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Euro area

Economic sentiment jumps to a 3-year high amid broad-based improvement across sectors

While the flash PMIs moved broadly sideways in January, today’s Commission business sentiment indices beat
expectations. So, with an improvement in consumer confidence also confirmed, the Commission surveys suggested a
welcome pickup in economic growth momentum at the start of the year. After a slight dip at the end of 2025, the headline
euro area economic sentiment index (ESI) jumped 2.2pts — the most in more than two years — to 99.4, a three-year high just
%% below the long-run average and suggestive of GDP growth of about 0.3-0.4%Q/Q. The improvement in business
sentiment was led by manufacturers. Confidence in that sector rose to a 2/%-year high as orders were considered the best in
14 months and especially strong for non-auto transport goods. Services sentiment rose to a two-year high back above the
long-run average. Optimism improved particularly in hospitality and telecommunications where firms expected demand over
the coming three months to be the strongest in more than a year. Meanwhile, constructors judged conditions to be the best in
2% years and significantly more favourable than the long-run average. And greater optimism among retailers tallied with
improved consumer confidence, which rose to an 11-month high as purchase intentions benefitted from rising income
expectations. The share of households planning to purchase a home within the next 12 months rose close to the series high.

German & French ESls rebound sharply, but Spanish & Italian indices suggest outperformance

The Commission survey was also encouraging as it implied a broad-based improvement in momentum across the member
states. Indeed, having broadly flatlined through the second half of 2025, the German ESI (93.2) rose the most since mid-
2021 to the highest level for 2% years. Admittedly, this remains well below the long-run average, suggesting that growth still
lacked vigour. But there were clearer signs of optimism across subsectors, such as civil engineering, that might be expected
to benefit from increased government spending. Meanwhile, contrasting markedly the (questionable) deterioration reported
by the flash French PMIs in January, the equivalent ESI jumped almost 6pts to 100.4, back to the long-run average for the
first time in almost two years. And while the improvements were somewhat smaller in January, the Italian (102.7) and
Spanish ESls (106.2) were the highest in 22 and 16 months respectively, implying ongoing outperformance in Southern
Europe.

Firmer labour demand, softer inflation expectations

Just as the ESls signalled firmer growth momentum at the start of the year, the Commission survey also pointed to a slight
improvement in labour market conditions. Indeed, the euro area Employment Expectations Index (EEI) rose in January more
than 1pt to 98.2, 1.8pts below the long-run average but still the best in a year. Among the member states, employment
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expectations improved in Germany, France and Spain, while the respective index in Italy remained more than 5pts above the
long-run average. Labour demand reportedly improved in all major sectors expect construction where demand nevertheless
remained firm by historical standards. Notably, the manufacturing EEI rose to a 16-month high consistent with perceptions
that the gloom in that sector is gradually lifting. In terms of inflation too the Commission survey brought good news. Selling
price expectations three-months ahead moderated in each major sector in January. And consumer price expectations for the
coming 12 months eased in each of the four large member states and significantly in Germany to a seven-month low. In the
euro area as a whole, 12-month consumer price expectations eased to a three-month low, closer to (albeit still a little above)
the long-run average.

Bank lending picks up at year-end, but growth remains below historical trend

Today’s ECB monetary figures were consistent with moderate economic growth in the euro area at the turn of the year. With
interest rates on new business loans having fallen close to the average on the outstanding stock of loans, the net flow of
lending to non-financial corporations (NFCs) in December rose the most in a year (€29.2bn). While this partly reflected a rise
in shorter-dated loans, the net flow of longer-term loans — i.e. those with a maturity of more than five years, which tend to
align more closely with business fixed investment — was the strongest in 3% years. However, given the strong flow of lending
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Euro area: Services sentiment indices
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Euro area: Consumer confidence indices
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a year earlier, annual growth in the stock of loans to NFCs edged down slightly in December, by 0.1ppt to 3.0%Y/Y,
remaining some way below the long-run average. And while growth in business lending accelerated in Spain (4.3%Y/Y) and
remained firm in France (3.6%Y/Y), it was again largely absent in Germany (0.1%Y/Y). Meanwhile, the monthly flow of new
lending to households was broadly steady in December at €20bn for a third month, to push the three-month flow to the best
in 3%z years. That reflected strength in mortgage lending, supported by the ongoing recovery in the housing market, which
rose to 3.0%Y/Y, the strongest since February 2023. But consumer credit slowed at the end of 2025 as interest rates on new
loans ticked higher and remained more than 1%2ppts above those on existing loans. So, while annual growth in consumer
credit appeared firm at more than 5%YY/Y, this was still almost 1ppt below the long-run average. Overall, therefore, while it is
consistent with an expanding economy, euro area credit growth remains weaker than might be expected given recent rate
cuts and historical trends, suggesting that the current monetary policy stance is more likely neutral than accommodative.

Euro area: 3-month selling price expectations

Euro area: Consumer price inflation & expectations*
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Euro area: Net flow of business loans, by maturity
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Euro area: Growth in business & household loans

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

Euro area member states: Growth in business loans
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The day ahead in the euro area

Friday is set to be a busy day for European economic data, with the first estimates of Q4 GDP and January flash inflation
providing the highlights. GDP growth continued to show encouraging resilience in Q325, rising a touch over %2%Q/Q as
government spending and fixed investment offset a continued drag from net trade. Surveys suggest that growth momentum
remained firm through Q4, and the industrial and construction output data points towards a positive contribution from those
sectors for the first quarter since Q1. So, euro area GDP likely picked up by a similar pace, around ¥2%Q/Q, in Q4.
Thursday’s first estimates reported modest growth in Belgium (0.2%Q/Q), but contraction in Ireland (-0.6%Q/Q). Neither of
those movements should have a discernible effect on the euro area figure. Meanwhile, output likely rose across each of the
largest member states, including Germany, for just the first quarter in three. After a sidestep in Q3, German output is
expected to have risen 0.2%Q/Q, consistent with Destatis’ preliminary whole-year estimate. First GDP estimates from France
are likely to report a similar outturn, albeit in that case marking a slowdown from an export-boosted 0.5%Q/Q in Q3. Surveys
also suggest that Italian growth might have picked up, potentially to as much as 0.2%Q/Q. Spanish outperformance, in
excess of 2%Q/Q, is also expected to continue. Estimates from Spain and France will also provide a preliminary breakdown
by expenditure components.

Turning to inflation, Friday will bring flash estimates from Germany and Spain in January. HICP inflation in Germany fell back
to 2%Y/Y last month, easing a considerable 0.6ppt. Inflation is expected to stay close to the ECB’s target this month,
although offsetting policy measures mean that uncertainty is greater than usual. Notwithstanding an increase in national
carbon prices affecting heating oil and fuels, lower grid fees for electricity prices should see energy inflation soften overall.
Transport services inflation will tick higher, owing to the increased “Deutschland ticket” price. But the implications for services
inflation more broadly are ambiguous given January’s big minimum wage increase and cut to VAT for certain hospitality
businesses. Spanish inflation is expected to fall more sharply, with upwards pressure from energy likely to fall away entirely
owing to favourable base effects. Otherwise, German import prices and PPI data from France and Italy are likely to keep
signalling that underlying goods price pressures were largely absent at the end of last year. Barring revisions, the euro area
unemployment rate should have remained unchanged at 6.3% in December, close to its series low, while January data from
Germany will provide a timelier insight as to whether labour market conditions continued to stabilise in the largest member
state.

The day ahead in the UK

The end of the week will bring UK bank lending data for December. Despite elevated policy uncertainty that month, growth in
consumer credit and business lending was encouragingly strong in November and is likely to have remained so as
uncertainty fell back in December. Considering the subtle boost in September, new mortgage lending was also relatively
robust in November. But since new mortgage approvals edged down to a five-month low, a slight slowdown in secured
lending growth around the turn of the year would be unsurprising.

European calendar

Today’s results

Economic data

Country Release Period  Actual MaDrla(zt/:cf)grSg;S;S/ Previous Revised

Euro area n Commission economic sentiment indicator Jan 99.4 97.1 96.7 97.2
B Commission services (industrial) confidence indicator Jan  7.2(-6.8) 6.0 (-8.2) 5.6 (-9.0) 5.8 (-8.5)
n Final Commission consumer confidence indicator Jan -12.4 -12.4 -13.2 -
BBl M3 money supply Y/Y% Dec 2.8 3.0 3.0 -
France l I Total jobseekers mns Q4 3.13 - 3.05 -
Italy B B Hourly wages MIM% (Y/Y%) Q4 0.2 (2.9) - 0.0 (2.6) -
Spain : Retail sales Y/Y% Dec 29 - 6.0 -
Auctions
Country Auction

Italy [l B sold €2.75bn of 2.85% 2031 bonds at an average yield of 2.74%
l l sold €2bn of 2035 floating bonds at an average yield of 2.71%
B B soid €3.75bn of 3.45% 2036 bonds at an average yield of 3.44%

UK E¥= sold £1.25bn of 0.125% 2028 at an average yield of 3.443%
Source: Bloomberg and Daiwa Capital Markets Europe Ltd.




Europe

Euro wrap-up 29 January 2026

Daiwa

Capital Markets

Tomorrow’s releases

Economic data
Country GMT  Release Period Mg:ﬁ;:?grseir:;y Previous
Euro area - 09.00 ECB consumer expectations survey — 1Y (3Y) ahead CPI Y/Y% Dec 2.7 (2.4) 2.8 (2.5)
BBl 1000 GDP —first estimate Q/Q% (Y/Y%) Q4 0.3(1.2) 0.3(1.4)
BB 1000 Unemployment rate % Dec 6.3 6.3
Germany . 07.00 Import prices M/M% (Y/Y%) Dec -0.4 (-2.6) 0.5(-1.9)
M 0855 Unemployment claims rate % (change 000s) Jan 6.3 (3) 6.3 (3)
M 0000 GDP - first estimate Q/Q% (Y/Y%) Q4 0.2(0.2) 0.0 (0.3)
M 1300 Preliminary HICP (CPI) Y/Y% Jan 2.0(1.9) 2.0(1.8)
France [l B 06.30 GDP —first estimate Q/Q% (Y/Y%) Q4 0.2(1.2) 0.5 (0.9)
l l 06.30 Consumer spending M/IM% (Y/Y%) Dec -0.4 (-0.6) -0.3 (0.0)
BB 0745 PPIYIY% Dec - 3.3
Italy B B 0000 GDP-first estimate Q/Q% (Y/Y%) Q4 0.2 (0.6) 0.1 (0.6)
BE 100 PPIYY% Dec - 0.3
Spain : 08.00 GDP - first estimate Q/Q% (Y/Y%) Q4 0.6 (2.9) 0.6 (2.8)
== 08.00 Preliminary HICP (CPI) Y/Y% Jan 2.4 (2.4) 3.0(2.9)
UK EFE 09.30 Netconsumer credit £bn (Y/Y%) Dec - 2.1(8.1)
: : 09.30 Net mortgage lending £bn (approvals 000s) Dec 4.4 (64.9) 4.5 (64.5)
Auctions and events
- Nothing scheduled -

Source: Bloomberg and Daiwa Capital Markets Europe Ltd.
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