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• As certain hawkish ECB Governing Council members tried to downplay the 
prospect of rate cuts before the summer, Bunds made losses even as data 
reported a fifth drop in euro area IP in six months in November and a 
decline in German GDP in Q4.  

• Gilts made smaller losses on a quiet day for UK economic news. 

• Tuesday will bring the latest official UK labour market data, as well as final 
German inflation figures and the results of surveys of euro area households 
and investors.   
 

Daily bond market movements 

Bond Yield Change 

BKO 3.1 12/25 2.571 +0.064 

OBL 2.4 10/28 2.132 +0.058 

DBR 2.2 02/34 2.229 +0.047 

UKT 4⅛ 10/25  4.140 +0.005 

UKT 4½ 06/28 3.670 +0.019 

UKT 3¼ 01/33 3.798 +0.010 

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

Euro area 

Euro area industrial sector remains in recession 

Euro area industrial production dropped in November for the fifth month out of the past six, by 0.3%M/M, to be firmly on track 
for a fifth successive quarterly contraction in Q4. Indeed, this left production some 1.2% below the Q3 average, down 
6.8%Y/Y and at the lowest level since October 2020. And while the performance was mixed across the member states in 
November, IP was trending below the Q3 level in Germany (-1.2%), France (-0.5%), Italy (-0.9%) and Ireland (a striking 
-6.0%). By sub-sector, manufacturing output in the euro area fell 0.2%M/M in November, similarly to the lowest level for more 
than three years and 1% below the Q3 average. The weakness was again led by capital goods production (-0.8%M/M), 
which fell to an eight-month low, as a drop in output of motor vehicles and electrical equipment offset a partial rebound in 
other machinery and equipment. Meanwhile, production of intermediate goods fell for a fourth successive month (-0.6%M/M) 
to its lowest level since July 2020. In contrast, production of non-durable consumer items rose for a second successive 
month (1.2%M/M). And production in energy-intensive sectors (0.3%M/M) rose for the first month in three and energy 
generation (0.6%M/M) was the firmest since July, albeit both were still more than 10% below the pre-pandemic level. 
 

Surveys point to ongoing manufacturing weakness at turn of the year 

Surveys on the whole suggest that factory output remained lacklustre heading into year end. Indeed, while the euro area 
manufacturing PMI in Q4 (44.0) was firmer than in Q3, it merely suggested a moderation in the pace of contraction rather 
than a return to positive growth. And while the Commission survey indicator of industrial production rose to a five-month high 
in December, it remained on average in Q4 below the Q3 level. Furthermore, manufacturers reported a further deterioration 
in orders to a more than three-year low, weighed by falling demand from abroad. And while surveys point to a further cut in 
inventories in December, they remain historically elevated, suggesting that stock adjustments will continue for some time and 
risking an extension of the industrial sector recession into the first quarter of this year.  
 

Euro area trade surplus the largest since March 2021 

While surveys suggest that export orders continue to decline significantly, today’s euro area trade figures suggested that net 
trade provided a second successive positive contribution to GDP growth in Q4, even if only because weak domestic demand 
meant that imports underperformed exports. In particular, the value of exports rose for the third month out of the past four, by 
1.0%M/M in November, with increases of shipments to the US, China and UK of between 2-3%M/M more than offsetting a 
decline to Japan (-5.2%M/M). So, while the total value of exports was still down 4.7%Y/Y, it was trending in the first two 
months of Q4 some 0.7% above the Q3 average. And with the value of imports falling for the third month out of the past four 

Euro area: Industrial production* 

 
*Dashed dark blue line represents quarterly averages. Source: Macrobond 

and Daiwa Capital Markets Europe Ltd. 

Euro area: Industrial production 

 
Source: Macrobond and Daiwa Capital Markets Europe Ltd. 
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(-0.6%M/M), to be trending almost 1½% below the Q3 average, the goods trade surplus widened further in November, by 
€3.6bn to €14.8bn, the largest since March 2021 and a whopping €63.2bn above the trough in August 2022 caused by the 
blowout in energy prices after Russia’s invasion of Ukraine. While we will need to wait for volumes data to be published next 
month for a better guide to the impact on GDP growth, equivalent figures published Germany suggested that relative price 
shifts had limited impact on the big picture in November. And the drop in euro area import volumes in October compared with 
the Q3 average (-2.2%) exceeded that of export volumes (-0.7%). While net trade appears on track provided support to euro 
area economic growth last quarter, however, we doubt that this will be sufficient to avoid a mild contraction in euro area GDP.          
 

Germany’s economy contracted 0.3%Q/Q in Q4 according to initial estimate  

The first official indication of GDP growth in Q4 came today from Germany and was disappointingly soft. According to 
Destatis, the information available to-date suggests that German GDP contracted 0.3%Q/Q in Q4, 0.1ppt weaker than the 
consensus expectation. So, while growth in Q3 was revised up slightly to zero from -0.1%Q/Q in the previous estimate, 
momentum heading into 2024 appears slightly more negative than previously anticipated, weighed not least by household 
consumption and construction investment. Due in part to the drop in the final quarter, German GDP contracted 0.3%Y/Y over 
2023 as a whole, a notable setback from growth of 1.8% in 2022, to be just 0.7% above the pre-pandemic level in 2019. 
Given fewer working days, on a calendar-adjusted basis, GDP fell a more modest 0.1%Y/Y in 2023 but was just 0.5% above 
the level in 2019.  
 

Fiscal policy could have provided more support as budget deficit came in well below initial plan  

With disposable incomes down in real terms, household consumption fell 0.8%Y/Y (on an unadjusted basis) in 2023 to be 
some 1½% below the 2019 level. And while equipment capex rose 3.0%Y/Y, higher interest rates contributed to a drop in 
construction investment of 2.1%Y/Y leaving total fixed investment down 0.3%Y/Y and almost 3% below the 2019 level. Given 
the retrenchment in final domestic demand, the decline in import volumes (-3.0%Y/Y) outpaced that of exports (-1.8%Y/Y) so 
that net trade provided some support. In contrast, government consumption fell 1.7%Y/Y, subtracting from German GDP 
growth for the first time in 20 years as pandemic-related support was withdrawn. As a result, the general government budget 
deficit fell 0.5ppt in 2023 to 2.0% of GDP, the smallest since 2019 and some 2¼ppts lower than expected as recently as 
April. The weakness of GDP suggests that German fiscal policy was excessively tight last year. And while the government 
has yet to make a final decision on whether once again to suspend the legislated debt brake this year, the revenue-raising 
and expenditure-cutting measures proposed by the government to offset the Constitutional Court’s decision against the use 
of off-budget funds raise risks that fiscal policy will once again stifle economic growth this year. Indeed, we currently expect 
full-year German GDP growth to be little better than zero in 2024.    

Euro area: Manufacturing output by country 

   
Source: Macrobond and Daiwa Capital Markets Europe Ltd. 

Euro area: Manufacturing output & confidence 

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

Euro area: Manufacturing orders & inventories 

 
Source: EC, Macrobond and Daiwa Capital Markets Europe Ltd. 

Euro area: Trade balance, export & import values 

 
Source: EC, Macrobond and Daiwa Capital Markets Europe Ltd. 
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The day ahead in the euro area 

Tomorrow’s release of the German ZEW survey results will likely flag continued investor concerns about the lack of 
economic momentum at the start of the New Year. While last week’s similar Sentix survey results reported a modest 
improvement in perceptions of the euro area as a whole, the equivalent German indices slipped back slightly in January. 
Separately, final German inflation figures will likely confirm the 1.5ppt pickup in the headline HICP rate in December to 
3.8%Y/Y due principally to energy base effects associated with last year’s government one-off energy payments. In contrast, 
additional granular detail to be released for the first time will likely illustrate a further easing in underlying price pressures. 
Meanwhile, the results of the ECB’s consumer survey for November will be watched for progress in reducing medium-term 
inflation expectations, which had previously moved sideways at 2.5%Y/Y for three consecutive months. 

UK 

The day ahead in the UK 

After a quiet start to the week for top-tier UK economic releases, tomorrow will bring the latest ONS labour market data. 
November’s labour earnings figures should provide some encouragement that domestically generated inflationary pressures 
are dissipating. Indeed, with single-month wage growth in October down to a seven-month low, while PAYE data suggested 
that median pay growth in November moderated to its weakest rate for more than two years, total wage growth is forecast to 
drop 0.4ppt to a seven-month low of 6.8%3M/Y. In the absence of the official Labour Market Survey, the claimant count and 
HMRC payrolled employee figures will provide a further guide to the current tightness of the labour market. 

  
Euro area: Exports volumes & orders PMI 

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

Germany: GDP growth & composite output PMI 

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

Germany: Contributions to GDP growth 

 
Source: Macrobond and Daiwa Capital Markets Europe Ltd. 

Germany: General government fiscal balance 

 
Source: Bloomberg and Daiwa Capital Markets Europe Ltd. 
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European calendar 
Today’s results 

Economic data 

Country  Release Period Actual 
Market consensus/ 

Daiwa forecast 
Previous Revised 

Euro area  Trade balance €bn Nov 14.8 - 10.9 11.1 

  Industrial production M/M% (Y/Y%) Nov -0.3 (-6.8) -0.3 (-5.9) -0.7 (-6.6) - 

Germany  GDP Y/Y% 2023 -0.3 -0.3 1.8 - 

Italy  Trade balance €bn Nov 3.9 - 4.7 - 

UK  Rightmove house price index M/M% (Y/Y%) Jan 1.3 (-0.7) - -1.9 (-1.1) - 

Auctions 

  Country  Auction 

- Nothing to report - 

 Source: Bloomberg and Daiwa Capital Markets Europe Ltd. 

Tomorrow’s releases 

Economic data 

Country  GMT Release 
Period 

 

Market consensus/ 

Daiwa forecast 

Previous 

 

Euro area  09.00 ECB 1Y (3Y) ahead CPI expectations Y/Y% Nov - 4.0 (2.5) 

Germany  07.00 Final HICP (CPI) Y/Y% Dec 3.8 (3.7) 2.3 (3.2) 

  10.00 ZEW current assessment (expectations) balance Jan -77.0 (11.7) -77.1 (12.8) 

Italy  09.00 Final HICP (CPI) Y/Y% Dec 0.5 (0.6) 0.6 (0.7) 

UK  07.00 Payrolled employees monthly change ‘000s Dec -13 -13 

  07.00 Average weekly earnings including (excluding) bonuses 3M/Y% Nov 6.8 (6.6) 7.2 (7.3) 

Auctions and events 

Germany  10.30 Auction: €4bn of 2029 bonds 

UK  10.00 Auction: £1.5bn of 0.75% 2033 index-linked bonds 

  15.00 BoE Governor Bailey testifies before the House of Lords’ Economic Affairs Committee 

Source: Bloomberg and Daiwa Capital Markets Europe Ltd. 

 

 

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 (“DCME”). DCME is authorised and regulated by The 

Financial Conduct Authority and is a member of the London Stock Exchange. DCME 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 derivatives 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 DCME and its affiliates 

may have positions and effect transactions in such the Securities or derivatives or options thereof and may serve as Directors of such issuers. DCME 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 only for investors who are professional clients as defined in MiFID II and should not be distributed to retail clients as defined in MiFID II. Should you enter into investment 

business with DCME’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. 

DCME 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://drp.daiwa.co.jp/rp-daiwa/direct/reportDisclaimer/credit_ratings.pdf. If you need more information on this matter, please contact the Research Production Department of Daiwa Securities. 

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. 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. 

https://www.uk.daiwacm.com/ficc-research/recent-blogs
http://www.uk.daiwacm.com/about-us/corporate-governance-regulatory
http://www.uk.daiwacm.com/about-us/corporate-governance-regulatory
https://daiwa3.bluematrix.com/sellside/Disclosures.action
https://drp.daiwa.co.jp/rp-daiwa/direct/reportDisclaimer/credit_ratings.pdf

