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Euro area

Flash PMIs suggest a moderation in momentum

From the start of the year, all major euro area economic surveys reported a notable improvement in business and consumer
sentiment and signalled an acceleration in GDP, with the key indices reaching multi-year highs in the second quarter. However,
having reached its strongest level in sixteen years in June, the flash Commission consumer confidence index for July,
published last week, slipped back a touch. And after reaching a six-year high in May, the flash euro area composite PMI for
July, released today, also declined, down 0.5pt for the second successive month to 55.8, the lowest level since January, to
suggest a moderation in economic growth momentum at the start of Q3. Like for the euro area as a whole, the composite
PMiIs from Germany and France also fell to six-month lows. The overall weakening was due principally to a cooling in the
manufacturing sector, for which the euro area output PMI dropped almost 2pts, similarly to the lowest level since January.
Thanks to a better showing in the periphery, the euro area services activity PMI was unchanged albeit thus still down
somewhat from recent multi-year highs reached in April and May. The survey also reported a weakening in growth of new
orders to the slowest since January, with both manufacturing and services reporting a drop.

Still on track for 2%-plus growth in 2017

Today’s survey results were hardly alarming. The output and new orders PMIs remain towards the upper end of the ranges of
recent years, while the survey measure of employment growth was relatively firm to suggest that labour market conditions
continue to be favourable. Moreover, the experience of recent months suggests that we might well see significant upwards
revisions when the final estimates are published next week. And even if they are not revised higher, today’s results would still
be fully consistent with our economic forecast, which already anticipates a slight moderation of euro area GDP growth in Q3,
from a predicted 0.6%Q/Q in Q2 to 0.5%Q/Q, and a similar slight slowing of activity in each of the large member states. As
such, euro area GDP appears to remain on track to grow by 2.0%Y/Y or more this year, which would be the strongest
performance since 2010. Likewise, with the euro area composite PMIs for both input and output prices barely changed in July,
today’s survey results also tallied with our inflation forecast, which anticipates that headline and core CPI will both move
broadly sideways this quarter.

The day ahead in the euro area and US

In the euro area, Tuesday will bring further July business survey results with the German Ifo and French INSEE indices, as
well as Italian industrial sales and orders figures for May.
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In the US, Tuesday will bring the Conference Board’s consumer confidence indices for July along with the various FHFA and
CaseShiller home price data for May. The US Treasury will sell 2Y notes.

UK
The day ahead in the UK

After a quiet day today, the flow of economic data tomorrow brings only the latest quarterly CBI business sentiment survey.
The previous survey published early last quarter was very upbeat, but subsequent data from the sector have been very
disappointing, with industrial output in May declining by more than 1.0%3M/3M. So, we suspect that tomorrow’s survey will
signal that output growth eased in the three months to July, while new orders also seem likely to have been weaker.

European calendar

Today’s results

Economic data
Country Release Period Actual M%rgm;?::g;ssltjy Previous Revised
EMU B Preliminary manufacturing PMI Jul 56.8 57.2 57.4 -
Bl Preliminary services PMI (preliminary composite PMI) Jul 55.4 (55.8) 55.4 (56.2) 55.4 (56.3) -
B8 ECB public sector asset purchases €bn Weekly 12.1 - 13.8 -
Germany M preliminary manufacturing PMI Jul 58.3 59.2 59.6 -
M preliminary services PMI (preliminary composite PMI) Jul 53.5 (55.1) 54.3 (56.3) 54.0 (56.4) -
France [l B Preliminary manufacturing PMI Jul 55.4 54.6 54.8 -
B B Preliminary services PMI (preliminary composite PMI) Jul 55.9 (55.7) 56.7 (56.4) 56.9 (56.6) -
Auctions
Country Auction
- Nothing to report -

Source: Bloomberg and Daiwa Capital Markets Europe Ltd.

Tomorrow’s data releases

Economic data
Country BST Release Period M%rgssg?giigssltjy Previous
Germany M 09:00 Ifo business climate index Jul 114.9 115.1
M 00:00 Ifo current assessment balance (expectations) Jul 123.8 (106.5) 124.1 (106.8)
France B B 0745 Manufacturing confidence (production outlook) Jul 108 (-) 108 (17)
Italy B B 09:00 Industrial sales M/M% (Y/Y%) May - -0.5 (4.0)
B B 09:00 Industrial orders M/M% (Y/Y%) May - 0.7 (2.2
UK £§= 11:00 CBIIndustrial Trends survey, total orders Jul 12 16
Auctions and events
Country BST Auction / Event
UK EIE 10:30  Auction: To sell £2.5bn of 1.5% 2047 bonds (22-Jul-2047)
EJ5 18.00 BoE’s Haldane scheduled to speak in London

Source: Bloomberg and Daiwa Capital Markets Europe Ltd.
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