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Italy: the rise and fall of the 5Stars

Italian opinion polls: 5Stars and Lega have traded places
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Support for major political parties in %, vertical line indicates election of 4 March 2018,
average of last six polls. PD: centre-left Democrats, Fl: centre-right Forza Italia
(Berlusconi), Fdl: right-wing Fratelli d’ltalia. Sources: national opinion polls

e The rise of populist parties poses grave risks for the economic and political outlook in Europe and beyond.
That these movements vow to shake up the establishment is not always a bad thing. But the promises of
unaffordable increases in public spending, a latent or open Euro-scepticism and the penchant to blame the euro,
or just ,,Brussels“, for domestic problems undermine the foundations of prosperity and co-operation in Europe.

e The weakest link: The risks are most pronounced in Italy, by far the weakest of all major European economies in
terms of its long-run economic fundamentals. After years of significant progress under reform-minded
governments from 2012 to early 2018, the spectacular rise of the 5Star protest movement to power has turned
Italy into Europe’s basket case again. Shortly after the 5Stars formed a coalition with the right-wing populists
from the Lega last June, Italy fell into recession and employment growth screeched to a halt. While the entire
Eurozone has been hit by external shocks, final domestic demand fell in Italy against the Eurozone trend.

e Populists in power have a problem - they cannot deliver on many of their promises: Under pressure from bond
markets and the EU, Italy’s radicals implement the 5Stars’ plans for major increases in social spending only in a
muted form. Some of the infrastructure projects that the 5Stars had promised to stop, such as an Adriatic pipeline,
are going ahead nonetheless. Support for the 5Stars, which lack a charismatic leader ever since ex-comedian Beppe
Grillo retired, has plunged (see chart). In recent regional elections, they fared worse than polls had suggested.

e The Salvini surge: Disgruntled Italians are not returning to former mainstream parties, though. Instead, the right-
wing Lega with its charismatic leader Matteo Salvini has surged ahead. Although the sharp decline in annual
arrivals of refugees and migrants on Italy’s shores from 180,000 in 2016 to 23,000 in 2018 is lastly the result of
policies adopted by the previous government, Mr Salvini has capitalised on anti-migration sentiment in parts of
the population with his fiery rhetoric. He could expect to win snap elections, potentially forming a government
with Silvio Berlusconi’s centre-right Forza Italia and the right-wing Fratelli d’Italia. If the European elections on
23-26 May confirm the polls, the temptation for Mr Salvini to trigger new elections could be irresistible.

e Legaahead - for better or worse? The Lega has its own odious ideas. It was the main champion of the reversal of
the “Fornero” pension reform, one of the most costly of the policy mistakes of the 5Star/Lega government.
Unlike the g5Stars, however, the Lega has deep roots in Northern Italian small and medium-sized enterprises and
significant administrative experience on the local and regional level. Many Lega supporters know that their
companies need banks that work and that a blowout in risk spreads can be dangerous. In a new fiscal
confrontation with the EU, they would probably back down again.

e Containing the risks: The economic ideas of the Lega — somewhat akin to some of Donald Trump’s — seem less
dangerous than those of the 5Stars. On balance, the shift in support from the 5Stars to the Lega helps to contain
the tail risk that Italy could fall into a debt crisis this year. Unfortunately, it still remains a tail risk to watch.
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Disclaimer

This document was compiled by the above mentioned authors of the economics department of Berenberg Capital Markets
LLC (hereinafter also referred to as “BCM”). BCM 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 completeness
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 a financial analysis, investment advice or
recommendation to buy financial instruments. It does not replace consulting regarding legal, tax or financial matters.
This document is classified as objective for the purposes of FINRA rules. Please contact Berenberg Capital Markets LLC (+1
617.292.8200), if you require additional information.

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.

Remarks regarding foreign investors

The preparation of this document is subject to regulation by US law. 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.

Copyright
BCM 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 BCM’s prior written consent.
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