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Bank lending remains subdued to reinforce case for gradual rate cuts

In his speech at Jackson Hole, ECB Chief Economist Lane was less dovish than Fed Chair Powell, arguing that the return of
inflation to target “is not yet secure”. But he also cautioned against keeping rates too high for too long, recognising that
“would deliver chronically below-target inflation over the medium term” and increase the hit on output and jobs. Taking stock
of the monetary transmission mechanism, he acknowledged that the ECB’s policy tightening had had a greater effect on
bank lending than the Fed'’s and also a greater effect than its models had predicted. Despite the ECB’s rate cut in June and
slight decline in lending interest rates from their recent peak, loan growth remained highly subdued in July. On an adjusted
basis, bank lending to non-financial corporations (NFCs) fell in July for the first month in three, with the flow negative on an
unadjusted basis for shorter- and longer-term loans alike. As a result, the annual growth rate in the stock of loans to NFCs
slowed slightly to just 0.6%Y/Y, some 3ppts below the average in the 15 years before the pandemic and still firmly in
negative real-terms territory. While positive on the month, the net flow of lending to households remained extremely sluggish
too, with the annual growth rate up merely to 0.5%Y/Y, similarly well below the long-run average. Consumer credit was up
3.0%Y/Y but loans for house purchase rose just 0.5%Y/Y and the stock of other loans to households remained in reverse at
-2.6%Y/Y. With surveys suggesting that credit standards remain tight and loan demand remains weak, and M3 broad money
growth similarly well below the long-run average at just 2.3%Y/Y in July, developments in the banking sector strengthen the
case for continued monetary easing as the risks of inflation persistence continue gradually to subside.

French consumer confidence continues to edge higher despite persisting unemployment fears

In contrast to Germany, where yesterday’s GfK survey reported a deterioration in consumer confidence to a four-month low,
households in France are gradually becoming more optimistic. According to today’s INSEE survey results, French consumer
confidence rose for the second successive month in August to 92, the highest level since Russia’s invasion of Ukraine albeit
a still substantive 8% below the long-run average. The survey detail reported modest improvements in households’
expectations for economic conditions and their own personal finances, in part reflecting falling inflation expectations. As
such, the climate for making major purchases was also judged to have improved slightly to the best since May 2022, albeit
still well below the long-run average. Concerns about unemployment remained unchanged at a three-year high.
Notwithstanding those labour market-related fears, the improvement in consumer confidence tallies with the pickup in
business sentiment reported by the equivalent INSEE survey last week to suggest that French GDP continued to expand
moderately in Q3. However, weighed not least by the deterioration in Germany, the Commission’s flash consumer
confidence index for the region fell for the first time in seven months in August, and that decline will likely be confirmed in the
final estimate due tomorrow.

Euro area: Loans to NFCs & households Euro area: Interest rate on loans to NFCs*
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German jobs climate deteriorates to softest in 2% years

Tallying with the deterioration in German business sentiment to a four-year low in August reported by the headline ifo indices,
today’s ifo employment barometer suggested that firms in the euro area’s largest member states are looking to cut
headcount by the most since February 2021. In particular, the headline employment index fell for a third successive month to
94.8, about 3% below the long-run average. Consistent with broader sentiment at the sectoral level, labour market conditions
have weakened most acutely in manufacturing and retailing (including the motor trade), where the respective employment
indices fell to the lowest levels since September 2020 and February 2021 against the backdrop of persistently soft demand.
Despite weakness in certain subsectors such as warehousing, transportation and hospitality, however, on balance hiring
intentions remained marginally positive in services, not least thanks to optimism in IT and tourism. And construction firms
looked to keep headcount broadly stable despite the low level of activity in the sector. Overall, however, the steady softening
of German labour market conditions suggests that the ECB hawks’ concerns about inflation persistence related to wages are
no longer valid.

The day ahead in the euro area

Ahead of Friday’s euro area figures, Thursday will bring the flash inflation data for August from Germany and Spain. Due in
particular to a large base effect associated with fuel prices, which rose sharply in this month last year but likely declined
significantly this year, headline inflation should decline in both countries. On the EU-harmonised HICP measure, German
inflation is expected to drop 0.4ppt to 2.2%Y/Y, which would be the lowest since June 2021. Spanish inflation is expected to
fall by the same amount to a 12-month low of 2.5%Y/Y. But the declines in core inflation are likely to be more modest.
Separately, the Commission economic sentiment indices for August will provide a cross-check on last week’s flash PMls,
which suggested a modest pickup in growth momentum this month thanks principally to an improvement in French services.
In part reflecting the deterioration in Germany, the Commission’s industry confidence indicator is expected to drop to the
lowest level since the first wave of Covid-19. But services sentiment should be steady.

UK
The day ahead in the UK

Like today, Thursday will bring no top-tier economic data from the UK.

Euro area: Net new loans to NFCs Euro area: Money supply growth*
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European calendar

Today’s results

Economic data

Country Release Period  Actual Mgr;;t:cf):rseir;s;tjs/ Previous Revised

Euro area [l M3 money supply Y/Y% Jul 2.3 2.7 2.2 2.3
France l l INSEE consumer confidence indicator Aug 92 92 91 -
Auctions
Country Auction
UK B sold £1.5bn of 0.75% 2033 inflation-linked bonds at an average yield of 0.462%

Source: Bloomberg and Daiwa Capital Markets Europe Ltd.

Tomorrow’s releases

Economic data

Country BST Release Period M%rgss ;?Srseir;zltjs/ Previous
Euro area JBEll 05.00 New car registrations Y/Y% Jul - 2.8
BB 10.00 Commission Economic Sentiment indicator Aug 95.8 95.8
BB 10.00 Commission industrial (services) confidence indicator Aug -10.8 (5.2) -10.5 (4.8)
BB 10.00 Final Commission consumer confidence indicator Aug -13.4 -13.0
Germany M 1300 Preliminary HICP (CPI) Y/Y% Aug 2.2(2.1) 2.6 (2.3)
Spain Ee= 08.00 Preliminary HICP (CPI) Y/Y% Aug 2.5(2.4) 2.9(2.8)

Auctions and events

Euro area JBB 10.15 ECB Chief Economist Lane speaks on panel at CEBRA conference, Frankfurt.
italy [l B 10.00 Auction: to sell up to €4.5bn of 3% 2029 bonds
B B 10.00 Auction: to sell up to €1.5bn of 2032 floating bonds

l l 10.00 Auction: to sell up to €3.25bn of 3.85% 2035 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 Il. 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://drp.daiwa.co.jp/rp-daiwa/direct/reportDisclaimer/credit_ratings.pdf. If you need more information on this matter, please contact the Research Production Department of Daiwa Securities.

IMPORTANT

This report is provided as a reference for making investment decisions and is not intended to be a solicitation 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://drp.daiwa.co.jp/rp-daiwa/direct/reportDisclaimer/credit_ratings.pdf

