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e Bunds had a mixed performance, as Lagarde reiterated that the ECB’s Daily bond market movements
policy stance will stay restrictive for as long as necessary, but a German Bond Yield Change
business survey continued to offer a relatively bleak assessment. IO B 3.212 -0.024
. i . OBL 2.4 10/28 2.750 +0.007
o Gilts follqwed the glpbal trend lower, while a UK retqll survey beat DER 2.6 08/33 2782 +0.047
expectations, reporting a notably softer pace of decline. UKT 3% 10/25 2.805 +0.005
e Focus tomorrow will be on a keynote address from ECB Chief Economist UKT 4% 06/28 4.389 +0.026
Lane, while ECB monetary figures for August are due on Wednesday UKT 3% 01/33 4.311 +0.066

alongside German and French consumer confidence survey results. *Change from close as at 4:15pm BST.

Source: Bloomberg

Euro area

German ifo business survey beat expectations but still offered a bleak assessment at end-Q3

Today’s German ifo institute business survey offered a relatively bleak assessment of economic conditions, further
suggesting that GDP contracted in the euro area’s largest member state in Q3. However, like last week’s flash PMls, it also
raised hopes that the bottom might have been reached. Indeed, the headline business climate index beat expectations,
falling in September by just 0.1pt — the smallest drop in five months — to 85.7. Admittedly, this still marked the lowest level in
eleven months and left the average in Q3 down 5pts from Q2 at the lowest quarterly reading since the first wave of the
pandemic in Q220 and the global financial crisis before that. Moreover, the current assessment balance fell for the sixth
consecutive month, by 0.3pt to 88.7, the lowest for more than three years. The extent of the decline was curbed by some
stabilisation in the manufacturing sector, with the respective index rising 0.5pt to -1.8, nevertheless the second-lowest level
since October 2020. But sentiment among services firms was reportedly dented by weaker than expected revenues, with the
current situation balance down 3pts to its lowest since April 2021. And similar declines in the retail and construction indices
suggested that firms in those sectors were the most pessimistic in eleven months and twelve years respectively. The survey
was at least less downbeat about the near-term outlook, with the overall expectations balance rising for the first month in
five, by 0.2pt to 82.9, supported by a modest improvement in services and retail firms’ outlooks. But this increase is small
beer compared with the 9pt cumulative drop seen since April. And with the index still well below the long-run average (96.7),
Germany’s near-term economic recovery appears highly likely to be sluggish at best.

German construction orders remain very weak amid declining house prices

While today’s survey offered tentative signs that Germany’s economy might have reached its trough, the outlook for the
country’s construction sector remains more uncertain. Certainly, the ifo survey implied a worsening in both current conditions
and the outlook for the coming three months. Part of the recent weakness reflects payback for the weather-assisted strength
seen at the start of the year, when output surged more than 5%Q/Q in Q1. But it also reflects the ongoing adjustment in
Germany’s housing sector amid higher input costs and the steady rise in the cost of borrowing. Indeed, the average interest
rate on new loans for house purchase in Germany stood at 4.00% in July, some 285bps above the trough at end-2020 and
the highest rate in twelve years. Data published by Destatis last week also showed that residential property prices fell for a
third consecutive quarter in Q2, by 1.5%Q/Q, to leave prices down a sizeable 9.9%Y/Y, the steepest annual decline since the
series began in 2000. And while data published today showed that new construction orders increased 9.6%M/M in July, this
in part reflected a jump in incoming civil engineering orders (14.6%M/M) amid several large orders. Indeed, despite an
increase on the month, orders for building construction (4.4%M/M) were still down 9.4%Y/Y. Overall, in the first seven
months of 2023, total construction orders were 10.7% lower than the equivalent period in 2022.

Germany: Business sentiment indices Germany: GDP growth & ifo business sentiment
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The coming two days in the euro area

On a day bereft of top-tier euro area data tomorrow, focus will turn to ECB speak, with Chief Economist Lane scheduled to
give a welcoming address at a Bank of France conference on ‘Monetary policy challenges for European macroeconomics’.
Meanwhile, on Wednesday, the ECB will publish its latest monetary figures for August, which are likely to illustrate the
dampening impact of the ECB’s aggressive tightening cycle on bank lending. Overall, M3 money supply is expected to have
declined for the second successive month and at a steeper pace of -1.1%Y/Y, which would be the most on record.
Meanwhile, consistent with the modest deterioration in the Commission’s preliminary consumer confidence indicator, the
German GfK and French INSEE household surveys are expected to signal a slight worsening in sentiment at the end of Q3.

UK

CBI retail survey offers more favourable outlook, but still suggests that sales down from a year ago

While last week’s flash UK PMIs implied a further slowing in services activity in September, today’s CBI distributive trades
survey offered a somewhat more favourable assessment of conditions in the retail sector at the end of Q3. While the survey
suggested that sales fell in the year to September for a fifth consecutive month, the pace of decline was much softer than of
late. Moreover, sales were seen as marginally above the average for the time of year. In particular, the headline sales index
rose a larger-than-expected 30pts to -14, a three-month high. When smoothing for monthly volatility, given weakness at the
start of Q3, sales volumes on a three-month basis were still judged to be the weakest since April 2021 when households
shifted spending from goods to services in response to the relaxation of lockdown rules. Nevertheless, with consumer
confidence having improved, pay growth firm and household real disposable income set to receive a boost by the further
reduction in Ofgem’s energy price cap, retailers were once again less downbeat about the outlook for sales next month.
Indeed, the respective index rose 13pts to -8, a three-month high, with sales in October expected to be broadly in line with
the norm for the time of year. Notwithstanding the improvement in today’s survey, however, with the GfK survey suggesting
that household purchase intentions remain well below the long-run average and official sales data trending in August some
2% below the Q2 average, retail sales still look likely to provide a modest drag on GDP growth in Q3.

The coming two days in the UK

The coming two days will be quiet for UK economic news, with no top-tier data scheduled for release.

Germany: ifo current assessment indices Germany: ifo expectations
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Germany: Cost of borrowing for house purchase UK: CBI reported retail sales growth
4.5 80
Balance

%
‘ Germany Euro area ‘ 60

! -
) "L A AI\ A
“| B YW VI

15 -60
10 -80
Jan-11 Jan-13 Jan-15 Jan-17 Jan-19 Jan-21 Jan-23 Jan-20  Jul-20  Jan-21  Jul-21  Jan-22  Jul-22  Jan-23  Jul-23

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

The next edition of the Euro wrap-up will be published on 27 September 2023

European calendar

Today’s results

Economic data
Country Release Period  Actual Mg:f,&:?g;igssl:y Previous Revised
Germany M |fo business climate balance Sep 85.7 85.2 85.7 85.8

M fo current assessment (expectations) balance Sep 88.7(82.9) 88.0 (83.0) 89.0 (82.6) -(82.7)

UK EJ=E cBl distributive trades, reported sales Sep -14 -35 -44 -
Auctions
Country Auction
- Nothing to report -

Source: Bloomberg and Daiwa Capital Markets Europe Ltd.

Tomorrow’s releases

Economic data

Period  Market consensus/ Previous

Country BST Release Daiwa forecast

- Nothing scheduled -

Auctions and events

Euroarea [ 08.00 ECB's Chief Economist Lane scheduled to speak on “monetary policy challenges for European macroeconomics”
Germany M 10.30 Auction: €4bn of 2.40% 2028 bonds
italy [l B 10.00 Auction: €3bn of 3.60% 2025 bonds
B B 1000 Auction: 1.50% 2029 index-linked bonds
B B 1000 Auction: 2.55% 2041 index-linked bonds

[e—

UK safos  10.00 Auction: £3.0bn of 0.875% 2033 green bonds
Source: Bloomberg and Daiwa Capital Markets Europe Ltd.
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Wednesday'’s releases

Economic data

Country BST Release Period Mg;;t:(f):rseir;s;y Previous
Euroarea [l 09.00 M3 money supply Y/Y% Aug -1.1 -0.4
Germany M 0700 GfK consumer confidence index Oct -26.0 -25.5

France l l 07.45 INSEE consumer confidence index Sep 84 85

Auctions and events

Germany ™ 1030 Auction: €4bn of 2.60% 2033 bonds

UK Fafes  10.00 Auction: £750mn of 1.125% 2073 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 salicitation 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

