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Weekly Market Snapshot
French Budget and political concerns return

Weekly Recap

1. ECB expected to raise interest rates - The European
Central Bank is widely expected to raise rates by 25
basis points on Thursday, as euro-area inflation
remains above target, largely because of energy
prices. Markets are even starting to consider another
rate hike in December.

2. Strong US jobs report changes the Fed outlook -
The US economy added 162,000 jobs in August,
above expectations, while unemployment remained
at 4,1%. This has significantly increased expectations
that the Fed could hike before year end. US CPI
inflation will be key, published on Friday.

3. Trade tensions between Canada and the US
escalate - Canada introduced retaliatory tariffs of
USD 20 billion of US goods today after bilateral trade
negotiations stalled. This adds another source of
uncertainty for North American trade and supply
chains.

Snapshot

France has returned to the spotlight for investors as
concerns over public finances, weak economic growth
and political uncertainty weigh on market sentiment.
Government bond yields have risen sharply, with
French 10-year sovereign debt now offering a significant
premium over German Bunds and, unusually, yielding
more than equivalent Italian government bonds.

At the same time, French equities have lagged broader
eurozone markets, reflecting growing investor caution.
The country’s budget deficit remains elevated at around
5.1% of GDP, while economic activity has stalled, with
weak GDP growth contrasting with a more resilient euro
area backdrop. Adding to these concerns, opinion polls
ahead of the 2027 presidential election point to a highly
fragmented political landscape.

Nevertheless, France retains important strengths,
including a diversified economy and a stable A+
sovereign credit rating, suggesting that market concerns
should be balanced against longer-term fundamentals.
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DOMESTIC REVENUE EXPOSED COMPANIES
START TO UNDERPERFORM IN FRANCE
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WEEKLY MARKET SNAPSHOT

Fiscal challenges continue to pressure
markets

The primary concern for investors remains the
deterioration in France's public finances. Despite
repeated commitments to fiscal consolidation, the
budget deficit has remained above 5% of GDP since
2021 and is projected at 5.1% in 2026. As a result,
investors are demanding a higher premium to hold
French government debt. The spread between
French and German 10-year sovereign bonds has
widened considerably, reflecting concerns about
debt sustainability and the government's ability to
restore fiscal discipline in the coming years. For
bond markets, the credibility of future budgetary
measures will be critical in determining whether
borrowing costs stabilise or continue to rise.

A weak economy limits improvement

Economic growth has provided little comfort.
France contracted by 0.2% in the first quarter of
2026 and recorded zero growth in the second
quarter, underperforming the broader euro area.
This weak economic backdrop makes fiscal
consolidation more difficult, as slower activity
limits tax revenues while public expenditure
remain elevated. Investor concerns are also visible
in equity markets. The CAC 40 has significantly
underperformed the broader Euro STOXX index this
year, reflecting a more cautious stance towards
France's growth prospects. Unless economic
activity accelerates, markets may continue to
demand a higher risk premium for French financial
assets.

Political uncertainty emerge as a key
market risk

Political uncertainty has become an increasingly
important factor for investors. Recent polls ahead
of the 2027 presidential election suggest strong
support for candidates from both the far right and
the far left, raising the possibility of a highly
polarised electoral contest. While opinion polls
should be treated with caution and the election
remains several months away, markets have
become more sensitive to political developments.
Investors typically favour policy continuity and
predictability, both of which appear less certain
today. Even so, France retains major strengths,
including a large and diversified economy and an
A+ sovereign credit rating with a stable outlook,
factors that continue to underpin long-term
investor confidence.

Reasons for caution, but not alarm

While concerns around France's fiscal position,
economic growth and political outlook are justified,
excessive pessimism appears unwarranted. France
has demonstrated resilience through previous
periods of uncertainty, and its underlying economic
strengths remain significant. Fiscal consolidation
will be necessary to improve the sustainability of
public finances, although meaningful reforms may
take time. Over the longer term, stronger growth
and more disciplined public spending should help
strengthen the fiscal outlook. If future governments
manage to combine growth-enhancing reforms
with fiscal discipline, France should remain well
positioned to preserve debt sustainability and
maintain investor confidence.

FRENCH 10-YEAR BOND YIELDS HAVE
RISEN 0.85% SINCE MARCH

FRENCH 2026 BUDGET DEFICIT OF 5.1%
WIDER THAN FOR THE EUROZONE
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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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