Key messages

« Uncertainty is likely to persist until a new government
is formed.

+ There may be less emphasis on fiscal tightening and
structural reforms, but it is unlikely that there will be
significant changes in economic policy.

« France's stance on the EU is likely to remain broadly
unchanged.

+  We expect the OAT-bund range to be 55-70 bps in the
medium term.

The results of the second round in the French legislative
elections were a surprise. The hard right National Rally
(RN) came third with 143 seats. The left-wing New
Popular Front (NFP) coalition of Greens, centre-left Social
Democrats and far-left anti-capitalists came first with 182
seats. The centrist bloc, Ensemble, which supports
President Emmanuel Macron, came second with 168
seats. No single party or bloc secured enough votes to
form a majority government, leaving three possible
outcomes:

- Rainbow coalition: this broad coalition could include
Ensemble, Les Républicains and some NFP parties such
as the Socialists and the Greens.

» Technocratic government: an outsider could lead the
newly-formed government and become Prime
Minister.

« Impasse: a political stalemate could occur if no coalition
is formed, which remains a risk.

Uncertainty is likely to persist until a new government is
formed. Prime Minister Gabriel Attal has announced his
resignation, and President Emmanuel Macron is expected
to appoint a new prime minister soon. Gabriel Attal will
remain in office until a new Prime Minister is appointed.
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It is unlikely that there will be significant changes in
economic policy. However, with fewer seats for the
Ensemble party, and a stronger influence from the
left-wing coalition, there may be less emphasis on
fiscal tightening and structural reforms. We do not
expect a reversal of previous reforms (e.g. the pension
reform) or the implementation of many new reforms.

If a rainbow coalition is formed, the latter is likely to
pass a budget with an agreement on limited policy
measures. Large spending packages are unlikely in this
scenario. The biggest risk is that no government is
formed and no budget is passed. In this scenario, 2024
will be rolled over, leading to some fiscal tightening
due to the lack of indexation for some items.

In either scenario (i.e. a rainbow government or a
political impasse) we see a risk that the government's
plans will not be in line with the European
Commission's fiscal recommendations. While we
expect the new government to eventually reach an
agreement with the Commission, there could be some
tension along the way.

France's stance on the EU is likely to remain broadly
unchanged. The new government will not necessarily
be as strong a supporter of EU integration as the
previous Ensemble-led government, but it is unlikely
to be an outright Eurosceptic.

The financial markets have ruled out the risk of an
extreme scenario: the CAC40 opened slightly higher on
Monday morning, and the 10-year OAT spread was
slightly narrower (66 bps), continuing last week's
tightening trend. We expect the OAT-bund range to be
55-70 bps in the medium term.
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DISCLAIMER

This marketing document is communicated by the Wealth
Management Métier of BNP Paribas, a French Société
Anonyme, Head Office 16 boulevard des Italiens, 75009 Paris,
France, registered under number 662 042 449 RCS Paris,
registered in France as a bank with the French Autorité de
Controle Prudentiel et de résolution (ACPR) and regulated by
the French Autorité des Marchés Financiers (AMF). As
marketing material, it has not been prepared in accordance
with legal and regulatory requirements aimed at ensuring the
independence of investment research and is not subject to any
prohibition on dealing ahead of its dissemination. It has not
been submitted to the AMF or any other market authority.

This document is confidential and intended solely for the use
of BNP Paribas SA, BNP Paribas Wealth Management SA or
their affiliates (“BNP Paribas”) and the persons to whom this
document has been delivered. It may not be distributed,
published, reproduced or disclosed by any recipient to any
other person, nor may it be quoted or referred to in any
document, without the prior consent of BNP Paribas.

This document is provided solely for information and shall not
constitute an offer or solicitation in any state or jurisdiction in
which such an offer or solicitation is not authorized, or to any
person to whom it is unlawful to make such offer, solicitation
or sale. It is not, and under no circumstances is it to be
construed as, a prospectus.

Although the information provided herein may have been
obtained from published or unpublished sources considered to
be reliable and while all reasonable care has been taken in
the preparation of this document, BNP Paribas does not make
any representation or warranty, express or implied, as to its
accuracy or completeness and does not accept responsibility
for any inaccuracy, error or omission. BNP Paribas gives no
warranty, guarantee or representation as to the expected or
projected success, profitability, return, performance, result,
effect, consequence or benefit (either legal, regulatory, tax,
financial, accounting or otherwise) of any product or
transaction. Investors should not place undue reliance on any
theoretical historical information regarding such theoretical
historical performance. This document may contain or refer to
past performance; past performance is no guarantee for future
performance.
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The information contained in this document has been drafted
without prior knowledge of your personal circumstances,
including your financial position, risk profile and investment
objectives.

Prior to entering into a transaction each investor should fully
understand the financial risks, including any market risk
associated with the issuer, the merits and the suitability of
investing in any product and consult with his or her own legal,
tax, financial and accounting advisors before making his or her
investment. Investors should be in a position to fully
understand the features of the transaction and, in the absence
of any provision to the contrary, be financially able to bear a
loss of their investment and willing to accept such risk.
Investors should always keep in mind that the value of
investments and any income from them may go down as well
as up and that past performance should not be seen as an
indication of future performance. Any investment in a product
described herein is subject to the prior reading and
understanding of the legal documentation concerning the
product, and in particular the one which describes in details
the rights and obligations of investors as well as the risks
inherent to an investment in the product. Save as otherwise
expressly agreed in writing, BNP Paribas is not acting as
financial adviser or fiduciary of the investor in any transaction.
The information, opinions and projections expressed herein
reflect the opinion of their author at the time of writing; they
are not to be relied upon as authoritative or taken in
substitution for the exercise of judgment by anyone, and are
subject to change without notice. Neither BNP Paribas nor any
BNP Paribas Group entity accepts any liability whatsoever for
any consequences that may arise from the use of information,
opinions or projections contained herein.

As distributor of the products described herein, BNP Paribas
may receive distribution fees on which you can obtain more
information upon specific request. BNP Paribas, their
employees or administrators may hold positions in these
products or have dealings with their issuers.

By accepting this document, you agree to be bound by the
foregoing limitations.
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