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INSEE survey points to modest improvement in French growth in August

Yesterday’s flash PMls for August provided an upside surprise, pointing to a slight pickup in euro area economic activity in
the middle of Q3 thanks principally to a marked acceleration in France attributed to the Paris Olympics. Today’s INSEE
survey results provided a timely cross-check on French business conditions in August. Reassuringly, the INSEE indices also
signalled an increase in activity. But the implied pickup was much less pronounced than suggested by the flash PMis.
Moreover, the main source of the improvement in the INSEE survey contrasted significantly with that of the flash PMIs, which
had reported one of the biggest increases in services activity on the series alongside further deterioration in manufacturing.
While the INSEE survey suggested that conditions in all major French business sectors improved in August, perhaps
encouragingly the turnaround was most emphatic in manufacturing. Indeed, the business climate indicator for manufacturing
rose 4pts to 99, just 1pt shy of the long-run average, as firms reported increased export orders and revised up the production
outlook. Perhaps surprisingly, construction sentiment rose above the long-run average. Meanwhile, after a sharp decline in
July, the 3pt pickup in the services index took it to 98, still firmly below both the long-run average and the range in the three
years to June. According to the INSEE survey, the improvement in the sector was centred on accommodation and food
services, both of which signalled expectations of increased demand following a recent weakening in activity. But several
other sub-sectors, including in ICT and professional activities, appeared to tread water. And the reported improvement in
retail was modest. Overall, we think that the INSEE survey provides a more reliable guide to French economic activity than
the flash PMIs and is currently signalling a slight moderation in GDP growth in Q3 to around 0.2%Q/Q from 0.3%Q/Q in each
of the prior two quarters.

Consumer medium-term inflation expectations tick higher to irritate the ECB hawks

Earlier this week, the final estimates of euro area inflation in July confirmed a slight uptick in the headline rate to 2.6%Y/Y
with the core rate unchanged for a third month at 2.9%Y/Y. With core inflation having flattened out at a still elevated level,
today’s ECB consumer survey results similarly suggested that inflation expectations have also levelled out. The median
expectation for inflation twelve months ahead was unchanged at 2.8%Y/Y for a third consecutive month in July. Among the
largest member states, the median rates ticked up 0.1ppt in Germany and Italy to 2.6%Y/Y and 3.0%Y/Y respectively. But
they dropped 0.3ppt in France to 2.2%Y/Y, the lowest since January 2022, and 0.1ppt in Spain to 2.9%Y/Y, the softest since
October 2021. A more important measure of the ECB’s monetary policy credibility is inflation expectations over the medium
term. And disappointingly, the median expectation for euro area inflation in three years’ time rose for the first time so far this
year, albeit by just 0.1ppt from June’s 2%s-year low to 2.4%Y/Y. The increase was principally due to a rise of 0.4ppt in Italy to

France: GDP & selected business survey indices France: INSEE business climate indices

1.0 3.00 115
St.dev 2.50
2.00

110
1.50

0.6 5
/\/\ 1.00 105
04 r — 0.50
0.00 100 A N, <
L — ~~
- \—\—_’-\-‘__\fh\/ 05

08 | Index: 100=long-run average

/

0.0 -1.00 95
-1.50
-0.2 -2.00 90
Oct-21 Apr-22 Oct-22 Apr-23 Oct-23 Apr-24 Jan-22 Jul-22 Jan-23 Jul-23 Jan-24 Jul-24
GDP growth INSEE business climate index Composite PMI ‘ Manufacturing Services Retail Construction

Source: Macrobond and Daiwa Capital Markets Europe Ltd. Source: Macrobond and Daiwa Capital Markets Europe Ltd.


https://bit.ly/3WZPoUi
https://bit.ly/4dPfEYp

Europe

Euro wrap-up 23 August 2024

Daiwa

Capital Markets

2.9%Y/Y, with 3-year inflation expectations unchanged in Germany, France and Spain. While inflation expectations remain
above the ECB’s 2.0% target, they appear to remain relatively well anchored and consistent with a gradual easing of pay
growth over coming years as real-wage catch-up dynamics gradually fade. Nevertheless, the hawks on the Governing
Council will argue that, particularly with a persistent upside skew to the distribution of inflation expectations, actual inflation
might be unlikely to undershoot the target over the horizon, diminishing the case for rate cuts. And they will caution that
inflation expectations risk drifting steadily higher once again if headline inflation fails to fall further over coming months.

Expectations of income, spending & GDP growth deteriorate to flag downside risks to consumption

Among the ECB survey’s other findings, euro area consumers remained downbeat about their financial health, with the mean
forecast of growth in nominal incomes in the twelve months ahead edging down to a nine-month low of 1.1%Y/Y. The mean
expectation for nominal spending growth over the coming twelve months slowed to 3.2%Y/Y, the lowest since February
2022. Expectations for economic output over the coming year deteriorated too, with households on average expecting GDP
to contract 1.0%YY/Y, the worst in four months. However, consumer unemployment expectations were at least steady at their
recent lows. Yesterday, the flash Commission consumer confidence index for August also deteriorated, so survey evidence
suggests that the hoped-for acceleration in household spending might well remain elusive over coming quarters contrary to
the profile in the ECB’s current projections.

The week ahead in the euro area

The week ahead brings several top-tier euro area releases, with the flash estimates of August inflation on Friday most
noteworthy. While headline inflation edged up 0.1ppt in July to 2.6%Y/Y, we expect it to fall this month, by 0.4ppt to 2.2%YY/Y,
which would mark a three-year low. Admittedly, the drop this month will principally reflect the energy component amid notable
declines in petrol and heating gas prices so far this month in contrast to the sharp increase a year ago. Non-energy industrial
goods inflation will also remain extremely subdued, likely falling to less than ¥2%Y/Y. But with the disinflationary trend in food
perhaps near its end, we expect inflation of that component to move sideways at 2.3%Y/Y. And there is a risk that services
inflation ticked back above 4.0%Y/Y, albeit likely reflecting one-off factors in the more volatile categories such as airfares and
package holidays. As such, we expect core HICP inflation to be unchanged at 2.9%Y/Y. Preliminary inflation numbers from
Germany, Spain, Belgium and Ireland on Thursday will provide a further guide to the euro area figure.

In terms of economic surveys, the Commission economic sentiment indicator (Thursday) will offer further insight into recent
recovery momentum and might well provide a less upbeat assessment that yesterday’s flash PMIs. Certainly, today’s INSEE
business survey signalled a less striking improvement in sentiment in France. And we expect Germany’s ifo business survey
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(Monday) to point to ongoing challenges in the euro area’s largest member state. The German GfK and French INSEE
consumer confidence indices are also due Wednesday and might well suggest a softening in sentiment in line with the
preliminary release of the Commission’s consumer confidence index. Meanwhile, an updated estimate of German Q2 GDP
(Tuesday) will include the first official expenditure breakdown. The flash release suggested that Germany’s economy
contracted slightly in Q2 (-0.1%Q/Q), led by a decline in investment in machinery and equipment and construction following a
weather-assisted boost to the latter at the start of the year. Revised French GDP figures (Friday) are likely to confirm growth
of 0.3%Q/Q in Q2.

Finally, other releases due in the coming week include ECB bank lending figures (Wednesday) and unemployment rate data
for July (Friday). The monetary data should underscore that lending to business remains subdued amid relatively tight credit
conditions and soft demand. But having edged up in June from the prior month’s series low to 6.5%, we expect the euro area
unemployment rate to remain steady at 6.5% in July ahead of a steady upwards drift over the second half of the year.

UK

Consumer purchase intentions rise again, but higher energy bills will erode spending power

According to the GfK survey, UK consumer confidence levelled off in August after four successive months of improvement.
The headline sentiment indicator was unchanged at -13, the highest level since September 2021, in line with the 2019
average but 3pts below the long-run average. While household perceptions of the broader economy deteriorated somewhat
on the month, personal financial expectations rebounded from two months of weakness, probably benefiting from the BoE’s
rate cut at the start of the month. And while consumer saving intentions increased significantly, households also signalled the
greatest readiness to make major purchase since the start of 2022. We expect the BoE to cut Bank Rate next in November,
a move that should bolster willingness to buy big-ticket items for households with mortgages. However, first, consumers have
to face up to higher home energy bills, which will erode purchasing power somewhat. In line with our expectations, the
regulator Ofgem today confirmed an increase of 9.5% in the regulated household energy price cap from October, which will
add about £150 to the ‘typical household’ annual bill and more than ¥zppt to CPI inflation from that month. We expect a
further increase of about 2'2% in the price cap to be implemented in January before a renewed cut in April. The new
government’s decision to scrap Winter Fuel Payments worth £200 to £300 for around 10 million pensioners will provide a
further modest headwind for spending.

The week ahead in the UK

It should be a relatively quiet week ahead for top-tier UK releases, with just the CBI’s distributive trades and BRC shop price
surveys (both due Tuesday), as well as the BoE’s monetary figures and Nationwide house price report (both on Friday).
While shop price inflation remains exceptionally weak (0.2%Y/Y in July) with the disinflationary trend in food prices of non-
food items continuing (-0.9%Y/Y), consumer spending on goods remains very subdued. But having reported weak sales in
July amid inclement weather conditions, the CBI’s headline retail balance might well suggest a pickup in sales volumes this
month. Meanwhile, despite the cut in Bank Rate earlier this month, the BoE’s monetary figures are likely to suggest that
consumer credit growth remains relatively subdued as borrowing costs remain relatively high. And with approvals having
slipped to a six-month low in June, mortgage lending is also likely to remain relatively subdued.

UK: Consumer confidence & retail sales UK: Ofgem regulated household energy price cap
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Q) Q) Q) Q4 Q) Q)

GDP %, Q/Q %, YIY

Euro area B 0.3 0.3 0.2 0.2 0.3 0.3 0.5 0.7 1.1
UK = 0.7 0.6 0.3 0.3 0.3 0.3 0.1 1.1 1.3
Inflation, %, Y/Y

Euro area

Headline HICP [ ] 2.6 25 2.4 2.7 2.4 2.0 5.4 25 1.9
Core HICP B 3.1 2.8 2.9 3.1 2.7 1.9 4.9 3.0 1.8
UK

Headline CPI = 35 21 2.2 2.8 2.7 2.2 7.3 26 2.3

Core CPI o 4.6 3.6 3.4 35 3.3 2.2 6.2 3.8 2.4
Monetary policy, %

ECB

Deposit Rate B 400 3.75 3.50 3.25 3.00 275 4.00 3.25 2.25

Refi Rate B 450 4.25 3.65 3.40 3.15 2.90 4.50 3.40 2.40
BoE

Bank Rate EE| 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:ﬁs:?gfeecr:sl:y Previous Revised
Euro area JBEl ECB consumer expectations survey — 1Y CPI (3Y CPI) Y/Y% Jul 2.8(2.4) 2.7 (2.3) 2.8(2.3) -

France l l INSEE business (manufacturing) confidence indicator Aug 96.6 (98.8) 96 (96) 93.9 (95.4) -

UK : : GfK consumer confidence indicator Aug -13 -12 -13 -

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 week’s key data releases

Market consensus/
Country BST Release Period Daiwa Previous
forecast/actual
Monday 26 August 2024
Germany M (00.00 Ifo business climate indicator Aug 86.0 87.0
M  09.00 Ifo current assessment (expectations) indicator Aug 86.5 (85.8) 87.1(86.9)
Spain  Ee= 08.00 PPIY/Y% Jul - 35
Tuesday 27 August 2024
Germany MM 0700 GDP —final estimate Q/Q% (Y/Y%) Q2 -0.1 (-0.1) 0.3(-0.1)
UK E$% 00.01 BRC shop price index Y/Y% Aug - 0.2
Wednesday 28 August 2024
Euro area n 09.00 M3 money supply Y/Y% Jul 2.7 2.2
Germany M (0700 GfK consumer confidence indicator Sep -18.0 -18.4
France l l 07.45 INSEE consumer confidence indicator Aug 92 91
Thursday 29 August 2024
Euroarea [ 10.00 Commission Economic Sentiment indicator Aug 95.8 95.8
B8 1000 Commission industrial (services) confidence indicator Aug -10.9 (5.3) -10.5 (4.8)
Bl 10.00 Final Commission consumer confidence indicator Aug -13.4 -13.0
B8 0500 Newcar registrations Y/Y% Jul - 2.8
Germany M 1300 Preliminary HICP (CPI) Y/Y% Aug 2.2(2.1) 2.6 (2.3)
Spain == 08.00 Preliminary HICP (CPI) Y/Y% Aug 2.5(2.4) 2.9(2.8)
Friday 30 August 2024
Euro area m 10.00 Preliminary headline (core) HICP (Y/Y%) Aug 2.2(2.8) 2.6 (2.9)
n 10.00 Unemployment rate % Jul 6.5 6.5
Germany M 0855 Unemployment rate % (change 000’s) Aug 6.0 (16.0) 6.0 (18.0)
France [ B 07.45 GDP —final estimate Q/Q% (Y/Y%) Q2 0.3 (1.1) 0.3 (1.5)
B B 07.45 Preliminary HICP (CPI) Y/Y% Aug 2.2 (1.9) 2.7 (2.3)
B B 0745 Consumer spending MIM% (Y/Y%) Jul -0.4 (-0.9) 0.5 (-1.0)
BB 0745 PPIYIY% Jul - -6.0
l l 06.30 Total payrolls (final private sector) Q/Q% Q2 - 0.3(0.3)
Italy B B 1000 Preliminary HICP (CPI) Y/Y% Aug 1.3(1.2) 1.6 (1.3)
l l 11.00 ISTAT consumer confidence indicator Aug 990.1 98.9
l l 11.00 ISTAT business (manufacturing) confidence indicator Aug -(87.4) 94.2 (87.6)
Spain  LEe= 08.00 Retail sales Y/Y% Jul - 0.3
UK : : 00.01 Lloyds business barometer (own price expectations) Aug - 50 (57)
E$% 07.00 Nationwide house price index M/M% (Y/Y%) Aug 0.2 (2.9) 0.3(2.1)
E$%  09.30 Net consumer credit £bn (Y/Y%) Jul 1.3() 1.2 (8.0)
EFE  09.30 Net mortgage lending £bn (approvals 000s) Jul 2.0 (60.5) 2.7 (60.0)

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

Country BST Event/ Auction
Monday 26 July 2024
UK : : - Summer bank holiday
Tuesday 27 July 2024
Germany M 1030 Auction: to sell €4bn of 2.5% 2029 bonds
Italy l l 10.00 Auction: to sell up to €2.5bn of 3.1% 2026 bonds
Wednesday 28 July 2024
Euro area n 11.15 ECB Chief Economist Lane speaks on ‘Inflation — challenges for policymakers & researchers’, CEBRA conference, Frankfurt
UK : : 10.00 Auction: to sell £1.5bn of 0.75% 2033 inflation-linked bonds
Thursday 29 July 2024
Italy l l 10.00 Auction: to sell 5- and 10-year bonds
Friday 30 July 2024

- Nothing scheduled -
Source: Bloomberg and Daiwa Capital Markets Europe Ltd.
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