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e Bunds made modest losses even as the ECB’s latest Bank Lending Survey Daily bond market movements
reported a record decline in demand for business loans and Germany’s ifo BKO%CT%Q/ZS ;'(‘;2"15 Cgagfge
business survey signalled a marked deterioration in current conditions. : : .
Gilts al do | UK facturi ionalled OBL 2.4 10/28 2.503 +0.008
e Gilts also made losses as manufacturing survey signalled an DBR 2.6 08/33 2474 +0.012
improvement in business sentiment, output and orders. UKT 0% 06/25 2.968 +0.043
o Wednesday will bring the latest results for euro area bank lending and UKT 1% 10/28 4.362 +0.021
French consumer confidence. UKT 3% 01/33 4.268 +0.015

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

Euro area

Credit standards tighten further in Q1 amid a deteriorating economic outlook

While this week’s ECB monetary policy meeting will certainly deliver a further 25bps increase in its interest rates, the findings
from the ECB’s latest Bank Lending Survey (BLS), published today, as well as yesterday’s disappointing flash PMIs, will
provide the Governing Council with plenty to consider with respect to the near-term policy outlook and might well merit a
slightly less hawkish tone from President Lagarde in her post-meeting press conference. Certainly, the Q2 BLS further
highlighted some of the effects of the ECB’s aggressive tightening since last summer, with banks continuing to report a net
tightening in credit standards over the past quarter amid increased perceptions of risks with respect to both the economic
outlook and firm-specific conditions, as well as banks’ lower risk tolerance. Admittedly, the net percentage of banks reporting
a tightening of credit standards to non-financial firms (NFCs) last quarter (14%) was smaller than in Q1 when conditions
were adversely impacted by intensified financial market turbulence, but were still above the long-run average (9%). And
banks reported a further net increase in the share of rejected business loan applications in Q2, the most since the series
began in 2015. The share of banks noting tighter credit standards for housing loans also eased slightly in Q2 (8%) but
similarly remained above the average. Meanwhile, there was a marked deterioration in credit standards for unsecured
household credit (up 8ppts to 18%), as banks’ risk tolerance decreased amid the worsening economic outlook and
consumers’ creditworthiness.

Demand for business loans declines by the most on record

Given higher interest rates, growing economic uncertainties and weaker investment intentions, the most striking — albeit not
surprising — feature of today’s BLS related to loan demand. Indeed, banks suggested that net demand for business loans in
Q2 was substantially weaker than three months earlier, with the decline the steepest since the series began in 2003 as the
drop in demand for long-term loans was also the strongest on record. Similarly reflecting higher interest rates, as well low
consumer confidence and weaker housing market prospects, the net decrease in demand for housing loans remained strong
in Q2 (-47%) and well in excess of the long-run average. While this was slightly less pronounced than in the previous two
quarters, on a four-quarter average basis, the net balance (-59%) matched the record low at the height of the global financial
crisis. The net decline in demand for consumer credit was also slightly less negative in Q2, reflecting a diminishing drag from
a decline in spending on durable goods. However, the decline was still larger than the long-run average. Overall, today’s BLS
suggested that banks anticipated a further (albeit smaller) tightening of credit standards and weakening in demand for
business and household loans over the coming three months.
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Germany’s ifo survey points to a marked deterioration in current conditions in July

Coming on the back of yesterday’s disappointing flash PMIs, today’s German ifo institute business survey suggested a
particularly gloomy economic backdrop for the euro area’s largest member state. Indeed, the headline business climate
index fell for a third consecutive month in July, by a steeper-than-expected 1.3pts to 87.3, the lowest reading since
November and almost 4pts below the Q223 average. The deterioration this month was principally driven by a worsening of
current business assessments, for which the respective index fell 2.4pts to 91.3, the lowest since early 2021. And, with the
exception of a slight improvement in sentiment among retailers, the weakening in the current situation was broad based. In
particular, given the ongoing decline in new orders and with capacity utilisation at its lowest for more than two years,
manufacturers were their most downbeat about the current environment since November 2020. Despite tourism and IT
activities holding up relatively well, services firms were also the least upbeat about current conditions for 18 months as the
transport and logistics sub-sectors continued to struggle. And reflecting the negative effect from higher interest rates and
material costs, firms in the construction sector were the most pessimistic since early 2011. The more modest decline in the
survey’s expectations index (-0.3pt to a seven-month low of 83.5) arguably suggested some stabilisation in the outlook over
the coming six months. However, this still left the index some 45pts below the Q2 average and more than 13pts below the
long-run average, raising the risk of a prolonged recession through to the end of the year.

The day ahead in the euro area

Wednesday will bring the release of the monthly euro area bank lending figures for June. Consistent with the findings from
today’s quarterly survey, these are expected to confirm that loan growth to businesses and households remained extremely
weak at the end of the second quarter. These data are also likely to highlight the ongoing substitution of overnight deposits to
higher-yielding time accounts. Tomorrow will also bring the latest French INSEE consumer confidence survey results, which
might well report a further modest improvement in headline sentiment but suggest that the share of households considering it
a good time to make major purchases remained very weak.

UK

CBI suggests an improvement in manufacturing sentiment, but weaker investment intentions

Given the downbeat tone of yesterday’s manufacturing PMIs, today’s CBI’s industrial trends release signalled a surprising
improvement in conditions in the sector at the start of Q3. In particular, the survey’s measure of output in the three months to
July rose to its highest level since November, while the respective new orders balance jumped to its highest since December
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amid a marked improvement in external demand. As such, the CBI’s quarterly survey reported that business optimism was
the best since Q421. This notwithstanding, firms were less upbeat about expected orders over the coming three months,
while manufacturers’ investment intentions for the coming twelve months fell sharply in July, with the respective index falling
15pts to a 2% year low. This outlook would certainly tally more closely with yesterday’s PMIs, which implied a steeper pace
of contraction in both output and orders at the start of Q3. Overall, today’s CBI survey seems at odds with the current
challenging global environment.

The day ahead in the UK

It should be a quiet day ahead for UK economic news with no top-tier data due for release.

Germany: ifo survey current conditions indices

Germany: ifo survey expectation indices
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UK: CBI survey manufacturing output & orders

Source: Refinitiv Datastream, ifo institute and Daiwa Capital Markets Europe Ltd.

UK: CBI survey manufacturing sector indices
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Today’s results

Economic data

Country Release Period  Actual Mark_e t consensus/ Previous Revised
Daiwa forecast

Germany M o business climate Jul 87.3 88.0 88.5 88.6
M ({0 current assessment (expectations) balance Jul  91.3(83.5) 93.0 (83.4) 93.7 (83.6) -(83.8)
UK B cBlindustry trends survey, total orders (business optimism) Jul -9 (6) -17 (3) -15 (-2) -
Auctions
Country Auction

italy [l| B sold €3.75bn of 3.60% 2025 bonds at an average yield of 3.69%
l . sold €1.25bn of 0.10% 2033 index-linked bonds at an average yield of 1.86%

UK : sold £3.00bn of 3.75% 2038 bonds at an average yield of 4.447%
Source: Bloomberg and Daiwa Capital Markets Europe Ltd.

Tomorrow’s releases

Economic data

Period Previous
Country BST Release Markg t consensus/
Daiwa forecast
Euroarea [l 09.00 M3 money supply Y/Y% Jun 0.9 1.4
France l l 07.45 INSEE consumer confidence Jul 86 85

Auctions and events

Germany M 10.30 Auction: €4.00bn of 2030 bonds
Source: Bloomberg and Daiwa Capital Markets Europe Ltd.

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.


https://www.uk.daiwacm.com/ficc-research/recent-blogs
http://www.uk.daiwacm.com/about-us/corporate-governance-regulatory
http://www.uk.daiwacm.com/about-us/corporate-governance-regulatory
https://daiwa3.bluematrix.com/sellside/Disclosures.action
https://lzone.daiwa.co.jp/l-zone/disclaimer/creditratings.pdf

