The French government has fallen...again. France's recent political
instability—marked by four Prime Ministers in fewer than two years—is
enough to make even the U.K. blush. Francois Bayrou's inability to secure
buy-in for his plan to trim France’s budget deficit removes the near-term
prospect of a more sustainable trajectory for the country’s public finances.

Other nations face similar challenges

France suffers from low economic growth and high taxes (as does the U.K.), which makes fixing its public finances a
difficult task. Given the lack of political appetite to reduce government spending, the burden falls on higher taxes to
address its fiscal woes. However, as depicted by the so-called Laffer curve, tax revenue increases with higher tax
rates, but only to a certain point, after which tax receipts actually decrease. It is quite possible that France has already
passed this point to the extent that further tax increases would be self-defeating from a revenue-generating
perspective.

The government's other option is to attempt to grow its way out of the fiscal malaise by reducing taxes in the hope
that this will stimulate economic activity and generate higher tax receipts. However, this would worsen the fiscal
deficit in the short-term, and markets may not react well if the execution is clumsy—as evidenced by Liz Truss’ short-
lived government. With France's debt-to-gross domestic product (GDP) ratio currently near 115% and growing, the
risk is that investors become increasingly restless by demanding ever-higher yields. And so, France finds itself in a
fiscal bind—as do other nations (see Exhibit 1).

Exhibit 1: France is not alone.

Gross general government debt as percentage of GDP

250 236 235
200
= 134 137
g >0 104 13 116 108 123
o 59 65
- an 0N
0
Germany United Canada France United States Italy Japan
Kingdom

M Year-End 2019  ® 2025 IMF Estimate

Source: International Monetary Fund, SEI. As of 9/9/2025.

©2025 SEI® ]



The spread on French 10-year government debt (relative to German government debt) is currently 79 basis points,
almost double its recent 10-year average. Earlier this week, French government bonds (OATs) briefly traded wider
than their Italian counterparts (BTPs). Moreover, with the all-in yield at 3.45% once again approaching the recent
highs seen in March 2025, it is concerning that the bloc’s second largest economy faces such relatively high
borrowing costs.

What does this mean for investors?

European stocks have had a muted reaction thus far, with the broader global equity market unaffected. For bond
markets on the other hand, as borrowing continues to rise, the risk remains that runaway government spending in
France could lead concerned fixed-income investors (so-called bond vigilantes) to invest elsewhere, putting upward
pressure on French yields. (Bond prices fall as yields rise.)

For investors and asset managers, the implications are clear:

¢ Interest-rate volatility will remain a key risk factor across sovereign debt markets.
e Credit-quality divergence between countries will create opportunities for selective exposure.
e Policy credibility—both fiscal and monetary—uwill be a critical determinant of long-term debt sustainability.

In this environment, active management and a disciplined approach to risk are more important than ever.

Our portfolios

The SEI Global Fixed Income Fund'’s positioning reflects the underlying managers’ assessment that the current yields
on French government bonds do not adequately compensate for political and fiscal risks. Our managers detected
this risk early, and as a result the portfolio has been consistently underweight French bonds—a positive driver of
year-to-date relative performance. French bonds have offered low real yields relative to other sovereign bond
markets for some time, while France itself has continued on an unsustainable debt path matched by an apparent
unwillingness by the public and politicians to change course.

In short, this means that from an active management perspective, we think that better choices are available
elsewhere in the sovereign bond space. Accordingly, we currently have a 0.3 year underweight to France and are
likely to remain strategically underweight French OATSs for the foreseeable future (with the option to tactically
neutralize or even overweight our position if we think that the market has overpriced these risks in the short-term).

Our view

Debt itself is not problematic—but ignoring its trajectory is. Just before the vote that led to his coup de grace, French
Prime Minister Francois Bayrou declared, “You have the power to bring down the government, but you do not have
the power to erase reality. Reality will remain relentless: expenses will continue to rise, and the burden of debt,
already unbearable, will grow heavier and more costly.” Bayrou was speaking specifically about France, but his
warning could easily apply to other countries should they prove unable to get their fiscal houses in order.
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Important information

This material represents an assessment of the market environment at a specific point in time and is not intended to be a forecast
of future events or a guarantee of future results. All information as of the date indicated. There are risks involved with investing,
including possible loss of principal. This information should not be relied upon by the reader as research or investment advice,
(unless you have otherwise separately entered into a written agreement with SEI for the provision of investment advice) nor
should it be construed as a recommendation to purchase or sell a security. The reader should consult with their financial
professional for more information.

Statements that are not factual in nature, including opinions, projections and estimates, assume certain economic conditions and
industry developments and constitute only current opinions that are subject to change without notice. Nothing herein is intended
to be a forecast of future events, or a guarantee of future results.

Certain economic and market information contained herein has been obtained from published sources prepared by other parties,
which in certain cases have not been updated through the date hereof. While such sources are believed to be reliable, neither SEI
nor its affiliates assumes any responsibility for the accuracy or completeness of such information and such information has not
been independently verified by SEI.

There are risks involved with investing, including loss of principal. The value of an investment and any income from it can go
down as well as up. Investors may get back less than the original amount invested. Returns may increase or decrease as a result of
currency fluctuations. Past performance is not a reliable indicator of future results. Investment may not be suitable for everyone.

This material is not directed to any persons where (by reason of that person's nationality, residence or otherwise) the publication
or availability of this material is prohibited. Persons in respect of whom such prohibitions apply must not rely on this information
in any respect whatsoever.

The information contained herein is for general and educational information purposes only and is not intended to constitute
legal, tax, accounting, securities, research or investment advice regarding the strategies or any security in particular, nor an
opinion regarding the appropriateness of any investment. This information should not be construed as a recommendation to
purchase or sell a security, derivative or futures contract. You should not act or rely on the information contained herein without
obtaining specific legal, tax, accounting and investment advice from an investment professional.

Information issued in the U.K. by SEI Investments (Europe) Limited, 1st Floor, Alphabeta, 14-18 Finsbury Square, London EC2A 1BR
which is authorised and regulated by the Financial Conduct Authority. Investments in SEI Funds are generally medium- to long-
term investment.
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