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Mixed signals

The global economy has performed better than economists expected this year and the impact

of tariffs has, so far, been more contained than feared. Equities have performed well, with key

indices reaching one new high one after another, largely driven by the artificial intelligence

theme and better-than-expected growth in major economies. However, these same economies

are sending conflicting signals, suggesting that the full impact of tariffs is yet to be seen. In this

environment, our October allocation continues to reflect a preference for equities over bonds.

We have, however, taken steps to protect that equity exposure using an option strategy as we

navigate the final quarter of the year. Acknowledging increasing divergence in the performance

of European countries, we have also decided to narrow our exposure to focus on the Eurozone,

where recession fears have faded, despite raising concern over France’s fiscal situation. Within

the fixed income space, we have reduced our exposure to government bonds and allocated the

proceeds to emerging market debt which offers more attractive income opportunities. In a

nutshell, we maintain a measured approach as we wait to see how the impact of tariffs

continues to play out and whether the Fed will continue to lower rates as expected.  

MACROECONOMIC OUTLOOK

The US

In the US, consumers have continued to drive growth, despite the uncertainty created by US

trade policy and a weakening labour market, leading Q2 GDP growth to be revised up to 3.8%,

from the previous estimate of 3.3%. Fixed investment also saw an increase of 4.4% in Q2, largely

fueled by a surge in investments in Artificial Intelligence. Looking ahead, business activity
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remains robust, as indicated by a composite PMI of 53.9..

When we look under the surface though, we see mounting risks to the consumption outlook.

While consumer spending bolstered growth in the first half of the year, it is primarily

concentrated among the top 20% of earners, who now account for over half of total consumer

spending. This trend is partly driven by the wealth effect, where rising stock market and house

prices enhance perceived wealth, encouraging spending. However, if the stock market was to

experience a downturn, or if the housing market weakens, it could prompt even the more

confident consumers to reduce their spending.

US consumers on the lower end of the income spectrum have been much harder hit by the

uncertain environment, rising prices and still-high borrowing costs. While interest rates seem to

be on a downward trajectory following the Fed’s 25 basis point cut to a range of 4–4.25% in

September, higher inflation remains a prominent risk. US firms seem to be absorbing most of

the tariff costs for the moment, as weak demand and rising competition are making it difficult to

pass on increased costs to consumers. According to the latest PMI survey, input costs have

surged to their highest level since May, largely due to tariffs, while output costs have increased

at their slowest rate since April, indicating that companies are struggling to raise prices. If

businesses start to pass on more cost increases to consumers, it could exert upward pressure

on inflation, leading the Fed to adopt a more cautious stance on policy easing than markets are

currently anticipating.

At the same time the labour market continues to show signs of cooling, with consumer

perceptions of job availability dropping to the lowest level since early 2021. This creates a stew

of mixed signals coming from the economy, further complicated by the lack of official economic

data being released due to the ongoing government shutdown, which in itself could bring

additional growth headwinds.

 

Eurozone

The Eurozone economy has also outperformed expectations, with private sector activity growing

at the fastest pace in over a year in September (Composite PMI at 51.2). However, growth

remains meager and recent data continues to reveal significant disparities in performance

among countries within the bloc, with southern nations like Spain driving the expansion. In

contrast, concerns are mounting in France regarding its ability to manage its budget deficit

amidst rising political instability. Morale among German companies is gradually improving, but

hard data still points to fragility.

Despite a resilient labour market with strong wage growth, inflation nearing the target level, and

a loose monetary policy expected to put a floor under consumption, only modest growth is

anticipated. While the EU has averted the ‘worst-case scenario’ and secured a 15% reciprocal
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tariff from the US, sector-specific concessions, particularly for the automotive industry, still need

to be finalised to improve confidence in these sectors. Overall, growth catalysts remain limited:

increased defense spending will take time to materialise, and it must benefit domestic suppliers

for the Eurozone to reap the maximum benefit.

 

China

In China, the economy lost some momentum towards the end of the summer, after a strong

start to the year driven by tariff frontloading and policy support. Both consumption and factory

output slowed in August, with manufacturing activity in contraction for the past six months.

However, looking at activity over the year as a whole, it can be considered strong. The real

estate sector is also showing some early signs of improvement - although new home prices

continue to fall in August, the rate of decline is gradually easing each month. Exports to the US

continue to decrease, despite the extension of the US-China trade truce, but this decline is

somewhat offset by rising exports to regions like Southeast Asia. Looking ahead, key growth

drivers include Beijing's commitment to boosting consumption and its efforts to achieve self-

sufficiency in advanced semiconductor production, which aims to strengthen domestic industry

and enhance competitiveness. Attention now turns to the October plenum, during which the

communist party will meet to map out the country’s social and economic development over the

next five years.

 

INVESTMENT DECISIONS

In our portfolios, we continue to have a preference for US equities in combination with select

emerging markets. We remain cautious on Europe and Japan. With the US economy sending

mixed signals, we have added some downside protection to our US equity exposure. While

acknowledging the strong performance in the first half of the year, several risks remain,

including a spike in inflation, possibilities of twists and turns in the Fed’s pathway and further

weakening in the labour market exacerbated by the recent federal government shutdown. With

stability a core pillar of our investment philosophy, this gives us additional comfort to navigate

through to the beginning of next year, without exiting the market. As another hedge against

uncertainty, we maintain our exposure to gold.

In Europe, the divergence of performance between different countries is becoming more

prominent. While the United Kingdom can be seen to have received the one of the best trade

deals with the US, the country suffers from sticky inflation, a cooling labour market and subdued

confidence and business activity. Worsening matters is glaring fragility on the fiscal front.

Switzerland has received one of the highest reciprocal tariffs from the US, which is expected to

dampen export business and investment. Given these idiosyncratic issues, we have decided to
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focus our European exposure on the Eurozone and thus increase our exposure to the core

economies of the bloc which are middling through.

In fixed income, we further reduced our government debt exposure and allocated the proceeds

into Emerging Market Debt (EMD). With the Fed expected to continue cutting rates, yields at the

short end of the developed sovereign curve are limited. EMD offers a higher yield and lower

volatility. The weaker dollar is also a tailwind for EMD as it has improved debt sustainability in

emerging markets, making us comfortable with taking credit risk in this segment.

 

Conclusion

With less than three months of the year remaining, the current macroeconomic landscape

presents both opportunities and challenges. Although the global economy has held up well,

underlying vulnerabilities remain apparent. The divergence in economic performance across

regions, particularly within Europe, necessitates a strategic focus on core economies to mitigate

risk. Our investment decisions reflect a measured approach, prioritising US equities while

protecting our positions against potential market volatility and seeking yield in our fixed-income

investments.

As we navigate these mixed signals, our philosophy remains clear: we focus on fundamentals

and lean into our convictions while staying agile and adaptive.

If you would like help turning any of our insights into tangible trading ideas, do not hesitate to

contact your dedicated relationship manager or investment advisor.
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Disclaimer All financial data and/or economic information released by this Publication (the “Publication”); (the “Data” or the “Financial data and/or economic

information”), are provided for information purposes only, without warranty of any kind, including without limitation the warranties of

merchantability, fitness for a particular purpose or warranties and non-infringement of any patent, intellectual property or proprietary rights of any

party, and are not intended for trading purposes. Banque Internationale à Luxembourg SA (the “Bank”) does not guarantee expressly or impliedly,

the sequence, accuracy, adequacy, legality, completeness, reliability, usefulness or timeless of any Data. All Financial data and/or economic

information provided may be delayed or may contain errors or be incomplete. This disclaimer applies to both isolated and aggregate uses of the

Data. All Data is provided on an “as is” basis. None of the Financial data and/or economic information contained on this Publication constitutes a

solicitation, offer, opinion, or recommendation, a guarantee of results, nor a solicitation by the Bank of an offer to buy or sell any security, products

and services mentioned into it or to make investments. Moreover, none of the Financial data and/or economic information contained on this

Publication provides legal, tax accounting, financial or investment advice or services regarding the profitability or suitability of any security or

investment. This Publication has not been prepared with the aim to take an investor’s particular investment objectives, financial position or needs

into account. It is up to the investor himself to consider whether the Data contained herein this Publication is appropriate to his needs, financial

position and objectives or to seek professional independent advice before making an investment decision based upon the Data. No investment

decision whatsoever may result from solely reading this document. In order to read and understand the Financial data and/or economic information

included in this document, you will need to have knowledge and experience of financial markets. If this is not the case, please contact your

relationship manager. This Publication is prepared by the Bank and is based on data available to the public and upon information from sources

believed to be reliable and accurate, taken from stock exchanges and third parties. The Bank, including its parent,- subsidiary or affiliate entities,

agents, directors, officers, employees, representatives or suppliers, shall not, directly or indirectly, be liable, in any way, for any: inaccuracies or

errors in or omissions from the Financial data and/or economic information, including but not limited to financial data regardless of the cause of

such or for any investment decision made, action taken, or action not taken of whatever nature in reliance upon any Data provided herein, nor for

any loss or damage, direct or indirect, special or consequential, arising from any use of this Publication or of its content. This Publication is only valid

at the moment of its editing, unless otherwise specified. All Financial data and/or economic information contained herein can also quickly become

out-of- date. All Data is subject to change without notice and may not be incorporated in any new version of this Publication. The Bank has no

obligation to update this Publication upon the availability of new data, the occurrence of new events and/or other evolutions. Before making an

investment decision, the investor must read carefully the terms and conditions of the documentation relating to the specific products or services.

Past performance is no guarantee of future performance. Products or services described in this Publication may not be available in all countries and

may be subject to restrictions in some persons or in some countries. No part of this Publication may be reproduced, distributed, modified, linked to

or used for any public or commercial purpose without the prior written consent of the Bank. In any case, all Financial data and/or economic

information provided on this Publication are not intended for use by, or distribution to, any person or entity in any jurisdiction or country where

such use or distribution would be contrary to law and/or regulation. If you have obtained this Publication from a source other than the Bank

website, be aware that electronic documentation can be altered subsequent to original distribution.

As economic conditions are subject to change, the information and opinions presented in this outlook are current only as of the date indicated in

the matrix or the publication date. This publication is based on data available to the public and upon information that is considered as reliable. Even

if particular attention has been paid to its content, no guarantee, warranty or representation is given to the accuracy or completeness thereof.

Banque Internationale à Luxembourg cannot be held liable or responsible with respect to the information expressed herein. This document has

been prepared only for information purposes and does not constitute an offer or invitation to make investments. It is up to investors themselves to

consider whether the information contained herein is appropriate to their needs and objectives or to seek advice before making an investment

decision based upon this information. Banque Internationale à Luxembourg accepts no liability whatsoever for any investment decisions of

whatever nature by the user of this publication, which are in any way based on this publication, nor for any loss or damage arising from any use of

this publication or its content. This publication, prepared by Banque Internationale à Luxembourg (BIL), may not be copied or duplicated in any form

whatsoever or redistributed without the prior written consent of BIL 69, route d’Esch ı L-2953 Luxembourg ı RCS Luxembourg B-6307 ı Tel. +352

4590 6699 ı www.bil.com.


