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Re-structuring of Eurozone sovereign spreads reflects fiscal policy divergence...
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Selected Eurozone 7-10 yr spreads versus France• Re-ordering of Eurozone sovereign spreads reflects a shift 

away from fiscal orthodoxy in Germany & France. In 

contrast, Italy has implemented budget cuts.

• Italian fiscal deficit/GDP fell from 7.2% in 2023 to 3.8% in 2024 

with target of 3.3% in 2025, & < 3% in 2026

• Successive French govts fell in 2024-25, unable to deliver 

budget deficit cuts (currently 5.8% of GDP). German coalition 

govt. projects deficits averaging 3.5% in 2025-29, abandoning 

fiscal orthodoxy and 3% deficit ceiling for Eurozone members

North = Germany, France, Netherlands

South = Italy, Spain, Greece, Portugal
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Same story against German yields…holds for the 20Y+ tenor too
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Greece and Portugal also benefitted from fiscal 

reforms, ECB’s support against fragmentation 

and credit rating upgrades
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Greater French yield curve steepening suggests an increased risk premium

Source: FTSE Russell and LSEG. All data as of September 12, 2025. Bond market data is derived from FTSE Fixed Income Indices. Past performance is no guarantee of future results. For 

professional investors only. 
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Selected Eurozone longs versus shorts yield curves

• The Italian and Spanish yield curves are now no steeper at 

the long end than the French curve. They have flattened in 

recent months, despite ECB easing. The moves are consistent 

with divergent fiscal policy. 

• Increased risk/term premia in long French bonds is evidenced 

by the relative steepening of its yield curve… now steeper than 

Spain. The Italian yield curve now no steeper than France

• These are big relative moves, given that the 4 countries share the 

same ECB monetary policy

• While the Spanish and Italian curves stabilised/flattened in recent 

months, the French curve has steepened

ECB begins

 easing rates
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Macro View & Fiscal Policy Outcomes: North vs South
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Source: FTSE Russell and LSEG. All data as of August 31, 2025. Past performance is no guarantee of future results

• Northern Europe (Germany, France, Netherlands) shows only modest growth, while fiscal deficits & debt levels increased

• Southern Europe (Spain, Italy, Portugal, Greece) delivered stronger growth, lower unemployment, fiscal repair, improved exports.

Country Key fiscal measures (2022–2025) Debt trend Assessment

Germany

€200bn energy shield, VAT cuts; later 

ended, coalition govt projects higher 

defence and infrastructure spendng

Debt up

Partial success: shock 

absorbed, but debt burden 

higher

Netherlands
Energy price cap, broad supports; 

phased out to targeted relief
Debt slightly up

Limited impact: relief 

helped, but little fiscal 

restraint

France
Energy tariff shield, pension reform; 

shield phased out, spending freezes
Debt rising

Mixed: inflation curbed, but 

deficits high with major 

implementation risks

Italy

Tax cuts, costly Superbonus; later 

curbed, new levies. Sales of state 

assets, stronger growth cut deficits

Debt high but 

trending down

Lower deficits & debt/GDP 

ratio helped by growth

Spain
Subsidies, VAT cuts, windfall taxes; 

later phased out, smaller relief

Debt stable to 

slightly down

Moderate success: 

balanced relief and 

consolidation

Greece
Consolidation, EU funds, primary 

surpluses sustained
Debt falling

Strong success: discipline 

recovering fiscal credibility

Portugal
Targeted supports, surplus budgets; 

later PIT cuts with surplus intact
Debt falling

Success: relief + discipline 

kept debt declining
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Equity market Performance & Correlations
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Source: FTSE Russell and LSEG. All data as of August 31, 2025. Past performance is no guarantee of future results

• Reflecting stronger growth, and lower energy costs, Spanish, Italian and more recently Greek equities outperformed and correlation to 

the US fell, offering diversification benefits. Greece also benefitted from fiscal consolidation.

• France, and Nordic equities delivered weaker returns than Italy and Spain, with similar volatility.
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Central Bank Policy Environment

8Source: LSEG Workspace & LSEG Datastream. All data as of September 16, 2025. Past performance is no guarantee of future results

• Most probable action for 22 central banks is: No Change (14 central banks) and Cut (8 central banks)

LSEG DATASTREAM
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Policy Rate and Consumer Inflation Analysis

9Source: LSEG Workspace & LSEG Datastream. All data as of September 15, 2025. Past performance is no guarantee of future results

• US and UK still need to move towards their neutral rate, Japan unwinding multiple decades of monetary easing

• France with the lowest rate of Consumer Inflation of the largest European economies

LSEG DATASTREAM
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Market pricing risk down?

10Source: LSEG Workspace & LSEG Datastream. All data as of September 15, 2025. Past performance is no guarantee of future results

• Gold/Silver ration down from previous high of 99.23, heading towards long term average

LSEG DATASTREAM
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Total Government Debt vs Debt/GDP Ratio

11Source: LSEG Workspace & LSEG Datastream. All data as of September 15, 2025. Past performance is no guarantee of future results

• France has the highest Total Debt, and with the third highest Debt/GDP ratio

LSEG DATASTREAM
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About FTSE Russell (LSEG)

FTSE Russell is a leading global provider of index and benchmark solutions, 

spanning diverse asset classes and investment objectives. As a trusted 

investment partner we help investors make better-informed investment 

decisions, manage risk, and seize opportunities.

Market participants look to us for our expertise in developing and managing 

global index solutions across asset classes. Asset owners, asset managers, 

ETF providers and investment banks choose FTSE Russell solutions to 

benchmark their investment performance and create investment funds, ETFs, 

structured products, and index-based derivatives. Our clients use our solutions 

for asset allocation, investment strategy analysis and risk management, and 

value us for our robust governance process and operational integrity.

For over 40 years we have been at the forefront of driving change for the 

investor, always innovating to shape the next generation of benchmarks and 

investment solutions that open up new opportunities for the global investment 

community.

To learn more, visit lseg.com/ftse-russell; email info@ftserussell.com; 

or call your regional Client Service team office:

EMEA 

+44 (0) 20 7866 1810

North America 

+1 877 503 6437

Asia-Pacific

Hong Kong: +852 2164 3333

Tokyo: +81 3 6441 1430

Sydney: +61 (0) 2 7228 5659

http://lseg.com/en/ftse-russell
mailto:info@ftserussell.com
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