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• Shorter-dated Bunds made modest losses even as the German ifo indices 
were less upbeat than the PMIs, suggesting lacklustre growth momentum.  

• Gilts made substantial losses after UK inflation significantly exceeded all 
expectations despite easing to a 13-month low, and core inflation jumped to 
a new 31-year high, supporting the case for additional monetary policy 
tightening. 

• The coming two days will bring survey results for German, French and 
Italian consumer confidence, as well as UK retail sales data.   

Daily bond market movements 

Bond Yield Change 

BKO 2.8 06/25 2.806 +0.015 

OBL 2.2 04/28 2.446 - 

DBR 2.3 02/33 2.451 -0.013 

UKT 0⅝ 06/25 4.355 +0.210 

UKT 1⅝ 10/28 4.118 +0.125 

UKT 3¼ 01/33 4.195 +0.035 

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

Euro area 

German ifo survey less upbeat than PMIs, suggesting little improvement in growth momentum 

While yesterday’s flash PMIs suggested that conditions in the euro area’s largest member state remain consistent with 
growth, today’s German ifo institute business indices offered a somewhat gloomier assessment. In particular, the ifo survey 
suggested little improvement in economic momentum and sub-par growth in the second quarter, and also flagged increased 
concerns of a deteriorating outlook over the coming six months. Indeed, the headline business climate index fell for the first 
time in seven months in May and by 1.7pts to 91.7, more than 5% below the long-run average. Admittedly, the drop in the 
current conditions index was modest (down 0.3pt to 94.8), and left it trending just 0.4pt above the Q1 average when GDP 
merely moved sideways. And happily, consistent with the findings of the PMIs, the ifo survey reported another solid 
improvement in services, for which the current conditions index rose more than 2pts to the highest level in nine months. In 
contrast, retailers were the most downbeat in five months, while pessimists outweighed optimists in the construction sector 
for the first time since 2015. And despite a further easing in supply bottlenecks, manufacturers judged that current conditions 
had deteriorated for a second successive month as incoming orders continued to decline.  
 

Manufacturers significantly more downbeat amid softer demand 

But it was firms’ pessimism about the coming six months that was most striking in today’s survey. This was particularly true 
of manufacturers, for which the respective balance fell (-11.5pts) by the most since March 2022 to a four-month low, with the 
ifo institute noting a weakening in nearly all sub-sectors, while export expectations also fell markedly amid softening external 
demand. Firms in the services and retail sectors were also more downbeat, with no improvement seen in the construction 
sector either. Overall, the composite expectations index fell for the first month in eight, by more than 3pts to a three-month 
low of 88.6, more than 8% below the long-run average. However, this was still more than 12pts above September’s trough 
and was still trending some 1.7pts above the Q1 average. So, while the ifo survey provides a reminder that risks to the 
German economic outlook are skewed to the downside, and that economic growth in the second half of the year is likely to 
be at-best lacklustre due to weakness in manufacturing and construction, renewed recession concerns appear overdone. 
Moreover, reflecting relatively subdued demand and easing supply-side constraints, the ifo institute suggested that its price 
expectations survey (due to be published tomorrow) will report a further drop in the share of companies aiming to increase 
prices over the coming three months, suggesting a welcome moderation in inflation over the summer.    
 

 

Germany: ifo and PMI business sentiment indices  

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

Germany: GDP growth & ifo business sentiment    

 
Source: Refinitiv and Daiwa Capital Markets Europe Ltd. 
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The coming two days in the euro area  

Sentiment surveys will continue to dominate the euro area dataflow over the remainder of the week, with national consumer 
confidence indicators coming from Germany (tomorrow), France and Italy (Friday). Like the Commission’s flash euro area 
indicator published earlier this week, these are likely to report a further modest improvement in household sentiment in May 
to the highest levels since Russia’s invasion of Ukraine in February 2022, albeit remaining well below the post-lockdown 
bounce in 2021 and the long-run averages. National business surveys from France (tomorrow) and ISTAT (Friday) are 
expected to signal a slight loss of recovery momentum in May, albeit remaining consistent with ongoing expansion in the 
second quarter. Thursday will also bring updated German national accounts data for Q1, which will include for the first time 
an official expenditure breakdown. GDP growth is expected to align with previous the estimate which reported stagnation, 
but also confirm that declines in household and government consumption were offset by firmer capex, particularly 
construction, and a positive contribution from net trade.   
 

UK 

Inflation down to 13-month low but big upside surprise reinforces case for tightening 

The UK’s April inflation data provided yet another nasty shock to the BoE, surprising significantly to the upside and 
exceeding every single forecast on the Bloomberg survey as well as that of the MPC, to raise the likelihood of further rate 
hikes into the second half of the year. Headline CPI inflation fell 1.4ppts from March to a 13-month low. But at 8.7%Y/Y, that 
was 0.3ppt above the BoE’s forecast published less than a fortnight ago and 0.5ppt above the median forecast on the 
Bloomberg survey. And the decline was more than fully accounted for by base effects associated with the jump in energy 
prices a year ago following the Russian invasion of Ukraine. Indeed, with electricity and gas prices alone subtracting 1.4ppts 
from headline inflation, and motor fuel inflation also lower, energy inflation slowed almost 30ppts, admittedly still remaining 
elevated at 10.8%Y/Y. Food inflation also turned down, albeit marginally, falling just 0.1ppt to 19.1%Y/Y. Indeed, prices of 
food rose further on the month, by the second-largest overshoot from the long-run price change since the series began, to 
cause continued grief for consumers. And crucially, all other major inflation components rose. 
 

Marked rise in core inflation suggests unwelcome shift in price-setting behaviour  

Notably, the sources of upwards inflation pressure in April were very broad-based. Fiscal policy contributed to the rise in the 
headline CPI rate via the first increase in tobacco duty for 18 months. More importantly, while supply-chain strains have 
eased, and surveys and producer price inflation data point to a more stable cost environment within the manufacturing 

Germany: ifo current assessment indices 

 
Source: Refinitiv and Daiwa Capital Markets Europe Ltd. 

Germany: ifo expectations indices  

 
Source: Refinitiv and Daiwa Capital Markets Europe Ltd. 

UK: Consumer price inflation 

 
Source: Refinitiv and Daiwa Capital Markets Europe Ltd. 

UK: Consumer price inflation 

 
*Non-energy industrial goods. Source: Refinitiv and Daiwa Capital Markets 
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sector, higher prices in recreational goods, children’s clothes and second-hand cars, among others, pushed non-energy 
industrial goods inflation up by the most in more than a year (0.9ppt) to 6.6%Y/Y. Indeed, the monthly rise in core goods 
prices was a full percentage point higher than the long-run average for the month of April, representing the largest such 
deviation for nine months. Moreover, services inflation – a key focus of concern for the BoE – rose 0.3ppt to a series high of 
6.9%Y/Y, with additional impetus coming from a diverse range of items including telecoms, housing rents, car maintenance 
and repair, and water and sewerage. So, the core CPI rate also exceeded all forecasts on the Bloomberg survey, leaping 
0.6ppt to 6.8%Y/Y, the highest since March 1992. And, underscoring the strength and persistence of underlying inflation, the 
NIESR 10% trimmed mean CPI rate estimate rose 0.3ppt to a new high of 10.2%Y/Y, while the share of items in the basket 
with rising inflation rose to a seven-month high.  
 

BoE now likely to keep hiking rates into the second half of the year 

So, overall, today’s data suggest that firms across a wide range of sectors still feel comfortable passing on costs to 
consumers. In many cases, firms appear to be taking advantage of the generalized rise in inflation, pickup in demand, and 
diminished level of competition in the post-Brexit UK economy to bolster margins. Certainly, today’s figures were dreadful for 
consumers and the BoE, with the credibility of the latter now increasingly being called into question given the repeated 
upside inflation surprises of recent quarters. So, the MPC now seems more likely than not to keep hiking into the second half 
of the year, and will continue to do so until there is clear evidence that price- (and wage-) setting behavior has normalised. 
As well as tightening monetary policy again next month, we also now expect a further hike of 25bps in August. And, unless 
today’s upside surprises to inflation are followed over coming months with downside surprises, we cannot rule out a further 
upwards shift to the BoE’s inflation forecast in August, and additional tightening – which would undoubtedly take a significant 
toll on economic growth – thereafter too. 
 

The coming two days in the UK 

The dataflow in the UK over the coming two days will focus on the retail sector. Like with yesterday’s manufacturing PMIs, 
the CBI’s distributive trades survey (tomorrow) is likely to show that activity on the UK high street was negatively impacted by 
a decline in footfall around the time of the King’s coronation. And while the official retail sales figures for April (Friday) will 
likely report some bounce back from the weather-dampened weakness in March, the expected increase of less than ½%M/M 
will fail to reverse just half the decline previously.  
 
 

UK: Deviations from long-run average M/M change 

 
**Non-energy industrial goods. Source: Refinitiv and Daiwa Capital Markets 

Europe Ltd. 

UK: Selected CPI components 

 
Source: Refinitiv and Daiwa Capital Markets Europe Ltd. 

UK: Share of CPI components by inflation rate 

 
Source: ONS and Daiwa Capital Markets Europe Ltd. 

UK: Core goods CPI and PPI inflation  

 
Source: Refinitiv and Daiwa Capital Markets Europe Ltd. 

The next edition of the Euro wrap-up will be published on 26 May 2023 
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European calendar 
Today’s results 

Economic data 

Country  Release Period Actual 
Market consensus/ 

Daiwa forecast 
Previous Revised 

Germany  ifo business climate index  May 91.7 93.0 93.6 93.4  

  ifo current assessment (expectations) balance May 94.8 (88.6) 94.5 (91.7) 95.0 (92.2) 95.1 (91.7) 

UK  CPI (core CPI) Y/Y% Apr 8.7 (6.8) 8.0 (6.1) 10.1 (6.2) - 

  PPI output (input) prices Y/Y% Apr 5.4 (3.9) - 8.7 (7.6) 8.5 (7.3) 

  House price index Y/Y% Mar 4.1 - 5.5 5.8 

  CBI industrial trends survey, total orders (selling prices) May -17 (21) - -20 (23) - 

Auctions 

  Country  Auction 

Germany  sold €1.18bn of 1.000% 2038 bonds at an average yield of 2.64% 

  sold €801mn of 4.750% 2040 bonds at an average yield of 2.66% 

UK  sold £3.00bn of 0.875% 2033 bonds at an average yield of 4.239% 

 Source: Bloomberg and Daiwa Capital Markets Europe Ltd. 

Tomorrow’s releases 

Economic data 

Country  BST Release 
Period 

 

Market consensus/ 

Daiwa forecast 

Previous 

 

Germany  07.00 Final GDP Q/Q% (Y/Y%) Q1 0.0 (-0.1) -0.4 (0.9) 

  07.00 GfK consumer confidence Jun -24.8 -25.7 

France  07.45 INSEE business confidence May 101 102 

  07.45 INSEE manufacturing confidence (production outlook) May 100 (-5) 101 (-4) 

France  - Retail sales Y/Y% Apr - -5.6 

UK  11.00 CBI distributive trades (reported retail sales) May 10 5 

Auctions and events 

Euro area  10.00 ECB’s de Guindos scheduled to present ECB Annual Report 2022 to European Parliament’s Economic Committee 

Italy  10.00 Auction: €2.75bn of 3.4% 2025 bonds 

UK  17.30 BoE’s Haskel scheduled to speak 

Source: Bloomberg and Daiwa Capital Markets Europe Ltd. 

Friday’s releases 

Economic data 

Country  BST Release 
Period 

 

Market consensus/ 

Daiwa forecast 

Previous 

 

France  07.45 INSEE consumer confidence May 84 83 

Italy  09.00 ISTAT consumer confidence May 105.0 105.5  

  09.00 ISTAT business (manufacturing) confidence May - (102.0) 110.5 (103.0) 

UK  07.00 Retail sales including auto fuels M/M% (Y/Y%) Apr 0.3 (-2.8) -0.9 (-3.1) 

  07.00 Retail sales excluding auto fuels M/M% (Y/Y%) Apr 0.4 (-2.8) -1.0 (-3.2) 

Auctions and events 

Euro area  10.00 ECB Chief Economist Lane to participate in panel discussion on “How quickly will inflation return to target?”  

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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