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e Bunds made losses while French figures for September industrial Daily bond market movements
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e Gilts made losses after the first bond auction since last week’s Budget OBL 2% 10/29 2 282 +0.029
announc_ement and associated increase in Gilt issuance drew the lowest DER 2.6 08/34 2423 +0.033
demand in almost a year. UKT 4% 01/27 2,193 =

e Tomorrow will bring figures for German factory orders, euro producer prices UKT 4% 07/29 4.425 +0.098
and final euro area services and UK construction PMIs. UKT 474 07/34 4.526 +0.072

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

Euro area
French IP increased in Q3 but fell back at the end of the quarter

Beyond the temporary boost to the French economy in Q3 owing to the impact of this summer’s Olympic games on certain
services, last week’s flash GDP release suggested that industrial production rose for the first quarter in three (0.3%Q/Q). But
while today’s monthly IP figures for September confirmed the fastest quarterly growth since for four quarters (and a touch
firmer at 0.5%Q/Q), it also reported a loss of momentum at the end of Q3. As we had expected, industrial production fell on
the month in September (-0.9%M/M) almost fully reversing the downwardly revised growth in August (1.1%M/M). Within this,
manufacturing output contracted 0.8%M/M in September, to leave it barely higher over the third quarter as a whole
(0.1%Q/Q), marginally firmer than implied in the flash GDP estimate. Production of capital and consumer durable goods rose
(0.7%Q/Q and 4.2%Q/Q) offsetting a further downtrend in output of intermediate goods (-1.4%Q/Q). But following strong
growth in August, payback in September was most evident in consumer electronics (-13.0%M/M), pharmaceuticals (-
11.6%M/M) and motor vehicles (-5.0%M/M). Reportedly due to unfavourable weather conditions, construction activity fell for
the fourth month out of six (-0.3%M/M) to leave it down 1.2%Q/Q in Q3 — the fifth consecutive quarterly decline and well
below the zero growth assumed in the GDP release. Overall, today’s release suggests a negative carry over in both
manufacturing and construction activity into Q4, further raising questions about the loss of economic momentum this quarter.
Certainly, the INSEE survey pointed to a marked deterioration in manufacturing sector in October, with a near-7pt slump in
the headline index to be some 8% below the long-run average.

Manufacturing PMIs point to ongoing contraction at the start of Q4

Yesterday’s final manufacturing PMlIs confirmed that the euro area’s industrial woes unlikely dissipated at the start of Q4.
Indeed, while there was a very modest upward revision to the euro area output component in October — by 0.3pt from flash
to 45.8, marking an improvement of 0.9pt relative to September — this still implied a marked pace of contraction for a 28™
consecutive month. Admittedly, today’s survey added to recent evidence that the bottom in Germany’s downturn might well
have been reached. Indeed, the output component increased 1'zpts from September’s eleven-month low (41.4), while the
new orders PMI 5.2pts to 42.0, a three-month high. However, the output PMls fell in France (down 0.9pt to a nine-month low
of 43.0), Italy (down 0.6pt to 46.8) and the Netherlands (down 0.3pt to 47.5). So, it was only thanks to the relatively robust
performance from Spain where a pick-up in new orders led to the strongest implied output growth (56.4) since September
2021. According to the PMIs manufacturing output also expanded in Ireland and Greece.
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The day ahead in the euro area

After last week’s flash GDP release suggested that Germany’s economy managed to narrowly avoid a recession in Q3,
releases over the coming few days will provide greater insight into the manufacturing performance at the end of the quarter,
including tomorrow’s factory orders data for September. Following two months of strong growth at the start of summer,
orders fell abruptly in August (-5.8%M/M). As such, we expect to see some payback in September, albeit still leaving factory
orders up in Q3 for the first quarter in three, thanks to major orders. Like the manufacturing series, tomorrow’s final services
PMls are expected to signal another month of outperformance in Spain at the start of Q4, while the German index rose to a
three-month high, offsetting a further deterioration in the equivalent French index, following the Olympics-related boost in the
summer. Finally, tomorrow will also bring euro area PPI for September.

UK

BRC retail monitor hints at less buoyant October, as uncertainties heightened ahead of the Budget

After September’s retail sales were buoyed by a rise in computers and telecomms, leading to a third consecutive month of
rising sales volumes, the British Retail Consortium’s (BRC) retail monitor today suggested that sales growth in October had
unsurprisingly slowed. Indeed, according to the BRC, retail sales values rose by 0.6%Y/Y in October a marked slowdown
from 2.0%Y/Y in September. Growth in like-for-like sales also eased to just 0.3%Y/Y from 1.7%Y/Y previously. The BRC
referenced a possible downwards influence on annual growth due to different school holiday dates compared with last year.
Itis highly likely that consumer spending habits were also impacted by the heightened uncertainty in the lead up to the
Budget announcement at the end of October, tallying with the deterioration in consumer sentiment surveys pointing an
ongoing preference to save than spend on big-ticket items. Indeed, October also recorded a notable decline in new car
registrations (-6.0%Y/Y). When adjusting for prices effects using the BRC’s shop-price inflation gauge, the slowdown in sales
volumes was less marked — indeed, like-for-like retail sales rose by 1.1%Y/Y (1.6%3M/Y) in October. And although
discretionary spending has been relatively slow to benefit from rising real household incomes, like-for-like non-food sales
volumes recorded just the second positive month of growth in two and a half years.
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The day ahead in the UK

On an otherwise quiet day ahead of Thursday’s BoE policy announcement, tomorrow’s construction PMI survey will most
likely show that the headline activity index in expansionary territory for an eighth consecutive month in October, although
uncertainty in the lead up to the Budget announcement might well have stunted its potential performance.
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European calendar

Today’s results

Economic data
Country Release Period Actual Mgza;?g;i:::y Previous Revised
France l l Industrial production M/M% (Y/Y %) Sep -0.9 (-0.6) -0.6 (-0.4) 1.4 (0.5) 1.1(0.1)
B B Budget balance YTD €bn Sep -173.8 - -171.9 -
Spain = Unemployment (employment) change 000s Oct 26.8 (67.8) - 3.2(22.2) -
UK E#=  Final composite (services) PMI Oct  21.8(52.0) 51.7 (51.8) 52.6 (52.4) -
E=  BRC retail monitor — like-for-like sales Y/Y% Oct 0.3 14 1.7 -
_: : New car registrations Y/Y% Oct -6.0 - 1.0 -
Auctions
Country Auction
UK E=  sold £3.75bn of 4.25% 2034 bonds at an average yield of 4.475%

Source: Bloomberg and Daiwa Capital Markets Europe Ltd.

Monday’s results

Economic data
Country Release Period Actual MaDr{;:;s:?giecr;LtIS/ Previous Revised
Euroarca [ Final manufacturing PMI Oct 46.0 45.9 45.0 -
n Sentix investor confidence index Nov -12.8 -12.6 -13.8 -
Germany M Final manufacturing PMI Oct 43.0 42.6 40.6 -
France [l B Final manufacturing PMI Oct 44.5 445 44.6 -
Italy B B WManufacturing PMI Oct 46.9 48.5 48.3 -
Spain = Manufacturing PMI Oct 54.5 53.2 53.0 -
Auctions
Country Auction
- Nothing to report -

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

Economic data
Country GMT  Release Period Mg:ﬁ;:?gﬁg;z:y Previous
Euro area - 09.00 Final composite (services) PMI Oct 49.7 (51.2) 49.6 (51.4)
IBEl 1000 PPIY/Y% Sep 3.4 2.3
Germany M o7.00 Factory orders M/M% (Y/Y %) Sep 1.5(-2.1) -5.8 (-3.9)
M 0855 Final composite (services) PMI Oct 48.4 (51.4) 47.5 (50.6)
France [] ll 0850 Final composite (services) PMI Oct 47.3 (48.3) 48.6 (49.6)
Italy l . 08.45 Composite (services) PMI Oct 50.0 (50.2) 49.7 (50.5)
Spain Ee= 08.15 Composite (services) PMI Oct 56.3 (56.6) 56.3 (57.0)
UK E#=E 0930 Construction PMI Oct 55.1 57.2
Auctions and events
Germany M 1030 Auction: to sell €1bn of 2.6% 2041 bonds
M 10.30 Auction: to sell €500mn of 2.5% 2046 bonds

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 Il 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-requlatory. 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

