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Euro area

Ifo survey flags improvement in German business climate at end-Q1

Broadly tallying with the larger-than-expected pickup in the German composite PMI reported yesterday, today’s ifo business
survey results suggested a welcome improvement in economic conditions in the euro area’s largest member state in March.
Indeed, the headline business climate index rose more than 2.0pts — the most in more than two years and significantly more
than expected — to a nine-month high of 87.8. As suggested by the ZEW investor survey, there was a significant increase in
optimism regarding the coming six months, with the ifo expectations index up the most in six months to a ten-month high.
And while the pickup in the current conditions index was more modest, it still represented the biggest improvement in a year
and took it to a four-month high. Despite the increases in the headline ifo indices, however, they still suggest that pessimists
continue to outnumber optimists in Germany’s business community. And with the average business climate index down 0.6pt
from the Q4 average, like the flash PMIs, the ifo survey points to the likelihood of another quarter of negative German GDP
growth this quarter. However, the improved momentum at the end of Q1 should translate into a return to positive economic
growth in Q2.

A broad-based turn for the better according to the ifo indices

While the flash PMIs suggested that the pickup in activity at the end of Q1 was driven principally by services, the ifo survey
reported a broader-based turn for the better, which is likely being driven by firmer consumer spending. Indeed, despite a
further deterioration in new orders in the sector and consistent with a significant pickup in the truck toll mileage index this
month, the manufacturing business climate index rose the most in the three years to a nine-month high. In addition, the
equivalent index for wholesalers and retailers rose the most in 33 months to a four-month high. Despite a more modest rise,
the headline construction index was similarly the best in four months. However, while the outlook for the coming six months
in construction was judged to have improved from last month’s series low, firms in that sector remained very downbeat by
historical standards. Indeed, consistent with the PMIs, services is the only sector where the optimists outnumber the
pessimists, with the respective index rising to the highest since July. Encouragingly, however, the improvement within the
services sector appears relatively broad-based, with the ifo institute reporting that firms in logistics, transport and hospitality
are all more upbeat.

The coming week in the euro area

The coming week will bring a number of top-tier releases from the euro area, including the Commission’s March business
and consumer surveys (Wednesday) and February bank lending figures (Thursday), as well as preliminary March inflation

Germany: GDP growth & ifo indices* Germany: ifo current conditions indices
15 - 110 60
%, Q/Q naex ]
10 105 40 I
o
os | \\~ ‘.»’—\—\ 1 100 ol
- u,v___I~—\\ 1 95
0.0 SooEs 0 0
\—\—/ - 1 85
05 20 |
1 80
07 475 -40 +
15 70 Balance
Jul-21 Jan-22 Jul-22 Jan-23 Jul-23 Jan-24 'Ggan_ " 20 oL 22 23 o2
GDP growth = eeeee Current assessment (rhs;
K i . 5 (ths) Manufacturing Services Retail Construction
Expectations (rhs) Business climate (rhs)
*Expectations index has 2-month lead. Source: Macrobond and Daiwa Capital Source: Macrobond and Daiwa Capital Markets Europe Ltd.

Markets Europe Ltd.


https://bit.ly/3TuY5nO
https://bit.ly/4amXYli

Europe Euro wrap-up 22 March 2024 Daiwa

Capital Markets

estimates from various member states including France, Italy (both Friday) and Spain (Wednesday). Like yesterday’s flash
PMls, the Commission’s economic sentiment indicator (ESI) — arguably the best guide to euro area GDP growth — is likely to
signal ongoing modest recovery momentum at the end of Q1. Admittedly, the ESI slipped back in February to remain some
4% below the long-run average. But this still left it trending 0.9pt above the Q4 average and therefore consistent with a
return to modest positive GDP growth in Q1. The country ESls, however, are likely to imply ongoing divergences in
conditions across the region, with contraction in Germany — reflecting persisting challenges in manufacturing and
construction — contrasting with an accelerated rate of growth in Spain. Meanwhile, the latest bank lending figures will further
illustrate the dampening impact of high borrowing costs on loan demand, while declining deposit holdings will continue to
keep money supply growth firmly in negative territory, signalling ongoing soft economic growth and low inflation. The March
consumer price figures might well be exaggerated by the relatively early timing of Easter this year, as well as base effects
associated with the ongoing gradual withdrawal of energy support measures. Indeed, while the French headline HICP rate is
forecast to fall a further 0.3ppt to 2.9%YY/Y, Italian HICP inflation is expected to have increased 0.6ppt to a still-low 1.4%Y/Y,
while Spanish inflation is forecast to rise back above 3%Y/Y. Other releases due in the coming week include German retail
sales figures for February and unemployment numbers for March (both Thursday).

UK

Retail sales pause in February but on track to provide a boost to Q1 GDP

While today’s retail sales figures for February beat expectations, they suggested that consumer spending on goods
remained relatively lacklustre amid ongoing caution in the face of economic uncertainties, high borrowing costs and slowing
nominal wage growth. In particular, sales merely moved sideways in February to leave them down 0.4%Y/Y. When excluding
fuel — which fell 1.3%M/M as petrol prices rose for the first month in four — sales eked out a modest rise (0.2%M/M).
Moreover, the pause last month followed an upwardly revised rebound at the start of the year, when sales jumped 3.6%M/M,
the most since March 2021. So, while total sales were still down on a three-month basis (-0.4%) for a sixth consecutive
month, they were trending some 1.7% above the Q4 average suggesting a non-negligible positive contribution to GDP
growth in Q1 for just the second quarter since Q221. Within the detail, clothing store sales rose (1.7%M/M) for the first month
in three as new collections and seasonal promotions encouraged consumers. Department and other non-food store sales
also rose for a second successive month in February. But retailers of household goods fell (-1.0%M/M), with reports that
poor weather and the general economic climate dampened demand. And despite easing price pressures, the wet weather
also reduced footfall at food stores, where sales fell for a second month out of three. However, this was offset by firmer
online sales, which rose at the fastest pace (2.1%M/M) since last July.
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Spending intentions remain subdued despite higher expectations for personal finances

Today’s GfK consumer confidence survey fell slightly short of expectations, suggesting that households will remain frugal
with their spending for the time being despite the anticipated boost to real disposable incomes from easing price pressures,
the 12% drop in the household energy price cap from April and a further cut to national insurance contributions that month. In
particular, the headline confidence indicator moved sideways in March at -21, some 15pts below the average in the five
years before the pandemic. Admittedly, this remains close to the top of the recent range and 5pts above the Q4 average. The
stalling recovery in sentiment partly reflects a downgrade to backward-looking perceptions of economic conditions over the
past twelve months, with the respective index falling back to a four-month low. In contrast, households were more upbeat
about the twelve-month outlook for their own financial situation, with the respective index the highest since November 2021
and broadly in line with the long-run average. And households’ saving intentions also fell to a four-month low, which would
normally tally with a pick up in spending intentions. However, the share of households considering it a good time to make
major purchases actually fell in March to the lowest in five months. And with the CBI industrial trends survey today
suggesting that manufacturers plan to raise prices by the most since last May — due to increased cost burdens reflecting
higher oil prices and shipping costs due to events in the Red Sea — we expect consumer spending on goods to remain
relatively subdued going forward, with the likely boost to GDP in Q1 unlikely to be repeated in Q2.

The coming week in the UK

Ahead of the Easter break, the coming days will be particularly quiet for UK data releases. The CBI distributive trades survey
(due Monday) will offer further insights into retail conditions in March. While the headline sales balance remained in negative
territory in February, it was nevertheless the highest for ten months. And the improvement in households’ financial
expectations, easing price pressures and better weather might well have brought a further modest pickup in sales this
month. The only other release of note will be updated national accounts figures for Q4 (Thursday), which are expected to
confirm that GDP contracted 0.3%Q/Q last quarter, to leave it output down 0.2%Y/Y. The previous estimate saw net trade
provide a significant drag (-0.6ppt) offsetting a pickup in fixed investment (+0.3ppt). Given the deterioration in the trade
balance, the current account deficit — to be published for the first time — is expected to have widened in Q4 (from £17.2bn in
Q3), albeit likely remaining less than half the series high recorded in Q322. Aside from the data, the BoE’s latest Financial
Policy Committee meeting summary and record will be published on Wednesday.
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The next edition of the Euro wrap-up will be published on 27 March 2023
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Daiwa economic forecasts

2024 2025

GDP %, YIY

Euro area [ ] 0.0 0.1 0.2 0.2 0.3 0.3 0.5 0.4 1.3
UK o 0.3 0.2 0.2 0.2 0.2 0.2 0.1 0.2 1.0
Inflation, %, Y/Y

Euro area

Headline HICP [ ] 2.7 2.7 2.4 1.9 25 21 5.4 2.4 1.8
Core HICP [ ] 3.7 3.1 2.2 1.9 2.4 1.8 4.9 2.4 1.7
UK

Headline CPI o 41 35 1.7 1.9 2.3 2.2 7.3 23 21
Core CPI I 5.3 45 2.7 2.3 25 2.4 6.2 3.0 2.1
Monetary policy, %

ECB

Deposit Rate Bl 400 4.00 3.75 3.50 3.00 2.50 4.00 3.00 2.25

Refi Rate Bl 450 4,50 4.25 3.65 3.15 2.65 450 3.15 2.40
BoE

Bank Rate ==| 5.5 5.25 5.00 4.75 4.25 3.75 5.25 4.25 2.50

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

European calendar

Today’s results

Economic data
Country Release Period  Actual Mg:ﬁ;:?g:g:;:y Previous Revised
Germany ™ ifo business climate index Mar 87.8 85.9 85.5 85.7
M ifo current assessment (expectations) index Mar 88.1(87.5) 86.8 (84.7) 86.9 (84.1) - (84.9)
UK : : GfK consumer confidence Mar -21 -19 -21 -
EEE Retail sales incl. auto fuels M/M% (Y/Y%) Feb 0.0 (-0.4) -0.4 (-0.8) 3.4 (0.7) 3.6 (0.5)
= Retail sales excl. auto fuels M/M% (Y/Y%) Feb 0.2 (-0.5) -0.4 (-0.8) 3.2(0.7) 3.4 (0.5)
: : CBI industrial trends, total orders (selling prices) Mar -18 (21) -20 (19) -20 (17) -
Auctions
Country Auction
Italy l . sold: €2.75bn of 3.2% 2026 bonds at an average yield of 3.31%

Source: Bloomberg and Daiwa Capital Markets Europe Ltd.



Europe Euro wrap-up 22 March 2024

Daiwa

Capital Markets

The coming week’s data calendar

The coming few week’s key data releases

Market consensus/
Country GMT  Release Period Daiwa Previous
forecast/actual
Monday 25 March 2024
Spain : 08.00 PPIY/Y% Feb - -3.8
UK : : 11.00 CBI distributive trades survey, reported retail sales balance % Mar - -7
Tuesday 26 March 2024
Germany _— 07.00 GfK consumer confidence index Apr -28.0 -29.0
Spain == 08.00 Final estimate - GDP Q/Q% (YIY%) Q4 0.6 (2.0) 0.4 (1.9)
Wednesday 27 March 2024
Euro area _ 10.00  European Commission’s economic sentiment indicator Mar 96.1 95.4
B 10.00 European Commission’s industrial (services) confidence index Mar -9.8(7.5) -9.5 (6.0)
[ ] 10.00  European Commission’s final consumer confidence index Mar -14.9 -15.5
France [ B 07.45 INSEE consumer confidence index Mar 90 89
Spain == 08.00 Preliminary HICP (CPI) Y/Y% Mar 3.3(3.1) 2.9(2.8)
I 08.00 Retail sales Y/Y% Feb - 0.3
UK E}S 0001 Lloyds business barometer Mar - 42
Thursday 28 March 2024
Euro area S 09.00 M3 money supply Y/Y% Feb 0.3 0.1
Germany -_— 07.00 Retail sales M/M% (Y/Y%) Feb 0.4 (-0.8) -0.4 (-1.5)
_— 08.55  Unemployment claims rate % (change ‘000s) Mar 5.9 (10.0) 5.9 (11.0)
Italy B B 0900 ISTAT business (manufacturing) confidence index Mar - (87.6) 95.8 (87.3)
B B 0900 ISTAT consumer confidence index Mar 97.5 97.0
BE 110 PPIYY®% Feb - -14.0
UK E¥S 07.00 Final estimate - GDP Q/Q% (Y/Y%) Q4 -0.3 (-0.2) -0.1(0.2)
: : 07.00  Current account balance £bn Q4 -22.2 -17.2
Friday 29 March 2024
France [ B 07.45 Preliminary HICP (CPI) Y/Y% Mar 2.92.7) 3.2 (3.0)
BB o745 PPIYIY®% Feb - 5.1
B B 0745 Consumer spending M/IM% (Y/Y% Feb 0.3 (-0.6) -0.3(-0.7)
Italy B B 1000 Preliminary HICP (CPI) Y/Y% Mar 1.5 (1.3) 0.8 (0.8)

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

Country GMT Event/ Auction
Monday 25 March 2024
Euroarea [ 10.00 ECB President Lagarde participates in a Climate and Environment Council meeting
UK : : 14.15 BoE external MPC member Mann scheduled to speak
Tuesday 26 March 2024
Euroarea [ 19.00 ECB Chief Economist Lane scheduled to speak
Germany M 1030 Auction: 0.0% 2025 bonds
M 1030 Auction: 2.3% 2033 bonds
UK E}=  10.00 Auction: £3bn of 4.5% 2028 bonds
Wednesday 27 March 2024
Euroarea [ 09.00 ECB's Cipollone scheduled to speak on monetary policy
Germany M  10.30 Auction: €3bn of 2.4% 2030 bonds
Italy B B 1000 Auction: 2Y, 5Y, 7Y and 10Y bonds
UK E#= 1030 BoE publishes Financial Policy Committee meeting minutes
Thursday 28 March 2024
Euroarca [ 17.30 ECB's Viilleroy scheduled to speak
Friday 29 March 2024
Euro area/UK [ - Public holiday in various member states — Good Friday

Source: Bloomberg and Daiwa Capital Markets Europe Ltd.
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