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Gold rallied above USD 4,000 a troy ounce for the first time last week, with investors worried

about sticky US inflation, ongoing geopolitical risk, and soaring debt levels. The US government

shutdown, now entering its second week, has also spurred the rally. From a more structural

perspective, record purchases by central banks seeking to diversify away from the US dollar,

have been a key driver of the precious metal.  

This week, European stocks and US futures rose as President Trump struck a softer tone

towards China, after having threatened to impose additional tariffs of 100% on Chinese imports

on Friday. This followed China's tightening of rare earth export controls announced last week,

and led to a fall in global stocks as investors worried about a flare-up in the trade war. President

Trump and President Xi are expected to meet in person in South Korea at the end of the month

to discuss a trade deal, and investors will be watching closely, hoping for an agreement that will

ease the uncertainty present since President Trump announced his “reciprocal” tariffs in April.

In France, Sébastien Lecornu was reappointed as prime minister after having resigned last

week, and the race is now back on to prepare a budget and have it approved before the end of

the year. This will be challenging, particularly as the far-right Rassemblement National has

already threatened with a vote of no confidence.

 

MACRO SNAPSHOT

Europe

The Eurozone economy is muddling through, the labour market is robust, and households are
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enjoying positive real wage growth. However, predictions for a pick-up in consumer spending

have hit a speedbump. After falling 0.4% MoM in July, retail sales across the bloc basically

stagnated in August, rising by just 0.1%. Moreover, the uptick was driven by items that we might

consider more essential in nature. Food, alcohol and tobacco sales were up 0.3% and auto fuel

by 0.4%. Sales of non-food products fell by 0.1%.

The fragile recovery in spending that began in 2023 seems to have tapered off, perhaps due to

the uncertainty introduced by US trade tariffs, as well as political uncertainty in places like

France and the Netherlands. Lately, however, confidence indicators have started to edge up,

with survey respondents indicating that they plan to make a major purchase in the coming year.

Consumer spending represents about 55% of economic output in the bloc and its contribution

to the Q3 GDP print is likely to be muted. Thereafter, it might bring some tailwinds, but no

consumer boom is expected, as can be seen in the second chart showing consensus

expectations for consumption growth in the years ahead.

Source: Bloomberg, BIL

 

German factory orders fall for the fourth month in a row signaling persistent weakness in

industrial activity

Despite government efforts to reboot the German economy, industrial production fell by 4.3%
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MoM in August, reversing a 1.3% increase in July and coming in well below market expectations

of a 1% decline. This marked the steepest monthly drop in industrial output since March 2022,

and declines were broad-based across industries. Production in the automotive industry sank

18.5%, machinery and equipment manufacturing fell 6.2%, pharmaceutical manufacturing

dropped 10.3%, and the computer, electronic, and optical category was down 6.1%. Production

excluding energy and construction declined by 5.6% on the month, with capital goods falling

9.6%, consumer goods down 4.7%, and intermediate goods slipping 0.2%.

Factory orders do not offer much hope for a recovery in the near-term. Orders were down for a

fourth consecutive month in August, coming in at -0.8% MoM versus +1.4% expected. In the

beleaguered auto sector, orders fell 6.4%. Demand also weakened for data processing,

electronic and optical products (-11.5%) & pharmaceuticals (-13.5%).

In contrast, orders rose for metal products (15.4%), other transport equipment (17.1%), &

electrical equipment (7.2%). Foreign orders dropped 4.1%, while domestic demand grew 4.7%,

boosted by a boom in the defense sector.

Manufacturing accounts for an outsized share of German economic output: around 23%. For

comparison, it represents about 10% of the US economy, 9% of the British economy and 10% of

French GDP. The latest hard data does increase the likelihood that the Bundesbank’s prediction

of economic stagnation this year becomes a reality.

Source: Bloomberg, BIL

 

US
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The radio silence on official US data continues as the government shutdown lingers, making it

harder to assess the state of the economy. The University of Michigan consumer sentiment

index released last week, did not provide much nuance. The index fell slightly from 55.1 in

September to 55 in October, according to preliminary estimates. The index remains low as

improvements in current personal finances and business conditions over the next year were

offset by declines in expectations for future personal finances, as well as current buying

conditions for durables (things like cars, dishwashers, laundry machines). High prices and

weakening job prospects remain central concerns for consumers, who are not foreseeing

significant improvements in these areas. Inflation expectations for the year ahead also remain

high at 4.6%, although easing from 4.7% last month. Long-run inflation expectations held steady

at 3.7%.
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Source: Bloomberg, BIL

 

Calendar for the week ahead

Monday – China Balance of Trade. OPEC Monthly Report.

Tuesday – Germany Inflation (Final, September). UK Unemployment, Average Earnings and

Retail Sales. Eurozone and Germany ZEW Economic Sentiment. China M2 Money Supply.

Wednesday – US and China Inflation Rate (September). Japan Industrial Production. France and

Spain Inflation (Final, September). Eurozone Industrial Production (August).

Thursday – UK GDP Growth (August). Italy Inflation (Final, September). US PPI, NAHB Housing
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Market Index, Retail Sales, Weekly Jobless Claims.

Friday – US Industrial Production, Housing Starts and Building Permits. Eurozone Inflation (Final,

September).
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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.


