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e Bunds made losses atthe shortend of the curve, but made gains atthe Daily bond market movements
long end, as euro area inflation was confirmed ata series high but German EONd Yield Change
consumer confidence deteriorated to a nine-month low. SNOUTE U TR
: . . . OBL 004/27 -0.003 +0.004
e Gilts madeg_ams a“ttheshortend as dovish B(_)E MPC m.em“b_erSyIv!a DBR 0 02/32 0.220 -0.019
Tenreyro said that“only a small amountof policy tightening” is required. UKT 07, 01724 1575 0051
e Thursdaywill bring surveys on French consumer confidence and UK retail UKT 0% 10/26 1.314 -0.040
sales while the ECB Governing Council will hold informal discussions, UKT 0%07/31 1.464 -0.004
presumablyin part to take stock of events in Ukraine. *Change from close as at4:40pm GMT.

Source: Bloomberg

Euro area

Euro areainflation confirmed at record high due to energy inflation

There were no major surprises from today’s final euro area inflation figures, with the headline and core HICP rates confirmed
at the flash estimates. The upwards shiftin headline HICP inflation in January, by 0.1ppt to 5.1%Y/Y, largelyreflected energy
prices, which rose a stronger-than-previouslyestimated 6.2%MM — the mostin any month since the startofthe euro — to
leave the annual rate up 2.7ppts to 28.8%Y/Y. This in part reflected a steep rise in household energybills in ltaly — where
regulated energyprices rose 93.5%Y/Y — to leave aggregate euro area electricityprices up more than 27%Y/Y and gas
prices by more than 40%Y/Y in January, and energy inflation accounting for more than halfof euro area inflation (3.1ppts).
Despite being nudged slightlylower from the preliminaryestimate, food price inflation (4.0%Y/Y) still rose to its highestsince
October 2008. And although core inflation fell back at the startof the year, by 0.3pptto 2.3%Y/Y, this was largelydue to the
timing oftax changes, New Year discounting and the latestwave of pandemic, the impactofwhich is likelyto be reversed
this month. Within the detail, the decline in non-energyindustrial goods price inflation (down 0.8pptto a three-month low of
2.1%YIY) was thanks in partto a temporaryfallin clothing inflation into negative territory (down 3.5ppts to -0.5%Y/Y). And
despite upwards prices pressures from packageholidays (up 4.7ppts to 11.9%Y/Y, the mostsince 2015), services inflation
(down 0.1pptto 2.3%Y/Y) was restrained bya steep drop in airfares (down 11.7ppts to 6.1%Y/Y).

ECB to be mindful of broader underlying price pressures

Despite the decline in the main core inflation measure (whichexcludes food and energyprices), today's release implied a
further broadening of price pressures atthe startof the year. Indeed, the supercore measure, of outputgap-sensitive items,
rose furtherto 2.6%3M/Y. And the 15% trimmed mean CPlrate rose 0.3pptto a new high of 3.7%Y/Y. We continue to expect
the main core inflation measure to resume an upwards trend over the nearterm, and to rise by more than 1ppt to a peak
similarlyaround 3%2%Y/Y in April. With oil prices having maintained their uptrend and further pass-through ofincreases in
wholesale gas prices to come, energyinflation seems bound to rise further over the nearterm too. And so, headline inflation
is also expected to rise t0 6.0%Y/Y ormore by the start of Q2 before subsequentlyfalling back onlygradually. The ECB will
therefore have to revise significantlyhigher its inflationforecasts, which will be updated nextmonth. And it will be mindful of
additional upsiderisks to energyprices posed byevents in Ukraine. So, on 10 March the Governing Council will revise down
its near-term plans forits netassetpurchases. Today, Austrian National Bank Governor Holzmann argued thatthe ECB
should go further, advocating a firstrate hike in the summer before the netpurchases have been fullyphased out, and
providing scope for two hikes before the end of the year. Such a decision to startraising rates while net purchases were still
being conducted would run counter to the ECB’s existing forward guidance. And given the adverse impacton the ECB’s
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balance sheet, itwould be highlycontroversial too. We note also that Holzmannis invariablya hawkish outlieron the
Governing Council. So, despite today's comments, we expectno change to the ECB’s plan for sequencing the withdrawal of
its currentexceptional policymeasures. And — providing no major further escalation ofevents in Ukraine —we expect the net
assetpurchases to be graduallyreduced to zero by end-Q3, to be then followed by a 25bps hike in the depositrate by the
end of the year.

German consumer confidence hit by we aker income and higher price expectations

After lastweek’s flash estimate of euro area consumer confidence unexpectedly suggested a further modestdeterioration in
February to an eleven-month low, today's GfKindices from Germanyoffered some furtherinsight. Contrasting markedlywith
the upbeatifo and PMI business surveyresults ofthe pastweek, the GfK survey suggested that persisting pandemic-related
restrictions, high inflation and subdued wage growth continued to weigh on household sentimentand spending intentions.
Indeed, the headline sentimentindicatorfell 1.4pts on the month to -8.1, the lowestsince May. Within the survey detail, the
weaknessin partreflected a marked decline in the income expectationsindex, by 13pts toits lowestlevel since January
2021, with respondents bemoaning a weakening in purchasing power on the back of higherenergyand food prices. As such,
there was renewed weakness in consumers’ willingness to buy, with the respective survey indexfalling to its third-lowest
reading ofthe pandemic, to be 6pts lowerthan the level a year earlier and more than 19pts below the long-run average. And
households remained concemed about the near-term inflation outlook — the price expectations indexwas the third-highest
since 2008 despite falling back in February. Nevertheless, consumers were a touch more upbeataboutthe economic
outlook. And with the numberofnew coronavirus cases having seeminglypeaked since the surveywas conducted, travel to
recreation and retail having risen over recentweeks , and containmentmeasures setto be relaxed over coming weeks, we
expect to see a rebound in consumer spending over coming months following the weakness around the turn of the year.

French services sentimentrebounds on improved outlook

Consistentwith the more positive flash PMIs, today's French INSEE business surveyimplied a sizeable improvementin
conditions in February. In particular, the headline business climate indexrose a stronger-than-expected 5ptsto 112, a three-
month high and alevel well above the long-run average (100). This was principallydriven by a solid reboundin the services
sector— the respective headline syntheticindicator rose 6pts to 112, similarya three-month high — reflecting much greater
optimism aboutthe general outlook among hospitalityand admin supportfirms in particular. Admittedly, firms across the
services, retail,and manufacturing sectors were more downbeat about the level of recentactivity. But all expected a more
favourable recovery in outputover coming months and so were more upbeatabouttheiremploymentintentions —indeed, the
survey's employmentclimate indexrose to a level notseen since April 2008. Butlike the PMIs, today's survey also flagged
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the persistence of price pressures, with the expected trend in selling pricesin the services sector up to the highestsince
1990, while the expected price trend in the manufacturing sectorrose back closeto December’s surveyhigh. As such,
French consumers seem unlikelyto be as upbeataboutthe outlook as French businesses.

The day ahead in the euro area

It should be a relatively quietday for European economic data releases tomorrow, with onlythe French INSEE consumer
confidence surveyfor February due. Perhaps of more interestwill be ECB Executive Board member Schnabel’s participation
in a BoE panel discussion tomorrow aboutunwinding QE. And the Governing Council will hold an informal meeting ahead of
Friday's meetings with European finance ministers, probablyto discuss the latestdevelopments with respectto Ukraine and
their possible implications formonetarypolicy ahead of next month’s policydecision. Fridaywill also bring the release ofthe
European Commission’s detailed economic sentimentindicators (ESIs), which like the flash PMIs are likely to suggesta
pickup in activity thanks notleastto the drop in new coronavirus cases across the region. The end ofthe week will also bring
the firstestimates of Februaryinflation from France, which are expected to reportthat headline HICP inflation rose to its
highestrate since mid-2008. An update on Germany’'s Q4 GDP will bring the firstofficial expenditure breakdown, which will
likely confirm thatthe decline of 0.7%Q/Q in overall economic outputwas caused bydeclines in private consumption and
construction investment. In contrast, the second estimate of French Q4 GDP is expected to confirm thatoutput grew by
0.7%Q/Q thanks to increased private consumption and fixed investment. Other data to be published on Fridayinclude the
euro area’s latestbanklending numbers.

UK
The day ahead in the UK

After a day bereftof UK data, the highlighttomorrow will be the release ofthe CBI’s retail sales surveyfor February.
Retailers are expected to report higher sales compared to a year ago, not leastdue to the easing of coronavirus cases, albeit
with the balance falling slightlyto 25 in February, from 28 in January. But with household disposable incomes being
squeezed by higherinflation and the prospectofa further increase in household energybills in April alongside an increase in
national income contributions and higher mortgage payments, Friday's consumer confidence surveyfrom the GfK seems
unlikelyto signal a notable improvementin sentiment and spendingintentions this month. Meanwhile, the Bank of England
will hold its firsttwo-day annual research conference, which will bring together academics and policymakers to discuss
monetarypolicyissues. Governor Baileywill give the welcome address, while Deputy Governor Broadbentwill moderate the
panel on unwinding QE, the Bank’s proposals on which have yet to be fullyannounced. Chief EconomistHuw Pill will give
closing remarks on Friday.

The next edition of the Euro wrap-up will be published on 25 February 2022

European calendar

Today’s results

Economic data

. Market consensus/ . .
Country Release Period Actual Daiwa forecast Previous Revised

Euro area _ Final CPI (core CPI) Y/Y% Jan 5.1(2.3) 5.1 (2.3) 5.0 (2.6)
Germany WM GfK consumer confidence index Feb -8.1 -6.3 -6.7
France . l INSEE business (manufacturing) confidence index Feb 112 (22) 108 (-) 107 (112) - (113)
Auctions
Country Auction

Germany MM sold €1.28bn of 0% 2036 bonds at an average yield of 0.37%

Italy B B sold €3bn of 0% 2023 bonds at an av erage yield of 0.14%
Source: Bloonmberg and Daiwa Capital Markets Europe Ltd.
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Tomorrow’s releases

Economic data

Period Market consensus/ Previous
Country GMT Release Daiwa forecast
France  [J] Bl 07.45 INSEE consumer confidence index Feb 100 99
UK EJ5 11.00 CBlIdistributive sales survey, total retailing sales Feb 25 28

Auctions and events

Euro area _ 16.00 ECB’s Schnabel speaks on panel at BoE research conference, The Monetary Toolkit — Unwinding QE

UK EE; 13.15 BoE Gov ernor Bailey gives a pre-recorded welcome address at BoE research conference

E+:-'ﬁ 16.00 BoE Deputy Gov ernor Broadbent moderates a BoE panel on The Monetary Toolkit — Unwinding QE
Source: Bloonberg and Daiwa Capital Markets Europe Ltd.

Friday’s releases

Economic data
com G Release T M s ot
Euro area _ 10.00 M3 money supply Y/Y % Jan 6.7 6.9
Bl 10.00 Commission’s Economic Sentiment Indicator Feb 113.0 112.7
_ 10.00 Commission’s industrial (services) index Feb 14.1 (10.0) 13.9 (9.1)
BBl 10.00 Commission’s final consumer confidence Feb -8.8 -8.5
Germany [ 07.00 GDP - second estimate Q/Q% (Y/Y %) Q4 -0.7 (1.4) 1.7 (2.9)
France [J] [l 07.45 Preliminary CPI (EU-harmonised CPI) Y/Y% Feb - 2.9 (3.3)
B B 07.45 PPI MIM% (Y/Y %) Jan - 1.0 (17.7)
B 07.45 GDP - second estimate Q/Q% (Y/Y %) Q4 0.7 (5.4) 3.1 (5.4)
l B 07.45 Consumer spending M/M% (Y /Y %) Jan -0.8 (-1.8) 0.2 (-5.1)
Italy . . 09.00 ISTAT business (manufacturing) confidence index Feb - (113.5) 105.4 (113.9)
B B 09.00 ISTAT consumer confidence index Feb 114.4 114.2
UK E45 00.01 GfK consumer confidence Feb -18 -19
Auctions and events
Euro area _ - ECB President Lagarde and Board Member Panetta participate in Eurogroup meeting
Italy I B 10.00 Auction: €4bn of 1.1% 2027 bonds
[ B 10.00 Auction: €3bn of 0.95% 2032 bonds
B B 10.00 Auction: €1.25bn of 2026 floating rate bonds
EE€ 18.00 BoE Chief Economist Pill gives closing remarks at the BoE’s research conference

Source: Bloonmberg and Daiwa Capital Markets Europe Ltd.
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