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French budget and political concerns eturn
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Key Messages 2027 Presidential election looms large over
1. French bond yields have risen as concerns over French bonds and stocks

French growth and debt sustainability have started
to rise. Today the French 10-year OAT yields 0.85%
more than the equivalent 10-year German bund and
yields more than equivalent Italian BTPs for the first
time since the creation of the eurozone. French
equities have also underperformed the broader
eurozone this year, with the CAC 40 index gaining
only 3% versus 11% for the broad Euro STOXX index.

France has failed to keep up with the rest of the
eurozone in recent times both in terms of economic
growth and the reduction of its budget deficit.

French economic growth registered -0.2% q/q in Q1
2026 and 0% in Q2, well behind the eurozone's +0.4%
g/q/ GDP growth for Q2 led by Spain (+0.7% g/q). This
has weighed on French tax receipts, with the 2026
budget deficit projected at 5.1% of GDP, the highest of

2. The source of these concerns is threefold: i) the lack the major eurozone countries except Belgium.
of improvement in the French budget deficit since ) ) )
2021, still over 5% of GDP; ii) weaker growth To add to this la.ggmg economic perforrqan;e, market
performance versus the rest of the eurozone; and iii) concerns have risen fOIIOWmS the publication of the
the strong showing in recent 2027 Presential election A“g“St Toluna-Hargs Interactive pol.l for M6 e}nd _RTL
polls of both Marine Le Pen (far right) and Jean-Luc This po‘ll testgd 5 dlfferent hypothetical cgmblnatlons
Mélenchon (far left). of cand1date§ in t_he first .round of the; April-May 2027
French Presidential election. According to these poll
3. With the two rounds of the 2027 French Presidential results, the far-right Marine le Pen of the
election still just under 8 months away (18 April and Rassemblement National party would gain the most
2 May), there is plenty of time for the electoral votes (35%-38%) to advance to move into the second
landscape to shift, particularly if a dominant centrist (and final) round in first place. In 3 of the 5 scenarios
candidate were to emerge. tested, the far-left candidate Jen-Luc Mélenchon of La
4. In the near term, the 2027 French budget will be the France Insoumise arrives second and would thus also

next challenge to navigate, with the potential
renewal of the temporary tax on the largest French
corporates on the table.

qualify for the second round, leaving voters without a
centrist choice in May.
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As always, caution is advised with polls

The combination of France's relatively poor recent
economic performance and rising uncertainty over
next year's Presidential election have contributed to
the underperformance both of French bonds and
stocks relative to their eurozone peers. Since the
beginning of March, French 10-year OAT bonds have
seen a 0.85% rise in yields to 4.1% to yield 0.85% more
than the equivalent 10-year German bund. For the
first time since the creation of the eurozone, 10-year
OATs now yield more than equivalent 10-year Italian
BTP bonds.

French stocks have also underperformed the rest of
Europe this year, returning 3% while the broad Euro
STOXX index has returned over 11%. This mirrors
French underperformance for calendar year 2025,
whereas the CAC 40 index gained 8% against nearly
16% for the Euro STOXX index over the same period.

Some of this recent relative weakness in French asset
prices is clearly due to investor concerns over the
French political landscape and the outlook for French
government spending. However, we would advise
caution when interpreting the results of opinion polls.

Not only are opinion polls in general subject to sizeable
polling error, but there is still a long runway to the
first round of voting in April next year. Much can
happen between now and then, including the entrance
arrival of more Presidential candidates, particularly
from the 1 left side of the political spectrum. We will
also discover, in the coming months, more details of
each candidate's election manifesto and proposed
programme, which may also have a significant impact
on voting intentions.

French bonds and domestic stocks to remain
under pressure in the short term

We have seen this story play out once before in June-
July 2024, following the snap legislative election called
by President Macron, when his ruling centrist coalition
lost its majority in parliament. At the time, the France-
Germany 10-year bond had spread widened rapidly
from under 0.5% to 0.8%. Over calendar 2024, the
French CAC 40 index had fallen 2% while the Euro
STOXX index had managed a 7% gain, with the bulk of
the CAC 40's underperformance accumulating between
May and July.

However, unless French economic performance shows
some signs of recovery in H2 2026, it is difficult to see
French bonds and domestic stocks catching up to their
eurozone peers in the near term.

One more positive sign recently came from the credit
rating agency Fitch, which last weekend maintained
their A+ rating on French sovereign debt with a stable
outlook. While they noted the current French political
and budgetary context, they also pointed to the
benefits of France's large and well-diversified
economy.

At this point, any more positive economic news on the
French economy could result in a narrowing of the
France-Germany bond spread closer to its 2026 0.68%
average (within a January-July range of 0.55% to
0.80%), given how much negative sentiment has
already been built into French asset prices at this
point.

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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