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SUMMARY

o The outcome of the French parliamentary election remains uncertain. Opinion
polls continue to hint at a far-right victory but with a wide range of projected
seats. The momentum could shift in either direction between the two rounds.

o The most plausible scenarios all entail significant fiscal and financial risks,
including a far-right government with or without an absolute majority, or a hung
parliament resulting from a strong rise of the left. The most positive outcome of a
broad centrist coalition may only materialise as a result of an institutional crisis.

o Irrespective of the immediate reaction in financial markets, we expect the French
(fiscal) risk premium to remain structurally higher for longer.

PARLIAMENT AND GOVERNMENT COMPOSITION REMAINS HIGHLY UNCERTAIN

The combination of a fragmented political landscape and a complex electoral system
makes it difficult to predict the exact distribution of seats in the future assembly.
Based on current polls, the different coalitions and the likely carry-over of votes in
the second round, the far-right Rassemblement National (RN) seems likely to
come in first, although the number of seats they can win remains very uncertain.

An absolute majority would allow the RN to govern alone while a relative majority
would require ad hoc coalitions. If the shortfall relative to the absolute majority of
289 seats is small enough, the RN may enter into a coalition with (part of) the con-
servatives Les Républicains (LR). In case of a more fragmented parliament, the RN
may remain in the opposition with an eye on the next presidential election.

A victory for the left-wing alliance, the Nouveau Front Populaire (NFP), looks
less likely, mainly because the pool of votes in the second round appears to be
more limited. Even if the NFP won, an absolute majority would be difficult to
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achieve. Given the antagonisms between the outgoing majority and the most radical
left-wing parties, a minority government would also be very challenging.

Finally, a centrist pro-Macron majority looks very unlikely based on current polls.

That is why a majority of observers expect a hung parliament, leading to very dif-
ferent outcomes eventually including a minority government, a broad centrist coali-
tion, or a technocratic caretaker government. In the event of a deadlock, a tempo-
rary coalition including moderates from the NFP, Macron’s Renaissance, and LR
could be formed, at least to deal with budget emergencies. However, a centrist coali-
tion would be structured around the outgoing majority, so it may only be envisaged
in case Renaissance fares better than expected. It would also be highly unstable,
likely leading to new elections in a year’s time.

Last but not least, the president could always resign after the election. Emman-
uel Macron repeatedly ruled out this option regardless of the results, but the pres-
sure would rise immensely in case of a large defeat of his party, or after it becomes
clear that no stable government can be sworn in. In that case, for all the provisions
included in the constitution to preserve institutional continuity, extreme uncer-
tainty would likely trigger another round of market stress until the next election.

POLITICAL MANIFESTOS AND LAST-MINUTE ADJUSTMENTS

The main political blocs have provided the broad contours of their programmes,
with some details left intentionally vague, including in terms of timing and costs.

Chart 1: selection of parties’ manifestos

Left
(Nouveau Front Populaire)

Center
(Renaissance)

Conservatives
(Les Republicains)

Far-right
(Rassemblement National)

Pensions - Revoke the 2023 reform and - Keep current legislation - Keep current legislation - Revoke the 2023 pension reform
restore legal retirement atage 60 ata later stage
- Increase in minimum pension - Retirement possible after 42

years of work

Wages - 15% increase in net minimum - Cuts in employers' contributions - Cuts in social contributions (for - Exempt wage increases from
wage (to €1'600 / month) - Transferring employees’ social employees earning less than 3x employers' social contributions
- 10% raise in public sector wages  contributions to VAT the minimum wage) (up to 10% and up to 3x the
- Wage indexation to inflation minimum wage)

Taxation - Increase tax income - Noincrease - Tax cuts on production and - Replace real estate wealth tax

progressivity into 14 brackets

- Reinstate wealth tax (ISF)

- Revisit tax breaks on corporates
- Financial transactions tax

- Additional tax cuts on production
if possible

lower social contributions
- Tax free inheritance up to €1
million tax (+ reduce gift taxes)

with tax on financial wealth
- Introduce new taxes on
"superprofits" and financial
transactions

Energy prices

- Freeze energy, food and
essential goods prices

- Undo a 12% planned gas price
increase on July 1

- 10-15% decrease in electricity
price in 2025

- Decrease in electricity prices

- Reduce VAT on energy products
from 20% to 5.5%

- Further reduce electricity prices
by challenging EU electricity
market rules

Spending

- Increase employment in health
and justice system
- Increase education subsidies

- €20bn savings expected in 2024
(€10bn spending cuts + €10bn
credits cancelled)

- €25bn savings (reduction in civil
servants and public structures)

- Reduce social spending by
merging minimum social benefits

- Nationalise French motorways
to cut road tolls

- Curb immigration financial
support

Source: Pictet Wealth Management, political manifestos, as of 24.06.2024
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On the far-right, the leaders of the RN have remained evasive, backtracking on some
key measures of their original such as the reinstatement of the 60-year retirement
age or a VAT cut on basic goods, torn between the break with the past they want to
embody in the eyes of the electorate and the desire to appear “responsible” in the
eyes of the business community. In this respect, RN’s leader Jordan Bardella has
hinted at a “two-stage approach” by prioritising some policy measures and post-
poning other reforms to a later stage. In the same vein, the RN has made a large part
of its programme conditional on a prior audit of public finances, in a classic move
that may justify further concessions by blaming the outgoing government. In terms
of priorities, most RN measures would focus on boosting purchasing power and real
wages (e.g., via a VAT cut on energy products, a reduction in low-income taxes, or
the exemption of social contributions for companies increasing wages).

On the left, the NFP presented a detailed joint programme, also distinguishing be-
tween short-term priorities and longer-term measures, including significant tax and
spending increases. Some of their flagship campaign promises include a return to
60-year minimum retirement age, a sharp increase in wages, larger state interven-
tions, and an overhaul of income, corporate and wealth taxation, including the rein-
statement of the solidarity wealth tax (ISF). The NFP would also seek to implement
emergency measures to freeze the prices on energy and basic goods.

In the centre and centre-right, the proposed measures are in line with what can
legitimately be expected from these parties. Renaissance is in line with the outgoing
majority’s record, especially in terms of budgetary savings. The LR programme aims
to reduce the role of the state in the economy, in particular by lowering the tax bur-
den, financed by a reduction in public spending.

The available estimates of the cost of these various programmes are often based on
the programmes of the 2022 legislative elections and should thus be treated with
caution. Moreover, the underlying assumptions in terms of the financing of each
measure, but also their second-round effect on the economy and the budget are
fraught with considerable uncertainty. That said, most estimates are consistent with
a very large fiscal cost attached to both programmes of the NFP and the RN. For
the centre and centre-right, the programmes would be less costly, but still challeng-
ing given the precarious budgetary situation in which the French economy finds it-
self today.

FISCAL RISKS: SHORT-TERM BUDGET CONSTRAINTS, LONG-TERM DEBT CHALLENGES

Irrespective of the outcome of the elections and the first measures that will be im-
plemented, the next government will have to make very challenging decisions over
the next couple of months starting from a weakening fiscal position. Indeed, 2023
was marked by a significant budgetary slippage, with the deficit reaching 5.5% of
GDP, compared to the budgeted 4.9% (Chart 2). This was the main reason for the
Standard & Poor’s decision to downgraded France’s sovereign rating to AA- last
May. To make things worse, the monthly budget data from the Ministry of Finance
suggest that the situation did not improve in the first four months of 2024 (Chart 3).

The government was already expected to pass a corrective budget to make up for
last year’s slippage while committing to a new fiscal path sent to Brussels in April.
To be consistent with a reduction of the public deficit below 3% by 2027, this
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adjusted medium-term plan would imply a large fiscal consolidation of around
one percent of GDP in 2025, on top of future fiscal requirements.

Chart 2: outgoing government’s fiscal balance expected path (2024-2027)
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Source: Pictet Wealth Management, French Stability Programme, as of 20.06.2024

Last but not least, the European Commission formally opened an excessive deficit
procedure against seven European countries last week, including France and Italy.
Depending on the election results and planned policy measures, France could thus
be forced to amend its medium-term fiscal path again and submit it to Brussels by
September. The process will likely take some time as member states will also have to
submit their draft budgetary plans for 2025 by mid-October, with the new European
Commission providing their first assessment in November.

Chart 3: monthly fiscal budget balance
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In short, France won’t be facing formal sanctions or fines any time soon, but
the stage looks set for potential confrontation with Brussels on many fronts.
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FINANCIAL MARKETS LIKELY TO PRICE IN A STRUCTURALLY HIGHER RISK PREMIUM

Our baseline scenario is that a RN-led government would act as cautiously as
possible and seek to avoid direction confrontation with Brussels and financial mar-
kets, simply because that wouldn’t be in its interest over the longer run. However,
there is still scope for acute stress, including a real risk of social unrest. We are
also sceptical of the notion that so-called ‘Melonisation’ of the RN will lead to a
more benign market outcome. While Giorgia Meloni and her allies already had ex-
perience of governing and dealing with the business community before she was
elected prime minister in 2022, RN leaders have no government experience, no
strong relationships with French businesses and little influence in European circles.

A hung parliament would likely prolong the uncertainty hanging over the French
economy and financial markets. A centrist coalition tasked with passing a budget
would be the most favourable scenario, but it may only emerge after complete dead-
lock and it would likely be unstable, leading to new elections in a year’s time. Alter-
natively, a technocratic government dealing with current affairs may be broadly
neutral for markets but would do nothing to address underlying budget issues.

A very strong score for the leftist coalition NFP would arguably be the worst out-
come for markets and raise fears of a ‘Liz Truss moment’. However, the coalition
looks fragile. There is a chance that far left leader Jean-Luc Mélenchon could drop
out of the race to become PM in the face of rising pressure from inside the NFP.
This could be a game-changer for the left, and possibly a less negative outcome for
markets if the most radical part of the NFP is effectively side-lined to the benefit of
the more moderate Parti Socialiste (PS).

So, what to watch for after the first round of the election on Sunday?

o Turnout: We expect a sharp rise in the participation rate compared with
previous elections, to 65% or higher. A higher turnout could favour centrist
parties as part of a ‘Republican spurt’, but also the far right if we see more
‘triangulaires’ in the run-off elections on 7 July (i.e., three-way contests involving
candidates who won more than 12.5% of votes in the first round).

o Winner’s score: A stronger-than-expected showing of one of the three main
parties would raise the odds of them forming a government eventually by
creating incentives for new alliances.

o Post-election rhetoric. Depending on the results and the number of three-way
(or four-way) runoffs, party leaders may hint at such future alliances during
interviews after the first round on Sunday.

While the immediate market reaction will likely be driven by the size of an incom-
ing government’s majority, the willingness and ability of this government to re-
spond to France’s fiscal challenges and its stance vis-a-vis Brussels will determine
the road further out. All the most plausible scenarios point to a structurally
higher risk premium being attached to French bonds and risk assets.

For illustrative purposes. Past performance should not be taken as a guide to or guarantee of future performance. Performances and
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Law and therefore subject to
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Bank Pictet & Cie (Europe) AG
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use would violate current laws
and regulations.
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analysis furnished in this doc-
ument are disclosed for infor-
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do not amount to any type of
recommendation, either gen-
eral or tailored to the personal
circumstances of any person.
Unless specifically stated oth-
erwise, all price information is
indicative only. No entity of
the Pictet Group may be held
liable for them, nor do they
constitute an offer or an invi-
tation to buy, sell or subscribe
to securities or other financial
instruments. The information
contained herein is the result
neither of financial analysis
within the meaning of the
Swiss Bankers Association’s
Directives on the Independ-
ence of Financial Research,
nor of investment research for
the purposes of the relevant
EU MIFID provisions. All infor-
mation and opinions ex-
pressed in this document were
obtained from sources be-
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implied, is made as to its accu-
racy or completeness.

6 OF 8 FLASH NOTE

Except for any obligations that
any entity of the Pictet Group
might have towards the ad-
dressee, the addressee should
consider the suitability of the
transaction to individual ob-
jectives and independently as-
sess, with a professional advi-
sor, the specific financial risks
as well as legal, regulatory,
credit, tax and accounting
consequences.

Furthermore, the information,
opinions and estimates in this
document reflect an evalua-
tion as of the date of initial
publication and may be
changed without notice. The
Pictet Group is not under any
obligation to update or keep
current the information con-
tained herein. In case this doc-
ument refers to the value and
income of one or more securi-
ties or financial instruments, it
is based on rates from the cus-
tomary sources of financial in-
formation that may fluctuate.
The market value of financial
instruments may vary on the
basis of economic, financial or
political changes, currency
fluctuations, the remaining
term, market conditions, the
volatility and solvency of the
issuer or the benchmark is-
suer. Some investments may
not be readily realizable since
the market in the securities
can be illiquid. Moreover, ex-
change rates may have a posi-
tive or negative effect on the
value, the price or the income
of the securities or the related
investments mentioned in this
document. When investing in
emerging countries, please
note that the political and
economic situation in those
countries is significantly less
stable than in industrialized
countries. They are much
more exposed to the risks of
rapid political change and
economic setbacks.

Past performance must not be
considered an indicator or
guarantee of future perfor-
mance, and the addressees of
this document are fully re-
sponsible for any investments
they make. No express or im-
plied warranty is given as to
future performance. Moreo-
ver, forecasts are not a reliable
indicator of future perfor-
mance. The content of this
document can only be read
and/or used by its addressee.
The Pictet Group is not liable
for the use, transmission or

exploitation of the content of
this document. Therefore, any
form of reproduction, copying,
disclosure, modification
and/or publication of the con-
tent is under the sole liability
of the addressee of this docu-
ment, and no liability whatso-
ever will be incurred by the
Pictet Group. The addressee
of this document agrees to
comply with the applicable
laws and regulations in the ju-
risdictions where they use the
information reproduced in this
document.

This marketing publication is
issued by Banque Pictet & Cie
SA. This marketing publication
and its content may be cited
provided that the source is in-
dicated. All rights reserved.
Copyright 2023.

Distributor: Bank Pictet & Cie
(Europe) AG, London branch
(“Pictet London Branch”)

This is a marketing communi-
cation distributed by Pictet
London Branch.

This document sets forth nei-
ther a personal recommenda-
tion tailored to the needs, ob-
jectives and financial situation
of any individual or company
(investment advice as defined
in the Financial Conduct Au-
thority’s Handbook of rules
and guidance (the “FCA Hand-
book”)), nor the results of in-
vestment research within the
meaning of the FCA Hand-
book. Moreover, it does not
constitute an offer, or an invi-
tation to buy, sell or subscribe
to securities or other financial
instruments, nor is it meant as
a proposal for the conclusion
of any type of agreement. Fur-
thermore, this document
should not be considered a
suitability report as Pictet
London Branch has not re-
ceived all the necessary infor-
mation on the recipient to
complete its suitability assess-
ment that covers the recipi-
ent’s knowledge and experi-
ence, tolerance to risk, sus-
tainability preferences, if any,
investment needs and the re-
cipient’s ability to absorb fi-
nancial risk. Should its ad-
dressee decide to proceed to
any transaction in relation to a
financial product referred to
herein, this will be in his sole
responsibility, and the

PICTET WEALTH MANAGEMENT

suitability/appropriateness of
the transaction and other fi-
nancial, legal and tax aspects
should be assessed by an ex-
pert.

Any information contained in
this document is disclosed for
information purposes only,
and neither the producer nor
the distributor can be held lia-
ble for any fluctuation of the
price of the securities. No ex-
press or implied warranty is
given as to future perfor-
mance. The opinions ex-
pressed reflect an objective
evaluation of information
available to the general public,
such as rates from customary
sources of financial infor-
mation. The market value of
securities mentioned may vary
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version of them prior to con-
firming to Pictet London your
decision to invest. If you have
been provided with a link to
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does not make any guarantee
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made based on reliance on, or
use of, the data contained in
the KID/other product docu-
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By subscribing to the prod-
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acknowledge that you have (i)
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and understood any relevant
documentation linked to the
product(s), including, as the
case may be, the respective
KID/other product document;
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may or may not have relation-
ships with the issuers of or en-
tities connected with Invest-
ments mentioned in this docu-
ment. BPCAL/Pictet HK
Branch and their affiliates (or
employees thereof) may act
inconsistently with the infor-
mation and/or opinions pre-
sented in this document.

The information used to pre-
pare this document and/or
any part of such information,
may have been provided or
circulated to employees
and/or one or more clients of
BPCAL/Pictet HK Branch be-
fore this document was re-
ceived by you and such infor-
mation may have been acted
upon by such recipients or by
BPCAL/Pictet HK Branch.

This document is provided
solely for the information of
the intended recipient only
and should not be repro-
duced, published, circulated
or disclosed in whole or in
part to any other person with-
out the prior written consent
of BPCAL/Pictet HK Branch.

Singapore

This document is not directed
to, or intended for distribu-
tion, publication to or use by,
persons who are not accred-
ited investors, expert investors
or institutional investors as
defined in section 4A of the
Securities and Futures Act
2001 (“SFA") or any person or
entity who is a citizen or resi-
dent of or located in any local-
ity, state, country or other ju-
risdiction where such distribu-
tion, publication, availability
or use would be contrary to
law or regulation or would
subject BPCAL and any of its
affiliates or related corpora-
tions to any prospectus or reg-
istration requirements.

BPCAL is a wholesale bank
regulated by the Monetary
Authority of Singapore
(“MAS”) under the Banking
Act 1970 of Singapore, an ex-
empt financial adviser under
the Financial Advisers Act
2001 of Singapore (“FAA") and
an exempt capital markets li-
cence holder under the SFA.
Please contact BPCAL in Sin-
gapore in respect of any mat-
ters arising from, or in connec-
tion with this document.
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Hong Kong

This document is not directed
to, or intended for distribu-
tion, publication to or use by,
persons who are not “profes-
sional investors” within the
meaning of the Securities and
Futures Ordinance (Chapter
571 of the Laws of Hong
Kong) and any rules made
thereunder (the “SFO”) or any
person or entity who is a citi-
zen 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 Pictet HK
Branch and any of its affiliates
or related corporations to any
prospectus or registration re-
quirements. If you do not want
Pictet HK Branch to use your
personal information for mar-
keting purposes, you can re-
quest Pictet HK Branch to
stop doing so without incur-
ring any charge to you.

In distributing an investment
product as agent for a third
party service provider, Pictet
HK Branch distributes the
product for the third party ser-
vice provider and the product
is a product of the third party
service provider but not Pictet
HK Branch. In respect of an el-
igible dispute (as defined in
the Terms of Reference for the
Financial Dispute Resolution
Centre in relation to the Fi-
nancial Dispute Resolution
Scheme) arising between Pic-
tet HK Branch and you out of
the selling process or pro-
cessing of the related transac-
tion, Pictet HK Branch is re-
quired to enter into a Finan-
cial Dispute Resolution
Scheme process with you;
however any dispute over the
contractual terms of the prod-
uct should be resolved directly
between the third party ser-
vice provider and you.

Banque Pictet & Cie SAis a
limited liability company in-
corporated in Switzerland. It is
an authorized institution
within the meaning of the
Banking Ordinance and a reg-
istered institution (CE No.:
BMG891) under the SFO car-
rying on Type 1 (dealing in se-
curities), Type 4 (advising on
securities) and Type 9 (asset

management) regulated activi-
ties. The registered address of
Pictet HK Branch is 9/F.,
Chater House, 8 Connaught
Road Central, Hong Kong.

Warning: The contents of this
document have not been re-
viewed by any regulatory au-
thority in Hong Kong. You are
advised to exercise caution in
relation to the offer. If you are
in any doubt about any of the
contents of this document,
you should obtain independ-
ent professional advice.
Please contact Pictet HK
Branch in Hong Kong in re-
spect of any matters arising
from, or in connection with
this document.
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