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e Bunds made modest gains, while a German investor survey signalled a Daily bond market movements

marked energy-related deterioration in the economic outlook but uptick in Bond Yield Change
near-term inflation and rate hike expectations. RO LA — Dipte

. . . OBL 2% 04/31 2.567 -0.032

e Gilts outperformed Pn a quiet day for UK economic news. DBR 2.9 02/36 2906 0.042
e Ahead of Thursday’s ECB and BoE monetary policy announcements, UKT 4% 03/28 4.037 20.053
Wednesday will bring final euro area inflation figures for February. UKT 4% 03/31 4.220 -0.068
UKT 4% 10/35 4.693 -0.075

*Change from close as at 4:15pm GMT.
Source: Bloomberg

Euro area

German ZEW investor survey signals marked deterioration in near-term outlook from energy shock

Given the further step up in wholesale gas and oil price futures last week and with no meaningful signs of de-escalation in
the Middle East, today’s German ZEW investor survey suggested that the hit to sentiment was far more pronounced than
implied by the Sentix survey just over a week ago. In particular, the ZEW index for the outlook for the coming six months
dropped a striking 59pts in March — the most since US President Trump’s “Liberation Day” tariff announcements last spring —
to -0.5. The share of respondents expecting the outlook to worsen (30%) jumped to the highest since April 2025 and
September 2023 before that, well above the long-run average. And those expecting them to improve more than halved from
February. Admittedly, today’s survey results were not all doom and gloom, with respondents suggesting that current
conditions continued to normalise somewhat towards the end of Q1. Indeed, the respective index rose slightly to an eight-
month high in March (-62.9), taking the quarterly average some 12%2pts above the Q4 outturn. Nevertheless, almost two-
thirds of respondents still judged conditions to be ‘bad’ in March. So, although higher government spending on infrastructure
and defence should provide ongoing support to Germany’s recovery, with recent hard data — including January retail sales
and industrial production — showing that the economy started the year on the backfoot and the new global energy shock set
to dampen demand further over the near term, risks to German GDP growth in H126 remain tilted firmly to the downside.

Broad-based deterioration in expected profit margins as inflation and rate hike expectations rise

With the exception of utilities, the deterioration in investor perceptions of the near-term outlook was broad-based. Profit
expectations were hardest hit in the more energy-intensive industries such as chemicals, pharmaceuticals and steel, but
remained most negative for the autos subsector. With the surge in price expectations — roughly 80% of respondents now
expect an increase in inflation over the coming six months, the highest share since June 2021 — set to diminish households
purchasing power, investors also revised down markedly expected profit growth in consumer-facing services, with retailers’
margins likely to be the most negative in more than two years. And earning expectations in the construction subsector were
similarly revised lower amid the prospect of higher interest rates. Indeed, having previously expected no change to monetary
policy, today’s survey suggested that roughly one quarter of respondents now see a hike in interest rates in the coming six
months. And the longer the war in the Middle East and associated energy price shock persists, the more likely the ECB will
need to respond. Certainly, while we expect the ECB to keep policy unchanged this week and currently see the risks of
large-scale second-round effects on inflation to be less extreme than in 2022, President Lagarde might well suggest that all
future policy meetings from April onwards could be live for a possible rate hike.

Germany: Sentix & ZEW investor survey indices Germany: ZEW investor expectations*
100 o 100
g0 L% net balance 80 |
60 r 60
40 40
20 20 | A
0 0
-20 F\V \-\,/ | |
40 | 20 | \./\\/
-60 |- -40 |
-80 -60 ¢ %, net balance
-100 -80
Jan-20 Jan-21 Jan-22 Jan-23 Jan-24 Jan-25 Jan-26 Jan-21  Oct-21 Jul-22  Apr-23  Jan-24  Oct-24  Jul-25
ZEW - expectations ZEW - current situation Improving outlook Worsening outiook
Sentix - expectations =~ =0 meeee Sentix - current situation Investor expectations balance

Source: Macrobond and Daiwa Capital Markets Europe Ltd. *Coming six months. Source: Macrobond and Daiwa Capital Markets Europe Ltd.


https://bit.ly/4u3nHtt
https://bit.ly/40i31Av
https://bit.ly/4lrLGif

Europe Euro wrap-up 17 March 2026 Daiwa

Capital Markets

The day ahead in the euro area

Ahead of the ECB’s monetary policy announcement on Thursday, final euro area inflation estimates on Wednesday are likely
to confirm that inflationary pressures remained well contained before events in the Middle East spiraled a little over two
weeks ago. Admittedly, the flash estimates showed both headline and core inflation picking up by 0.2ppt apiece in February;
albeit the former to a still-sub-target rate of 1.9%Y/Y. Notwithstanding the slight downwards revision to today’s Italian
estimates — now judged to have risen Y2ppt last month to 1.5%Y/Y — we do not expect any change to the final euro area
numbers. The accompanying detail will likely show that the increase in part reflected a temporary boost to services inflation
which, as today’s Italian estimates validate, was in large part influenced by last month’s Winter Olympic games. Specifically,
Italian accommodation services prices rose 10%M/M, pushing inflation up a sharp 10ppts to 14%YYY, its highest rate since
April 2023. Airfares were also similarly erratic, up 20ppts to 9.4%Y/Y. Tomorrow’s release should also confirm that a weaker
drag from energy and pickup in core goods inflation added to the increase in euro area inflation.

The day ahead in the UK

It is set to be another quiet day for economic data in the UK, leaving focus squarely fixed on Thursday’s monetary policy
decision and latest labour market report.
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Economic data
Country Release Period  Actual Mg:ﬁi:?:;igi?y Previous  Revised
Germany M ZEW current situation (expectations) balance Mar -62.9 (-0.5) -68.0 (39.2) -65.9 (58.3) -
Italy B B Final HICP (CPI) Y/Y% Feb  1.5(1.5) 1.6 (1.6) 1.0 (1.0) -
Auctions
Country Auction
UK  EJ5 sold £4bn of 4.125% 2031 bonds at an average yield of 4.228%

Monday'’s results

Source: Bloomberg and Daiwa Capital Markets Europe Ltd.

Economic data

Market consensus/

Country Release Period  Actual Daiwa forecast Previous Revised
UK E#= Rightmove house prices M/IM% (Y/Y%) Mar 0.8 (-0.2) - 0.0 (0.0) -
Auctions
Country Auction

- Nothing to report -

Tomorrow’s releases

Source: Bloomberg and Daiwa Capital Markets Europe Ltd.

Economic data

Market consensus/

Country GMT  Release Period Daiwa forecast Previous
Euroarea B 10.00 Final headline (core) HICP Y/Y% Feb 1.9 (2.4) 1.7 (2.2)
IBEl 10.00 Final job vacancy rate % Q4 2.2 2.2

Auctions and events

Germany 1030
M 1030

Auction: to sell up to €1bn of 2.5% 2046 bonds
Auction: to sell up to €1.5bn of 2.9% 2056 bonds

Source: Bloomberg and Daiwa Capital Markets Europe Ltd.
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