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Introduction

Since the Great Financial Crisis some central banks pushed their monetary policy rates into
negative territory.

The aim can be to stop deflationary pressure, incentivize banks to lend money, firms to invest and
consumer spending.

Central banks can also use monetary policy rates to avoid their currency appreciation.

Through loans based on floating rates, a large portion of bank assets reflected the fall of monetary
policy rates.

On the liabilities side, for legal and commercial reasons or for regulatory needs, banks have not
passed on negative rates to a large part of their customers, putting parts of their balance sheets in
negative carry.

To lessen the adverse effect of negative interest rates on banks’ interest income, some central
banks introduced in their policy framework a tiering system to reduce the amount of excess liquidity
subject to a negative interest rate.
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Switzerland
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Eurozone

In April M. Draghi said that the Governing
Council would assess to what extend
negative deposit rates could inhibite bank
lending and whether mitigating measures
needed to be taken.

Later statements suggested that the
majority of the Governing Council sees no
urgency to change the current system.

As ECB balancesheet expanded largely
with the quantitative easing, the excess
liquidity reached nearly 2000 bn€ of which
nearly 95%

A tiering system would mitigate the effect
of customer deposits floored at 0%.

A tiering system can be introduced through
larger exemption on excess reserves,
Increasing reserve requirement or
issuance of short term debt.

But the distribution of excess reserves is
very heterogeneous among countries and
5 core countries concentrate 80% of the
liquidity.

Distribution of Excess Liquidity in Eurozone
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It look difficult to find a one-size-fits-all
system, if politically acceptable, without side
effects, on money market rates.
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Potential side effects on money market rates

Among the risks are possible distortions in the short-term market with a rise in the short-term financing cost .

One can imagine that banks from core countries, where excess liquidity is abundant, would not change their pricing,
while banks from peripheral countries might need to deal closer to the « tiered rate ».

» Euribor might be higher as there is no volume weighting between the contributors.

» Eonia (current methodology) might be higher as the volumes would remain very low and borrowers are usually
from peripheral countries.

* €STR could remain unchanged if the same banks (core countries) still attract funds from NBFIs.

 If core countries repo rates should be unchanged, below the Deposit Facility, banks in peripheral countries,
holding a large part of their domestic government bonds, might move part of their liquidity from the repo market
to the « tiered » facility, triggering higher repo rates for peripheral debts.

A change in the short-term rates would potentially lead to a flattening of the curve and therefore affect banks net
interest margin.
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Disclaimer

The information contained in these publications is exclusively intended for a client base consisting of professionals or qualified investors. It is sent to you by way of
information and cannot be divulged to a third party without the prior consent of Natixis. It cannot be considered under any circumstances as an offer to sell, or a solicitation
of any offer to buy financial instruments. While all reasonable effort has been made to ensure that the information contained is not untrue or misleading at the time of
publication, no representation is made as to its accuracy or completeness and it should not be relied upon as such. Past and simulated performances offer no guarantee as
to future performances. Any opinions offered herein reflect our current judgement and may change without notice. Natixis cannot be held responsible for the consequences
of any decision made with regard to the information contained in those documents. Natixis has set up due procedures for the separation of activities, notably in order to
prevent conflicts of interest between the research activities and its other activities. Details of these ‘information barriers’ are available on request from the head of
compliance. On the date of those reports, Natixis and/or one of its subsidiaries may be in a conflict of interest with the issuer mentioned herein. In particular, it may be

that Natixis or any person or company linked thereto, their respective directors and/or representatives and/or employees, have invested on their own account in, or act or
intend to act, in the next twelve months, as an advisor, provider of liquidity, market maker, or corporate banker (and notably for underwriting transactions, placements or
connected transactions), for a company discussed in this report.

Natixis is authorised in France by the Autorité de Controle Prudentiel et de Résolution (ACPR) as a Bank — Investment Services Provider and subject to its supervision.
Natixis is regulated by the AMF in respect of its investment services activities.

This document can be distribute in the UK. Natixis is authorised by the Autorité de Controle Prudentiel et de Résolution (ACPR) and subject to limited regulation by the
Financial Conduct Authority and Prudential Regulation Authority. Details about the extent of our regulation by the Financial Conduct Authority and Prudential Regulation
Authority are available on request from London office.

This document can be distribute in Germany. Natixis is authorised by the ACPR and regulated by the BaFin (Bundesanstalt fir Finanzdienstleistungsaufsicht) for the
conduct of its business under the right of establishment in Germany.

Natixis is authorised by the ACPR and regulated by Bank of Spain and the CNMV for the conduct of its business under the right of establishment in Spain.

Natixis is authorised by the ACPR and regulated by Bank of Italy and the CONSOB (Commissione Nazionale per le Societa e la Borsa) for the conduct of its business under
the right of establishment in Italy.

Natixis is authorised by the ACPR and regulated by the Dubai Financial Services Authority (DFSA) for the conduct of its business in and from the Dubai International
Financial Centre (DIFC). The document is being made available to the recipient with the understanding that it meets the DFSA definition of a Professional Client; the
recipient is otherwise required to inform Natixis if this is not the case and return the document. The recipient also acknowledges and understands that neither the document
nor its contents have been approved, licensed by or registered with any regulatory body or governmental agency in the GCC or Lebanon.

Natixis, a foreign bank and broker-dealer, makes this research report available solely for distribution in the United States to major U.S. institutional investors as defined in
Rule 15a-6 under the U.S. Securities Act of 1934. This document shall not be distributed to any other persons in the United States. All major U.S. institutional investors
receiving this document shall not distribute the original nor a copy thereof to any other person in the United States. Natixis Securities Americas LLC a U.S. registered
broker-dealer and member of FINRA is a subsidiary of Natixis. Natixis Securities Americas LLC did not participate in the preparation of this research report and as such
assumes no responsibility for its content. This research report has been prepared and reviewed by research analysts employed by Natixis, who are not associated persons
of Natixis Securities Americas LLC and are not registered or qualified as research analysts with FINRA , and are not subject to the rules of the FINRA.

The personal views of analysts may differ from one another. Natixis, its subsidiaries and affiliates may have issued or may issue reports that are inconsistent with, and/or
reach different conclusions from, the information presented herein.
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