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e Ahead of Lagarde’s speech at Jackson Hole, Bunds made losses despite Daily bond market movements
confirmation that Germany’s economy stagnated in Q2 and the ifo survey Bond Yield Change
signalled a notable worsening in business conditions over the summer. IO S B 3.017 +0.076
> OBL 2.4 10/28 2.577 +0.075
e Gilts made modest Iogses asa UK consumer survey reported an DBR 2.6 08/33 2554 +0.047
unexpected recovery in confidence in August. UKT 0% 06/25 5017 $0.046
e The coming week will bring flash euro area inflation, the Commission’s UKT 1% 10/28 4.512 +0.040
survey, ECB and BoE bank lending data, as well as the publication of the UKT 3% 01/33 4.438 +0.013
ECB account from July’s policy-setting meeting. *Change from close as at 4:30pm BST.

Source: Bloomberg

Euro area

Germany’s economy stagnated in Q2 due to a rebound in inventories

There were no surprises from today’s updated German national accounts figures, which confirmed that the euro area’s
largest member state stagnated in the second quarter, bringing an end to the technical recession over the winter. This in part
reflected some stabilisation in household consumption in Q2 following sharp declines over the prior two quarters amid an
improvement in disposable incomes as inflation eased. This notwithstanding, household spending was merely flat in Q2, to
leave it still some 1.7% below the pre-pandemic level, as households preferred to add to their savings — with the ratio
jumping 1.2ppts to a six-quarter high of 11.9% — amid rising interest rates and persisting uncertainties surrounding the
economic outlook. Indeed, while consumers spent a little more on food, spending was down on hospitality, new cars and
furnishings. Government consumption rose for the first quarter in five, albeit by just 0.1%Q/Q. And fixed investment rose for a
second-successive quarter (0.4%Q/Q), with growth in machinery and a moderate increase in construction offsetting a further
contraction in transport equipment. But private investment merely added 0.1ppt to GDP growth in Q2 and was still 2% below
the pre-pandemic benchmark. Moreover, with exports having declined sharply (-1.1%Q/Q) and imports failing to grow leaving
net trade subtracting 0.5ppt from GDP growth, it was largely thanks to a rebound in inventories that Germany’s economy
didn’t contract for a third successive quarter.

German ifo survey provides further evidence to suggest renewed contraction in Q3

While the Bundesbank expects the economy to broadly stagnate again in Q3, there appears to be a significant risk that
German output slipped back this quarter. Certainly, sharp declines in manufacturing and construction activity, and weaker
retail and hospitality sales in June suggests a negative carryover to the start of the third quarter. And following the slump in
the flash PMls earlier in the week, today’s ifo institute survey results added to evidence that the economy was on track for a
renewed contraction in Q3. In particular, the headline business climate index fell a steeper-than-expected 1.7pts in August to
85.7, a ten-month low and leaving the index trending so far in Q3 more than 4'2pts below the Q2 average. The deterioration
was principally driven by a worsening assessment of current conditions, for which the respective index fell 2.4pts in August to
89.0, the weakest for three years and the lowest since March 2010 when excluding the first pandemic wave. Manufacturers
were increasingly pessimistic about the current situation, with the respective index falling into negative territory for the first
time since October 2020, to leave it trending so far in Q3 a whopping 12%2pts below the Q2 average. And firms in the sector
were expecting conditions to worsen further over the near-term amid persisting declines in new orders. The weakness in
manufacturing continued to weigh on the transport and logistics subsector. But services firms more generally were also less
sanguine, with the current assessment balance the lowest for more than two years, with a further deterioration in the outlook
expected too. And the collapse in construction sentiment continued over the summer, with firms the most downbeat about

Germany: GDP growth & expenditure contributions Germany: GDP, consumption & fixed investment

3 but 102
ppt contribution Index: Q419=100
? | 100 - ot e
1 o5 | /\//‘l
0 f
96
-1
94
-2
3 92
-4 0 | GDP
Q420 Q121 Q221 Q321 Q421 Q122 Q222 Q322 Q422 Q123 Q223 Private consumption
88 - Fixed investment
Consumption mmmm— Government Fixed investment
. 86
Net trade = |nventories GDP, %, Q/IQ Q117 Q118 Q119 Q120 Q121 Q122 Q123

Source: Refinitiv Datastream and Daiwa Capital Markets Europe Ltd. Source: Refinitiv Datastream and Daiwa Capital Markets Europe Ltd.


https://bit.ly/3Oowpyn
https://bit.ly/44gJCiQ

Europe 25 August 2023

Euro wrap-up

Daiwa

Capital Markets

the current situation since the start of 2011 and pessimism regarding the coming three months becoming even more
widespread.

The week ahead in the euro area

Ahead of the ECB’s forthcoming Governing Council meeting on 14 September, it will be a busy week ahead for key euro
area economic releases, including July monetary data (Monday), the Commission’s business surveys (Wednesday), and
flash August inflation estimates (Thursday), as well as the ECB account from the July policy-setting meeting (Thursday).
Having eased to an eighteen-month low in July (5.3%Y/Y) and just half the peak last October, headline inflation is expected
to have moderated slightly further in August, by 0.1ppt to 5.2%Y/Y. Of course, given the impact of base effects in energy and
food inflation, developments in the core components and in particular services will be of significance to next month’s policy
decision. And while core goods inflation is expected to have taken another step down this month, the moderation in the core
CPI rate is likely to be limited by a further uptick in services inflation. In line with the Bloomberg consensus, we expect core
inflation to ease 0.2ppt to 5.3%Y/Y. The flash German and Spanish figures (Wednesday) will offer further insight, with the
French and Italian numbers following on Thursday.

The more dovish Governing Council members might focus on developments in the Commission’s latest sentiment survey,
with the business indices likely to echo the downbeat assessment in the past week’s PMls, ifo and INSEE results, and also
confirm a modest deterioration reported in the preliminary consumer confidence indicator. Indeed, the headline economic
sentiment indicator is expected to fall to its lowest since late-2020 to be more than 6% below the long-run average.
Meanwhile, the ECB’s monetary figures are likely to further illustrate the negative impact of the ECB’s aggressive policy
tightening on bank lending and deposits, with M3 money supply growth expected to fall to 0%Y/Y, which would be the
weakest since 2010. The coming week will also bring the latest euro area unemployment figures (Thursday), which are
expected to show that the jobless rate remained at a series low of 6.4%. The ECB’s account will be also closely analysed for
further insight into the Governing Council’s decision at its July meeting to not give guidance on the likely outcome of the
September meeting and open the door to a possible pause in the tightening cycle. While President Lagarde was clear that
the September policy decision would depend upon both the forthcoming data and the ECB’s updated macroeconomic
projections to be completed ahead of that meeting, it will be interesting to see whether the minutes from July reveal strong
views on a pause by some members and to what extent members considered the balance of risks to have changed.
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Improvement in consumer confidence offers some mild relief from the gloomy business surveys

The GfK consumer confidence survey today provided some welcome (albeit mild) relief from the past week’s gloomy UK
business survey results, This suggested some resilience in household sentiment amid strong wage growth and easing
inflation, with the headline sentiment index jumping in August, by 5pts to -25, largely reversing the drop recorded in July to its
second-strongest reading since January 2022. This notwithstanding, the index was still trending in Q3 only slightly firmer
than in Q2 and well below the long-run average (-10). Encouragingly, the improvement was broad based, with the index
measuring economic developments over the previous twelve months rising to its highest since Russia’s invasion of Ukraine.
Households were a touch less pessimistic about the outlook for the economy over the coming twelve months too. And with
expectations for personal financial situations having also improved, with the respective survey index (-3) substantially closer
to the long-run average (3) than the recent trough (-40). As such, households were seemingly less downbeat about their
spending intentions, with the respective index (up 8pts to -24) the joint-highest since February 2022. Admittedly, the index in
the first two months of Q3 was trending a touch below the Q2 average and still well below the long-run average (-2),
suggesting that, despite the improvement in households’ disposable incomes, consumer spending will likely remain
lacklustre over the near term.

The week ahead in the UK

In contrast with the euro area, the coming week will be relatively light for top-tier UK economic data. Wednesday’s release of
the BoE’s monetary data for July will be of interest and provide an update on the impact of the MPC’s aggressive tightening
this cycle on bank lending and deposits. Indeed, reflecting rising borrowing costs, mortgage lending is expected to remain
historically subdued, with mortgage approvals to remain well below the pre-pandemic average. And while consumer credit
jumped in June, this was due to higher demand for car dealership and personal loans, perhaps reflecting concerns that
interest rates were set to rise further and stay higher for longer. Ahead of this, the BRC shop price index (Tuesday) is likely
to report a further easing in shop price inflation in August, reflecting a dampening impact from developments in global goods
prices as well as weaker household demand. Indeed, the final manufacturing PMI survey (Friday) is likely to confirm that the
input price index (42.8) fell to its lowest since the start of 2016 and was consistent with a deflationary trend. The flash survey
also showed the output index declining sharply further in August, to 43.3, the lowest in twelve months and signalling
significant contraction over the summer. Friday will also bring an update on house prices, with the Nationwide house price
report expected to show a steeper pace of decline in annual price growth.
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The coming week’s data calendar

The coming week’s key data releases

Market consensus/
Country BST Release Period Daiwa Previous
forecast/actual
Monday 28 August 2023
Euroarea [l 0900 M3 money supply Y/Y% Jul 0.0 0.6
Tuesday 29 August 2023
Germany N 07.00  GfK consumer confidence Sep -24.4 -24.4
France l l 07.45 INSEE consumer confidence Aug 85 85
Spain == 08.00 Retail sales Y/Y% Jul - 6.4
UK E$%¥ 00.01 BRC shop price index Y/Y% Aug - 7.6
Wednesday 30 August 2023
Euro area [ 10.00 European Commission economic sentiment indicator Aug 93.6 94.5
B 10.00 European Commission industrial (services) confidence indicator Aug -10.0 (5.0) -9.4 (5.7)
B 10.00  Final European Commission consumer confidence indicator Aug -16.0 -15.1
Germany _— 13.00  Preliminary HICP (CPI) Y/Y% Aug 6.2 (6.0) 6.5 (6.2)
Italy l l 09.00 ISTAT business (manufacturing) confidence indicator Aug - (98.0) 109.1 (99.3)
B B 0900 ISTAT consumer confidence indicator Aug - 106.7
Spain . x| 08.00  Preliminary HICP (CPI) Y/Y% Aug - 2.1(2.3)
UK E{Eﬁ 09.30 Net consumer credit £bn (Y/Y%) Jul - 1.7 (7.6)
: : 09.30 Net mortgage lending £bn (approvals ‘000s) Jul - (52.0) 0.1 (54.7)
E§S  09.30 M4 money supply M/IM% (Y/Y%) Jul - -0.1(0.1)
Thursday 31 August 2023
Euro area [EHEH 10.00  Preliminary (core) HICP Y/Y% Aug 5.2(5.3) 5.3(5.5)
B 10.00  Unemployment rate % Jul 6.4 6.4
Germany _— 07.00 Retail sales M/IM% (Y/Y%) Jul 0.1(-1.4) -0.6 (0.4)
_— 08.55  Unemployment change ‘000s (rate %) Aug 10.0 (5.7) -4.0 (5.6)
France W B 07.45 Preliminary HICP (CPI) Y/Y% Aug 5.3 (4.3) 5.1 (4.3)
B B 0745 Consumer spending M/IM% (Y/Y%) Jul - 0.9 (-2.8)
BB o745 PPIVIY% Jul - 3.0
BB 0745 Final GDP Q/Q% (Y/Y%) Q2 0.5 (0.9) 0.1(0.9)
italy [ W 1000 Preliminary HICP (CPI) Y/Y% Aug 5.3 (5.0) 6.3 (5.9)
Friday 01 September 2023
Euro area [ 09.00 Final manufacturing PMI Aug 43.7 42.7
Germany — 08.55  Final manufacturing PMI Aug 39.1 38.8
France l l 08.50  Final manufacturing PMI Aug 46.4 45.1
[ B | - New car registrations* Y/Y% Aug - 19.9
Italy BB 0845 Manufacturing PMI Aug - 445
BB 0900 Final GDP Q/Q% (Y/Y%) Q2 -0.3 (0.6) 0.6 (2.0)
BB 1000 PPIYY®% Jul - -8.2
BB 1700 Newcar registrations Y/Y% Aug - 8.8
Spain == 08.15 Manufacturing PMI Aug - 47.8
= - New car registrations* Y/Y% Aug - 10.7
UK EEE 00.01  Nationwide house price index M/IM% (Y/Y%) Aug - -0.2 (-3.8)
¥  09.30  Final manufacturing PMI Aug 425 45.3

*Approximate date of release. Source: Bloomberg and Daiwa Capital Markets Europe Ltd.
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Country BST
K EE -
Germany M 1030
Germany N 1030

Italy BB 1000
BB 1000

BB 1000

Euro area _ 12.30
Bl 1230

B 1700

UK B 0815

Event / Auction

Monday 28 August 2023
National holiday

Tuesday 29 August 2023
Auction: €4bn of 2.4% 2028 bonds

Wednesday 30 August 2023

Auction: €1.5bn of 1.3% 2027 bonds
Auction: €3.25bn of 3.8% 2028 bonds
Auction: €1.5bn of 4.35% 2033 bonds
Auction: €3.75bn of 4.2% 2034 bonds

Thursday 31 August 2023
ECB publishes account of 27 July monetary policy meeting
ECB’s Schnabel scheduled to speak — ‘Inflation: Drivers and dynamics’

ECB’s de Guindos scheduled to speak at an academic seminar

BoE Chief Economist Pill scheduled to speak on ‘Back to target, monetary policy in advanced economies’

Friday 01 September 2023
- Nothing scheduled -

Today’s results

Source: Bloomberg and Daiwa Capital Markets Europe Ltd.

Economic data

Market consensus/

Country Release Period  Actual Daiwa forecast Previous Revised
Germany ™ Final GDP Q/Q% (Y/Y%) Q2 0.0(-0.2) 0.0(-0.2) -0.1(-0.2) -
M o business climate Aug 85.7 86.7 87.3 87.4
M fo current assessment (expectations) balance Aug 89.0(82.6) 90.0 (83.5) 91.3 (83.5) 91.4 (83.6)
UK : : GfK consumer confidence Aug -25 -29 -30 -
Auctions
Country Auction
italy [l B sold €2.75bn of 3.6% 2025 bonds at an average yield of 3.63%

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
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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-regulatory. Regulatory disclosures of investment banking relationships are available at https://daiwa3.bluematrix.com/sellside/Disclosures.action.

Explanatory Document of Unregistered Credit Ratings
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