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Focus on Italy: Bonds and Banks after
Trump and before the referendum

Market environment

The Italian referendum is scheduled for this Sunday 4™ December. Since the US elections we have
seen that rates have risen across the globe.

US bonds were very expensive with unprecedented sharply negative term premiums (-70bps at the
year low on 10y bonds) before the US elections. The low volatility through the summer was
evidence of complacency. On the monetary side, Janet Yellen argued in her Boston speech that the
Fed could let the economy ‘run hot’ temporarily. These comments only added to speculation that
the Fed is already behind the curve. The unexpected election of Donald Trump as US President
rocked markets. A political risk premium is now priced in US bonds, considering the uncertainty
surrounding the complicated nomination process of the new Administration and future fiscal and
foreign policy. Deficits may increase significantly which would put additional pressure on long-term
bond yields. It is very difficult to gauge bond issuance risk at present. Protectionism would be
inflationary and detrimental to growth. This bodes well for US TIPS and steepeners. Spot CPI
inflation will likely rise to 2.5% by March, which should raise the floor under US yields in the
coming months.

The political uncertainty associated with the upcoming constitutional referendum on Sunday in Italy
is the main reason for the selloff in Italian bonds. Spreads on Italian debt have steadily widened
since mid-October from about 140bps to as high as 190bps versus Bunds. Then, on Monday 28%"
November, Mr Draghi said the “"ECB Purchase Program is sufficiently flexible” to buy Italian bonds if
necessary and spreads came down to 170 bps as of today. In the past month, there has been a
series of polls showing that the “"No” vote will likely prevail. Renzi may step down if the outcome is
indeed “No”. However, snap elections are unlikely (we think that it is not in the interest of the
center-left and center-right to open the door for a possible M5S government). Instead, the
President could nominate Letta or Padoan (current Finance Minister) as new Prime Minister, so that
there would a continuation of policy. The 2018 general elections would be maintained. We
nevertheless stress the possibility that Renzi could stay in power regardless of the vote. Prominent
political figures like Monti (although campaigning for *No”) would favor status quo in government.

As concerns market strategies, BTP spreads have the potential to widen further and the Italian
yield curve should steepen. After the results, spreads may shoot up to about 200bps. In our view,
liquidity of the BTP futures enable investors to hedge all kinds of peripheral risks. There are hence
unwelcome side effects on the Italian bond market. Institutional investors in Italy may
nevertheless step in at 2.30-2.50% 10-year yields.

Impact of the referendum on Italian banks

In case the outcome is "No” we project negative market sentiment on Italian banks. Conversely,
the impact would only be limited in case of a “Yes” vote.

Regarding banks’ fundamentals, we do not expect any impact in the short run - whether the
outcome is “No” or “Yes”. Indeed, a victory of a “Yes” would not be a catalyst to improve the
situation of Italian banks. In the long run, the impact of a "No” vote or a “Yes” vote would be
indirect. First it could impact the Italian economy and have second round effects on banks.
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Potential negative impact on market sentiment in case of a "No” vote

We remind that the Italian banking system is plagued by a huge stock of non-performing loans
(NPL). The system is also heterogeneous and fragmented.

On one hand, there are the strongest Italian banks which we consider are long term survivors
(Unicrédit, Intesa, Ubibanca, Mediobanca etc.) Even if these banks are not the most robust on a
global basis, we take comfort on their ability to solve their NPL issue and clean their balance sheet.
On the other hand, there are distressed banks such as Monte dei Paschi or Carige which suffer from
extremely poor asset quality leading to huge solvency issues.

Some banks (Unicrédit, Monte dei Paschi etc.) have announced capital increase plans. They are
subject to execution risk driven by the political risk embedded in the referendum. Indeed, a “no”
victory could lead to political uncertainties which would impact negatively investors’ sentiment. This
could impede banks to execute the announced capital increases. It is also paramount for some
banks to maintain, or regain investors’ sentiment and access to capital markets for their funding.
Lastly, it is to keep in mind that Italian banks still have large holdings of Italian governments
bonds. Should their valuations be volatile in case of a "no” vote, that would be a mildly negative for
the system through higher volatility in capital. That again would be a problem for weak banks,
making them look even worse.
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Legal information

This document is intended for professional clients.

It may not be used for any purpose other than that for which it was intended and may not be reproduced,
disseminated or disclosed to third parties, whether in part or in whole, without prior written consent from
Natixis Asset Management. No information contained in this document may be interpreted as being contractual
in any way. This document has been produced purely for informational purposes. The analyses and opinions
referenced herein represent the subjective views of the author(s) as referenced, are as of the date shown and
are subject to change without prior notice. There can be no assurance that developments will transpire as may
be forecasted in this material. Natixis Asset Management reserves the right to modify the information presented
in this document at any time without notice. Natixis Asset Management will not be held liable for any decision
taken or not taken on the basis of the information in this document, nor for any use that a third party might
make of the information. Figures mentioned refer to previous years. Past performance does not guarantee
future results. Under Natixis Asset Management’s social responsibility policy, and in accordance with the
treaties signed by the French government, the funds directly managed by Natixis Asset Management do not
invest in any company that manufactures sells or stocks anti-personnel mines and cluster bombs.

This non-contractual document has been prepared by Natixis AM on 30" November, 2016.

NATIXIS ASSET MANAGEMENT

Registered Office: 21 quai d'Austerlitz - 75 634 Paris Cedex 13
- Tel. +33 1 78 40 80 00

Limited Liability Company, Share Capital €50,434,604.76
Regulated by AMF under n°GP 90-009

Company Trade Registration (RCS) Number 329 450 738 Paris
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Additional notes

This material has been provided for information purposes only to investment service providers or other
Professional Clients, Qualified or Institutional Investors and, when required by local regulation, only at their
written request.

In the E.U. (outside of the UK) This material is provided by NGAM S.A. or one of its branch offices listed
below. NGAM S.A. is a Luxembourg management company that is authorized by the Commission de
Surveillance du Secteur Financier and is incorporated under Luxembourg laws and registered under n. B
115843. Registered office of NGAM S.A.: 2, rue Jean Monnet, L-2180 Luxembourg, Grand Duchy of
Luxembourg. France: NGAM Distribution (n.509 471 173 RCS Paris). Registered office: 21 quai d'Austerlitz,
75013 Paris. Italy: NGAM S.A., Succursale Italiana (Bank of Italy Register of Italian Asset Management
Companies no 23458.3). Registered office: Via Larga, 2 - 20122, Milan, Italy. Germany: NGAM S.A.,
Zweigniederlassung Deutschland (Registration number: HRB 88541). Registered office: Im Trutz Frankfurt 55,
Westend Carrée, 7. Floor, Frankfurt am Main 60322, Germany. Netherlands: NGAM, Nederlands filiaal
(Registration number 50774670). Registered office: World Trade Center Amsterdam, Strawinskylaan 1259, D-
Tower, Floor 12, 1077 XX Amsterdam, the Netherlands. Sweden: NGAM, Nordics Filial (Registration number
516405-9601 - Swedish Companies Registration Office). Registered office: Kungsgatan 48 5tr, Stockholm 111
35, Sweden. Spain: NGAM, Sucursal en Espafia. Registered office: Torre Colon II - Plaza Colon, 2 - 28046
Madrid, Spain.

In Switzerland This material is provided for information purposes only by NGAM, Switzerland Sarl, Rue du
Vieux College 10, 1204 Geneva, Switzerland or its representative office in Zurich, Schweizergasse 6, 8001
Zirich.

In the U.K. This material is approved and provided by NGAM UK Limited which is authorised and regulated by
the UK Financial Conduct Authority (register no. 190258). This material is intended to be communicated to
and/or directed at persons (1) in the United Kingdom, and should not to be regarded as an offer to buy or sell,
or the solicitation of any offer to buy or sell securities in any other jurisdiction than the United Kingdom; and
(2) who are authorised under the Financial Services and Markets Act 2000 (FSMA 2000); or are high net worth
businesses with called up share capital or net assets of at least £5 million or in the case of a trust assets of at
least £10 million; or any other person to whom the material may otherwise lawfully be distributed in
accordance with the FSMA 2000 (Financial Promotion) Order 2005 or the FSMA 2000 (Promotion of Collective
Investment Schemes) (Exemptions) Order 2001 (the "Intended Recipients"). To the extent that this material is
issued by NGAM UK Limited, the fund, services or opinions referred to in this material are only available to the
Intended Recipients and this material must not be relied nor acted upon by any other persons. Registered
Office: NGAM UK Limited, One Carter Lane, London, EC4V 5ER.

In the DIFC This material is provided in and from the DIFC financial district by NGAM Middle East, a branch of
NGAM UK Limited, which is regulated by the DFSA. Related financial products or services are only available to
persons who have sufficient financial experience and understanding to participate in financial markets within
the DIFC, and qualify as Professional Clients as defined by the DFSA. Registered office: Office 603 - Level 6,
Currency House Tower 2, PO Box 118257, DIFC, Dubai, United Arab Emirates.

In Japan This material is provided by Natixis Asset Management Japan Co., Registration No.: Director-General
of the Kanto Local Financial Bureau (kinsho) No. 425. Content of Business: The Company conducts
discretionary asset management business and investment advisory and agency business as a Financial
Instruments Business Operator. Registered address: 2-2-3 Uchisaiwaicho, Chiyoda-ku, Tokyo.

In Taiwan This material is provided by NGAM Securities Investment Consulting Co., Ltd., a Securities
Investment Consulting Enterprise regulated by the Financial Supervisory Commission of the R.O.C . Registered
address: 16F-1, No. 76, Section 2, Tun Hwa South Road, Taipei, Taiwan, Da-An District, 106 (Ruentex Financial
Building I), R.O.C., license number 2012 FSC SICE No. 039, Tel. +886 2 2784 5777.

In Singapore This material is provided by NGAM Singapore (name registration no. 53102724D) to distributors
and institutional investors for informational purposes only. NGAM Singapore is a division of Natixis Asset
Management Asia Limited (company registration no. 199801044D). Registered address of NGAM Singapore: 10
Collyer Quay, #14-07/08 Ocean Financial Centre, Singapore 049315.

In Hong Kong This material is issued by NGAM Hong Kong Limited.

In Australia This document is issued by NGAM Australia Pty Limited (NGAM Aust) (ABN 60 088 786 289)
(AFSL No. 246830) and is intended for the general information of financial advisers and wholesale clients only .

In New Zealand This document is intended for the general information of New Zealand wholesale investors
only and does not constitute financial advice. This is not a regulated offer for the purposes of the Financial
Markets Conduct Act 2013 (FMCA) and is only available to New Zealand investors who have certified that they
meet the requirements in the FMCA for wholesale investors. NGAM Australia Pty Limited is not a registered
financial service provider in New Zealand.
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In Latin America This material is provided by NGAM S.A.

In Chile Esta oferta privada se acoge a la Norma de Caracter General N°336 de la SVS de Chile.

In Uruguay This material is provided by NGAM Uruguay S.A., a duly registered investment advisor, authorised
and supervised by the Central Bank of Uruguay. Registered office: WTC - Luis Alberto de Herrera 1248, Torre
3, Piso 4, Oficina 474, Montevideo, Uruguay, CP 11300. The sale or offer of any units of a fund qualifies as a
private placement pursuant to section 2 of Uruguayan law 18,627.

In Colombia This material is provided by NGAM S.A. Oficina de Representaciéon (Colombia) to professional
clients for informational purposes only as permitted under Decree 2555 of 2010. Any products, services or
investments referred to herein are rendered exclusively outside of Colombia. This material does not constitute a
public offering in Colombia and is addressed to less than 100 specifically identified investors.

In Mexico This material is provided by NGAM Mexico, S. de R.L. de C.V., which is not a regulated financial
entity with the Comisiéon Nacional Bancaria y de Valores or any other Mexican authority. This material should
not be considered an offer of securities or investment advice or any regulated financial activity. Any products,
services or investments referred to herein are rendered exclusively outside of Mexico.

The above referenced entities are business development units of Natixis Global Asset Management, the holding
company of a diverse line-up of specialised investment management and distribution entities worldwide. The
investment management subsidiaries of Natixis Global Asset Management conduct any regulated activities only
in and from the jurisdictions in which they are licensed or authorized. Their services and the products they
manage are not available to all investors in all jurisdictions. It is the responsibility of each investment service
provider to ensure that the offering or sale of fund shares or third party investment services to its clients
complies with the relevant national law.

The provision of this material and/or reference to specific securities, sectors, or markets within this material
does not constitute investment advice, or a recommendation or an offer to buy or to sell any security, or an
offer of services. Investors should consider the investment objectives, risks and expenses of any investment
carefully before investing. The analyses, opinions, and certain of the investment themes and processes
referenced herein represent the views of the portfolio manager(s) as of the date indicated. These, as well as the
portfolio holdings and characteristics shown, are subject to change. There can be no assurance that
developments will transpire as may be forecasted in this material. Past performance information presented is
not indicative of future performance.

Although Natixis Global Asset Management believes the information provided in this material to be reliable,
including that from third party sources, it does not guarantee the accuracy, adequacy, or completeness of such
information. This material may not be distributed, published, or reproduced, in whole or in part.

All amounts shown are expressed in USD unless otherwise indicated.

NGAM SA.

Registered Office: 2, rue Jean Monnet, L-2180 Luxembourg, Grand Duchy of Luxembourg

Luxembourg management company that is authorized by the Commission de Surveillance du Secteur Financier
and is incorporated under Luxembourg laws

Registered under n. B 115843
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