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 Bunds and other euro area government bonds rallied as the flash euro area 
PMIs for July flagged recession risks.  

 While the UK flash PMIs were not as weak as their euro area counterparts, 
Gilts also rallied as UK retail sales fell for a fourth successive quarter in Q2. 

 The coming week will bring the flash estimates of euro area inflation in July 
and GDP in Q2.   
 

Daily bond market movements 

Bond Yield Change 

BKO 0.2 06/24 0.378 -0.238 

OBL 1.3 10/27 0.748 -0.263 

DBR 1.7 08/32 1.019 -0.195 

UKT 1 04/24 1.805 -0.167 

UKT 1¼ 07/27 1.686 -0.149 

UKT 4¼ 06/32 1.930 -0.111 

*Change from close as at 4:30pm BST. 
Source: Bloomberg 

Euro area 

Flash euro area PMIs signal contraction for the first time since February 2021 

According to the flash PMIs for July, the euro area economy contracted at the start of Q3 for the first time since February 
2021 during the second lockdown, as the erosion of households’ purchasing power exacerbated the waning impact of the 
post-lockdown rebound in demand. Indeed, the euro area composite output PMI dropped for a third successive month and 
by a larger-than-expected 2.6pts to a seventeen-month low of 49.4, some 6½pts lower than in April and almost 11pts lower 
than a year ago. While the weakening trend was evident across both sectors, there was a striking decline in the 
manufacturing output index, by 3.2pts – the most since September 2021 – to 46.1, the lowest for more than two years, with 
chemicals and autos manufacturers reportedly driving the reversal. And with the exception of lockdown periods, today’s 
survey suggested the steepest contraction in industrial production since December 2012. New factory orders also dropped 
by the most since the start of the pandemic despite some further signs of easing supply bottlenecks. Today’s survey 
suggested that services activity barely grew at the start of Q3 too, with consumer-facing firms related to tourism, recreation 
and transportation feeling the pinch having rebounded over recent months. Indeed, the headline services activity PMI fell for 
the third consecutive month and by 2.6pts to a fifteen-month low of 50.6, with new business also contracting for the first time 
since April 2021. Overall, the composite new orders PMI (46.9) was the lowest outside of the pandemic lockdown periods for 
more than nine years. So, while firms hinted at a further very modest easing of price pressures, they again revised down 
their expectations for the coming twelve months to the lowest since May 2020 and a level that has rarely been seen in the 
survey history.  
 

German PMIs signal contraction, with the French PMIs implying near-stagnation too 

Among the largest member states, Germany led the deterioration, with the PMIs suggestive of contracting economic activity 
for the first time this year and the worst performance for more than two years. Indeed, the composite output PMI fell for the 
fifth consecutive month and by 3.3pts – the most since the start of the third pandemic wave – to 48.0, with new orders 
contracting at an even steeper pace (44.1) as supply shortages (which risk worsening not least due to the exceptionally low 
water level in the River Rhine, which will impede important river freight) stretched client budgets and the uncertain outlook 
weighed on demand. While the manufacturing contraction was more severe – the output index slumped to a 25-month low of 
45.4 – services activity also reportedly fell for the first time since December, attributed to staff shortages and waning new 
business. And S&P Global suggested that expectations for the coming twelve months turned notably negative. The French 
PMIs also implied a marked slowdown at the start of Q3, as new business fell for the first time since February 2021. Indeed, 
the composite PMI fell almost 2pts to a sixteen-month low of 50.6, suggesting a broadly stagnating economy as ongoing 
moderate growth in services (52.1) was offset by a steep slump in manufacturing (44.0). And S&P Global reported that  

Euro area: Composite PMIs 

 
Source: Refinitiv, S&P Global and Daiwa Capital Markets Europe Ltd. 

Germany & France: Composite PMIs  

 
Source: Refinitiv, S&P Global and Daiwa Capital Markets Europe Ltd. 
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manufacturing output growth slipped into negative territory in the remainder of the euro area for the first time in two years, 
while services activity also slowed.  
 

PMIs point to easing price pressures, by forecasters revise higher longer-term expectations  

Today’s PMIs pointed to a slight easing in price pressures at the start of the third quarter. But they still remained extremely 
elevated by historical standards. The composite input price index fell 3.5pts to a five-month low of 75.0, with the equivalent 
manufacturing component down to a seventeen-month low (74.9) and almost 15pts below October’s peak. And while today’s 
survey also implied that the rate of output price inflation eased for the third consecutive month, it was still consistent with 
historically strong rises in selling prices. Moreover, after euro area HICP inflation rose to a euro-era high in June (8.6%Y/Y), 
today’s ECB Survey of Professional Forecasters (SPF) – published today but seen by the Governing Council before its 
decision to raise rates by a larger-than-signalled 50bps yesterday – reported an upwards revision to inflation expectations 
across the forecast horizon. Indeed, the mean headline and core inflation forecasts for this year were revised markedly 
higher from Q2, and well above the ECB’s June forecasts, to 7.3% and 3.6% respectively. But the forecasts for 2023 and 
2024 were broadly in line with the ECB’s June projections. And while the SPF revised higher the mean forecast for longer-
term inflation, by 0.2ppt to a record 2.2%, the median forecast was unchanged at 2.0%Y/Y, bang on target.  
 

The week ahead in the euro area  

The coming week brings a number of top-tier euro area economic data releases, most notably the flash inflation figures for 
July and Q2 GDP on Friday. We forecast that the headline HICP rate will remain close to June’s 30-year high of 8.6%Y/Y, 
perhaps edging down just 0.1ppt to 8.5%Y/Y due principally to lower petrol prices. But the risks to that forecasts are skewed 
to the upside. And we expect the core rate to rise 0.2ppt to 4.5%Y/Y as cost pressures continue to be passed by firms to 
consumers. The flash data from Germany (Thursday) will give a clue as to what to expect for the euro area as a whole. The 
end of the week will also bring the first estimates of Q2 GDP data for the euro area and the four largest member states. We 
forecast that euro area GDP was unchanged on the quarter (+3.2%Y/Y) as household consumption was constrained by high 
inflation and external demand softened. However, the risks to that forecast are likely skewed to the upside, as spending on 
tourism and recreational services likely rebounded as pandemic restrictions eased. In Germany, we expect GDP to contract 
0.2%Q/Q (+1.4%Y/Y) as the manufacturing sector continued to struggle with supply constraints. But we expect modest 
growth in France, Italy and Spain thanks to the pickup in consumer-facing services. In terms of more timely indicators of 
activity, survey data for July include the German ifo business conditions indices (Monday), consumer confidence reports from 
Germany, France and Italy (Wednesday) and the European Commission’s comprehensive economic sentiment indicators on 
Thursday. And Friday will bring German labour market data for July. 

Euro area: Manufacturing PMIs 

 
Source: Refinitiv, S&P Global and Daiwa Capital Markets Europe Ltd. 

Euro area: Services PMIs  

 
Source: Refinitiv,  S&P Global and Daiwa Capital Markets Europe Ltd. 

Europe: Manufacturing PMIs 

 
Source:  Refinitiv, S&P Global and Daiwa Capital Markets Europe Ltd. 

Europe: Services PMIs 

 
Source: Refinitiv, S&P Global and Daiwa Capital Markets Europe Ltd. 
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UK 

Real retail sales down for fourth successive quarter in Q2 despite modest drop in June 

In real terms, retail sales fell a little less than expected in June, declining just 0.1%M/M, which might suggest some resilience 
in the face of high inflation. Indeed, in part, the drop reflected a sharp fall in auto fuel sales, as many consumers reportedly 
delayed filling up their tanks in the face of record high petrol prices – excluding fuel, sales unexpectedly rose 0.4%M/M. 
However, overall sales in June were flattered by an exceptional surge of 3.1%M/M in purchases of food related to the extra 
bank holiday that month. In contrast, non-food sales fell 0.7%M/M as purchases of clothing fell a steep 4.7%M/M and 
household goods fell 3.7%M/M, with both components probably impacted by the rail strikes at the end of the month. Most 
notably, however, while the overall drop in sales in June was modest, the decline over Q2 as a whole was substantive, and 
represented the fourth successive quarterly fall. In particular, with sales in May revised down (now estimated to have fallen 
0.8%M/M), real retail sales dropped 1.2%Q/Q last quarter, with the same pace of decline when auto sales are excluded. 
Illustrating the pronounced downward trend of the past year, while the level of sales in June was still 2.2% above the pre-
pandemic level in February 2020, it was down a steep 5.8%Y/Y. However, with prices higher, in nominal terms, the value of 
sales was up 4.4%Y/Y in June and also up 2.4%Q/Q in Q2.    
 

Consumer confidence remains close to series low suggesting that sales will remain weak 

Looking ahead, sales seem bound to remain subdued at best. Indeed, the latest GfK consumer confidence survey 
suggested (unsurprisingly) that household sentiment remains exceptionally weak. While the headline confidence index rose 
a slight 1pt (to -41) in July, that came from the record low in June. Within the detail, households judged the recent economic 
performance to have been worse than previously expected, as the impact of higher inflation and rising interest rates 
continued to weigh. But while there was a very modest improvement in their expected financial situation over the coming 
twelve months, GfK attributed this to hopes of a cut in taxes once the next Prime Minister – still yet to be determined – takes  
office in the autumn. This notwithstanding, the relevant survey index remained some 37pts lower than a year ago. And so, 
households unsurprisingly still considered the climate for making major purchases to be extremely unfavourable – indeed, 
despite edging up 1pt on the month, at -34 the relevant index was 36pts lower than a year ago and well below the long-run 
average (-1).    
 

Flash UK PMIs suggest a slowing services expansion, and contraction in manufacturing  

Contrasting with the euro area, today’s flash UK PMIs still pointed to expansion at the start of the third quarter. Nevertheless, 
the composite PMI fell in July for the third month out of the past four, by 0.9pt to 52.8, roughly 3pts below the average in the 
first half of the year and implying the softest growth since February 2021. Despite a boost to spending on travel and leisure 
services (perhaps reflecting the warmer weather), the headline services activity index more than reversed the surprise 
increase in June to be down 1pt at 53.3, and 4pts below the average so far this year, albeit still signaling ongoing expansion. 
In contrast, the survey suggested that industrial production went into reverse for the first time for more than two years. 
Indeed, the manufacturing output index fell for the third consecutive month, by 0.6pt to 49.7. And softer demand led to the 
first drop in backlogs since June 2020, while new domestic and overseas fell at a steeper pace than June. So, while there 
were some signs that cost burdens had eased for a second successive month, firms were still relatively cautious about 
prospects for production over the coming year, reflecting not least the gloomy global economic outlook. And although some 
services were hoping the current slowdown would prove temporary, with consumer confidence at record low levels, interest 
rates set to increase further and household purchasing power eroded by higher prices, we do not expect a meaningful boost 
to services throughout the second half of the year.  
 
 

 

Euro area: Longer-term inflation expectations 

 
Source: ECB SPF survey and Daiwa Capital Markets Europe Ltd. 

UK: Retail sales* 

 
*Dashed lines represent quarterly averages. Source: Refinitiv and 

Daiwa Capital Markets Europe Ltd. 
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The week ahead in the UK 

The coming week brings a number of UK economic sentiment surveys, with the CBI’s industrial trends report for July due on 
Monday, followed by its distributive trades survey for the same month on Tuesday. Like today’s preliminary manufacturing 
PMIs the industrial trends survey is expected to suggest some loss of recovery momentum in the sector. The CBI’s retail 
trade survey, meanwhile, is also likely to indicate that conditions remain difficult for retailers, as high inflation squeezes 
household budgets. Indeed, Wednesday’s BRC shop price index for July is likely to rise to a new series high. Other data due 
in the coming week include the Nationwide house price index on Thursday followed by the Lloyds business barometer and 
BoE lending data on Friday. 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

UK: Consumer confidence 

 
Source: Refinitiv, GfK and Daiwa Capital Markets Europe Ltd. 

UK: Composite PMIs  

 
Source: Refinitiv,  S&P Global and Daiwa Capital Markets Europe Ltd. 

UK: Manufacturing PMIs 

 
Source:  Refinitiv, S&P Global and Daiwa Capital Markets Europe Ltd. 

UK: Services PMIs 

 
Source: Refinitiv, S&P Global and Daiwa Capital Markets Europe Ltd. 
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Daiwa economic forecasts 

 
2022 2023 

2022 2023 2024 
 Q1 Q2 Q3 Q4 Q1 Q2 

 GDP %, Q/Q  %, Y/Y 

 Euro area 
 

0.6 0.0 0.2 -0.1 -0.2 0.0 2.6 -0.1 0.9 

 UK 
 

0.8 -0.1 0.1 -0.1 0.0 -0.1 3.5 -0.2 0.7 

 Inflation, %, Y/Y 
                 

 Euro area                     

  Headline HICP 
 

6.1 8.0 8.5 7.9 6.2 4.4 7.7 4.2 1.9 

  Core HICP 
 

2.7 3.7 4.0 4.2 4.1 3.9 3.6 3.6 2.1 

UK                    

  Headline CPI 
 

6.2 9.1 9.9 10.4 9.7 6.5 8.9 6.3 2.5 

  Core CPI 
 

5.1 6.0 6.4 6.3 5.8 5.1 6.0 4.9 2.5 

 Monetary policy, % 
                   

 ECB                 

  Refi Rate  
 

0.00 0.00 1.00 1.50 1.75 1.75 1.50 1.75 1.50 

  Deposit Rate   -0.50 -0.50 0.50 1.00 1.50 1.50 1.00 1.50 1.25 

 BoE                    

  Bank Rate  
 

0.75 1.25 2.00 2.50 2.50 2.50 2.50 2.50 2.00 

Source: Bloomberg, ECB, BoE and Daiwa Capital Markets Europe Ltd. 

 

European calendar 
Today’s results 

Economic data 

Country  Release Period Actual 
Market consensus/ 

Daiwa forecast 
Previous Revised 

Euro area  Preliminary manufacturing (services) PMI Jul 49.6 (50.6) 51.0 (52.0) 52.1 (53.0) - 

  Preliminary composite PMI Jul 49.4 51.0 52.0 - 

Germany  Preliminary manufacturing (services) PMI Jul 49.2 (49.2) 50.7 (51.4) 52.0 (52.4) - 

  Preliminary composite PMI Jul 48.0 50.2 51.3 - 

France  Preliminary manufacturing (services) PMI Jul 49.6 (52.1) 51.0 (52.8) 51.4 (53.9) - 

  Preliminary composite PMI Jul 50.6 51.1 52.5 - 

UK  GfK consumer confidence Jul -41 -42 -41 - 

  Retail sales including auto fuel M/M% (Y/Y%) Jun -0.1 (-5.8) -0.2 (-5.3) -0.5 (-4.7) -0.8 (-) 

  Retail sales excluding auto fuel M/M% (Y/Y%) Jun 0.4 (-5.9) -0.4 (-6.2) -0.7 (-5.7) -1.0 (-5.5) 

  Preliminary manufacturing (services) PMI Jul 52.2 (53.3) 52.0 (53.0) 52.8 (54.3) - 

  Preliminary composite PMI Jul 52.8 52.4 53.7 - 

Auctions 

  Country  Auction 

- Nothing to report - 

 Source: Bloomberg and Daiwa Capital Markets Europe Ltd. 
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The coming week’s data calendar 
The coming week’s key data releases 

Country  BST Release Period 

Market consensus/ 

Daiwa 

forecast/actual 

Previous 

Monday 25 July 2022  

Germany  09.00 ifo business climate index  Jul 90.2 92.3 

  09.00 ifo current assessment (expectations) Jul 97.5 (83.0) 99.3 (85.8) 

UK  11.00 CBI industrial trends survey – total orders (selling prices) Jul 12 (-) 18 (58) 

  11.00 CBI industrial trends survey – business optimism  Jul - -34) 

Tuesday 26 July 2022 

Spain  08.00 PPI M/M% (Y/Y%) Jun - 0.9 (43.6) 

UK  11.00 CBI distributive trades survey – reported retail sales Jul -10 -5 

Wednesday 27 July 2022 

Euro area  09.00 M3 money supply Jun 5.4 5.6 

Germany  07.00 GfK consumer confidence Jul -29.0 -27.4 

France  07.45 INSEE consumer confidence  Jul 80 82 

Italy  09.00 ISTAT business (manufacturing) confidence Jul - (108.0) 113.6 (110.0) 

  09.00 ISTAT consumer confidence  Jul 96.0 98.3 

  09.00 Hourly wages M/M% (Y/Y%) Jun - 0.1 (0.7) 

UK  00.01 BRC shop price index Y/Y% Jul - 3.1 

Thursday 28 July 2022 

Euro area  10.00 EC economic sentiment indicator  Jul 101.9 104.0 

  10.00 EC industrial (services) confidence  Jul 6.0 (13.7) 7.4 (14.8) 

  10.00 EC consumer confidence  Jul -27.0 -23.8 

Germany  13.00 Preliminary CPI M/M% (Y/Y%) Jul 0.6 (7.4) 0.1 (7.6) 

  13.00 Preliminary EU-harmonised CPI M/M% (Y/Y%) Jul 0.4 (8.1) -0.1 (8.2) 

France  07.45 PPI M/M% (Y/Y%) Jun - -0.1 (27.3) 

Spain  08.00 Retail sales Y/Y% Jun - 1.4 

UK  07.00 Nationwide house price index M/M% (Y/Y%) Jul - 0.3 (10.7) 

Friday 29 July 2022 

Euro area  10.00 Preliminary CPI M/M% Y/Y% Jul -0.2 (8.5) 0.8 (8.6) 

  10.00 Preliminary core CPI Y/Y% Jul 3.9 3.7 

  10.00 Preliminary GDP Q/Q% (Y/Y%) Q2 0.0 (3.2) 0.6 (5.4) 

Germany  08.55 Unemloyment claimant rate % (change 000s) Jul 5.4 (12.5) 5.3 (133) 

  09.00 Preliminary GDP Q/Q% (Y/Y%) Q2 -0.2 (1.4) 0.2 (3.8) 

France  07.45 Preliminary CPI M/M% (Y/Y%) Jul 0.1 (6.0) 0.7 (5.8) 

  07.45 Preliminary EU-harmonised CPI M/M% (Y/Y%) Jul 0.2 (6.7) 0.9 (6.5) 

  07.45 Preliminary GDP Q/Q% (Y/Y%) Q2 0.2 (3.7) -0.2 (4.5) 

  07.45 Consumer spending M/M% (Y/Y%) Jun -0.5 (-4.5) 0.7 (-3.4) 

Italy  09.00 Preliminary GDP Q/Q% (Y/Y%) Q2 -0.1 (3.4) 0.1 (6.2) 

  10.00 Preliminary CPI M/M% (Y/Y%) Jul 0.5 (8.0) 1.2 (8.0) 

  10.00 Preliminary EU-harmonised CPI M/M% (Y/Y%) Jul -1.0 (8.6) 1.2 (8.5) 

  11.00 PPI M/M% (Y/Y%) Jun - 0.3 (42.7) 

Spain  08.00 Preliminary CPI M/M% (Y/Y%) Jul -0.3 (10.4) 1.9 (10.2) 

  08.00 Preliminary EU-harmonised CPI M/M% (Y/Y%) Jul -1.0 (10.3) 1.9 (10.0) 

  08.00 Preliminary GDP Q/Q% (Y/Y%) Q2 0.2 (5.3) 0.2 (6.3) 

UK  00.01 Lloyds business barometer Jul - 28 

  09.30 Net consumer credit £bn (Y/Y%) Jun 1.0 (-) 0.8 (5.7) 

  09.30 Mortgage lending £bn (approvals 000s) Jun 6.3 (64.0) 7.4 (66.2) 

Source: Bloomberg and Daiwa Capital Markets Europe Ltd. 
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The coming week’s key events & auctions 

Country  BST Event / Auction 

Monday 25 July 2022 

Euro area  09.00 ECB publishes Survey of Monetary Analysts 

UK  09.30 BoE publishes Asset Purchase Facility Quarterly Report – Q2 

Tuesday 26 July 2022 

Italy  10.00 Auction: €2.5bn of 1.75% 2024 bonds 

  10.00 Auction: 0.1% 2033 index-linked bonds 

  10.00 Auction: 2.55% 2041 index-linked bonds 

Wednesday 27 July 2022 

Germany  10.30 Auction: €4.0bn of 0% 2032 bonds 

UK  10.00 Auction: £700mn of 0.125% 2051 index-linked bonds 

Thursday 28 July 2022 

Italy  10.00 Auction: 5Y and 10Y bonds 

Friday 29 July 2022 

- Nothing scheduled - 

Source: Bloomberg and Daiwa Capital Markets Europe Ltd. 
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