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Euro area

Consumer confidence rises to highest since early 2022

Contrasting with the marked deterioration in the French INSEE business sentiment indices in July, but tallying with the
improvement in the Commission’s flash euro area consumer confidence index, today’s INSEE consumer survey suggested
that French households largely ignored the rise in political uncertainties at the start of Q3. In particular, the headline
confidence index rose for the first month in four, by 1pt to 91, matching the top of the range of the past two years. Admittedly,
this remains well below levels seen ahead of Russia’s invasion of Ukraine and some 9% below the long-run average. And
within the detail, households remained relatively downbeat about the economic outlook. But expectations with respect to
personal income over the coming twelve months were the best since March. And while the share of French consumers
considering it a good time to make major purchases was unchanged on the month, it was nevertheless the joint-highest for
more than two years.

Sentiment bolstered by higher income expectations as households expect inflation to ease further

According to ISTAT, ltalian consumers were similarly the most upbeat since February 2022, with the respective index rising
0.6pt to 98.9, still some 1% below the 2021 average but roughly 7% above the long-run average. Expectations with respect
to personal income and the broader economy over the coming twelve months improved slightly in July. And while recent
spending trends were a touch softer, the respective index for purchase intentions over the coming year was the joint highest
in eleven months. The improvement in household sentiment in part reflects expectations that inflation will continue to fall over
the coming year. The results of the ECB’s latest consumer survey also reported that the median forecast for euro area
inflation three years ahead was unchanged at 2.3%Y/Y, the joint softest since February 2022 and pointing to confidence in
the ECB'’s ability to achieve its target over the medium term. Overall, given the anticipated improvement in real disposable
incomes, today’s surveys suggest that household consumption growth should contribute positively to euro area GDP growth
in Q3, and likely beyond.

Italian business sentiment signals slowing economic growth

Compared with the monthly drop in French and German business sentiment in July, today’s ISTAT survey suggested that the
deterioration in Italian business confidence was more moderate in July. Nevertheless, the headline sentiment index — down
0.3pt to 94.2 — maintained the steady downtrend since the start of the year, with the level in July at the bottom of the range of
the previous three years. The decline in July was led by services (down more than 1pt to an eight-month low of 95.9) amid a
marked weakening in recent and expected demand. Despite a modest pickup in factory orders, manufacturing sentiment

Euro area member states: Consumer confidence Euro area member states: Business confidence
3
2.0
St. dev. Stdev
2r 15
1k 1.0

-—-_vg‘ [
-1 F v 0.0 —rj VA
-0.5 ,/
2 F L

10 ¥

S 15 |

-4 2.0
Jan-19 Jan-20 Jan-21 Jan-22 Jan-23 Jan-24 Jan21  Juk-21  Jan22  Juk22  Jan-23  Jul-23  Jan-24  Jul-24

Germany France Italy

Germany France Italy

Source: Macrobond, GfK, INSEE, ISTAT and Daiwa Capital Markets Europe Ltd. Source: Macrobond, ifo, INSEE, ISTAT and Daiwa Capital Markets Europe Ltd.


https://bit.ly/3LBzqKO

Europe Euro wrap-up 26 July 2024 Daiwa

Capital Markets

remained range-bound too, with recent production trends judged to be the weakest since end-2020. More encouragingly,
assessments of recent construction activity were the strongest since January, while order books were also the fullest since
December. Overall, however, like the German and French national business indices, today’s survey signalled a further
slowing in Italy’s economic growth this quarter.

The week ahead in the euro area

In a busy week ahead for economic data releases, the highlights will be the flash estimates of euro area inflation in July
(Wednesday) and GDP growth in Q2 (Tuesday). Having eased back slightly in June to 2.5%Y/Y, we expect headline
consumer price inflation to be unchanged in July. However, that figure will be partly boosted by higher prices of auto fuel and
heating gas oil, offsetting ongoing moderate disinflation in food. But having fallen to a near-3-year low over recent months
(0.7%Y/Y), non-energy industrial goods inflation might also tick slightly higher reflecting a recent acceleration in input costs.
As such, while we expect services inflation to have edged marginally lower to 4.0%Y/Y, core inflation might well merely move
sideways, at 2.9%Y/Y for third successive month. The preliminary inflation estimates from Germany, Spain, Belgium and
Ireland, due Tuesday, will provide an initial guide to the euro area data.

The preliminary estimates of economic output in Q2 are likely to confirm a slightly softer pace of expansion than in Q1.
Surveys like the PMls signalled a slowing in growth momentum towards the end of the second quarter. And while services
will provide a boost, manufacturing output likely moved broadly sideways over the quarter, while construction is on track to
reverse the weather-assisted jump in activity in Q1. Overall, we expect euro area GDP growth of 0.2%Q/Q in Q2, down from
0.3%Q/Q in Q1 and 0.2ppt below the ECB’s projection. The slowdown in part reflects weaker growth in Germany, where
GDP might well merely move sideways in Q2, despite a boost from the European football championship to certain services,.
We also think that growth in France and Italy slowed slightly in Q2 to 0.1%Q/Q. But while growth in Spain might have
moderated from 0.8%Q/Q in Q1, we continue to expect it to significantly outperform other larger member states (0.5%Q/Q).
While the preliminary figures for the four largest member states will be published on Tuesday, the data from Belgium and
Ireland — the latter of which often has a significant impact on the euro area figure — will be published on Monday.

Among other notable data due in the coming week, the Commission’s economic sentiment indices (due Tuesday) might well
validate the message of the flash PMIs that economic growth stagnated at the start of Q3 despite an improvement in
consumer confidence. Labour market data from Germany (for July on Wednesday) and the euro area (for June on Thursday)
might well point to a modest pickup in unemployment.
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BoE policy decision to be a close call, but we expect a first 25bp cut in Bank Rate

The main event in the UK in the coming week will be the BoE'’s latest monetary policy announcement on Thursday, which will
be accompanied by the publication of updated macroeconomic forecasts in its August Monetary Policy Report (MPR). In
June, the MPC left Bank Rate at 5.25% for an eighth successive meeting, with just two members — the uber-dove Dhingra
and Deputy Governor Ramsden — voting for a 25bps cut. But the decision to keep policy unchanged for some of the
remaining seven members was “finely balanced”, and we think that BoE Governor Bailey was in this pivotal group. So not to
appear politicised ahead of the general election on 4 July, commentary from policymakers has been largely absent since the
June monetary policy meeting, so it is difficult to gauge to what extent MPC members might now have adjusted their views
on the risks of inflation persistence. Moreover, this meeting will be the first for new Deputy Governor Clare Lombardelli, who
at the start of this month replaced Ben Broadbent — probably another member who judged the decision in June to be “finely
balanced” — and whose current reaction function is unknown. As such, the outcome of the 1 August meeting is still too close
to call with great conviction, with market implied probabilities for a cut of around 50% seeming appropriate to us. On balance,
however, we still expect rates to be cut for the first time this cycle next week, by 25bps to 5.00%, but wouldn’t be surprised if
the vote split was as close as 5 to 4. And policymakers might well prefer to await another month’s data on inflation and
conditions in the labour market before pulling the trigger.

Recent data have been mixed, but sticky services likely to be temporary & pay growth moderating

Key data related to the BoE's policy reaction function have recently been mixed. While headline inflation fell back to the 2%
target last quarter to be broadly in line with the Bank’s projection, services inflation remained elevated and trended a chunky
0.6ppt above the BoE’s projection. While this arguably adds support to the case for keeping rates unchanged, the detail
suggests that the stickiness relates to temporary and exceptional factors, particularly in the hotel sector. Indeed, the Bank’s
preferred core services measure — excluding airfares, accommodation and rents — eased in June to a two-year low. The
latest labour market data also offered evidence of a further reduction in the risks of inflation persistence over recent months.
The vacancies-to-unemployment ratio — a key metric of labour market tightness watched by the MPC — has fallen back below
the average in the two years before the pandemic. Wage pressures also appear to be moderating, with private sector regular
pay growth falling to its lowest rate in 23 months and averaging in the first two months of Q2 just 0.3ppt above the BoE’s
quarterly projection for last quarter (5.1%3M/Y). Meanwhile, although monthly GDP surprised on the upside in May, we
expect some payback in June as illustrated by the drop in retail sales that month, to leave GDP broadly on track with the
updated Bank staff expectations at the June policy meeting. While the past week’s flash PMIs improved in July, they still
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suggested slightly softer economic growth compared with the first half of the year. And, anyway, the recent softness of job
growth suggests that firmer economic growth this year has been associated with a long-awaited pickup in productivity, which
would suggest that it should not be inflationary.

MPC to revise up GDP projection, but should still expect inflation to be on target in 2026

In terms of the BoE’s forecasts, we expect the MPC to shift higher its baseline projection for full-year GDP growth in 2024
from 0.4%Y/Y to around 1.0%Y/Y. There is also a decent case for revising up the growth projection for 2025 (1.0%Y/Y). But
leading indicators — such as the HMRC'’s estimate of median pay and the BoE’s DMP measure of firms’ expectations for pay
growth 12-months ahead — suggest that the Bank will expect the downtrend in wage growth to be maintained. Moreover,
while the Bank’s expected profile for services inflation might be nudged up, the price of Brent crude oil has fallen and the
effective sterling exchange rate has appreciated from the assumptions used in the May projections. Admittedly, with the
Ofgem regulated household energy price cap likely to rise about 10% in October, inflation will take a step up from that month.
But our current CPI forecast for end-2024 of 2.7%Y/Y aligns with that of the MPC’s May projections. In addition, as
suggested in its previous projection, inflation should still fall back close to the 2% target by end-2025. And while the Bank
might well nudge up slightly its projections for 2026, which in May had expected inflation to fall to 1.6% in Q426, we still
expect it to anticipate inflation to return to target by the end of the forecast horizon, allowing for a first rate cut next week.

The week ahead for UK data

Data-wise, the coming week will bring largely second-tier releases, kicking off with the BoE’s monetary figures for June on
Monday. The findings of the BoE’s credit conditions survey that suggested that the availability of secured and unsecured
credit to households and firms alike was unchanged in Q2. So, while the survey also suggested a pickup in loan demand
from households, the latest monthly data are likely to show still lacklustre bank lending growth at the end of Q2. Monday will
also bring the CBI’s distributive trade survey for July, which will provide a first insight into retail sales growth at the start of
Q3. Spending on goods is likely to remain lacklustre as inclement weather dampened demand. Take together with strong
competition on the High Street, we expect the BRC’s measure of shop price inflation (data due Tuesday) to remain extremely
weak in July — likely close to the 2)%-year low of 0.2%Y/Y recorded in June.
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Daiwa economic forecasts

GDP %, Q/Q %, YIY
Euro area BE 0.3 0.2 0.3 0.3 0.3 0.4 0.6 0.7 1.3
UK i 0.7 0.5 0.3 0.3 0.2 0.3 0.1 1.0 1.2
Inflation, %, Y/Y
Euro area
Headline HICP B 2.6 25 2.3 2.6 2.3 1.8 5.4 25 1.8
Core HICP B 3.1 2.8 2.9 3.1 2.6 1.8 4.9 3.0 1.8
UK
Headline CPI = 35 21 21 2.7 2.6 2.2 7.3 26 2.3
Core CPI o 4.6 3.6 3.4 34 3.2 2.2 6.2 3.7 2.3
Monetary policy, %
ECB
Deposit Rate B 400 3.75 3.50 3.25 3.00 2.75 4.00 3.25 2.25
Refi Rate B 450 4.25 3.65 3.40 3.15 2.90 450 3.40 2.40
BoE
Bank Rate EfE| 525 5.25 5.00 475 450 4.25 5.25 475 3.75

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

European calendar

Today’s results

Economic data
Country Release Period  Actual Mg:ss:?grseecgzl,:y Previous Revised
Euro area B8l ECB consumer expectations survey — 1Y CPI (3Y CPI) Y/Y% Jun 2.8(2.3) - 2.8(2.3) -
France | B INSEE consumer confidence indicator Jul 91 90 89 90
italy [l Bl ISTAT consumer confidence indicator Jul 98.9 98.7 98.3 -
B B ISTAT business (manufacturing) confidence indicator Jul  94.2(87.6) - (87.3) 94.5 (86.8) - (86.9)
l l Hourly wages Y/Y% Jun 3.6 - 3.0 -
Spain : Retail sales Y/Y% Jun -1.5 - 0.4 -
== Unemployment rate % Q2 11.3 11.4 12.3 -
Auctions
Country Auction
- Nothing to report -

Source: Bloomberg and Daiwa Capital Markets Europe Ltd.
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The coming week’s data calendar

The coming few week’s key data releases

Market consensus/
Country BST Release Period Daiwa Previous
forecast/actual
Monday 29 July 2024
UK E}g 09.30 Net consumer credit £bn (Y/Y%) Jun 1.3() 1.5(8.3)
: : 09.30 Net mortgage lending £bn (approvals 000s) Jun 1.1 (60.3) 1.2 (60.0)
: : 11.00 CBI distributive trades survey — reported retail sales balance % Jul - -24
Tuesday 30 July 2024
Euro area n 10.00 GDP —first estimate Q/Q% (Y/Y%) Q2 0.2 (0.5) 0.3(0.9)
B8 1000 Commission Economic Sentiment indicator Jul 95.4 95.9
n 10.00 Commission industrial (services) confidence indicator Jul -10.8 (5.4) -10.1 (6.5)
m 10.00 Final Commission consumer confidence indicator Jul -13.0 -14.0
Germany M 0900 GDP —first estimate Q/Q% (YIY%) Q2 0.0 (0.0) 0.2 (-0.2)
M 1300 Preliminary HICP (CPI) Y/Y% Jul 2.5(2.2) 2.5(2.2)
France [] Bl 06.30 GDP - first estimate Q/Q% (Y/Y%) Q2 0.1(0.7) 0.2 (1.3)
B B 06.30 Consumer spending M/M% (Y/Y%) Jun - 1.5 (0.9)
Italy B B 0900 GDP —first estimate Q/Q% (Y/Y%) Q2 0.1 (1.0) 0.3(0.7)
Spain = 08.00 GDP —first estimate Q/Q% (Y/Y%) Q2 0.5 (2.5 0.8 (2.5)
== 08.00 Preliminary HICP (CPI) Y/Y% Jul 3.3(3.1) 3.6 (3.4)
UK E¥S 00.01 BRC shop price index Y/Y% Jul - 0.2
Wednesday 31 July 2024
Euroarea [l 10.00 Preliminary headline (core) HICP Y/Y% Jul 2.5(2.9) 2.5(2.9)
Germany M 0855 Unemployment rate % (change 000’s) Jul 6.0 (15.0) 6.0 (19.0)
France [ M 07.45 Preliminary HICP (CPI) Y/Y% Jul 2.7 (2.4) 25(2.2)
BE o745 PPIYIY% Jun - -6.7
Italy B B 1000 Preliminary HICP (CPI) Y/Y% Jul 1.2 (1.1) 0.9 (0.8)
BB 1100 PPIYIY% Jun - -4.9
UK : : 00.01 Lloyds business barometer (own price expectations) Jul - 41 (53)
Thursday 1 August 2024
Euroarea [ 09.00 Final manufacturing PMI Jul 45.6 45.8
BB 1000 Unemployment rate % Jun 6.5 6.4
Germany M 0000 Final manufacturing PMI Jul 42.6 43.5
France l l 08.50 Final manufacturing PMI Jul 44.1 45.4
Italy B B 0845 Manufacturing PMI Jul 46.0 45.7
| | - Budget balance Jul - -134
Spain  Ee= 08.15 Manufacturing PMI Jul 52.2 52.3
UK E#=  09.30 Final manufacturing PMI Jul 51.8 50.9
E§S 1200 BoE Bank Rate % Aug 5.00 5.25
E§5 14.00 DMP 3M output price (1Y CPI) expectations Y/Y% Jul - 3.9(2.8)
Friday 2 August 2024
France B B 0745 Industrial production M/M% (Y/Y%) Jun - -2.1(-3.1)
B B 0745 Budgetbalance YTD €bn Jun - -113.5
Italy B B 09.00 Industrial production M/M% (Y/Y%) Jun - 0.5(-3.3)
B B 1000 Retailsales Y/Y% Jun - 0.4
Spain == 08.00 Unemployment (employment) change 000s Jul - -46.8 (31.3)

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

Country BST Event/ Auction
Monday 29 July 2024
- Nothing Scheduled -
Tuesday 30 July 2024
Italy l l 10.00 Auction: to sell up to €1.75bn of 3.35% 2029 bonds
l l 10.00 Auction: to sell up to €1.5bn of 4.1% 2029 bonds
l l 10.00 Auction: to sell up to €1.5bn of floating rate 2032 bonds
l l 10.00 Auction: to sell up to €4.5bn of 3.85% 2035 bonds
UK EfE 1000 Auction: to sell £3.75bn of 4.25% 2034 bonds
Wednesday 31 July 2024
Germany M 1030 Auction: to sell €3.0bn of 2.4% 2030 bonds
Thursday 1 August 2024
Euro area n 09.00 ECB to publish Economic Bulletin
France l l 09.50 Auction: to sell up to €10.5bn of 3.0% 2034, 1.25% 2038, 2.5% 2043 and 4.0% 2055 bonds
Spain : 09.30 Auction: to sell bonds of varying maturities
UK Ef= 12.00 BoE monetary policy announcement, minutes and Monetary Policy Report to be published
_: : 12.30 BoE Governor Bailey to present updated macroeconomic projections at press conference
E§= 17.00 BoE Chief Economist Pill to hold virtual Q&A session
Friday 2 August 2024
UK E§= 1215 BoE Chief Economist Pill to brief Bank's Agents on updated macroeconomic projections

Source: Bloomberg and Daiwa Capital Markets Europe Ltd.
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