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THINK Ahead: Britain is not the next
France. For now...

The debacle unfolding in the French bond market is all too familiar for
those in Britain. The UK is far from immune to rising yields, yet its public
finance story looks less worrisome right now, argues James Smith. What
do we make of the upcoming Autumn Budget - and what difference
would a UK election make? All that in our guide to the week ahead

For those of us in London, the turmoil in France's bond market feels uncomfortably familiar. It's
a reminder of Britain's own experience almost exactly four years ago, when the 2022 mini-
budget crisis illustrated what can happen when fiscal missteps collide with an already febrile
global bond market.

The comparison is compelling, if not complete. Then, as now, central banks were tightening
into an energy crisis. Fed Chair Kevin Warsh's hawkish bombardment at Jackson Hole last
month was not so different from the speech delivered by Jerome Powell in 2022 - both adding
even more pressure to bond markets. And crucially, back then, the Bank of England was forced
to step in and buy gilts. Similar guestions are now being asked of the ECB and its Transmission
Protection Instrument.
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The only comfort is that global financial conditions are less tight, and France isn't facing the
equivalent of the LDI pension crisis that amplified Britain’s problems in 2022.

Is this France's "UK mini budget' moment?
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Britain’s plight back then is a cautionary tale; our bond experts think the situation could easily
get worse. As my colleague Charlotte puts it: “Markets need a reason to turn more positive on
France, and for now there is none."

What's striking about that is that the same can't currently be said of the UK.

Yes, UK yields are higher than France's. Thirty-year borrowing costs briefly hit 6% this week,
making Britain the first G7 economy to reach that level since the euro crisis. But look instead at
the spread between the 10-year gilt yield and the equivalent swap rate. That shows the
portion of borrowing costs that cannot be explained by central bank expectations. And on this
measure, the UK has been remarkably well-behaved this year despite considerable political
upheaval. French bonds have not.

The gap between 10-year yields and swap rates has
dramatically widened in France


https://think.ing.com/articles/frances-budget-offers-no-quick-relief-for-bond-markets/

THINK Economic and financial analysis

Asset swap spreads (10-year swap rate, less 10 year government bond yield)

0.50
1 Bond yields below swap rates

0.25

0.00

-0.25 —
United Kingdom

-0.50
-0.75

-1.00
4 Bond yields above swap rates France

<1.25 -
Jan Apr Jul Oct Jan Apr Jul Oct Jan Apr Jul Oct
2024 2025 2026

Paris has no good options. Spending cuts are politically unpalatable and the tax burden is
already among Europe's highest. In a fragmented parliament, consensus for tough decisions is
lacking. So far, higher debt interest costs do not appear to be changing that calculation.

On each of those points, Britain currently looks different.

France is battling to stop its deficit exceeding 6% of GDP next year, up from a projected 5.4%
this year. The UK deficit, by contrast, is set to fall to around 4% this year despite the Iran war
and bond-market pressure. It is the only G7 economy undertaking genuine fiscal tightening
right now. The ongoing freeze in tax thresholds is pushing tax-to-GDP higher.

That will not be enough given mounting pressure on the public purse. But unlike France, the UK
has options, even if they aren't particularly appealing. Comparable OECD data shows tax-to-
GDP stood at 43.5% in France in 2024, compared with 34.4% in Britain. And whisper it, but UK
workers on an average salary enjoy among Europe's lowest tax rates, once employer social
security is included.

Having options is one thing. Having the political will to use them is another. Yet unlike France,
Britain's ruling Labour Party enjoys a huge parliamentary majority. And crucially, Burnham
appears willing to risk a fight.

The most consequential moment at this week's party conference was his pledge to water
down the infamous pensions triple lock. Without getting bogged down in details, it's a move
that's neither popular nor particularly cash-generating, which makes it all the more eye-
catching. In time, will this boldness extend to thorny issues like welfare spending or personal
taxation? That's the question investors are now asking.

The UK's deficit is edging lower, faster than France
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That all said, the bond selloff is still a major headache for the UK. Yes, it has a longer weighted-
average debt maturity than most, slowing the pass-through of higher yields to interest costs.
But it also has an embarrassingly large pile of inflation-linked debt. In this environment, that is
no good thing.

Still, Britain has two things that France appears to lack. The first is a fiscal rule that effectively
mandates spending cuts or tax rises when higher debt interest threatens to breach it. The
second is a political class still deeply scarred by the crisis four years ago. Nobody wants the
same fate as Liz Truss - and that's why, despite his bold policy platform, Burnham appears
reluctant to rewrite the fiscal rulebook.

The mortgage market reinforces that discipline. British homeowners typically fix for two to five
years, while French borrowers often fix for well over a decade. UK households therefore feel
higher rates much faster - and Truss took much of the blame for higher mortgage rates in
2022. The Conservatives paid the price at the election two years later.

That will have an important bearing on the October budget. At a time when the government
has little control over what's driving yields higher, the chancellor looks reticent to add fuel to
the fire - not least with the Bank of England edging closer towards a November rate hike.

The final difference is elections. France goes to the polls next spring to choose its next
president, with parliamentary elections possibly set to follow. Britain, by contrast, does not
vote until 2029. Or does it?

After Burnham's speech this week, it is getting harder to see how he doesn't go to the polls
well before then - and quite possibly next year. A gamble? No doubt. But otherwise it is hard to
square his bold ambition on everything from social care to the water industry with a very
restrained October Budget.

| doubt an election would be received well by markets - not least because, with a fresh
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mandate for significant change, higher borrowing and looser fiscal rules would only get more
tempting. And after all, Britain faces many of the same challenges as France and the rest of
Europe - defence, ageing and populism to name just three.

It reinforces a point I've been making for some time: short-term, the UK's public finance story is
genuinely looking comparatively better. But longer-term, there are plenty of reasons for
investors to be cautious.

After all, France is a painful reminder of what happens when markets start to seriously
question if governments can make difficult choices.

James Smith

THINK Ahead in developed markets

United States (James Knightley)

* ISM Services PMI/Consumer Confidence (Mon/Fri): Interest rate hike expectations for the
October FOMC meeting have fluctuated wildly over the past week in response to jobs
and inflation data and some dovish-leaning comments from senior Fed officials. Right
now, the market believes the most likely outcome is a pause at the October FOMC
meeting, followed by a December hike, and we share that view. Market pricing should be
somewhat rangebound over the coming week, given the economic release schedule,
with the ISM services index and the University of Michigan consumer confidence index as
the highlights. These two surveys are polar opposites. Consumer sentiment is at all-time
lows while the ISM index suggests the service sector is booming, and this makes
policymaking very challenging. Slow and steady is likely to be the Fed's mantra.

Canada (James Knightley)

e Jobs Report (Fri): The Canadian jobs report should show a partial rebound which will
probably keep markets anticipating a December rate hike. The Bank of Canada policy
rate is relatively low at 2.25%, and Canada has not suffered the same sort of surge in
government borrowing costs that other economies have faced, while the Canadian
dollar has weakened throughout September. As such, there is scope for modest policy
tightening in the coming months.

Key events in developed markets
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Monday 5 October

us 1445 Sep S&P Global Composite PMI Final 57.3 58.4
1445 Sep S&P Global Services PMI Final 57.7 587
1500 Sep I15M Mon-Manufacturing PMI 55 554
Eurozone 0900 Sep S&P Global Services PMI Final - 53
0900 Sep S&F Global Composite PMI Final - 33.1
Germany 0855 Sep S&P Global Services PMI Final 52.9 52.9
0855 Sep S&P Global Compaosite PMI Final 53.8 538
France 0850 Sep S&P Global Composite PMI Final - 512
UK 0930 Sep S&P Global Services PMI Final - 517
0930 Sep S&P Global Composite PMI Final - 51.7
Italy 0845 Sep S&P Global Composite PMI - 53.6
0845 Sep S&P Global Services PMI - 552
Canada 1430 Sep S&P Global Composite PMI - 478
1430 Sep S&P Global Services PM| - 46.8
Spain 0815 Sep S&P Global Services PMI - 57.8
Tuesday & October
s 1330 Aug International Trade (USD bn) -100 -886
Eurozone 1000 Aug Retail Sales (MoM36/Y oY %) -i-  -0.6/06
Germany 0700 Aug Industrial Orders (MoM%) -1 Z25
France 0745 Aug Industrial Output (MaM36) - -0.4
Canada 1330 Aug Trade Balance (CAD bn) - 0.8
Switzerland 0800 Sep Unemployment Rate - 3.1
Wednesday 7 October
us 1900 FOMC Minutes - -
2000 Aug Consurmer Credit (USD bn) - 181
Germany 0700 Aug Industrial Output (MoM367YoY%) -05/~2 -11/-16
France 0745 Sep Reserve Assets Total (EUR bn) - 3807
0745 Aug Trade Balance (EUR bn) - -6.7
Thursday 8 October
Us 1330 Initial Jobless Claims (000s) 205 197
Germany 0700 Aug Exports (MoM?3) 0.4 -0.8
0700 Aug lmports (MoM3t) 2z -5.7
0700 Aug Trade Balance (EUR bn) 15 213
us 1500 Oct Michigan Sentiment Flash 47 481
1500 Oct Michigan Conditions Flash 50 50.9
1500 Oct Michigan Expectations Flash 45 46.3
Italy 0900 Aug Industrial Output (MoM3a7Y oY%) -f- 0.7/0
Canada 1330 Sep Unemployment Rate 6.5 6.4
1330 Sep net change in employent (000) 10 -41.7
Morway 0700 Sep CPI (MoM3%/YoY%) -~ -0.3/33
Metherlands 0530 Aug Manufacturing Output (Mo M3) - 16
Greece 1000 Aug Industrial Output (YoY3h) - -12
1000 Sep CPI (MoM%/Y oY) -f- 0438

Source: Refinitiv, ING
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Disclaimer
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part of ING Group (being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the
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purchase or sell any financial instrument. Reasonable care has been taken to ensure that this publication is not untrue or
misleading when published, but ING does not represent that it is accurate or complete. ING does not accept any liability for
any direct, indirect or consequential loss arising from any use of this publication. Unless otherwise stated, any views, forecasts,
or estimates are solely those of the author(s), as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any
person for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the
Dutch Central Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority
for the Financial Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In
the United Kingdom this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V.,
London Branch is authorised by the Prudential Regulation Authority and is subject to requlation by the Financial Conduct
Authority and limited regulation by the Prudential Regulation Authority. ING Bank N.V., London branch is registered in England
(Registration number BRO00341) at 8-10 Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this
report or effect transactions in any security discussed herein should contact ING Financial Markets LLC, which is a member of
the NYSE, FINRA and SIPC and part of ING, and which has accepted responsibility for the distribution of this report in the United
States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit www.ing.com.
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