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European government bond supply is set to rise sharply in 2026 as
large fiscal deficits -- particularly in Germany and France -- drive MICKAEL
higher net issuance and gross issuance near €1.4 trillion, raising BELLAICHE
refinancing costs, especially on five-year paper. ECB quantitative FIXED INCOME
tightening will reduce its purchases, making net-net issuance the STRATEGIST, AMUNDI
largest on record and materially increasing the free float. INVESTMENT INSTITUTE
Continued euro-denominated public issuance, a possible shift DELPHINE
GEORGES

towards short-dated bills, and stronger demand from repatriating

European investors, insurers and pension funds could absorb much SE’T\'FE%EFGI?SETDEI\\‘ACL?N'V[')EI
of the extra supply. Country impacts will vary, with Germany the INVESTMENT INSTITUTE
largest nominally and smaller markets facing bigger increases.

European government bond indices are likely to expand in 2026 due to high fiscal deficits in the largest
European economies and a continued trend towards more euro-denominated public issuance. Demand from
the ECB will shrink further due to quantitative tightening. However, repatriation from European investors
and more purchases by insurers and pension funds could be enough to meet the increased supply.

Large deficits in the largest economies

The change in a country's net debt depends to a small extent on changes in cash balances, but is mostly driven
by fiscal deficits. European countries face different fiscal situations in 2026, with Belgium expected to run a
deficit of 5.5%, while Greece should enjoy a surplus of 0.3%. However, as the chart below shows, two of the
three largest economies - Germany and France - are expected to run two of the three biggest deficits as a
share of GDP. Net issuance in France and Germany alone is likely to be half the total increase in
Eurozone government net issuance in 2026.

Nominal GDP growth and deficit-to-GDP ratios in 2026
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Source: Amundi Investment Institute, Bloomberg. Data is as of 26 November 2025.
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Gross issuance to increase interest costs

Gross issuance depends on net issuance plus redemptions and buy-backs (that is, when countries decide to
repurchase debt that will mature later than 2026, to smooth out the redemption schedule). Given the expected
steepening in the yield curves in the first half of 2026 and the upward translation in curves since 2022, we
suspect buy-backs will be lower than in previous years. However, even with no buybacks, gross issuance
across European governments should total close to €1.4 trillion, implying a significant rise in financing
costs, especially for maturing five-year debt (issued during the post-Covid period of record-low yields in
2021).

Positive net issuance means European governments need to find new buyers for their bonds. In some years,
the ECB has filled that role; between 2015 and 2021, ECB purchases totalled more than the increase in net
supply in every year except one. However, since 2023 the ECB has been shrinking its balance sheet, which
means that the increase in supply net of the ECB (net-net issuance) has been bigger than net issuance.
We expect this to accelerate in 2026, with the ECB due to reduce its holdings by around €384 billion (or
slightly more than three quarters of net issuance). Net-net issuance should thus be the highest ever.

Net-net issuance
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More public issuance and perhaps more bills

European governments can finance their debt in various ways: through euros or other currencies, through
bills or bonds, in fixed, floating, variable or inflation-linked coupons, and through public sales or directly to
retail investors. The long-term trend has been more issuance through the public euro-denominated markets.
Prior to 2011, European governments financed between 50% and 60% of their debt in euro-denominated
government bond and bill markets. Since the 2011 crisis, this percentage has risen steadily, reaching 69% of
total government debt in Q3 2025. We believe the preference for public euro-denominated bond and bill
sales will remain and expect 90% of next year’'s net issuance to be done through such public sales.

However, one other long-lived trend may now start to change. Over the past twenty years, bond issuance has
increased relative to bills. In 2002, bills represented around 10% of total government issuance; by 2025, that
percentage had dropped to 6%, largely due to the increase in inflation-linked bonds. Given the steepening of
yield curves, European governments may now choose to increase short-dated issuance, just as the US
Treasury has signalled it will. This may not prevent further curve steepening, but it could nonetheless
slightly reduce financing costs.

Putting all this analysis together, our forecasts suggest that the increase in net debt should be the
equivalent of around 5% of outstanding European government debt (and a larger percentage of the
European government bond indices, which do not include all European government debt). The increase in net-
net demand - the ‘free float’ of European government bonds - should be closer to 8%.
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The increase will be quite different by country. The biggest increase in nominal terms should be in Germany,
given the €120 billion increase in net financing and the greater than €100bn reduction in ECB holdings.
However, the largest percentage increases should be in Belgium and Austria, given the smaller size of their
outstanding debt. Even countries with small financing needs, like Ireland, will see an increase in the free float
of debt, due to the current smaller size of their markets.

Gross issuance + ECB drawdowns

Gross issuance + ECB Draw downs as a

35% -+

30% o

25%

20%

15%

10%

5%

0%

share of outstanding traded debt

-5%

Source: Amundi Investment Institute, Bloomberg. Data is as of 26 November 2025.

Sources of new fixed income supply
Given the increase in bond issuance and the reduction in demand from the ECB, it is worth wondering who will
buy all the new bonds. We see at least three possible ways to meet this increase in demand:

First, we believe European investors may repatriate some funds from other markets back into European
bonds. German 10-year yields are currently some 40bp higher than US ten-year yields swapped back into
euros, while for most of the past ten years, US swapped yields have been 50bp higher than European
yields. European yields thus look relatively attractive.

Second, we suspect that the higher level of European yields in general may drive inflows into insurers’
guaranteed investment contracts, increasing demand for European fixed income. The combination of
higher yields in 2022 and relatively stable yields over the past two years should be favourable for inflows
into insurance contracts.

Finally, we believe that the switch from defined-benefit to defined-contribution schemes in the
Netherlands could counterintuitively increase demand for bonds. When beneficiaries are responsible
for their own decisions, they are often more defensive than professional money managers. ECB data shows
that the average defined-contribution scheme has a significantly higher share of bonds than the average
defined-benefit scheme, even after the rise in yields since 2022.

In summary, though the rise in net-net supply in 2026 and beyond will significantly increase the size of
the European sovereign bond indices, repatriation and flows into insurers and pension funds could be
enough to meet this demand without generating significantly higher yields.
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IMPORTANT INFORMATION

This document is solely for informational purposes.

This document does not constitute an offer to sell, a solicitation of an offer to buy, or a recommendation of any security or
any other product or service. Any securities, products, or services referenced may not be registered for sale with the
relevant authority in your jurisdiction and may not be regulated or supervised by any governmental or similar authority in
your jurisdiction.

Any information contained in this document may only be used for your internal use, may not be reproduced or redisseminated in any form
and may not be used as a basis for or a component of any financial instruments or products or indices.

Furthermore, nothing in this document is intended to provide tax, legal, or investment advice.

Unless otherwise stated, all information contained in this document is from Amundi Asset Management SAS and is as of 10
December 2025. Diversification does not guarantee a profit or protect against a loss. This document is provided on an “as is"
basis and the user of this information assumes the entire risk of any use made of this information. Historical data and analysis
should not be taken as an indication or guarantee of any future performance analysis, forecast or prediction. The views
expressed regarding market and economic trends are those of the author and not necessarily Amundi Asset Management SAS
and are subject to change at any time based on market and other conditions, and there can be no assurance that countries,
markets or sectors will perform as expected. These views should not be relied upon as investment advice, a security
recommendation, or as an indication of trading for any Amundi product. Investment involves risks, including market, political,
liquidity and currency risks.

Furthermore, in no event shall any person involved in the production of this document have any liability for any direct, indirect, special,
incidental, punitive, consequential (including, without limitation, lost profits) or any other damages.

Date of first use: 15 December 2025.
Document ID: 5064494.
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Amundi Investment Institute

In an increasing complex and changing world, investors need to better
understand their environment and the evolution of investment
practices in order to define their asset allocation and help construct
their portfolios.

This environment spans across economic, financial, geopolitical, societal and environmental dimensions. To help
meet this need, Amundi has created the Amundi Investment Institute. This independent research platform
brings together Amundi's research, market strategy, investment themes and asset allocation advisory activities
under one umbrella; the Amundi Investment Institute. Its aim is to produce and disseminate research and
Thought Leadership publications which anticipate and innovate for the benefit of investment teams and clients
alike.
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