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A PLAN TO SORT OUT FRANCE’S UNSUSTAINABLE
STATE SPENDING IS IN JEOPARDY AS ANOTHER
GOVERNMENT IS THREATENED WITH DISSOLUTION
BY THE PARLIAMENT. MEANWHILE, CHANCES
IMPROVE FOR A DECEMBER INTEREST RATE CUT

IN THE US.

The French government is teetering as it struggles to pass its
Budget bill through the French parliament. Prime Minister
Michel Barnier’s minority government has proposed

tough measures to right the nation’s dire finances, yet the
opposition, led by the right wing Rassemblement National
(RN), has demanded big changes toiit.

RN leader Jordan Bardella gave Barnier an ultimatum at
the weekend, pledging to bring a vote of no confidence
inthe government if it doesn’t make significant changes.
Barnier had originally unveiled a plan to increase state
revenues by €60 billion a year (roughly 2% of GDP). The
goalis to stop France’s runaway government spending:
the gap between spending and tax receiptsis now 6.1%,
Barnier’s Budget aims to reduce it to 5% next year. Under
EU law, this deficit shouldn’t be more than 3% exceptin
unusual circumstances.

According to the government, two-thirds of the €60bn
infusion would come from lower-than-planned spending
increases on healthcare, unemployment benefits and
public servants, while one-third would be raised by
increased taxes on companies and the wealthy. That has
been challenged by others, however, who think taxes will
actually make up almost three-quarters of the Budget
measures. This discrepancy has annoyed one faction within
the government coalition that wants spending reductions
to do the heavy lifting and another which wants taxes to
pick up the slack. And both the right and left aren’t happy
with the reductions in benefits. Inshort, it’s turnedinto a
four-way dispute between the left, the right, the centrist
government and itself.

Meanwhile, investorsin French government bonds are
voting with their feet. For years the yield of France’s
10-year bonds has traded around O.5% above that of its
German counterpart. Known as the ‘spread’, this extra
return accounts for the greater risk of holding French debt
as opposed to German. When France became miredina
political crisis in June this year, that spread spiked to O.75%.
It now has a higher yield than Spain, which haslong been
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consideredriskier as a ‘peripheral’ part of the Eurozone. It’s
onaparwith Greece, longseen asa problem child
of Europe.

The French spreadis now threatening to break above the
levels reached during the 2017 election when fears were
rising that RN’s Marine Le Pen would win the presidency.
Before that, you have to go back to the eurozone crisis of
2011-12 for even higher levels (when the peak was 1.8%).

FRANCE HITS TROUBLE: 10-YEAR BONDS’ EXTRA YIELD
ABOVE GERMAN BENCHMARK
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Barnier’sadministration has already survived one vote of
no confidence, that one called by the left-wing opposition
just afortnight after it took powerin September. The
alliance of several socialist, green and communist parties
had won the most seatsin the July election, but hadn’t been
asked by centrist President Emmanuel Macron to form a
government. If the government dissolves again, France’s
best hope of addressing its unsustainable finances will
dissolve along with it. That would probably send French
bondyields - and therefore the government’s borrowing
costs - even higher, making the problem worse.

Sooner or later, France will need to fix its roof.

American jobs and inflation

The chance that the US Federal Reserve (Fed) will cut

its benchmark overnight interest rate by a quarter-
percentage-point at its meeting next week has risen
significantly over the week. According to markets that price
future interest rates, there’s a 65% probability that the rate
will drop to the 4.25-4.5% range. It had been a 50/50 call.
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As for American households’ view of the economy, they
seem rather buoyant - especially about the prospects for
the stock market. The Conference Board’s survey asks

Last Tuesday, the Fed released the minutes of its November
meeting (where the rate was cut by a quarter-point). These
showed a preference for agradual reduction in rates as the

US economy continued to outpace expectations. The rate-
setters had also become less concerned about a cooling
jobs market. They were confident that inflation was easing,
despite an uptickin September’s CPl reading.

As it happened, the Fed’s preferred inflation measure,
core PCE inflation (‘core’ means it strips out volatile food
and energy prices), was released soon after the meeting.
It marginally accelerated again, hitting 2.8% in October,
up from 2.6% in June, which was the lowest reading since
early 2021. PCE is a broader measure than CPI, tracking
dataacrossrural and urban households. Added to that,
itincludes some things that CPl doesn’t, such as some
healthcare costs that aren’t paid by households directly.
It also does more to account for people swapping out
expensive items for cheaper substitutes (rice for bread,
say). CPlis the most popularinflation variant because it’s
more easily comparable with other countries.

Coming up this weekis another raft of jobs data, including
ameasure of worker turnover, wage growth, a couple of

estimates of job additions and the unemployment rate. Last

month, virtually no jobs were added to the economy after
accounting for those lost. But that was heavily influenced
by the storm season and these numbers are infamously
prone to revision. It’s best to look at the three-month

averages and the historic changes that are made once more

datais received by the statisticians. As for the jobless rate,
it’s forecast to remain at 4.1% for the third month in arow.

THE WHITE HOUSE IS A PRISM FOR AMERICANS’
CONSUMER CONFIDENCE
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whether the stock market will be higher or lowerinayear’s
time. This survey has been going since 1987 and currently
the proportion answering “higher” is the greatest it has
ever beenat 56.5%. The last time it was over 50O was in
January 2018.

Another measure of people’s mood is the University

of Michigan Sentiment survey. Thisis the first reading
since the election result comes out this week. It will be
particularly interesting to see if there’s been a big switch in
the view of the economy from those who report themselves
to be either Democrats or Republicans. Inrecent years,
your whole economic view has been shaded by whether or
not your preferred party’s leader is in the White House...

If you have any questions or comments, or if there’s
anything you would like to see covered here, please get in
touch by emailing review@®rathbones.com. We’'d love to
hear from you.
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The content contained in this document is for information purposes only and does not constitute as a recommendation
to purchase any product or service, you should always take appropriate advice from a professional, who has made an
evaluation at the point of investing. The value of investments and the income from them may go down as well as up and
you may not get back what you originally invested. Tax treatments depend on the individual circumstances of each client
and may be subject to change in the future. Cashflow planningis based on assumptions and can only give an indication as
towhat may happen. They are not guarantees.

Important information. Rathbones Group Plc, through its subsidiaries, is a leading provider of high-quality, personalised investment and wealth management
services for private clients, charities and trustees. Our services include discretionary investment management, fund management, bankingandloan services,
financial planning, unitised portfolio servicesand UK trust, legal, estate and tax advice.

Rathbones and Rathbones Financial Planning are trading names of Rathbones Investment Management Limited, which is authorised by the Prudential Regulation
Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority. Registered office: Port of Liverpool Building, Pier Head,
Liverpool L3TINW. Registeredin England No. 01448919.

Rathbones Asset Management Limited is authorised and regulated by the Financial Conduct Authority andisamember of the Investment Association. Registered
office: 30 Gresham Street, London E2V 7QN. Registeredin England: 02376568.

Rathbones Investment Management International Limited is regulated by the Jersey Financial Services Commission. Registered office: 25-26 Esplanade, St.
Helier, Jersey JE12RB. Company Registration No. 50503.

Rathbones Trust Company Limited is authorised and regulated by the Solicitors Regulation Authority. It should be noted that any services provided by Rathbones
Trust Company, Rathbones Investment Management International and some services from Rathbones Financial Planning are not regulated by either the Financial
Conduct Authority nor the Prudential Regulation Authority. Registered office: 30 Gresham Street, London E2V 7QN. Registeredin England No. 01688454.

Copyright ©2024 Rathbones Group Plc.

rathbones.com



