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Key takeaways

• The French prime minister François Bayrou is seeking 
a vote of confidence on September 8 to support 
austerity plans, but his chances of success are low.

• France’s fiscal and political strains are driving up OAT 
yields and prompting spreads to widen, with credit 
rating downgrades a key risk.

• French financials are underperforming, hit by the 
rising cost of equity, tax uncertainty, and weak loan 
growth; 30% of CAC 40 stocks may face earnings 
downgrades.

• European banks remain strong – with limited exposure 
to France – benefitting from earnings momentum and 
favourable rate dynamics.

What happened?

French assets have been roiling recently with French 10Y 
bond (OAT) spreads to German 10Y (Bunds) climbing to 
their  highest level since January at 82bps. French 10Y 
bonds now yield only 6.7bps less than their Italian 
counterparts, their lowest level since 2005. Spreads on 
French credit default swaps have jumped from 33.6bps 
to 37.6bps since last Friday. The equity benchmark CAC 
40 had lost 3.26% as of Tuesday before paring back some 
of the losses to a current week-to-date loss of 1.97%. 
Banks have taken the hardest hit with a loss of -8.8% by 
yesterday's close.  

The financial market movements are largely a reflection 
of the increase in political uncertainty that has been 
building over time in the background. After months of 
disputes, the government of François Bayrou managed to 
pass the 2025 austerity budget through parliament and 
is delivering the promised savings. 

Throughout the summer, Bayrou repeatedly emphasised 
that France must make massive spending cuts. 

Unusually early the prime minister presented the key 
points of next year’s budget back in July. It includes 
savings of around EUR44bn.

Otherwise, acute over-indebtedness threatens to render 
the country, economically and politically, incapable of 
action. This year, interest payments will become the 
largest item in the budget, Bayrou stressed. He also 
proposed abolishing May 8 (Victory Day) and Easter 
Monday as public holidays. 

However, the budget plans are facing resistance — not 
only politically, but also from civil society. For weeks, a 
movement called Bloquons Tout (in English: Block 
Everything) has been forming, aiming to paralyze the 
country on September 10. Bayrou has chosen his own 
departure date, according to the far-left party LFI, which 
has called for a general strike. 

La France Insoumise (LFI) parliamentary leader Mathilde 
Panot emphasised that the party would certainly not 
express confidence in the government. The Greens and 
Communists who along with LFI form the so-called New 
Popular Front, the left-wing alliance in parliament, have 
also announced they will not support Bayrou in the 
confidence vote. The far-right Rassemblement National 
(RN) plans to do the same. RN parliamentary 
spokesperson Thomas Ménagé stated that supporting 
this government would be a betrayal of the voters. 

This puts the Socialists in a difficult position. They must 
choose between ensuring the political survival of an 
unpopular government and deepening divisions within 
the left or joining forces with the far right to bring down 
Bayrou — thus exposing the country to major challenges. 
Socialist Party leader Olivier Faure left little doubt about 
his party’s intentions not to express confidence in 
Bayrou. Instead, the party plans to present its “counter-
budget” over the next days. Bayrou knows the uphill task 
he faces but has nevertheless opted for a confidence 
vote. 
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He has presented a budget that is apparently attracting 
little support from the parliamentary opposition, the 
unions or the general public. 

Although the government is receiving backing from 
Gabriel Attal, parliamentary leader of President Macron’s 
Renaissance party, the responsibility now lies with the 
members of Parliament, who will vote on September 8. If 
Bayrou and his government fall, the question arises: who 
can still govern France with the current composition of 
Parliament? And will President Macron dissolve the 
National Assembly once again given that the 
constitutional restriction that at least one year must have 
elapsed between the previous parliamentary elections 
and the dissolution no longer applies? There is also a 
bigger issue at play, that by toppling government after 
government, both parties aim to pressure the President 
into resigning and force early presidential elections. 

From an economic perspective, the government's aim to 
reduce the deficit to 4.6% by 2026 appears increasingly 
optimistic. To prevent further expansion of the deficit, 
France must identify annual savings equivalent to 
approximately 0.5% of GDP. Although the current 
absence of fiscal austerity measures may bolster short-
term growth, it simultaneously contributes to a rising 
debt burden, which conflicts with EU fiscal requirements. 
This situation is reflected in rising French OAT yields, 
which account for both fiscal dynamics and prevailing 
political uncertainty. Considering the broad spectrum of 
possible scenarios outlined above, we do not anticipate a 
significant narrowing of the OAT-Bund spread soon. 

Bond investors are not only concerned with the 
prevailing political instability but are also attentive to the 
upcoming review by the rating agency Fitch scheduled 
for September 12, just four days after the parliamentary 
vote. Subsequent reviews by other rating agencies will 
follow, with Moody’s on October 24 and Standard & 
Poor’s on November 28. France currently maintains an 
AA- sovereign rating from Fitch; however, the ongoing 
political uncertainty introduces additional risk to this 
rating. Should two of the three major agencies 
implement a downgrade, it may limit banks' ability to use 
OATs as collateral, thereby reducing an essential source 
of demand for French sovereign bonds. Since one-third 
of all maturing French government bonds (OATs) are 
held by the ECB – which is in the process of decreasing 
its bond holdings – OATs are becoming increasingly 
reliant on alternative sources of demand. 

A downgrade may also lead to increased costs for CDS 
protection as the market responds to heightened 
perceptions of default risk. Furthermore, with Italy 
scheduled for a ratings review on September 19, the 
outlook for OATs remains uncertain. In this scenario, the 
spread between OATs and Bunds could widen further. 
Should France experience a downgrade while Italy 
receives an upgrade, it is possible that additional capital 
may flow into Italian bond markets at the expense of 
French bonds. 

From a foreign exchange perspective, barring significant 
changes in the political environment, the EUR is 
expected to experience limited impact. Current market 
conditions have already incorporated considerable risk 
premium, as evidenced by the OAT-Bund spread, and 
have taken into account the previously mentioned 
downgrades. 

Regarding potential deterioration of the situation, France 
faces two primary scenarios: the appointment of a new 
prime minister backed by the existing parties, or, should 
elections be held, the emergence of another fragmented 
parliament – both outcomes would largely mirror the 
status quo. Provided that France refrains from materially 
increasing its debt levels and continues efforts toward 
fiscal consolidation, even if it does so at a somewhat 
slower pace, currency markets are unlikely to factor in a 
notable additional risk premium for the EUR. 

On the equity front, the initial decline in the CAC 40 that 
we saw this time around was about half the size of last 
summer's drop following snap election news, when the 
index lagged the broader European market by 4ppts for 
two weeks before stabilising. French stocks may continue 
to underperform in the short term. We do not expect 
weakness to spill over to the broader European stock 
market. 

We highlight that the CAC 40 has underperformed the 
broad European market by around 5ppts year-to-date, 
driven by weaker relative earnings dynamics. 
Nevertheless, the index is trading at an NTM P/E ratio of 
14.7x, which is 7% higher than the 10Y average. 
Furthermore, compared to the STOXX Europe 600 the 
index’s valuation is close to its 10Y-high.

This week, banking and insurance equities experienced 
the most pronounced declines across sectors. Several 
factors contributed to this trend. Firstly, rising OAT yields 
have led to losses on sovereign holdings, as OATs 
comprise 12–30% of bank portfolios; nonetheless, these 
exposures are typically hedged, which mitigates the 
negative impact. 

What does it mean for investors?
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Additionally, widening spreads on French government 
bonds may result in increased equity costs for financial 
institutions, an effect that would be exacerbated by any 
downgrade of France’s credit rating. Political uncertainty 
also poses risks, particularly if it dampens lending 
demand. Although loan growth has rebounded from 0% 
year-on-year last November to 1.8% in June, it remains 
subdued relative to historical standards. 

Furthermore, the financial sector could be adversely 
impacted should the 10ppts tax surcharge on large 
corporations with revenues exceeding EUR3bn be 
extended into 2026, rather than reduced as previously 
anticipated. Analysts estimate this would reduce 
earnings at major banks by up to 3%. 

It is noteworthy, however, that companies facing 
potential earnings declines of more than 5% due to such 
an extension represent nearly 30% of the CAC 40 index. 
Accordingly, we anticipate possible EPS downgrades and 
some underperformance in this scenario. 

Weakness in French banks is having minimal impact on 
the broader European banking sector, which we still 
favour as one of our preferred sectors, as French banks 
account for just 10% of the STOXX 600 Banks index. 
Accordingly, we consider periods of continued weakness 
as potential buying opportunities. We highlight that the 
sector continues to experience a strong earnings 
upgrade cycle, unparalleled by other sectors. 
Additionally, the sector stands to benefit from the 
steepening yield curve and remains insulated from direct 
tariff risks. 

France is France – And Germany is Germany European politics – French banks feeling the heat
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Historical performance
The following is a table required by law showing all the financial instruments mentioned in the publication and 
their performance over the past five annual periods.

28.8.2020 - 
28.8.2021

28.8.2021 - 
28.8.2022

28.8.2022 - 
28.8.2023

28.8.2023 - 
28.8.2024

28.8.2024 - 
28.8.2025

10 year French Government 
Bonds

0,6% -14,3% -6,1% 4,8% -2,2%

10 year German Government 
Bonds

0,6% -14,6% -7,3% 5,3% -1,5%

STOXX 600 Banks 47,8% -2,8% 34,3% 34,8% -4,9%

CAC 40 36,7% -3,1% 20,4% 6,7% -1,2%

FTSE France Banks 53,6% -9,0% 37,0% 7,9% -82,7%

Source: Deutsche Bank AG, Bloomberg Finance L.P., LSEG Datastream; Data as of August 28, 2025.
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Glossary

The CAC 40 is a price index, which includes the 40 most valuable French companies that trade on the 
Euronext Paris exchange.

Credit default swaps (CDS) are credit derivatives that aim to offer some protection against credit defaults.

The European Central Bank (ECB) is the central bank for the Eurozone, meaning European Union countries 
who have adopted the euro.

The Federal Reserve (Fed) is the central bank of the United States. Its Federal Open Market Committee 
(FOMC) meets to determine interest rate policy. 

Gross domestic product (GDP) is the monetary value of all the finished goods and services produced within a 
country's borders in a specific time period.

NTM stands for next twelve months in the context of earnings and thus price/earnings ratios.

Price/earnings (P/E) ratios measure a company's current share price relative to its per-share earnings.  In this 
context, LTM refers to last twelve months' earnings.

The National Rally (French: Rassemblement national, RN), known as the National Front from 1972 to 2018 
(French: Front national, FN), is a French far-right political party, described as right-wing populist and national 
conservative.

OATs - in full, Obligation assimilable du Trésor - are French government bonds.
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General
This document may not be distributed in Canada or Japan. This document is intended for retail or 
professional clients only. This document is being circulated in good faith by Deutsche Bank 
Aktiengesellschaft, its branches (as permitted in any relevant jurisdiction), affiliated companies and its 
officers and employees (collectively, “Deutsche Bank”).

This material is for your information only and is not intended as an offer, or recommendation or solicitation of 
an offer to buy or sell any investment, security, financial instrument or other specific product, to conclude a 
transaction, or to provide any investment service or investment advice, or to provide any research, investment 
research or investment recommendation, in any jurisdiction, but is intended solely for information purposes. 
The information does not replace advice tailored to the individual circumstances of the investor.

All materials in this communication are meant to be reviewed in their entirety.

If a court of competent jurisdiction deems any provision of this disclaimer unenforceable, the remaining 
provisions will remain in full force and effect. This document has been prepared as a general market 
commentary without consideration of the investment needs, objectives or financial circumstances of any 
particular investor. Investments are subject to market risks which derive from the instrument or are specific to 
the instrument or attached to the particular issuer. Should such risks materialise, investors may incur losses, 
including (without limitation) a total loss of the invested capital. The value of investments can fall as well as 
rise and you may not recover the amount originally invested at any point in time. This document does not 
identify all the risks (direct or indirect) or other considerations which may be material to an investor when 
making an investment decision.

This document and all information included herein are provided “as is”, “as available” and no representation 
or warranty of any kind, express, implied or statutory, is made by Deutsche Bank regarding any statement or 
information contained herein or in conjunction with this document. To the extent permissible under 
applicable laws and regulations, we are making no representation as to the profitability of any financial 
instrument or economic measure. All opinions, market prices, estimates, forward looking statements, 
hypothetical statements, forecast returns or other opinions leading to financial conclusions contained herein 
reflect Deutsche Bank’s subjective judgment as of the date of this document. Without limitation, Deutsche 
Bank does not warrant the accuracy, adequacy, completeness, reliability, timeliness or availability of this 
communication or any information in this document and expressly disclaims liability for errors or omissions 
herein. Forward looking statements involve significant elements of subjective judgments and analyses and 
changes thereto and/or consideration of different or additional factors could have a material impact on the 
results indicated. Therefore, actual results may vary, perhaps materially, from the results contained herein.

Unless otherwise indicated in this document, all statements of opinion reflect the current assessment of 
Deutsche Bank, which may change at any time. Deutsche Bank does not assume any obligation to either 
update the information contained in this document or inform investors about available updated information. 
The information contained in this document is subject to change without notice and based on a number of 
assumptions, estimates, opinions and hypothetical models or analyses which – although, From the Bank’s 
current point of view are based on adequate information – may not prove valid or turnout in the future to be 
accurate or correct and may be different from conclusions expressed by other departments within Deutsche 
Bank. Although the information contained in this document has been derived from sources that Deutsche 
Bank considers trustworthy and reliable, Deutsche Bank does not guarantee the completeness, fairness, or 
accuracy of the information and it should not be relied upon as such. This document may provide, for your 
convenience, references to websites and other external sources. Deutsche Bank takes no responsibility for 
their content and their content does not form any part of this document. Accessing such external sources is 
at your own risk. 

To the extent permissible under applicable laws and regulations, this document is for discussion purposes 
only and is not intended to create any legally binding obligations on Deutsche Bank and Deutsche Bank is not 
acting as your financial advisor or in a fiduciary capacity unless otherwise expressly agreed by Deutsche Bank 
in writing. Before making an investment decision, investors need to consider, with or without the assistance of 
a financial professional, whether any investments and strategies described or provided by Deutsche Bank, are 
appropriate, in light of the investor’s particular investment needs, objectives, financial circumstances, the 
possible risks and benefits of such investment decision. When making an investment decision, potential 
investors should not rely on this document but only on what is contained in the final offering documentation 
relating to the investment. As a global financial services provider, Deutsche Bank from time to time faces 
actual and potential conflicts of interest. Deutsche Bank’s policy is to take all appropriate steps to maintain 
and operate effective organisational and administrative arrangements to identify and manage such conflicts. 
Senior management within Deutsche Bank are responsible for ensuring that Deutsche Bank’s systems, 
controls and procedures are adequate to identify and manage conflicts of interest. Deutsche Bank does not 
give tax or legal advice, including in this document, and nothing in this document should be interpreted as
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Important note 
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Deutsche Bank providing any person with any investment advice. Investors should seek advice from their own 
tax experts, lawyers, and investment advisers in considering investments and strategies described by 
Deutsche Bank. Unless notified to the contrary in a particular case, investment instruments are not insured by 
any governmental entity, not subject to deposit protection schemes and not guaranteed, including by 
Deutsche Bank. This document may not be reproduced or circulated without Deutsche Bank’s express 
written authorisation. Deutsche Bank expressly prohibits the distribution and transfer of this material to third 
parties. Deutsche Bank accepts no liability whatsoever arising from the use or distribution of this material or 
for any action taken or decision made in respect of investments mentioned in this document which the 
investor may have made or may make in the future.

The manner of circulation and distribution of this document may be restricted by law or regulation in certain 
countries, including, without limitation, the United States. This document is not directed to, or intended for 
distribution to or use by, any person or entity who 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 which would subject Deutsche Bank to any registration or licensing requirement within such 
jurisdiction not currently met. Persons into whose possession this document may come are required to inform 
themselves of, and to observe, such restrictions. Past performance is no guarantee of future results; nothing 
contained herein shall constitute any representation, warranty, or prediction as to future performance. 
Further information is available upon investor’s request.

Deutsche Bank AG is a stock corporation (“Aktiengesellschaft”) incorporated under the laws of the Federal 
Republic of Germany with its head office in Frankfurt am Main. It is registered with the district court 
(“Amtsgericht”) in Frankfurt am Main under number HRB 30 000 and licensed to carry out banking business 
and to provide financial services. Supervisory authorities are the European Central Bank (“ECB”), 
Sonnemannstraße 22, 60314 Frankfurt am Main, Germany (www.ecb.europa.eu) and the German Federal 
Financial Supervisory Authority (“Bundesanstalt für Finanzdienstleistungsaufsicht” or “BaFin”), 
Graurheindorfer Straße 108, 53117 Bonn and Marie-Curie-Straße 24-28, 60439 Frankfurt am 
Main(www.bafin.de), and by the German Central Bank (“Deutsche Bundesbank”), Wilhelm-Epstein-Straße 14, 
60431 Frankfurt am Main (www.bundesbank.de).

This document has neither been submitted to nor reviewed or approved by any of the above or below 
mentioned supervisory authorities.

For Residents of the United Arab Emirates
This document is strictly private and confidential and is being distributed to a limited number of investors 
and must not be provided to any person other than the original recipient, and may not be reproduced or used 
for any other purpose. By receiving this document, the person or entity to whom it has been issued 
understands, acknowledges and agrees that this document has not been approved by the UAE Central Bank, 
the UAE Securities and Commodities Authority, the UAE Ministry of Economy or any other authorities in the 
UAE. No marketing of any financial products or services has been or will be made from within the United Arab 
Emirates and no subscription to any funds, securities, products or financial services may or will be 
consummated within the United Arab Emirates. This does not constitute a public offer of securities in the 
United Arab Emirates in accordance with the Commercial Companies Law, Federal Law No. 2 of 2015 (as 
amended from time to time) or otherwise. This document may only be distributed to ”Professional Investors”, 
as defined in the UAE Securities and Commodities Authority’s Rulebook on Financial Activities and 
Reconciliation Mechanism (as amended from time to time).

For Residents of Kuwait
This document has been sent to you at your own request. This presentation is not for general circulation to 
the public in Kuwait. The Interests have not been licensed for offering in Kuwait by the Kuwait Capital 
Markets Authority or any other relevant Kuwaiti government agency. The offering of the Interests in Kuwait 
on the basis a private placement or public offering is, therefore, restricted in accordance with Decree Law No. 
31 of 1990 and the implementing regulations thereto (as amended) and Law No. 7 of 2010 and the bylaws 
thereto (as amended). No private or public offering of the Interests is being made in Kuwait, and no 
agreement relating to the sale of the Interests will be concluded in Kuwait. No marketing or solicitation or 
inducement activities are being used to offer or market the Interests in Kuwait.

For Residents of the Kingdom of Saudi Arabia
This document may not be distributed in the Kingdom except to such persons as are permitted under the 
Investment Fund Regulations issued by the Capital Market Authority. The Capital Market Authority does not 
take any responsibility for the contents of this document, does not make any representation as to its 
accuracy or completeness, and expressly disclaims any liability whatsoever for any loss arising from, or 
incurred in reliance upon, any part of this document. Prospective subscribers of the securities should conduct 
their own due diligence on the accuracy of any information relating to securities. If you do not understand the 
contents of this document, you should consult an authorised financial adviser.

For Residents of Qatar
This document has not been filed with, reviewed or approved by the Qatar Central Bank, the Qatar Financial
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Markets Authority, the Qatar Financial Centre Regulatory Authority or any other relevant Qatari 
governmental body or securities exchange or under any laws of the State of Qatar. This document does not 
constitute a public offering and is addressed only to the party to whom it has been delivered. No transaction 
will be concluded in Qatar and any inquiries or applications should be received, and allotments made, outside 
Qatar.

For Residents of the Kingdom of Bahrain
This document does not constitute an offer for sale of, or participation in, securities, derivatives or funds 
marketed in Bahrain within the meaning of Bahrain Monetary Agency Regulations. All applications for 
investment should be received and any allotments should be made, in each case from outside of Bahrain. This 
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be issued, passed to, or made available to the public generally. The Central Bank (CBB) has not reviewed, nor 
has it approved, this document or the marketing of such securities, derivatives or funds in the Kingdom of 
Bahrain.

For Residents of South Africa
This document does not constitute or form a part of any offer, solicitation or promotion in South Africa. This 
document has not been filed with, reviewed or approved by the South African Reserve Bank, the Financial 
Sector Conduct Authority or any other relevant South African governmental body or securities exchange or 
under any laws of the Republic of South Africa.

For Residents of Belgium 
This document has been distributed in Belgium by Deutsche Bank AG acting though its Brussels Branch. 
Deutsche Bank AG is a stock corporation (“Aktiengesellschaft”) incorporated under the laws of the Federal 
Republic of Germany and licensed to carry on banking business and to provide financial services subject to 
the supervision and control of the European Central Bank (“ECB”) and the German Federal Financial 
Supervisory Authority (“BaFin”). Deutsche Bank AG, Brussels Branch, is also supervised in Belgium by the 
Financial Services and Markets Authority (“FSMA”, www.fsma.be). The branch has its registered address at 
Marnixlaan 13-15, B-1000 Brussels and is registered under number VAT BE 0418.371.094, RPM/RPR 
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