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Euro area

Euro area Sentix falls as investors less upbeat about outlook

Consistentwith the increase in the euro area’s composite PMl and Commission’s economic indexin July, today’s euro area
Sentix survey reported a further improvementin investors’assessmentof currentconditions to a level that was last
exceeded in October 2018. But perhaps reflecting concerns about the delta variantand ongoing disruptionto activity from
supplybottlenecks, investors were notablyless upbeataboutthe outlook over the coming sixmonths —indeed, the relevant
index fell for the third consecutive month, by 15.8pts to 14.0, the lowestreading since May 2020. As such, the overall
economicindexfell forthe first monthin six, by 7.6pts to 22.2. Admittedly, this still marked a historicallyelevated level well
above the long-run average and was 65pts higher than the recent Covid-related trough in April 2020.

BoF suggests GDP is just 1-12%below pre-Covid levels in July

As evidenced in recentmanufacturing outputdata —for example, persistentweakness in German production despite sky-
high orders —and surveys — the manufacturing output PMis slipped back atthe start of Q3 — supplyconstraints continue to
hamper output, particularlyin the largesttwo member states. And today's monthlyeconomic update from the Bank of France
(BoF) reported a higher share offirms indicatingsupplystruggles in July. Indeed, almosthalfofall manufacturers were now
experiencing difficulties, including more than 80% of auto firms and 70% of machineryand equipment producers, whil e
roughly60% of construction firms were also being impacted. The number offirms also indicating recruitmentdifficulties rose
to almost50% too. This notwithstanding, the BoF expects overall outputto remain broadlystable in August. This follows a
notable boostto services activity in July on the back of the rebound in restaurantand accommodation services — activity in
these sub-sectors was assessed to have returned to a little more than 70% of their respective pre-Covid levels. Overall,
therefore, the BoF estimated thatthe level of GDP at the end of July was now just 1-1%2% below the pre-Covid level, an
improvementfrom the 2% shortfall projected atthe end of June.

German export recovery continues, but net trade likely remained a drag in Q2

Contrasting with the ongoing weakness in manufacturing output, Germany's headline trade figures todayreported, atface
value atleast, ongoing recoveryat the end of Q2. In particular, the value of exports rose for the thirteenth month outof the
pastfourteenin June, by 1.3% MM, taking them back above the pre-pandemiclevel for the firsttime (1.1% higherthan
February 2020). This leftexports up 23.6%Y/Y. While this in part reflected a low base a year ago, they were also more than
2% higherthan the level in June 2019. Within the detail, exports to EU member states were up 26.1%Y/Y, while theyrose to
other countries by 20.7%Y/Y, considerablyoutpacing growth to the UK of 11%Y/Y. While the value of imports rose amore
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moderate 0.6% MM in June —resulting in the modestwidening of the seasonallyadjusted trade surplus by€1bn to €14.0bn
— they were still more than 10% higher than the pre-pandemiclevel. But the improvementappears to have principallydriven
by prices.Indeed, when stripping outsuch effects, exportvolumes ros e just0.5%MM in June. And having declined in the
previous two months, exportvolumes moved sideways in Q2 and still remainedmore than 2% lower than the pre-pandemic
peak. So whileimportvolumesfellin June (-1.2%MM), the 2%Q/Q increase in Q2 implies that nettrade remained adragon
growthin Q2.

The coming few days in the euro area

The flow of sentimentindicators continues tomorrow with the German ZEW survey of financial professionals expected to
reporta further improvementin the currenteconomic situation in Augustto its highestlevel since 2018. Butexpectations for
the outlook over the coming sixmonths are likelyto have moderated again, albeitstillremaining atan elevated level. This
will be followed on Wednesdayby final July inflation estimates from Germanyand Italy, with the former expected to confirm a
further notable jump in the German HICP rate, by about 1.0pptto above 3.0%Y/Y, underpinned bybase effects associated
with lastyear’s temporary VAT cut and energyinflation. Arguablyof mostinterestwill be Thursday’s releaseofeuro area
industrial production figures for June. Given the mixed findings from the largestfour member states, we mightwell see
aggregate outputmove sideways atthe end of Q2, following a fall of 1% MM in May. It will be particularlyinteresting to see
how production in the autos sector evolved having declined a cumulative 28% since lastNovember.

UK
The coming few days in the UK

After a quietstart to the week for UK economic news, tomorrow will bringthe BRC’s latestretail sales monitor whichwill
provide an update on spending on goods on the High Streetat the startof Q3. But the main eventof the week willcome on
Thursdaywith the firstestimate of Q2 GDP. We currently forecasta second successive month of growth in GDP in June
(circa0.7%M/M) to leave total economic outputup 4.7%Q/Qin Q2 as a whole following a drop of 1.6%Q/Q in Q1. The risks
to that forecast, however, are perhaps skewed to the upside. With pandemic restrictions having b een eased steadilyover the
second quarteras awhole, growth in Q2 is likelyto have been accounted for primarily by private consumption, which
dropped 4.6%Q/Qin Q1. In addition, business investmentseems bound to have rebounded after the steep drop of
10.7%Q/Q previously. Within the detail in June, however, we expect supplybottlenecks to weigh on manufacturing
production with services activity also atrisk of a temporaryretreatfollowing firm growth over the prior three months.
Construction output, however, is due a rebound following two months of declines.
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Germany: Exportsand imports
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Germany: Export and import volumes and PMI
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European calendar

Today’s results

Economic data
Country Release Period Actual Markgt consensus/ Previous Revised
Daiwa forecast
EMu [l Sentix investor confidence Aug 22.2 29.0 29.8 -
Germany M Trade balance €bn Jun 16.3 13.5 12.3 12.5
France [J] B Bank of France industrial sentiment Jul 105 107 107 -
Auctions
Country Auction
- Noting to report -

Source: Bloonmberg and Daiwa Capital Markets Europe Ltd.

Tomorrow’s releases

Economic data

Period Previous
Country BST Release Marklet consensus/
Daiwa forecast
Germany W 10.00 ZEW current situation balance (expectations) Aug 30.0 (55.0) 21.9 (63.3)
UK  E§5 00.01 BRC retail sales monitor, like-for-like sales Y/Y % Jul 5.0 6.7

Auctions and events
UK  ES§5 10.00 Auction: £2.75bn of 0.25% 2031 bonds
Source: Bloonberg and Daiwa Capital Markets Europe Ltd.

Wednesday’s releases

Economic data

Period  Market consensus/ Previous
Country BST Release Daiwa forecast
Germany W 07.00 Final CPI (EU-harmonised CPI) Y/Y % Jul 3.8 (3.1) 2.0 (2.1)
Italy l l 09.00 Final CPI (EU-harmonised CPI) Y/Y % Jul 1.8 (0.9) 1.3 (1.3)

Auctions and events
Germany [ 10.30 Auction: €4bn of 2031 bonds
UK  E§5 10.00 Auction: £700mn of 0.125% 2039 index-linked bonds
Source: Bloomberg and Daiwa Capital Markets Europe Ltd.
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Thursday’s releases

Economic data
Period Previous
Country BST Release M‘g:ﬁ;;?g;i';‘:s’
EMU BBl 10.00 Industrial production M/M% (Y/Y %) Jun -0.2 (10.5) -1.0 (20.5)
italy  [Jj ] 09.00 Trade balance €bn Jun - 5.6
UK 5 00.01 RICS house price balance % Jul 76 83
S48 07.00 Preliminary GDP Q/Q% (Y/Y %) Q2 4.7 (22.0) -1.6 (-6.1)
E§5 07.00 GDP M/IM% Jun 0.7 0.8
E§55 07.00 Industrial production MIM% (Y/Y %) Jun 0.3 (9.4) 0.8 (20.6)
5458 07.00 Manufacturing production M/M% (Y /Y %) Jun 0.3 (13.4) -0.1 (27.7)
E5455 07.00 Index of services M/M% (3M/3M%) Jun 0.9 (5.7) 0.9 (3.9)
458 07.00 Construction output M/M% (Y /Y %) Jun 1.0 (32.2) -0.8 (56.5)
458 07.00 Goods trade balance £bn Jun 9.2 85
Auctions and events
italy [l H10.00 Auction: to sell bonds

Source: Bloomberg and Daiwa Capital Markets Europe Ltd.

The next edition of the Euro wrap-up will be published on 12 August 2021
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