction: 2.5% 2031 bonds
B B 0950 Auction: 4.5% 2041 bonds
B B 0950 Auction: 3.25% 2045 bonds
Spain = 09.30  Auction: 2.15% 2025 bonds
T 09.30  Auction: 0.5% 2031 bonds
: 09.30  Auction: 0.7% 2033 inflation-linked bonds
UK EJ5 0930 BoE publishes Decision Maker Panel data — November 2021
Friday 03 December 2021
Euro area “ 08.30 ECB President Lagarde to participate in an online Q&A on ‘A new vision for a better tomorrow
“ 13.00 ECB Economist Lane to chair a policy panel at ECB conference on fiscal policy and EMU gov ernance
UK EJ58 1100 BoE’s Saunders scheduled to speak on ‘The outlook for inflation and monetary policy’

Source: Bloonberg and Daiwa Capital Markets Europe Ltd.
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