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 Bunds made further losses as ECB Board member Isabel Schnabel made 
the case for another big rate hike in September and acknowledged the 
possibility that QT might be discussed too.   

 Gilts also made losses on a quiet day for economic news from the UK. 

 Friday will bring data for German producer prices and UK retail sales, 
consumer confidence and public borrowing.   
 

Daily bond market movements 

Bond Yield Change 

BKO 0.2 06/24 0.722 +0.019 

OBL 0 04/27 0.910 +0.025 

DBR 0 02/32 1.091 +0.013 

UKT 1 04/24 2.389 +0.028 

UKT 1¼ 07/27 2.158 +0.028 

UKT 4¼ 06/32 2.299 +0.015 

*Change from close as at 4:30pm BST. 
Source: Bloomberg 

Euro area 

Schnabel makes clear that ECB’s concerns about inflation outweigh its fears of recession 

After a period of relative quiet since it raised rates by 50bps on 21 July, communication from the ECB resumed today with a 
clear hawkish message. Most notably, key Executive Board member Isabel Schnabel – who led the pivot of the Governing 
Council towards accelerated monetary policy normalisation over past quarters – underscored the strong likelihood of another 
sizeable rate hike next month. Admittedly, in an interview with Reuters, she acknowledged that risks of recession had risen. 
But Schnabel took comfort in the resilience of certain sectors, not least tourism, that have been benefiting from pent-up 
demand. She also noted the historically low level of unemployment and high level of vacancies, which suggest that firms 
might hoard labour in the downturn. And, unsurprisingly, she suggested that the ECB would be far more concerned about the 
increasingly broad-based nature of the inflation surge. Among other things, she noted the recent quick pass-through from 
energy prices to producer and consumer prices. She cautioned how euro weakness could magnify the impact of the energy 
price shock. And flagging survey evidence, she warned that a de-anchoring of inflation expectations could prevent high 
inflation from abating even in the event of recession.  
 

Further big rate hike signalled for September, QT could start before long 

Emphasising also the difficulty of forecasting inflation in current conditions, Schnabel therefore judged that the ECB should 
now place relatively more weight on actual inflation outcomes than its own projections – i.e. adopt a backward-looking rather 
than forward-looking approach to monetary policy. In this context, she also assessed that deeply negative real short-term 
interest rates meant that the ECB’s policy remains “quite far away” from a restrictive stance. Economic data due over the 
coming few weeks are unlikely to suggest that the ECB’s concerns about inflation need not be so acute – indeed, 
developments with respect to the supply and wholesale price of natural gas might mean the opposite. So, assuming 
Schnabel’s views continue to reflect those of the majority of Governing Council members, another rate hike on 8 September 
of at least the same magnitude of July looks likely. Moreover, Schnabel acknowledged that the case for slowing 
reinvestments of maturing securities held under the Asset Purchase Programme might be raised on the Governing Council 
next month, suggesting that ECB quantitative tightening could be underway by the end of the year.   
 

Increasingly broad-based price pressures confirmed by final July data 

Schnabel’s hawkishness accompanied today’s publication of the final estimates of euro area inflation in July. Bang in line 
with the flash figure, the headline HICP rate rose 0.3ppt to a new series high of 8.9%Y/Y. With petrol prices lower, energy 
inflation eased by 2.4ppts (marginally more than previously thought) to 39.6%Y/Y, although this component still accounted 

Euro area measures of HICP inflation 

 
Source: Refinitiv and Daiwa Capital Markets Europe Ltd. 

Euro area: Contributions to HICP inflation 

 
*Non-energy industrial goods. Source: Refinitiv and Daiwa Capital Markets 
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for a little more than 4ppts of total inflation. And the impact of the fall in energy inflation was fully offset by the further rise in 
food inflation of 0.9ppt to a new series high of 9.8%Y/Y, accounting for more than 2ppts of total inflation. But, as flagged by 
Schnabel, underlying price pressures continued to rise as increased costs were passed on to consumers. While clothing 
inflation shifted into negative territory, non-energy industrial goods inflation rose 0.2ppt to 4.5%Y/Y, similarly a new series 
high, as car inflation picked up further to 8.3%Y/Y. And despite a temporary negative impact from Germany’s cut in summer 
public transport fares, euro area services inflation rose 0.3ppt to 3.7%Y/Y as a range of components related to eating out, air 
fares, road and sea transport, personal care and household services, among other items, accelerated. As such, core inflation 
matched the flash estimate of 4.0%Y/Y, up a larger-than-originally-expected 0.3ppt on the month to 4.0%Y/Y, similarly a 
record high. And the ECB’s 15% trimmed mean estimate rose 0.2ppt to a new high of 7.0%Y/Y reinforcing the impression of 
increasingly broad-based pressures.  
 

Construction output drops in Q2, outlook for the sector increasingly gloomy 

In terms of economic activity, while a moderate easing of supply challenges allowed manufacturing production, particularly of 
autos, to post solid growth in Q2, construction firms remained hampered by shortages of materials and skills. Indeed, today’s 
data showed that construction output dropped for a fourth successive month in June and by 1.3%M/M to the lowest level 
since December. So, over Q2 as a whole, construction output in the euro area fell 1.2%Q/Q, marking the first decline in three 
quarters. Building (-0.9%Q/Q) and civil engineering activity (-2.0%Q/Q) both fell last quarter. And struggles in the sector were 
widespread, with output down particularly in Germany (-3.2%Q/Q), France (-0.5%Q/Q) and Spain (-1.6%Q/Q). Survey 
indicators for July, such as the construction PMIs, suggested significant weakness across all subsectors and each of the 
large member states at the start of Q3. Drops in construction activity and new orders – the latter the sharpest since the first 
wave of Covid-19 – coincided with ongoing cost pressures, lengthy (albeit declining) delivery times, and still-low availability 
and quality of subcontractors. Projects part-financed by the EU recovery funds should provide some support over coming 
quarters. But with cost pressures persisting, monetary policy tightening, real household incomes to be squeezed further, and 
business sentiment likely to weaken amid uncertainties regarding energy supply and external demand, we expect the 
construction sector to subtract from GDP growth over the second half of the year and into 2023.   
 

The day ahead in the euro area  

The economic data calendar ends on a relatively quiet note tomorrow, with German producer prices data for July the most 
notable new release. In June, German producer prices rose 0.6%M/M, the least since November 2020. Notwithstanding risks 
of additional pressures from natural gas prices ahead, the data offered some cause for cautious optimism that pipeline 
inflation might have been peaking for the time being. And the monthly increase in producer prices in July is expected to be 

Euro area: Services inflation – selected components 

 
Source: Refinitiv and Daiwa Capital Markets Europe Ltd. 

Euro area: Goods inflation – selected components 

 
Source: Refinitiv and Daiwa Capital Markets Europe Ltd. 

Euro area: HICP inflation by member state 

 
Source: Bloomberg and Daiwa Capital Markets Europe Ltd. 

Europe: Natural gas price – 6-month futures 

 
Source: Bloomberg and Daiwa Capital Markets Europe Ltd. 
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less than 1% again (+0.7%M/M), resulting in the annual rate falling for the second successive month, by a further 0.9ppt, 
albeit to a still-lofty 31.8%Y/Y. 

UK 

The day ahead in the UK 

Following a quiet day data-wise in the UK today, with no releases to report of, the focus tomorrow turns to July’s retail sales 
numbers. These are expected to reveal a further drop in spending on goods at the start of the third quarter as consumers 
tightened their belts in the face of soaring inflation and weak confidence. Retail sales excluding auto fuels are expected to 
fall 0.3%M/M, leaving sales down 3.1%Y/Y, albeit 3% higher than February 2020’s pre-pandemic level. Certainly, given rising 
concerns about the extent of further increases in household energy prices to come, the latest GfK consumer sentiment 
survey, also due tomorrow, seems unlikely to report a let up in pessimism about the near-term outlook, therefore signaling 
further weakness in spending ahead too. Finally, against the backdrop of the ongoing Conservative leadership contest and 
contrasting arguments on fiscal policy from the two candidates to succeed Boris Johnson as PM, public finance figures for 
July will also be watched. Excluding the banking sector, public sector net borrowing is expected to be £3.2bn in July, 
compared with £6.4bn the same month a year ago. 
 

European calendar 
Today’s results 

Economic data 

Country  Release Period Actual 
Market consensus/ 

Daiwa forecast 
Previous Revised 

Euro area  Final HCIP inflation M/M% (Y/Y%) Jul 0.1 (8.9) 0.1 (8.9) 0.8 (8.6) - 

  Final core HCPI inflation Y/Y% Jul 4.0 4.0 3.7 - 

  Construction output M/M% (Y/Y%) Jun -1.3 (0.1) - 0.4 (2.9) -0.3 (2.3) 

Spain  Trade balance €bn Jun -5.4 - -4.8 - 

Auctions  

  Country  Auction 

France  sold €2.20bn 0.50% 2025 bonds at an average yield of 0.98% 

  sold: €3.80bn of 0.75% 2028 bonds at an average yield of 1.27% 

  sold €650mn of 1.85% 2027 index-linked bonds at an average yield of -1.87% 

  sold €101mn of 0.10% 2032 index-linked bonds at an average yield of -0.93% 

  sold €249mn of 3.15% 2032 index-linked bonds at an average yield of -1.02% 

 Source: Bloomberg and Daiwa Capital Markets Europe Ltd. 

Tomorrow’s  releases 

Economic data 

Country  BST Release 
Period 

 

Market 

consensus/ 

Daiwa forecast 

Previous 

 

Euro area  09.00 Current account balance €bn Jun - -4.5 

Germany  07.00 PPI M/M% (Y/Y%) Jul 1.2 (32.0) 0.6 (32.7) 

UK  00.01 GfK consumer confidence survey Aug -42 -41 

  07.00 Retail sales including auto fuels M/M% (Y/Y%)   Jul -0.2 (-3.33) -0.1 (-5.8) 

  07.00 Retail sales excluding auto fuels M/M% (Y/Y%) Jul -0.3 (-3.1) 0.4 (-5.9) 

  07.00 Public sector net borrowing, excluding banks £bn Jul 3.2 22.9 

Auctions and events 

- Nothing scheduled - 

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. Daiwa Capital Markets Europe Limited is authorised 

and regulated by The Financial Conduct Authority and is a member of the London Stock Exchange and Eurex Exchange. Daiwa Capital Markets Europe Limited and its affiliates may, from time to 

time, to the extent permitted by law, participate or invest in other financing transactions with the issuers of the securities referred to herein (the “Securities”), perform services for or solicit business 

from such issuers, and/or have a position or effect transactions in the Securities or options thereof and/or may have acted as an underwriter during the past twelve months for the issuer of such 

securities. In addition, employees of Daiwa Capital Markets Europe Limited and its affiliates may have positions and effect transactions in such securities or options and may serve as Directors of 

such issuers. Daiwa Capital Markets Europe Limited 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 for investors who are MiFID 2 Professional (or equivalent) Clients and should not therefore be distributed to such Retail Clients. Should you enter into investment 

business with Daiwa Capital Markets Europe’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. 

Daiwa Capital Markets Europe Limited 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-us/corporate-governance-regulatory. Regulatory disclosures of investment banking relationships are available at 

https://daiwa3.bluematrix.com/sellside/Disclosures.action. 

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://lzone.daiwa.co.jp/l-zone/disclaimer/creditratings.pdf 

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. Opinions [and/or estimates] reflect a judgment as at the date of publication and are subject to change without notice. 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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