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Tide turns as recovery starts

At the macro inflection point: 11.8% unemployment . Jobs Act bearing fruit
August data showed Italy broke through the 12% floor on the unemployment rate after

three years, falling 1pp below t he end-2014 peak. New perm contracts are 1.33m ytd
vs 991k in the same 2014 period (+340k, or +34%), with 307k temp contracts
converted to perm vs 261k last year (+46k, or +18%). Perm hires are running 31%
above the pre-Jobs Act quarterly average, whilst t erminations are 5% below, which
means ltaly finally managed to create net new perm jobs of 77k in Q1 and 32k in Q2 .
Separating wheat from chaff : tax cuts, not higher productivity, driving hiring

INPS data say D% of new perm contracts are due to tax cuts, not necessarily to macro-
driven new job creation. The monthly path is volatile and trending down: new perm
contracts spiked in March (+95k) and April (+103k), but lost steam in May ( -13% mom)
and June (-9% mom), before posting a meagre 39k in August. After slowing hiring in
2H14 awaiting the Jobs Act, corporates caught up and rushed to cash in the tax cuts,
slowing down hiring afterward. Perm hires as a percent of the total started to rise in
January, when tax cuts were introduced, and peaked in March at 4 3% (from 30% at end
2014). They are now back to the mid -30% region. Moreover, >90% of net new perm jobs
are in less productive Southern/Central regions. Indeed, Veneto, Emilia, Piedmont and
Lombardy, i.e. 50% of GDP, only account for 4% of net new perm jobs in 2015.

The rollover of tax cuts into 2016 is crucial to keep up momentum

Perm contracts will exceed the government estimate this year. The Stability Law
will extend tax cuts to new perm hires next year, even though they will be 60%

lower (from G 8 , b @3 50 and for two years only. This should fuel new perm
hires next year, while buying time for the reform to  raise productivity mid -term.

MB Jobs Act survey: 89 % of respondents view the labour reform as positive

We surveyed the HRs of 47 Italian corporates. Consensus 76%) said the Jobs Act
makes new hiring easier, but only 15% have increased their workforce accordingly.
Almost 68% expect new hiring will be mostly of young people. The picture is of a
positive -but-slow reaction to the reform , due to macro uncertainty , scepticism on
productivity gains, and tax cuts being a one-off. Since Augustthough, when we ran
the survey, we have seen GDP upgrades and tax cuts extended to 2016, which is
why we expect an acceleration in net new perm hiring next year.

Tax Credit Certificates (TCCs) 6Our proposal to policy -makers to boost demand

Following a similar solution Germany adopted in 1933 (MEFO billg, Italy could issue
TCCs, i.e. claims with the right to pay the government for taxes . TCCs are notdebt
(no reimbursement in euros) or currency (no legal tender). Thus, they might not be
in breach of EU treaties. We estimate two years deferral on such quasi (fiscal)
money would activate a 1.2x Keynesian multiplier, i.e. the demand shock needed
to complement the supp ly-side focus of the Jobs Act. Our macro simulatio n points
to doubling GDP growth in 201617 to 3%, surplusat 0.8% in 2017 (vs 1.1% deficit)
and debt/GDP at 112% in 2019 vsthe current 120%estimate. 0 7 7 bigher IGDPin
2017 would not jeopardise tax reven u e s , which would be
accepting the TCCs due to mature. TCCs could also support public works via CDP.
Tax cuts are 3% accretive in our coverage if fully exploiting the age pyramid

We estimate 2% of the workforce in Italy is eligible for ea rly retirement, i.e. 14% of
people older than 50/55 years. Replacing them with new, cheaper hires would
boost EPSby 3% pa so that the one-off ésolidarity fund & cost would be covered in
five-six years. RCS (+27%)l6 Espr esso ( +15 %) a read thé ERSI
accretion rank on the rhs table, with Tl and MS (+ 6%/+7%) confirming the high TMT
gearing. Finmeccanica (+8%) and ltalcementi (+5%) as cyclicals, B? (+5%), UBland
BPM (c.+3%) among banks Hera (+8%)and among utilities complete the winners.
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Simulation on tax cuts from new hiring, 2016 EPS

Jobs Act, 3yrs annual avg
(not in MBe)
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Executive summary
The Italian labour market is changing
Unemployment rate down to 11. 8% signals an inflection point during the ~ summer ...

Most recent ISTAT data suggest a potential inflection point in the Italian unemployment rate during
the summer. Indeed, August data show that for the first time over the last three years , Italy broke
through the 12% floor, bringing its unemployment rate 1pp under the peak observed at the end of
2014 at 11.9% September confirmed such trend with 11.8% rate. The number of employed people
reached 22.6mn, +0.3pp, or +69k mom in August, and +1.5pp, or +325k, yoy. The picture remains
gloomy, however: almost 60% of unemployed people are not able to find a job for at least one year;
only Greece, at 70%, has a higher rate. The main EU countries range between 30% and 50%.
Similarly, discouraged as a percentage of inactive remains the highest in Europe, at 13%.

... mean ing the Jobs A ct is already bearing fruit?

The new labour reform introduced in March 2015 is built on three pillars: the new  perm contract

with increasing security according to tenure; the new rules on dismissal; and the tax deduction

scheme for 2015 permanent activati ons applied on a three-y ear hori zon for a maxi
per annum. We looked in detail at the reform in our March report (see Job Done 26 March 2015.

Six months into the new framework, we aim to check if and how this is now working in order to

understand how much of the recent positive newsflow can be attributed to the new labour market

regulation.

Net new perm contracts created six months after the Jobs Act
The good news: perm hires are rising
An accelerating trend on new perm hires seems clear.

x  New perm contracts ytd amount to 1.33m vs. 991k the previous year (+340Kk, or +34%), with
307k temp contracts converted to perm vs . 261k last year (+46k, or +18%).

x  Perm hires are thus running 31% above the pre-Jobs Act quarterly average whilst
terminations are 5% below, which means that Italy has, for the first time in the last few
years, created net new perm jobs, specifically 77k in Q1 and 32k in Q2 (rhs chart below) .

x  The Ihs chart below shows that 2015 data marked a change from the trend observed over
the previous two years, when net activations were negative at more than 200k each year.

Permanent contracts activated, terminated and net Permanent contracts; Acti vation s, terminations and delta o
between thetwo ,6 00 0 1Q12-2Q15 (quarterly)
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Source: Mediobanca Securities on Ministero del Lavoro and INPSdata
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The bad news: INPS tax cuts , more than macro or the new contract per se, explain the delta
A less rosy picture emerges, however, when we break down the data.

x  INPS figures in fact suggest M%of the new perm activations are explained by the tax cuts
and not necessarily by genuine new job creation due to the new contract per se.

x  The monthly path is also volatile and trending down: perm activations spiked in March
(+95k) and April (+103k), but lost steam in May (-13% mom) and June ¢9% mom) before
posting a meagre 39k wunits in Auguswutp.d TeHifsscdeel
companies suspended hiring in 2H14 in anticipation of the Jobs Act, cashed in the tax
benefits at the begi nning of the year, and slowed hiring again afterward. As a result, after
an initial spike in net new perm activations in April  (+49,851), the following months have
seen a downward trend, leading to negative figures (lhs chart below) .

x  Permanent contracts as a percent of total contracts activated have increased their share
since the introduction of the tax benefits  in January 2015 (from 30% in December 2014 to a
March 2015 peak of 43%) but are now back down to the mid -30%region.

Net activations of perman ent and temporary contracts Permanent contract as % of total contracts
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Source: Mediobanca Securities on Ministero del Lavoro data

x  We must also flag that >90% of the net new perm hires come from the less productive
Southern/Central regions, with Lazio, Campania, Sicilia and Puglia alone accounting for
74% of the total. Put differently, Veneto, Emilia Romagna, Piedmont and Lombardy ( i.e.
nearly 50% of Italian GDP) only account for 4% of the net new perm jobs created in 2015,
further suggesting that tax cuts, more than GDP growth, have driven the process so far.

The pending Stability Law is a key positive, given the rollover of the tax incentives to 2016

Perm contracts activated through the tax cuts should exceed the 1mn government estimate this
year. The 2016 Stability Law under approval will envisage a rollover of the tax deduction scheme to
new perm hires activated next year.

x  While for 2015, compani es wer e entitl ed t o 08, 060 | NP S
deductions for as long as three years, the new scheme envisages a 60% reduction to
0 3 502and a two-year timeframe for new perm hires in 2016.

We consider this extremely positive , as it should help fuel the momentum on new perm activations
via tax cuts while buying time for the Ilabour reform to bear fruit in the medium term via higher
productivity.
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Labour tax cuts are 3% accretive in our coverage universe

Labour-intensive and Ital y-focused companies are more geared into the Jobs Act

Financials, utilities, real estate and TMT are the sectors best positioned to take advantage of the
Jobs Act, given their above -average margin exposure to Italy (the new labour reform applies only to
the Italian workforce) and their high labour intensity.

Labour costs on total costs (%) vs. EBITDA in Italy (%), 2014
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Our modelling assumes layoffs replaced by new perm hires

In order to estimate the potential benefit of the Jobs Act, our modelling looks at the time needed
to recoup the negative one-off cost of redundancies of the first year . As such, we look at the
activation of the so -called Solidarity Fund that is required in order to reduce the workforce before
introducing new entry-level employees. This way, we estimate the cost savings in the years
following the activation of the Solidarity Fund, translating into higher EPS due to tax cuts on new
hires. The age pyramid is the key constraint in our modelling in quantifying the room for layoffs

available.

X

Our first conclusion is that roughly 2% of the workforce located in Italy is still eligible for
early retirement, i.e. 14% of the employees older than 50/55 years.

As a result, the 45 companies under our coverage included in our analysis face an average
15% negative EPS impact in year 1 from oneoff costs related to early retirement, with
TMT being the sector most impacted (c. -32%).

Replacing older workers with new, cheaper hires would boost EPS by ¢.3% pa, with TMT
leading the pack at +6%, followed by Utilities (+3%), Financials (+2.2%) and Pure Industrials
(+2.0%).

As a result, it will take, on average, between five and six years for a company to recoup
the initial one -off cost generated by the Solidarity Fund.

We estimate that an early retirement plan entirely recovered through new hiring would
reduce the labour cost by ¢.200bps, on average, and the cost/income ratio by c.50bps.

Companies that could benefit the most from the Jobs Act based on our methodology are

RCS (+27%). 6 Espresso (+15%) and Mondador.i (+13%)
Italcementi (+5.5%) of cyclicals, Banco Popolare (c.+5%), UBI and Banca Popolare di Milano
(c.+3%) among banks, and Hera (+8%) among utilities Telecom Italia and Mediaset would

also enjoy a mid-single-digit EPS benefit confirming the high gearing of the TMT sector to

the labour reform.
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The Mediobanca Jobs Act survey

Almost 89 % of respondents view the labour reform as  very positive . . .

If our theoretical modelling suggests enough gearing to the labour reform in our coverage, how
much are our companies really adjusting themselves to the new labour market framework in
practice?

We surveyed the HR departments of 47 Italian corporates that we cover and collected an overall
constructive message, given that 89% of respondents viewed the labour reform as a positive step.

Mediobanca Jobs Act survey

Do you see the labour reform (Jobs Act) as positive? Do you think that more labour flexibility and increased ease in
making redundancies willresultin an increase of
Strongly agree employment?

0,
33% Strongly agree
0/

Disagree 2% Agree 37% 9%

Neutral 8% Strongly

disagree 9%

Disagree 15%

Neutral 30%
Agree 56% eura °

Source: Mediobanca Securities
... butonly 15% have increased the workforce due to the Jobs Act

However, uncertainty on the macro impact remains, which is why corporates do not seem to have
positioned themselves at full speed to take advantage of potential medium -term productivity gains
and of short-term tax cuts benefits. Consensus (76%) emerges that the Jobs Act will make new
hiring easier, but the same does not apply (only 3 5%) in regards to redundancies. The main negative
we found was that only 46% of respondents believe the reform will increase employment , and this is
mainly due to the persisting uncertainty about the potential link between flexibility and
productivity (only 2 6% see a causal conection). It follows that only 15% of the sample confirms an
increase in the workforce so far as a result of the Jobs Act , while 55% expect the reform to bear
fruit only in the long run.

. but not necessarily due to the tax incentives

In what is surprising to us, corporates seem reluctant to admit their new hiring policy has been
mainly driven by INPS tax incentives, as two -thirds disagree that tax cuts explain their new perm
hiring and only 21% expect an acceleration in new perm hires before year d&end when 2015 tax
incentives will terminate. Moreover , none of respondents intends to relocate its foreign activity
back in Italy to take full advantage of the new labour reform.

GFlexecurity 6 wi Il l reduce the powers of the wunions

Interestingly, in our view, there seems to be no consensus on whether increased flexibility has come
at the expense of job security, as almost 36% disagree that employees feel less protected and
another 28% have a neutral opinion. As far as unions are concerned, only 9% think the Jobs Act has
complicated relations with unions, while 56% believe the relevance of unions is poised to decrease
over time with individual negotiations gaining sway.

Uncertainty on macro and on flexibility vs productivity say the best is yet to come in 2016

In summary, what emerges is a picture of a positive but slow reaction to the new labour reform due
to persisting macro uncertainty, to scepticism on related productivity gains and to the one  -off tax
cuts attached to the reform. We collected these views in | ate summer. Two relevant things have
happened since then: consistent GDP upgrades and rollover of the tax cuts into 2016. We think
these two factors will help make Italian corporate more comfortable towards new hiring, which is
why we expect 2016 to show an acceleration in the trend of net new perm hiring.
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Tax Credit Certificates - the demand shock

Complementing the Jobs Act with a shock on the demand side da proposal to policy makers

The recent government projections increased GDP growth rate to +0.9% in 2015 and 1.6% in 2016.

We deem this as realistic but not good enough to tackle the unemployment rate at 11.9% and to

recover the 10% output lost between 2008 and 2014. We believe the reforms implemented by the
government, as long as positive, are mainly f ocused on the supply-side of the equation whereas we

think demand -side policies would also be greatly needed to fight the current economic depression.

Classic expansionary policy would increase public investments and/or lower taxes to increase
output,lower unempl oyment and boost workersd purchasing
limit or rather forbid most of these actions, forcing  Italy into austerity.

Tax Credit Certificates : boosting growth via quasi (fiscal) money without breaching EU treaties

We believe tax credit certificates (TCCs) would represent the shock needed on the demand side in
order to boost growth without being at the same time in breach of the EU regulation. Following a
similar solution adopted by Germany with the so -called MEFO Hhlls in 1933, TCCs are claims that
give the owner the right to pay for liabilities to the government for taxes, contributions, sanctions,

etc. They are not to be considered debt as the government would never reimburse them in euro
whereas it would accept t hem to reduce the tax burden. Equally they are not currency as they are
not legal tender. This is why they could be considered as fiscal money or quasi money.

Our macro simulation suggests a TCCs injection would double GDP growth in 2016-17 . ..

Wesimd ate TCCs to be assigned for 020bn i n -fhiods 6 , 04
would be assigned to sustain demand, one third to improve competitiveness. All of them would have

a deferral of two years so not to jeopardise the financial stability o  f the government and having

enough time for TCCs to generate additional output via a 1.2x Keynesian multiplier. Our simulation

indicates GDP growth would double in 2016 and 2017 to 3%, surplus would reach 0.8% in 2017 versus

the 1.1% deficit assumed today, debt / GDP would land at 112% in 2019 versus current base case at

120%. In summary, injecting such a shock via an implicit tax cut achieved through TCCs deferred by

two years, GDP would be 077bn higher in 2017.

. . . without jeopardising tax revenues and before activating other players such as CDP

Our modelling suggests (36bn higher tax revenues in year 2, whi ch woul d decrease
accepting 020bn of TCCs i ssued .tHenze, theegaveramebteduldr e an
be left with double GDP growthontopofaposi ti ve 016bn delta on tax r
used in various ways, such as financing public works initiatives of the government or supporting
expansionary projects via Cassa Depositi e Prestiti.

Reconciling the numbers fromno CCFs to CCFs issuance

2015 2016 2017 2018 2019
Base case GDP 1,679 1,735 1,793 1,849
Direct GDP increase from TCC: cumulative 24 48 48 48
Effect of higher inflation 15 21 25 29
Effect of compounded real growth 0 2 4 5
New GDP with TCCs 1,719 1,806 1,870 1,932
Inflation - without TCC 1.1% 1.7% 1.8% 1.8%
Inflation - with TCCs 2.0% 2.0% 2.0% 2.0%
Price index - without TCCs 100.00 101.07 102.80 104.67 106.55
Price index - with TCCs 100.00 102.00 104.04 106.12 108.24
Higher GDP 40 71 77 83
Tax rate % 47.8% 47.5% 47.4% 47.2%
Higher gross government revenues 19 34 36 40
TCC utilised -20 -40
Higher net government revenues 19 34 16 0

Source: Mediobanca Securities
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Jobs Act dthe pillars of the labour reform

Most recent ISTAT data seem t o suggest a potential inflection pointin  the Italian unemployment
rate during the summer. Indeed, August data show that for the first time over the last three
years Italy broke the 12% floor, bringing its unemployment rate 1p.p. below the peak observed

at the end of 2014 at 11.9%. September data confirmed such positive trend with 11.8%
unemployment rate. The number of employed people reached 22.6mn, +0.3p.p. or +69k mom
in August and +1.5p.p. or +325k yoy. The picture remains gloomy though: almost 60% of
unemployed people are not able to find a job for at least one year ; only Greece has a higher
rate, with more than 70%, while the main EU countries range between 30% and 50%. Similarly ,
the number of discouraged as a % of inactive s remains the highest in Europe, at 13%.

In this chapter , we summarise the pillars of the labour reform  that we discussed at length in our
note Job Done, 26 March 2015:
x  the introduction of the  new permanent contract with increasing security according to
tenure ;
x  the new rules on dismi ssal; and
x  the tax deduction scheme for 2015 permanent activations applied on a three -year
horizon for a maximum of 08,060 per annum.

In the rest of this research note we will focus on the initial e  ffects of the Jobs Act in the six
months since its introduction (Chapter 2), on  its i mplications for our stock coverage both in
terms of EPS impact from tax cuts (Chapter 3) and ofcompani esd expectat,ions

which we collected via survey (Chapter 4). We will conclude our work with a proposal to policy
makers on how to complement the supply side intervention of the Jobs Act with demand side
initiatives aimed at boosting growth via tax credit certificates , i.e. fiscal money (Chapter 5).

Unemployment remains an issue
Inflection point in August?

The upward trend in the Italian unemployment rate over the last couple of years contrasts with the
downward trajectory observed for the Eurozone as a whole and places the country at historical peak

levels.
Unemployment rate dltaly and Euro area - Monthly (%) Unemployment rate dltaly dAnnual (%)
13.5 16
Italy Euro area
13.0
13.0 14 13.0% 13.0
12.7 128 12.7
125
12.5 :
12.4 124
12.0 { 119
115
11.0

P N N YN SN N N S\ TSN\ TN
@ W W W @ W

Source: Mediobanca Securities on Eurostat data Source: Mediobanca Securities on ISTAT data

However, the last available ISTAT data seem to suggest that a potential inflection point has been
materialising during the summer. Asshown below, the unemployment rate stood at 11.9% in August,
down 0.1p.p. mom. Indeed, this was the first time in the last three years that Italy managed to
break the 12% level, placing its unemployment rate 1p.p. below the peak observed at the end of
2014. As of September the unemployment rate stands at 11.8%.

17 November 2015 8
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Italy: unemployment rate dmonthly data (Jan-2008 to Sep-2015, %)
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Source: Mediobanca Securities, ISTAT
As a result ISTAT datashow the number of employed people reached 22.6 millio n as of August 2015.
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Source: Mediobanca Securities, ISTAT
But unemployed people are staying unemployed longer...

Italy keeps reporting one of the highest rates of long -term unemployment (12 months or more) as a

% of total unemployment in Europe. Indeed almost 60% of unemployed are not able to find a job for

a year or more. Only Greece has a higher rate, at mor e t han 70 %, w ipéefseange t al y &
between 30-50%

Long-term unemployment (12 months or more) as a % of the total unemployment (%)
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Source: Mediobanca Securities on Eurostat
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... up to the point that they  stop even look ing for a job...

The Eurostat indicator of 0 p esexkirigéerevemls mord thamlaes0%t o wo
increase since 2005, having reached the alarming figure of 3.4mn. The rhs chart below shows that

Italians are the most discourage d workers within Europe, ahead of countries such as Bulgaria,

Portugal and Spain.

Italy - People available to work but not seeking 82005-14 Discouraged as a % of inactive (think no work is available)
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Source: Mediobanca Securities on Eurostat data
or just ask o6friendso.

In ltaly only 28.6% of the unemployed people try to find a job through the public unemployment
office s whereas in Germany the rate is almost 80%. The Jobs At includes a reform of these
agencies, which through centrali sation and enhancement is expected to provide better service. So
far, though, Italians in almost 84% of cases prefer to try and find a job through friends and personal
relationships.

Job search: ask friends, relatives, trade unions (%) 2014 Job search: contact public employment office (%) 2014
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Youth pays the highest price

Signs of change emerge onyouth unemployment, whose rate stood at 40.5% as ofSeptember 2015,
a decrease of -1.3p.p. yoy.

Youth unemployment dmonthly data (Jan -2008 to Sep-2015, %)
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Source: Mediobanca Securities, ISTAT
Share of permanent employment in a downward trend for youth

The number of employed people under permanent contract ha s been decreasing slowly over the last
14 years, from 89.9% to 86.4%. However, such decrease is much more pronounced among youth
workers. If in 2003 those aged between 15-24 had a permanent contract in 72.6% of the cases, by
2014 their share had dropped to 44.0%. We note that the sharp drop in 2004 probably stems from
the introduction of the Legge Biaggi the year before, which introduced new and more flexible
labour contracts, including the co.co.pro, apprenticeship, occasional w ork and other forms of
temporary work. At the time of the reform, youth unemployment stood at 20.6% whereas as of
August 2015such number had doubled to 40.7%.

Share of permanent employment; 15 -24yr and total &(2000-2014, %)
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The Jobs Act
The new permanent contract with increas  es in security related to tenure

In Job Done (26 March 2015), we analysed in detail the new labour reform introduced this year in
Italy. We summarise in the remaining sections of t his chapter the key pillars of the reform.

Effective as of 7 March 2015, the Jobs Act introduced a new form of permanent contract with
increases in job security based on the seniority of the worker . This will apply only to the private
sector. A reform of the public sector is expected later on. The government foresees the new
regulation encouraging the use of this form of employment rather than the temporary one, in an
attempt to reduce job insecurity, as well as to improve competitiveness and consequently  lower
unemployment through economic growth.

x  The new permanent contract establishes increasing levels of security related to tenure.
The standard protection in case of dismissal f
each year of service with a minim um of four months and up to a maximum of 24 months for
companies with more than 15 employees.

x  Below the 15-employee threshold, compensation for dismissal amounts to one month &
salary per year of tenure for a minimum of two and a maximum of six months.

Threeyears oft ax deduction on new perm contracts means uj

In order to facilitate the transition towards the new form of permanent contract, the 2015 Stability

Law allows for tax deductions for as long as 36 months on new per manent hires and on contracts
converted from temporary to permanent. This applies as a one -off tax relief only to new permanent
contracts issued in 2015. Tax ex(eem@®“i, d®B0i $ nl.itndir teed
order to be eligible for s uch tax relief, the employee shall not have been employed under a
permanent contract within the previous six months and shall not have been part of any other tax

relief programme. Moreover, the tax benefit will apply only to contracts activated throughout 2015,

and will be valid for INPS contributions only. No tax benefits are allowed for INAIL, TFR  or solidarity

fund. The 2016 Stability Law recently presented by the government intends to roll over such tax

benefits to 2016 and 2017 permanent hires.

Starting from 2015, companies will also be waived from paying the IRAP tax on employees with a
permanent contract. This is expected to reduce the tax wedge in Italy , which, as we show below, is
among the highest in OECD countries together with social security co ntributions.

Tax wedge and social security contribution for low  -income workers (assumes compensation of
67% of the average) 62014
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Source: Mediobanca Securities on OECD data

. as detailed in the case studies below for INPS . ..

The table below shows some examples of the amount of tax deductions that come with the 2015
Stability Law. We calculate the tax benefits for three different levels of seniority within the
construction sector and covered by the national collective contract (CCNL, Contratt o colletivo
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nazionale). The workers in the example s below also have different levels of INPS rate, which
translate to different levels of INPS contributions.

x For the worker with a | ower I NPS rate (28.98%
annuallyand 017, 040 -fearperiodhTdis rhelans tha his employer will not have
to pay any INPS contribution. The 2015 Stability Law has implemented a further t ax
deduction based on which the IRAP tax (regional tax on production) will have the cost of
per manent workers deducted from its calcul ati or
benefits on the permanent employee.

x  The same is true for an employee with annual taxabl e income of wup t
rate 0f 30.88%: 10 0% deduction of the 06, 052 -yeddpeBodt a x ,
and a 0992 | RAP benefit.

x For a worker with higher seniority and an annu
benefit reaches its annual ma X i muymear kit with&n 0 6 0,
extra 01,496 from I RAP tax savings.

I NPS tax deduction examgles (0), 2015 and 2015

Sector: Construction Medium Seniority CCNL High Seniority CCNL
Annual taxable income (14 monthly salaries) 19,600 19,600 28,000

INPS rate (%) 28.98% 30.88% 30.88%

Total INPS tax 5,680 6,052 8,646

Annual INPS deduction 5,680 6,052 8,060

3 year INPS deduction 17,040 18,157 24,180

Annual IRAP deduction 992 992 1,496
Source:Medi obanca Securities calcul ati on $dNaaaNcblleciive conttast att o col |l eti vo naziona

...and IRAP. ..

The Legge di stabilita 2015 (2015 Stability Law) introduced IRAP tax benefits for the cost of labour
for workers with permanent ¢ ontracts. IRAP savings on labour costs vary according to the region: in
southern ltaly the impact is larger than in the north -central areas, while in the south it reaches
2.5%, and in the north -centre it does not exceed 2.3% in the best -case scenario. For the southern
regions, the tax benefits have a lower impact on employees with low wages , as those regions
already benefitted from past tax deductions.

The table below shows an annual tax benefit from | RAP deductio
01,500 depending on the geographic | ocation and age
IRAP tax benefits on permanent contracts - 2015
Before tax, wage of Before tax, wage of
Older than 35 yrs Youngervtvr;r]le?;]S YIS L Older than 35 yrs Youngervtvr:)arl]?e?;]S S T
Tax savings B AV Tax savings B AV Tax savings R AV Tax savings Bl
labour cost labour cost labour cost labour cost
North - Centre
1to 5 employees 795 1.8 585 1.3 1,271 2.2 1,061 1.83
10 employees 828 1.9 618 1.4 1,303 2.2 1,093 1.88
50 employees 854 2.0 644 1.5 1,329 2.3 1,119 1.93
South
1to 5 employees 673 1.6 408 0.9 1,402 2.4 1,137 2.0
10 employees 714 1.6 449 1.0 1,443 2.5 1,177 2.0
50 employees 746 1.7 481 1.1 1,475 2.5 1,210 2.1

Source: Mediobanca Securities on Italian government data

... at the expense of temporary contracts

In contrast, temporary contracts have been penalised in terms of IRAP as a mean of incentivising
permanent employment. The table below shows that the additional IRAP costs of social security
contributions on temporary contracts has increased by 1.40%. In the calculation below, we assume a

3.90% average IRAP tax rate for the North d Centre and 4.82% for the South. On average, we
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calculate the more penalising IRAP provisions on temp contracts increase IRAP contributions by 21-
25% depending on location and age of the worker.

IRAP- Additional costs for temporary contracts - 2015

Before tax ,wageof 0 30, 000 Before tax, wage
Costs as a % oflabour cost Costs as a % oflabour

cost

North - Centre

IRAP 1,250 2.87 1,668 2.87

1.40% Social security increase 420 0.96 560 0.96

Total 1,671 3.84 2,228 3.84

South

IRAP 1,546 3.55 2,061 3.55

1.40% Social security increase 420 0.96 560 0.96

Total 1,966 4,51 2,621 4,51

Source: Mediobanca Securities on Italian government data

Controversial issues within the Jobs Act
Cost of dismissal - Jobs Act vs former policy

In the charts below , we attempt to contrast the cost of dismissal under the Jobs Act versus the

former policy at companies with more (lhs) and less (rhs) than 15 employees. For the former policy,

we take into account the individual dismissal with standard protection or  the disciplinary dismissal

as defined by the Legge Fornero, which implies an indemnity between 12 -2 4 mont hsd sal ar
decided by the judge accor dandthe ¢ omptahney dvso rskiezred. s Vdee
simulations on the following assumptions:

x  For companies with more than 15 employees (lhs chart) we assume for the old policy 12
months6 indemnity for two years of employment (minimum requirement), 16 for 5yrs, 20
for 10yrs and the maximum 24 for 15yrs. Under the Jobs Act, the indemnity assumption is
two months per year of employment with a minimum of four and a maximum of 24.

x  For companies with less than 15 employees (rhs chart) we assume for the old policy 2.5
months6 indemnity for two years of employment (minimum requirement), 3.5 for 5yrs, 4.5
for 10yrs and the maximum 6 for 15yrs. Under the Jobs Act, the indemnity assumption is
two months per year of employment with a minimum of two and a maximum of six.

The results below show that:

x  for less than 15 employees cost neutrality between the two policies is at years 2 and 10. In
between, we see that the cost of dismissal is higher with the Jobs Act.

x  Conversely, as regards to companies with >15 employees, the cost of dismissal is cheaper
under the Jobs Act than under the Legge Fornero, and the two policies converge only at
the 10th year in our exercise.

Companies with >15 employees; cost of dismissals 0Wage Companies with <15 employees; cost of dismissals 0 Wage

61,500, 2015 a1, 500, 2015
40,000 1L o Worker - Fomer policy — e \\orker - Jobs Act 10,500 = = = \Norker - Fomer policy === \\/orker - Jobs Act
35,000 9,500
30,000 8,500
7,500
25,000
6,500
20,000
5,500
15,000 4,500
10,000 3,500
5,000 2,500
2 years 5 years 10 years 15 years 2 years 5 years 10 years 15 years

Source: Mediobanca Securities on Italian government data
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The new policy comes with a risk

The tax deduction incentive is inevitably bring ing an increase in new permanent contract
activations this year. However, we must not confuse the one -off effect of the tax deductions that
the government is implementing for th is year alone with the new regulation on perm anent
contracts. Indeed, there is a considerable risk, in our view, that the Jobs Act could actually defeat
its own purpose. As the government through the Poletti decree of May 2014 did not limit enough
temporary contracts, there is the possibility that on ce the tax deduction expires, companies will
jump back into the temporary contracts f those of which have not been amended in their length
and are still available for as long as three years. This is even more likely when considering that, as
we show below, companies would be better off by hiring under a new permanent contract in 2015,
cashing in today the tax benefit and leveraging tomorrow on the lower dismissal cost. This is why
we consider extremely important the effort that the government is putting in to rolling over such
tax cuts on permanent employment to the next two years. This should make the positive trends on
permanent employment which we analyse in Chapter 2 more recurring in the medium term rather
than just the result of a one -off step aimed at cashing in on the tax cuts in 2015.

Hire, fire and make a profit after one year . . .

The two following tables outline two simulations of costs and benefits of the new labour reform. In
the first exercise, we analyse a newly hired worker with the perman ent contract with increasing
security according to tenure. We assume that this worker will be dismissed within one year and we
apply this to an annu-25k Weagime an BNRratenofy31.78f6pimiinelwithhe
major business sectors, and calculate the tax benefits for the year. We add an estimate of the IRAP
tax deductions, assuming the 3.9% base tax rate. We add the two and then deduct the dismissal costs
calculated as two months per year of tenure. In our example, as we assume only one year of
employment, we end up dismissing at the minimum required cost of four months. The result (in the
last column) shows that the employer could exploit the tax cuts and then dismiss the worker at no
extra cost i or actually at a profit ranging between 0 2 8587, i.e., 2.0 -4.0% of his gross annual wage.

Representative w orkershi red and di smissed a year |l ater (0), 2015
Annual - Difference
monthly wage dismissal de duIcF:igE € Annual total ir?éser::iial between
Annual wage (A) (B) (13 INPS rate (C)  deduction (D= (tax rate benefits (F= (G=B*2 mo>rl1ths benefits and
instalments) A*C - Max 3.9%) D+E) _er ear) indemnity (H=
8,060)) : pery F-G)
12,000 923 31.78% 3,813 468 4,281 4,000 282
15,000 1,154 31.78% 4,767 585 5,352 5,000 352
18,000 1,385 31.78% 5,720 702 6,422 6,000 422
22,000 1,692 31.78% 6,991 858 7,849 7,333 516
25,000 1,923 31.78% 7,945 975 8,920 8,333 587

Source: Mediobanca Securities estimates, *national base tax rate, additional regional tax not applied

...o0r 20%, after three year s

The second simulation follows the logic above, but it applies to a worker hired for three years, i.e. ,
the maxi mum all owed | NPS tax deduction period.
two months per year of tenure applied to our simulati on based on three years of employment. The
results show that the employer is in an even better situation , offering a profit ranging between
0 6, 84,70, i.e., roughly 20% ofhis cumulated gross wage for the three years.

Representative w orkers hired and dismissed three years later, 2015  -18
Dismissal Difference
Annual wage monthly AC? en duu?ﬂt:oerr . de 553:2 n Annugl total 3 year total indemnity betvyeen
A) wage (B) (13 INPS rate (C) (D= A*C- (E) (tax rate benefits (F=  benefits (G= (G=B*2 bgneflts gnd
instalments) Max 8,060)) 3.9%") D+E) F*3) months per indemnity
' year) (H=F-G)
12,000 923 31.78% 3,814 468 4,282 12,844 6,000 6,845
15,000 1,154 31.78% 4,767 585 5,352 16,056 7,500 8,556
18,000 1,385 31.78% 5,720 702 6,422 19,267 9,000 10,267
22,000 1,692 31.78% 6,992 858 7,850 23,548 11,000 12,549
25,000 1,923 31.78% 7,945 975 8,920 26,760 12,500 14,260

Source: Mediobanca Securities estimates, *national base tax rate, additional regional tax not applied
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There is therefore the risk that, as soon as the tax benefits expire, employers will cash in the
upside and go back to temporary contracts , which, in our view, the government has not limited
enough. Temp contracts are still available for as long as 36 months, and they can be renewed as
many as five times. In theory this means that the worker could be in a  precarious state for as long
as five years: three years under a temp contact and the first two under a perm contract that comes
with a low pecuniary indemnity in case of dismissal (minimum four months & wages versus 1224
before), therefore incentivising companies to lay off people after the thi rd year of perm
employment.

Moreover, companies will always be keen to offer the out -of-court procedure to dismissed staff, as
it is basically half the regular indemnity (one month 0 salary for each year of service for a minimum
of two and a maximum of 18 ); indeed, workers could be tempted to accept it as tax free indemnity

andgetpai d right away with a cashierdés check.
The increase in permanent contracts will dictate the degree of success of the Jobs Act

The effectiveness of the Jobs Act will be a funct ion of whether the new permanent contract will be
able to reduce temporary employment versus permanent. The chart below shows the mix of
permanent versus temporary contracts for youth (15 -24 yrs) and for the entire labour force in Italy,
in both 2000 and 2013. It is clear that Italy witnessed a substantial decrease in the share of workers
under a permanent contract in that period .

x  The percentage of temp versus perm, which in 2000 stood at 9% vs 91% decreased to 13%
Vs 87%;

x  For youth employment, the trend towards temp has been more evident , with the share of
temp contracts doubling , from 25% vs 75% in 2000 to 54% vs 48% in 2014.

The new permanent contract with increasing security according to tenure could be the right
compromise to match both the employer s 8 need f or flexibility and
demand for job security. Indeed, the new contract can be considered a hybrid between the old
permanent and temporary contracts.

Italy - Permanent employment vs temporary, Youth vs Total; 2000 and 2014 ( %)
100.0%
90.0%
80.0% 74.6%
70.0%
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50.0% 45.7%

40.0%
30.0% 25.4%

20.0% 8.70¢ 13.1%
10.0% 7

o o ]

Temporary 15-24y Total Temporary Permanent 15-24y Total permanet
Source: Mediobanca Securities on OECD data
Temporary employment contract categories
Less and more expensive

The Jobs Act aims to reduce the number of types of temporary contracts by reorganising the
outlying types . The law eliminated the co.co. pro, (one typ e of temporary contract), associazione in
partecipazione (joint venture with contribution of labour) and job sharing. Other forms of unstable
employment remained in place:

x  The government did not amend the 36 -month limit on temporary contracts or the number
of extensions allowed.

x The 6job on calld will continue to be allowed.
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