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After the vote – what’s
next for Italian politics
and financial markets

Italy after the referendum
1. Day one after the vote
Everything is back to like it was before, but nothing is like it used to be. Italy’s
constitutional referendum has been rejected by 59.1% of the voters on an
unusually high turnout of 69%. As a consequence, Prime Minister Matteo Renzi
has stepped down, taking responsibility for what had come to be seen as “his”
referendum. He is set to submit his resignation to the Italian president, Sergio
Mattarella, soon.
2. What exactly have voters rejected?
The Italian Parliament is the constitutional body in charge of lawmaking and
consists of two Houses, the Lower House (“Camera dei Deputati”) and the
Senate. Each can decide to put forward a new law: it is then up to the other
chamber to ratify the proposal or to reject it. If any amendment is put forward to
the proposed law, the other chamber has to rewrite it. The reform proposal that
was put before the voters would have limited the lawmaking powers of the
Senate in order to strengthen the elected Lower House, aiming to reduce Italy’s
notorious gridlock in Parliament and help tackle the country’s infamous inability
to let any single government last for its intended term. Additionally, the reform
would have clarified the “grey areas” of overlapping competence between the
central State and the Regions.
3. Why have voters rejected the reform proposal?
While nearly everybody agrees that Italy’s electoral system needs urgent and
comprehensive reform, arguably about half of those who voted “No” did so
because they considered the reform proposal to go too far. It was seen by many
as giving elected governments too much power and making Italy’s government
administration even more centralized than it already is. The other half of the
“No” voters probably simply expressed a lack of confidence in Matteo Renzi’s
government just over two years and a half into his term as Prime Minister. The
country has been dealing with high levels of unemployment, high external debt
and mismanaged immigration policies for several years.

4. What’s going to happen in the next few days?
It will fall to President Mattarella to assemble a new interim government that has
a sufficiently large mandate to lead the country until the next scheduled
elections, to be held between September 2017 and May 2018 latest. He may
well be able to do this over the next few days. The resulting administration
would be supported by broadly the same majority as enjoyed by Renzi’s
Cabinet. A snap election would only need to be called if he failed in this
endeavour, something we currently consider to be unlikely, giving this scenario
a 10-15% chance.
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5. Is this the end of reforms?
The resounding defeat of the referendum does not mean an end to reforms.
As mentioned above, the vast majority of Italians want an electoral reform,
just not the one that was proposed in the referendum, which was seen by many
as going too far and centralizing power too much.
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The threat of early
elections

Italy after the referendum
6. Is there going to be an early election?
No Italian politician wants a snap election, not even the opposition, except for
the anti-euro “M5S” movement and possibly the regional “Lega Nord”, and for
good reason: none of the established parties would benefit, rather they would
lose power to these two new “upstart” movements. Thus, the main parties on
either side of the political spectrum would rather wait until March 2018 before
facing the voters again, because the No vote was a vote against all
establishment parties. Additionally, nearly everybody appears to recognize that
winning another election in the present electoral system is of limited use. Thus,
there is a strong will for another attempt at electoral reform before the next
election. This is a rare point of agreement between established politicians and
the voting public. A win of the M5S movement might lead to a non-legally
binding referendum on Euro or EU membership, or both, and represents the
most radical scenario in terms of political uncertainty and financial market
upheaval.
Hence, an interim government is by far the likeliest outcome, be it in the shape
of a caretaker government or a “technical” government. The big question is
whether the interim government will be able to reform the voting system
between now and March 2018. Any temporary government will be all too aware
that if a second attempt at electoral reform fails, this would strengthen the
“fringe” of the opposition, something that should serve as an incentive to
push through a type of reform that has the population’s backing. Passing a
sensible electoral reform should therefore be the interim government’s number
one priority.
7. How are financial markets reacting?
The outcome of the referendum was expected, if not by such a wide margin.
Hence, a No vote was arguably priced in already. The euro, which initially fell to
USD1.05 (a 20-month low) recovered quickly to levels above 1.06 again. Price
falls on equity and bond markets were very short term as well and corrected
quickly in early trading. Yields on Italian government bonds (BTPs) which had
risen in Q4 in the forefront of the referendum, corrected a short term upshot and
moved back to the level of 2% again in the first trading hours on Monday. Italian
equity and bond markets have turned into slightly negative territory later on
Monday, but overall the market reaction has been relatively muted.
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8. What’s the impact on Italian banks?
Italian banks are in the spotlight of international markets. A few major Italian
banks are in the midst of recapitalization efforts that are likely to be badly
affected by financial turmoil. It is Italian banks that are largely responsible for
the 20% fall in the Italian equity market since the start of the year: excluding
banks, the market is down by 7% year to date. It seems likely that Italian banks
will continue to underperform the broader European index until a plan to deal
with the non-performing loan issue can be put in place. All this looks likely to
drag down Italian equities overall. Losses would deepen if it proved impossible
to form an interim government.
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The ECB’s response

Italy after the referendum
9. What will the European Central Bank do?
Before the referendum, we had been expecting the ECB to announce an
extension of their quantitative easing program from March 2017 to September
2017 at their next meeting on December 8. Last night’s vote makes this even
more likely. We consider the ECB unlikely to step in with emergency measures
before that date unless an unforeseen event happens.
10. What are Italy’s main economic challenges?
Italian GDP grew by 0.3% quarter on quarter in Q3 2016, above consensus,
after having stagnated in Q2. The internal dynamics are resilient. Domestic
demand is a positive contributor to growth, while foreign trade is dragging
economic activity down. Investment is accelerating and inventories are finally
rebounding. If economic activity stagnates in Q4, overall 2016 growth would be
around 0.8%, in line with government forecasts. Any growth in Q4, on the other
hand, could boost that figure. Consumer confidence has been falling in 2016,
and is currently at 2015 levels. Industrial production, on the other hand, fell
0.8% month on month in September after having risen 1.8% month on month in
August and 0.5% in July. The annual increase remained positive at +4.4% when
adjusted for calendar effects. Finally, the main leading indicator – the Markit
Composite Purchasing Managers Index (PMI) has been constantly above the
expansion threshold of 50 since December 2014: the last reading for October
was 51.1.
Overall we don’t see a need to adjust our strategic capital market
view in light of this referendum result.
The following chart illustrates one of Italy’s structural challenges – lack of
competitivity.
Comparing average GDP and Total Factor Productivity (TFP) growth (19902015) (%)
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Glossary
BTP (in full, Buoni del Tesoro Poliannuali) are Italian government bonds.
ECB stands for European Central Bank, the central bank of the Eurozone, the group of countries that use the euro as
their official currency.
Government bonds are issued by a government to support government spending, mostly in the country's domestic
currency and are backed by the full faith of the government.
Gross domestic product (GDP) is the monetary value of all the finished goods and services produced within a country's
borders in a specific time period. of the governme
PMI stands for Purchasing Managers' Index, an indicator of the economic health of the manufacturing sector. It is based
on five major indicators: new orders, inventory levels, production, supplier deliveries and the employment environment.
The purpose of the PMI is to provide information about current business conditions to company decision makers analysts
and purchasing managers.
Quantitative easing is an unconventional monetary policy tool, in which a central bank conducts a broad-based asset
purchases.
Yield is the income return on an investment referring to the interest or dividends received from a security and is usually
expressed annually as a percentage based on the investment's cost, its current market value or its face value.
5SM stands for 5-Star-Movement and is the name of a political party in Italy that is currently in opposition to the country’s
government.
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Important note
Deutsche Bank Wealth Management offers wealth management solutions for wealthy individuals, their families and select institutions worldwide. Deutsche Bank Wealth
Management, through Deutsche Bank AG, its affiliated companies and its officers and employees (collectively “Deutsche Bank”) are communicating this document in good faith and
on the following basis.
Deutsche Bank Wealth Management is the brand name of the Wealth Management business unit of Deutsche Bank Group, offering high net worth client a broad range of traditional
and alternative investment solutions, providing a holistic service for all aspects of Wealth Management.
This document has been prepared without consideration of the investment needs, objectives or financial circumstances of any investor. Before making an investment decision,
investors need to consider, with or without the assistance of an investment adviser, whether the investments and strategies described or provided by Deutsche Bank, are
appropriate, in light of their particular investment needs, objectives and financial circumstances. Furthermore, this document is for information/ discussion purposes only and does
not constitute an offer, recommendation or solicitation to conclude a transaction and should not be treated as giving investment advice.
Deutsche Bank does not give tax or legal advice. Investors should seek advice from their own tax experts and lawyers, in cons idering investments and strategies suggested by
Deutsche Bank. Investments with Deutsche Bank are not guaranteed, unless specified. Unless notified to the contrary in a particular case, investment instruments are not insured by
the Federal Deposit Insurance Corporation (“FDIC”) or any other governmental entity, and are not guaranteed by or obligations of Deutsche Bank AG or its affiliates.
Investments are subject to various risks, including market fluctuations, regulatory change, counterparty risk, possible delays in repayment and loss of income and principal invested.
The value of investments can fall as well as rise and you may not recover the amount originally invested at any point in time. Furthermore, substantial fluctuations of the value of the
investment are possible even over short periods of time.
This publication contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates, projections, opinions, models and
hypothetical performance analysis. The forward looking statements expressed constitute the author’s judgment as of the date of this material. Forward looking statements involve
significant elements of subjective judgments and analyses and changes thereto and/or consideration of different or additional factors could have a material impact on the results
indicated. Therefore, actual results may vary, perhaps materially, from the results contained herein. No representation or warranty is made by Deutsche Bank as to the
reasonableness or completeness of such forward looking statements or to any other financial information contained herein.
The terms of any investment will be exclusively subject to the detailed provisions, including risk considerations, contained in the Offering Documents. When making an investment
decision, you should rely on the final documentation relating to the transaction and not the summary contained herein.
Past performance is no guarantee of current or future performance. Nothing contained herein shall constitute any representation or warranty as to future performance.
This document may not be reproduced or circulated without our written authority. The manner of circulation and distribution of this document may be restricted by law or regulation in
certain countries, including the United States. This document is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located
in any locality, state, country or other jurisdiction, including the United States, where such distribution, publication, availability or use would be contrary to law or regulation or which
would subject Deutsche Bank to any registration or licensing requirement within such jurisdiction not currently met within such jurisdiction. Persons into whose possession this
document may come are required to inform themselves of, and to observe, such restrictions.
Kingdom of Bahrain
For Residents of the Kingdom of Bahrain: This document does not constitute an offer for sale of, or participation in, securities, derivatives or funds marketed in Bahrain within the
meaning of Bahrain Monetary Agency Regulations. All applications for investment should be received and any allotments should be made, in each case from outside of Bahrain. This
document has been prepared for private information purposes of intended investors only who will be institutions. No invitation shall be made to the public in the Kingdom of Bahrain
and this document will not be issued, passed to, or made available to the public generally. The Central Bank (CBB) has not reviewed, nor has it approved, this document or the
marketing of such securities, derivatives or funds in the Kingdom of Bahrain. Accordingly, the securities, derivatives or funds may not be offered or sold in Bahrain or to residents
thereof except as permitted by Bahrain law. The CBB is not responsible for performance of the securities, derivatives or funds.
State of Kuwait
This document has been sent to you at your own request. This presentation is not for general circulation to the public in Kuwait. The Interests have not been licensed for offering in
Kuwait by the Kuwait Capital Markets Authority or any other relevant Kuwaiti government agency. The offering of the Interests in Kuwait on the basis a private placement or public
offering is, therefore, restricted in accordance with Decree Law No. 31 of 1990 and the implementing regulations thereto (as amended) and Law No. 7 of 2010 and the bylaws
thereto (as amended). No private or public offering of the Interests is being made in Kuwait, and no agreement relating to the sale of the Interests will be concluded in Kuwait. No
marketing or solicitation or inducement activities are being used to offer or market the Interests in Kuwait.
United Arab Emirates
Deutsche Bank AG in the Dubai International Financial Centre (registered no. 00045) is regulated by the Dubai Financial Services Authority. Deutsche Bank AG - DIFC Branch may
only undertake the financial services activities that fall within the scope of its existing DFSA license. Principal place of business in the DIFC: Dubai International Financial Centre,
The Gate Village, Building 5, PO Box 504902, Dubai, U.A.E. This information has been distributed by Deutsche Bank AG. Related financial products or services are only available to
Professional Clients, as defined by the Dubai Financial Services Authority.
State of Qatar
Deutsche Bank AG in the Qatar Financial Centre (registered no. 00032) is regulated by the Qatar Financial Centre Regulatory Authority. Deutsche Bank AG – QFC Branch may only
undertake the financial services activities that fall within the scope of its existing QFCRA license. Principal place of business in the QFC: Qatar Financial Centre, Tower, West Bay,
Level 5, PO Box 14928, Doha, Qatar. This information has been distributed by Deutsche Bank AG. Related financial products or services are only available to Business Customers,
as defined by the Qatar Financial Centre Regulatory Authority.
Kingdom of Saudi Arabia
Deutsche Securities Saudi Arabia LLC Company, (registered no. 07073-37) is regulated by the Capital Market Authority. Deutsche Securities Saudi Arabia may only undertake the
financial services activities that fall within the scope of its existing CMA license. Principal place of business in Saudi Arabia: King Fahad Road, Al Olaya District, P.O. Box 301809,
Faisaliah Tower - 17th Floor, 11372 Riyadh, Saudi Arabia.
United Arab Emirates
Deutsche Bank AG in the Dubai International Financial Centre (registered no. 00045) is regulated by the Dubai Financial Services Authority. Deutsche Bank AG - DIFC Branch may
only undertake the financial services activities that fall within the scope of its existing DFSA license. Principal place of business in the DIFC: Dubai International Financial Centre,
The Gate Village, Building 5, PO Box 504902, Dubai, U.A.E. This information has been distributed by Deutsche Bank AG. Related financial products or services are only available to
Professional Clients, as defined by the Dubai Financial Services Authority.
This document may not be distributed in Canada, Japan, the United States of America, or to any U.S. person.
© November 2016 Deutsche Bank AG
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Important disclosures - UK
In the UK this publication is considered a financial promotion and is approved by Deutsche Asset Management (UK) Limited on behalf of all entities
trading as Deutsche Bank Wealth Management in the UK.
Deutsche Bank Wealth Management (DBWM) offers wealth management solutions for wealthy individuals, their families and select institutions
worldwide and is part of the Deutsche Bank Group. DBWM is communicating this document in good faith and on the following basis.
This document is a financial promotion and is for general information purposes only and consequently may not be complete or accurate for your specific
purposes. It is not intended to be an offer or solicitation, advice or recommendation, or the basis for any contract to purchase or sell any security, or
other instrument, or for Deutsche Bank to enter into or arrange any type of transaction as a consequence of any information contained herein. It has
been prepared without consideration of the investment needs, objectives or financial circumstances of any investor. This document does not identify all
the risks (direct and indirect) or other considerations which might be material to you when entering into a transaction. Before making an investment
decision, investors need to consider, with or without the assistance of an investment adviser, whether the investments and strategies described or
provided by Deutsche Bank, are suitability and appropriate, in light of their particular investment needs, objectives and financial circumstances. We
assume no responsibility to advise the recipients of this document with regard to changes in our views.
Past performance is no guarantee of future results.
The products mentioned in this document may be subject to investment risk including market fluctuations, regulatory change, counterparty risk, possible
delays in repayment and loss of income and principal invested. Additionally, investments denominated in an alternative currency will be subject to
currency risk, changes in exchange rates which may have an adverse effect on the value, price or income of the investment. The value of an
investment can fall as well as rise and you might not get back the amount originally invested at any point in time. We have gathered the information
contained in this document from sources we believe to be reliable; but we do not guarantee the accuracy, completeness or fairness of such information
and it should not be relied on as such. Deutsche Bank has no obligation to update, modify or amend this document or to otherwise notify the recipient in
the event that any matter stated herein, or any opinion, projection, forecast or estimate set forth herein, changes or subsequently becomes inaccurate.
Deutsche Bank does not give taxation or legal advice. Prospective investors should seek advice from their own taxation agents and lawyers regarding
the tax consequences on the purchase, ownership, disposal, redemption or transfer of the investments and strategies suggested by Deutsche Bank.
The relevant tax laws or regulations of the tax authorities may change at any time. Deutsche Bank is not responsible for and has no obligation with
respect to any tax implications on the investment suggested.
This document may not be reproduced or circulated without our written authority. The manner of circulation and distribution of this document may be
restricted by law or regulation in certain countries, including the United States. This document is not directed to, or intended for distribution to or use by,
any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, including the United States, where such
distribution, publication, availability or use would be contrary to law or regulation or which would subject Deutsche Bank to any registration or licensing
requirement within such jurisdiction not currently met within such jurisdiction. Persons into whose possession this document may come are required to
inform themselves of, and to observe, such restrictions.
This document contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates, projections,
opinions, models and hypothetical performance analysis. The forward looking statements expressed constitute the author‘s judgement as of the date of
this material. Forward looking statements involve significant elements of subjective judgements and analyses and changes thereto and/or consideration
of different or additional factors could have a material impact on the results indicated. Therefore, actual results may vary, perhaps materially, from the
results contained herein. No representation or warranty is made by Deutsche Bank as to the reasonableness or completeness of such forward looking
statements or to any other financial information contained in this document.
Deutsche Bank conducts its business according to the principle that it must manage conflicts of interest fairly, both between itself and its clients and
between one client and another.
As a global financial services provider, Deutsche Bank faces actual and potential Conflicts of Interest periodically. The Bank’s policy is to take all
reasonable steps to maintain and operate effective organisational and administrative arrangements to identify and manage relevant conflicts. Senior
management within the Bank are responsible for ensuring that the Bank’s systems, controls and procedures are adequate to identify and manage
Conflicts of Interest.
This information is communicated by Deutsche Bank Wealth Management.
Deutsche Bank Wealth Management is a trading name of Deutsche Asset Management (UK) Limited. Registered in England & Wales No 5233891.
Registered Office: Winchester House, 1 Great Winchester Street, London EC2N 2DB. Deutsche Asset Management (UK) Limited is authorised and
regulated by the Financial Conduct Authority. Financial Services Registration Number 429806.
This document may not be distributed in Canada, Japan, the United States of America, or to any U.S. person.
© 2016 Deutsche Bank AG by Deutsche Asset Management (UK) Limited
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Risk Warning
Investments are subject to investment risk, including market fluctuations, regulatory change, possible delays in repayment and loss of
income and principal invested. The value of investments can fall as well as rise and you might not get back the amount originally
invested at any point in time.
Investments in Foreign Countries - Such investments may be in countries that prove to be politically or economically unstable.
Furthermore, in the case of investments in foreign securities or other assets, any fluctuations in currency exchange rates will affect the
value of the investments and any restrictions imposed to prevent capital flight may make it difficult or impossible to exchange or
repatriate foreign currency.
Foreign Exchange/Currency - Such transactions involve multiple risks, including currency risk and settlement risk. Economic or financial
instability, lack of timely or reliable financial information or unfavorable political or legal developments may substantially and
permanently alter the conditions, terms, marketability or price of a foreign currency. Profits and losses in transactions in foreign
exchange will also be affected by fluctuations in currency where there is a need to convert the product's denomination(s) to another
currency. Time zone differences may cause several hours to elapse between a payment being made in one currency and an offsetting
payment in another currency. Relevant movements in currencies during the settlement period may seriously erode potential profits or
significantly increase any losses.
High Yield Fixed Income Securities - Investing in high yield bonds, which tend to be more volatile than investment grade fixed income
securities, is speculative. These bonds are affected by interest rate changes and the creditworthiness of the issuers, and investing in
high yield bonds poses additional credit risk, as well as greater risk of default.
Hedge Funds - An investment in hedge funds is speculative and involves a high degree of risk, and is suitable only for "Qualified
Purchasers" as defined by the US Investment Company Act of 1940 and "Accredited Investors" as defined in Regulation D of the 1933
Securities Act. No assurance can be given that a hedge fund's investment objective will be achieved, or that investors will receive a
return of all or part of their investment.
Commodities - The risk of loss in trading commodities can be substantial. The price of commodities (e.g., raw industrial materials such
as gold, copper and aluminium) may be subject to substantial fluctuations over short periods of time and may be affected by
unpredicted international monetary and political policies. Additionally, valuations of commodities may be susceptible to such adverse
global economic, political or regulatory developments. Prospective investors must independently assess the appropriateness of an
investment in commodities in light of their own financial condition and objectives. Not all affiliates or subsidiaries of Deutsche Bank
Group offer commodities or commodities-related products and services.
Investment in private equity funds is speculative and involves significant risks including illiquidity, heightened potential for loss and lack
of transparency. The environment for private equity investments is increasingly volatile and competitive, and an investor should only
invest in the fund if the investor can withstand a total loss. In light of the fact that there are restrictions on withdrawals, transfers and
redemptions, and the Funds are not registered under the securities laws of any jurisdictions, an investment in the funds will be illiquid.
Investors should be prepared to bear the financial risks of their investments for an indefinite period of time.
Investment in real estate may be or become nonperforming after acquisition for a wide variety of reasons. Nonperforming real estate
investment may require substantial workout negotiations and/ or restructuring.
Environmental liabilities may pose a risk such that the owner or operator of real property may become liable for the costs of removal or
remediation of certain hazardous substances released on, about, under, or in its property. Additionally, to the extent real estate
investments are made in foreign countries, such countries may prove to be politically or economically unstable. Finally, exposure to
fluctuations in currency exchange rates may affect the value of a real estate investment.
Structured solutions are not suitable for all investors due to potential illiquidity, optionality, time to redemption, and the payoff profile of
the strategy. We or our affiliates or persons associated with us or such affiliates may: maintain a long or short position in securities
referred to herein, or in related futures or options, purchase or sell, make a market in, or engage in any other transaction involving such
securities, and earn brokerage or other compensation. Calculations of returns on the instruments may be linked to a referenced index or
interest rate. In such cases, the investments may not be suitable for persons unfamiliar with such index or interest rates, or unwilling or
unable to bear the risks associated with the transaction. Products denominated in a currency, other than the investor’s home currency,
will be subject to changes in exchange rates, which may have an adverse effect on the value, price or income return of the products.
These products may not be readily realizable investments and are not traded on any regulated market.
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