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Eurozone Economist Guillaume Menuet and European Equity Strategist Jonathan 

Stubbs draw attention to early statements from Hollande, which suggest that his 

main focus would be to balance the French budget by the end of 2017, seek to 

renegotiate the retirement age, eliminate tax breaks, and regulate bonuses and tax 

bank profits. Indeed, in his first campaign rally, Hollande declared that his main 

adversary is "the world of finance". He also vowed to renegotiate eurozone 

economic policy with German Chancellor Angela Merkel, and proposed a new 

Franco-German pact. Hollande indicated that stock options would be banned, big 

bonus payouts strictly limited, and laws introduced to separate traditional retail bank 

business from risky investment banking. With respect to taxation, the main 

measures would be to cancel ú30bn worth of tax avoidance schemes, limit 

individuals' tax avoidance ceiling to ú10,000, introduce a new income tax tranche of 

45% for revenues above ú150,000, and match the taxation of financial income to 

that of earnings.  

Many of these pronouncements may be designed to burnish his Socialist 

credentials and distinguish him from his center-right challenger, President Sarkozy. 

However, Stubbs highlights, there is no doubting the ongoing focus on the banking 

sector from all sides of political spectrum. The recent announcement by President 

Sarkozy on plans to introduce a tax on financial transactions confirms this. Both 

sides of the political divide appear to be focusing their sights on the banking sector. 

Away from banks, an incoming cash-poor government may look to the corporate 

sector for additional revenues. Asset-heavy industries with a high concentration of 

profits generated domestically may be more at risk, for example utilities.  

Whoever wins Franceôs election in May, it is likely that France will continue to 

pursue fiscal repair over the coming years. Slippage from this path could be costly 

in terms of sovereign credit ratings and interest rates. In this respect, an incoming 

Socialist president may have reduced room to manoeuvre. For equity markets, 

French and European, there are many political risks that could derail a positive start 

to 2012. However, Citiôs European equity strategists argue that liquidity could have 

a bigger impact on investors' risk appetite and share prices over the coming year. 

Policymakers appear to be lined up the same way.  

Figure 5. French Election First Round  
 

Figure 6. French Election Second Round 
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January has continued as December finished off with gains across most risk assets. 

The combination of unlimited dollar swap lines, ECB rate cuts and EM countries 

easing monetary policy has turned the liquidity cycle. This has been expanded by 

the ECBôs 3yr LTRO with widened liquidity. This appears to have stabilised the 

Eurozone banking system and with it reduced the downside risk from disorderly 

defaults of banks and sovereigns in Europe. Combined with reasonable economic 

data from the US and less bad than feared in Europe, this has supported the rally in 

risk assets.  

However, the risks in Europe are still there and Citi's economists expect a deep 

recession in 2012 that drags into 2013 as austerity and credit crunch combine.  

UK equities posted a total return of 2.7% in January, which while good, lagged most 

other major equity markets. US equities were up 3.1% in sterling and 4.7% in local 

currency. In sterling terms, Europe ex UK was better, up 3.8%, although only 4.3% 

in local terms.  

Despite being a good month for risk assets, UK Gilts delivered a small positive total 

return as the potential impact of further QE drove long end yields down. At one 

stage, 30yr yields dropped below 3%  

Figure 2. Relative Group Contribution 
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As it was a risk-on month, beta sectors have done best, led by the miners. Not far 

behind were Banks, helped by the turn in the liquidity cycle. Life Insurance and 

House builders were also outperformers. At the other end, defensive sectors 

unsurprisingly lagged. In total contribution terms, Oil was the weakest sector, led 

down by RD Shell. Food Retail was next, impacted by the Tesco profit warning. 

Mobile, Pharma and Tobacco all lagged the index as well. 
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