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e The European data calendar over the remainder of the week will bring UKT 0% 01/29 3.947 -0.098
updated April inflation estimates from the euro area (Friday) and Italy UKT 4% 01/34 4.066 -0.109
(tomorrow). *Change from close as at 4:30pm BST.
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Euro area

Euro area IP in March boosted by strong growth in Ireland and Belgium

Consistent with the improvement in manufacturing sentiment towards the end of the first quarter, today’s data suggested that
industrial production in the euro area grew for a second successive month in March, by 0.6%M/M. This meant that the
annual pace of decline eased markedly from -6.3%Y/Y to -1.0%Y/Y, implying that the bottom in the steady downtrend over
the past eighteen months or so has now passed. Admittedly, the detail of today’s release again suggested that exceptional
factors in Ireland, where the transfer pricing activities of multinational corporations often distort the data, contributed to the
month-to-month volatility in output. Indeed, the increase in euro area IP in March was more than fully accounted for by
Ireland, where output jumped 12.8%M/M to add more than 1ppt to monthly growth in the region. Production in Belgium also
recorded strong growth of 6.8%M/M — the most in eighteen months — amid a striking increase in the pharmaceutical
subsector (29.2%M/M). In contrast, however, IP fell in March in Germany (-0.4%M/M), France (-0.3%M/M), Italy (-0.5%M/M),
Spain (-1.0%M/M) and the Netherlands (-1.0%M/M).

Manufacturing output supported by other transport, electronics and chemicals in March

Within the sectoral detail, manufacturing output rose 0.9%M/M for a second successive month, boosted by a partial recovery
in capital goods production following the significant contraction at the start of the year. A rise in the other transport equipment
category (1.0%M/M), which includes rail, aerospace and ships, offset a modest drop in motor vehicles (-0.4%M/M) and
decline in general machinery (-2.4%M/M), which fell to its lowest level since June 2021. Production of computer, electronic
and optical goods also increased (3.3%M/M) the most since January 2023. And, consistent with the pickup in Germany,
chemicals production rose for a third consecutive month (0.5%M/M) to a six-month high. But overall output of intermediate
goods fell (-0.5%M/M) as basic metals production dropped to the lowest level since July 2020. And production of non-durable
consumer goods declined (-2.7%M/M) the most in eleven months to its lowest level for two years. Reflecting warmer
temperatures, energy production also fell for a second successive month to a six-month low.

IP was a drag on GDP growth in Q1, but offset by solid services and construction activity

Despite steady growth in the euro area in February and March, the steep decline at the start of the year (-3.2%M/M) left
overall euro area IP down 1.2%Q/Q in Q1. That marked the fifth quarterly contraction in industrial production of the past six,
while manufacturing output was down a steeper 2.1%Q/Q. Of course, this contrasts with the surprisingly solid recovery in
overall economic output in the first quarter, with data today confirming that GDP rose 0.3%Q/Q, the firmest pace of
expansion for a year and 0.2ppt above the ECB’s projection. Like in the preliminary data, today’s release confirmed that
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Ireland (1.1%Q/Q) provided a significant boost to overall GDP in Q1, despite a non-negligible drop in IP (-10.9%Q/Q) over
the quarter as a whole. And with the exception of the Netherlands, for which data today reported a fourth contraction out of
the past five (-0.1%Q/Q), the overall expansion in GDP in Q1 was broad based across the region. But while manufacturing
and, in particular, a weather-assisted boost to construction provided significant support to Germany’s expansion last quarter
(0.2%Q/Q), services appears to have played a more prominent role in the other larger member states. Certainly, national
data releases suggest that services activity accelerated 0.8%Q/Q in France and 2.6%Q/Q in Spain in Q1. The latest monthly
figures for the region as a whole reported that euro area services output increased in February for a fifth successive month,
by 1.0%M/M — the most in nine months — to be trending in the first two quarters of the year some 1.6% above the Q4
average.

Employment rose for a 12" consecutive quarter to maintain subdued productivity trend

While we will have to wait for the third release of GDP for the expenditure components, household consumption appears to
have returned to growth in Q1 supported by rising real disposable incomes and another quarter of solid employment growth
(0.3%Q/Q). Indeed, today’s figures showed that employment rose for a twelfth consecutive quarter in Q1, by 519k — the most
in four quarters — to a new series high of 169.8mn. That took the level of employment some 8.4mn and 5.2% above the pre-
pandemic level, while GDP was up a more moderate 3.4% relative to that Q419 benchmark. Of the member states to have
published data, jobs growth in Q1 was again led by Spain, which accounted for around 40% of the total, while payrolls
increased in Germany (38k), France (51k) and presumably strongly in Italy too. With employment growth matching economic
output, labour productivity per person moved sideways in Q1 having declined in four out of the previous five quarters. So,
while productivity was still down 0.6%Y/Y in Q1 and 0.7% below the pre-pandemic level, this marked the softest annual
decline for a year. With the unemployment rate at a series low of 6.5% since November, the Commission survey reporting
that firms were less inclined to recruit new staff at the start of Q2, and so the downtrend in job vacancies likely continuing, we
expect to see jobs growth slow over coming quarters. And while the manufacturing outlook remains subdued and we expect
some payback for the strength in German construction earlier in the year, the PMIs pointed to ongoing recovery momentum
at the start of this quarter. So, while we expect euro area GDP growth to moderate slightly to 0.2%Q/Q in Q2 and Q3 before
picking up again towards year-end, the continued expansion should coincide with a gradual pickup in productivity over
coming quarters.

The coming two days in the euro area

The data calendar over the coming two days brings updated estimates of April inflation, concluding with the euro area
numbers on Friday. In the absence of a surprise to tomorrow’s Italian figures, we expect euro area inflation to align with the
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flash estimates, which saw the headline HICP rate move sideways at the start of Q2, at 2.4%Y/Y, nevertheless matching
November’s 28-month low. This partly reflected upward impulses from the energy component — up 1.2ppt to -0.6%Y/Y —
which was the softest decline in twelve months reflecting the further rise in petrol prices and withdrawal of government
support for household bills in countries such as Germany and Spain. Meanwhile, having reached a 2%%-year low in March,
inflation of food, alcohol and tobacco also rose (2.8%Y/Y). But the core components continued to decline in April, with non-
energy industrial goods inflation at a near-three-year low of 0.9%Y/Y, while services inflation dropped 0.3ppt to 3.7%Y/Y, the
lowest since August 2022. So, while the flash core HICP rate was a touch firmer than expectations, it declined for a ninth
consecutive month to 2.7%Y/Y, the lowest since January 2022. The granular detail to be published with this release will likely
suggest that the moderation in services inflation in part reflected base effects associated with the early timing of Easter this
year, with the country detail published so far reporting a notable drop in airfares. Aside from the data, the ECB will publish its
quarterly Financial Stability Review tomorrow.

UK
The coming two days in the UK

There are no top-tier UK economic data due for release over coming days, but external MPC members Megan Greene and
(the uber-hawk) Catherine Mann will speak at separate events on Thursday and Friday respectively.

Euro area: GDP growth by member state Euro area: GDP growth & composite output PMI
1.25 1.0 nd 60
0
0.75 ' Composite PMI (rhs)
. 06 - 1 56
0.50 1 54
025 04 | o
0.00 02 | /
1 50
-0.25
-0.50
-0.2 1 46
-0.75
1.00 -0.4 44
Euro Ger Fra Ita Spa Neth Ire Por Bel Aus Oct-21 Apr-22 Oct-22 Apr-23 Oct-23 Apr-24

area

Euro

Source: Macrobond and Daiwa Capital Markets Europe Ltd.

area: GDP, employment & productivity

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

Euro area: Employment expectations indices
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The next edition of the Euro wrap-up will be published on 17 May 2024
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European calendar

Today’s results

Economic data

Country Release Period  Actual Megl;i(\al\tlgtf)grs;r;sst':s/ Previous Revised

Euro area I8l GDP - second estimate Q/IQ% (Y/Y%) Q1 0.3 (0.4) 0.3(0.4) -0.1 (0.1) -
B Employment — first estimate Q/Q% (Y/Y%) Q1 0.3 (1.0) - 0.3(1.2) -
B ndustrial production M/M% (Y/Y%) Mar 0.6 (-1.0) 0.6 (-1.1) 0.8 (-6.4) 1.0 (-6.3)
France | B Final HICP (CPI) YIY% Apr  2.4(2.2) 2.4(2.2) 2.4(2.3) -
Auctions
Country Auction

Germany M sold €819mn of 1.8% 2053 bonds at an average yield of 2.62%
M s0id €845mn of 2.5% 2054 bonds at an average yield of 2.62%

[—

UK satos sold £3.0bn of 0.875% 2033 green bonds at an average yield of 4.072%

Source: Bloomberg and Daiwa Capital Markets Europe Ltd.

Tomorrow’s releases

Economic data

Country BST Release Period  Market consensus/ - Previous
italy [l Bl 10.00 Final HICP (CPI) Y/Y% Apr 1.0 (0.9) 1.2(1.2)
B B 1000 Trade balance €bn Mar - 6.0
Auctions and events
Euro area [EEE - ECB to publish Financial Stability Review

France [] B 09.50 Auction: 2.5% 2027 bonds

09.50 Auction: 2.75% 2029 bonds

09.50 Auction: 2.75% 2030 bonds

09.50 Auction: 2.5% 2030 bonds

10.50 Auction: 0.1% 2028 index-linked bonds
10.50 Auction: 0.1% 2029 index-linked bonds
10.50 Auction: 0.1% 2032 index-linked bonds
10.50 Auction: 0.1% 2053 index-linked bonds

vl B B B B B B
VNN RN RR

Cc
~

12.00 BoE'’s Greene scheduled to give speech on ‘the current state of Britain’s labour market’

Source: Bloomberg and Daiwa Capital Markets Europe Ltd.

Friday’s releases

Economic data

Period Previous
Country BST Release Markg t consensus/
Daiwa forecast
Euro area JEEl 10.00 Final headline (core) HICP Y/Y% Apr 24(2.7) 2.4(2.9)

Auctions and events

UK E}g 09.00 BoE’s Mann scheduled to deliver keynote speech on ‘cost of capital: measurement and implications for business investment’

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

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
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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-
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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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