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e Bunds made furtherlosses, with 5Y yields above zero percent,as German Daily bond market mov ements
factory orders beatexpectations buteuro area retail sales fell sharply. BKggr(])d3/24 g'ggd? Egaggse

e Gilts also made significantfurtherlosses as UK car registrations remained OBL 0 04/27 0.037 +0.097
subdued buta construction surveysignalled stronger growth in the sector. DBR 002/32 0.200 +0.064

» The coming weekwill bring data on German industrial production and UKT 07, 01724 1547 30111
goods trade in Decemberand UK GDP in Q4, while ECB President UKT 0% 10/26 1.299 +0.086
Lagarde, BoE Governor Baileyand other policymakers from both central UKT 0%07/31 1.403 +0.039
banks will speak publicly. *Change from close as at4:30pm GMT.

Source: Bloomberg

Euro area

Retail sales fallmore than expected in December but up modestly in Q4

Having trended higher since the summer, itwas no surprisethateuro arearetail sale s dropped in December, particularlyin
lightof the wave of coronavirus and re-imposition of restrictions in many countries. Butthe drop of 3.0%M/M to the lowest
level since April was much sharperthan expected. Sales were very weak in the Netherlands (-9.2%M/M), Spain (-5.7 % M/M)
and Germany(-5.5%MM), and fellin every member state to reportdata bar Latvia and Slovenia. Weakness was largelyin
non-food items (-5.2%M/M) with food sales onlyslightlylower (-0.3%M/M) and auto fuel sales essentiallyflat. Pandemic
restrictions were notthe sole causeofthe drop. Online and mail order sales fell 3.8% MM, suggesting thatthe impactofhigh
inflation on real disposable incomes mightalso have played a role. Despite the sharp drop in December, sales were still
2.5% above the pre-pandemiclevel with non-food sales up 3.3% on the same basis. Over Q4 as a whole, saleswere up
0.3%Q/Q, marking the softestgrowth since the decline in the first quarter of lastyear. With spending on services likelymore
severelyimpacted bythe pandemic, private consumption probablysaw minimal growth, ifany, lastquarter. And we expect
another quarter of subdued growth in retail sales and private consumptionin the currentquarter before areboundin Q2.

German factory ordersrise for second month in December but down over Q4 as a whole

German factory orders grew stronglyfor a second successive in December, up 2.8%M/M following the rise 0f 3.6% MM in
November. But given the sharp drop in October, orders were stilldown some 4.2% Q/Qin Q4. And while atthe end of the
year they were up 5.5%Y/Y and almost 10% above the pre-pandemiclevel in February2020, they were still 6.6% below
July's peak. Growth in December came from domestic demand, up 11.7%MM to be little changed in Q4 from Q3; in contrast,
foreign orders fell 3.0%MMto be down almost7%Q/Qin Q4 with new orders from elsewhere in the euro area down
4.2%M/M and those from other countries down2.3%MM. The rise in demand was broad-based in December, with new
orders for consumer goods up 5.3%M/M, intermediate items up 4.1%MM and capital goods up 1.8% MM, pushing each of
those categories well above pre-pandemic levels. New orders of electronic parts and devices were strong, up 8.0%M/M but
orders of motor vehicles edged down (-0.6%MM). Over Q4 as a whole, orders for consumer goods were also up (3.7%Q/Q),
but demand forintermediate items moderated (-0.5%Q/Q) and new orders for capital goods were much weaker (-7.6%Q/Q).
Despite the pickup in new orders in December, manufacturing turnoverwas up just0.2%MMto be still 2.9% below the pre-
pandemiclevel, pointing to a sluggish end to the year for production, for which the data will be released on Monday.

French production maintains sideways trend despite pickup in car output

Despite elevated orders and low inventories, French production has been trending broadlysidewaysince the summer, as
elsewhereweighed bysupplybottlenecks. Extending thattrend, manufacturing output inched up just0.1%MMin December
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after a drop of 0.6%M/M the prior month to be down 0.2%Q/Qin Q4. Industrial production as a whole was similarlybroadly
flat, falling 0.2%M/M in Decemberto be down 0.2%Q/Qin Q4. But construction outputended the year on a particularlyweak
note, dropping 6.9%MM to be down 1.3%Q/Q in Q4. Compared to the pre-pandemiclevel in February2020, manufacturing
outputwas stilldown some 5.9%, with overall IP down a similar 5.3% butconstruction outputdown almost 12%. Capital
goods saw the bestgrowth atthe end of the year. Indeed, production of motor vehicles rose 11.7%MMfollowing growth of
10.1%MM in Novemberto be up 4.0%Q/Q in Q4. But they were still more than 14% below the pre-pandemiclevel. Despite
weakness in electronicitems, outputof machineryand equipmentrose 0.5%MMto be down 0.3%Q/Q in Q4 and 3.8%
below the pre-pandemiclevel. Other major components were weakerin December, e.g. production ofintermediate and

consumerdurable goods fell respectivelyby 0.8% MM and 1.1%MM. And while they both rose in Q4 (0.8%Q/Q and
1.0%Q/Q), both categories were still down morethan 3%2% from the pre-pandemiclevels.

Construction PMis flag strong start to the year for builders

Despite the weaknessin the sectorreported in France at the end of 2021, the construction PMIs today signalled a strong
startto the year in each of the large member states. Indeed, the headline activity indexfor the euro area jumped a sizeable
3.7pts in January to a well-above-average 56.6, the highestin four years. And new orders reportedlyjumped the moston the
series. Againstthe backdrop of strong house price inflation, homebuilding led the way, with the respective indexrising to the
highestlevel in more than a decade. Butcivil engineering work reportedlygrew for the firsttime in 2% years, while growth in
commercial activity rose to a four-year high. Among the member states, Italyremained the front-runner, reporting growth ata
new series high (68.2). Butthe activity indexin France rose to the bestin seventeen months (52.0) while Germanyreturned
to expansion territoryfor the firsttime since the pandemic. Job creationin the sectoralso rose to the fastestsince Febru ary
2020 reflecting the greatestoptimism among firms aboutthe outlook for the coming twelve months since June 2019.

Evidence on supplybottienecks, however,was mixed, with only slightmoderation in the pace ofincrease in supplier delivery
times and inputcosts, and deterioration in subcontractor qualityand rates.

The week ahead in the euro area

After Wednesday’s big upside surprise to the flash estimate of euro area inflation in Januaryand yesterday’s hawkish ECB
press conference, mostnotable in the coming week will be the commentaryfrom various Governing Council members.
PresidentLagarde will speak to the European Parliamenton Monday while ECB Chief EconomistLane and Vice President
Guindos will speak publiclyon Thursday. The coming week is setto be much quieter on the euro area economic data front,
however, with top-tier releases thin on the ground. The focus will be on the manufacturingsector,with German and Spanish
industrial production data for December due on Mondayand Tuesdayrespectively,and French and German trade figures for
the same month due Tuesdayand Wednesday. German IP is expected to have risen 0.4%M/M in December, more than
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Euro area: Construction activity PMIs by country

Source: Refinitiv and Daiwa Capital Markets Europe Ltd.

Euro area: Construction PMIs
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reversing November’s 0.2%MMdecline, although today's softturnover figure points to downside risks to this forecast. A
resultin line with expectations would leave industrial output up 0.8%Q/Qin Q4, but still below the pre-pandemiclevel. In
contrast, after posting strong growth of4.5%M/M in November, an unchanged level for Spanish manufacturing outputin
Decemberwould resultin growth 0f2.5%Q/Q in Q4 and leave it firmly above its pre-pandemiclevel. Separately, the Bank of
France should publishits business surveyresults for Januaryon Wednesday. While manufacturing production likelyheld up
at the startof the year, the survey is likelyto pointto a marked hitto activity in consumer-facing sectors due to the pandemic
suggestive ofa decline in GDP as a whole. Among other survey indicators, the euro area’s Sentixinvestor confidence survey
results for Februarywill be published on Monday.

UK

New car registrations subdued in January and unlikely to accelerate significantly in 2022

According to SMMT, UK new car registrations were up 27.5%Y/Y at 115.1kin January. That, however, left them still 23%
below the level in January 2020 before the pandemic and more than 30% belowthe average level in the five Januarys prior
to that. Lack of availabilitydue to production bottlenecks continues to weigh on new car sales. Butthe Omicron wave and
squeeze onreal disposable incomes alsolikelyplayed arole in January. With post-tax real labourincomes now expected to
decline by 2% or more this year, and consumer confidence weak, car sales seemunlikelyto rise back to their pre-pandemic
levels this year. Indeed, the GfK consumer confidence survey's indexof willingness to make major purchases fell backin
January to match the lowestin nine months, and stands well below pre-pandemic norms. And, of course, the increasein
Bank Rate to 0.50%,from 0.10% in early December, and the MPC’s signal of further tightening to come, will push up the cost
of car loans.

Construction PMIs signal stronger startto the year

More happily, like in the euro area, the construction PMls suggested an acceleration in UK growth in the sector atthe start of
2022.Most notably, the headline activity indexrose 2pts in January to a six-month high of56.3, firmly above the long-run
average. Growth was led by commercial activity while house-building growth moderated to a four-month low. Civil
engineering activity returned to modest growth after a dip at the end of the year. Encouragingly, the survey reported a pickup
in new work in the sector by the mostsince August. And it also suggested an easing of supplybottienecks, with firms
reporting the leastwidespread delays in sixteen months and the softestpace ofinputcostinflation in ten months. Overall,
optimismin the construction sector was the highestin seven months with more than halfof responding firms expecting to
increase outputthis yearbutonly 5% predicting a contraction. Thatoptimism mightstartto pale if, as we expect, the BoE
pushes ahead with furtherinterestrate rises atthe next two MPC meetings.

The week ahead in the UK

After yesterday's BoE rate hike and signal of further tightening to com e, there were no additional majorinsights from the
today's briefing by MPC members Broadbentand Pill to BoE agents’ contacts. In the coming week, Governor Baileywill
speak publiclyatthe CityUK annual dinner on Thursdayevening while Pill will speak pu bliclyon the monetarypolicyoutlook
the previous day. Data-wise, Fridaywill bring the only top-tier release ofthe week in the shape ofthe first Q4 GDP estimate
alongside the monthlydeluge of outputand trade numbers for December. After rising 1.1%Q/Q in Q3, GDP growth looks set
to have slowed slightlyto 0.9%Q/Q in Q4. But this willmask a more significantslowing in activity towards the end of the
quarter — particularlyin consumer-facing services —amid arise in coronavirus infections in December and reintroduction of
certainrestrictions. Indeed, we forecast GDP to have contracted by about 1%MM in December, with weakness among
services, manufacturing and construction alike, with production stillimpeded bysupplybottlenecks. Beyond the GDP data,
Tuesdaywill bring the BRC's retail sales monitor for January, while Thursdaysees the release ofthe RICS house price
survey and REC/KPMG jobs reportfor January.

UK: Car registrations and consumer confidence UK: Construction PMIs
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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 07 February 2022
Euro area _ 09.30  Sentix investor confidence Feb 15.5 14.9
Germany [ 07.00  Industrial production M/IM% (Y/Y %) Dec 0.4 (-3.7) -0.2 (-2.4)
Tuesday 08 February 2022
France ] 1 07.45 Trade balance €bn Dec - 9.7
Italy B B 0900 Retail sales M/M% (Y/Y %) Dec 0.2 (-) -0.4 (12.5)
Spain : 08.00 Industrial production M/M% (Y/Y %) Dec -0.1 (4.4) 4.5 (4.8)
UK E§5 00.01 BRCretail sales, like-for-like Y/Y% Jan - 0.6
Wednesday 09 February 2022
Germany MM  07.00 Trade balance €bn Dec 11.0 11.6
France [l W Bank of France industrial sentiment* Jan - 108
Italy B B 0900 Industrial production M/M% (Y/Y %) Dec -0.6 (4.6) 1.9 (6.3)
Thursday 10 February 2022
UK EfE 00.01 RICShouse price balance % Jan 68 69
Friday 11 February 2022
Germany [ 07.00 Final CPI (EU-harmonised CPI) Y/Y % Jan 4.9 (5.1) 5.3 (5.7)
UK E+:-'g 07.00  Preliminary GDP Q/Q% (Y/Y %) Q4 0.9 (6.2) 1.1(6.8)
EfE 0700 GDPMM% Dec -1.0 0.9
E¥S 07.00 Industrial production M/M% (Y/Y %) Dec 0.1 (0.6) 1.0 (0.1)
E¥S 07.00 Manufacturing production M/M% (Y/Y %) Dec -0.1 (1.6) 1.1 (0.4)
E§= 07.00 Construction output MIM% (Y/Y %) Dec -0.8 (6.1) 3.5 (6.8)
EfE 07.00 Index of services M/M% (3M/3M%) Dec 0.7 (1.2) 0.7 (1.3)
EJ¥ 07.00 Goods trade balance €bn Dec -13.0 -11.3

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

The coming w eek’s key events & auctions
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Event/ Auction

Monday 07 February 2022
ECB President Lagarde gives opening statement at European Parliament hearing on economic and monetary affairs

Tuesday 08 February 2022
ECB’s Villeroy scheduled to speak
Auction: Index-linked bonds

Wednesday 09 February 2022

Auction: €1.5bn of 2050 bonds
BoE Chief Economist Pill scheduled to speak on ‘UK monetary policy outlook’

Thursday 10 February 2022
European Commission publishes Economic Forecasts
ECB’s Villeroy scheduled to speak
ECB’s de Guindos scheduled to speak on ‘Managing Europe’s economic post-covid recovery’
ECB Chief Economist Lane participates in panel discussion - ‘The impact of supply chain disruptions on the European economy’
Markit/REC report on jobs
BoE Gov ernor Bailey scheduled to speak

Friday 11 February 2022

ECB publishes Survey of Monetary Analy sts

Source: Bloonberg and Daiwa Capital Markets Europe Ltd.
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Today’s results

Economic data
Country Release Period Actual Meglgs;;cf)grseir;s;:s/ Previous Revised
Euro area _ Retail sales M/IM% (Y/Y %) Dec -3.0 (2.0) -0.9 (5.0) 1.0 (7.8) -
BB cConstruction PMI Dec 56.6 - 52.0 -
Germany WM Factory orders M/M% (Y/Y %) Dec 2.8 (5.5) 0.3 (3.0) 3.7 (1.3) 3.6 (2.3)
M Construction PMI Jan 54.4 - 48.2 -
France [J] il Preliminary private sector pay rolls Q/Q% Q4 0.5 0.4 0.5 -
B B Preliminary wages Q/Q% Q4 0.5 0.5 0.3 -
B B !ndustrial production M/M% (Y/Y %) Dec  -0.2(-0.5) 0.5 (0.5) -0.4 (-0.5) -0.5 (-)
B B Manufacturing production M/M% (Y /Y %) Dec 0.1 (-0.3) 0.8 () 0.6 (-1.2) - (-1.4)
B B Construction PMmI Jan 52.0 - 50.9 -
italy [l Bl Construction PMI Jan 68.2 - 64.4 -
UK  EE New car registrations Y/Y% Jan 27.5 - -18.2 -
EJ= construction PMI Jan 56.3 54.3 54.3 -
Auctions
Country Auction
- Nothing to report -

Source: Bloonmberg and Daiwa Capital Markets Europe Ltd.
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