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ITALY: DRAGHI TO THE RESCUE
Berenberg Macro View

Here comes “Super Mario”: After two failed attempts to revive Italy’s centre-left coalition, Italian
President Sergio Mattarella will meet the former European Central Bank President Mario Draghi
at 11h GMT today to ask him to form a broad-based government, bringing in parties beyond those
that made up the outgoing centre-left coalition of Giuseppe Conte. We expect Draghi to succeed.
It will not be easy, though. While small Italia Viva, which had brought down Conte, backs Draghi,
the biggest party of the previous coalition, the Five Star Movement, has so far insisted that the
popular Conte should be Prime Minister again. Draghi’s high profile gives him clout. As all three
main parties of the previous government and some other smaller groups in parliament would
likely do badly in potential snap elections, chances are that Draghi will be able to form a new gov-
ernment eventually. As before, Mattarella seems determined to avoid snap elections. In a state-
ment last night, he cited the need to steer Italy through the pandemic, to distribute the EU sup-
port funds and to reform the country as reasons to avoid new elections. Nonetheless, with the
failure of the attempts to revive the old coalition, the prospect of new elections in June looms a
little larger than before.

The reasons behind the political crisis

The current political instability is the direct consequence of a power struggle between Conte and
former prime minister Matteo Renzi, who had walked out of the Conte government with his small
Italia Viva party on 13 January. Before pulling out from the coalition with the Five Star Movement
and the centre-left Democrats (PD), Renzi had loudly criticised the way the government was deal-
ing with public finances and the increasing influence of the state on the economy. Rather than
looking for a new general election, Renzi’s decision to no longer support Conte seems to have
been first and foremost an attempt to continue to play a key role in Italian politics and to be in
position of strength at the bargaining table to form a new coalition government. Last night, the
speaker of parliament, Roberto Fico, informed President Mattarella that he has not been able to
bridge the difference between the former coalition partners.

Three main parties had backed the Conte government until 13 January: the Five Star Movement
(92 seats in the Senate), the centre-left Democrats (35 seats) and Renzi’s breakaway group Italia
Viva (18 seats). Some smaller groups also supported Conte. Together with these smaller allies
Conte was left with 143 out of 321 seats in the Senate after Renzi had pulled out. The Senate is the
more relevant of the two chambers of parliament in this political crisis as it is the chamber in
which Conte had lost his majority.

THREE SCENARIOS:

Broader coalition under Draghi including at least Forza Italia

In the past thirty years, two technocratic governments have been formed in Italy: the Lamberto
Dini’s administration in 1995-1996 and the Mario Monti administration in 2011-2013. Their main
tasks were to bring political stability and to introduce a wide range of reforms. By officially bring-
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ing in former ECB president Draghi as a potential leader in a critical period of the pandemic, Italy
seems poised to return to the model of technocratic government. The new government could
consist of a grand coalition of main parties, including at least the centre-right Forza Italia of ex-
prime minister Silvio Berlusconi. Forza Italia has been vocal in favour of Draghi — but personal
animosities remain between Berlusconi and Draghi dating back to the euro sovereign debt crisis.
It would send a positive pro-European message, reassure financial markets and probably give an
immediate boost to the BTPs.

Renewed centre-left, possibly including a few small groups in addition to - or instead of - Italia
Viva

The key hurdle to build a centre-left/centre-right coalition including Forza Italy under Draghi
could be the Five Star Movement, which had started out as an anti-establishment force. Working
with Berlusconi’s party and under Draghi will not be easy to swallow for many members of
the Five Stars. Another option on the table would thus be to renew negotiations to set up a cen-
tre-left coalition that could potentially include Italia Viva and/or other smaller parties, including
a group of some senators from the centre-right. However, it would imply to bridge the difference
between the Five Stars and Italia Viva on issues that have previously derailed the negotiations.
Apart from the question who should lead the new government, Renzi’s party wants Italy to apply
for a €36bn credit line with ultra-light conditionality from the European Stability Mechanism to
pour additional resources especially into the health system.

New elections

Mattarella made it clear yesterday evening that early elections are not the way out of Italy’s prob-
lems in the context of the pandemic. And no one in the outgoing coalition government, not even
Renzi who triggered the current political crisis, seems to be seriously considering this option.
Opinion polls suggest that this option would be very costly for Italia Viva, which is scoring merely
some 2.5-3% in the polls but also for other parties from the coalition, too. A new election could
hand victory to an alliance of centre-right and right-wing opposition parties, with the populist
Lega, the right-wing Brothers of Italy and the centre-right Forza Italia currently garnering to-
gether around 45% of the voting intentions. But if attempts to form a new government ultimately
fail in coming weeks, Italy may have to hold snap elections in June.

On balance, the most likely scenario seems to be that Draghi will succeed to build a broad coali-
tion.
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Disclaimer

This document was compiled by the above mentioned authors of the economics department of Joh. Berenberg, Gossler & Co. KG (hereinafter referred to as “the
Bank”). The Bank has made any effort to carefully research and process all information. The information has been obtained from sources which we believe to be
reliable such as, for example, Thomson Reuters, Bloomberg and the relevant specialised press. However, we do not assume liability for the correctness and comple-
teness of all information given. The provided information has not been checked by a third party, especially an independent auditing firm. We explicitly point to the
stated date of preparation. The information given can become incorrect due to passage of time and/or as a result of legal, political, economic or other changes. We do
not assume responsibility to indicate such changes and/or to publish an updated document. The forecasts contained in this document or other statements on rates of
return, capital gains or other accession are the personal opinion of the author and we do not assume liability for the realisation of these.

This document is only for information purposes. It does not constitute investment advice or recommendation to buy financial instruments. It does not replace
consulting regarding legal, tax or financial matters.

Remarks regarding foreign investors
The preparation of this document is subject to regulation in the United Kingdom. The distribution of this document in other jurisdictions may be restricted by law,
and persons into whose possession this document comes should inform themselves about, and observe, any such restrictions.

United Kingdom
This document is meant exclusively for institutional investors and market professionals, but not for private customers. It is not for distribution to or the use of private
investors or private customers.

United States of America

This document has been prepared exclusively by the Bank. Although Berenberg Capital Markets, LLC (“BCM”), an affiliate of the Bank and registered US broker-
dealer, distributes this document to certain investors, BCM does not provide input into its contents, nor does this document constitute research of BCM. In addition,
this document is meant exclusively for institutional investors and market professionals, but not for retail investors or private customers. It is not for distribution to or
the use of retail investors or private customers. BCM accepts responsibility for this research document’s contents and institutional investors receiving this research
and wishing to effect any transactions in any security discussed herein should do so through BCM and not the Bank.

Please contact Berenberg Capital Markets, LLC (+1 646 949 9000) if you require additional information.

Copyright
The Bank reserves all the rights in this document. No part of the document or its content may be rewritten, copied, photocopied or duplicated in any form by any

means or redistributed without the Bank’s prior written consent.
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