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Euro area

Flash euro area PMIs point to a rebound in services, but record price pressures

As the number of coronavirus cases appears to have peaked and containmentmeasures are graduallyreduced, today's
flash euro area PMIs were inevitably more upbeat, with the composite PMI rising 3.5pts in Februaryto 55.8, signaling the
fastestpace of expansion since September. Consistentwith mobilitydata implying increasedrecreation and retail activity,
there was an unsurprisinglymarked turnaroundin the services sector, with the headline PMl up 4.7pts to 55.8, a three-month
high, with looserrestrictions enabling a particularlystrong rise in consumer-facing sernvices and tourism. And a more buoyant
near-term outlook was supported bythe strongestdemand —domesticand overseas alike — for new business since August.
There was, however, only a modestincrease in the manufacturing output PMI, up 0.2ptto 55.6, although this still marked the
third increase outof the pastfour months and the highestreading since September. And, encouragingly, the survey detail
suggested a further easing of supplybottlenecks, with deliverytimes lengtheningbythe leastsince January2021.
Nevertheless, along with an increase in new manufacturing orders, there was a steeprise in backlogs ofuncompletedwork.
And while manufacturers’ inputcosts moderated slightlylastmonth, growth in service sector costs acceleratedto a record
high reflecting increased wages and energycosts, leaving the composite input price PMI (74.5) at the second-highestin the
survey's 24-year history. Moreover, factory outputprices accelerated the moston the series, suggesting a greater willingness
to pass on price pressures.

German services activity bounce back, manufacturing supply constraints ease further

With respectto the country detail, Germany’s composite PMI rose a further 2.4pts in February to a sixx-month high 0f56.2,
with the increase entirelydue to a near-4%zptrebound in the services activity indexto its bestlevel since August. Moreover,
the PMI for new business in services roseto its strongestsince September, with expectations the mostpositive since June.
But higher energy, wage and material costs led to a further intensification ofinput costpressures in the sector, which resulted
in firms increasing their outputprices bythe moston the series bar November. In contrast, the manufacturing output PMI fell
backin February (-1.6pts). But this was the firstdecline in four months, to leave the index(55.4) still consistentwith ongoing
steadyexpansion, with the survey citing staffshortages due to Covid-related absences as a restrainton production. The
survey detail was more encouraging, with the new orders indexup to a six-month high (58.2) and supplier deliverytimes the
shortestsince November2020. And the easing of supplyconstraints sawinputcostburdens in the sector slow to the lowest
in a year, which was justas well given the extremely strong producer price inflation in January. Indeed, today's data showed
that the goods PPlindexrose 2.2%MM lastmonth to leave it up a record 25.0%Y/Y. While producer energyprices
(+66.7%Y/Y) remained a significantsource of inflationary pressure, there were als o signs of mounting pressures further
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along the supplychain, with record monthlyincreases in prices ofintermediate (3.1%MM), capital (1.8%MM) and consumer
durable goods (3.0%MM)lastmonth. And so, when excluding energy, producer prices were up more than 2%MMto be up
11.7%Y/Y, also arecord high, suggesting the likelihood of greater pressures on consumer prices over coming months.

French services PMI up to a four-year high

Like in Germany, the flash French composite PMI signalled an acceleratingpace ofrecovery in February, rising 4.7pts to
57.4, an eight-month high. And the improvements were widespread, with the services indexrising 4.8pts to 57.9, a four-year
high, and the manufacturing outputindexup 4.1pts to 55.0, a seven-month high. The surveyimplied a strong month ofnew
orders growth in both sectors, although supplyconstraints continued to limit production capacity. As such theincreasein
work backlogs was reportedlythe strongestsince April 2011, while supply-side pressures saw the input price PMI remain
close to the near-17-year high recorded in January. Beyond Germanyand France, while Markit provided no detail, it stated
that its survey suggested a strong recoveryafter a near-stalling in January, although economic growth there continued to lag
the larger member states.

Informal ECB meeting to allow for discussion on policy outlook and Ukraine contingencies

The pastfortnightbroughtcommentaryfrom several members ofthe Governing Council flagging concerns aboutthe upside
risks to the outlook foreuro areainflation and the need for the ECB to seta new path for monetarypolicy. Most notably, the
typically dovish ChiefEconomistPhilip Lane —who will soon startto prepare the updated economic forecasts upon which the
ECB will determine its policystance nextmonth — appeared to join those advocating gradual policynormalisation, citing
expectations thatinflation will now settle back around the 2% targetover the medium term. With Lane on board, there is now
likely to be somethingclose to a consensus on the Governing Council in favour of an accelerated phasing outofnet asset
purchases overthe next two quarters to leave scope fora rate hike by year-end. Today it was confirmed thatthe Governing
Council will hold an informal meeting on Thursday, ahead ofthe informal meeting offinance ministers and central bank
governors the following day. While it will not pre-emptthe precise outcome ofnext month’s policydiscussion, itshould allow
for loose coordination of communication aboutthe likelynext steps. Additionally, itwill allow the Governing Council members
to discuss how ECB policyshould respond ifthe adverse risks related to Ukraine crystallise. In thatrespect, Executive Board
member Schnabel lastweek suggested thata Russian invasion would likelycause the ECB to delay policy normalisation in
lightof the negative impacton GDP and confidence.
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The day ahead in the euro area

The flow of economic sentimentsurvey results continues tomorrow, with the German ifo business climate indices for
February due to be published. Consistentwith today’s flash PMIs, the ifo survey is expected to suggestthatbusinessesin
the largestmember state are cautiouslyoptimistic aboutthe economic outlook. The currentassessmentbalance is expected
to have moved broadlysideways, comingin at96.5 in February, but the expectations indexis likelyto rise to a five-month
high. Also due to be published tomorrow are Italian final CPInumbers for January, which are expected to confirm the flash
data and reveal that the EU-harmonised measure of inflation accelerated 1.1ppts to a series high 0f5.3%Y/Y in January, due
to an extremelysteep jump in household energybills —where regulated energyprices rose 93.5%Y/Y.

UK

Flash PMIs suggesta sharp rebound in activity in February

After suggesting somestabilisation in economic activity in the UK in January, today’s flash PMIs pointed to a marked
improvementin conditions in February, supported bythe relaxation in pandemic-related restrictions, thatunderscore the
likelihood of further BoE tightening ahead. Perhaps inevitably, the rebound was moststriking in the services sector, with the
activity PMI jumping 6.7pts to 60.8, the highestsince June 2021. There was a further sharp acceleration in new business in
the sectortoo, with the relevantindexup 3.7pts t0 60.6, similarlyan eight-month high. Meanwhile, the manufacturing output
PMI rose for the fourth consecutive month, and by 2.2pts to 56.7, a seven-month high, boosted byan easing in supply-side
constraints. While still lengthy, today’'s survey suggested that supplier deliverytimes were the leastsevere since November
2020, allowing manufacturers to restock key inputs. And with new orders stalling somewhaton the back of weaker external
demand, backlogs ofwork fell sharplyin February to theirlowestsince June 2020. Overall, the composite PMIrose 6pts to
60.2in February, the highestsince June with the indextrending so farin Q1 almost 1pts above the Q4 average. The
composite employment PMI also implied the strongestjobs growth since October. Butdespite the easing in supply
constraints, price pressures remained elevated, with the inputprice PMI increasing 1.6pts to 81.8,justshyof November’s
survey high.

The day ahead in the UK

Tomorrow brings the release ofthe CBI’s industrial trends surveyfor February and public finance figures for January. In
December, the governmentborrowed £16.8bn, the fourth-highestlevel of borrowing in anyDecember since monthlyrecords
beganin 1993 butbelow the OBR’s expectation. While public spending mightwell have risen further atthe startof the year,
not leaston the back of higher debtinterestpayments, borrowing in the financial year to date is still expected to be well
below the OBR’s forecastand so suggestsomelimited room for fiscal giveaways in the Spring Statementon 23 March. In
terms of BoE-speak, Deputy Governor Ramsden (who voted for a 50bps hike this month)is due to speak ata Union
conference.
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Today’s results

Economic data
Country Release Period Actual Mark_et consensus/ Previous Revised
Daiwa forecast
Euro area _ Preliminary manufacturing (services) PMI Feb  58.4 (55.8) 58.6 (52.3) 58.7 (51.1) -
_ Preliminary composite PMI Feb 55.8 52.6 52.3 -
Germany W PPl M/M% (Y/Y %) Jan 2.2 (25.0) 1.4 (24.0) 5.0 (24.2) B
W Preliminary manufacturing (services) PMI Feb  58.5 (56.6) 59.4 (54.0) 59.8 (52.2) -
M Preliminary composite PMI Feb 56.2 54.8 53.8 -
France l l Preliminary manufacturing (services) PMI Feb 57.6 (57.9) 55.2 (53.5) 55.5 (53.1) -
B B Preliminary composite PMI Feb 57.4 53.0 52.7 -
UK  E#S Rightmove house price index MIM% (Y/Y %) Feb  2.3(9.5) 2.3 (9.5) 0.3 (7.6) -
B Preliminary manufacturing (services) PMI Feb 57.3(60.8) 57.0 (55.5) 57.3 (54.1) -
EJ=  Preliminary composite PMI Feb 60.2 -55.3 54.2 -
Auctions
Country Auction
- Nothing to report -

Source: Bloomberg and Daiwa Capital Markets Europe Ltd.

Tomorrow’s releases

Economic data
Country GMT Release Period Mgla(i?;ac?grseir;gy Previous
Germany [N 09.00 ifo business climate index Feb 96.5 95.7
_— 09.00 ifo current assessment (expectations) balance Feb 96.5 (96.5) 96.1 (95.2)
Italy B B 0900 Final CPI(EU-harmonised CPI)Y/Y% Jan 4.8 (5.3) 3.9 (4.2)
UK EJ% 07.00 Public sector net borrowing, excluding banks £bn Jan 3.1 16.8
EJ% 11.00 CBlindustrial trends survey, total orders (selling prices) Feb 25 (68) 24 (66)
Auctions and events
UK == 10.45 BoFE’s Deputy Governor Ramsden scheduled to speak

Source: Bloorrberg and Daiwa Capital Markets Europe Ltd.
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