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In a nutshell

• Taken together, Five Star
Movement and Lega
Nord have outperformed
unadjusted polling averages
by about 9%

• The populist gains came
mainly at the expense of
both the center-left and
center-right party

• What, if any, government
will emerge from these
results remains anybody's
guess, probably until well
after the final results

All opinions and claims are based
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is subject to change at any
time, based upon economic,
market and other considerations
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as a recommendation. Past
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hypothetical models that may
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CIO Flash

A surprise, Italian style

Once again, Italian opinion polls have proven unreliable

Sometimes, financial markets prove to be more efficient than
you give them credit for. Take the muted reaction to Italy's
parliamentary elections. By any reasonable standard, Italian voters
have delivered quite a surprise. The anti-establishment Five Star
Movement emerged as the largest party, as expected, with about
32% of the vote and looks set to capture at least a similar share of
seats at the time of writing. That's far more than most observers
had forecasted. It's a similar story for the far-right Lega. At about
18% of the vote share, Lega looks certain to emerge as the biggest
parliamentary force in Silvio Berlusconi's center-right coalition. The
populist gains came mainly at the expense of pretty much everyone
else, including both Berslusconi's center-right Forza Italia (14%)
and Matteo Renzi's center-left Democratic Party (19%). What, if
any, government will emerge from these results remains anybody's
guess, probably until well after all the votes have been counted and
all seats have been declared. (A more or less final tally is expected
at some point today, probably in the course of the afternoon.)

Taken together, Five Star and Lega have outperformed unadjusted
polling averages by about 9%. In any other country, that would be
very unusual. In Italy, it was just another polling error roughly in
line with recent experience, as we previously argued "An Italian
muddle".

From a broader market perspective, the calm among investors so
far is both reassuring and a touch worrying. The euro weakened
only slightly against the dollar. Perhaps, this was because the Italian
elections coincided with positive news that Germany will – finally
– get a new government, again under Angela Merkel. After much
nail-biting, Germany's Social Democrats voted with a surprisingly
strong two-thirds majority to once again become junior partners in
another grand coalition.

In equity markets, there were some declines in Asia overnight.
This probably had more to do with fears over U.S. protectionism
than Italian politics becoming even more fragmented. European
market reactions were rather muted with only Italy showing signs of
volatility, after having outperformed global markets since the start
of the year . As for domestic demand, Italy's economic momentum
continues to look strong. We expect Italian earnings growth to be
well above Eurozone averages, but continued political uncertainty
could increase downside risks.

In bond markets, we have seen moderate spread widening of Italian
sovereign bonds compared to German bunds. Italian corporate
bonds are likely to reverse some of their gains ahead of the
elections. But, while we may continue to see some volatility, as
election results continue to trickle in, we would not expect a
dramatic and lasting reaction.
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Italy, after all, did not suddenly become ungovernable – the
elections merely reinforce previous trends. Nor was it ever
especially likely that the new government would enact the sorts of
reforms Italy continues to urgently need.

Take a step back, however, and there are risks both in the short
and in the longer term. Much of the Five Star and Lega personnel
are fairly new to the national political scene, which could create
headline risks in coming days and weeks. The election results
also reinforce longer-term worries. As in Italy's 2016 constitutional
referendum, broadly centrist and euro-friendly forces have suffered
another stunning defeat. That will make it no easier to reach
a European consensus on measures eventually needed for the
common currency and the European Union as a whole to function
effectively.
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Glossary

Five Star Movement

The Five Star Movement is a populist political party in Italy. It is
led by the popular comedian and blogger Beppe Grillo, who was
also among its founders in 2009. It is considered anti-establishment,
environmentalist, anti-globalist and Eurosceptic.

Italy’s constitutional referendum

Italy’s constitutional referendum was held on December 4th, 2016.
By a surprisingly large margin, voters turned down far-reaching
changes intended to make Italy more governable. The bill was
proposed by then prime minister Matteo Renzi, who promptly
resigned.

Lega

The Lega (formerly "Lega Nord") is a right-wing populist party in
Italy. It was founded in 1991 through the merger of various parties.
It is considered anti-globalist and Eurosceptic.

Momentum

Momentum refers to the rate of growth of an index or security’s
price. Momentum investors believe that strong growth is likely to
be followed by further gains.

Social Democratic Party of Germany (SPD)

The Social Democratic Party of Germany (SPD), also referred to
as the "Social Democrats", is a social-democratic political party
in Germany that is considered center-left in the German political
landscape.

Sovereign bonds

Sovereign bonds are bonds issued by governments.

Spread

The spread is the difference between the quoted rates of return on
two different investments, usually of different credit quality.
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Important Information

Nothing contained herein is fiduciary or impartial investment

advice that is individualized or directed to any plan, plan

participant, or IRA owner regarding the advisability of any

investment transaction, including any IRA distribution or

rollover.

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 and is not intended to
constitute an offer, recommendation or solicitation to conclude
a transaction 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 and should not be treated
as giving investment advice. Deutsche Bank AG, including its
subsidiaries and affiliates, does not provide legal, tax or accounting
advice. This communication was prepared solely in connection
with the promotion or marketing, to the extent permitted by
applicable law, of the transaction or matter addressed herein, and
was not intended or written to be used, and cannot be relied
upon, by any taxpayer for the purposes of avoiding any U.S.
federal tax penalties. The recipient of this communication should
seek advice from an independent tax advisor regarding any tax
matters addressed herein based on its particular circumstances.
Investments with Deutsche Bank are not guaranteed, unless
specified. Although information in this document has been obtained
from sources believed to be reliable, we do not guarantee its
accuracy, completeness or fairness, and it should not be relied
upon as such. All opinions and estimates herein, including forecast
returns, reflect our judgment on the date of this report, are subject
to change without notice and involve a number of assumptions
which may not prove valid.

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. Further, investment in international
markets can be affected by a host of factors, including political
or social conditions, diplomatic relations, limitations or removal
of funds or assets or imposition of (or change in) exchange
control or tax regulations in such markets. 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. This document does
not identify all the risks (direct and indirect) or other considerations
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which might be material to you when entering into a transaction.
For certain investments, the terms will be exclusively subject to the
detailed provisions, including risk considerations, contained in the
Offering Documents. Review carefully before investing.

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.
We assume no responsibility to advise the recipients of this
document with regard to changes in our views.

No assurance can be given that any investment described herein
would yield favorable investment results or that the investment
objectives will be achieved. Any securities or financial instruments
presented herein are not insured by the Federal Deposit Insurance
Corporation (“FDIC”) unless specifically noted, and are not
guaranteed by or obligations of Deutsche Bank AG or its affiliates.
We or our affiliates or persons associated with us may act
upon or use material in this report prior to publication. DB may
engage in transactions in a manner inconsistent with the views
discussed herein. Opinions expressed herein may differ from the
opinions expressed by departments or other divisions or affiliates
of Deutsche Bank. 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. 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.

Past performance is no guarantee of future results; nothing
contained herein shall constitute any representation or warranty
as to future performance. Further information is available upon
investor’s request. All third party data (such as MSCI, S&P &
Bloomberg) are copyrighted by and proprietary to the provider.

Deutsche Bank AG is authorised under German Banking Law
(competent authority: European Central Bank and the BaFin,
Germany’s Federal Financial Supervisory Authority) and by the
Prudential Regulation Authority and subject to limited regulation
by the Financial Conduct Authority and Prudential Regulation
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Authority. Details about the extent of our authorisation and
regulation by the Prudential Regulation Authority, and regulation by
the Financial Conduct Authority are available from us on request.

© 2017 Deutsche Asset Management Investment GmbH, Mainzer
Landstraße 11-17, 60329 Frankfurt am Main, Germany. All rights
reserved.
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