THE FRENCH ELECTION RESULTS : NO
CRISIS, NO SOLUTION, SEE YOU NEXT
YEAR!

There will be no economic or financial crisis in France in the coming months nor any solution
to the country’s problematic finances. None of the three major power blocs has emerged from
the election with a working majority. And neither of the two parties - Nouveau Front Populaire
(NFP) and the Rassemblement National - will be able to entice other parties into a majority
coalition to push through the economic programmes that investors were so worried about.
Some of the moderate left wing MPs could join the central bloc but they would be a minority
presence in any alliance. And even if such a coalition were to appear, it would struggle to roll
out the sort of austerity programme that France needs to meet commitments given to
Brussels and satisfy rating agencies. In short, whether France has a coalition administration or
a technocratic government, there will not be a parliamentary majority to reduce the deficit
and no lasting political stability. A multi-party alliance would be needed to govern but the
greater the number of parties, the more fragile the alliance would be. Essentially, no party has
really won these elections and each bloc was already working on redefining itself or about to
start doing so. French politics is astride tectonic plates which are by nature unstable and it
looks highly probable that parliament will again be dissolved in a year’s time.

In the meantime, France’s deficits will probably not increase but nor will they be reduced.
There is a risk of a one of two-notch downgrade since the state of France’s finances warrant
an A-rating like Spain rather than the current AA-. The country’s goodwill was based on
President Macron’s structural reform efforts and strong political stability but both are now on
hold. As for market reactions, we believe the worst that could happen on bond markets would
be the OAT-Bund spread widening by around 15bp, a black mark certainly but not a real game
changer.

France is now in an unsatisfactory position but its condition is hardly critical. The problem is
that the longer this uncertainty lasts, the more the situation could become critical. For the
moment, our asset allocation choices are unchanged. We remain neutral on European equities,
having changed from being overweight shortly after parliament was dissolved. The focus will
now be on the US elections which will bring their own fair share of volatility to markets. We
will have time to reassess France’s country risk in just under a year!
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* The spread is the difference between the actuarial rate of return on a bond and the rate of return on a
risk-free loan with the same maturity.

« OAT - Obligation assimilable du Trésor - are French government bonds, issued for a minimum term of 2
years and a maximum term of 50 years. Their credit is that of the State. They are therefore government
debt securities.

¢ The Bund is the German government bond (equivalent to the French OAT) which is sometimes used as
a reference for calculating the actuarial margin (spread) of eurozone bonds.
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This document is issued by the Edmond de Rothschild Group. It is not legally binding and is intended
solely for information purposes. This document may not be communicated to persons located in
jurisdictions in which it would be considered as a recommendation, an offer of products or services
or a solicitation, and in which case its communication could be in breach of applicable laws and
regulations. This document has not been reviewed or approved by a regulator of any jurisdiction.
The figures, comments, opinions and/or analyses contained herein reflect the sentiment of the
Edmond de Rothschild Group with respect to market trends based on its expertise, economic
analyses and the information in its possession at the date on which this document was drawn up
and may change at any time without notice. They may no longer be accurate or relevant at the time
of reading, owing notably to the publication date of the document or to changes on the market.
This document is intended solely to provide general and introductory information to the readers,
and notably should not be used as a basis for any decision to buy, sell or hold an investment. Under
no circumstances may the Edmond de Rothschild Group be held liable for any decision to invest,
divest or hold an investment taken on the basis of these comments and analyses. The Edmond de
Rothschild Group therefore recommends that investors obtain the various regulatory descriptions
of each financial product before investing, to analyse the risks involved and form their own opinion
independently of the Edmond de Rothschild Group. Investors are advised to seek independent
advice from specialist advisors before concluding any transactions based on the information
contained in this document, notably in order to ensure the suitability of the investment with their
financial and tax situation.

Past performance and volatility are not a reliable indicator of future performance and volatility and
may vary over time, and may be independently affected by exchange rate fluctuations.

Source of the information: unless otherwise stated, the sources used in the present document are
those of the Edmond de Rothschild Group. This document and its content may not be reproduced
or used in whole or in part without the permission of the Edmond de Rothschild Group.
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