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After a volatile week, major US equity indices ended higher on Friday, supported by growing

optimism around a potential US–Iran de-escalation. Indeed, over the weekend, the two sides

reached an interim agreement to pause hostilities and reopen the Strait of Hormuz (as of June

19). Brent crude prices have eased, trading lower at around USD 83 per barrel.

Turning back to US equities, last week, performance broadened beyond the usual suspects,

with small caps outpacing their larger counterparts. The widely-watched public debut of SpaceX

was completed on Friday, marking the largest IPO on record. The company raised

approximately USD 75 billion, implying a valuation of USD 2 trillion.

European equity markets also recorded modest gains over the week, again supported by easing

geopolitical concerns. Given the region’s reliance on external energy supplies, Europe remains

particularly exposed to developments in the Middle East and continues to be caught in the

crosshairs of this exogenous shock.

Meanwhile, gold fell to a six-month low on Thursday. Prices have declined by roughly 20% since

the onset of the Iran conflict, partly reflecting selling by some central banks, including Turkey

and Russia, as they seek to prop up their currencies.
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MACRO SNAPSHOT

ECB raises rates by 25 basis points

On Thursday, the ECB raised interest rates by 25 basis points to 2.25%, becoming the first G7

central bank to raise borrowing costs in response to the Middle East energy shock. The move

did not come as a surprise as it was in line with expectations and market pricing. In her press

conference, ECB President Christine Lagarde stated that the decision to increase rates for the

first time since September 2023 was “unanimous without reservations” and no other options

(hold or a larger hike) were discussed.

Looking ahead, the ECB did not pre-commit to further hikes, but the tone in both the press

release and the press conference suggested more tightening. The only forward guidance

provided was that further decisions will be taken on a meeting-by-meeting and data-dependent

basis, and that the inflation outlook and the risks surrounding it will be decisive for monetary

policy going forward.

In May, consumer prices rose to 3.2%, remaining above the ECB’s 2% target for the third

consecutive month.

The ECB also revised its quarterly projections, raising its inflation outlook for both this year and

next, while lowering its growth forecasts. Inflation is not expected to return to target until the

second half of 2027.

While the Iran conflict is weighing on economic activity, when asked whether the hike could

prove to be a policy mistake, Lagarde said that the growth forecast has only been revised

marginally lower. She also highlighted that strong household balance sheets, continued

investment by firms in digital technologies, and government defence spending should help

cushion the economic impact of the war.

Following the announcement, the euro remained stable. Market participants are currently

expecting at least one additional quarter-point rate increase by the ECB before the end of the

year.
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US inflation hits a three-year high on energy market disruptions

US inflation rose to 4.2% YoY in May, the highest level since April 2023, from 3.8% in April and in

line with consensus expectations. This is the third consecutive monthly acceleration in headline

inflation, with energy costs jumping 23.5% (up from 17.9% in April), as a consequence of events

in the Middle East. Gasoline prices increased by an eyewatering 40.5%, after a 28.4% gain. But

this was not the only driver - inflation accelerated again for shelter (3.4% vs 3.3%) and food

(3.1% vs 2.3%).

Looking on a monthly basis, the CPI was up 0.5%, a bit less than 0.6% in April, and in line with

forecasts. Energy prices rose 3.9% and accounted for over 60% of the monthly gain.

Interestingly, transportation services fell 0.6%, a potential indicator that high energy costs were

not filtering into other areas.

Stripping out food and energy, the annual core inflation rate went up to 2.9%, a new high since

September 2025, compared to 2.8% in April and matching forecasts. Month-on-month,

however, the core CPI rose 0.2%, less than 0.4% in April.

The good news is that inflation expectations remain broadly anchored for now - a crucial factor,

as a sudden rise in expectations can become self‑reinforcing, prompting higher spending in the

present, and further upward pressure on prices. Recent data from the New York Fed shows that

median one‑year‑ahead inflation expectations in the US edged down to 3.5% in May from 3.6%

in April. Notably, expectations for price increases eased across several categories, including

gasoline (down 0.1 percentage points to 5%).

We are also observing a broader trend of adjustment across global energy markets. The United

States and Venezuela have both ramped up exports and, in the same vein, a major US oil

company applied last week to expand operations in Argentina’s Vaca Muerta, one of the world’s

largest shale oil and gas formations, highlighting growing interest in alternative supply sources.

Key Middle Eastern producers have also been accelerating efforts to reduce their reliance on

the Strait of Hormuz. Iraq and the UAE are fast‑tracking the development of alternative export

routes to bypass the chokepoint. For Iraq, where oil accounts for more than half of GDP, this

shift is particularly critical. The government has recently approved plans to scale up crude
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exports via a pipeline running through the Kurdistan region into Turkey, potentially boosting

capacity from 220,000 barrels per day to around 770,000 barrels per day.

Meanwhile, Abu Dhabi is advancing construction of a new west‑east pipeline to Fujairah.

Expected to come online in 2027, the project will significantly enhance the Abu Dhabi National

Oil Company’s (ADNOC) export capacity and further reduce dependence on the Strait, in

another sign of a broader strategic realignment of global energy flows.

The fruits of diversification efforts will take some time to show up in the inflation data and won’t

provide immediate relief to US households that are being squeezed by high prices. Inflation has

outpaced wage growth in the US for a second month in a row (4.2% versus average hourly

earnings of 3.4%).

Following the report, futures markets indicated that the Fed is still likely to stay on hold through

much of the year. For now, they see a likelihood that the next move will be a hike in December.

 

German industrial production edges up for the first time since the onset of the conflict in the

Middle East

German industrial production showed very slight improvement in April, rising by 0.4% MoM in

line with expectations and marking its first increase since the escalation of tensions in the

Middle East. Despite this uptick, output remains more than 10% below pre-pandemic levels,

underscoring the sector’s ongoing fragility.

The monthly gain was driven by stronger activity in construction (+2.4%), chemicals (+2.1%), and

fabricated metal products (+1.7%), while output in the auto sector declined sharply by 4.7%. By

category, production of intermediate goods rose by 1.4% and consumer goods by 1.9%, but

capital goods output fell by 1.5%, highlighting persistent weakness in investment-related activity.

Looking beyond the volatile monthly data, the broader trend remains subdued: industrial

production declined by 0.5% over the February–April period compared with the previous three

months. Production was down 0.5% year-on-year, following a steeper 3.4% drop in March.

Moreover, factory orders dropped 3.8% mom in April, reflecting weaker demand in the

automotive industry (-5.3%), electrical equipment (-16.3%), and mechanical engineering (-7.4%).
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US small businesses feeling the strain of higher energy prices

While larger companies in the US have been weathering ongoing geopolitical storms relatively

well and producing strong earnings, sentiment amongst smaller firms is dwindling. The NFIB

index of small business optimism fell to 95.3 in May, its lowest level since October 2024. Owners

are struggling with significant hikes in fuel prices, especially since they have less pricing power

than their larger counterparts. 18% cited inflation as their single most important business

problem. 70% reported that supply chain disruptions affected their business to some extent

and only 16% plan to make capital outlays in the next three to six months, the lowest since

2009.

5



CALENDAR FOR THE WEEK AHEAD

Monday – Eurozone Industrial Production. US Industrial Production, NAHB Housing Market

Index.

Tuesday – China Industrial Production, Retail Sales, Fixed Asset Investment, Unemployment

Rate. Italy Inflation Rate. Eurozone ZEW Economic Sentiment Index, Labour Cost Index and

Wage Growth. Germany ZEW Economic Sentiment Index. US Housing Starts and Building

Permits.

Wednesday – Japan Balance of Trade. UK Inflation. Eurozone Inflation (Final, May). US Retail

Sales, Business Inventories, Pending Home Sales, Federal Reserve Monetary Policy Meeting.

Thursday –US Weekly Jobless Claims. UK Unemployment Rate and Bank of England Monetary

Policy Committee.

Friday – UK Gfk Consumer Confidence and Retail Sales. Japan Inflation Rate.
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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.


