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and UK’s detailed December inflation reports, as well as UK GDP and retalil UKT 4Y, 07/34 4.830 +0.023
sales figures. *Change from close as at 15.45pm GMT.
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Euro area

French household consumption trending sideways despite higher spending on new cars

French household consumption growth in Q3 of 0.6%Q/Q was the strongest for two years. While this principally reflected an
Olympics-related boost to expenditure on services over the summer (0.9%Q/Q), spending on goods also rose for the first
quarter in four (0.4%Q/Q). But while real disposable income was on track to be up more than 1%2%Y/Y in 2024, the savings
rate rose steadily over the first three quarters of the year. And households appear to have tightened their purse strings
further in Q4 in the face of rising unemployment concerns and heightened political uncertainties. Certainly, today’s figures for
expenditure on goods suggested that household spending has moved broadly sideways since Q3. Indeed, the increase of
0.3%M/M in November merely reversed the downwardly revised decline in October. The pickup reflected increased spending
on new cars (4.0%M/M) to a twelve-month high. In contrast, expenditure on clothing and household appliances fell again in
November, with energy consumption also down and spending on food providing only a modest offset. While new car
registrations figures suggest further support to consumption heading into year-end from autos, consumer confidence has
steadily deteriorated over the fourth quarter, falling in December to a 12-month low, more than 6% below the September
peak and some 11% below the long-run average. Admittedly, the survey’s purchase intentions index was little changed in Q4
at the joint-highest level since early 2022. But this too remained well below the long-run average. And overall, we think that
household consumption will offer little support to French GDP growth last quarter.

French industrial production on track for decline in Q4, with outlook remaining gloomy too

Today’s French industrial production figures were consistent with modest contraction in the sector in Q4. Despite rising for
the first month in three, growth of 0.2%M/M in November followed a cumulative decline of more than 1% in the prior two
months. This left the level no higher than the subdued average in the previous ten months to be trending in October and
November almost ¥2% below the Q3 average. Increased production of transport equipment — autos (5.8%M/M) and
aerospace products (2.4%M/M) — and machinery was largely offset by declines in ICT and electrical equipment, food and
textiles, with the latter down to the lowest level in 21 months. While the INSEE business survey signalled a further modest
improvement in manufacturing sentiment in December — the respective index rose to a three-month high (97) — firms still
considered conditions to be unfavourable. Moreover, manufacturers were more pessimistic about output in December,
tallying with the steeper decline implied by the respective PMI. Admittedly, firms were somewhat less downbeat about order
books, although the respective INSEE and PMI indices remained consistent with weak demand. And with inventory levels
still considered to be high, manufacturing production is highly likely to remain subdued into the New Year too.
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French GDP likely moved sideways in Q4, with risks to the outlook for 2025 skewed to the downside

The French construction sector likely failed to provide much offset to manufacturing weakness in Q4. Despite rising for a
second successive month in November (0.3%M/M) to a three-month high, the average level of construction activity in the
first two months of Q4 was up just 0.1% on Q3. Moreover, surveys from the Bank of France (BoF) and INSEE as well as the
PMIls all point to a weakening in conditions in the sector in December. Admittedly, surveys have provided mixed messages
for the services outlook. According to the early December BoF economic update, firms in hospitality, transport, warehousing
and certain other business services expected another modest increase in output at the end of the year. And the INSEE index
for recent services activity rose the most in seven months in December. But the headline services sentiment indicator fell to a
five-month low, as future activity was expected to decline due to the deterioration in consumer confidence. And while the
services PMI bounced back in December from November’s ten-month low, it remained below the key-50 stagnation level.
Overall, like the BoF, we think French GDP moved broadly sideways in Q4, in part reflecting payback for the temporary boost
from the Olympic and Paralympic Games, which might have knocked as much as Vappt off growth last quarter. But while we
expect GDP to return to very modest growth in Q1, risks appear skewed to the downside due to persisting political
uncertainty and the current freeze to most categories of public expenditure at 2024 levels.

The week ahead in the euro area

The coming week will bring a few top-tier euro area data releases, including the final estimates and detail of HICP inflation in
December (Friday). Despite upside surprises to German and Spanish inflation, Tuesday’s flash euro area estimates aligned
with initial forecasts, reporting a further 0.2ppt increase in the headline rate to 2.4%Y/Y but a steady core rate at 2.7%Y/Y.
But given the high-side reading of the headline rate to two decimal places (2.44%Y/Y), it will only take a very modest
upwards revision to any of the final figures from the large member states — due to be published on Wednesday (France,
Spain) and Thursday (Germany, Italy) — to invoke an upwards revision to the euro area HICP rate to 2.5%Y/Y. Nevertheless,
average inflation in Q4 would still have remained consistent with the ECB’s latest projections, with upwards pressure
principally reflecting energy components. Perhaps more significantly, the final detail will also provide a granular breakdown to
help explain the 0.1ppt uptick in services inflation, back to 4.0%Y/Y, and allow calculation of various measures of underlying
inflation. While elevated services inflation will remain a point of conjecture for some of the Governing Council’s more hawkish
members, we suspect that Friday’s release will suggest that underlying inflation remains consistent with a return of inflation
to 2.0% or below by mid-year, providing enough reassurance for rate-setters to continue to withdraw monetary policy
restrictiveness over coming policy meetings. Indeed, December’s monetary policy account (due Thursday) will be closely
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watched for any references to discussions surrounding the change to the ECB’s forward guidance (i.e. the removal of the
reference to keeping “policy rates sufficiently restrictive for as long as possible”), and particularly whether any Governing
Council members expressed preference towards moving beyond neutral towards a more accommodative stance.

Meanwhile, euro area IP (due Wednesday) looks likely to have grown only slightly in November having been flat in October.
With the positive surprise in German industrial output (1.5%M/M) partly offset by the sharp decline in the frequently-volatile
Irish data (-5.9%M/M), we expect a rise of around 0.2%M/M, which would leave euro area IP some Yzppt below its Q3
average and on track for a sixth quarterly decline in the last seven. But November’s euro area trade data (due Thursday) is
expected to be somewhat less downbeat, with the pickup in German exports that month likely to be reported for the region
as a whole.

UK

The week ahead in the UK

After a quiet start to the week, December’s CPI report (Wednesday) will mark the start of a busy few days for UK data
releases. Headline inflation rose in November to an eight-month high (0.3ppt to 2.6%Y/Y). But we expect a slight moderation
in December to 2.5%Y/Y, in line with the BoE’s forecast for the month. Core inflation is also expected to ease, perhaps by a
more marked 0.3ppt to 3.2%Y/Y thanks to lower services price inflation, which could fall to its lowest rate since the first stage
of the Russian invasion of Ukraine. However, that step down in services inflation would likely only be temporary in nature,
with a rebound in January (in part related to tax changes) probable before a more sustainable decline at the end of Q1.
Nonetheless, this step down in services inflation in December, alongside a fresh set of macroeconomic projections, should
make it easier for the MPC to justify a rate cut at February’s policy meeting.

Indeed, with BoE Governor Bailey having noted in December’s statement that the MPC had revised its expectation for GDP
growth to be zero in Q4 (from 0.3%Q/Q in its November projections), the loss of economic momentum in H224 as well as the
recent tightening of financial conditions should pose a notable downside risk to the Bank’s inflation outlook even as it
represents upside risks to the government budget deficit. Consequently, November's Monthly GDP series (Thursday) will
garner significant attention. After two consecutive months of declining output in September and October, and the downwards
revision of Q3 GDP growth to 0.0%Q/Q, policymakers will be hopeful for some signs of positive growth in Q4. While some
payback may be due for UK manufacturers and construction firms, whose output fell back -0.6%M/M and -0.4%M/M
respectively in October, November’s results seem likely to remain weak. We expect growth to be only marginally positive,
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perhaps around 0.1%M/M, whilst remaining largely stagnant on a 3M/3M basis. Indeed, the composite PMIs signalled
stagnant output growth in that month against the backdrop of the Government’s budget announcements, while disruptive
weather events, including two named storms in late November, should have also served as a headwind to activity. And with
consumer confidence also on the retreat, the redistribution of Black Friday discount sales to December will also deprive
November of a potential boost from the retail sector. By design, however, this sampling change should inflate December’s
retail sales (due Friday).

Beyond the economic data, BoE MPC external member Alan Taylor — one of three dissenters who voted in favour of a 25bps
cut in December — is due to make his first speech on the inflation outlook on Wednesday evening.

The next edition of the Euro wrap-up will be published on 15 January 2025

Daiwa economic forecasts

2024 2025 2026
GDP %, Q/Q %, YIY
Euro area [ | 0.4 0.1 0.2 0.2 0.2 0.3 0.7 0.9 1.2
UK o 0.0 0.0 0.2 0.3 0.3 0.3 0.8 0.8 1.3
Inflation, %, Y/Y
Euro area
Headline HICP B 2.2 2.2 2.0 1.8 1.8 21 2.4 1.9 1.9
Core HICP B3 2.8 2.7 2.3 1.8 1.6 2.0 2.8 1.9 1.8
UK
Headline CPI e 2.0 25 25 2.3 2.6 2.3 25 2.4 21
Core CPI o 3.3 3.4 3.4 2.4 2.2 21 3.7 25 2.0
Monetary policy, %
ECB
Deposit Rate BE 350 3.00 2.50 2.25 2.00 2.00 3.00 2.00 2.00
Refi Rate BE 365 3.15 2.65 2.40 2.15 2.15 3.15 2.15 2.15
BoE
Bank Rate EiE 500 475 450 4.25 4.00 3.75 475 3.75 3.25

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

European calendar

Today’s results

Economic data
Country Release Period Actual Mgr:s;ac?gliir;'sstzsl Previous Revised
France B B industrial production M/M% (Y/Y%) Nov 0.2 (-1.1) -0.1 (-1.3) -0.1 (-0.6) -0.3(-0.9)
B B cConsumer spending MIM% (Y/Y%) Nov 0.3(0.3) 0.2 (-0.2) -0.4 (0.4) -0.3(-)
Italy B B Retail sales MIM% (YIY%) Nov -0.4 (1.1) - -0.5 (2.6) -
Spain i Industrial production M/IM% (Y/Y %) Nov -0.8 (-0.4) -(1.5) 0.5(1.9) -(1.5)
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

Country GMT Release Period Dg//!fvrak?;rz(():g?;/r}f:tilal Previous
Monday 13 January 2025
- Nothing scheduled -
Tuesday 14 January 2025
Italy B B 09.00 Industrial production M/M% (Y/Y%) Nov 0.0 (-2.4) 0.0 (-3.6)
Wednesday 15 January 2025
Euroareca [ 10.00 Industrial production M/M% (Y/Y%) Nov 0.3(-1.8) 0.0 (-1.2)
Germany M 0900 GDP*Y/Y% 2024 -0.2 -0.3
M 0900 Government fiscal balance % of GDP 2024 -2.3 -2.0
France [ W 07.45 Final HICP (CPI) Y/Y% Dec 1.8(1.3) 1.7 (1.3)
Spain  Ee= 08.15 Final HICP (CPI) Y/Y% Dec 2.8(2.8) 2.4 (2.4)
UK E§= 07.00 CPI(core CPI)Y/Y% Dec 25(3.2) 2.6 (3.5)
E#=  07.00 PPI-output (input) prices Y/Y% Dec 0.0 (-1.3) -0.6 (-1.9)
E§= 09.30 House price index Y/Y% Nov - 3.4
Thursday 16 January 2025
Euro area n 10.00 Trade balance €bn Nov - 6.1
Germany M 0700 Final HICP (CPI) YIY% Dec 2.8(2.6) 24(2.2)
Italy B B 09.00 Final HICP (CPI)Y/Y% Dec 1.4(1.3) 1.5(1.4)
UK E§5 00.01 RICS house price balance % Dec 28 25
EfE  07.00 Monthly GDP M/M% (3M/3M%) Nov 0.2 (0.0) -0.1(0.1)
EfE  07.00 Services output M/M% (3M/3M%) Nov 0.1(0.1) 0.0 (0.1)
E§=  07.00 Industrial output M/M% (Y/Y%) Nov 0.1(-1.0) -0.6 (-0.7)
E#= 07.00 Construction output M/M% (Y/Y%) Nov 0.5 (0.1) -0.4 (-0.7)
E¥S 07.00 Trade (goods trade) balance £bn Nov -3.7 (-18.0) -3.7 (-19.0)
Friday 17 January 2025
Euro area n 09.00 Final headline (core) HICP Y/Y% Dec 24 (2.7 22(27)
n 10.00 Current account balance €bn Nov - 25.8
UK EEE 07.00 Retail sales — including auto fuel M/IM% (Y/Y%) Dec 0.4 (4.9) 0.2 (0.5)
E§S 07.00 Retail sales — excluding auto fuel M/M% (Y/Y%) Dec 0.3 (3.3) 0.1(0.3)

*Non-seasonally adjusted. Source: Bloomberg and Daiwa Capital Markets Europe Ltd.
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The coming week’s key events & auctions

Country GMT Event/Auction

Monday 13 January 2025
10.00 Auction: to sell €2.75bn of 2.7% 2027 bonds
10.00 Auction: to sell €3bn of 3.15% 2031 bonds

Tuesday 14 January 2025

Italy

Euro area n 07.35 ECB Chief Economist Lane speaks at ECB/BAF/HKMA conference on ‘Europe, Asia & the changing global economy’
Germany M 1030 Auction: to sell €5bn of 2030 bonds
UK 10.00 Auction: to sell £1bn of 1.25% 2054 inflation-linked bonds
Wednesday 15 January 2025
Germany M 10.30 Auction: to sell €1.5bn of 2.5% 2054 bonds
M 1030 Auction: to sell €1bn of 1.8% 2053 bonds
UK E#=  10.00 Auction: to sell £4bn of 4.25% 2034 bonds
: : 16.30 BoE external MPC member Taylor delivers speech on ‘inflation dynamics and outlook’
Thursday 16 January 2025
Euro area n 12.30 ECB to publish monetary policy account of 11-12 December Governing Council meeting
Spain = 09.30 Auction: to sell 2.7% 2030, 0.85% 2037 and 1% 2050 bonds

[R—

UK satcs  09.30 BOE to publish Credit Conditions Survey for Q4 2024
Friday 17 January 2025

- Nothing scheduled -
*Further information forthcoming. 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-regulatory. 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

