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Daily bond market movements

atthe long end as Christine Lagarde stated thatany adjustmentto rates
would be gradual and the ECB would use all tools to ensure effective

monetarypolicytransmission.

Gilts were little changed on a quietday for UK economic news.
The coming couple of days will be relatively lightfor economic data bringing
French trade figures and a UK retail survey tomorrow, and German trade
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and Italian production numbers on Wednesday.

*Change from close as at4:30pm GMT.

Source: Bloomberg

Euro area

Lagarde seeks to calm market e xpectations of aggressive ECB tightening

Euro area bond markets have unsurprisinglybeen jittery following the ECB’s hawkish pivotlast Thursday, when President
Lagarde signalled a recalibration of policyin March and opened the doorto a rate hike this year. The increased likelihood of
tightening in 2022 was underscored in weekend comments by (the admittedlyusuallyhawkish) Dutch National Bank
Governor Knot, who expected the first rate hike to come in Q4 with a subsequenthike likelyin Q123. He also signalledthe
likelihood thatrates would be hiked in increments of 25bps. Those comments aligned with our baseline view, which is a little
more dovish than market pricing, which todayimpliedrate take-offin Q3. However, perhaps mindful thatinvestors mightbe
getting ahead ofthemselves, and thatthe sell-offin peripherybonds risked an undesirable tightening in financial conditions,
ECB PresidentLagarde seeminglysoughtto push againstmarketpricingin hertestimonyto the European Parliamentlate
this afternoon. In particular, she stated the Governing Council’s forward guidanceimplied thatthere were “safeguards”in
place “againsta premature increase in interestrates”. So, she added thatany adjustmentto the Bank’s monetarypolicy
would be gradual. And, evidently wary of the recentsignificantwidening in peripheryspreads, she insistedthatthe ECB
would use all tools — presumablyincluding flexible reinvestments of proceeds of maturing PEPP bonds —to ensure an
effective transmission ofits monetarystance.

German industrial production ended 2021 on a soft note, weighed by a sharp fall in construction

Data-wise, German industrial production endedlastyearon a soft note falling 0.3% MM in December following an upwardly
revisedincrease of0.3%MMin Novemberto be down 4.1%Y/Y and 6.9% below the pre-pandemiclevel in February2020.
The weakness was due to construction, which contracted a marked 7.3%M/M, the mostin eleven months to the lowe stlevel
since 2018, to be down 2.1%Q/Q in Q4. Construction was seeminglydisproportionatelyimpaired bysupplybottlenecks and
labour shortages, butperhaps also exaggeratedbyimperfectseasonal adjustment. Energyproduction also fell (-0.7 % M/M)
butrose 2.1%Q/Qin Q4. Most notably, manufacturing outputfared better, rising for a third successive month and bya
respectable 1.2%MM- albeitstill 6.6% below the pre-pandemiclevel —to be up 1.7%Q/Q in Q4 having declined in each of
the priorthree quarters. Within the detail, production of capital goods rose 2.5%MMto be up 4.3%Q/Q in Q4. That reflected
further strong growth in motor vehicle output, up 12.1%MM and 13.2%Q/Qbut still some 21.3% below the February2020
level. But machineryand equipmentwas down 3.7%MM and 2.5%Q/Q and almost8% below the pre-pandemiclevel.
Among otheritems, production of consumer durables rose 4.5%MMin Decemberto be up 0.9%Q/Q in Q4 and back above
the February 2020 benchmark. Butwhile outputof intermediate items rose 0.6% MM at the end of the year, it was stilldown
0.4%Q/Q in the fourth quarterand 2.2% below the pre-pandemiclevel.
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Recoveryin German car production appears to have paused at the start of the year

Following double-digitpercentage growth in December, however, German car production in Januarylooks to have been little
changed on the month, at leastaccording to lastweek’s data from Germany's automotive association (VDA). Indeed, onan
unadjustedbasis, the numberof vehicles produced rose just 100 to 256.3k. That left car production up some8.1%Y/Y, but
stilldown aboutone quarter from the level in January 2020 justahead ofthe arrival of the pandemic and aboutone third
below the average level in Januaryfrom 2018-2020. German new car registrations were similarlyup 8.5%Y/Y in January but
down one quarter from the level in January2020.

ifo surveys point to ongoing increase in production amid rising prices

Nevertheless, overall, surveys pointto continued growth in manufacturing output—and a rebound in construction activity — at
the startof the year as supplybottlenecks ease modestlyand firms make gradual in-roads into order backlogs. Indeed,
according to the latestifo business survey, car manufacturers were slightlymore upbeatin January, with the respective
headline business climate indexup almost4pts to 4.6. While the netshare of firms in the sector that expected to increase
outputin the coming three months dropped alittle, it remained high atabove 44%. Likewise, the overall netshare of
manufacturers looking to boostproductionoverthe coming three months was broadlysteadyclose to 28%. With respectto
prices, the net share of car manufacturers expecting to raise prices over the coming three month s waslittle changed at21%.
But an increasedshareof car wholesalers and retailers was lookingto raise prices. Overall, the share of German companies
expecting to raise prices this quarterremained very high above 55%, justa whiskerbelow November’s series high, to point
to ongoing pass-through of pipeline pressures further along the supplychain. The net balances for price expectations for
computerequipment(91.2), domestic appliances (84.4),food (71.4) and wood products (71.0) were among the moststriking.

Sentix reports firmer investor sentiment despite concerns about inflation, ECB and Ukraine

The expectation of further increases in inflation and tighter ECB monetarypolicyto come, not to mention heightened
concerns aboutevents on the Ukraine-Russia border, mightnormallyconspire to undermine investor sentiment. Forthe time
being, if the latestSentix survey — conducted on 3-5 February (i.e. shortlybefore and after the ECB announcement) —is
anything to go by, investors are notyet particularly perturbed. For the euro area as a whole, the currentconditions indexrose
to a three-month high (up 3pts to 19.3) while the expectations indexreached its highestin seven months (up 0.5ptto a
seven-month high of 14.0), and the German sub-indices provided a similar picture.
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The coming two days in the euro area

In the coming two days, while investors will continue to look outfor comments from various ECB Governing Council
members, the data focus will remain on the manufacturing sector with Spanish industrial production numbers for December
due tomorrow, followed bythe equivalentltalian numbers on Wednesday. Spanish outputis expected to posta modestfallin
December (-0.5%M/M). However, that would follow very strong growth of 4.5%M/M in November, and so Spanish production
would still have grown a vigorous 2.4%Q/Q in Q4. Likewise, Italian production is forecastto have fallen back towards year-
end (-0.7%M/M) following solid growth in November (1.9%MM) to leave it up 1.0%Q/Q in Q4. Meanwhile, French and
German trade figures for December are due tomorrow and Wednesdayrespectively, while the Bank of France should publish
its business surveyresults for Januaryon Wednesday. While manufacturing production likelyheld up at the startof the year,
the surveyis likely to pointto a marked hitto activity in consumer-facing sectors due to the pandemic, suggestive ofa
modestdecline in GDP overall.

UK
The coming two days in the UK

It was a quietstart to the week on the UK economic data frontwith no top-tier releases to reporttoday. And the coming two
days bring only the BRC retail sales monitor for Januarytomorrow. UK consumer confidence deteriorated atthe startof the
year with the headline GfKindexdropping 4pts to an eleven—month low of-19. And with pandemic restrictions in place for
much of lastmonth, and prices on the high streetrising atthe fastestpace since 2012, we expecttomorrow’s BRC monitor o
indicate a subdued start to the year for retailers. However, the headline indicator — which represents year-on-year growth —
mightwell suggeststronger growth atthe startof the year simplydue to the low base a year ago when pandemic restrictions
were tighter. In terms of BoE-speak, Chief Economist Pill will speak publiclyon the UK’s monetarypolicyoutiook on
Wednesday. Of course, political noise will continue in the background, with it being well within the bounds of possibilitythat
the threshold for Conservative MPs to triggera vote of no-confidence in Prime Minister Boris Johnson will be reached.

The next edition of the Euro wrap-up will be published on 09 February 2022

European calendar

Today’s results

Economic data
Country Release Period Actual Markgt consensus/ Previous Revised
Daiwa forecast
Euro area _ Sentix investor confidence Feb 16.6 15.5 14.9
Germany W |ndustrial production M/M% (Y /Y %) Dec -0.3 (-4.1) 0.4 (-3.7) -0.2 (-2.4) 0.3 (-2.2)
Auctions
Country Auction
- Nothing to report -

Source: Bloonberg and Daiwa Capital Markets Europe Ltd.

Tomorrow’s releases

Economic data

con CUT Relense s ot
France | B | 07.45  Trade balance €bn Dec - -9.7
Italy B B 0900 Retail sales MIM% (Y/Y %) Dec 0.2 () 0.4 (12.5)
Spain : 08.00 Industrial production M/M% (Y/Y %) Dec -0.5 (4.4) 4.5 (4.8)
UK EB¥¥ 0001 BRCretail sales, like-for-like Y/Y% Jan - 0.6

) ]

Auctions and events
Euro area [ 17.00 ECB's Villeroy scheduled to speak
Germany M  10.30  Auction: €500mn of 0.1% of 2026 index-linked bonds

M 1030 Auction: €200mn of 0.1% of 2046 Index-linked bonds
Source: Bloonberg and Daiwa Capital Markets Europe Ltd.
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Wednesday’s releases

Economic data

coun CUT Release s et
Germany M  07.00 Trade balance €bn Dec 11.0 11.6
France [JI B - Bank of France industrial sentiment* Jan - 108
Italy B B 0900 Industrial production M/M% (Y/Y %) Dec -0.7 (4.6) 1.9 (6.3)

Auctions and events
Germany MEEM  10.30  Auction: €1.5bn of 2050 bonds

UK o 13.10  BoE Chief Economist Pill scheduled to speak on ‘UK monetary policy outlook’

=

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