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The Dominoes Keep Falling

The results from today’s Italian referendum to reform the
legislative process has failed with the “No” side taking almost
60% of the vote. The referendum has claimed another victim,
Prime Minister Matteo Renzi who staked his political future on
a “Yes” vote. Renzi is set to offer his resignation Monday
Morning.

Another Brexit?

In one sense, the Italian referendum can be viewed as another
victory for populism, which has been gaining strength across
Europe. Euro-skepticism won its first major battle with Brexit
in June while global populist sentiment received a major shot
in the in arm from the election of Donald Trump in the U.S.

However, unlike both Brexit and the election of Trump, a “no”
vote in Italy wasn’t a major surprise. While undecideds ran
close to 20%, the “No” vote was leading in most polls by about
2-3% going into Sunday’s referendum. As a result, the markets
have had a much more muted response to the referendum. As
of this writing, major Asian equity indexes are down only
fractionally while bond yields are down 3-5 bps across Asia. In
a mild flight-to-quality, the euro is off modestly while the
broad U.S. dollar is up 0.6%. It should be noted that even this
muted reaction may only be partially the result of the Italian
vote. The markets, particularly across the Asian open, may
also be discounting the surprise resignation of New Zealand’s
prime minister John Key as well as heightened tensions around
U.S./China relations as president-elect Trump spoke with
Taiwan’s president. This was a mild faux pas since the U.S.
doesn’t recognize Taiwan as sovereign under the “One China”
doctrine. Regardless of the specific attribution to the Italian
vote, markets have gone mildly risk-off.

More Cracks in the Foundation

So the market response thus far has been muted. But what of
the larger implications? No, the structures supporting the EU
and Eurozone system are not collapsing, but today’s vote is
another discernable crack in the foundation. It is unclear as of
this writing whether Italy will form a new, caretaker
government or push for new elections in the next few weeks.
In the bigger picture, it may not matter.
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Italy’s growth has been failing, its deficits growing, and the
solvency of its banks are in question. The Italian banking
system is laboring under massive non-performing loans (NPLs)
which is hardly a recipe for reviving credit-driven growth.
Ineffective, fractious, and divided government holds little hope
of addressing these problems anytime soon. Moreover,
Renzi’s fall opens the door further for other Euro-skeptic
parties like Italy’s Five Star Movement. Predicting European
political paths is surely a fool’s game, but Renzi’'s defeat is
another headwind to keeping “the European experiment”
together.

Another Brick on the Load

While somewhat expected, today’s vote in Italy is moving
markets at the margin. However, it does little to change,
other than perhaps extend, many of our current views. We
expect 2017 to be a year of increased volatility and dispersion.
It would be naive to think geopolitical risk has passed post-
Brexit and the U.S. election. We believe it’s just getting more
interesting. The UK’s withdrawal under Article 50 may prove
sloppy at best and downright painful at worst. While markets
have reacted favorably towards Trump’s growth agenda in the
U.S., this weekend’s dust-up with Taiwan/China certainly
won’t be the last, as his inexperience and bombastic style
should provide plenty of thrills and spills for global investors.
Combined with elevated valuations across stocks globally, a
Fed on the verge of hiking rates, and interest rate fears
spreading across bond markets, it’s difficult to forecast a
reduction in asset volatility. After 7+ years of solid returns
across both stocks and bonds (post-Great Financial Crisis), we
expect investor emotions to be tested more severely in 2017.
Today’s Italian referendum is just another brick on the load
that investors will have to bear.

David F. Lafferty, CFA®
Senior Vice President — Chief Market Strategist
Investment Strategies Group (ISG)

ﬂ @LaffertyNatixis

FOR INVESTMENT PROFESSIONAL USE ONLY

durableportfolios.com


https://twitter.com/LaffertyNatixis
https://twitter.com/LaffertyNatixis

CAPITAL MARKET NOTES

CFA® and Chartered Financial Analyst ® are registered trademarks owned by the CFA Institute.

Any opinions or forecasts contained herein reflect the subjective judgments and assumptions of the authors only. There can be no assurance that
developments will transpire as forecasted, and actual results may vary. Other industry analysts and investment personnel may have different views and
make different assumptions. Accuracy of data is not guaranteed, but represents best judgment, as derived from a variety of sources. The information is
subject to change at any time without notice.

This report may contain references to third party copyrights, indexes, and trademarks, each of which is the property of its respective owner. Such
owner is not affiliated with Natixis Global Asset Management or any of its related or affiliated companies (collectively “NGAM”) and does not sponsor,
endorse or participate in the provision of any NGAM services, funds or other financial products.

Index information contained herein is derived from third parties and is provided on an “as is” basis. The user of this information assumes the entire risk
of use of this information. Each of the third party entities involved in compiling, computing or creating index information disclaims all warranties
(including, without limitation, any warranties of originality, accuracy, completeness, timeliness, non-infringement, merchantability and fitness for a
particular purpose) with respect to such information.

This communication is for information only and is intended for investment service providers or other Professional Clients. This material may not be
distributed, published, or reproduced, in whole or in part. Although Natixis Global Asset Management believes the information provided in this material
to be reliable, it does not guarantee the accuracy, adequacy or completeness of such information. The analyses and opinions referenced herein
represent the subjective views of the author as referenced and are subject to change. There can be no assurance that developments will transpire as
may be forecasted in this material.

FOR INVESTMENT PROFESSIONAL USE ONLY durableportfolios.com



CAPITAL MARKET 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, DTower, 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 Espaia.
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 Ziirich. 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.0.C . Registered address: 16F-1, No. 76, Section 2, Tun Hwa South Road, Taipei, Taiwan, Da-An District, 106 (Ruentex Financial
Building I), R.0.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. 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 Representacién (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 Comisién 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, S.A., 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 authorised. Their services and the
products they manage are not available to all investors in all jurisdictions.

In Canada: Furnished by NGAM Distribution, L.P. ("NGAM Distribution"), with its principal office located in Boston, M4, is not registered in Canada
and any dealings with prospective clients or clients in Canada is in reliance upon an exemption from the dealer registration requirement in National
Instrument 31-103 Registration Requirements, Exemptions and Ongoing Registrant Obligations. There may be difficulty enforcing legal rights against
NGAM Distribution because it is resident outside of Canada and all or substantially all of its assets may be situated outside of Canada. The agent for
service of process in Alberta is Borden Ladner Gervais LLP (Jonathan Doll), located at Centennial Place, East Tower, 1900, 520 - 3rd Avenue SW,
Calgary, Alberta T2P OR3. The agent for service of process in British Columbia is Borden Ladner Gervais LLP (Jason Brooks), located at 1200
Waterfront Centre, 200 Burrard Street, P.O. Box 48600, Vancouver, BC V7X 1T2. The agent for service of process in Ontario is Borden Ladner Gervais
LLP (John E. Hall), located at Scotia Plaza, 40 King St. W, Toronto, ON M5H 3Y4. The agent for service of process in Quebec is Borden Ladner Gervais
LLP (Christian Faribault), located at 1000 de La Gauchetiere St. W, Suite 900, Montreal, QC H3B 5H4. This is not and should not be considered as an
offering of securities or services to any person residing in Canada. Nothing contained herein shall constitute an offer or solicitation to any person
residing in Canada. Subject to the restrictions of applicable Canadian securities laws. In the United States: Furnished by NGAM Distribution L.P., 399
Boylston St., Boston, MA 02116. Natixis Global Asset Management consists of Natixis Global Asset Management, S.A.,, NGAM Distribution, L.P.,, NGAM
Advisors, L.P.,, NGAM S.A., and NGAM S.A.’s business development units across the globe, each of which is an affiliate of Natixis Global Asset
Management, S.A. The affiliated investment managers and distribution companies are each an affiliate of Natixis Global Asset Management, S.A.

This material should not be considered a solicitation to buy or an offer to sell any product or service to any person in any jurisdiction where such
activity would be unlawful. Investors should consider the investment objectives, risks and expenses of any investment carefully before
investing.

CC283-1216

FOR INVESTMENT PROFESSIONAL USE ONLY durableportfolios.com



