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"Incertitude” is the name of the game

SUMMARY

o Fall of Barnier government raises risks of political instability, fiscal slippage,
rating downgrades, financial turbulence and economic underperformance.

o We see room for the 10-year French government bond (OAT) spread against the
Bund to widen to 100bp.

o Persistent uncertainty supports our underweight stance on European stocks and
bearish view on the EUR over the medium-term.

LOOKING FOR A PRIME MINISTER, AGAIN.

The Barnier government was brought down by the lower house of the French parlia-
ment last night, when the far-right Rassemblement National (RN) and the Nouveau
Front Populaire (NFP, a coalition of left-wing parties) joined forces to pass a vote of
no confidence. The fall of the Barnier government comes at the worst possible
time, in the middle of the budgetary process, when the French economy is fac-
ing increasing headwinds, and just weeks before the inauguration of Donald
Trump, which could quickly be accompanied by a first wave of trade tariffs. It
raises many questions about the fiscal outlook and significantly increases uncer-
tainty, as for the first time since 1979, France is likely to start a new year without a
budget properly debated and approved by Parliament.

The first factor of uncertainty relates to the appointment of the next prime
minister and government, which took over two months in the first place. Several
options are on the table, none of them obvious.

The first would be a kind of status quo, with Emmanuel Macron appointing a prime
minister supported by the current minority coalition, but more acceptable to the
RN than the outgoing prime minister. The second would be a widening of the cur-
rent coalition to the centre left. The NFP is on the verge of imploding and the So-
cialists may be willing to join a “non-censorship” agreement with the centrists and
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the centre-right if the prime minister moves to the left. Finally, Emmanuel Macron
could appoint an Italian-style technocratic government, where political parties take
a step back and give technocrats a mandate to govern on a very specific agenda.

Whatever the form of the next government, it will remain fragile, unstable, and
likely short-lived. The chances of a new dissolution of the lower chamber in July
and new elections were already high before the vote of no-confidence, and they have
increased again. So far, Emmanuel Macron has repeatedly ruled out resigning, but
he is likely to be under increasing pressure from all parties this deadlock continues.

BRIDGING THE FISCAL GAP PENDING A 2025 BUDGET

The second factor of uncertainty relates to the fiscal outlook. The next govern-
ment will thus be charged with drafting a new budget plan for 2025, to be discussed
in the coming weeks. If a government is formed quickly, and depending on its com-
position, Barnier’s budget plan could be amended and sent back to parliament, for
the sake of rapidity. If it takes time to form a new government, a new draft budget
plan would likely be considered, and discussions take place in 2025.

In the short run, the new government will draft before December 21 a so-called
“special” bill to guarantee fiscal continuity beyond the end of the year, pending
the vote on a 2025 budget. The bill will ask parliament to authorise the govern-
ment to collect existing taxes and borrow from the markets in 2025. Most parties in-
cluding the RN have already said they would support such a bill. Once passed, it
should ensure continuity on the revenue side, pending a real budget. On the ex-
penditure side, the constitution allows the government to allocate the discretionary
funds corresponding to the 2024 budget by decree from January.

RISK OF FISCAL SLIPPAGE AND RATING DOWNGRADES TO PUSH SPREADS HIGHER

The initial goal was to implement a structural fiscal consolidation of 1.4 pp. of GDP,
the largest since the great financial crisis, to bring back the fiscal deficit from 6.1% to
5.0%. Pending the adoption of a 2025 budget, next year’s fiscal stance is set to be
less restrictive, and the risk of renewed fiscal slippage is real.

On the one hand, the freeze in nominal discretionary spending and in the income
tax scale will automatically generate savings relative to nominal GDP. On the other
hand, the bulk of social security spending, which accounts for half of total spending,
such as allowances and pensions, is indexed to inflation and will automatically rise
by around 2% in January. What is more, all the austerity measures planned by
Barnier (temporary increase in corporation tax, increase in electricity tax, etc.) have
been rejected. Recently, the ministry of finance stated that without corrective
measures, the fiscal deficit could spontaneously slip to almost 7% next year. Under
the current circumstances, and pending a 2025 budget, our best guess would be
a broadly stable deficit compared to 2024, close to 6%.

Against this backdrop, there is a risk of continued rating downgrades by agen-
cies. France was already downgraded by Standard & Poor’s (AA-, stable) in May, and
Moody’s (Aa2) and Fitch (AA-) revised their outlook to negative in October. The re-
view calendar for 2025 is still unknown, but ratings action as of Spring would be on
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the cards for Moody’s and Fitch, while Standard & Poor’s would be keen on review-
ing the outlook first, although standalone rating downgrades are possible.

Chart 1: OAT spread already discount several rating  Chart 2: 10-year euro government bond yields are
downgrades falling
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We therefore see room for the 10-year French government bond (OAT) spread
against the Bund to widen from 85bp to 100bp on a 6-month horizon. However,
we expect the 10-year OAT yield to continue to hover around its current level of
2.9%, as we believe that the ECB’s easing will lead to a decline in the 10-year Bund
yield to 1.8% on a 6-month horizon, offsetting the widening of spreads.

POLITICAL UNCERTAINTY TO WEIGH ON GROWTH DESPITE LOOSER FISCAL STANCE

Under the current circumstances, an easier fiscal stance would not translate
into stronger growth, in our view, as persistent political uncertainty and high
rates will weigh on activity. We are sticking to our view that the French economy
will expand below potential next year, by 0.6% only (after 1.1% in 2024).

With wider spreads, the transmission of lower policy rates to the real economy will
be slower in France than elsewhere in the euro area. For households, precautionary
savings may weigh on consumption. For corporations, higher uncertainty and
higher spreads usually mean delaying investment and hiring. Overall, French politi-
cal developments support our cautious view on the euro area macro outlook for
2025, although a potential reform of the so-called “debt brake” in Germany would
leave room for a positive surprise.

For illustrative purposes. Past performance should not be taken as a guide to or guarantee of future performance. Performances and
returns may increase or decrease as a result of currency fluctuations. There can be no assurance that these projections, forecasts or
expected returns will be achieved. The projection is not based on simulated past performance.

30F6 FOCUSNOTE



FRENCH GOVERNMENT COLLAPSES, WHAT'S NEXT? PICTET WEALTH MANAGEMENT

EQUITY STRATEGY: NO GOOD NEWS HERE; PERSISTENT UNCERTAINTY SUPPORTS
UNDERWEIGHT STANCE ON EUROPEAN STOCKS

French and European equities have risen over the last few days despite the growing
risk that a vote of no confidence would indeed happen in the French Parliament.
We believe this outcome reflects a very tactical ‘catch-up’ trade post the prior large
underperformance versus the US seen through November.

The continued uncertainty around French politics and related fiscal policy rein-
forces our existing view to be underweight European equities (in a global con-
text). We think the potential for sustained political uncertainty will take precedent
from any hopes around any near-term growth improvement associated with a
smaller fiscal tightening in any new budget, which should weigh heaviest on those
French stocks with a high proportion of domestically sourced revenues (and Finan-
cials). This suggests that mid and small cap French indices will be most adversely
impacted given that around 80% of revenues from companies within the larger
CAC40 index come from outside France.

Having said that, we still expect the CAC to come under pressure from more macro-
oriented investors looking for a liquid way to position for weakness in French as-
sets. Hence, within a pan-European context, we expect French equities in general to
continue to underperform their regional peers over the coming months.

We do not expect French political uncertainty to lead to wider risk premia for
other European assets at this time. The likely lack of cross-border contagion
should limit the impact on the broader pan-European equity universe, however it
does give investors another reason to avoid investing in European stocks.

EURO: LOSING ITS LUSTRE

The expected growth and inflation differentials between the US and the euro
area are set to drive the euro and US dollar further apart over the coming year,
with EURUSD headed towards parity as a result, in our opinion. Weak Chinese de-
mand for European exports and the policies of the new US administration are set to
further boost the dollar against the euro.

The political ructions in France are unlikely to derail this outlook, be it for the
worse or the better. The economic impact is not significant, immediate, and quanti-
fiable enough to affect the macro-financial outlook for the eurozone. In the medium
term however, these issues could add to a building sense that European politics are
becoming ever more polarized and dysfunctional. This could in turn dent the out-
look for economic policymaking that yields market-friendly outcomes.
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Glossary of risks: Available on this link or QR Code:  pic-

tet.com/macroeconomic-risks

Glossary of terms: Available on this link or QR Code:
pictet.com/glossary-of-terms

Index and data provider disclaimers: Any index data referenced
herein remains the property of the Data providers. Data providers

Disclaimers are available on this link or QR Code:  pic-
tet.com/3rd-party-data-providers

Legal disclaimer:

This marketing communication (hereinafter the “Document”) may only be read and/or
used by its addressee. It is not intended for and must neither be provided to nor used
by persons that are citizens of, domiciled or resident in, or entities registered in a
country or a jurisdiction in which its distribution, publication, provision or use would
violate current laws and regulations. It does not constitute advice, an offer, an invita-
tion to offer or solicitation to buy, sell or subscribe to any securities, commodities,
derivatives, or other financial instruments (collectively referred to as “Investment(s)”)
or to enter into any legal relations or agreement, nor does it constitute an advice or
recommendation with respect to any Investment(s). The Instrument(s) mentioned in
this Document might not be registered with or approved by the relevant regulatory
authority. Public distribution may therefore not be permitted, and private placements
may be restricted to specific types of investors. Detailed selling restrictions of the rel-
evant Investment(s) may apply and need to be considered. This Document does not
set forth a personal recommendation tailored to the needs, knowledge and experience,
sustainability preferences, if any, objectives, and financial situation of any individual
or company. This Document and/or the Investment(s) mentioned herein might not be
suitable for the addressee and should not be considered as a suitability report as the
bank has not received all the necessary information on the addressee to complete its
suitability assessment that covers the addressee’s knowledge and experience, toler-
ance to risk, sustainability preferences, if any, investment needs and the addressee’s
ability to absorb financial risk. The bank may have issued or distributed other reports
or documents that are inconsistent with and reach different conclusion from, and may
act inconsistently with, the information and/or opinions presented in this Document,
and the bank may have material interests that conflict with the interests of the ad-
dressee of this Document. Investor should seek independent financial advice regard-
ing the appropriateness of investing in any Investment(s) or adopting any strategies
discussed in this Document. Should the investor decide to proceed with any transac-
tion in relation to an Investment(s) referred to herein, this will be their sole responsi-
bility, and the suitability /appropriateness of the transaction and other specific finan-
cial risks as well as any legal, regulatory, credit, tax and accounting consequences
should be assessed by an expert. Furthermore, the bank makes no representations
and gives no advice concerning the appropriate accounting treatment or possible tax
consequences of any Investment(s). The information, tools and material presented in
this Document are provided for information purposes only and were obtained in good
faith from sources believed to be reliable. Such information may change without no-
tice. The bank cannot be held liable for any fluctuation of the price of the securities.
Prices, values, or returns of any Investment(s) mentioned in this Document are based
on the bank’s customary sources of financial data. The bank is under no obligation to
update the information contained in this Document and no representation or warranty,
express or implied, is made as to its accuracy or completeness. Accordingly, the bank
accepts no liability for loss arising from the use of or reliance on this Document pre-
sented for information purposes only. The market value of Investment(s) may fall or
rise without notice, on the basis of economic, financial or political changes, the re-
maining term to maturity, market conditions, the volatility and solvency of the issuer
or the benchmark issuer. Some Investment(s) may not be readily realisable as the rel-
evant market may be illiquid. Moreover, exchange rates may have a positive or nega-
tive effect on the value, the price or the return of the respective Investment(s) men-
tioned in this Document. The political and economic situation in emerging countries is
significantly less stable than in industrialised countries and related Investment(s) are
exposed to higher risks and volatility. Forecasts and past performance are not reliable
indicators or guarantees of future results. No representation or warranty expressed or
implied in this Document is made by the bank regarding future performances.
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Accordingly, the investor must be willing and able to assume all risks and may re-
ceive back less than originally invested. Any performance shown does not take into
account commissions and costs (which negatively impact the performance). The in-
vestor must only make investment decisions when they fully understand the relevant
Investment(s) and the involved risks. In particular, the relevant Investment(s) doc-
umentation (such as the issuance program, final terms, prospectus, simplified pro-
spectus, private placement memorandum and key (investor) information document)
must be read. Structured products are complex financial products and involve a high
degree of risk. The value of structured products depends not only on the performance
of the underlying asset(s), but also on the credit rating of the issuer. Furthermore,
the investor is exposed to the risk of default of the issuer/guarantor. If this Document
contains a link to Investment(s) documentation including a Swiss Key Information
Document or a Key Information Document of a Package Retail and Insurance-based
Investment Products (“KIDs"), please note that the respective Investment(s) docu-
mentation may change without notice. In order to access the most recent version of the
respective KID/other Investment(s) document, the investor must click on the link im-
mediately before confirming to the bank their decision to invest. If the investor has not
been provided with a link to access the relevant document, or if they are in any doubt
as to what the latest version of the respective KID/other Investment(s) document is, or
where it can be found, they can ask their usual bank contact. If the bank is not the
manufacturer of the Investment(s), the KID/other documents is/are provided by a third
party (the “Third Party Document”). The Third-Party Document is obtained from
sources believed to be reliable. The bank does not make any guaranty or warranty as
to the correctness and accuracy of the data contained in the Third-Party Document.
The bank may not be held liable for an investment decision or other transaction made
based on reliance on, or use of, the data contained in the Third-Party Document.
Should the investor subscribe to the Investment(s) marketed herein, they acknowl-
edges that they have (i) received, in good time, read and understood any relevant doc-
umentation linked to the Investment(s), including, as the case may be, the respective
KID/other documents; (ii) taken note of the Investment(s) restrictions; and (iii) met
the applicable subjective and objective eligibility conditions to invest in the Invest-
ment(s). The bank may, if necessary, rely on these acknowledgements and receive the
investor's orders, to transmit them to another professional, to execute them and sign,
on the investor’s behalf, any documents or certificates needed to subscribe to the In-
vestment(s), according to the relevant clauses of the investor's mandate as well as the
General Conditions or Terms and Conditions of the bank. Further, by subscribing to the
Investment(s), the investor agrees to indemnify and hold harmless the bank for any
and all claims, losses and damages they may incur in connection with their Invest-
ment(s). Any form of reproduction, copying, disclosure, modification and/or publica-
tion of this Document in any form or by any means whatsoever is not permitted without
the prior written consent of the bank and no liability whatsoever will be incurred by
the bank. The addressee of this Document agrees to comply with the applicable laws
and regulations in the jurisdictions where they use the information provided in this
Document.
All right reserved. Copyright 2024

Distributor: Banque Pictet & Cie SA, route des Acacias 60, 1211 Geneva 73, Switzer-
land, is established in Switzerland and licensed under Swiss law and therefore subject
to the supervision of the Swiss Financial Market Supervisory Authority (FINMA),
Laupenstrasse 27, 3003 Berne, Switzerland. The information contained in this Docu-
ment is not the result of independent financial analysis and does therefore not qualify
as financial research within the meaning of the Swiss Bankers Association’s Directives
on the Independence of Financial Research. The investor must read the brochure "Risk
Involved in Trading Financial Instruments” of the Swiss Bankers Association. Struc-
tured products do not qualify as collective investment schemes within the meaning of
the Swiss Federal Act on Collective Investment Schemes (CISA) and are therefore not
subject to the regulations of the CISA or the supervision of the FINMA.

Distributor: Bank Pictet & Cie (Europe) AG, is a credit institution incorporated under
German law with registered office at Neue Mainzer Str. 2-4, 60311 Frankfurt am Main,
Germany, authorised and regulated by the Bundesanstalt fiir Finanzdienstleistung-
saufsicht ~ (BaFin)  (German Federal  Financial = Supervisory  Authority).
Bank Pictet & Cie (Europe) AG, succursale de Luxembourg, is authorised and regu-
lated by the BaFin and is subject to limited regulation by the Luxembourg Financial
Authority, Commission de Surveillance du Secteur Financier (CSSF);

Bank Pictet & Cie (Europe) AG, succursale de Paris, is authorised and regulated by
the BaFin and is subject to limited regulation by the ACPR (Autorité de Contrle Pru-
dentiel et de Résolution) and the AMF (Autorité des Marchés Financiers);
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Bank Pictet & Cie (Europe) AG, succursale italiana, is authorised and regulated by the
BaFin and is subject to limited regulation by the Consob (Commissione Nazionale per
le Societa e la Borsa);

Bank Pictet & Cie (Europe) AG, sucursal en Espaiia, is authorised and regulated by the
BaFin and is subject to limited regulation by the Bank of Spain and CNMV (Comisidn
Nacional del Mercado de Valores);

Bank Pictet & Cie (Europe) AG, succursale de Monaco, is authorised and regulated by
the BaFin and is subject to limited regulation by the Commission for the CCAF (Control
of Financial Activities). This Document sets forth neither an investment advice under
MiFID, nor the results of investment research within the meaning of MiFID. The investor
must only take investment(s) decisions when they fully understand the relevant In-
vestment(s) and the involved risks. Therefore, the investor must read the brochure
"General description of risks pertaining to financial instruments”.

Bank Pictet & Cie (Europe) AG, London Branch (“Pictet London Branch”)
Pictet London Branch is a branch of Bank Pictet & Cie (Europe) AG. Bank Pictet & Cie
(Europe) AG is a credit institution incorporated in Germany and registered with the
German Commercial Register, under HRB no. 131080. Its registered office is at Neue
Mainzer Str. 2-4, 60311 Frankfurt am Main, Germany. Bank Pictet & Cie (Europe) AG is
authorised and regulated by the BaFin. Pictet London Branch is registered as a UK
establishment with Companies House (establishment no. BR016925) and its UK reg-
istered office address is Stratton House, 6th Floor, 5 Stratton Street, London W1 8LA.
Authorised by the Prudential Regulation Authority (PRA) and subject to regulation by
the Financial Conduct Authority (FCA) and limited regulation by the PRA. Details about
the extent of the regulation by the PRA are available from Pictet London Branch on
request. This Document sets forth neither a personal recommendation tailored to the
needs, objectives and financial situation of any individual or company (investment ad-
vice as defined in the Financial Conduct Authority’s Handbook of rules and guidance
(the “FCA Handbook")), nor the results of investment research within the meaning of
the FCA Handbook.

Distributor: Pictet Bank & Trust Limited is licensed and regulated by the Central Bank
of The Bahamas and the Securities Commission of The Bahamas. Its registered office
is at Building 1, Bayside Executive Park, West Bay Street & Blake Road, Nassau, New
Providence, The Bahamas. The investor must only take investment decisions when
they fully understand the relevant Investment(s) and the involved risks.

Distributor: Banque Pictet & Cie SA Singapore Branch (“BPSA SG Branch”) in Singa-
pore: Banque Pictet & Cie SA is a limited liability company incorporated in Switzer-
land. Banque Pictet & Cie SA Singapore Branch is registered in Singapore with UEN:
T24FC0020C. This Document is not directed to, or intended for distribution, publica-
tion to or use by, persons that are not accredited investors, expert investors or insti-
tutional investors as defined in section 4A of the Securities and Futures Act 2001 of
Singapore (“SFA”) or any person or entity that is a citizen or resident of or located in
any locality, state, country or other jurisdiction where such distribution, publication,
availability or use would be contrary to law or regulation or would subject BPSA SG
Branch and any of its affiliates or related corporations to any prospectus or registra-
tion requirements. BPSA SG Branch is a wholesale bank branch regulated by the Mon-
etary Authority of Singapore (“MAS") under the Banking Act 1970 of Singapore, an ex-
empt financial adviser under the Financial Advisers Act 2001 of Singapore and an ex-
empt capital markets licence holder under the SFA. Please contact BPSA SG Branch in
Singapore in respect of any matters arising from, or in connection with this Document.

Distributor: Banque Pictet & Cie SA, Hong Kong Branch (“Pictet HK Branch”) in Hong
Kong: This Document is not directed to, or intended for distribution, publication to or
use by, persons that are not “professional investors” within the meaning of the Secu-
rities and Futures Ordinance (Chapter 571 of the Laws of Hong Kong) and any rules
made thereunder (the “SFO”). If the addressee does not want Pictet HK Branch to use
their personal information for marketing purposes, they can request Pictet HK Branch
to stop doing so without incurring any charge to the addressee. To make this request,
please contact the Data Protection Officer by email at asia-data-protection@pic-
tet.com or by post to the address of Pictet HK Branch provided below. In distributing
an Investment(s) as an agent for a third-party service provider, Pictet HK Branch dis-
tributes the Investment(s) for the third-party service provider and the Investment(s)
is an Investment(s) of the third-party service provider but not Pictet HK Branch. In
respect of an eligible dispute (as defined in the Terms of Reference for the Financial
Dispute Resolution Centre in relation to the Financial Dispute Resolution Scheme) aris-
ing between Pictet HK Branch and the addressee out of the selling process or
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processing of the related transaction, Pictet HK Branch is required to enter into a Fi-
nancial Dispute Resolution Scheme process with the addressee; however, any dispute
over the contractual terms of the Investment(s) should be resolved directly between
the third-party service provider and the addressee. Pictet HK Branch is a branch of
Banque Pictet & Cie SA, a limited liability company incorporated in Switzerland. It is
an authorised institution within the meaning of the Banking Ordinance and a regis-
tered institution (CE no.: BMG891) under the SFO carrying on Type 1 (dealing in secu-
rities), Type 4 (advising on securities) and Type 9 (asset management) regulated ac-
tivities. The registered address of Pictet HK Branch is 9/F., Chater House, 8 Connaught
Road Central, Hong Kong.

Warning: The content of this Document has not been reviewed by any regulatory au-
thority in Hong Kong. Investors are advised to exercise caution in relation to the In-
vestment(s). If the investor is in any doubt about any of the contents of this Document,
they should obtain independent professional advice.

For information about personal data protection, please refer to the Pictet Group’s Pri-
vacy Notice available at https//www.pictet.com/privacynotice.
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