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investor concerns, while euro area consumer confidence deteriorated but Bond Yield Change
French business conditions remained surprising resilient. BKO 3.0 12/28 3.019 -0.086
° Qilts also foIIovyed USTg higher, while a UK manufacturing survey %BBLR2'39018%%1 g:;gg :8:82;
signalled ongoing stabilisation but challenges ahead. UKT 4 05/29 4883 20.036
e Friday will bring the flash October PMls, the ECB’s consumer UKT 4% 03/31 4.955 -0.039
expectations survey and UK retail sales data. UKT 4% 07/36 5.323 -0.054

*Change from close as of 4:45pm BST.
Source: Bloomberg

Euro area

Consumer confidence falls to a five-month low on political turmoil

While the euro area economy has so far proved resilient to the energy price shock and some households benefited from
lower petrol prices as new government measures provided relief, the Commission’s flash estimate of euro area consumer
confidence in October unsurprisingly weakened. The headline index fell for a second successive month and by a larger 1.1pt
to -17.9, its lowest level since May. While still somewhat above the recent low in April, the deterioration was arguably less
pronounced than might have been expected given heightened political uncertainty in France and Spain, the tightening of
financial conditions, and the ongoing impasse in the Middle East negotiations. Perhaps inevitably, the limited evidence
available from member states so far this month suggests that renewed economic uncertainty and heightened unemployment
fears might have weighed on households’ willingness to spend. But according to today’s Dutch survey results, the share of
those in the Netherlands considering it a good time to make major purchases remained resilient. This might tally with
continued strength in new car demand, with euro area registrations rising 9.6%Y/Y in September, with ongoing strong growth
in sales of electric vehicles and BEV sales up 82%Y/Y. So, while risks are skewed to the downside, household consumption
might continue to offer support to GDP growth in both Q3 and Q4, albeit at a slower pace than the 0.4%Q/Q rate in Q2.
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French business sentiment surprisingly resilient at the start of Q4 but deterioration expected ahead

Despite heightened political uncertainty, a significant tightening in financial conditions and recent social unrest, today’s
INSEE business survey offered a surprisingly resilient assessment of the French economy at the start of Q4. The composite
business sentiment indicator edged slightly higher in October, by 1.1pt to 97.5, in line with the Q3 average and some 34pts
above May'’s recent trough. The improvement was led by manufacturing, where the headline sentiment index jumped 4pts to
105, its highest level since mid-2022, amid rebounds in the autos and chemicals industries, as well as continued strong
growth in output of ICT equipment. Production expectations were also boosted by the biggest order books in more than four
years, while investment plans for this year were revised markedly higher compared with six months ago and are expected to
rise further in 2027. The business climate in services also improved slightly in October, with the respective index (99) at the
top of the range of the past two years, as conditions in professional, scientific and technical activities were judged to be the
best in more than three years. Nevertheless, perhaps unsurprisingly, many other aspects of the survey struck a more
cautious note, with uncertainty rising markedly, particularly among services firms. Moreover, with responses having been
collected between 25 September and 19 October, the survey likely failed to capture fully the impact of the latest political and
social disruption. Even before the decline in footfall and damage caused by the past weekend'’s unrest, retail sentiment fell



alwd

Capital Markets

for a second successive month to a four-month low, with expected sales among the weakest levels since 2014 outside the
pandemic lockdowns. Meanwhile, reflecting higher materials and borrowing costs, construction firms were the most
downbeat in 18 months. With political and fiscal uncertainty set to remain high over the coming six months and beyond, the
risks to French spreads over coming weeks and months look skewed significantly to the upside. And the resulting ongoing
tightening of financial conditions seems likely to be reflected in a more marked deterioration in French business sentiment
over forthcoming INSEE surveys.

France: INSEE business sentiment indices France: INSEE recent manufacturing output indices
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The day ahead in the euro area

The key data focus in the euro area on Friday will be the October flash PMIs, which will offer an early indication of whether
the firmer underlying growth momentum signalled last quarter was sustained into Q4. The composite output PMI rose to 53.1
in September, suggesting the fastest expansion in 3% years following a recovery in German and French services activity.
Manufacturing order books were similarly stronger, still underpinned by defence- and Al-related demand, helping backlogs to
rise for the first time since mid-2022. Although today’s INSEE survey suggested only limited fallout from the recent unrest,
tighter financial conditions and heightened political uncertainty in France, and perhaps also Spain, might have weighed
somewhat on activity in October.

Meanwhile, the price PMIs are likely to show a further intensification of cost pressures, reflecting the continued upward trend
in wholesale gas, oil and diesel prices. Although the pass-through to consumers has so far been more limited, output price
indices are also likely to have moved higher. Against the backdrop of the recent upside inflation surprise, ECB policymakers
will therefore be particularly attentive to consumers’ inflation expectations, with the September survey results also due
tomorrow. In August, year-ahead CPI expectations edged up 0.1ppt to 3.0%Y/Y, albeit remaining well below the levels seen
at the start of the energy shock. More notably, expectations at the three-year horizon rose 0.2ppt to 2.9%Y/Y, just shy of
March’s three-year high. Aside from the data, focus will also turn to Moody’s scheduled review of France’s sovereign credit
rating, with the current negative outlook pointing to a likely downgrade.

UK

CBI survey signals further manufacturing stabilisation, but flagged ongoing challenges ahead

While the strength of UK economic growth this year has principally reflected the services sector, manufacturing has also
provided support. This partly reflected the continued recovery in car manufacturing after last year’s JLR shutdown, but the
improvement has been relatively broad-based across industries. While the CBI industrial trends survey has tended to provide
a relatively poor guide to production growth, the latest survey suggested ongoing stabilization from weakness earlier in the
year. Despite a modest deterioration from September, the net balance of output in the three months to October (-10%)
remained well above levels seen over the previous 12 months, while production expectations for the coming three months
were the highest since February 2025. Nevertheless, underlying demand remained subdued, with roughly half of
manufacturers reporting below-normal order books in October and more than 80% judging stocks to be adequate or more
than adequate. Meanwhile, the share of firms citing labour-related constraints on production rose to its highest since January
2025. So, while firms signalled an intention to increase headcount in the months ahead for the first time in more than two
years, the survey suggested that the near-term outlook remains fragile. And with margins continuing to be squeezed by
elevated input costs, investment intentions for the year ahead remained weak, with firms expecting to reduce expenditure on
plant and machinery, buildings, innovation and training.


https://bit.ly/4ALMXrH
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UK: Manufacturing production & survey indices UK: CBI industrial trends survey indices*
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The day ahead in the UK

Like in the euro area, the key UK data focus tomorrow will be the October flash PMIs. Although firmer services activity
supported a modest rebound in the composite output PMI last quarter, the survey has remained relatively subdued,
contrasting with the strength of the GDP data. Indeed, the signal on new business was broadly neutral last quarter, while the
headline composite index slipped to a three-month low in September (52.0). Given the backdrop of a persistent and more
acute price shock, and further tightening in financial conditions, we expect growth momentum to have slowed into October,
while input and output price pressures are expected to have intensified.

Meanwhile, given the further increase in prices at the pump, we expect sales at petrol stations to have declined for a second
successive month in September. But perhaps supported by back-to-school sales and the launch of the new iPhone, overall
retail sales volumes might have edged only slightly lower last month to confirm a third consecutive quarter of positive retail
sales growth, likely in the region of “2-/2%Q/Q. While some retail surveys suggest risks are skewed to the downside,
consumer confidence that month rose to a two-year high. Nevertheless, with household energy bills stepping up this month,
pre-Budget jitters building and additional monetary tightening likely, tomorrow’s October GfK survey could point to a modest
deterioration in household sentiment.


https://bit.ly/4hLX1tf
https://bit.ly/4ykQScx
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Economic data

Market consensus/

Country Release Period  Actual Daiwa forecast Previous Revised
Euroarea [ Preliminary Commission consumer confidence indicator Oct -17.9 -17.0 -16.5 -16.8
BB New car registrations Y/Y% Sep 9.6 - 4.5 -
France ] | INSEE business (manufacturing) confidence indicator Oct 97 (105) 96 (101) 96 (101) -
B B INSEE production (own-company production) outlook indicator ~ Oct -8 (19) - -9 (15) 14 (-)
UK Ef=  CBlindustrial trends - total orders (selling prices) net % balance Oct  -32 (24) - -9 (12) -
E12 CBl industrial trends - business optimism % net balance Q4 =27 - -36 -
Auctions
Country Auction
UK B sold £1bn of 0.125% 2031 inflation-linked bonds at an average yield of 1.141%

Source: Bloomberg and Daiwa Capital Markets Europe Ltd.

Tomorrow’s releases

Economic data
Country BST Release Period Mg:i?’tvgt;grseecr;sslis/ Previous
Euroarea [ 09.00 Preliminary services (manufacturing) PMI Oct 52.5 (52.8) 53.0 (52.9)
I 0900 Preliminary composite PMI Oct 52.7 53.1
BB 0900 ECB consumer expectations survey - 1Y- (3Y-) ahead CPI Y/Y% Sep 3.1(2.9) 3.0 (2.9)
Germany MM (0830 Preliminary services (manufacturing) PMI Oct 52.5 (53.5) 52.9 (53.9)
M  08.30 Preliminary composite PMI Oct 53.4 53.8
France W B 08.15 Preliminary services (manufacturing) PMI Oct 50.7 (50.5) 51.2 (50.6)
B B 0815 Preliminary composite PMI Oct 50.3 51.1
UK Bl 0001 GfK consumer confidence indicator Oct -14 -13
Bl 0700 Retail sales - incl. auto fuels M/M% (Y/Y%) Sep -0.1 (1.0) 0.5 (2.4)
ElE  07.00 Retail sales - excl. auto fuels M/IM% (Y/Y%) Sep -0.1 (1.4) 0.6 (2.7)
B  09.30 Preliminary services (manufacturing) PMI Oct 51.8 (51.8) 52.1(51.9)
EE  09.30  Preliminary composite PMI Oct 51.7 52.0
Auctions and events
France W B - Moody’s sovereign credit rating announcement

Source: Bloomberg and Daiwa Capital Markets Europe Ltd.
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Access our research at:
http://www.uk.daiwacm.com/ficc-research/research-reports

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 Il. 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.
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