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German new factory orders badly miss expectations to point to continued demand weakness

Ahead of Trump’s announcements of autos and ‘reciprocal’ tariffs, sentiment in the German manufacturing sector had
appeared to been turning gradually for the better. Indeed, survey indicators such as the PMIs suggested the first quarterly
increase in production for a year in Q1. But the improved sentiment seemed more related to optimism regarding German
fiscal policy and the prospect of future increases in government spending on infrastructure and defence than any material
pickup in demand. And today’s data underscored the continued weakness of new factory orders, which — contrary to
expectations of a significant rebound — were merely unchanged in February following the sharp (albeit favourably revised)
drop of 5.5%M/M at the start of the year. As a result, new orders were still at a six-month low at one of the weakest levels of
the past dozen years outside of the initial Covid shock. They were also trending some 3%2% lower in Q1 than in Q4, with
domestic and foreign down at a similar rate.

Decline in core orders less marked & manufacturing production still on track for Q1 gain

German factory orders data are highly volatile and often distorted by bulk orders or major one-offs. But adjusting for such
large-scale items, core goods orders were still down marginally in February at a five-month low. Not least given payback in
shipbuilding, core orders were also trending ¥2% below the Q4 level. Elsewhere within the detail, new orders in high-profile
sectors such as autos and chemicals were trending down more than 1%2% in the first two months of Q1. Demand for
machinery and equipment was also slightly lower on the same basis. So, underlying demand for German goods certainly
remains soft. Manufacturing turnover was also fairly limp in February, falling 0.2%M/M after a drop of 1.0%M/M at the start of
the year. We note that the turnover figure failed to provide a useful guide to manufacturing production in January, which
jumped 2.6%M/M that month. While we brace for negative payback in February for that spurt at the start of the year, a drop n
production of around 1.5%M/M would still leave German factory output on course for positive growth of some 2% over Q1
as a whole.

While somewhat less exposed to the US, French IP on track for Q1 dip as mood darkens

Unlike German factory output, French industrial production was already on track for a second successive quarterly
contraction before the Trump tariff shock. That, however, reflects significant negative carry-over from the end of Q4 and a
soft January. And the broad trend in French manufacturing output over the past couple of years has been flat. Factory
production in February rebounded 1.4%M/M — the most in 21 months — to a five-month high. All major categories — capital,
intermediate and consumer durables and non-durables — posted respectable growth that month. But over the first two
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months of Q1, overall manufacturing output was still trending 0.4% below the Q4 average. And in part due to a more
downbeat assessment of order books, but likely also due to events in the US, survey indicators point to a deterioration in
mood in March. Indeed, the INSEE manufacturing business climate index dropped last month some 4% below the long-run
average with producers of food products, beverages and autos reporting a notable darkening in outlook. It is perhaps only
cold comfort for French industry that the US demand accounts for a smaller share of exports (by more than 3ppts) and
smaller share of GDP (by more than 2ppts) than its German counterpart.

The week ahead in the euro area

With the implementation of US reciprocal tariffs penciled in for Wednesday, the primary focus in the coming week will remain
tied to the news-cycle regarding protectionist measures, including potential EU retaliatory actions as well as possible
extension of tariffs to the as-yet spared pharmaceuticals sector. A meeting of trade ministers will be held on Monday to
coordinate the EU response to the new US tariffs. Increased tariffs on symbolic US goods imports (for example, on
consumer brands, alcohol and motorcycles) and measures aimed at US digital services will be on the table. In addition, the
deployment of the EU’s anti-coercion instrument would seemingly permit the use of measures relating to intellectual property
rights, foreign direct investment access, and public procurement from US companies.

Against that backdrop, next week’s dataflow will play second fiddle. April’s Sentix investor confidence indicator (Monday)
might be expected to reverse much, if not all, of its German fiscal-led 10pt resurgence last month. Following today’s
disappointing factory orders data, and contrasting improvements in France and Spain, we expect German IP (Monday) to
decline about 1%2%M/M in part due to payback for the firm outturn at the start of the year (2.0%M/M). That may continue to
weigh on German trade data (also Monday), after January’s trade balance narrowed to a three-month low (€16.0bn). Both
German and French (Tuesday) trade data will be watched for evidence of exporters front-running US tariffs. But the official
US data this week failed to note a distinguishable pick up in imports from the euro area in February beyond another outsized
shipment of Irish chemicals. Meanwhile, despite softening at the start of the year, we expect euro area retail sales in
February (Monday) to rebound, consistent with the rising sales reported in Germany, France and Italy that month. January’s
service sector output (Monday) will — cumulatively with earlier releases for industrial (0.2%M/M) and construction (0.8%M/M)
output in that month — provide a more comprehensive picture of Q1 GDP growth prospects in the euro area. The end of the
week will bring final estimates for German and Spanish HICP inflation in March (both Friday), which should align with their
flash estimates. In both cases, these surprised notably to the downside (down 0.3ppts to 2.3%Y/Y, and 0.7ppts to 2.2%Y/Y
respectively) owing in part to ongoing moderation in services inflation.
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The week ahead in the UK

Notwithstanding any news flow regarding potential UK retaliatory trade measures in response to US tariffs, which would be
far more modest in scope than measures being prepared by the EU, it should be a particularly quiet start to the coming week
in the UK. The main event with regards to UK economic data will be February’s monthly GDP report (Friday). Given the
extent of December’s expansion (0.4%M/M), the decline in GDP at the start of the year (-0.1%M/M) came as little surprise.
Indeed, consumer and business sentiment indicators, including the PMIs, had been particularly subdued through January.
But while they also flagged a lack of growth momentum in February, retail sales surprised to the upside in that month. And
having been preceded by two weather-affected monthly contractions, we also expect to see a positive contribution from
construction. Hard data have also, thus far, proved relatively resilient when compared to the weakness in survey indicators.
So, we expect a marginal expansion in GDP in February, of 0.1%M/M. And that could push growth on a three-monthly basis
to 0.4%3M/3M, the strongest since June. We also view the prospects for growth in March as positive. Certainly, the uptick in
the services PMIs last month marked a departure from recent stagnation in the sector. And more favourable weather
conditions — last month being the sunniest March for 96 years — should give a particular boost to consumer-facing services,
not least hospitality. Nevertheless, we suspect that March’s RICS survey (Thursday) may flag some weakening of housing
market activity just ahead of this month’s changes to stamp duty tax thresholds. And aside from the dataflow, comments from
BoE Deputy Governors Lombardelli and Breeden, respectively with regards to UK productivity and financial stability, might
also be of interest.

European calendar

Today’s results

Economic data
Country Release Period Actual Mg:ﬁ;?g:;r;?y Previous Revised
Euro area 8 Construction PMI Mar 44.8 - 427 -
Germany _— Factory orders M/IM% (Y/Y %) Feb 0.0 (-0.2) 3.4 (1.5) -7.0 (-2.6) -5.5(0.1)
M Construction PMI Mar 40.3 - 41.2
France [| B Industrial production M/M% (Y/Y%) Feb 0.7 (-0.4) 0.5 (-1.3) -06(-16) -05(1.2)
B B construction PMI Mar 43.8 - 39.8
italy | B Retail sales MIM% (Y/Y%) Feb 0.1 (-1.5) - -0.4 (0.9)
B B cConstruction PMI Mar 52.4 - 48.2
Spain  TE== Industrial production M/M% (Y/Y%) Feb 0.7 (-1.9) - -1.0(-1.0) -1.2(-1.2)
UK  E#5 construction PMI Mar 46.4 46.3 446
:, : New car registrations Y/Y% Mar 12.4 - -1.0
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 BST Release Period Dg//!t?vrak?;rz(():g?;/r}\sc?ti/al Previous
Monday 7 April 2025
Euro area - 09.30 Sentix investor confidence indicator Apr -9.0 -2.9
BB 1000 Retail sales MIM% (Y/Y%) Feb 0.5 (1.9) -0.3(1.5)
- 10.00 Services production M/IM% (Y/Y %) Jan -
Germany M (07.00 Industrial production M/IM% (Y/Y %) Feb -1.0 (-3.6) 2.0 (-1.6)
M  (07.00 Trade balance €bn Feb 18.5 16.0
Tuesday 8 April 2025
France [ B 07.45 Trade balance €bn Feb - 6.5
Wednesday 9 April 2025
- Nothing scheduled -
Thursday 10 April 2025
Italy l l 09.00 Industrial production M/IM% (Y/Y %) Feb -1.0 (-1.7) 3.2 (-0.6)
UK E§= 00.01 RICS house price balance % Mar 9 11
Friday 11 April 2025
Germany ™™ 07.00 Final HICP (CPI) Y/Y% Mar 23(2.2) 2.6(2.3)
Spain  LEe= 08.00 Final HICP (CPI) Y/Y% Mar 2.2(2.3) 2.9(3.0)
UK E#=  07.00 Monthly GDP M/M% (3M/3M%) Feb 0.1(0.4) -0.1(0.2)
E§S  07.00 Services output M/IM% (3M/3M%) Feb 0.1 (0.5) 0.1(0.4)
E¥E  07.00 Industrial output M/M% (Y/Y%) Feb 0.1(-2.3) -0.9 (-1.5)
E#=  07.00 Construction output M/M% (Y/Y%) Feb 0.2 (1.7) -0.2(0.2)
E§E 07.00 Trade (goods trade) balance £bn Feb 1.4 (-17.9) -0.6 (-17.8)

Source: Bloomberg and Daiwa Capital Markets Europe Ltd.

The coming week’s key events & auctions

Country BST Event/Auction
Monday 7 March 2025
- Nothing scheduled -
Tuesday 8 April 2025
Germany M 1030 Auction: to sell up to €3bn of 0% 2035 green bonds
UK E—:*Eﬁ 10.00 Auction: to sell £2.25bn of 4.375% 2054 bonds
: : 17.00 BoE Deputy Governor Lombardelli participates in Resolution Foundation panel on productivity, London
Wednesday 9 April 2025
Euro area n 08.35 DnB President & Governing Council member Knot participates in fireside chat at Bruegel conference, Amsterdam
UK EEE 10.00 Auction: to sell £4.5bn of 4.375% 2030 bonds
Thursday 10 April 2025
Spain : 09.30 Auction: to sell 3.5% 2029, 2.55% 2032, and 3.15% 2035 bonds
UK E#=  10.00 Auction: to sell £3.25bn of 4.375% 2040 bonds
: : 14.00 BoE Deputy Governor Breeden participates in MNI virtual event on UK economic and financial stability prospects, London
Friday 11 April 2025
Italy B B 10.00 Auction: to sell bonds*
UK E}= 0001 REC, KPMG & S&P Global UK Report on Jobs for March

*Details to be announced. Source: Bloomberg and Daiwa Capital Markets Europe Ltd.
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Access our research blog at:
https://www.uk.daiwacm.com/ficc-research/recent-blogs
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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 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.
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