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LE PEN VS MACRON: HOW IS YOUR
PORTFOLIO POSITIONED?

04 may 2017

In the first round of the French elections on Sunday 23 April, Marine Le Pen, the
candidate of the far-right National Front, won 21.7 percent of the vote, securing her
place in the second round of the French presidential election. She’s facing Emmanuel
Macron, the independent, who won the first round with 23.7% of the vote. In this article
we outline how investors might consider positioning their portfolios around France’s
second-and final-election on Sunday 7 May.

Introduction

The outlook for European equities is upbeat with polls putting pro-Europe Macron clearly
ahead of Eurosceptic Le Pen in the second round, and with bullish sentiment solidifying
around the polls’ accurate predictions of Macron’s (and Le Pen’s) first round election
victory.

The asset allocation overview, in a nutshell, favours risk-on positioning under a Macron
win, 1in particular the higher beta equity plays such as European small-caps or banks
which offer investors both tactical and strategic plays on the European domestic growth
story.

Under Le Pen however, hedging long exposures to equities may be warranted, as 1is the
allocation into safe-haven assets. Country-specific or export-tilted equity strategies
may also appeal as the political instability of Europe puts renewed pressure on the
Euro, as shown 1in Figure 1.

Figure 1: How the French election could impact major asset classes
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Default scenario: Macron 1is bullish cyclical and high-beta equities, bearish
“safe havens”

Macron’s 24-point lead in the polls makes him the natural favourite in the second round
face-off with Le Pen. This advantage comes despite recent terror attacks, underscoring
the difficulty of the far right in building support amongst disillusioned mainstream
voters. Left and centre right voters may 1likely gravitate around Macron’s Tless risky,
more liberal agenda to stave off the rise of the far-right.

This scenario sees a revival in risk-on positioning, as the threats to the European
project recede. The commitment to the EU project 1is Tikely to boost investor confidence
and reverse the divergence in Eurozone bond yields. Evidence of this trend is playing
out in bond markets already, with French 10Y OATs spreads over German 10Y Bunds having
narrowed sharply by 30bps in the aftermath of the election. But against pre-election
spreads of 30bps, current 50bps spreads Took overstated, suggesting more room for
spreads to come down.

within equities, broad Eurozone equity baskets are 1ikely to continue rallying and
investors positioning with conviction for a Macron win may consider high beta equity
plays—such as Teveraged Tong exposures to Eurozone Banks or German stocks as tactical
bets. The case for Eurozone banks especially, is bolstered by the deeply discounted
valuations at which they trade at, alongside ongoing yield curve steepening that 1is revi
ving carry trade profit opportunities. Small-cap strategies, and equity exposures with a
quality and growth tilt should be considered as strategic style bets for the remainder
of 2017.

Remote likelihood scenario: Le Pen victory is bearish risk assets, bullish gold
and dislocates Europe’s government bond yields to potentially new extremes

A Le Pen win on the back of surging populist support remains a possible, but highly
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unlikely outcome. Key to this will be Le Pen’s economic policies which may resonate more
with disillusioned voters from the left and centre right, than Macron’s vague promises
for reform. Such a dramatic shift in voter intention remains distant at this stage but
cannot be discounted entirely, not Teast if mainstream parties are pressured to promote
nationalism at the expense of EU policies. Ultimately, it will hamper coalition building
in parliament or, worse, create an opening for more hard-Tine policies Tonger term.

Le Pen’s radical foreign policy and incoherent economic plan is a threat to the overall
stability of the European project and the French economy. This scenario puts equities,
peripheral Eurozone government debt and the Euro most at risk, and <investors may
consider leveraged short positioning. The risk for an EU referendum, debt redenomination
(into French Franc) and nationalisation, undermines investor confidence and puts renewed
pressure on French OATs. It also adds to equity volatility in political sensitive
sectors such as banks, energy and utility stocks.

Risk-off positioning by investors is expected in such a scenario, amplifying the already
crowded trade in German Bunds and polarising Europe’s bond markets anew. At near zero
Tong term yields, gold looks set to become a viable alternative. Hedging broad European
equity and peripheral bond portfolios through -dinverse (short) exposures should be
considered.

Longer term, the pressure inflicted on the Euro could present a boon to Eurozone
exporters as investors upgrade top and bottom-Tine growth expectations. Country-specific
strategies, such as Germany, may offer the best risk-reward opportunity for -dinvestors
Tooking to discriminate between European equity exposures, particularly when it comes to
avoiding politically sensitive sectors such as utilities and energy in which governments
typically hold strategic stakes, in favour of more «cyclical sector exposures.
wisdomTree’s export-tilted strategies offer an efficient means to play these themes,
combining broad baskets of dividend payers with a currency-hedged overlay designed to
mitigate currency volatility for international investors.

conclusion

The violent upswing 1in equity prices reflects surging expectations for a comfortable
Macron victory over Le Pen. This outcome favours high beta equities, such as European
small-caps or banks, that offer the best bet for investors expecting a status quo in
Europe’s fractured political environment and Tacklustre economic growth.

By contrast, a surprise Le Pen victory would punish market complacency and risk-assets
alike. Increasing political uncertainty and the pressure inflicted on the Euro would
present new opportunities for broad or country-specific export-oriented equities.

YOU MIGHT ALSO BE INTERESTED IN READING..

e Infographic: 2017 European geopolitical risks

o What Article 50 triggers: Domestic demand uncertainty New risks for Sterling assets,
better opportunities for dividend stocks

e Brexit: How can you hedge Sterling currency risk?

e European macro outlook political risk at the gates: If 2017 is no threat to
equities, it is for the Euro and peripheral bonds

The tables below summarise our key tactical and strategic views on the French second
round elections using the Boost ETP and UCITS ETF range that investors could consider:
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Tactical Asset Allocation with a Tactical Asset Allocation with a
Macron win Le Pen win

View on .

E‘[’POS* EURO STOXX 50 3x Leverage Daily  op, Boost EURO STOXX 50 3x Short Daily ETP 3EUS
Boost FURQ STOXX Banks 3x Leverage Daily 3BAL Boost EURO STOXX Banks 3x Short Daity ETP ~ 3BAS
Boost LevDAX 3x Daily ETP 3DEL Boost ShortDAX 3x Daily ETP 3DES
Boost FISE MIB 3x Leverage Daily ETP 3L Boost FTSE MIB 3x Short Daily ETP TS
Boost FISE 100 3x Leverage Daily ETP 3UKL Boost FTSE 100 3x Short Daily ETP 3UKS
|
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View on
Asset class

Boost Bund 10Y 3x Short Daily ETP 3BUS Boost Bund 10Y 3x Leverage Daily ETP 3BUL
Boost BIP 10Y 3x Long Daily ETP 3BTL Boost BTS 10Y 3x Short Daily ETP 3BTS
Boost Short USD Long EUR 5x Daily ETP SEUS - Boost Short EUR Long USD 5x Daily ETP 5USE
Boost Gold 3x Short Daily ETP 3G0S - Boost Gold 3x Leverage Daily ETP 3GOL
Long-Term Asset Allocation with a Long-Term Asset Allocation with a
Macron win Le Pen win

View on . Viewon :
Asset CIass UCITS ETF “

WisdomTree Europe SmallCap Dividend UCITS

DFE
ETF
WisdomTree Eurozone Quality Dividend Growth EGRA
UCITSETF
WisdomTree Europe Equity EUR UCITS ETF HEDF
WisdomTree Germany Equity EUR UCITS ETF DXGY

All data is sourced from wisdomTree and Bloomberg, unless otherwise stated.

WisdomTree Europe Equity EUR UCITS ETF HEDF

WisdomTree Europe Equity GBP Hedged UCITSETF  HEDP

WisdomTree Europe Equity USD Hedged UCITSETF ~ HEDJ

WisdomTree Europe Equity CHF Hedged UCITSETF  HEDD

WisdomTree Germany Equity EUR UCITS ETF DXGY

WisdomTree Germany Equity GBP Hedged UCITS

o DXGP
WisdomTree Germany Equity USD Hedged UCITS

DXGE
ETF
WisdomTree Germany Equity CHF Hedged UCITS OXGD

ETF

View the online version of this article here.
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Important Information

Marketing communications issued in the European Economic Area (“EEA”): This
document has been issued and approved by WisdomTree Ireland Limited, which is authorised
and regulated by the Central Bank of Ireland.

Marketing communications dssued in jurisdictions outside of the EEA: This
document has been qissued and approved by WisdomTree UK Limited, which 1is authorised and
regulated by the uUnited Kingdom Financial Conduct Authority.

wisdomTree 1Ireland Limited and WwisdomTree UK Limited are each referred to as
“WisdomTree” (as applicable). our conflicts of Interest Policy and Inventory are
available on request.

For professional clients only. The information contained in this document is for
your general information only and 1is neither an offer for sale nor a
solicitation of an offer to buy securities or shares. This document should not
be used as the basis for any investment decision. Investments may go up or down
in value and you may lose some or all of the amount invested. Past performance
is not necessarily a guide to future performance. Any decision to invest should
be based on the information contained in the appropriate prospectus and after
seeking independent investment, tax and legal advice.

The application of regulations and tax 1laws can often lead to a number of
different interpretations. Any views or opinions expressed in this communication
represent the views of wisdomTree and should not be construed as regulatory, tax
or Tlegal advice. WisdomTree makes no warranty or representation as to the
accuracy of any of the views or opinions expressed in this communication. Any
decision to invest should be based on the information contained 1in the
appropriate prospectus and after seeking independent investment, tax and Tlegal
advice.

This document is not, and under no circumstances is to be construed as, an advertisement
or any other step in furtherance of a public offering of shares or securities in the
United States or any province or territory thereof. Neither this document nor any copy
hereof should be taken, transmitted or distributed (directly or 1indirectly) into the
United States.

Although wisdomTree endeavours to ensure the accuracy of the content 1in this document,
wisdomTree does not warrant or guarantee its accuracy or correctness. Where wisdomTree
has expressed its own opinions related to product or market activity, these views may
change. Neither wisdomTree, nor any affiliate, nor any of their respective officers,
directors, partners, or employees accepts any liability whatsoever for any direct or
consequential Toss arising from any use of this document or its contents.
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