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SUMMARY

S&P downgrades 9 eurozone countries

France and Austria lose their AAA-rating,
Italy and Spain downgraded 2 notches

Since this was widely anticipated, we think
the market impact will be limited

On 13 January, credit rating agency Standard & Poor’s
downgraded its rating of the sovereign debt of nine
eurozone countries. The ratings of Cyprus, Italy, Portugal
and Spain were cut by two notches and those of Austria,
France, Malta, Slovakia, and Slovenia by one notch. The
ratings of Belgium, Estonia, Finland, Germany, Ireland,
Luxembourg and the Netherlands were unchanged. S&P
said the reasons for the downgrades were that: “the
policy initiatives taken by European policymakers in
recent weeks may be insufficient to fully address ongoing
systemic stresses in the eurozone.” The other two main
rating agencies, Moody's and Fitch, now give Austria,
Finland, France, Germany, Luxembourg and the
Netherlands the highest rating with a stable outlook.

The downgrade of France drew the most attention as the
country lost its AAA rating. Specifically on France, S&P
said that although its debt ratio (85.5% of GDP in 2011) is
near the European average, it is harder to cut than
Germany's because of the deficit (5.5% of GDP in 2011
vs. 1% in Germany). S&P doubts the official growth
assumptions for France, deeming them too optimistic for

2012 (1% according to the government versus 0.5%
expected by S&P) and beyond (2% from 2013 on the
government's estimates). Consequently, S&P says, the
measures announced to cut the deficit appear to be
insufficient to achieve the targets (a deficit to GDP ratio of
4.5% in 2012 and, in the longer term, 0% in 2016).
However, as the downgrade was widely anticipated, we
expect the market reaction to be muted.
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The table below shows the old and the new ratings.
(Investment-grade ratings are those from AAA to BBB-,
non-investment grade or junk is BB+ or lower.)
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S&P sovereign debt ratings

Old rating New rating
Austria AAA AA+
Belgium AA AA
Cyprus BBB BB+
Estonia AA- AA-
Finland AAA AAA
France AAA AA+
Germany AAA AAA
Ireland BBB+ BBB+
Italy A BBB+
Luxembourg AAA AAA
Malta A A-
The Netherlands AAA AAA
Portugal BBB- BB
Slovakia A+ A
Slovenia AA- A+
Spain AA- A
* Source: www.standardandpoors.com
POSSIBLE CONSEQUENCES

In theory, countries with lower ratings pay higher interest
rates as their debt is riskier. This is certainly the case for
current bond yields. Portugal's yields are higher than
those of Italy, while French yields exceed German yields.
However, other factors such as market liquidity and
investor preference also play a role. For example, Japan,
which is rated at AA-, has lower yields than AAA rated
Germany. In practice, yield changes after downgrades
from AAA tend to be quite small, in the order of a few
basis points. Firstly, AA rated debt is still seen as low risk.
The chance that countries with such high ratings default
on their debt is very small. Secondly, these rating
changes tend to be anticipated by the markets. French
risk spreads widened in the second half of last year as
speculation about a downgrade grew. S&P’s decision
was expected, because the agency had said on 5
December 2011 that it was placing all eurozone countries
under negative watch. We do not expect French spreads
to widen much further as a result of the downgrade.

The debt downgrades may have consequences for the
borrowing costs of the EFSF, the eurozone bailout fund.
This has to borrow in the market to finance the bailouts of
Ireland and Portugal and possibly an additional Greek

bailout. Since EFSF debt is guaranteed by the eurozone
member states according to their economic strength
(Germany 27%, France 20%, Italy 18% and Spain 12%),
the downgrades of France, Italy and Spain may boost
borrowing costs for the EFSF, making the fund less
efficient. But here the same logic applies as for the
French downgrade. Risk spreads on EFSF debt rose in
the second half of last year as markets anticipated the
worsening situation in the eurozone member states.

RISKS

While we expect the market impact to be limited, the
downgrades underscore the risks lingering in the
eurozone sovereign crisis. Bond yields are still too high in
several countries to be sustainable. The focus on strict
austerity without the prospect of growth, at least in the
short to medium term, may worsen the situation before it
gets better. Italy is currently rated only three notches
above junk. If the country were downgraded further, it
could lead to another wave of selling by institutional
investors who want or are only allowed to hold
investment-grade debt. A sharp increase in Italian yields
can currently only be prevented by bond purchases from
the ECB, as other rescue mechanisms are currently too
small to cope with a country the size of Italy. We don't
think there is currently any expectation for the rescue
funds to be enlarged to such an extent that they can cope
with an Italian or Spanish bailout. Given the austerity
measures and the structural reforms which the new
ltalian administration has announced, we think that Italy
will be able to improve its government finances by
enough to regain investor confidence.

The situation in Greece is also still a risk. Negotiations
between the Greek government and private sector
bondholders about the haircut on Greek bonds have so
far failed. Such an accord would have been a prerequisite
for the additional bailout that Greece needs. If Greece
and its creditors do not come to an agreement, Greece
may default on its debt, but we expect the parties to come
to a deal eventually and a default to be avoided.

Finally, the debt downgrades could affect corporate debt
and the financial sector since unrest in the eurozone
government bond markets could spread to credit markets.
However, since we think the impact on sovereign bond
markets and equity markets will be limited, we also do not
expect credit markets or financials to come under
pressure. In fact, we think that the funding risks for the
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financial sector were reduced substantially after the ECB
provided unlimited three-year loans.

Joost van Leenders
Investment specialist - allocation & strategy
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DISCLAIMER

This material is issued and has been prepared by BNP Paribas Asset Management S.A.S. (“BNPP AM”)*, a member of BNP Paribas Investment Partners
(BNPP [P) **,

This material is produced for information purposes only and does not constitute:

1. An offer to buy nor a solicitation to sell, nor shall it form the basis of or be relied upon in connection with any contract or commitment whatsoever or

2. Any investment advice.

This material makes reference to certain financial instruments (the “Financial Instrument(s)”) authorised and regulated in its/their jurisdiction(s) of incorporation.

No action has been taken which would permit the public offering of the Financial Instrument(s) in any other jurisdiction, except as indicated in the most recent
prospectus, offering document or any other information material, as applicable, of the relevant Financial Instrument(s) where such action would be required, in
particular, in the United States, to US persons (as such term is defined in Regulation S of the United States Securities Act of 1933). Prior to any subscription in a
country in which such Financial Instrument(s) is/are registered, investors should verify any legal constraints or restrictions there may be in connection with the
subscription, purchase, possession or sale of the Financial Instrument(s).

Investors considering subscribing for the Financial Instrument(s) should read carefully the most recent prospectus, offering document or other information material
and consult the Financial Instrument(s)’ most re-cent financial reports. The prospectus, offering document or other information of the Financial Instrument(s) are
available from your local BNPP IP correspondents, if any, or from the entities marketing the Financial Instrument(s).

Opinions included in this material constitute the judgment of BNPP AM at the time specified and may be subject to change without notice. BNPP AM is not obliged to
update or alter the information or opinions contained within this material. Investors should consult their own legal and tax advisors in respect of legal, ac-counting,
domicile and tax advice prior to investing in the Financial Instrument(s) in order to make an independent determination of the suitability and consequences of an
investment therein, if permitted. Please note that different types of investments, if contained within this material, involve varying degrees of risk and there can be no
assurance that any specific investment may either be suitable, appropriate or profitable for a client or prospective client’s investment portfolio.

Given the economic and market risks, there can be no assurance that the Financial Instrument(s) will achieve its/their investment objectives. Returns may be affected
by, amongst other things, investment strategies or objectives of the Financial Instrument(s) and material market and economic conditions, including interest rates,
market terms and general market conditions. The different strategies applied to the Financial Instruments may have a significant effect on the results portrayed in this
material. Past performance is not a guide to future performance and the value of the investments in Financial Instrument(s) may go down as well as up. Investors
may not get back the amount they originally invested.

The performance data, as applicable, reflected in this material, do not take into account the commissions, costs incurred on the issue and redemption and taxes.
This document is directed only at person(s) who have professional experience in matters relating to investments (“relevant persons”). Any investment or investment
activity to which this document relates is available only to and will be engaged in only with Professional Clients as defined in the rules of the Financial Services

Authority. Any person who is not a relevant person should not act or rely on this document or any of its con-tents.

*BNPP AM is an investment manager registered with the “Autorité des marchés financiers” in France under number 96-02, a simplified joint stock company with a
capital of 64,931,168 euros with its registered office at 1, boulevard Haussmann 75009 Paris, France, RCS Paris 319 378 832. www.bnpparibas-am.com

* “BNP Paribas Investment Partners” is the global brand name of the BNP Paribas group’s asset management services. The individual asset management entities
within BNP Paribas Investment Partners if specified herein, are specified for information only and do not necessarily carry on business in your jurisdiction. For further
information, please contact your locally licensed Investment Partner.




