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Daily bond market movements

e Bunds held onto mostof Friday's gains despite upside surprises to flash

November inflation data from Germany, Spain and Belgium and a further I ET CHETES
rise in business inflation expectations » P ’ BKO0 22723 0.772 +0.006

; _y : P . . . . OBL 010/26 -0.635 +0.015

e Gilts similarlyfailed to reverse much of Friday's gains despite a pickup in DBR 008/31 0.327 +0.014
UK consumer creditand slowing in the pace ofhousehold deposit URT 07, 01727 0763 0030
accumulation. UKT 0% 10/26 0.632 +0.029

e Tuesdaywill confirm a big rise in euro areainflation in November while new UKT 0%07/31 0.847 +0.028

*Change from close as at4:30pm GMT.

data for German unemploymentand French consumer spending is due.
Source: Bloomberg

Euro area

ECB officials seekto downplay concerns about both growth and inflation

Amid elevated cases ofthe Delta variantin many member states, the recenttightening of pandemic restrictions is now hitting
mobilityto suggesta non-negligible impacton spending on services (see chartbelow). Butwhile member states have started
to identify cases ofthe new Omicron variant, euro area monetarypolicymakers appear relatively sanguine. In remarks today,
Bank of France Governor Villeroy de Galhau noted that the euro area economyhad become increasinglyresilientto Covid -
19 with each wave, so that Omicron need nothave a marked negative impactofthe economic outlook. Atthe same time,
however, while a further tightening of supplybottlenecks and shiftof spending from services to goods mightyet add to price
pressures for certain items, he was similarlynotoverly concerned aboutthe inflation outlook. Indeed, he was clearthathe
expected inflation to fall back soon and “remain subdued overthe mediumterm”.In whatappeared a coordinated effortto
counterworries aboutrising inflation, those comments echoed views expressedyesterdayby ECB PresidentLagarde and
today by Executive Board member Schnabel and Bank of Spain Governor Hernandezde Cos,who emphasised the
temporarynature of manyof the current price pressures, and insisted thatinflation would “startto ease very significantlyin
the second quarter of 2022”.

German inflation leaps ahead of expectations to highest since 1992

Coordinated ECB communication to allayconcerns about the price outiook seemed appropriate in lightof today's flash
Novemberinflation data, which surprised on the upsidein each ofthe member states reporting. Most strikingly, German
inflation on the EU-harmonised HICP measure leapt 1.4ppts —the mostsince January—to a series high of6.0%Y/Y, some
0.5pptabove the consensus. Therise in the national CPImeasure of ‘only 0.7ppttookit to 5.2%Y/Y, the highestsince 1992.
Within the detail on the national measure, services inflation accelerated 0.4pptto 2.8%Y/Y, explaining 0.2pptof therisein
the annual rate. That is likelyto have been driven atleastin part by inflation of package holidays, which accelerated
markedlydue to pent-up demand. Energyinflation accounted for more than half of the increase on the month, rising 3.5ppts
to a series high 0f22.1%Y/Y to accountfor 2.3ppts of the overall CPl inflation rate. Non-energyindustrial goods inflation
made a marginal contributionto the rise on the month, edging up just0.2pptto 2.2%Y/Y, still neverthelessthe highestrate
since reunification. As with package holidayprices, highinflation overall in Novemberwas exaggerated bybase effects:one
year ago, the annual rate of national CPlwas -0.3%Y/Y and the energy componentwas -7.7%Y/Y, both representing
pandemictroughs. So, looked at over a two-year period, the national CPIrate reached just2.5%Y/Y — above the ECB’s
target butarguablynothing too alarming considering the significanteconomic shocks thatcontinue to be felt.

Euro area: Mobility trendsin selected countries* Germany: Consumer price inflation*
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Spanish inflation at highest since September 1992, Belgian inflation jumps too

Elsewhere, today's flash inflation release from Belgium also saw the EU-harmonised measure jump in November, by 1.6ppts
to a series high of7.1%Y/Y. The national measure rose bya similar 1.5ppts, albeitto 5.6%Y/Y, the highestsince 2008, with
the difference between the two headline rates explained in partby the treatmentofheating oil. Indeed, as in Germany, the
increase in the national measure ofinflation was principallydriven by energy, with prices up a whopping 46.4%Y/Y to
contribute 3.9ppts to the annual CPlrate. Excluding energyand food, Belgian core inflation was up just0.2pptto 2.1%Y/Y,
nevertheless the firstabove-2% reading in five years. Unlike in Germanyand Belgium, the upwards trend in Spanish inflation
was less pronounced this month. On both the harmonised and national measures, inflation increased 0.2pptto 5.6%YY,
albeitstill the highestrates since September 1992. Spain’s statistical agencyprovided little detail, but signalled that the
increase in November was driven by food prices and to a lesserextentby vehicle fuel and gas, whose impactwas
exaggerated by base effects. Indeed, despite a more notable rise of 0.4pptin November, Spanish core inflation on the
national measure was still relativelysubdued at1.7%Y/Y.

Surveyflags record selling-price e xpectations, but slight softening in consumer price expectations

The European Commission’s November sentimentsurveybroughtsome suggestions of further price pressures to come.
Indeed, selling-price expectations in all main business sectors roseto series highs this month. However, that wasn’tthe case
for consumers, whoseexpectations seeminglyslipped back slightly, albeit with the respective index still the second -highest
since 1993. Inline with the flash estimate, thatslighteasing coincided with a deterioration in consumer confidence to a
seven-month low, due notleastto the continued upswing in new coronavirus cases. Indeed, the deterioration was most
marked in the Netherlands where consumer confidence plunged to a one-yearlow as “lockdown lite” restrictions were
reintroduced, with declines also registered in Belgium, Austria and Germany. On average, however, business sentiment
appeared little affected by the adverse pandemictrend. Sentimentamong industrial firms was judgedto be stable, supported
by improved assessments of expected production and order books, particularlythose related to external demand. Improved
expectations offuture demand similarlyleftservices sector sentimentsteady. And retail and construction firms were more
upbeat, the latter despite a record high share of businesses in the sector citing shortages oflabour, materials and equipment
as a constrainton activity. Reflecting firms’continued optimism aboutthe future, the Commission’s employment expectations
indexrose to the highestsince January2018, signalling continued strong growth in demand for headcount, notwithstanding
challengesrelated to labour shortages and mismatches. Given the arrival of the Omicron variant, however, we doubtthat
firms will be quite so sanguine when surveyed in December.

Spain and Belgium: Headline and core inflation* Euro area: Inflation expectation indices
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The day ahead in the euro area

All eyes inthe euro area tomorrow will be on the flash euro area CPlestimate for November. which is expected to have
taken a further notable step up. Based on today’s numbers, and assuming onlya modestupwards shiftin tomorrow’s French
and ltalian inflation figures, the euro area’s headline inflation will increase from October’s euro-era high of4.1%Y/Y to at
least4.7%Y/Y. While in part that will be driven by higherenergyprices, we expect core inflation also torise atleast0.3pptto
2.3%Y/Y, which would be the highestfor more than 19 years. Meanwhile, German labour marketfigures, also to be
published tomormow, are likelyto reveal that joblessness fell furtherin November, albeitleaving the unemploymentrate
unchanged at5.4%. French consumer spending and Spanishretail sales numbers for October will be published alongside
final French and Italian Q3 GDP figures, which are expected to confirm growth of 3.0%Q/Q (3.3%Y/Y) and 2.6%Q/Q
(3.8%Y/Y) respectively.

UK

Consumer and deposit data consistent with pickup in (nominal) spending

Today's UK banklending numbers for October broughtno major surprises, suggesting thatagainstthe backdrop of
persistenteconomic uncertainty, rising prices and the termination of various governmentsupports chemes, demand for new
loans remainedrelativelysubdued. Admittedly, there was a pickup in demand for consumer creditlastmonth, with a net
increase of £0.7bn almostdouble the average netflow over the previous sixmonths and the strongestfor 15 months. But
this was still roughlyhalfof the five-year average ahead of the pandemic, and as such annual growth in consumer credit
remained negative (-1%Y/Y, up from -1.5%Y/Y previously). The increase in consumer creditlastmonth largelyreflected a
jumpincreditcard lending, by a net £0.6bn, the mostsince July2020.And we also saw household depositsrise atthe
softestpace since February2020 (£5.5bn compared with an average netflow of £11.9bnin the previous twelve months). So,
these data were similarlysuggestive of stronger nominal household spending, which would tally with higher prices as well as
anecdotal evidence thatconsumers had started their festive preparations earlythis yearto avoid potential shortages.

UK mortgage lending slows despite record low rates

In terms of secured borrowing, given the termination of the government’s stampdutyholidayat the end of September there
was an inevitable slowing in mortgage lending in October, with a netincrease of£1.6bn compared with an average netflow
of £6.5bn in the previous twelve months and £4.2bn in the year before the pandemic. There was a further decline in the
number of mortgages approved to 67.2k in October, down from 71.9k in Septemberand the peak of 104.5kin November
2020, to be backclosetoits pre-pandemictrend. Thatsuggests a further slowing in mortgage lending ahead. Butwhile the
anticipated near-term hike in Bank Rate mightwell deter some buyers, today's release showed the average interestrate on
new mortgages falling 19bps to 1.59% in October, a new series low, therefore suggesting thatmortgages rate will likely
remain well down on pre-pandemic norms even once the BoE moves to tighten policy.

The day ahead in the UK

Tomorrow sees the release ofthe Lloyds business barometer, which will shed more lighton confidence in the UKeconomyin
November, with particularintereston firms’ paygrowth expectations. Beyond the economic data, BoE policy maker Mann
(the newestexternal MPC member) will have a fireside chataboutthe UK economy, at which she mighthintat how she will
likely vote at next month’s keymonetarypolicy meeting.

UK: Consumer credit and household deposits UK: Mortgage interest rates
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Economic data
Country Release Period Actual Mg:s;;?gfeir:;y Previous Revised
Euro area [l Economic Sentiment Indicator Nov 117.5 1175 118.6 -
n Final consumer confidence Nov -6.8 -6.8 -4.8 -
_ Industrial (services) confidence Nov  14.1 (18.4) 14.0 (17.0) 14.2 (18.2) - (18.0)
Germany [ Preliminary CPI (EU-harmonised CPI)Y/Y % Nov 5.2 (6.0) 4.9 (5.4) 4.5 (4.6) -
italy I Wl PPIY/Y% Oct 25.3 - 15.6 -
Spain = Preliminary CPI (EU-harmonised CPI) Y/Y % Nov 5.6 (5.6) 5.5 (5.6) 5.4 (5.4) -

UK EJ5 Netconsumer credit £bn (Y/Y %) Oct 0.7 (-1.0) 0.4 (-) 0.2 (-1.8) 0.3 (-1.7)
==}= Net mortgage lending £bn (approvals ‘000s) Oct 1.6 (67.2) 3.5 (70.0) 9.5 (72.6) 9.3 (71.9)
=455 M4 money supply Y/Y% Oct 7.0 - 7.0 -

Auctions
Country Auction
- Nothing to report -

Source: Bloonmberg and Daiwa Capital Markets Europe Ltd.

Tomorrow’s releases

Economic data

coum CUT Release T M s ot
Euro area _ 10.00 Preliminary CPI (core CPI)Y/Y% Nov 4.7 (2.3) 4.1 (2.0)
Germany WM 08.55 Unemployment rate % (change ‘000s) Nov 5.4 (-25.0) 5.4 (-39.0)
France | Bl 07.45 Preliminary CPI (EU-harmonised CPI) Y/Y% Nov 2.6 (3.2) 2.6 (3.2)
BB 07.45 PPIYIY% Oct - 11.6
B B 07.45 Consumer spending M/M% (Y/Y %) Oct 0.0 (-5.0) -0.2 (-2.3)
B B 07.45 Final GDP Q/Q% (Y/Y %) Q3 3.0 (3.3) 1.1 (18.7)
Italy B B 09.00 Final GDP Q/Q% (Y/Y%) Q3 2.6 (3.8) 2.7 (17.3)
B B 10.00 Preliminary CPI (EU-harmonised CPI)Y/Y% Nov 3.2(3.3) 3.0(3.2)
Spain  [E—= 08.00 Retail sales Y/Y% Oct - -0.1
UK EJ5 00.01 Lloyds business barometer Nov - 43

Auctions and events

UK

10.30 Auction: €3bn of 0% 2028 bonds
10.00 Auction: €2bn of 0% 2026 bonds
10.00 Auction: €2.25bn of 0.95% 2032 bonds

10.00 Auction: €1.5bn of 2029 floating rate bonds

13.00 BoE’s Mann scheduled to speak

Source: Bloonberg and Daiwa Capital Markets Europe Ltd.
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Access ourresearch blog at:
https://www.uk.daiwacm.com/ficc-research/recent-blogs
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