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Euro area

Final services PMIs add to evidence of rebound in the sector at end-Q1

The euro area economic outlook has undeniablydeteriorated substantivelyas real incomes are eroded byhigh inflation,
supply-chain disruption worsens once again, pressure grows for tighter restrictions on imports of Russian energy — albeit
with only coal imports likelyto be banned atfirst, ratherthan all-importantsupplies of natural gas and oil —and question-
marks grow over external demand too. However, survey indicators, including lastweek’s Commission ESls, suggest that
economic activity was supported atthe end of Q1 by arebound in the services sectoras pandemicrestrictions were eased
and households and firms soughtgreater normality. That was also the message oftoday’s final euro area services activity
PMI for March, which was revised up 0.8ptfrom the flash estimate to a four-month high 0of55.6. And so, while the equivalent
final manufacturing output PMI (down 2.4pts to 53.1) had signalled a notable softening of growth momentum in the sector,
the euro area composite PMI edged down just0.6ptto 54.9, suggesting thatthe pace of overall economic expansion was
relatively well-maintained despite the shocks from Ukraine. Despite a reported drop in external demand for services, the
sector’s PMIs also reported continued firm growth in new business. And thanks to the ongoing reopening ofthe economy, all
member states participating in the survey signalled expansion in the sector —and output as a whole — at end-Q1, with
Germany's services activityPMI at a six-month high (56.1) and France’s (57.4)and Ireland’s (63.4) up to five-month highs.

But German auto output and registrations soften, and expectations crash, on supply disruption

Despite ongoing supportto economic activity from the easing of pandemicrestrictions — particularlyin hospitality, leisure and
tourism where pent-updemand appears strong — the hit to sentimentfrom high inflation and events in Ukraine seems bound
to weigh on both demand and supplyover coming months. Indeed, in the industrial sector, German car production and sales
alreadyfell sharplyin March from a year ago. According to the VDA, car production fell a little more than 29%Y/Y lastmonth
to be 41% below the level in March 2019 ahead of the pandemic and representthe weakestoutputforthe month on the
series. Thatleft production down in the year-to-date by about 12%YTD/Y. While domestic new carorders were up 6%Y/Y to
be up 2%YTD/Y, supplybottlenecks meantthatnew car registrations fell 17%Y/Y to be down 5%YTD/Y, representing the
worstfirstquarteron the series. According to the ifo institute, German auto manufacturers and suppliers have also revised
down sharplytheir expectations of conditions forthe coming sixmonths bya record amount - the respective survey index
plunged almost60pts in March to -43.1pts, the lowestsince March 2009. More than 90% of firms in the sector cite a
shortage ofintermediate inputs, including a lack ofkey components produced in Ukraine, such as cable harnesses, and
disruption to freighttransportdue to lack of availabilityof Ukrainian truck drivers. Elsewhere in the industrial sector, more
than 80% of all German manufacturers continueto bemoan supplybottienecks and difficulties sourcing intermediate goods
and raw materials, with capital goods producers seeminglysuffering as badlyas auto firms.
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Sentix investor expectations index lowest since 2011

Yesterday's euro area Sentix investor confidence surveyresults for April provided a further illustration of the ongoing marked
deterioration in economic sentiment. Indeed, perhaps given recentequitymarketresilience, the declinesin investor
sentimentwere largerthan had been expected, with the headline indicatordown a further 11pts on the month to -18.0, the
lowestsince July2020. Investors’ perceptions of currentconditions deteriorated to a greater extent than in March, with the
relevant indexfalling 13.3pts to -5.5, back below the long-run average (2.9) for the first time in a year and roughly 36pts
below lastsummer’s peak, albeit still some 67pts above the post-pandemic trough. And following a record decline last
month, there was a further deterioration in investors’ expectations ofthe outlook for the coming sixmonths, with the relevant
index down 9pts t0-29.8, the lowestlevel since December2011. Given its greater exposure to industrial sectorwoes and
high reliance on Russian energy, the survey’s index of currentconditions in Germanyfell a sharper 15pts to -4.8, the lowest
in thirteen months, with the outiook componentdown a further 10pts to -28.8, its lowestsince January2009.

German exports bounce back in February, despite decline in shipments to Russia

The news from the industrial sector has notall been bad. Forexample, yesterday's German trade figures surprised on the
upside, with the goods trade surplus widening in Februaryby €2.5bn on the month to €11.4bn, nevertheless still well below
the pre-pandemic five-year average (€18bn). The improvementreflected a solid rebound in the value of exports in February
(6.4%MM), which outpaced the bounce back in the value of imports (4.5%MM). Among the detail, there were strong
shipments to othereuro area member states (9.2%MM), as well as anincrease in the value of exports to China (6.4%MM)
and the US (2.7%MM). But while sanctions on Russiawere onlystrengthened towards the end ofthe month, export values
to that country still fell by more than 6%M/M — a trend that seems likelyto be far more striking in March — with German
imports from Russia down bymore than 7%MM. Overall, in the firsttwo months ofthe year, export values were up 1.6%
compared with the Q4 average, with the value of imports up 2.0% on the same basis. However, these figures continueto be
flattered by higher prices, withimports setto be boosted even further at the end of the first quarter by the spike in energy
prices lastmonth. Indeed, when adjusting for such price effects, the Bundesbank measure of export volumes was trending in
the firsttwo months of Q1 roughly12% lower than the Q4 average, withimportvolumes on the same basis down a steeper
3.6%, suggesting thatnettrade is currentlyon track to provide an arithmetical boostto GDP growthin Q1.

French manufacturing output down in February as autos firms still suffer supply shortages

Having rebounded by2.2%MM at the startof the year, French manufacturing output declined 0.5%MMin February to be
stillsome 4.5% belowthe pre-pandemiclevel two years earlier. With positive growth in subsectors such as machinery,
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equipment, food and beverages, the weakness in the latestmonth principallyreflected supplybottlenecks in autos, where
production dropped by more than 5%2%M/M for a second successive month to be down 27%2% below the pre-pandemic level.
As in Germany, survey indicators pointto a notable weakening in the outlook in the French manufacturing sector over the
pastmonth. While the INSEE confidence indexfor the sector was still above its long-run average lastmonth, general
production expectations for the coming three months turned negative and to their lowestsince November 2020, with overall
(and foreign) orders down too. However, French manufacturing outputin the firsttwo months of Q1 was trending more than
1.0% above the Q4 average. And following a surge in both Januaryand February, construction outputwas trending more
than 6.0% above the respective Q4 average. So, while costpressures and supplyconstraints seem likelyto weigh more
heavilyin Q2, the industrial sectorlooks to have provided a non-negligible contributionto French GDP growthin Q1.

The day ahead in the euro area

The data focus on Wednesdaywill return to Germany’'s manufacturing sector, with the latestfactory orders numbers
expected to reportonly a very modestdecline in February. While this would leave orders more than 11% above the pre-
pandemiclevel,we expect a notable deterioration over coming months in response to the various shocks caused by
Russia’sinvasion of Ukraine. Tomorrow’s euro area producer price figures for February are expected to reveal a further
increase in inflation above January's series-high rate of 30.6%Y/Y, but given the subsequentsurge in wholesale gas and oil
prices these are bound to exceeded significantlyin March. The March construction PMIs, however, are expected to imply
ongoing solid expansion in the sector despite persistingsupply-side challenges. In addition, dovish Chief EconomistLane is

due to partin an economic forum panel discussion on inflation, while Executive Board members de Guindos and Schnabel
will speak ata conference on financial integration and stability.

UK

Final services PMIs revised up to suggest very strong growth in sector at end-Q1

As in the euro area, the UK’s final services PMis for March suggested thatgrowth in the sectorwas strongerthan previously
thoughtat the end of Q1 benefiting from the ongoing easing of pandemicrestrictions and a greater return ofemployees to
the workplace. Indeed, the activity PMI was revised up a sizeable 1.6pts to 62.6, the second highestreading on the survey
since spring 1997, and alevel exceeded onlyin May 2021 when activity was similarlybenefiting from an easing of pandemic
restrictions. The survey also suggested that the flow of new business remained relativelystrong even as growth in new
export business ground to a near-halt. While on balance firms remained positive about pros pects for growth over the coming
year, optimism amongservices firms fell back to a seventeen-month low as theyalso reported the second-strongestinput
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costpressures and fastestoutputprice increases on the series, which dates back to 1996. With the March composite output
PMI revised up more than 1pt to a nine-month high of60.9, GDP growth in Q1 is highlylikely to exceed the BoE’s upwardly
revised estimate of%%Q/Q, let alone its Februaryprojection ofroughlyzero. However, with real disposable incomes under
significantdownwards pressure, government pandemic-related spending falling, and an extra public holidayto come in June,
we maintain our forecastofa contraction in UKeconomic outputin Q2 and weakness throughout the second halfofthe year.

Car registrations suffer weakest March since 1998

Not leastas itis one of two ‘new number-plate’ months, March is typically the strongest month ofthe year for auto sales in
the UK, accounting foraboutone fifth of total annual sales. However, as in Germany, new car registrations in the UK were hit
badly lastmonth by renewed tightening of supplyconstraints. With production impeded notleastby the shortage of
semiconductors, new carregistrations fell 14.3%Y/Yto representthe lowestlevel for the month since 1998, before March
benefited from the new number-plate effect. Having fared better at the startof the year, registrations over Q1 as a whole
were down 1.9%YTD/Y. But with supplyrestraints setto persist,and consumer confidence and willingness to make major
purchases having taken a nose-dive, we do not expect a marked improvement over coming months.

The day ahead in the UK

A relatively quietday for UK economicreleases tomorrow will bring the March construction PMIs, which are expected to
suggestthatactivity in the sectorremained firm despite ongoing shortages oflabour and m aterials and associated cost
pressures. The headlineactivity index rose to an eight-month high in Februaryof59.1.

European calendar

Today’s results

Economic data
Country Release Period Actual Mzglgs;accf)grseir:;:s/ Previous Revised
Euro area _ Final services (composite) PMI Mar  55.6 (54.9) 54.8 (54.5) 55.5 (55.5)
Germany W Final services (composite) PMI Mar  56.1 (55.1) 55.0 (54.6) 55.8 (55.6)
M New car production (registrations) Y/Y % Mar  -29.3 (-17.5) - -1.2 (3.2)
France [J] Bl 'ndustrial production M/M% (Y/Y %) Feb  -0.9 (2.4) -0.1(2.5) 1.6 (-1.5) 1.8 (-1.1)
l B WManufacturing production M/M% (Y /Y %) Feb  -0.5(3.4) - 1.8 (-1.1) 2.2 (-0.6)
B B Final services (composite) PMI Mar  57.4 (56.3) 57.4 (56.2) 55.5 (55.5)
italy [l B Services (composite) PMI Mar  52.1 (52.1) 51.4 () 52.8 (53.6)
Spain = Services (composite) PMI Mar  53.4 (53.1) 54.3 (-) 56.6 (56.5)
UK  E§5 New car registrations Y/Y% Mar -14.3 - 15.0
E§= rFinal services (composite) PMI Mar  62.6 (60.9) 61.0 (59.7) 60.5 (59.9)
Auctions
Country Auction
Germany MM sold €432mn of 0.5% 2030 index-linked bonds at an average yield of -2.3%
M soid €47mn of 0.1% 2046 index-linked bonds at an average yield of -1.87%

Source: Bloormberg and Daiwa Capital Markets Europe Ltd.

Yesterday'’s results

Economic data
. Mark nsen . .

Country Release Period Actual aDaisc:(f)orse?:assLtIS/ Previous Revised
Euro area [l Sentix investor confidence Apr -18.0 -9.4 -7.0
Germany M Trade balance €bn Feb 11.4 10.1 3.5 3.2

Spain T Unemploy ment change ‘000s Mar 2.9 - -11.4
Auctions
Country Auction

- Nothing to report -

Source: Bloorberg and Daiwa Capital Markets Europe Ltd.
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Tomorrow’s releases

Economic data

Country BST Release Period Mas'l;is\:ac(f)grseecr;l:s/ Previous
Euro arca [l 08.30  Construction PMI Mar - 56.3

B 1000 PPl MIM% (Y/Y%) Feb 1.2 (31.7) 5.2 (30.6)

Germany [N 07.00 Factory orders M/IM% (Y /Y %) Feb -0.2 (5.4) 1.8 (7.3)
M 0830 Construction PMI Mar - 54.9
France B B 0830 Construction PMI Mar - 50.0
Italy B B 0830 Construction PMI Mar - 68.5
UK o 09.30  Construction PMI Mar 58.0 59.1

Auctions and events

Euro area _ 08.00 ECB’s de Guindos gives a speech at European Financial Integration and Stability conference
_ 10.00 ECB’s Schnabel moderates panel at European Financial Integration and Stability conference

_ 11.45 ECB Chief Economist Lane participates in panel discussion on inflation dy namics

*Approximate date of release. Source: Bloomberg and Daiwa Capital Markets Europe Ltd.
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