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Government bond markets across
most of the world have been testing
for borrowers and investors alike
through much of this year. Financial
markets take on the role of capital
allocators when growth is strong and
investment demand is high,
determining which borrowers can
make a strong case in terms of the
required return on capital and which
should be prompted to revise their
thinking through higher spreads and
increased risk premiums. Given the
exceptional requirements of the Al
capex expansion, pressures on
borrowers with a weaker investment
case have been unusually large,
including for sovereign borrowers,

despite their high credit ratings.
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A number of countries fit this bill. At
various points in the year, it would Infrastructure
have been easy to write about the Bridging the gap between
United States, Japan or the UK ambition and reality
against the same broad backdrop. Read now [2
However, in recent weeks, France has
stood to the fore, with yield spreads
relative to Germany widening to
levels not seen since the euro crisis
fifteen years ago. Before then, the last
period with comparably wide yield
differentials was in the early 1990s
when the European Exchange Rate
Mechanism came under concerted
pressure. Relative to recent history,
what has been especially striking has
been the widening in yield spreads at
the front end of the curve. For
instance, between January 2025 and
June of this year, the differential
between 2 year French and German
government bonds traded within a

20 basis point (i.e. 0.2%) range — from
a low of just above 10bp to a high of
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just above 30bp. Within the space of a few days starting
just before the end of September, the yield spread for 2

year bonds then doubled to just over 60bp.

These sorts of accelerated changes are particularly
problematic for leveraged investors. One of their strategies
is to increase exposure to higher-yielding assets relative to
lower-yielding assets (even where the yield difference may
be relatively small) up until their desired target return is
achieved. By focusing on yield spreads in this way, they seek
to achieve lower volatility and higher risk/reward than by
trading the underlying assets on their own. However,
because of the high leverage, the strategy quickly has to be
unwound if unexpected volatility arrives, as occurred in
French markets in recent weeks. The result of a wave of
investors following similar strategies exiting the market at
the same time was the sharp underperformance of French

bonds that we have witnessed.

The burst of volatility means that similar investment
strategies will now be forced to employ less risk, meaning
new buyers for French government bonds have to be
found. Yet, the pressure on French bonds came in part from
the long-standing inability of a range of French
governments to bring public borrowing under control.
Convincing new investors that they are compensated for
the risks of lending therefore requires some form of

political breakthrough.

This is what makes the announcement on 6 October by
Marine Le Pen, presidential candidate for the
Rassemblement National (National Rally), particularly
interesting. Having for a long period criticised the
government for their approach to reducing the
government deficit, thereby contributing to the logjam in
parliament, she announced that, if elected, her party would
deliver a reduction in government borrowing to 3.7% of

GDP (Gross Domestic Product) in 2027 and to below 3.0%

no later than 2030 before bringing French debt as a
proportion of GDP lower by 10 percentage points over five
years. As context, the current government has been unable
to achieve a parliamentary majority for policies to bring

the budget deficit next year to below 5.0%.

It is fair to remark that pre-election campaigning may be
one thing but that delivering such a sharp reduction in the
deficit in practice would be quite another. This is particularly
the case given that Le Pen’s party has also committed to
cutting taxes, meaning that government spending would
have to be slashed. Even casual observers of French politics
will note from the street protests against lower education

spending that this is likely to be firmly resisted.

Nonetheless, it may be that bond yields have reached a
trigger point where the debate over the budget deficit
becomes a core part of campaigning for next year’s
elections. It seems too much to hope that political détente
will allow the current government to make much headway
in reducing borrowing needs before the election. In turn,
this means that market pressure will not be far away in
coming months in the best of cases. The yield spreads are
putting the focus on French bonds. It remains to be seen

what reaction will follow.

French-German government bond spreads by maturity
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Source: Bloomberg, Allianz Global Investors Global Capital Markets &
Thematic Research (data as at 5 October 2026).
Past performance does not predict future returns.
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The coming week

US inflation data will be of greatest importance in the
week ahead. Investors have scaled back their
expectations of near-term Federal Reserve tightening
(the Fed is the US central bank) with the chances of a rate
hike in October only around 20%. Expectations for core
CPI next week seem to align with this expectation with
the market anticipating a more benign 0.2% monthly rise.
Nonetheless, given the Fed has only just started to raise
interest rates, investors will be particularly sensitive to the
inflation outturn. Other data from the US next week
include PPI (producer price inflation also contributes to
the Fed'’s preferred measure of inflation), retail sales,

industrial production and existing home sales.

In the euro areaq, industrial production is the main release
with the market looking for signs that strength in business
surveys is confirmed by hard economic data. The final
update of September CPI and August’s trade balance

complete next week’s euro area data set.

Upcoming political events 2026

12-18 Oct IMF/World Bank
Annual Meetings
27 Oct Knesset election
27-28 Oct CentratBank Meeting
29 Oct Centrat’Bank Meeting
29-30 Oct Central Bank Meeting
29-30 Oct Budget negotiations, key phase

In the UK, growth and production indicators have recently
outperformed expectations, supporting business optimism,
albeit the latter will likely remain contained until the Budget

at the end of the month.

Finally, China releases CPI, PPl and money supply data.

Hoping that you find helpful provocations in the week

ahead.

Yours,

Sean Shepley
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Calendar Week 42
Day Country Indicator Period Consensus Previous
Monday CN M2 Money Supply YY Sep 7.5% 7.5%
Tuesday GE CPIFinal YY Sep - 33%
GE HICP Final YY Sep - 33%
JN Corp Goods Price YY Sep - 7.6%
us Existing Home Sales Sep - 3.98M
us Exist. Home Sales % Chg Sep - -2.0%
Wednesday CN PPIYY Sep - 3.8%
CN CPIYY Sep 1.1% 0.8%
CN Exports YY Sep - 25.0%
CN Imports YY Sep - 28.2%
CN Trade Balance USD Sep - 119.09B
JN M2 Money Supply Sep - 1,29457T
JN Broad Money Sep - 2,3373T
us Core CPIYY, NSA Sep - 2.4%
us CPIYY, NSA Sep - 3.4%
us CPI Wage Earner Sep - 328481
Thursday EC Industrial Production YY Aug - 00%
EC Reserve Assets Total Sep - 1.86T
JN Machinery Orders YY Aug - 11.2%
UK GDP Est 3M/3M Aug -- 0.4%
UK GDP Estimate YY Aug -- 1.6%
UK Services YY Aug - 2.1%
UK Industrial Output YY Aug - 0.6%
UK Manufacturing Output YY Aug - 2.6%
UK Goods Trade Balance GBP Aug - -20.965B
us NY Fed Manufacturing Oct - 7.60
us Initial Jobless Clm 5Oct, w/e - -
us Cont Jobless Clm 28 Sep, w/e - -
us Philly Fed Business Indx Oct - 378
us PPI Machine Manufing Sep - 199.5
us PPI Final Demand YY Sep - 54%
us PPl exFood/Energy YY Sep - 4.6%
us Retail Control Sep - 14%
Friday EC Total Trade Balance SA Aug - 5.00B
EC HICP Final YY Sep - 3.8%
EC HICP-X F,E A&T Final YY Sep - 2.5%
JN Chain Store Sales YY Sep - 02%
UK CBI Business Optimism Q4 - -36
us Import Prices YY Sep - 7.0%
us Capacity Utilization SA Sep - 76.3%

The calendar data for the current week comes directly from LSEG Datastream. They are published in the week in which “The Week Ahead” appears.

These are economic data that come from official sources. Where available, the previous figure is collected together with the consensus estimate. The

consensus estimate is collected by LSEG Datastream through a survey of analysts and economists. It is the average of all estimates submitted.



MACS-P-23738614

AllianzGl The Week Ahead, 09.10.2026

If not mentioned otherwise data and information sources are from LSEG Datastream.

Diversification does not guarantee a profit or protect against losses.

The statements contained herein may include statements of future expectations and other forward-looking statements that are based on
management's current views and assumptions and involve known and unknown risks and uncertainties that could cause actual results, performance or

events to differ materially from those expressed or implied in such statements. We assume no obligation to update any forward-looking statement.

Investing involves risk. The value of an investment and the income from it may fall as well as rise and investors might not get back the full amount
invested.

Past performance does not predict future returns. If the currency in which the past performance is displayed differs from the currency of the country in
which the investor resides, then the investor should be aware that due to the exchange rate fluctuations the performance shown may be higher or lower
if converted into the investor’s local currency.

This is for information only and not to be construed as a solicitation or an invitation to make an offer to buy or sell any securities. The views and opinions
expressed herein, which are subject to change without notice, are those of the issuer or its affiliated companies at the time of publication. The data used
is derived from various sources and assumed to be accurate and reliable at the time of publication. but it has not been independently verified; its
accuracy or completeness is not guaranteed and no liability is assumed for any direct or consequential losses arising from its use, unless caused by
gross negligence or willful misconduct. The duplication, publication, extraction or transmission of the contents, irrespective of the form, is not permitted,
except for the case of explicit permission by Allianz Global Investors.

This material has not been reviewed by any regulatory authorities.

This document is being distributed by the following Allianz Global Investors companies: In Australia, this material is presented by Allianz Global
Investors Asia Pacific Limited (“AllianzGl AP”) and is intended for the use of investment consultants and other institutional/professional investors only,
and is not directed to the public or individual retail investors. AllianzGl AP is not licensed to provide financial services to retail clients in Australia.
AllianzGl AP is exempt from the requirement to hold an Australian Foreign Financial Service License under the Corporations Act 2001 (Cth) pursuant to
ASIC Class Order (CO 03/1103) with respect to the provision of financial services to wholesale clients only. AllianzGI AP is licensed and regulated by
Hong Kong Securities and Futures Commission under Hong Kong laws, which differ from Australian laws; in the European Union and South Africa, by
Allianz Global Investors GmbH, an investment company in Germany, authorized by the German Bundesanstalt fir Finanzdienstleistungsaufsicht
(BaFin) and authorized and regulated in South Africa by the Financial Sector Conduct Authority; in the UK, by Allianz Global Investors (UK) Ltd.
company number 11516839, authorised and regulated by the Financial Conduct Authority (FCA); in Switzerland, by Allianz Global Investors (Schweiz)
AG, authorised by the Swiss financial markets regulator (FINMA); in HK, by Allianz Global Investors Asia Pacific Ltd., licensed by the Hong Kong
Securities and Futures Commission; in Singapore, by Allianz Global Investors Singapore Ltd., regulated by the Monetary Authority of Singapore
[Company Registration No. 199907169Z]; in Japan, by Allianz Global Investors Japan Co., Ltd., registered in Japan as a Financial Instruments Business
Operator [Registered No. The Director of Kanto Local Finance Bureau (Financial Instruments Business Operator), No. 424], Member of Japan
Investment Advisers Management Association, the Investment Trust Association, of Japan and Type Il Financial Instruments Firms Association; in
mainland Ching, it is for Qualified Domestic Institutional Investors scheme pursuant to applicable rules and regulations and is for information purpose
only.; in Taiwan, by Allianz Global Investors Taiwan Ltd., licensed by Financial Supervisory Commission in Taiwan; and in Indonesia, by PT. Allianz
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Global Investors Middle East Limited, which is authorised and regulated by the ADGM Financial Services Regulatory Authority with Financial Services

Permission number 250070.

October 2026 Admaster 4230924



	French bonds  in focus
	The coming week
	Calendar Week 42


