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e Bunds made notable losses even as today’s German industrial production Daily bond market movements
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e Thursday will bring updated euro area Q1 GDP data, and May surveys on UKT 0% 06/25 4563 $0.084
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UKT 3%, 01/33 4.243 +0.037
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German IP ekes out modest growth in April, but fails to reverse drop in March

Like retail sales and exports, German industrial production rose in April, but not sufficiently to reverse fully the drop in March.
Given the sharp decline in manufacturing turnover reported yesterday, industrial production at the start of Q2 was slightly
firmer than might have been feared, eking out a modest increase of 0.3%M/M in April. Moreover, the contraction in March
was smaller than previously estimated, revised by 1.3ppts, albeit leaving industrial output still down a hefty 2.1%M/M that
month. And given the strength in the first two months of the year, IP was still up a seemingly respectable 1.7%3M/3M. But,
overall, today’s report certainly suggested a lack of momentum in Germany’s manufacturing sector in Q2. Much of the little
growth reported in industry in April came from a rebound in construction (2.0%M/M), to leave it 2% above the Q1 average. In
contrast, manufacturing output rose just 0.1%M/M, to leave it some 4.7% below the pre-pandemic level and 0.6% below the
Q1 average. So, the figures flagged the risks of a decline over the second quarter as a whole following growth of more than
1%.%Q/Q in Q1.

Structural adjustment in the energy-intensive subsector continues

In the absence of the first increase in production in the pharmaceutical sub-sector since December (6.4%M/M),
manufacturing output would have contracted for a second successive month in April. Indeed, production of consumer
durables fell more than 2%M/M in April. And output of capital goods fell for a second successive month (albeit by just
0.3%M/M). That reflected further declines in autos (-0.8%M/M) to some 8% below the pre-pandemic level, and machinery
output (-0.5%M/M) to more than 2% below the pre-pandemic level and the lowest in eleven months. While those declines
likely in part reflect payback for strength in earlier months, the structural adjustment in the energy-intensive sector appears to
be a lasting phenomenon. Indeed, even as wholesale natural gas prices continued to fall, firms appear to have continued
efforts to cut reliance on energy, with industrial gas usage down about 9%Y/Y in April. And so, production in energy-intensive
subsectors also fell 1%M/M that month to the second-lowest level since the global financial crisis, to be down almost
13%Y/Y and more than 2% below the Q1 average. Within this category, production of glassware fell to its lowest level since
February 2012, while chemicals production maintained a downwards trend to its second-lowest level since the start of 2009.
And with manufacturers’ gas usage still well below normal levels in May, output in these subsectors appears to have
remained very subdued last month despite the further improvement in the terms of trade.

Outlook for the manufacturing sector remains subdued

While the latest autos production figures have at least suggested renewed recovery in May as supply-chain strains eased
again, a recent ifo institute auto sector report suggested that firms are increasingly pessimistic about the outlook amid
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ongoing concerns about external demand. And so, while backlogs built up during the pandemic remain elevated, auto firms’
production expectations for the coming three months were the lowest since April 2022, with the outlook for other sub-sectors
generally less upbeat too. Truck-toll mileage maintained a downwards trend in May. And with order books on a steady
downwards path but inventories the highest since the first wave of Covid-19, the near-term outlook for production remains
subdued. So, while there should be some positive carry from recent developments in the services sector — where activity
rose for the third consecutive month in March to be up 0.6%Q/Q in Q1 — there is a non-negligible risk of a further contraction
in German GDP in Q2.

Surge in Irish IP strongly suggests firm growth in euro area production in April

As is often the case, volatility in Irish production was most extreme in April. Total output surged a whopping 21.5%M/M, with
manufacturing up an even steeper 70.7%M/M, a series record, for which the so-called “modern sector”, comprising
chemicals, pharmaceuticals, and crucially ICT and electronic equipment, posted a huge increase of 81.3%M/M. This
followed a substantial slump of 27%M/M in March, to leave total output still around 1% below the Q1 average. Taken
together with positive growth in France, and in spite of declines in Spain (-1.8%M/M) and Portugal (-5.5%M/M), today’s data
strongly suggest that euro area industrial production posted solid growth in April, even if it doesn’t fully reverse the near-
4%M/M recorded in March.

The day ahead in the euro area

Tomorrow will bring updated euro area Q1 GDP figures, which are highly likely to see the modest growth initially reported
(+0.1%Q/Q) revised away. Indeed, given the downwards revision in Germany (-0.3%Q/Q), a substantial adjustment in
Ireland (from -2.7%Q/Q to -4.6%Q/Q), and today’s data reporting negative growth in Greece (-0.1%Q/Q), we now forecast
aggregate euro area GDP to have contracted slightly, by 0.1%Q/Q, in Q1. The first expenditure breakdown will show that,
despite another decent rise in employment (updated figures tomorrow should confirm growth of 0.6%Q/Q), household
consumption contracted for a second successive quarter, while government consumption also fell. But modest contributions
from fixed investment and net trade should have provided some offsets.
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The day ahead in the UK

After a quiet day for UK economic news, tomorrow will bring the publication of the RICS residential survey for May. Given
renewed increases in interest rates on mortgages, as well as last Friday’s weak mortgage lending figures, we might expect
to see an increase in the number of surveyors expecting house prices to fall further over coming months. The REC/KPMG
report on jobs will also be watched for evidence of a further slowdown in the jobs market in May. As such, the survey’s
measure of starting salaries might well point to a further moderation in pay growth having ticked slightly higher in April.
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European calendar

Today’s results

Economic data
Country Release Period  Actual Mg:ﬁs:?g:ir:;y Previous Revised
Germany ™ |ndustrial production M/M% (Y/Y%) Apr 0.3(1.6) 0.6 (1.6) -3.4(1.8) -2.1(2.3)
France l l Trade balance €bn Apr -9.7 -7.7 -8.0 -8.4
italy [l Bl Retail sales M/IM% (Y/Y%) Apr  0.2(3.2) - 0.0 (5.8) -
Spain  ee= House price index Q/Q% (Y/Y%) QL  0.6(35) - -0.8 (5.5)
Auctions
Country Auction
Germany ™ sold €936mn of 0% 2025 green bonds at an average yield of 2.66%
UK E#= sold £4bn of 3.5% 2025 bonds at an average yield of 4.874%

Source: Bloomberg and Daiwa Capital Markets Europe Ltd.

Tomorrow’s releases

Economic data
Country BST Release Period Mgr:i(\elc :?grseir;ssttjs/ Previous
Euro area _ 10.00 GDP - second estimate Q/Q% (Y/Y%) Q1 -0.1(1.2) -0.1 (1.8)
BB 1000 Final employment Q/Q% (Y/Y%) Q1 0.6 (1.7) 0.3(1.5)
UK EEE 00.01 RICS house price balance % May -39 -39
Auctions and events
UK 4= 00.01 REC/KPMG report on jobs

Source: Bloomberg and Daiwa Capital Markets Europe Ltd.
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Access our research blog at:
https://www.uk.daiwacm.com/ficc-research/recent-blogs

This research report is produced by Daiwa Securities Co. Ltd., and/or its affiliates and is distributed by Daiwa Capital Markets Europe Limited (“DCME”). DCME is authorised and regulated by The
Financial Conduct Authority and is a member of the London Stock Exchange. DCME and its affiliates may, from time to time, to the extent permitted by law, participate or invest in other financing
transactions with the issuers of the securities referred to herein (the “Securities”), perform services for or solicit business from such issuers, and/or have a position or effect transactions in the
Securities or derivatives or options thereof and/or may have acted as an underwriter during the past twelve months for the issuer of such securities. In addition, employees of DCME and its affiliates
may have positions and effect transactions in such the Securities or derivatives or options thereof and may serve as Directors of such issuers. DCME may, to the extent permitted by applicable UK
law and other applicable law or regulation, effect transactions in the Securities before this material is published to recipients.

This publication is intended only for investors who are professional clients as defined in MiFID Il and should not be distributed to retail clients as defined in MiFID II. Should you enter into investment
business with DCME'’s affiliates outside the United Kingdom, we are obliged to advise that the protection afforded by the United Kingdom regulatory system may not apply; in particular, the benefits
of the Financial Services Compensation Scheme may not be available.

DCME has in place organisational arrangements for the prevention and avoidance of conflicts of interest. Our conflict management policy is available at http://www.uk.daiwacm.com/about-
us/corporate-governance-requlatory. Regulatory disclosures of investment banking relationships are available at https://daiwa3.bluematrix.com/sellside/Disclosures.action.

Explanatory Document of Unregistered Credit Ratings

This report may use credit ratings assigned by rating agencies that are not registered with Japan’s Financial Services Agency pursuant to Article 66, Paragraph 27 of the Financial Instruments and
Exchange Act. Please review the relevant disclaimer regarding credit ratings issued by such agencies at:

https:/Izone.daiwa.co.jp/l-zone/disclaimer/creditratings.pdf

IMPORTANT
This report is provided as a reference for making investment decisions and is not intended to be a solicitation for investment. Investment decisions should be made at your own discretion and risk.

Content herein is based on information available at the time the report was prepared and may be amended or otherwise changed in the future without notice. We make no representations as to the
accuracy or completeness. Daiwa Capital Markets Europe Limited retains all rights related to the content of this report, which may not be redistributed or otherwise transmitted without prior consent.
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