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e Longer-dated Bunds made modest gains as German factory orders fell Daily bond market movements
back while OATSs rallied as the French far-right RN party pledged to cut Bond Yield Change
the government deficit if it came to office next year. C‘)3E';<L02391 125381 g;g; -

e While hawkish BoE policymaker Catherine Mann reiterated her view that DBR 3 08/36 3475 0.014
the UK labour mgrket is not weak enough to tame inflation, Gilts also UKT 4 05/29 2814 0.031
closed the day higher. UKT 4% 03/31 4.921 -0.031

e Wednesday will bring German industrial production figures. UKT 4% 07/36 5.903 -0.043

*Change from close as at 5.00pm BST.
Source: Bloomberg

Euro area

Retail sales on track for first quarterly decline since Q423

With consumer confidence having deteriorated over the summer and household disposable incomes further eroded by the
spike in energy prices, today’s euro area retail sales data were predictably subdued. Having fallen sharply at the start of the
third quarter, sales volumes rose just 0.1%M/M in August as a partial rebound in Germany was offset by a steep decline in
France. As a result, aggregate sales were down on a three-month basis (-0.1%3M/3M) for the first time since November
2023, reinforcing our view that household consumption slowed significantly relative to Q2. Unsurprisingly, due to the
renewed rise in wholesale energy prices and sharp drop in fuel sales in France, sales at petrol stations in the euro area fell
for a fourth month in five (-1.9%M/M) to the lowest level in three years. Food sales were also subdued, rising just 0.1%M/M
despite the significant recent easing of price pressures in the category. Somewhat more encouragingly, core sales (excluding
food & fuel) rose in August by 0.5%M/M led by a partial rebound in online sales. But having previously fallen by the most in
almost three years, core sales were still tracking almost %2% below the Q2 level. Moreover, the deterioration in consumer
confidence and retailers’ assessments of recent sales trends to the lowest levels since June does not bode well for spending
heading into quarter-end. Nevertheless, the Commission survey suggested some resilience in underlying demand, with the
share of households making major purchases reportedly rising in September to its highest level since March. And willingness
to make major purchases over the next 12 months remained broadly in line with the average of the past couple of years.
Moreover, while higher energy prices are likely to remain a headwind to household spending in most member states, the
German government’s cut in duty on petrol and diesel from 1 October should help cushion spending.
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German factory orders drop sharply in August following large one-off orders earlier in summer

While German factory orders were widely expected to give back some of the strength recorded over the three months to
July, today’s data for August disappointed. Indeed, new orders fell 10.6%M/M, the steepest decline since January, to their
lowest level in a year. However, smoothing for monthly volatility, orders were still up 1.3%3M/3M. Moreover, the weakness
largely reflected a drop in large-scale orders following the more-than-doubling of non-auto transport equipment orders in
July. Excluding such one-offs, core orders were broadly unchanged in August and, despite declines in the previous four
months, remained more than 5%:% higher than a year earlier. Nothwithstanding the sharp decline in August (-17.3%M/M),
domestic orders maintained an uptrend over the summer, trending in the first two months of Q3 almost 6% above the Q2
level. The detail also pointed to continued strong ICT-related demand, with orders for computers and related parts rising to a
series high in August. Moreover, the latest ifo electronics survey suggested that conditions improved further towards the end
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of the quarter, with another strong order intake in September and firms the most upbeat about the production outlook since
the series began in the early 1990s. While new electrical machinery orders fell back in August, they remained close to the
top of the range of the past couple of years. And increased government defence spending boosted orders of weapons and
ammunition over the quarter. By contrast, although auto orders rose in August, they remained on a clear downward trend,
tracking around 8% below their Q2 level. Moreover, the latest ifo survey pointed to a further deterioration in business
conditions in the sector in September, with weak demand weighing increasingly on production expectations. So, while
today’s data suggest that firm underlying demand should continue to support manufacturing production over coming
quarters, persistent weakness in the automotive sector is likely to continue to act as a drag on broader industrial output.

Germany: New factory orders*

Germany: New factory orders*
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Daiwa Capital Markets Europe Ltd.

Germany: New factory orders, by destination

*Core orders exclude large-scale orders. Source: Macrobond and Daiwa Capital
Markets Europe Ltd.

Germany: New factory orders, by sector
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Germany: New ICT equipment orders, by destination

Source: Macrobond and Daiwa Capital Markets Europe Ltd.

Germany: ifo survey — ICT sector conditions
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The day ahead in the euro area

On Wednesday, German industrial production data for August will provide a further gauge of manufacturing sector
momentum over the summer. While output is expected to have risen modestly for the first time in three months, we see the
risks skewed to the downside, with today’s figures reporting flat manufacturing turnover in August. Higher energy costs and
extremely low Rhine water levels are likely again to have weighed on output in certain subsectors. Moreover, today’s French
industrial production data suggested that conditions across the region remained subdued, with output falling for a third month
in the past four (-0.3%M/M) and trending around 0.8% below its Q2 average. That largely reflected weakness in energy
generation and utilities output. But while French manufacturing production rose for the first time in four months (+0.3%M/M),
it too remained well below its average level in Q2 as a sizeable drop in autos and other transport goods offset much of the
boost from machinery and equipment, chemicals, coke and refined petroleum products.

The day ahead in the UK

It should be another quiet day UK economic news, with no top-tier data due for release.

European calendar

Today’s results

Economic data
Country Release Period Actual Mg:ﬁ;:?grseir;lf/ Previous Revised
Euroarea [ Construction PMI Sep 43.4 - 43.0 -
B Retail sales MIM% (Y/Y%) Aug 0.1 (0.8) 0.1 (1.0) -0.6 (0.6) -(0.4)
Germany HEE Factory orders M/IM% (Y/Y%) Aug -10.6 (2.7) -1.0 (13.1) 2.5(13.1) 3.2 (14.0)
B Construction PMI Sep 435 - 48.7 -
France [ B Industrial production M/M% (Y/Y%) Aug  -0.3(0.3) 0.3(1.3) -0.4(-05)  -0.6(-0.6)
B Construction PMI Sep 39.8 - 37.3 -
Italy B B Construction PMI Sep 46.5 - 417 -
Spain T— Industrial production M/M% (Y/Y%) Aug  -0.7 (1.5) -0.5(2.4) 0.6 (2.3) -(2.5)
UK == Construction PMI Sep 46.1 - 443 -
Auctions
Country Auction
Germany MM sold €4.53bn of 3.0% 2028 bonds at an average yield of 3.1%
UK El=  sold £1.25bn of 1.125% 2035 linker bonds at an average yield of 1.86%

Source: Bloomberg and Daiwa Capital Markets Europe Ltd

Tomorrow’s releases

Economic data

Country BST Release Period Markgt consensus/ Previous
Daiwa forecast

Germany HEE (0700 Industrial production MIM% (Y/Y%) Aug 0.4 (0.7) -1.1(-1.6)
France || I 07.45 Trade balance €bn Aug - 6.7
Auctions and events
Germany MM 1030 Auction: to sell up to €4.0bn of 3.3% 2033 bonds
UK EI=  10.00 Auction: to sell up to £1.0bn of 0.125% 2028 bonds

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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