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LE DELUGE
ON THE BRINK OF A FRENCH FISCAL CRISIS?

¢ France is heading for a crisis: French government bond spreads are at their widest in almost 15 years driven by high inflation, rising
global yields, and ongoing fiscal challenges for France, among other factors.

» Polls indicate a dramatic political shift: Surveys suggest Marine Le Pen is the most likely to win the presidential election in April
2027. Addressing the fiscal situation does not appear to be a priority for Le Pen.

¢ French assets will likely stay under pressure: Historical comparisons suggest spreads could widen further, offering a rationale for
underweight positions in French assets, though there are scenarios in which the situation could improve.

MARKETS SIGNAL RISING CONCERNS OVER FRANCE

Persistent deficits and rising debt mean the French fiscal situation has become increasingly unsustainable, and risks associated with the
2027 presidential election are becoming more acute. The spread between French and German 10-year government bond yields has
now widened to 128 basis points (bp), the highest level since the 2012 eurozone sovereign crisis (see Figure 1).

Figure 1: French government bond spreads relative to German bunds have widened dramatically’
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There are several interrelated reasons why French spreads have widened.

* Prices are rising: The latest French inflation reading (HCPI) shows prices over the year to September rose 3.4%, up from the
equivalent August reading at 2.6%. Inflation is above central bank targets globally and so interest rate hikes have led to rising bond
yields, and widening yield spreads within the eurozone.

¢ Changing dynamics for Japanese investors: Rising Japanese government bond yields offer an increasingly attractive alternative for
Japanese investors, who have historically been supportive holders of French government bonds.

¢ Ongoing fiscal challenges for France: The French budget plans are in progress, but the deficit is likely to stay high —the
government now expects a deficit of 5.4% this year and is unlikely to get parliamentary support for meaningful consolidation ahead of
the presidential elections next April.

Against this backdrop, a key focus for investors are French political dynamics. Attempts to shore up the French fiscal situation have so
far failed.

' Source: Bloomberg, as at 1 October 2026.
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A DRAMATIC POLITICAL SHIFT LOOKS LIKELY

The outlook for the 2027 presidential elections signals a dramatic shift, with polls showing Marine Le Pen of the right-wing
Rassemblement National (RN) party far in the lead. Significantly, the Edouard Philippe of the Horizons party, the leading centrist/centre-
right candidate, has now fallen behind Jean-Luc Mélenchon of the left-wing La France Insoumise party (see Figure 2).

It appears that Philippe and other centrist candidates have failed to generate political enthusiasm or momentum. The polls suggest that
voter preferences are being driven by the same issues that are driving voters in other countries, such as the cost-of-living crisis and its
impact on median real wages. Diesel and petrol prices are playing a significant role (see Figure 3). These have been an issue in French
politics before, driving the ‘gilets jaunes’ (‘yellow jacket’) protests which began in 2018.

Figure 2: Polls show Marine Le Pen has a commanding lead Figure 3: Rising diesel prices in France are a key political
ahead of the next election? issue?
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Polls consistently show Le Pen winning the first round in the presidential election. In the last two weeks, Mélenchon has overtaken
Philippe: it appears to be a roughly even chance of a second round vote between Le Pen and Mélenchon, rather than Le Pen and
Philippe which previously seemed likely.

If this were to occur, Le Pen is expected to comfortably beat Mélenchon, with polls suggesting a vote split of about 68%-32%. By
comparison, a contest between Le Pen and Philippe would be closer —though in such a contest polls show Le Pen'’s support has been
rising from 51% (July) to 57% (September) of the vote.

Overall, these numbers suggest an increasing probability of Le Pen taking the presidency in April 2027. Focusing purely on the
implications for French government bonds, we believe unsustainable debt dynamics are unlikely to change under a Le Pen presidency.
The RN fiscal manifesto is unknown but it appears unlikely that it will focus on fiscal consolidation.

What risks changing is a shift from a government that is apparently seeking to get the fiscal problem under control, even if it lacks the
political ability to do so, to a government that views this as less of a priority.

History suggests French spreads could widen much further

Given the level of French debt, markets are likely to punish fiscal mis-steps, and so in our view this will drive spreads to widen further as
the election approaches.

The question is how far spreads might widen. Would the highs in 2011 be attractive? Any comparison between French debt today, and
back in 2011, must bear in mind that the French rating then was Aaa/AAA, and the nation’s debt/GDP ratio was 86%. Today, its rating has
fallen to Aa3/A+, and its debt/GDP ratio is 118% and rising.

It may be more instructive to look at the spreads on Italian and Spanish debt in 2010 (see Table 1). In May 2010 Italian and Spanish
spreads were at similar levels to French spreads today, approaching the highs from the global financial crisis a few years before.
Spreads went on to widen much further.

2Source: Politico, as at 1 October 2026.
3 Source: Macrobond, as at 1 October 2026. Index shown is France, Consumer Price Index, Transport, Operation of Personal Transport
Equipment, Parts & Accessories for Personal Transport Equipment, Fuels & Lubricants for Personal Transport Equipment, Diesel, Index.
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Table 1: Considering wide Italian and Spanish spreads historically may be instructive*

Rating Debt/GDP Spreads relative to German bunds
At 120bp Peak
France 2026 Aa3/A+ 118% September 2026 TBC
France 2010 Aaa/AAA 86% November 2011 November 2011 190bp
Italy 2010 Aa2/A+ 118% May 2010 November 2011 550bp
Spain 2010 Aal/AA 607% May 2010 July 2012 640bp

A POSITIVE OUTCOME FOR FRENCH BOND MARKETS IS STILL POSSIBLE

There are three potential scenarios that might improve the outlook for French government bonds.

1. A centrist resurgence: Philippe or another centrist candidate might recover. Catalysts for this could include a new candidate; a
sharp decline in diesel prices, though this currently seems unlikely; or if there is a geopolitical shock of sufficient magnitude that
makes voters reconsider their priorities. If the probability of a more centrist candidate winning the presidential election meaningfully
rises, this may provide a rationale to cover underweight positions.

2. Positive fiscal action under Le Pen: Assumptions around Le Pen’s attitude toward the fiscal situation in France may prove mistaken.
If new president Le Pen gives the right fiscal signals, and if RN achieves a legislative majority, this could be a signal to cover
underweight positions and consider building overweight positions in French government bonds.

3. Action by the EU: If a crisis does develop and a bailout is required from the EU, French government bond spreads will likely have
widened materially — but this would potentially be an attractive opportunity to buy French debt, as it was previously for Italy and
Spain (but not Greece).

Unless one of the three scenarios above changes the outlook, we believe it is prudent to remain underweight French assets. Investors
looking for other ways to position for a deepening crisis could look to underweight positions in Belgium, the EU, or the eurozone
periphery.
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IMPORTANT INFORMATION

Material in this publication is for general information only. This material is not intended to be relied upon as a forecast, research or
investment advice, and is not a recommendation, offer or solicitation to buy or sell any securities or to adopt any investment strategy.
This document must not be used for the purpose of an offer or solicitation in any jurisdiction or in any circumstances in which such offer
or solicitation is unlawful or otherwise not permitted. This document should not be duplicated, amended or forwarded to a third party
without consent from Insight Investment.

This material may contain ‘forward-looking’ information that is not purely historical in nature. Such information may include, among
other things, projections and forecasts. Forecasts are not guarantees.

Past performance is not indicative of future results.
Investment in any strategy involves a risk of loss which may partly be due to exchange rate fluctuations.

Index returns are for illustrative purposes only and are used in the context of our macro-economic models and analysis only. Returns
cannot be linked to any fund or investment strategy and results do not represent or infer any links to actual fund or strategy
performance. Index performance returns do not reflect any management fees, transaction costs or expenses. Indices are unmanaged
and one cannot invest directly in an index.

4 Source: Insight, Bloomberg. Ratings are from S&P and Moody’s respectively.
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Insight does not provide tax or legal advice to its clients and all investors are strongly urged to seek professional advice regarding any
potential strategy or investment.

References to future returns are not promises or even estimates of actual returns a client portfolio may achieve. Assumptions, opinions
and estimates are provided for illustrative purposes only. They should not be relied upon as recommendations to buy or sell securities.
Forecasts of financial market trends that are based on current market conditions constitute our judgment and are subject to change
without notice.

The information and opinions are derived from proprietary and non-proprietary sources deemed by Insight Investment to be reliable,
are not necessarily all-inclusive and are not guaranteed as to accuracy. As such, no warranty of accuracy or reliability is given and no
responsibility arising in any other way for errors and omissions (including responsibility to any person by reason of negligence) is
accepted by Insight Investment, its officers, employees or agents. Reliance upon information in this material is at the sole discretion of
the reader. The opinions expressed are as of the date at the front of this document and are subject to change without notice.

Telephone conversations may be recorded in accordance with applicable laws.

For clients and prospects of Insight Investment Management (Global) Limited:

Issued by Insight Investment Management (Global) Limited. Registered in England and Wales. Registered office 160 Queen Victoria
Street, London EC4V 4LA; registered number 00827982. Insight Investment Management (Global) Limited is authorised and regulated
by the Financial Conduct Authority (FCA) in the UK. Investment Management (Global) Limited is registered in Italy with the Commissione
Nazionale per le Societa e la Borsa (CONSOB).

For clients and prospects of Insight Investment Management (Europe) Limited:

Issued by Insight Investment Management (Europe) Limited. Registered office The Shipping Office, 20-26 Sir John Rogerson’s Quay,
Dublin 2, D02 Y049. Registered in Ireland. Registered number 581405. Insight Investment Management (Europe) Limited is regulated by
the Central Bank of Ireland (CBI). CBI reference number C154503. Investment Management (Global) Limited may operate in certain
European countries in accordance with local regulatory requirements.

For clients and prospects based in Singapore:

This material is for Institutional Investors only. This documentation has not been registered as a prospectus with the Monetary Authority
of Singapore. Accordingly, it and any other document or material in connection with the offer or sale, or invitation for subscription or
purchase, of Shares may not be circulated or distributed, nor may shares be offered or sold, or be made the subject of an invitation for
subscription or purchase, whether directly or indirectly, to persons in Singapore other than (i) to an institutional investor pursuant to
Section 304 of the Securities and Futures Act, Chapter 289 of Singapore (the ‘SFA’) or (i) otherwise pursuant to, and in accordance with
the conditions of, any other applicable provision of the SFA.

For clients and prospects based in Australia and New Zealand:

This material is for wholesale investors only (as defined under the Corporations Act in Australia or under the Financial Markets Conduct
Act in New Zealand) and is not intended for distribution to, nor should it be relied upon by, retail investors. Investment management
services in Australia are carried out by Insight Investment Management (Global) Limited, which is exempt from the requirement to hold
an Australian Financial Services licence in respect of the financial services it provides to wholesale clients in Australia under applicable
relief available to foreign financial services providers, and is authorised and regulated by the UK Financial Conduct Authority (FCA). The
financial services provided by Investment Management (Global) Limited are regulated under UK laws, which differ from Australian laws.

For clients and prospects of Insight North America LLC:

Insight North America LLC is a registered investment adviser under the Investment Advisers Act of 1940 and regulated by the US
Securities and Exchange Commission (SEC). Registration with the SEC does not imply a certain level of skill or training. The SEC has not
reviewed or approved any calculation or presentation of performance results included in these materials. INA is part of ‘Insight’ or
‘Insight Investment’, the corporate brand for certain asset management companies operated by Insight Investment Management
Limited including, among others, Insight Investment Management (Global) Limited, Insight Investment Australia Pty Ltd, and Insight
Investment Management (Europe) Limited (IIMEL). Insight Investment Management (Global) Limited is a Portfolio Manager and
Commodity Trading Manager in Canada, registered with the Ontario Securities Commission (OSC), Alberta Securities Commission (ASC),
British Columbia Securities Commission (BCSC), Manitoba Securities Commission (MSC), Nova Scotia Securities Commission (NSSC),
Authorities des Marches Financiers and Saskatchewan Financial Services Commission (SFSC).
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