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• Despite a further decline in euro area unemployment, Bunds made gains as 
euro area core inflation moderated in March to the lowest since January 
2022.  

• While a UK retail price survey signalled a pickup in food inflation, Gilts also 
followed USTs higher, as the final manufacturing PMIs pointed to greater 
pessimism amid a slump in orders. 
All eyes on Wednesday will be on the announcements of US reciprocal 
tariffs, while the ECB’s monetary policy account, final services PMIs and 
the UK’s DMP survey results are due Thursday.  

Daily bond market movements 

Bond Yield Change 

BKO 2.2 03/27 2.015 -0.027 

OBL 2.4 04/30 2.300 -0.036 

DBR 2½ 02/35 2.683 -0.052 

UKT 3¾ 03/27 4.166 -0.023 

UKT 4⅜ 03/30 4.248 -0.029 

UKT 4½ 03/35 4.632 -0.045 

*Change from close as at 5.00pm BST. 
Source: Bloomberg 

Euro area 

Disinflation continues with core HICP rate lowest since January 2022   

According to today’s flash estimates, euro area HICP inflation edged down 0.1ppt in March to a five-month low of 2.2%Y/Y. 
That aligned with the consensus forecast and left the Q1 average (2.3%Y/Y) in line with the ECB’s projection. Lower energy 
inflation played a role in the decline in the headline rate, dropping almost 1ppt to a four-month low (-0.7%Y/Y) thanks not 
least to lower prices of petrol and heating oil. But renewed pressures in unprocessed food, inflation of which rose more than 
1ppt to a 13-month high (4.1%Y/Y), provided some offset. Meanwhile, core goods inflation was steady and still subdued at 
0.6%Y/Y. And perhaps most encouragingly for the ECB, the all-important services component fell a chunky 0.3ppt to 
3.4%Y/Y, the lowest since June 2022. As a result, core inflation dropped 0.2ppt to 2.4%Y/Y, the softest rate in more than 
three years and consistent with continued disinflation. However, while that was 0.1ppt below the median on the Bloomberg 
survey, it left the Q1 average (2.6%Y/Y) a touch above the ECB’s projection. On a seasonally-adjusted basis, core prices 
rose the least in four months (0.17%M/M). But that moderation reflected softness in the goods component, while the monthly 
rise in services prices on an adjusted basis edged marginally higher. Indeed, on a three-month annualised basis, momentum 
in both services (3.2%3M/3M annualised) and core prices (2.3%3M/3M annualised) ticked up slightly in March. We also 
caution that the services component might have been flattered this March by the timing of Easter, weighing on certain 
tourism-related prices which will then be boosted temporarily in April. Nevertheless, in part given base effects but also given 
survey evidence of moderation in price-setting, we strongly expect services inflation to fall in the current quarter. And as a 
result, we expect both the headline and core HICP rates to edge down further in Q2, justifying another ECB rate cut by the 
time of the June meeting.        
 

Unemployment rate edges to new series low thanks to continued declines in Southern Europe 

Of course, the inflation outlook remains extremely uncertain due to lack of clarity about the global tariff landscape, with 
Trump’s announcement of reciprocal tariffs imminent and the detail of EU retaliation unclear. In part due to such uncertainty, 
as well as expectations that looser German fiscal policy will eventually provide impetus to GDP growth and inflation, our 
baseline forecast continues to assume no change to ECB rates in April before a cut in June. One reason why the Governing 
Council should feel able to be patient is the resilience of the labour market. While surveys have signalled greater willingness 
among firms, particularly in manufacturing, to cut headcount, the euro area unemployment rate fell in February to a new 
series low of 6.1%, down 0.4ppt from a year earlier and about 1½ppts below the pre-pandemic level. In line with the recent 
trend, the improvement was led by Southern Europe. Strikingly, Italian unemployment fell 0.3ppt to 5.9%, a rate that has 
been lower only once (in April 2007) on the series dating back more than four decades. And the Spanish (10.4%) and Greek 
(8.6%) rates also fell to their lowest since 2008. Elsewhere, German joblessness on the ILO measure was low and flat at 

Euro area: HICP inflation  

 
Source: Macrobond and Daiwa Capital Markets Europe Ltd. 

Euro area: Contributions to HICP inflation 

 
*Non-energy industrial goods.  

Source: Macrobond and Daiwa Capital Markets Europe Ltd. 
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3.5%. And the French rate edged up to a five-month high (7.4%), still about 1ppt below the 2019 average. As the drop in 
unemployment over recent years has been driven by Southern European countries where slack was previously ample, it 
need not be unsustainable. Indeed, with vacancies declining gradually and surveys suggesting that labour shortages are 
less of a constraint on economic activity, we do not consider the labour market to be overly tight. And even in the absence of 
a significant adverse shock to economic activity from trade wars, wage growth should remain on a moderating path 
consistent with underlying disinflation.        
   

PMIs signal strongest factory production growth in two years 

In terms of economic activity, today’s final manufacturing PMIs reaffirmed the flash release’s signal of a notable improvement 
in conditions. In particular, the euro area factory output component (50.5) suggested modest growth in the sector for the first 
time in two years and by the most since May 2022. And with the quarterly index some 3.8pts higher than in Q4, 
manufacturing production looks on track to contribute positively to GDP growth in Q1 for the first time in over two years. The 
improvement was particularly striking in Germany, where the final PMIs implied the strongest factory production in three 
years (52.1) and the largest quarterly increase (6.6pts) since the global financial crisis when excluding the initial Covid-19 
rebound. Today’s survey results also reported a rise in the output PMI in Spain to a three-month high (51.1), a return to  
growth in the Netherlands (51.1) and the strongest manufacturing expansion in Greece in 11 months (56.8). While still in 
contractionary territory, the French output index rose more than 4pts to a near-three-year high (48.6).  And although the 
Italian PMI bucked the trend in March by falling some 2.6pts to a four-month low (46.2), this was still on average almost 2pts 
higher in Q1 than in Q4.  
 

Manufacturers broadly optimistic about year ahead as new orders rise most in more than 3 years 

We suspect that the pickup in factory output at the end of Q1 was related in part to temporary front-loading of production to 
fulfil orders ahead of the announcement and imposition of US tariffs on imported European goods. Indeed, while it rose to a 
35-month high, the euro area new factory orders index remained sub-50 to suggest no material boost to aggregate demand,  
while overseas orders reportedly fell at a faster pace than in February. But with manufacturers’ stockpiles of finished goods 
having declined steadily over the past two years, the order-inventory ratio was the highest for three years and broadly in line 
with the long-run average, tentatively pointing to a further rise in production over the near term. Certainly, there was no 
meaningful deterioration in firms’ output expectations for the coming year, which broadly aligned with the survey trend. The 
mood was most improved in Germany – with expected output growth the most in more than three years – as confidence was 
seemingly buoyed by the prospect of higher public spending on defence and infrastructure. So, while firms in the factory 

Euro area: Key HICP inflation components 

 
*Non-energy industrial goods.  

Source: Macrobond and Daiwa Capital Markets Europe Ltd. 

Euro area: Core inflation momentum  

 
*Non-energy industrial goods.  

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

Euro area: Unemployment 

 
Source: Macrobond and Daiwa Capital Markets Europe Ltd. 

Euro area member states: Unemployment rates 

 
Source: Macrobond and Daiwa Capital Markets Europe Ltd. 
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sector reportedly continued to see profit margins squeezed by rising input costs, the survey’s employment component 
signalled the smallest cut in headcount in seven months 
 

The coming two days in the euro area 

While Wednesday will bring a lull to the economic dataflow in the euro area, attention will be firmly on President Trump’s 
‘Liberation Day’ announcement of ‘reciprocal’ tariffs ahead of Thursday’s implementation of 25% tariffs on US imports of 
autos. In theory, the announcements might mark a peak to the latest round of tariff-related uncertainty. But with retaliatory 
measures from the EU and, inevitably, further noise highly likely thereafter, that uncertainty won’t be quickly dispersed. 
Certainly, the ECB’s account of its March Governing Council meeting (due Thursday) will emphasise the challenges to its 
monetary policy calibration being posed by that heightened uncertainty. The Governing Council voted to lower its benchmark 
interest rates for a sixth consecutive meeting in March, taking the Deposit Rate to 2.50%, but flagged in its statement the 
impact of uncertainty relating to both international trade and promises of fiscal loosening in Germany. That uncertainty, along 
with the statement’s emphasis of the ECB’s ‘meaningfully less restrictive’ stance, would also imply the likelihood of a wide 
range of opinions about the future pathway for rates in the account. Thursday will also bring March’s final euro area 
composite and services PMIs. Courtesy of March’s manufacturing improvement, we expect the euro area composite output 
PMI to hold its (marginal) gain, of 0.2ppt to 50.4, in line with the flash.               

UK 

BRC retail price inflation gauge rises to 7-month high boosted by higher food inflation 

With households hit by higher energy and water bills from the start of April, and retailers similarly hit by increased National  
Insurance Contributions, minimum wages and rising farm and factory gate prices, today’s BRC shop price monitor suggested 
that prices on the high street are also showing signs of stirring. While the BRC’s measure of retail prices fell in March for the 
third month out of the past four, the pace of decline (-0.2%M/M) was less than half that seen in the same month a year ago. 
As such, the annual rate rose to a seven-month high (-0.4%Y/Y). Upwards pressures largely emanated from food, for which 
the BRC measure rose to a nine-month high amid a jump in ambient food prices, related in part to rising wholesale prices as 
well as an increase in the plastic packaging tax from 1 April. But while there was evidence of further discounting of furniture, 
DIY and gardening equipment, non-food inflation was also less negative due to a near-2ppt jump in the electrical goods 
component. The near-term price outlook remains uncertain, with retailers having to balance a persisting household 
preference to save rather than spend against a squeeze on profit margins as producer prices pick up. Indeed, according to 

Euro area: Manufacturing output PMIs 

 
Source: Macrobond, S&P Global and Daiwa Capital Markets Europe Ltd. 

Euro area: Manufacturing output & PMIs  

 
Source: Macrobond, S&P Global and Daiwa Capital Markets Europe Ltd. 

Euro area: Selected manufacturing PMIs 

 
Source: Macrobond, S&P Global and Daiwa Capital Markets Europe Ltd. 

Euro area: Manufacturing price PMIs* 

 
*Dashed lines represent pre-pandemic averages.  

Source: Macrobond, S&P Global and Daiwa Capital Markets Europe Ltd. 
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today’s final manufacturing PMIs for March, output price inflation at the factory gate rose for a fourth consecutive month and 
by the most in almost two years (55.3). And while the respective input price index moderated by 1.5pts in March, at 57.9 it 
remained above the long-run average to point to non-negligible cost pressures in the goods price pipeline.               
 

Manufacturers most downbeat about outlook in more than 2 years as orders slump  

In terms of economic activity, today’s final manufacturing PMIs were also disappointing, albeit not surprisingly so given 
heightened geopolitical uncertainties. Indeed, while it was revised up 0.8pt from the flash, the final output component fell in 
March for the seventh month out of the past eight and by a sizeable 2.0pts to 45.3, the lowest level since October 2023 and 
almost 9pts below the long-run average. The downturn was widespread, with contractions signalled across the consumer, 
intermediate and investment goods subsectors. While the decrease was reportedly steepest among small manufacturers, 
output was also down at large and medium-sized firms. The weakness related predominantly to a slump in new orders, with 
the respective component down a whopping 6.9pts – the joint-largest monthly drop since the first Covid-19 lockdown and the 
Brexit referendum before that – to 40.7, a 19-month low. Nevertheless, given the steady run down of stocks of finished goods 
over the past couple of years, the orders-to-inventories ratio stood at an above-average 1.03, which might normally point to 
growth ahead. Nevertheless, not least given significant uncertainties regarding US trade policies, manufacturers’ production 
expectations for the coming 12 months were the weakest since October 2022.     
 

The coming two days in the UK 

There are no top-tier data releases scheduled for the UK on Wednesday. So, at least on the data front, focus will be on 
March’s BoE Decision Maker Panel survey, due Thursday. Certainly, as BoE rate-setter Greene cautioned in a speech earlier 
today about the recent uptrend in consumer inflation expectations, one-year ahead CPI expectations have grown slightly 
firmer over the past six months, edging up a further 0.1ppt to an 11-month high of 3.1%3M/Y in February. And while 
expectations for three-years ahead remained steady that month (2.8%3M/Y), and still consistent with anchored expectations, 
the risks to both measures remain skewed to the upside with inflation set to tick higher into the latter half of this year. 
Meanwhile, and despite the deterioration confirmed by today’s manufacturing PMI, Thursday’s final composite reading is 
expected to confirm a sharp improvement. The flash release showed the composite index rise 1.5pts to a six-month high of 
52.0, with services business activity, rising 2.2pts to 53.2, compensating for the lull in manufacturing. 

  

UK: BRC shop price inflation  

 
Source: Macrobond and Daiwa Capital Markets Europe Ltd. 

UK: Manufacturing price PMIs*  

 
*Dashed lines represent pre-pandemic averages.  

Source: Macrobond, S&P Global and Daiwa Capital Markets Europe Ltd. 

UK: Manufacturing output & PMIs 

 
Source: Macrobond, S&P Global and Daiwa Capital Markets Europe Ltd. 

UK: Selected manufacturing PMIs 

 
Source: Macrobond, S&P Global and Daiwa Capital Markets Europe Ltd. 

-5.0

-2.5

0.0

2.5

5.0

7.5

10.0

12.5

15.0

17.5

Jan-22 Jul-22 Jan-23 Jul-23 Jan-24 Jul-24 Jan-25

BRC shop price inflation Food

Non-food Ambient food

%, Y/Y

35

40

45

50

55

60

65

70

75

80

85

90

95

Jan-22 Jul-22 Jan-23 Jul-23 Jan-24 Jul-24 Jan-25

Input prices

Output prices

Index

35

40

45

50

55

60

-5

-4

-3

-2

-1

0

1

2

3

Jan-22 Jul-22 Jan-23 Jul-23 Jan-24 Jul-24 Jan-25

Manufacturing output

Manufacturing output PMI (rhs)

Manufacturing new orders PMI (rhs)

%, 3M/3M Index

-3.0

-2.0

-1.0

0.0

1.0

2.0

3.0

4.0

Jan-22 Jul-22 Jan-23 Jul-23 Jan-24 Jul-24 Jan-25

New export orders Order-inventory ratio

Employment Output expectations

St. dev

The next edition of the Euro wrap-up will be published on Thursday 03 April 2025 
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European calendar 
Today’s results 

Economic data 

Country  Release Period Actual 
Market consensus/ 

Daiwa forecast 
Previous Revised 

Euro area  Preliminary headline (core) HICP Y/Y% Mar 2.2 (2.4) 2.2 (2.5) 2.3 (2.6) - 

  Final manufacturing PMI Mar 48.6 48.7 47.6 - 

  Unemployment rate % Feb 6.1 6.2 6.2 - 

Germany  Final manufacturing PMI Mar 48.3 48.3 46.5 - 

France  Final manufacturing PMI Mar 48.5 48.9 45.8 - 

Italy  Manufacturing PMI Mar 46.6 48.0 47.4 - 

Spain  Manufacturing PMI Mar 49.5 49.7 49.7 - 

UK  Final manufacturing PMI Mar 44.9 44.6 46.9 - 

  Nationwide house price index M/M% (Y/Y%) Mar 0.0 (3.9) 0.2 (4.2) 0.4 (3.9) - 

  BRC shop price index Y/Y% Mar -0.4 -0.4 -0.7 - 

Auctions 

  Country  Auction 

Germany  sold €3.418bn of 2.2% 2027 bonds at an average yield of 2.01% 

Source: Bloomberg and Daiwa Capital Markets Europe Ltd. 
 

Wednesday’s releases 

Economic data 

Country  BST Release Period 
Market consensus/ 

Daiwa forecast 
Previous 

Spain  08.00 Unemployment (net employment) change 000s Mar - -6.0 (58.7) 

Auctions and events 

Euro area  11.30 ECB Executive Board Member Schnabel to give speech on ‘reviving growth in the euro area’ at SciencesPo, Paris 

Germany  10.30 Auction: to sell up to €4.5bn of 2.5% 2035 bonds 

UK  10.00 Auction: to sell £1.6bn of 1.125% 2035 inflation-linked bonds 

Source: Bloomberg and Daiwa Capital Markets Europe Ltd. 
 

Thursday’s releases 

Economic data 

Country  BST Release Period 
Market consensus/ 

Daiwa forecast 
Previous 

Euro area  09.00 Final composite (services) PMI Mar 50.4 (50.4) 50.2 (50.6) 

  10.00 PPI Y/Y% Feb 2.8 1.8 

Germany  08.55 Final composite (services) PMI Mar 50.9 (50.2) 50.4 (51.1) 

France  08.50 Final composite (services) PMI Mar 47.0 (46.6) 45.1 (45.3) 

Italy  08.45 Composite (services) PMI Mar 51.5 (52.5) 51.9 (53.0) 

Spain  08.15 Composite (services) PMI Mar 54.3 (55.5) 55.1 (56.2) 

UK  09.30 DMP 3M output price (1Y CPI) expectations % Mar 4.0 (3.2) 4.0 (3.1) 

  09.30 Final composite (services) PMI Mar 52.0 (53.2) 50.5 (51.0) 

Auctions and events 

Euro area  12.30 ECB to publish monetary policy account of 5-6 Mar Governing Council meeting 

France  09.50 Auction: to sell up to €12bn of 3.5% 2033, 3.2% 2035 & 3.75% 2056 bonds 

Spain  09.30 Auction: to sell 2.4% 2028, 3.1% 2031, 3.9% 2039 bonds & 1% 2030 inflation-linked bonds 

UK  10.00 Auction: to sell £3.25bn of 4.375% 2040 bonds 

Source: Bloomberg and Daiwa Capital Markets Europe Ltd. 

 

 



 

Europe Euro wrap-up 01 April 2025 
   
 

 

  
- 6 - 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

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 II and should not be distributed to retail clients as defined in MiFID II. 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

