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Macroeconomic Analysis

Goldilocks is not feeling too well

The 2021-22 macroeconomic outlook
13 October 2021
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Agenda

O Supply bottlenecks will not kill the global recovery

US: the name of the game is excess demand, not
stagflation

Euro area: the recovery is past its peak

Italy: encouraging news from the economic cycle
and public finance

Global rates: it's not all about inflation
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Yesterday’s war already?

“The ECB’s monetary policy strategy
statement”, 8 July 2021

"An inflation buffer above zero per cent provides
monetary policy with space for interest rate cuts in
the event of adverse developments and a safety
margin against the risk of deflation through its
positive impact on the trend level of nominal
interest rates. The experience gained since 2003
has reinforced the macroeconomic importance of
an inflation buffer. [...]

When the economy is close to the lower bound,
this requires especially forceful or persistent
monetary policy measures to avoid negative
deviations from the inflation target becoming
entrenched.”

,,,,,,

.- “Statement on Longer-Run Goals and

:: Monetary Policy Strategy”, 26 January 2021

"Owing in part to the proximity of interest rates to
the effective lower bound, the Committee judges
that downward risks to employment and inflation
have increased. The Committee is prepared to use
its full range of tools to achieve itfs maximum
employment and price stability goals. [...]

The Committee judges that longer-term inflation
expectations that are well anchored at 2 percent
foster price stability and moderate long-term interest
rates and enhance the Committee’s ability to
promote maximum employment in the face of
significant economic disturbances."
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Inflation bounces back, globally and quickly

CPl, y/y % change in 21 countries in the last 25 years
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The official view: ‘hump-shaped’ path, temporary

increase (with nuances)

Monetary policy statement,
u 9 September 2021

“We expect inflation to rise further this autumn but
to decline next year. This temporary upswing in
inflation mainly reflects the strong increase in oil
prices since around the middle of last year, the
reversal of the temporary VAT reduction in
Germany, delayed summer sales in 2020 and cost
pressures that stem from temporary shortages of
materials and equipment. In the course of 2022
these factors should ease or will fall out of the
year-on-year inflation calculation.”

“Underlying inflation pressures have edged up. As
the economy recovers further, and supported by
our monetary policy measures, we expect
underlying inflation to rise over the medium term.
This increase is expected to be only gradual, since
it will take fime for the economy to return to
operating at full capacity, and therefore wages
are expected to grow only moderately. Measures
of longer-term inflation expectations have
continued to increase, but these remain some
distance from our two per cent target."

,,,,,,

. Chair Powell’s press conference, transcript,

%1 22 September 2021

““““

“Inflation is elevated and will likely remain so in
coming months before moderating. As the economy
contfinues to reopen and spending rebounds, we
are seeing upward pressure on prices, particularly
because supply bottlenecks in some sectors have
limited how quickly production can respond in the
near term. These boftleneck effects have been
larger and longer lasting than anficipated, leading
to upward revisions to parficipants inflation
projections for this year. While these supply effects
are prominent for now, they will abate, and as they
do inflation is expected to drop back toward our
longer-run goal. The median inflation projection
from FOMC participants falls from 4.2 percent this
year to 2.2 percent next year.

“Indicators of longer-term inflation expectations
appear broadly consistent with our longer-run
inflation goal of 2 percent. If sustained higher
inflation were to become a serious concern, we
would certainly respond and use our tools to assure
that inflation runs at levels that are consistent with
our goal”
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How long is temporary?

Relevance for

inflation

Outlook

Areas affected

Energy repricing

Supply bottlenecks
(container shipping,
microchips, scarcity of
truck drivers...)

Reopening effect

on high-contact
sectors

VAT effect

Very high

Direct (fransportation
costs: small
Indirect (scarcity): high

Significant

High but totally short
term

Impact to fade in
2022 and turn
negative

Some improvement
for microchips. For
container shipping:
2023%¢

Impact to fade in the
coming months

Noft relevant

Global (more intense
in EA for methane)

Global, but more
significant for U.S.
and Europe

Local, timing differs

Germany and EA
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Energy: inflationary impact expected to fade and

revert in 2022

Crude oil: cautiously positive. The
market should be close to balance in
4Q21 and 1Q22, but it will probably
come back into surplus in 2022.

Energy markets: winter risk. In Europe,
underfilled gas storages are rising
doubts about the stability of the
system in the event of a cold winter,
which would amplify gas demand for
heating

Industrial metals: still bullish, despite
short-term headwinds.

Agricultural commodities: volatility
and climate change. Most
agricultural goods should decline
amid expectations of easing supply
tightness. However, weather concerns
could fuel volatility

Inflationary impact of crude oil and natural gas
to fade from 2022Q2
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Source: Intesa Sanpaolo projections.
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The clogging of supply chains: no respite yet...

The cost of moving containers by sea is ... but what matters most is the disruption to
still rising... supply chains, which is felt the most in U.S. and
Europe
x 1,000 x 1,000
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...with a domino effect on the prices of manufaciured
goods...

Low inventories of finished goods, unreliable deliveries of intermediate goods,
failure to keep up with demand increases: all lead to widespread pressures on
the prices of manufactured goods.

Bottlenecks affect prices by creating
demand-supply mismatches: the striking

case of used cars in the U.S.
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...but both supply and demand are adjusting

B Record order book for container
ships (>20% of the fleet in order
according to IHS Markit). 5.3m TEU
of capacity to be added from 2023.

B Diversification and shortening of
supply chains (for instance, from
Asia to the Mediterranean)

B Big U.S. retailers are investing in
ships, to bypass the cartel of big
shipping companies

B Some frade from Asia to Europe is
moving from sea to rail.

B Higher prices may restrain tfrade
volumes.

Even assuming that prices do not
fall, the y/y change in

transportation cost would
become negligible by late
2022...

...however, bottlenecks may

extend until 2023, unless
demand drops
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Reopening effect: significant but not huge, and

temporary

In the U.S., the rebound in high-contact services is large, but it explains less
than 20% of the overall price increase since February. The impact on inflation
will become neutral from 2023.

In the U.S., the reopening effect was more In the euro area, accommodation services
significant in accommodation services and and fransport services have been very
public transportation volatile, too
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=== public transportation PCE deflator === accommodation ser... catering
= food services = personal care = personal care = medical services
Source: BEA Source: Eurostat
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The 2021 inflation spike was still a relative price shock

In the euro areq, the increase in inflation versus the months before the pandemic is
almost entirely due to energy. In the U.S., to energy and used cars — despite higher
diffusion indexes. The contribution of other non-energy industrial goods is positive

but small.

Euro area: determinants of the inflation excess
relative to February 2020
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United States: determinants of the inflation
excess relative to February 2020
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What can turn inflation from temporary into

persistent?

12

In the standard analytical framework of central banks, price shocks need to be
supported by wage growth and a shift in expectations, in order to bring about a

persistent shift in inflation

Expected

Price shock future
Talilelile]a

wages

“Since the services sector
constitutes a large share of the
overall price level and since
wages (adjusting for productivity)
are the principal component in
the price of services, the persistent
component in wage dynamics
plays a central role in the
determination of underlying
inflation”

(P. Lane, 11 October 2021)

"The standard prescription for monetary
policy is to “look through” temporary
supply-side shocks and to only take
policy action if inflation expectations
and wage bargaining give rise to
second-round effects posing a threat to
price stability. The difficulty with this
prescription is that aggregate inflation
expectations are unobservable,
requiring policymakers to employ
various proxy measures.

[...] higher inflation expectations
reinforce the degree of policy
accommodation in an environment of
low nominal yields”

(I. Schnabel, 7 October 2021)
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Expectations: do they really matter?

5-year market implied inflation

3,0 3,0

implied inflation (swaps)

o

0,0 T 0,0
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Source: Refinitiv Datastream

But market implied inflation is well explained by
current inflation and changes in oil prices

2,5
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implied current inflation
2 inflation and change in ol
prices
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0.5 average
inflation rate
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Source: Refinitiv Datastream and Intesa Sanpaolo estimates
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Wages: developments will depend on local

conditions

B Wil wages react to higher
inflatione

B Wage adjustment: one-off
adjustment or persistent?

B Will productivity gains offset the
wage increase?¢

B Wil participation rates recover?

The answers may differ in relation to
local labour market conditions and
institutions.

A lot of pandemic-related voldatility in unit
labour costs

30,0
25,0
20,0
15,0

10,0

. a%wvw@%%p

-10,0

-15,0

2008 2010 2012 2014 2016 2018 2020 2022

= nited States France

Germany United Kingdom

Source: Intesa Sanpaolo calculations and projections
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Global GDP growth: slower in 2022, driven by services

The post-pandemic rebound is gradually fading. Supply bottlenecks will probably
restrain growth in manufacturing, but GDP growth will be driven by services. This
is why «stagflationy is unlikely.

Real GDP growth rates, % Growth to be driven by services, not
manufacturing (GVA growth, weighted

average of US and euro areaq)
8.0%

2019 2020  2021f  2022f  2023f
United States 2.3 -3.4 6.0 3.9 2.1 0%
Euro Area 1.5 -6.5 5.1 4.6 2.4 §
Germany 1.1 49 2.7 49 2.6 g) 4,0%
France 1.8 -8.0 6.2 4.4 2.3 <>(
Italy 03 -89 57 40 23 O 20%
Spain 2.1 -10.8 5.3 6.3 2.9 % 0.0%
OPEC -1.5 -5.2 3.3 4.9 42 £
Eastern Europe 3.0 -3.1 4.8 4.0 3.3 'f_i -2,0%
Latin America 1.3 -6.4 6.5 2.8 2.7 S
Japan 00  -47 24 2.8 1.4 0%
China 6.0 2.3 8.2 5.5 5.6 “o%
India 48 7.0 8.2 7.0 6.2 2020 2021 2022
World 2.8 -3.3 5.9 4.6 3.7 mServices mOthers
Source: Intesa Sanpaolo projections Source: Intesa Sanpaolo calculations and projections
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Goldilocks is not seriously ill, but she needs to be
cavutious
Economic recovery will face 4 threats in 2022:

S | ® Slower manufacturing growth
Upply ® Infrastructural projects may be hampered by
bottlenecks cost increases

B More pass-through to final prices

Uncer’rqin’ry on B Second-round effects are more likely, if tensions persist
inflation outlook ® Diversification of value-chains may lead to further
adjustment

B Quicker withdrawal of stimulus?

Less monetary B Less fiscal space

stimulus B ...but central banks will be reactive, rather than
proactive

® Over time, highly leveraged firms and
Risk of more governments may suffer
financial ins’robili’ry B Asset repricing (including real estate)
B Currency and BoP tensions (in countries with
large external debt denominated in foreign
currency, or with overvalued exchange rates)
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Agenda

Supply bottlenecks will not kill the global recovery

US: the name of the game is excess demand, not
stagflation

t@©)

Euro area: the recovery is past its peak

Italy: encouraging news from the economic cycle
and public finance

Global rates: it's not all about inflation
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Euro area

® The Eurozone economy looks less vulnerable to a new Covid wave but supply chain bottlenecks

and soaring energy prices pose downside risks to the outlook in the short term.

The peak of the recovery may have already been reached but the expansion should remain solid
in the quarters ahead driven by consumption and investments.

®  We forecast GDP growing by 5.1% in 2021 and 4.6% in 2022.

The rise of inflation should prove fransitory but not short lived. The balance of risks is tilted to the
upside.

2021f

GDP (constant prices, y/y) -6.5 5.1 46 -40 -44 -1.2 141 3.6 5.1 6.4 5.1
- q/g change 126 -04 -0.3 2.1 2.2 1.1 0.9 0.8
Private consumption -8.0 3.9 7.1 144 -3.1 -2.1 3.7 3.8 2.0 1.2 1.0
Fixed investment -7.6 5.0 54 139 28 -0.2 1.1 2.2 1.6 1.3 1.0
Government consumption 1.4 3.1 1.2 5.6 0.7 -0.5 1.2 0.1 0.3 0.3 0.2
Export -9.4 9.2 53 16.6 4.1 0.7 2.2 1.8 1.5 1.1 1.1
Import 9.2 6.7 57 118 48 04 2.3 1.8 1.6 1.3 1.2
Stockbuilding (% contr. to GDP) -04 -01 -06 -16 0.6 0.8 -04 -0.3 -05 0.0 0.0
Current account (% of GDP) 2.1 2.6 2.7

Deficit (% of GDP) 72 -6.8 -4.0

Debt (% of GDP) 978 99.9 982

CPI (y/y) 0.3 2.3 2.1 0.0 -03 1.1 1.8 2.8 3.7 28 2.4
Industrial production (y/y) -8.6 7.4 16 -68 -1.6 3.5 223 5.6 0.9 0.1 1.1
Unemployment (%) 7.9 7.8 74 85 8.2 8.1 8.0 7.4 7.5 7.4 7.4
3-month Euribor -04 -055 -0.53 -0.47 -0.52 -0.54 -0.54 -0.55 -0.55 -0.54 -0.53

Source: Intesa Sanpaolo forecasts
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The recovery is past its peak

The easing of restrictions supported the
recovery during the spring and the summer

quarters
5 - 50
12, '™ GDP g/q
- 40
10 A . .
— Mobility change, retail & | 30
recreation
5 | - 20
- 10
O -
- 0
-5 - -10
- -20
-10 A
- -30
-11.7
-15 - L -40

2020 2020 2020 2020 2021 2021 2021
Q1 Q2 Q3 Q4 Q1 Q2 Q3F

Source: Google, Eurostat, Intesa Sanpaolo forecasts
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With most of the re-openings behind us the
expansion is now gradually decelerating

60 7] [ 20

40 1 )

30 - -40

20 - -60

10 ; -80
2020 2021

= PMI - composite
= Mobility (retail & recreation), rhs

Source: Intesa Sanpaolo, Refinitiv-Datastream
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... but it will remain fairly robust in 2022

Surveys consistent with a moderation of the
recovery...

130

Slowdown Expansion

120 Sep 2021 \]

110 Dec 20i>i

100

90 /‘

80 Jan 2021 |

70 1 Sep 2020
Recession Recovery

60

-1.3 -1.1 09 -07 -05 -03 -01 01 03 05 07 09

Note: level (y axis) and monthly change (x axis) of the ESI
index (3 months moving average). Source: Infesa
Sanpaolo, European Commission

... the economy should be able to maintain a
solid pace of growth in 2022

45— - ' - — 45
2020 2021
M consumerspending B gov. cons.
B GFCF I stockbuilding
B Net exports = GDP growth (/g %)

Note: contributions to GDP growth Source: Refinitiv-
Datasfream, Intesa Sanpaolo forecasts

INTEM | SNNPAOLO



21

Industry consirained by supply chain bottlenecks...

Delivery times and equipment scarcity

50 10
40 7 [ 20
30 7 [ 30
20 7 [ 40
10 ] [ 50
0 r T T T T T T T 60

12 13 14 15 16 17 18 19 20 21

= Equipment limiting production (% of firms)
= PMI mfg delivery times (rhs, inv)

Note: equipment/material as a factor limiting industrial
production (% of firms). Source: Intesa Sanpaolo, Refinitiv-
Datastream

In the months ahead industrial activity should
be penalised by supply chain bottlenecks and
rising commodity prices

110 60
105 95

- 50
100 ]

- 45
95 -

- 40
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- 35
851 - 30
80 - - - - - - 25

08 10 12 14 16 18 20

Industrial production index (3m mav)
= Firms with no constraints on production (rhs, inv)

Source: Intesa Sanpaolo, Refinitiv-Datastream
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... downside risks from soaring gas prices

Natural gas stocks in the EU are 15% below their

5-yr average

100 -
90 ~

80 A

30 A

20 T T T T T T T T T T T

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
=019 e=——2020 =—2021 5Y AVG

Source: natural gas stocks, % full. Source: Intesa Sanpaolo,
Gas Infrastructure Europe

Rising european prices could limit output in the
most energy-intensive industries

45 -
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e=eTTF in USD
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Source: Intesa Sanpaolo, Bloomberg Finance LP
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The recovery will be driven by services

Strength in services should offset weaker

industrial activity

20 70
157
- 60
10 7
5] \ - 50
01
. 40
-10 7
- 30
-15 1
-20 T T 20
2019 2020 2021
B Services - GVA, q/q M Industry - GVA, q/q

= PMI services (rhs) PMI mfg output (rhs)

Source: Intesa Sanpaolo, Refinitiv-Datastream

Thanks to the sectors with the biggest catch up
potential

60 40 20 0 20 40

Transport
:gal, account.
Telecoms 7
»d & Beverage
Warehousing
\rchit., engen.
Total 7

,commodation

BN | ATEST I -1Y

Note: demand in the last 3 months. Source: Intesa
Sanpaolo, European Commission
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Inflation: transitory rise but not short lived

Headline inflation should reach a peak at the Germany in the spotlights. Italian inflation below
end of 2021 but it might not return below 2% the Eurozone average
until next Summer

4 4 5 5
4 4
3 3 \
\/\/_\ - 3
27 \/
2
17 F 1
01— . 0
i i i - -1
4= . . . 1 2020 2021 2022
2019 2020 2021 2022 Germany —— France
Headline inflation = Core inflation = ltaly Spain
Source: Refinitiv-Datastream, Intesa Sanpaolo forecasts Source: Refinitiv-Datastream, Intesa Sanpaolo forecasts
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Risks skewed to the upside

The impact of growing energy prices will still be
relevant even in TH 2022 when the lagged
effect of supply chain bottlenecks on industrial
goods prices might also reach a peak

3,5
3.0
2,5
2,0
1.5
1.0
0.5

0.0

-0,5

gen-22 mar-22 mag-22 lug-22 set-22  nov-22

B Non-energy industrial goods mEnergy mServices ©Food

Note: contributions to headline inflation. Source: Intesa
Sanpaolo, Refinitiv-Datastream
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The balance of risks is weighted towards more
inflationary pressures

14 [5
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Source: Intesa Sanpaolo, Refinitiv-Datastream
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ECB: edging towards a withdrawal of monetary

stimulus in 2022

The ECB is preparing to close PEPP in March 2022 but APP purchases will continue, maybe until
2023 included.

Financial markets are pricing in a probability of rate hike in 2022: too early, considering the twin
conditions set by the ECB on future headline inflation and current trends in underlying inflation.

APP should continue until 2023 Rate hikes are now priced too early by Euribor
futures
40% 0,4 -
31/12/2020

35%

0,2 - =tr=11/10/2021
30%

—8—231/08/2021
25% 0
B2 20%
-0,2 1
15%
10% -0,4
5%
-0,6 A
0%
By 2023 By 2024 By 2025 By 2026 Later
-0,8
gen-2021 gen-2022 gen-2023 gen-2024 gen-2025 gen-2026
APP fo end...
3-month euribor futures: contratto
Source: Reuters, pre-meeting ECB survey. Source: Refinitiv Datastream
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Supply bottlenecks will not kill the global recovery

US: the name of the game is excess demand, not
stagflation

Euro area: the recovery is past its peak

Italy: encouraging news from the economic cycle
and public finance
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Global rates: it's not all about inflation
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The Covid shock has taken its toll on Italian GDP

The GDP collapse was unprecedented, but recovery was faster than in the
two previous recessions. GDP is set to recover pre-COVID levels by Q3 2022,
but the pre-pandemic (poor) tfrend will be reached only by Q3 2024.
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Italian recessions in the period 1980Q1-
2021Q2: peaks and troughs

= COVID-19 —Sovereign Debt 2011
= Great recession 2008 Slowdown 2001

= Slowdown 1981
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Note: GDP=100 in the starting quarter of each recessionary
episode. Source: Intesa Sanpaolo calculations on Istat data
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GDP is set to recover its pre-pandemic
frend by 2024

= GDP
= |SP forecast
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Note: GDP 1Q08=110. Source: Intesa Sanpaolo calculations
on Istat data
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mind the gap

High frequency cyclical indicators

Gas (industrial use),

Electricity consumption
(temperature-adj.), % ch. vs 2019

% change vs 2019
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0z-29d
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0z-ae4
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lz-unr

lgudy

l¢-ge4
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0c-unr
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Source: ISP calculations from Entso-e & Bruegel Institute, Snam and Google data
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Bottlenecks are starting to bite in industry...

Supply-side bottlenecks are causing longer
delivery times and higher input prices

20

= ITA PMI mfg: delivery times
= ITA PMI mfg: input prices (rhs)

[ 90

Source: IHS Markit, Refinitiv Datastream

Shortages of equipment or materials are today
as relevant as demand in limiting production

35 35
= Equipment/Materials
= Labour

30 7] = Demand - 30

Financial constraints

57 [ 5
_—— —
——— S/
0 T T T T T 0
2017 2018 2019 2020 2021

Note: factors limiting production (as a % of total), from
quarterly survey on manufacturing businesses. Source: EU
Commission, Refinitiv Datastream
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...albeit less severely than in other eurozone countries...

Shortages of materials/equipment look less

dramatic in ltaly than elsewhere in the eurozone

80 80
70 7 - 70
60 ] " 60
50 7 - 50
40 7 C 40
30 7 - 30
20 7 - 20
107 10
I 2017 I 2018 I 2019 I 2020 I 2021
— EZ — DEU — FRA
ITA - ESP

Note: % of respondents indicating shortages of
equipment/materials as a factor limiting production, from
quarterly survey on manufacturing businesses. Source: EU
Commission, Refinitiv Datastream

This may help to explain why IP is proving more
resilient than in the other main EZ countries

100 7 - 100
90 7 - 90
80 1 - 80
70 Germany - 70

France
= ltaly
Spain
60 17 - 60
2020 2021

Note: February 2020=100. Source: Refinitiv Datastream,
Eurostat, Intesa Sanpaolo calculations
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...but the baton of recovery has passed to services

The trend of mobility towards services activities

is signaling upside risks to our GDP growth
forecasts in Q3, but downward risks on Q4

15,9
16 m=m GDP (9/q)
12 =eo—Mobility change,
retail & recreation
8
./.‘
7\
4 ,
0.2 5% 08
. B \m
0 O ¥
I -1.7 # ¢
-4
-8 P
-5,7
-12
_]6 .‘]3,]

2020 2020 2020 2020 2021 2021 2021 2021
Ql Q2 Q3 Q4 QI Q2 Q3 Q4

Source: Google Mobility Indicators, Intesa Sanpaolo
forecasts on Istat GDP data

50
40
30
20
10

-10

-20

-30

-50

In any case, services hardest hit by the
pandemic still have plenty of room to

recover
Construction 12,2
Info & communic. 6.8
Industry -0,9
Financial, insurance -2,0
PA, def., educ., health -2,2

Real estate -3,6 1l
Agriculture -3.8 Il
Professional activities -4,2 1R
Services -5,0 IE
Retail transp. hotels restaur. -9.4 I

Other services -14,4 G

Note: % change in VA in Q2 2021 vs Q4 2019. Source: Infesa
Sanpaolo calculations on Istat data
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The jump in the savings rate is being reabsorbed

The savings rate is expected to drop

further as uncertainty on the health and

economic picture is easing

250

200 7

150 7

100 7 \

50 | L L L D D L DL L L DL
12 13 14 15 16 17 18 19 20 21
= Savings rate (rhs)

= Economic policy uncertainty (3mma, Ihs)

Source: Intesa Sanpaolo calculations on Istat data and
www.policyuncertainty.com , Refinitiv Datastream

20

18
16
14
12
10

The impact will be not full and gradual, but
has the potential to boost consumption for
a couple of years

16 15,6 mNom. income
12.7 m Nom. spending

8.3

12 B Savings rate
8.8
8.0 '
8 6,7 7.6
4 3.1 29 3,23'7
<A il ol o
0 ||

4 5 If all 2020 extra-
' savings were spent*,
8 the additional
impact on
19 consumption would
-11.0 be 54 EUR Bn (3% of
GDP)
-16
2019 2020 2021 2022 2023

*If the savings rate in 2021 goes back to 2019 level. % y/y
change in households’ income and spending in current prices,
savings rate as a % of disposable income. Source: Intesa
Sanpaolo calculations and forecasts on Istat data
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The recovery of the labour market is uneven

We see the UR little changed in the next 6-12m. Hiring should intensify, albeit
dragged by shortages in some sectors. Lay-offs may resume, but the net balance
on employment should remain positive. Yet, it will be offset by rise in participation.

Job losses mainly hit self-employed people. The Job vacancy rates are peaking in
recent recovery is led by temporary contracts several sectors
420 431 —Hotels, restaurants —|nfo communication
3,5 === Arts sports entertainment Professional services
201 220
200 — Construction
I I 11
| - -
- -57 -32
-200 -89
-258 -252 313 -302
-391
400 -510 B Jan 21 vs Feb 20
B Aug 21 vs Jan 21
m Aug 21 vs Feb 20
-823
-1000
3 3 3 3 <
o) o) o) 2 [0)
> > > ) £
e ) i) 2 S
[} [} [} 0
£ £ £ § )
i o) [0} o 1S
. . o S
3 g 3 5 L T < T~ ~
o ) 0 - o - o - ao - o - ao o
Note: changes in employment (thousand units). Source: Source: Intesa Sanpaolo calculations on Istat data

Intesa Sanpaolo calculations on Istat data
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Upside risks on the growth outlook

B One month ago, we revised our forecast for Italian GDP this year, to 5.7%. This call is

becoming increasingly cautious.

Growth could gradually slow, but remain far above potential, in the following years.

Consumption will be sustained by the post-COVID rebound in services, and by exira-

savings accumulated since March 2020. Investments will benefit from the effects of

the NRRP.

B Risks on the growth outlook seem to be tilted to the upside.

2021f 2022f
GDP (constant prices, y/y) -9.0 5.7 4.0 -58 -18.2 -5.4 -6.6 -0.8 17.2 2.6 53 6.0 4.0
- q/q change -5.7 -13.1 15.9 -1.7 0.2 2.7 1.5 0.8 0.8 0.8
Private consumption -10.8 53 5.8 -7.2  -11.9 13.3 -2.7 -1.0 5.0 2.8 1.2 1.0 0.9
Fixed investment -9.4 15.2 6.5 -84 -16.7 29.2 -0.1 4.1 2.6 0.4 1.7 1.9 1.6
Government consumption 1.9 0.6 -0.2 1.4 -1.0 1.0 2.3 -0.5 -0.8 -0.5 0.0 0.1 0.1
Export -14.7 12.1 5.3 -8.3 -25.2 31.5 1.6 1.1 3.2 1.4 1.3 1.2 1.1
Import -13.4 14.0 7.1 -6.2  -19.0 15.7 6.2 3.5 24 2.5 2.0 1.8 1.4
Stockbuilding (% contrib. to GDP) -0.3 0.0 -0.2 0.8 -0.5 -14 0.6 0.8 -0.8 0.2 0.0 0.0 0.0
Current account (% of GDP) 3.4 1.9 1.6
Government Balance (% of GDP) -9.6 -8.8 -5.3
Government Debt (% of GDP) 155.6 153.6 1503
HICP (y/y) -0.1 1.7 1.6 0.2 -0.2 -0.2 -0.4 0.7 1.2 2.1 2.7 2.2 1.8
Industrial production (y/y) -11.0 11.0 27 -11.3 -26.0 -4.3 -2.4 9.0 32.7 3.4 3.7 3.0 2.5
Unemployment (%) 9.3 9.6 9.3 8.9 8.4 10.0 9.8 10.1 9.8 9.3 9.4 9.4 9.4

Note: y/y growth rate calculated from seasonally and calendar adjusted series. Source: Intesa Sanpaolo — Research Department
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Our view on the main industrial sectors

Healthcare equipment
Software and IT services

Transportation - Manufacturing

Technology Hardware and Semiconductor
Machinery and other equipment - Wholesale
Building and constfruction

Telecommunications

Pharmaceuticals and Biotechnology - Manufacturing
Power generation

Infrastructure

Electrical Components & Equipment
Construction Materials

Machinery - General Purpose

Food and beverage - Manufacturing
Pharmaceuticals and Biotechnology - Distribution
Household durables - Manufacturing

Health Care Providers & Services

Chemicals, Rubber and Plastic

Manufacture of fabricated metal products
Paper and wood

Waste

Agriculture, fishery, livestock, Forestry

Automotive - Manufacturing

Mining

Machinery - Special Purpose

Other Services

Household durables - Distribution

Metals

Large scale food retailers

Ufilities

Media

Transportation - Services

Textiles, apparel and luxury goods - Manufacturing
Wholesale

Tourism - Restaurants and food and beverage service activities
Real estate activities

Food and beverage - Distribution

Oil and Gas

Retail - Other

Leisure Services

Other consumer goods

Tourism - Accomodation and Tour operator
Textiles, apparel and luxury goods - Distribution
Automotive - Distribution

Note: courtesy of Stefania Trenti, Industry Office, Industry & Banking SubDepartment, Research Department Intesa Sanpaolo

September 2021
Very Positive
Very Positive
Very Positive
Very Positive
Very Positive
Very Positive

Positive
Positive
Positive
Positive
Positive
Positive
Positive
Positive
Positive

Neutral/Positive

Neutral/Positive

Neutral/Positive

Neutral/Positive

Neutral/Positive

Neutral/Positive

Neutral/Positive

Nevutral/Negative

Neutral/Negative

Nevutral/Negative

Nevutral/Negative

Nevutral/Negative

Neutral/Negative

Nevutral/Negative

Nevutral/Negative

Negative
Negative
Negative
Negative
Negative
Negative
Negative
Negative
Very Negative
Very Negative
Very Negative
Very Negative
Very Negative
Very Negative
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Deficit and debt far better than expected this year

Deficit/GDP ratio: policy framework targets

Source:

and projections (NADEF vs. DEF)

_2,4 _21.I

- New targets (NADEF 21)
—=New projections (NADEF 21)
= (Old targets (DEF 21)

Old projections (DEF 21)

-11.8
2021 2022 2023 2024

NADEF 2021, DEF 2021

160

158

156

154

152

150

148

146

144

142

- New targets (NADEF 21)
== New projections (NADEF 21)
= (O|d targets (DEF 21)

Old projections (DEF 21)

Debt/GDP ratio: policy framework
targets and projections (NADEF vs DEF)

143,3

2022 2023 2024

Source: NADEF 2021, DEF 2021
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The positive surprise came not just from GDP growth

Part (but not all) of the improvement in 2021 deficit is due to stronger GDP
growth (revised from 4.5% to 6%).

Difference in main revenues and spending Cyclically-adjusted primary
(Sep NADEF vs Apr DEF, EUR Bn) surplus (% of potential GDP)
2 1,7
Difference NADEF-DEF IRy ™ DEF 2021
1 m NADEF 2021
0
Revenues, of which: I 5 II I II
-1
Taxes and contributions I 01 R
-1.2 21,4
-2 1,316 '
Other revenues -6 1l
2,3-2,3
-3
Expenditures, of which: -22 I 4 3,8
Current spending -6 Il -
Capital spending  -19 I -6 58
Interest H3 -/
2019 2020 2021 2022 2023 2024
Source: Intesa Sanpaolo calculations on Italian Govt data Source: Infesa Sanpaolo calculations on Italian Govt data
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The Govt decided to use fiscal space to support GDP

The net budget for 2022 is
worth 1.2% of GDP...

0
-2
-4
-6 mmm Deficit target
g mmm Deficit projection
—Budget 2022-24
-10

2020 2021 2022 2023 2024

Source: Intesa Sanpaolo calculations on NADEF 2021 data

...which makes the fiscal «correction»
next year less marked

2 2022

5
c 2023
k¢
8y 2024
by
o]
£
g -
o
(@)
£
o 2
o)
C
o}
-
O -3

-4

-10 -8 -6 -4 -2 0 2

Output gap

Source: Intesa Sanpaolo calculations on NADEF 2021 data

INTEM | SNNPAOLO



We are more confident than the Govt on 2021 deficit...

In the first 2 months of 2021, the State Sector working balance is estimated at
EUR 85.5 Bn (+42.8 Bn vs 2020). In August, the improvement was mainly due to
the 13% advance payment received by the EU for Recovery Fund grants.

Data on the Central Government cash
requirements in the opening 9 months of the
year were much stronger than expected

-3.9

e 2021 A

-120 N
2020 \

-160

- - -~ Linear projection in line with Govt target N .

~

N ==

jan feb mar apr may jun jul

Source: Intesa Sanpaolo calculations on Italian
Government data

aug sep oct nov dec

Liquidity available to the Iltalian Treasury at
historically high levels

80.000
70.000
60.000
50.000
40.000
30.000
20.000
10.000

0

Jul-99
Jul-03
Jul-05
Jul-07
Jul-09

Jul-13
Jul-15
Jul-17
Jul-19
Jul-21

Jul-01
Jul-T1

Note: Treasury deposits with the Bank of Italy (12mma).
Source: Bank of Italy, Intesa Sanpaolo calculations

INTESA [i7] S\NPAOLO

0



41

...while are more cavtious on debt in the mid term

Deficit/GDP: Intesa Sanpaolo forecasts and Debt/GDP: Intesa Sanpaolo forecasts and
Govt April’s official targets Govt April’s official targets
160 mGOV m|SP
) 15 155 153,5
' 150,3
149,4 149.2
-4 150 ‘m 147.6 148,3
-3,9-3,83 33 146,1
-6 56° 145
-8 140
m GOV m[SP
-12 130 I I
2019 2020 2021 2022 2023 2024 2019 2020 2021 2022 2023 2024
Source: Intesa Sanpaolo forecasts, Italian Government Source: Intesa Sanpaolo forecasts, Italian Government
targets (NADEF 2021) targets (NADEF 2021)
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The Italian NRRP absorbs 74% of EU loans (RRF)

The Italian request for the RRF is worth 37.2% of the total requests of the Member
States: the grants component (68.9 billion from the RRF) is equal to 21% of the
requests submitted, loans amount to 73.9% of what requested by Member States.

The Italian NRRP in figures (EUR Bn)

Grants 68.9
Loans 122.6
of which: additional 53.5
of which: replacement 69.1
National resources 30.6
Additional resources RRF+national 153.0
React-EU 13.5
Total additional resources 166.5
Total replacement resources 69.1
Total 235.6

Source: Intesa Sanpaolo calculations on Italian Govt data

NRRPs in the main Eurozone countries (EUR Bn)

250
222 RRF (+national resources)

200
150
100
100
70
50
I 28

Germany

(@)

Italy France Spain

Source: Intesa Sanpaolo calculations on NRRPs
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The Govt postponed part of the capital spending

related to the RRF

RRF-financed Govt interventions
(grants+loans, % of GDP)

2,0
1,5
1,0
— April's DEF
0.5 —September's NADEF
0,0

2020 2021 2022 2023 2024

Source: Intesa Sanpaolo calculations on Italian Govt data

RRF-financed Govt interventions
(grants+loans, % of GDP)

0,2

2,0
0,2
1.5
0,1

1.0

14
0.5 1,1

0.4
0.0 [ 0 ] |
2020 2021 2022 2023 2024
B Investments m Capital transfers

m Current spending = Tax cuts

Source: Intesa Sanpaolo calculations on Italian Govt data
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The impact on GDP growth will peak in 2022-23

The Govt estimates an impact of the

NRRP of 3.6% on GDP at regime

29 mImpact on GDP level

20 ®Impacton GDP growth
1.8
1.6
1.4

2,0

18

1,4

1,2
1.0 0.9
0.8 7
0.6 [ 5 4
04 0202 2
| I Tk
0,0

2021 2022 2023 2024 2025

Source: Italian NRRP, Intesa Sanpaolo calculations

2,2

2

2026

Impact of the NRRP on the deficit/GDP and
debt/GDP ratios (percentage deviations from
the baseline scenario)

_ - H
H I |. -
-3

2021 2022 2023 2024 2025 2026
m Deficit/GDP m Debt/GDP

o

I
—_

N

Source: Intesa Sanpaolo calculations
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The big challenge is implementation...

Last Sept 22, the Government made a first assessment on the implementation of
milestones and targets included in the NRRP. Of 51 condifions to be met by end-
2021 (mainly milestones), 13 had been delivered, while 38 were “under way”.

Number of milestones or targets to be met by Number of milestones or targets to be met by
end-2021, regarding investments end-2021, regarding reforms
0 1 2 3 4 5 6 0 1 2 3 4 5 6
Tourism | Infrastructure GG
Ecological Transition GG PA I
PA I Ecological Transition GGG
Economic Development [N Justice [ |
FelClfelaW-Nifellsm | General Secretary GGG
Civil Protection [N Tech. Innovation GGG
University University I mDone by Sep 22
m Done by Sep 22
Develop./Equal... Economy I
Infr./South |G Done after Sep 22 or Disabilities NGz Done after Sep 22 or
Infr./Develop./Ec.Trans. NN close to farget South [EEE—— close fo target
Health [N mTo be done Economy/Infr. NN mTo be done
Justice NG Labour/Anpal NG
Labour NG Economy/RdS NG

Source: Italian Government, Intesa Sanpaolo
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...but the risk of suspension of payments looks limited

“Targets” and “Milestones” indicated in the
Italian NRRP (number of conditions per quarter)

# of conditions (targets+milestones, or only targets)

to be met at the end of each semester (% of total),

compared to the progression of funds to be issued
to Italy (% of total)

100 Milestones Reforms

90 ® Milestones Investments

80 mTargets Reforms

70 mTargets Investments

60

50

40

30

20

" 1 |

o Vel il ,
—— —ANANANNOOOMOMTIT I I WOHLW0LWL N0 00O
QLI N LGN N EN G EN CN CN G EN CUEN CLEN €N G G CN CN
COO5EC005CEQ05CQ05CEQ055Q0
D000 ZD00D0E2D00022002200
B2 aPInl%ZYaPInl% e Pinl% e PinlZla PinlZla)

100%
=—Funds

90% —Targets+Milestones

80% —Targets

70%

60%

50%

40%

30%

20%

10%

0%
— N N ™ ™ <t <t n L O
g g q q o q o o o
O C (@] C O C (@) C O C
O > O > O > O S O S
O 2N IR T RS T I e -

Source: Intesa Sanpaolo calculations on NRRP

Source: Intesa Sanpaolo calculations on NRRP
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During Draghi’s truce, something is changing

Voting intentions for main
parties (% of total)

0

O 00O 6O 0O O O O 0N O O O O — — —
tiaoiiaaifingesy
O O O O

s 388===388==288==8
—F —PD —lLlega M5S ==—Fd|

Sum of voting intentions for parties possibly
forming coalitions (% of total)

55
50
45
40
35
30
00O 00O 6O 0O O O O OO O O O O — — —
T T T T T T g qQaqQad
BCQUGCQUBCQOECQ
2882288228828
—Fdl+Lega+Fl ==—=PD+MJ5S

Note: average of latest 5 polls. Source: BiDiMedia, Ixe, Termometro Politico, Noto, EMG,
Euromedia, SWG, Tecné, Ipsos, Demos & Pi, Lab2101, Demopolis, Quorum — YouTrend,
Index, Demoskopeaq, Piepoli, Format Research, Winpoll, Analisi Politica, CISE, EP Election,

Eumetra, GFP, IZI, MG Research, Lorien, Intesa Sanpaolo calculations
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Election of the new President: a crossroads for Draghi

End- February 2022 — March
January 2023 (end of political
2022 term)

What
nexte

New PM

(Giorgetti?), same oSSl Regular election
majority up to 2023 (2023)

Draghi elected as
new PoR New PM (Fropcp?),
simmer majority Sl Regular election
(Lega quitse) (2023)

Lega and Fl leave,
snap elections in
Election of the next 2022
President of the
Republic by the
Parlioment Draghi to be As a new PoR,
elected as new PoR Draghi can be the
after new general guardian of NRRP &

elections? fiscal discipline

Extension of the
mandate of
Mattarella

Draghi could
The Draghi Govt continue to serve as
goes on to 2023 a PM, in case of
hung parliament

New PoR (different
from Draghi or
Mattarella)

48
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Agenda

Supply bottlenecks will not kill the global recovery

US: the name of the game is excess demand, not
stagflation

Euro area: the recovery is past its peak

Italy: encouraging news from the economic cycle
and pubilic finance

(@

Global rates: it's not all about inflation
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YTD overperformance of inflation linked bonds vs
nominals has been impressive

US Treasury: YID benchmark yield changes (bp)  Bund: YTD benchmark yield changes (bp)

2 Y UST m5Y UST m10Y UST m30Y UST 2YBund m5YBund m10YBund m30Y Bund
100 150
80
40 100
® T 1 | _ ]

-40
-60 -100

-150

Nominal yield Realyield Breakeven inflation Nominal yield Real yield Breakeven inflation

YTD Total return unhedged (holding period %)

YTD TRR difference linker

Nominal Bond TTR YTD Inflation Linker Bond TRR YTD .
vs nominal

TO5/808/15/30 -4.06 TIHo1/807/15/30 3.74 7.80

DBR 0 02/15/30 -2.82 DBRIO 1/204/15/30 6.10 8.91

BTPS 1.3504/01/30 -1.87 BTPS 0.4 05/15/30 7.64 9.51

FRTR O 11/25/30 -3.91 FRTR 0.7 07/25/30 5.23 9.13

Source: Bloomberg, Intesa Sanpaolo INTES4 SPNB‘[OI_O



Our negative bias on market inflation in the medium-term
is driven by the high beta between BEls and yoy inflation

2,6

2,4

2,2

2,0

US TIPS inflation breakeven and
inflation

=JS Breakeven 10 Year
=JS CPI| Urban Consumers NSA YoY

5%
4%
3%

2%

01/13 01/15 01/17 01/19 01/21

Source: Bloomberg, Intesa Sanpaolo

0.8

0.6

0.4

DBRei inflation breakeven and
Eurozone inflation

- Germany Breakeven 10 Year
—FUR HICP YoOY
5%

4%

3%

2%

0%

01/14 01/16 01/18 01/20 01/22
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Markets already price the inflation spike as transitory

3.00
2,50
2,00
1.50
1,00
0.50

0.00

01/19 07/19 01/20 07/20 01/21 07/21

1Y USD swap inflation: spot vs 2Y forward (%)

6.0

4,0

2,0

0.0

20

-4,0

05/08 05/10 05/12 05/14 05/16 05/18 05/20 05/22

10Y inflation breakevens (%)

= JS Breakeven 10 Year
Germany Breakeven 10 Year

e JSD INFL ZERO CPN 2Y1Y e===USD INFL SWAP ZC 1Y

Source: Bloomberg, Intesa Sanpaolo

5Y IC swap inflation: spot vs 5Y forward

= 05Y5Y - 5Y EUR inflation swap
150

5Y5Y - 5Y USD inflation swap

100

50

0

-50

-100

01/19 07/19 01/20 07/20 01/21 07/21

1Y EUR swap inflation: spot vs 2Y forward (%)

=== EURO INFL ZERO CPN 2Y1Y e===EURO INFL ZERO CPN 1Y
4,0

3.0

2,0 N

-2,0
05/08 05/10 05/12 05/14 05/16 05/18 05/20 05/22
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Real yields have not participated in this sell-off

1,50
1,00
0,50
0.00
-0,50
-1,00
-1,50
-2,00
-2,50

05/14 11/15 05/17  11/18 05/20

Inflation linked bonds (YTM%)

—10Y Germany real rate
—10Y Tll real rate

Real swap rates (%)

—EUR Swap Real rate 10 Year
—USD Swap Real rate 10 Year

3,5

2,5

1,5

0.5

-0,5

-1,5

-2,5

Source: Bloomberg, Intesa Sanpaolo
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Forward real rates are still at rich levels, in particular on

the long-end

EUR swap real rates (%)

—1Y swap real rate 9Y forward ——1Y swap real rate
4,0
20
00 IV AN~
_210 L
-4,0

07/04  07/07 07/10  07/13 07/16 07/19  07/22

—>5Y5Y swap real rate EUR
3,0

20 -

—5Y swap real rate EUR

1.0

0.0 M
1.0
20

-3.0
07/04  07/07  07/10  07/13  07/16  07/19

Source: Bloomberg, Intesa Sanpaolo
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USD swap real rates (%)

— 1Y swap real rate 9Y forward ——1Y swap real rate
6.0

4,0

2,0

07/04  07/07 07/10 07/13 07/16 07/19  07/22

——5Y5Y real rates USD

—5Y swap real rate USD

-3.0
12/04 12/07 12/10 12/13 12/16 12/19
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Real rates are linked to monetary policy expectations
and CB balance sheet

10Y USD swap real rates and 1Y1M expectations 10Y EUR swap real rates and 1YTM expectations
= USD Swap Real rate 10 Year (Ix) ====USD FORWARD SWAP 1YXTM e EUR Swap Real rate 10 Year (Ix) ====EUR FORWARD SWAP 1Y1M
4,0 6.0 35 6.0
50
3,0 25 5,0
2,0 4.0 s 4,0
3.0 ’ 30
1,0
20 0 2
0,0 0.5 '
1,0 0,0
-1,0 0.0 -1,5 10
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After the end of the tapering of QE, USD money market ;
prices a gradual pace of normalisation overall

Eurodollar future calendar spreads 17th/1st Market rates have approached the long-term level

signaled by the Fed
(bp, actual contracts are Dec’25/Dec’21)

===JSD FORWARD SWAP 10YXTM-USD SWAP QOIS 1M
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Source: Bloomberg, Intesa Sanpaolo
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In December, the ECB is expected to clarify the exit 7
path from QE and TLTRO il

Monthly net purchases under APP & ECB Liabilities- Longer-term
PEPP (EUR min) refinancing operations (EUR Bn)

== PEPP Monthly net purchases 2.500.000

s APP Monthly net purchases
= 3M rolling average
Total average
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Source: Bloomberg, Intesa Sanpaolo
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The potential liquidity cliff related the option of early
repayments of TLTRO Il worth EUR 2 trillion on average in
2022

TLTROs Il outstanding amount without early repayments (EUR Bn)
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TLTROs Il - Cumulative eligible early-repayments (EUR Bn)
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NOTE: We assume a cumulative EUR 56Bn net take-up at TLTRO.? and TLTRO.10
Source: Bloomberg, Intesa Sanpaolo
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The end of the special minimum rate period on TLTRO =
in June 2022 coincides with the expiry of the collateral
easing measures

Pledged collateral atthe ECB by asset class TLTROs Ill - Benchmarks on net lending for the
(% total eligible assets , as of 4Q 2020) aggregate Eurozone

== Net eligible lending

—Central govt —Unsecured bank Benchmark on Second reference period
- Covered Corporate
— ABS Other marketable - Benchmark on Special reference period
=Non marketable Benchmark on Addition special reference period
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The ECB should reduce its support to the sovereign
bond market in 2022 and 2023

2022-2023 tapering scenario - Monthly

purchases under APP and PEPP (EUR Bn)
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Source: Bloomberg, Intesa Sanpaolo
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12/23 e

Net and gross issuance net official
purchases under a tapering scenario
in 2022-2023 (ISP forecasts, EUR Bn)

rBe()gecjmpTions 658 738 717
Deficit 820 493 364
RRF loans 18 24 26
Net Issuance 551 446 339
Gross Issuance 1209 1183 1056
orenetes 687 479 171
ersupplynet 54 33 167
Egross w0 s s

Note: RRF grants are not considered a funding source as directly
included in the budget as a revenues.
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EGB: net issuance net ECB close to zero next year...

Net and gross issuance net official purchases under 56bn average purchases in
2022 (ISP forecasts, EUR Bn)

Gross Net ECB RRF Loans Net issuance net Rollover of PSPP Gross issuance net

issuance issuance purchases ECB net purchases redemptions ECB purch.&rollover

a b ¢ d e=b-c-d f g=a-c-d-f

AT 39 13 13 - 0 8 18
BE 58 25 18 - 8 9 26
CY 1 0 1 0.3 -1 1 -1
DE 263 95 131 - -36 68 63
EE 1 1 2 - -1 1 -1
ES 131 68 55 - 13 31 45
Fi 16 5 9 - -4 5 2
FR 291 143 96 - 46 53 142
IE 24 12 8 - 4 4 12
IT 297 67 80 220 -35 44 152
LT 4 3 3 - 0 1 0
v 1 0 2 - -2 1 -1
Lv 1 1 2 - -1 1 -2
MT 0 0 0 - 0 0 0
NL 46 16 27 - -11 15 4
PT 20 8 10 0.4 -3 6 3
N| 5 3 2 - 0 1 1
SK 4 4 6 - 1 3 -4
GR (%) 10 6 12 1.8 -8 6 -10
Total 1208 470 479 24 -33 259 471

Note: RRF grants are not considered a funding source as directly included in the budget as a revenues.

Source: Bloomberg, Intesa Sanpaolo
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... and finally positive in 2023

Net and gross issuance net official purchases under 20bn average purchases in
2023 (ISP forecasts, EUR Bn)

Gross Net ECB RRF Loans Net issuance net Rollover of PSPP Gross issuance net

issuance issuance purchases ECB net purchases redemptions ECB purch.&rollover

a b C d e=b-c-d f g=a-c-d-f

AT 39 11 5 - 6 8 27
BE 23 16 6 - 10 10 7
CcYy 0 0 0 0.2 -1 1 -1
DE 121 55 47 - 8 69 4
EE 1 1 1 - 0 1 -1
ES 152 61 20 - 42 31 101
Fl 16 5 3 - 2 5 8
FR 283 108 85 - 74 54 195
IE 12 5 3 - 2 4 5
IT 354 78 29 23.0 26 45 258
LT 3 2 1 - 1 2 0
LU 2 0 1 - -1 1 1
Lv 1 0 1 - -1 1 -1
MT 0 0 0 - 0 0 0
NL 39 9 10 - -1 15 14
PT 15 4 4 0.5 0 6 S
| 4 2 1 - 1 1 2
SK 9 4 2 - 2 3 4
GR (*) 7 2 4 1.8 -4 7 -6
Total 1081 364 171 26 167 264 647

Note: RRF grants are not considered a funding source as directly included in the budget as a revenues.

Source: Bloomberg, Intesa Sanpaolo
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And last but not least, the ECB should manage to
keep EUR money market rates volatility subdued

1M €STR OIS forward (%) Euribor future calendar spreads 17th/1st
(bp, actual contracts are Dec’25/Dec’21)
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Source: Bloomberg, ECB, Intesa Sanpaolo
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BTPs: State Sector deficit better than planned this
year and down to 5.3% of GDP in 2022

Italy — Public finance outlook in the new NADEF (% GDP)
2020 2021 2022 2023 2024

General Govt Deficit 9.5% 9.4% 5.6% 3.9% 3.3%
EUR Bn 157 167 105 76 67

State Sector Deficit 9.6% 8.9% 5.3% 4.8% 3.9%
EUR Bn 159 158 100 94 79

Public Debt 155.8% 153.5% 1494% 147.6% 146.1%

EURBn 2,576 2,744 2,843 2,937 2,959

Real GDP % -8.9% 6.0% 4.2% 2.6% 1.9%
GDP Deflator % 1.2% 1.5% 1.6% 1.4% 1.5%
Nominal GDP Eur Bn 1,654 1,779 1,883 1,960 2,025

Source: MEF, Bloomberg, Intesa Sanpaolo
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BTPs: a benign supply scenario in 2022

2022 issuance (ISP fcst, EUR Bn)

2021 issuance (ISP fcst, EUR Bn)

1Q 2Q 3Q 4Q Total
Redemptions 60 117 126 90 393
BOT 39 4] 43 39 162
CTZ 0 16 14 15 46
CCTeu 0 15 0 13 28
BTP 21 34 67 21 144
BTP inflation 0 10 0 2 12
Eurobond 0 0 1 0 1
Gross Issuance 132 134 101 93 460
BOT 47 42 42 32 162
CT1Z 12 7 9 5 32
CCTeu 6 7 7 6 25
BTP 61 58 39 48 205
BTP inflation 6 17 4 3 30
Eurobond 0 5 0 0 5
Net Issuance 72 17 -25 3 67
BOT 8 0 -2 -6 0
CTZ/BTP st 12 -10 -6 -11 -13
CCTeu 1) -8 7 -8 -3
BTP 40 23 -28 26 62
BTP inflation 6 6 4 1 18
Eurobond 0 5 -1 0 4

Source: MEF, Bloomberg, Intesa Sanpaolo

1Q 2Q 3Q 4Q Total

Redemptions 72 108 104 97 380
BOT 45 4] 42 39 167
C1z 0 13 0 15 28
CCTeu 0 0 0 0 0
BTP 24 47 45 43 159
BTP inflation 0 0 17 0 17
Eurobond 3 6 0 0 9
Gross Issuance 138 152 97 89 476
BOT 46 42 43 32 162
CTZ 10 11 10 5 35
CCTeu 3 11 3 5 22
BTP 73 81 39 4] 233
BTP inflation 7 4 2 7 20
Eurobond 0 3 0 0 3
Net Issuance 66 44 -7 -9 95
BOT 1 0 1 -8 -5
CTZ 10 -2 10 -11 7
CCTeu 3 11 3 5 22
BTP 48 34 -7 -2 74
BTP inflation 7 4 -15 7 3
Eurobond -3 -3 0 0 -6
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Our yield forecasts

US Treasury Bund

11/10/21 12/21 03/22 06/22 09/22 11/10/21 12/21 03/22 06/22 09/22
2Y Forecast 0.34 0.40 0.50 0.70 0.90 2Y Forecast -0.67 -0.70 -0.70 -0.60 -0.50
Forward 0.45 0.59 0.71 0.84 Forward -0.68 -0.67 -0.66 -0.66
5Y Forecast 1.06 1.10 1.20 1.40 1.60 5Y Forecast -0.49 -0.54 -0.50 -0.40 -0.20
Forward 1.15 1.26 1.37 1.47 Forward -0.48 -0.45 -0.42 -0.39
10Y Forecast 1.59 1.60 1.70 1.80 1.90 10Y Forecast -0.11 -0.20 -0.20 -0.10 0.20
Forward 1.65 1.72 1.78 1.85 Forward -0.09 -0.06 -0.03 0.01
30Y Forecast 212 2.20 2.30 2.30 2.40 30Y Forecast 0.36 0.30 0.32 0.40 0.60
Forward 2.15 2.17 2.20 2.22 Forward 0.36 0.37 0.39 0.40
Slope Slope
2/10Y 125 120 120 110 100 2/10Y 56 50 50 50 70
Forward 120 113 107 101 Forward 59 61 64 67
2/5Y 73 70 70 70 70 2/5Y 18 16 20 20 30
Forward 70 67 65 63 Forward 20 22 25 28
10/30Y 53 57 56 55 52 10/30Y a7 52 52 50 45
Forward 49 45 4] 37 Forward 45 43 41 39
US Treasury-Bund Spread OAT-Bund Spread

12/10/21 12/21 03/22 06/22 09/22 12/10/21 12/21 03/22 06/22 09/22
2Y 101 110 120 130 140 2Y 0 5 5 10 10
5Y 155 164 170 180 180 5Y 21 18 18 25 25
10Y 170 180 190 190 170 10Y 34 30 30 40 40
30Y 176 190 198 190 180 30Y 62 59 59 65 65
BTP-Bund Spread Bonos-Bund Spread

12/10/21 12/21 03/22 06/22 09/22 12/10/21 12/21 03/22 06/22 09/22
2Y 20 20 30 40 40 2Y 8 15 15 20 20
5Y 59 70 75 90 90 5Y 22 30 40 55 55
10Y 102 110 110 120 120 10Y 62 70 70 80 80
30Y 150 160 155 165 165 30Y 102 110 105 115 115

Source: Bloomberg, Intesa Sanpaolo
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Analyst Certification and Other Important Disclosures
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