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The market overestimates the referendum: the second derivative is what matters 

Whether a YES or NO, we expect a Renzi-2 Cabinet by Christmas to change Italicum next 

year and to steer the country to mid-2018 elections. The latter, not the Referendum, is thus 

the real political risk event for the market in our view, and if investors want Renzi in the 

future they should better focus on the referendum’s impact on the electoral law, linked to 

but not part of it. Even a YES carries risk if Renzi does not change Italicum, as Five Star 

(M5S) is the main beneficiary. If anything, a NO gives Renzi the perfect rationale to change 

Italicum without a difficult U-turn, having been so vocal last year in pushing for it, and pass 

it with three confidence votes to supercede any friendly fire in his own party. 

Referendum: YES or NO, the country will be split due to an all-inclusive question 

NO currently leads the polls, leveraging on the 13m people who in April already said no to 

Renzi on offshore drilling concessions (85%, but no quorum reached). However, YES counts 

on a still-undecided majority. Both sides have fair points: a mono-cameral system speeds up 

legislation, but our data suggest Italy needs fewer and simpler laws not more and faster; 

downgrading the second house could smooth legislation, or maybe not, depending on the 

still-unclear role of tomorrow’s Senate. Changing Chapter V should reduce excessive 

spending powers at a local level but healthcare, making 50% of it, will remain of regional 

competence. It is an open outcome with one sure bad result: on 5 December, Italy will be 

split due to a sub-optimal all-inclusive single question: a multi-question referendum on such 

uncorrelated topics would have disempowered it by judging the merits of the changes, not 

who has conceived them; this is where the Referendum inevitably gets personalised. 

Buy the NO dip, sell the YES rebound, watch the chess game on the ‘new Italicum’  

We don’t see strong reasons for a massive YES-driven rebound any more than we expect a 

collapse in the case of a NO. A look-through mood would suggest to sell any rebound in 

the former case and buy the dip in the latter, monitoring what really matters: the new 

electoral law that will keep Rome busy after 5 December, one way or the other.  

Italicum’s winner-takes-all profile is a boomerang  

Italicum gives a 55% premium at the House of Deputies to the party at 40% at the first round or 

that wins the second ballot. A NO at the referendum will resurrect the Senate and its own 

electoral law, making the country unmanageable, in our view. Renzi must have assumed PD's 

41% at the May 2014 EU elections was a floor rather than a roof (PD is today at c.30%), and that 

he would have attracted votes from M5S (M5S is at c.30% vs 21% back then). These assumptions 

haven’t worked so far, and only now looking at polls Rome has realised Italicum is tailor-made 

for M5S to win by attracting PD opponents at the second ballot, as shown by the June mayoral 

elections pro M5S in Rome and Turin. We see Italicum being changed by moving the premium 

to the winning coalition at the second ballot, but this will be based on the thesis that M5S will 

never make electoral alliances, which could yet again be proved wrong in the future.   

Demographics play pro M5S, a more inclusive approach could be an option  

M5S peacefully channeled the right and left protest vote, which is one of the reasons that  

prevents Italy from the far-right drift we have seen in many EU countries; M5S also implicitly 

helped PD endorsing Renzi: only a young leader, distant from the old-style PD, challenging 

the establishment and attracting right votes might have contained M5S. The Eurozone’s 

austerity programme, not Rome’s referendum remain Italy’s problem. Austerity and the 

Euro are the flip-side of the same coin: if we agree that the Eurozone is hardly sustainable in 

its current architecture, the pressure of the protest vote might help going Keynesian and 

OCA. Germany called peripheral bluffs on austerity so far precisely due to no credible 

alternatives. It could maybe be an option for the Italian traditional parties to be more 

inclusive with M5S, not least as a way to disempower them. Even more when considering 

that time plays pro M5S: our analysis of the age pyramid of the country and of the vote 

breakdown by age band, suggest, ceteris paribus and obviously subject to many caveats, 

that every year M5S’s gap versus PD widens by 0.4pp.   
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The market overestimates the risks  

Political risk is nothing new in Italy . . .  

There is nothing new about investors focusing on the political situation in Italy and its governmental 

instability. The historically-high volatility of the country, with a total of 63 governments in the last 

70 years, always puts Rome newsflow at the centre of any investment decision in the country. This 

is even more the case now, considering the structural issues of the Italian economy, its high public 

debt, and the complex political processes originating in a rigid checks and balances equilibrium 

between the various decision-making bodies of Italy’s institutional architecture.  

. . . but the market seems far more concerned this time 

However, the link between Rome and the stock market has tightened in the last few months. We 

cannot recollect a previous period with so many questions from nervous investors about the debate 

on the pending Constitutional referendum, the future of Renzi’s government, the Italicum (the 

recently-approved new electoral law), the political ambitions of the Five Star Movement (M5S). This 

in itself demonstrates both the fragility of the Italian investment case and the caution in the market 

after so many years of subdued growth.  

The consensus view . . .  

Much has been said on the above topics by the media, by political commentators and by the sell-

side community. The market's view seems to go as follows: 

 A NO victory on the referendum would be a disaster for Italy and for the market; 

 It would also most likely bring Renzi down and precipitate huge political instability; 

 The resultant uncertain electoral outcome could see M5S potentially taking the lead,  

leveraging Renzi’s defeat in the referendum; 

 M5S is the market’s main enemy; it should be prevented from running the country, as its 

leaders want to exit the Euro; and  

 A YES outcome would be great news for the market, supporting Renzi’s bid for re-election.  

. . . which we are going to challenge in this report 

There is surely a sound rationale behind such a view, but we think it will prove wrong. The market is 

discounting excessive political risk, in our opinion, with Italy down 24% ytd, underperforming the Euro 

Stoxx 600 by 16p.p.. Italy obviously has enough economic problems to justify this underperformance, 

and political issues alone are not enough to explain it, in our view. We therefore intend to challenge 

the consensus view in this note by elaborating on the following points: 

1. Constitutional reforms will hardly improve the subdued Italian growth. Yes or No, Italy will 

keep struggling to boost its GDP recovery, and this is what really matters in the end. 

Brussels and the Eurozone’s austerity, not Rome and its referendum, are behind Italy’s 

economic problems.  

2. The referendum is personalised as pro- or anti-Renzi, we agree, but this is not because the 

premier said so, rather it is because of the way the referendum is shaped. To our way of 

thinking, each crucial constitutional topic should have had its own question, allowing 

voters to judge it individually. One, all-inclusive question on uncorrelated subjects 

inevitably becomes reduced to a vote on the government that conceived the unwieldy 

package. A multi-question referendum would have also significantly reduced the risk of a 

NO outcome, allowing Italians to judge the merits of the changes rather than the person 

who conceived them; this would have disempowered the referendum rather than splitting 

the country, as it surely will do on 5 December, whatever the outcome.  

3. YES or NO, we expect a Renzi 2 government to take shape after the referendum. In the 

case of a Yes vote, it will just be a cabinet reshuffle with the replacement of some 

ministers; a No will probably mean an enlarged government coalition. 

4. One way or another we do not foresee national elections before mid-2018, i.e., at the 

natural conclusion of the current legislature. 
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5. The Italicum, not the referendum, is the market’s main problem as in its current shape the 

new electoral law seems perfectly designed to give M5S the lead in the next elections. 

6. As such, although not part of the Constitutional reform package, the Italicum is 

inextricably linked to it; whatever the outcome of the Referendum, Renzi should change 

the electoral law if he wants to maximise his chances in the next elections: a majority 

premium to the winning coalition, not (as it is today) to the winning party will help him get 

elected even at the expense of Renzi’s room to maneuver in tomorrow’s coalition 

government; the ‘winner-take-all’ approach of the Italicum favours M5S. 

7. Even a Yes victory that the market would surely celebrate in the short term would 

therefore carry high risk if Renzi stands for election with the Italicum in its current shape: 

the outcome would indeed be just a coin toss with the M5S, based on current polls even 

though things might change when elections will approach. 

8. If anything, a NO outcome at the referendum would give the premier the perfect lever to 

change the electoral law against M5S after having been so vocal on the Italicum, which he 

got passed in the Parliament just a few months ago with three confidence votes. He might 

have underestimated the appeal of M5S in the Italian electorate, we suspect.  

9. Yes, we agree that the best outcome for the market would probably be a YES at the 

referendum and the electoral law getting changed anyway, but that assumes a negative 

ruling by the Constitutional Court (possible but not sure) or an admission of capitulation for 

anti-M5S reasons from Renzi, which could cost him votes we suspect. 

10. National elections in 2018, not the Referendum on 4 December, will therefore be the real 

market-changing event.  

11. The M5S victories in Rome and Turin at the June mayoral elections (with an electoral 

system very close to the Italicum), not the Brexit vote, represented the key game-changer 

in Rome. Recent polls and our analysis of the vote by age suggest time plays in M5S favour. 

A more inclusive approach might help governing parties gaining more negotiating power in 

Europe in order to go Keynesian and soften austerity. It might also be a smart way to try 

and disempower M5S as marginalising a 30% party with demographics on its side might be 

counterproductive.  

We say, buy the dip, sell the rebound 

In conclusion, our thesis in this note is that the referendum risk for the market is overdone, as is 

the risk of M5S. The market has nearly two years before the national elections to reassess its 

stance. Italy has plenty of problems, no doubt, but we would not put Rome at the top of the list 

today. The outcome of the referendum will be very close anyway, in our view. We do not see many 

reasons for a massive rebound in case of a YES any more than we expect a collapse in case of a NO. 

Rather, if our thesis has legs, we see the market in a look-through reading of the newsflow, 

meaning we would sell any significant rebound in case of a YES and buy a dip in case of a NO.   

Italian political risk is a relative, not an absolute, call 

A busy political calendar ahead  

An additional element that should help put things in context is that Italy is not alone in its political 

uncertainties nor is it the worst-positioned country. A busy political calendar around the world in 

the next 12 months could find the market, now obsessed about Italy, unprepared on other fronts, as 

already proved with the Brexit referendum. Actually, if anything, we would argue that Italy is 

ahead of the curve; we are witnessing a sort of Italianisation of the debate on ‘political risk versus 

market reaction’ to which Italy is quite used already, having built up muscle and antibodies.  

 The ‘nonpolitician’ (Trump) versus the ‘pro-establishment’ (Clinton) debate in the US 

reminds us of the Berlusconi versus Prodi (and Partito Democratico in general) 

competition. Italy was there 20 years ago.   
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 The ‘far right wing’ drift in Austria, the Netherlands and France is not a risk in Italy. If 

anything M5S has helped channel the protest vote from both left and right in a peaceful 

direction in spite of the immigrant problem.  

 The Eurosceptic view of M5S is nothing new in the Eurozone, and surely not an Italy-

specific case. France and the Netherlands are there, and we suspect other countries will 

soon join the club. 

 The ‘referendum risk’ saga in Europe is only now starting. After Brexit, Italy and recently 

Hungary, we think more will come, and the market should start getting used to this new 

variable of uncertainty. 

 Coalition governments seem to be the most market-friendly and pro-EU establishment 

solutions around Europe so far. So it is Spain that seems behind the curve. Italy is fully 

prepared as since II WW it has been governed only via coalition governments even in the 

most recent experiences with Monti, Letta and Renzi.  

 Last but not least, as we show below, if we are right in our base case on mid-2018 

elections, Italy will be the last one to go through a crucial electoral appointment. By then 

many things will have surely changed.   

 Spain (December 2016): After two rounds of inconclusive general elections (December 

2015 and June 2016), the parties have to find a solution to the current deadlock by 1 

November; otherwise a third round of general elections will be held, perhaps in mid-

December. More recent regional elections in Galicia and Basque country (25 September) 

have confirmed the weakening trend of the Socialist party, whose leader, Pedro Sanchez, 

recently resigned.  

 Austria (December 2016): Given that no single party won a majority in April, Norbert 

Hofer (right-wing anti-immigration Freedom Party of Austria) and Alexander Van der Bellen 

(Green Party) will compete for the lead. May’s run-off was a head-to-head vote and led to 

the final victory of Mr Van der Bellen, but that outcome was rescinded by the 

Constitutional Court of Austria, which found evidence of vote rigging.  

 Netherlands (March 2017): Elections to the Dutch House of Representatives will be held in 

mid-March. Recent polls indicate the leader of the far-right, anti-Euro Dutch Freedom 

Party, Geert Wilders, is the leading candidate to become the next prime minister. He will 

primarily compete with the incumbent Mark Rutte, from the Liberal Party. 

 France (April/May 2017): French presidential elections will be held on 23 April 2017 and 

will be followed by a run-off two weeks later (on 7 May) if no absolute majority emerges in 

the first round. Recent polls suggest the two frontrunners will be the Republican party and 

the far-right Front National, potentially getting some 30% of the votes each in the first 

round. While the Front National will be championed by Marine Le Pen, the candidate of the 

Republican party will be selected by primaries in November, and it is likely to be a race 

Markets sensitive to political appointments 2016-17 

Date Event Country Potential risk 

October 15 2016 Final Term to file the Stability Law Eurozone Safeguarding clauses: higher taxes, lower growth 

October 20-21 2016 EU Leaders Summit in Brussels Eurozone No progress on Banking Union, flexibility and migrants 

November 8 2016 US Election USA Trump victory a risk?  

December 4 2016 Italian Referendum Italy No victory, Renzi steps down 

December 4 2016 Austrian Election Austria Far right victory from FPO party with Norbert Hofer 

December 25 2016 Spanish Election Spain The third unsuccessful round to form a government 

March 15 2017 Dutch Election Netherlands Geert Wilders leading polls with a EU exit campaign 

April – May 2017 French Election France Marine Le Pen and the anti-Euro campaign 

September 2017 Germany Election Germany Merkel struggling to renew her mandate 
 

Source: Mediobanca Securities 
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between former President Sarkozy and former premier Alain Juppé. Chances for the 

Socialist party to reach the run-off seem low for now.  

 Germany (September 2017): Regional elections held last September sounded a warning 

bell for Chancellor Merkel. The most worrying results came from the Mecklenburg-

Vorpommern region, where Mrs Merkel’s Christian Democratic Union ranked third, behind 

the Social Democrats and the right-wing anti Euro AfD party. The CDU suffered vote drain 

in Berlin as well (its worst-ever showing in the region). Mrs Merkel has yet to decide 

whether to run for a fourth mandate in 2017. What worries us most is that in spite of the 

number of crucial topics in Europe demanding immediate action it remains difficult to 

foresee any tangible delivery prior to the German elections. And this cannot be positive for 

the overall economy of the Eurozone.  
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Referendum: watch the second derivative 
National elections, which we expect in mid-2018, not the Constitutional Referendum on 4 

December, are the key political market event in Italy, in our view. If the market wants Renzi, it 

should therefore focus on the second derivative of the Referendum, i.e., its implication for the 

newly-approved Italicum electoral law, which is linked to but not part of the Referendum. 

Renzi must have underestimated the electoral appeal of M5S and designed an electoral law 

perfectly tailor-made for M5S to win at the next elections, as current polls suggest, due to its 

‘winner-takes-all’ profile at the second ballot. Our thesis is that not much will change whatever 

the outcome of the referendum: whether a YES or NO, we expect a Renzi 2 enlarged coalition 

cabinet by Christmas that will take office with its first priority changing Italicum and steering 

the country to the mid-2018 elections. Even a YES victory would carry risk if Renzi goes to the 

elections with the Italicum in its current form. If anything, NO would give the premier the 

perfect rationale to change the electoral law after having been so vocal on the Italicum, which 

he passed in the Parliament after three confidence votes.  

Back in April 2016, Italians said NO to Renzi (85%) in the referendum on offshore drilling 

concessions, which did not get a quorum. So now, NO can count on a solid block already, and is 

currently leading in the polls. However, an aggressive YES campaign has only now started and 

the undecided component is still the majority. Renzi is the clear leader of the YES side, whilst 

the NO camp looks diffuse and lacks a clear leader. A bit of help from Brussels on the Budget 

Law could give Renzi the final push towards a YES victory. Both sides have fair points: a mono-

cameral system speeds up legislation, but our data suggests Italy needs fewer and simpler laws 

not necessarily more or faster ones. Disempowering the Senate could still help getting there; 

however, NO has a point in flagging how unclear the new Senate role will be, so that it could 

result in the opposite outcome. Equally, changing Chapter V seems logical given the excessive 

spending powers in the local bodies that are beyond the control of Rome. However, healthcare 

makes up 50% of that spending, and that power will remain at the regional level. In short, it is 

an open outcome with one sure bad result: on 5 December the country will be split due to the 

main controversial point of the referendum, in our view: an all-inclusive single question on 

many uncorrelated Constitutional topics. A multi-question referendum would have significantly 

reduced the risk of a NO outcome by allowing Italians to judge the merits of the changes rather 

than the person who conceived the package, probably resulting in YES on certain topics and NO 

on others and surely disempowering the referendum. This is where the Referendum inevitably 

gets personalised. 

Our conclusion is that the market’s concern about the Referendum, probably due to the Brexit 

shock, is overdone. We do not see many reasons for a massive rebound in case of a YES any 

more than we expect a collapse in case of a NO. We rather see the market in a look-through 

mood, meaning we would sell any significant rebound in case of a YES and buy a dip in case of a 

NO before we start monitoring what we really care about: the chess game around the changes 

to the Italicum that will start from 5 December, and which we will discuss in the next chapter. 

Our contrarian and provocative view: a win-win for the market? 

The Italian Constitutional referendum expected on 4 December comes at a time when Europe looks 

weak and the market fears that Italy could trigger a new crisis. This past June, the UK opted out of 

the European Union in a historic vote that set the first lever and proved wrong those who thought 

exiting the Union was impossible. After proving fully unprepared for the Brexit outcome, the market 

is now learning from its mistakes and carefully scrutinising the Italian political arena. The obsession 

with the Italian referendum looks exaggerated to us, clearly reflecting a post-Brexit fear. As we will 

argue in this chapter, there is not enough at stake in terms of market implications to justify the 

current concern around the Italian referendum.  

YES or NO, it is the second derivative that matters to us 

At first sight, the reading of the referendum vote is very straightforward: YES is good, NO is bad for 

the market. However, when we explore the reasoning behind investors’ and the media consensus 

view we are perplexed. It seems to us that the market tends to base its view on what we call the 
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first derivative of the equation: YES is good because it strengthens Renzi’s government, NO is bad 

because it could lead to his resignation, returning the country to political uncertainty. This is surely 

a fair reading, but we suspect only for the very short term after the result of the referendum; let us 

call it an emotional reaction of the market. What is of utmost interest to us instead is the second 

derivative of such a vote, i.e., the potential mid-term implications of the referendum vote on the 

country’s prospects and its political stability: 

 Will a YES bring higher growth and stability to the country?  

 Will a YES bring a stronger pro-market and pro-EU Renzi government at the next elections?  

YES or NO, the market is overreacting  

We have doubts on both. The institutional architecture of the country will clearly change in case of 

a YES victory, but this will not necessarily speed up the political decision-making process, and thus 

the government’s ability to deeply affect the economy and reform the country. Additionally, we 

think a YES victory coupled with the current electoral law would potentially create the perfect, 

tailor-made scenario for M5S to play its winning hand at the next national elections. Equally, a NO 

victory will most probably lead to a large Renzi 2 coalition government, which is not necessarily bad 

for the market considering that the coalition would take office with its first priority changing the 

electoral law, which in turn would minimise the chances of M5S winning the next elections.  

One way or another, we think the national elections will remain a mid-2018 event and this is why 

given the above we think the market is overdoing its concerns. The risk lies not in the referendum 

today, but in the national elections tomorrow: Italicum will make a PD vs M5S race a coin toss based 

on today’s polls. Our contrarian thesis is therefore that a NO victory will eventually become the 

best catalyst for Renzi to redesign the electoral law to his own advantage.  

A less risky picture than the market fears 

As such, provocatively enough, we could posit that the referendum is almost a win-win for the market: 

YES is a short-term celebration for Renzi’s victory, NO is a mid-term celebration for Five Star's most 

likely defeat at national elections in mid-2018 after the change in the electoral law. This means that 

what we consider the real problem / risk for the market is not the referendum today, but the 

potential consequences of the Italicum tomorrow. And the Italicum is inevitably linked to the 

referendum even though it is not part of the Constitutional changes to be voted on. Italicum in fact 

applies only to the House of Deputies, on the assumption that the Senate will be ‘downgraded’ via a 

Yes at the referendum. But if No wins, then the Senate stays unchanged with its own electoral law 

different from the Italicum, clearly making the country less manageable. This would therefore force 

an enlarged Renzi 2 coalition government to change the electoral law yet again.  

Renzi’s two main issues  

Electoral law and one-size-fits-all vote at the referendum 

We have been strong supporters of Renzi’s reformist agenda to date, especially considering that as 

a non-elected premier he has been facing fierce ‘friendly fire’ in his own party that has prevented 

him from speeding up his agenda even more. But this does not prevent us from pointing out what 

we consider two key issues so far. No doubt an elected Renzi at the next elections would be great 

news for the market and for the EU establishment. The problem is how to get there, given that 

polls and sentiment in the country at the moment do not allow us to consider this a base case 

scenario:  

 A bad electoral law. The Italicum was designed right after the 41% vote for PD at the 2014 

European elections, as Renzi assumed there was upside on such an already historic record 

vote (PD is now running at 30% in the polls). Hence the majority premium set a 40% 

threshold or at the winning party in the second round. This implies Renzi, as with all the 

Italian and the EU establishment, assumed that M5S would disappear and most of its voters 

would migrate to PD. Again that proved wrong, and with the current 30% in the polls 

(versus 21% back then) not only is M5S likely here to stay and compete with PD but, as we 

show later, the demographics of the country and the voting patterns by age suggest that 

time plays in Five Star's favour. As such, not only do we think the Italicum relied too much 
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on the PD's ability to draw votes from M5S, which proved wrong, but it ended up designing 

the best pathway for M5S to win in the next elections, as we explain in the next chapter. 

After having been so vocal on the Italicum (three confidence votes to pass the electoral 

law in the Parliament), the premier now needs to find a good reason for a U-turn to change 

the law. A NO victory at the referendum followed by Constitutional Court objections to the 

Italicum would provide the perfect rationale, we think.  

 The one-size-fits-all vote at the referendum. Asking Italians to vote for a variety of 

constitutional topics (Chapter V of the Constitution, disempowering of the Senate, CNEL 

abolition, quorum for referenda, etc.) that are not necessarily interrelated increases the 

chances of a NO victory by well-educated voters who would have preferred to express their 

views on each topic. This is where we think Renzi ended up personalising the referendum 

so to gain endorsement for himself. Whether or not he decides to resign in case of NO is 

not going to de-personalise the referendum, as the problem is in the way he framed the 

vote. An ‘all-in’ yes on uncorrelated subjects instead of specific questions on such 

different topics equates to a YES or NO for Renzi, who conceived these constitutional 

reforms. Keeping the vote on various topics separated in a multi-question referendum 

would have not only helped focus on each specific reform rather than on Renzi per se, but 

it would have significantly reduced the political risk attached to the referendum, with 

potential YES on certain subjects and NO on others without transforming this into a pro- or 

anti-Renzi battle.  

From denial to contrition is good news, but poorly timed 

Only now, in light of not particularly favourable polls, is Renzi moving to contrition, declaring that 

his political future has nothing to do with the referendum, while at the same time PD is pushing the 

parliament to start considering changes to the Italicum. These are both market-friendly messages 

that we welcome, but their timing is probably questionable:  

 it is maybe too late to ‘de-personalise’ the referendum given how much the debate on the 

referendum is already dividing the country in a pro- or anti-Renzi fight and given how the 

vote has been designed; and 

 it is too early to put a change in the electoral law firmly on the parliament agenda without 

a clear-cut reason to do so. This can only come from a NO vote or from a rejection of the 

Italicum by the Constitutional Court.  

The Constitutional Referendum on 4 December 

Polls suggest NO is leading by 4-6 pp . . . 

According to the latest polls available, Italians seem inclined to vote NO. In the table below, we 

have summarised the most recent polls: 

 The NO vote is currently running at an average of 52.1% vs 47.9% for the YES, not taking 

into account the undecided; 

 If we do take them into account, the NO vote hovers over 31.1% vs 28.5% for the YES and 

40.4% of the undecided. 

. . . but we think the outcome is still wide open 

Even though data suggest more voters leaning towards the NO, we think the vote is more open than 

it looks today. The history of referenda (including Brexit) suggests that the YES campaign normally 

gains momentum as the date approaches, and Renzi has now started a very aggressive media 

campaign with the involvement of his key ministers that will go on for two months. The undecided 

side is also so wide open that Renzi has clearly plenty of room for YES to rise in the polls. Moreover, 

whilst the Yes front is identified with a clear leader with strong communication skills (Renzi), the 

No front is too diffuse and fragmented to have a clear leader and opponent to Renzi. Last but not 

least, the possible help that will come from Brusells in the Budget Law could move some extra votes 

to Renzi. 
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Younger voters leaning towards a NO vote whereas degree holders evenly split  

Further digging into polling results, we find that younger voters are more inclined to vote NO at the 

referendum, whereas the highest concentration of YES is among those aged between 45-54 years. 

The greatest share belongs to the undecided, who account for roughly 30% of the electorate on 

average. When looking at the data by educational background, we note that those with a higher 

education, bachelor or higher, are evenly split between yes (33%) and no (33%), but with fewer 

undecided (11%) or “not voting” (2%), whereas voters with a high school diploma, who represent a 

large share of the total electorate, are mostly undecided (29%), or inclined to vote NO. As regards 

the electorate with a middle school education, the majority is either undecided (35%) or not sure it 

will vote at all (27%). Similarly, voters with only primary education or less fall into the not voting 

segment (34%), undecided (19%) or not sure (23%). 

 

Constitutional Referendum: Polling Results by Age (%, 12 

September 2016) 

 

Source: Mediobanca Securities, Openpolis 
 

 Constitutional Referendum: Polling Results by Education 

(%, 12 September 2016) 

  

72% of PD’s supporters for a YES; NO stands at 41%, 39% and 31% for M5S, FI and LN 

It is not surprising that 72% of PD’s supporters interviewed by polling agencies are for a Yes vote to 

the constitutional referendum, whereas the largest No vote stems from M5S’s supporters with 41%. 

As regards Forza Italia and Lega Nord NO stands at 39% and 31%, respectively.  
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Polling Agencies’ Results - 2016 

Polling Agency NO SI Not Sure Date 

EMG 
53.1% 46.9% - 19-September 

34.1% 30.1% 35.8% 
 

Eumetra 53.0% 47.0% - 19-September 

EMG 
51.9% 48.1% - 12-September 

30.8% 28.5% 40.7% 
 

Piepoli 51.0% 49.0% - 06-September 

EMG 
51.4% 48.6% - 05-September 

28.4% 26.9% 44.7% 
 

Piepoli 51.0% 49.0% - 24-26 August 

Winpoll 54.0% 46.0% - 24-26 August 

Euromedia 54.3% 45.7% - 4 July 
 

Source: Mediobanca Securities, EGM, Eumetra, Piepoli, Winpoll, Euromedia 
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Constitutional Referendum: Polling Results by Political 

Party Affiliation (%, 12 September 2016) 

 

Source: Mediobanca Securities, Openpolis 
 

 
Polling Results on Constitutional Referendum – Yes vote 

(2016)   

 

Source: Mediobanca Securities, Demopolis 
 

Renzi is correct: support of right-wing voters is needed for YES to prevail 

The electorate in Italy is heavily split by age: young voters tend to favor M5S, the old ones PD. This 

breakdown is what makes the outcome of the referendum so close. PD counts on a block of 

nostalgic voters still sensitive to the old-fashioned right versus left wing split. When it comes to 

national elections, these voters remain loyal to their party, whoever leads the party. However, the 

referendum is different for those old voters that fought hard in the second world war or witnessed 

their family members doing so to win freedom from the fascist regime. This freedom led to the 

Constitution enacted in 1946. It is not easy for these voters to go against their history and vote for a 

change in the constitution they fought to win. Many old voters in PD are therefore wrestling with a 

difficult decision: go against their history and vote for a change in the constitution they fought for 

or go for a pro-future view voting YES. This is why we think Renzi is right in highlighting that YES 

will need the support of right wing voters to prevail, as he will not be able to count on the support 

of all PD voters.  

Brexit was a different story 

It should be clear to investors by now that the Italian referendum is totally different from the UK 

one. The Brexit proved to be a Cameron (wrong) political bet in what was an unnecessary and 

consultative referendum. The Italian referendum is not a Renzi idea, but rather a mandatory step 

to approve the Constitutional reforms as foreseen by article 138 of the Constitution given that such 

reforms passed in both houses of Parliament without the necessary two-thirds qualified majority. 

Had such qualified majority been obtained, we would not be weighing Referendum risk today, as 

the reforms would have been already in place.  

‘SI’ will disempower the Senate – ‘NO’ will disempower Renzi 

Therefore, the Italian referendum is required; it is not a risky call by Renzi, as Brexit was by 

Cameron. Renzi’s risky calls were in his original pledge to step down were Italians to vote ‘NO’ and 

his ‘one question fits all' approach to the vote. Should a NO vote happen, we think it will be rather 

difficult for Renzi to hold together the PD party and the current government. We would expect him 

to resign and President Mattarella to seek a broad coalition government with a limited scope of 

action until 2018 elections. We wouldn’t be surprised to see Renzi as the only one to form a new 

enlarged government majority, meaning the premier should remain in power until 2018 even though 

accepting some compromises with the other parties that will eventually join his Cabinet.  
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The Constitutional Referendum in detail 

The constitutional referendum will not need a quorum and will touch on several topics.  

Disempowering the Senate 

Italy’s bicameral system will change in case of a YES victory. Currently the parliament is composed 

of two chambers elected on universal suffrage with equal powers. Every law, including a confidence 

vote, needs to pass in an equal framework in both chambers. With a YES victory, the Senate will 

rather be disempowered by losing its right to approve laws (including the confidence vote) in order 

to speed up approval of laws; it would instead have an advisory role that the Chamber of Deputies 

could always ignore. However, the Senate will still retain two crucial powers: voting for the 

Stability law and voting on EU affairs.  

 The main pro YES argument highlights the speed-up of legislative activity that will result 

from a monocameral system; moreover, the new Senate will be composed of 21 regional 

mayors and 74 regional counselors plus five senators for life nominated by the President of 

the Republic. This will cut the number of senators to 100 from the present 315, resulting in 

cost savings.  

 The NO campaign claims that the long length of the legislative process is not related to 

bicameralism, but rather to the persistent clashes and lack of cooperation among the 

various parties. And this will hardly change. Moreover, NO argues there is a great deal of 

uncertainty about how the Senate of tomorrow will be shaped.  This could actually serve to 

constrain the legislative function even more rather than speeding it up.  

CNEL suppression 

Consiglio Nazionale dell’Economia e del Lavoro is a peripheral body of 64 advisors who have a 

consulting function in economic and labour matters. Its suppression is a much less divisive topic, 

and no one in Italy will probably miss CNEL in a YES victory; moreover, the related cost savings will 

be obviously welcomed. 

Chapter V of the Constitution 

We consider this the reform most relevant to the market. Chapter V of the Constitution sets the 

powers of the local bodies (regions, provinces and towns) in decision making and spending. A Yes 

vote would centralise in Rome all jurisdiction over production and distribution of energy, transport 

(administration of airports and ports, etc.) and infrastructure. In addition, the reform foresees: 1) 

the elimination of the "concurrent" or shared legislative jurisdictions between State and regions; 2) 

the introduction of a "supremacy clause" whereby the State, on a Government proposal, can 

legislate on matters or functions falling outside its exclusive legislative competences, to preserve 

the legal or economic unity of the Republic or the national interest of the State; 3) the facilitation 

of the possibility for the State, with a law adopted with simple majority instead of absolute 

majority, to give regions its legislative tasks for some matters falling under its exclusive 

competence if their budget is in balance; and 4) the abolition of the constitutional provision on 

provinces.  

 The Yes campaign highlights the need to recentralise in Rome the excessive powers that 

local bodies have retained so far, causing many budget and corruption issues at the 

regional level;  

 The No view points out that half of the spending bill of the regions comes from healthcare, 

which will remain untouched; moreover, reducing the power of regional representatives 

but offering them a seat in the Senate sounds like a contradiction.   

Instruments for active participation of citizens 

The number of signatures required to hold a referendum remains fixed at 500,000, with a turnout 

quorum of 50% + 1 of all eligible electors, but if 800,000 signatures are collected, the quorum is 

lowered to the majority of voters in the last political elections. For laws of popular initiative, the 

requirement of 50,000 signatures is increased to 150,000. 
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Election of the President of the Republic 

The election will be decided by both chambers, which will need two-thirds of the votes until the 

fourth scrutiny and three fifths thereafter, whereas now two-thirds is required until the third 

scrutiny and the absolute majority thereafter. 

We have been here before 

Some 13m Italians have already voted no this year 

Italy already went through a Referendum this year, when Italians were asked in April whether to 

approve the renewal of offshore drilling concessions within 12 nautical miles of the coast. The lack 

of the necessary voter turnout made the referendum outcome invalid, so it did not catch the 

market’s attention. However, we think the April referendum provided helpful insights into the 

December Constitutional vote: 

 Although no quorum was reached, 85% of the voters went for a NO vote against the 

government; 

 In absolute terms this means 13m people said no on a much less divisive subject than the 

Constitutional Referendum;  

 By way of comparison, 11m people voted for Renzi, i.e., the PD party, in the May 2014 

European elections, long celebrated as Renzi’s greatest electoral success; 

 It is hard to say whether people who opted for a “no” in April did so out of environmental 

concerns or because they wanted to give PM Renzi a thumbs down; 

 However, we think it fair to assume that the same 13m people (or the vast majority) who 

voted NO back in April will vote NO on the Constitutional Referendum on 4 December; and 

 Unlike the April referendum, the December one will have no minimum quorum 

requirement, so the NO campaign can rely on a solid block that has already expressed its 

opposition to the government; it is difficult to say whether they will all show up at the 

December vote with a similar anti-government attitude.  

Changing Chapter V of the Constitution: back to the past 

Disempowering the Senate versus Chapter V changes: some contradictions 

Reducing the operational scope of the Senate while centralising in Rome some regional powers via 

changes to Chapter V is a legitimate constitutional change that we would welcome even though it 

represents a strong self-contradiction the Yes campaign needs to tackle, in our view. If the logic of 

the changes to Chapter V is to downsize and reduce the powers of the regions, it remains difficult 

to explain why the same ‘disempowered’ regional representatives will now be entitled to sit in the 

Senate. It is difficult to convince the electorate, in our view, that this does not imply some sort of 

compensation for reducing the power of the mayors in their regional affairs by enlarging their role 

in national affairs with a new seat at the Senate. Moreover, disempowering the regions on energy, 

transport and infrastructure matters does not mean eliminating the bulk of their spending powers. 

As we show below, it is in healthcare that the regions have most of their spending and decision-

making power. This will remain intact even in case of a YES victory. 

Chapter V had already been changed in 2001 . . . 

It is not true that the Italian parliament never managed to change the Constitution. It happened 

back in 2001 when Italian regions gained additional powers following the reform of the same 

Chapter V validated via referendum. This change brought the reorganisation of the administrative 

functions, entitling the regions as responsible for healthcare, but also agriculture, commerce, 

professional training, tourism and environment. In turn, such reshuffling towards a decentralised 

system left Rome with responsibilities mainly over defence, foreign policy and justice. It is 

therefore not surprising that the regions’ budgets more than doubled over the last 15 years. It was 

the same PD that forced such a change at that time mainly for electoral reasons. The Northern 

League supporting Berlusconi was very vocal at that time in asking for the so-called devolution, i.e., 

for increased regional powers, given how strong the Northern League was in the largest and richest 

Northern Italian regions. In an attempt to please Northern League voters, PD changed Chapter V 
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ahead of national elections in 2001. We therefore have now the same party aiming to change the 

same chapter again in a U-turn that brings us somehow back to the pre-2001 situation in terms of 

the balance of powers between regions and central government. It is a fact that the conflicts 

between central government and local entities increased significantly after the 2001 changes to 

chapter V: what at that time used to take just 5% of the Constitutional Court ruling activity it is 

now at 40% due to the constant clash between centre and periphery.  

. . . a YES vote would still let the regions keep their vast spending power in healthcare... 

The Chapter V reform does not envision that healthcare administration would be passed on to 

Rome, but rather would remain under the regions’ control. This is crucial, as healthcare is by far 

the largest component of the regions’ budget, at roughly 50% of what regions spend, i.e., €111.3bn 

as of 2014 figures, comes from health care. Yes or NO, this number will not change.  

Regions’ and Autonomous Provinces’ HealthCare Spending 

as a % of their Total Budget - 2014 

 

Source: Mediobanca Securities, ISTAT, CGIA Mestre 
 

 
Breakdown of Regions’ Accounts - 2010 

  

...which was responsible for the biggest increase in expense since the 2001 reform 

In the period 2001-2010, regional spending grew by 75%, largely due to healthcare, which grew by 

80% or almost €50bn. This explains 55% of the €89bn cost inflation for the regions. Similarly, 

healthcare as a percentage of total government spending rose from 12% in 1998 to 15% in 2011. The 

bottom line is that if Rome recalled power from the regions, omitting healthcare spending would 

mean missing a say over one of the most crucial variables, which not only drove up total spending 

but proved over the last decade to be a key source of corruption and regional investigations by the 

magistrates.   

Regions’ Spending by Function (Eur m) 

 
2000 2010 

Change 
2010 vs 

2000 

HealthCare 61,765 110,945 80% 

Other Expense 18,638 39,839 114% 

General Administration 7,232 12,436 72% 

Transport 7,758 12,024 55% 

Economic Development 7,745 8,890 15% 

Education and Training 5,048 8,187 62% 

Territory 5,416 7,489 38% 

Social Assistance 2,346 5,969 154% 

Housing 3,451 2,640 (24%) 

Total 119,399 208,419 75% 

Inflation - - 24% 
 

Source: Mediobanca Securities, CGIA Mestre 
 

 
Government Total Spending, Healthcare Spending and 

Healthcare as a % of Govt. Spending (rhs) 

 

 
Source: Mediobanca Securities, Istat 
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Disempowering the Senate: hare versus snail on legislative approval 

Legislative power – From Parliament to Government . . .  

Technically the Parliament should be assigned the legislative function, while the government stays 

in charge of the executive function. The disempowering of the Senate is supposed to speed up the 

Parliamentary process by moving from a bicameral to a mono-cameral system. Too many times, the 

YES view goes, we have witnessed a ping-pong between the two houses in legislative activity that 

virtually halts the legislative initiative of the Parliament. Moving to a single house should therefore 

speed up the process and allow for more timely legislative activity, not subject to the current 

excessive constraints between the two houses.  

However, reality tells a different story. Looking at the numbers over the last two legislatures, 

roughly 80%, or 565, of the laws approved were proposed by the ruling government (as of December 

2015) and not by the Parliament.  

. . . so as to get laws approved more quickly . . . 

Productivity data from the Italian Parliament show that roughly 183 bills proposed on average every 

month, 80% are proposed by the government and only 6 become law. Moreover, if on the one hand 

deputies’ and senators’ proposals become law 0.9% of the time, on the other hand, when it is the 

government formulating the proposal, it turns into law in 32% of the cases.  

Bills Turned into Law – By Initiative (As of December 

2015) 

 

Source: Mediobanca Securities, Openpolis 
 

 
Breakdown of who proposed the approved law (as of 

December 2015) 

  

. . . as Renzi’s government recent data show . . . 

Renzi’s party, the PD, is responsible for 73% of the 5,000 bills that the parliament has proposed and 

the 30 that ultimately became law from Renzi's appointment until the end of 2015. Furthermore, 

data indicate that when it is the ruling party proposing a bill, it takes on average 151 days for the 

bill to become law, whereas it takes 375 days on average when it is proposed by the parliament.   

Decrees rejected since 2008 (%) 

 

Source: Mediobanca Securities, Openpolis 
 

 
Number of days needed to approve a bill (Days) 
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. . . especially when the bills are not originated in the parliament  

Some 36.3% of the bills that became law under Renzi’s government were ratifications of 

international treaties and 26.6% decree conversions. Therefore, more than half of the laws 

approved are not originated within the parliament, but rather only amended or rejected there. 

Moreover, Renzi’s and Monti’s governments have the highest reliance ever on a vote of confidence 

in order to get a proposed bill turned into law: 34% and 44%, respectively.     

Types of Law Approved by Last Two Legislatures (As of 

December 2015) 

 

Source: Mediobanca Securities, Openpolis 
 

 
Times that the government asked for a vote of confidence 

in order to get a bill approved 

 

 
  

Hare versus snail: the quickest bills approved were from government initiative  

The following table is quite interesting in that it shows that the speed of legislative activity in Italy 

varies significantly depending on many factors not necessarily related to a bicameral or mono-

cameral system.  

We go from 13 days for the approval of the single resolution fund up to 871 days for a bill on social 

agriculture. In general, we note that the 10 quickest bills are government decrees, which must be 

converted into law within 60 days. One of the bills proposed by the government that took the 

Treaties 
Ratification , 

36.28%

Decree 
Convertion, 

26.55%

Ordinary , 
20.71% Mandates to 

Government, 

8.14%

Government's 
Account, 

5.31%

Related to 
Stability  Law , 

2.30%

Constitutional 
, 0.71%

16%

44%

28%

34%

0%

5%

10%

15%

20%

25%

30%

35%

40%

45%

50%

Berlusconi Monti Letta Renzi

 Quickest and Slowest Bills Approved by the Current Legislature  

Quickest Bills Approved 

Rank Bill Proposer 
Days to Turn into 

Law 

1 Single Resolution Fund Government 13 

2 Decree on Military Mission  Government 22 

3 Decree on Incarcerated People  Government 37 

4 Decree on Svuota Carceri Government 38 

5 Decree on Defaults Government 39 

6 Decree on Labor Government 40 

7 Decree on Public Works Government 43 

8 Decree on PA Reform Government 44 

9 Decree on Floods and Earthquake  Government 44 

10 Decree on Competitiveness Government 44 

Slowest Bills Approved 

1 Social Agriculture Parliament 871 

2 Assistance and Care of Autistics Parliament 858 

3 Anti-Corruption Parliament 796 

4 Ecological Crimes Parliament 790 

5 Italicum Government 779 

6 Personal Protection Measures Parliament 736 

7 Biannual Prize for Di Vagno  Parliament 736 

8 Short Divorce Parliament 733 

9 Recreation Nautical Code Reform Government 676 

10 Decree on Family Custody Parliament 664 
 

Source: Mediobanca Securities, Openpolis 
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longest is the Italicum, with 779 days from presentation to approval. Surely one could argue that it 

is the delays in the bicameral system that force the government to use an excessive number of 

decrees; however, we think there is also evidence in recent legislative activity to suggest that when 

the government has the numbers in the parliament and the bills are considered of utmost 

importance, timely delivery occurs.   

Conclusion: fast or slow, mono or bicameral, Italy needs fewer not more bills  

Numbers suggest Italy does not even have a problem of not enough bills passed by the Parliament; 

rather it is the opposite. As flagged in a recent FT editorial, a EU comparison shows that Italy is the 

highest producer of legislation. If anything, Italy needs to simplify its complex legislative web. 

Fewer and clearer bills would bring efficiency. Clearly this does not mean a mono-cameral system 

would be useless. Actually one could argue that a single house would be able to legislate in an 

easier and simplified way, not necessarily passing more bills but speeding up and probably 

simplifying the process of approval. Hence the disempowering of the Senate should not necessarily 

be seen as a means of passing more bills but hopefully as a way to achieve clearer, simplified and 

more effective legislation. Whether this will be achieved will depend on the still unclear way the 

new Senate will eventually operate.  

Even going back to mid-nineties Italy does not seem to suffer from too little legislation. 

Senate – a YES vote means €324m savings every year plus €30m from eliminating CNEL 

The cost of running the Senate and its 310 senators is over €500m every year, made up mostly of 

salaries and several other contributions. The pending amendment of the constitution implies a 

reshuffle of the Senate, foreseeing a reduction in the number of Senators to 100 from the current 

320, or a c.70% decrease. We therefore calculate an overall yearly cost saving of roughly €324m in 

the long run, once retirement and benefits plans term out. The Constitutional Reform envisages 

also the suppression of the CNEL (Consiglio Nazionale dell’Economia e del Lavoro), which could add 

savings of €30m yearly.  

Legislative Production by country  

 
Italy Germany Spain 

2009 796 699 211 

2010 651 703 312 

2011 704 628 219 

2012 900 660 207 

2013 749 726 211 

Total 3,800 3,416 1,160 

Yearly Avg 760 683 232 
 

Source: Mediobanca Securities, Camera dei Deputati 
 

Legislative production by country 

Year France Germany Italy UK Spain 

1997 65 143 187 73 72 

1998 83 223 193 54 61 

1999 111 82 198 39 70 

2000 80 130 149 53 23 

2001 73 157 148 30 33 

2002 80 198 130 50 63 

2003 114 105 171 50 82 

2004 85 162 119 44 7 

2005 104 131 127 24 36 

2006 81 130 107 59 52 

Total 876 1,461 1,529 476 499 

Yearly Avg 88 146 153 48 50 

Parliament  Bicameral Bicameral Bicameral Bicameral Bicameral 
 

Source: Mediobanca Securities, Camera dei Deputati  
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Italy cannot miss this chance, the YES view goes  

Too many failures in reforming the institutions so far . . .  

It is agreed that Italy needs to refresh and simplify its institutional architecture. Over the last 20 

years, both Forza Italia and PD have tried several times to change the Constitution, with no success. 

Designed in 1946 after 20 years of authoritarianism under the fascist regime, the Constitution 

naturally was conceived with the aim of preventing the risk that excessive government powers 

would materialise again. This resulted in a simple and clear constitution that worked well in the 

postwar period but whose checks and balances mechanisms seem outdated today if the government 

is to act in a timely way to tackle the many urgent needs, especially on legal and economic side. 

The approach used by previous governments tried (correctly, to us) to modernise the Constitution 

via an inclusive agenda aimed at passing the reforms with the support of a large parliament 

majority. However, this is exactly what has made any attempt fail miserably so far, as each party’s 

electoral self-interest prevailed over the interest of reforming the country. Below is a long list of 

previous failed attempts to intervene in the institutional architecture of the country (barring the 

balanced budget in the Constitution voted during the Monti government at qualified majority and 

the 2001 PD initiative on Chapter V): 

 1982: Decalogo Spadolini; 

 1983: Commissione Bozzi; 

 1992-1993: Commissione De Mita and Iotti; 

 1997-1998: Bicamerale D’Alema; 

 2001: PD changes to Chapter V (confirmed with referendum: 64% Yes)  

 2005: Riforma Berlusconi (approved at simple majority with a disempowered Senate as per 

Renzi’s reform today, but rejected by Italians in the 2006 Referendum); 

 2007: Centre left government during the XV legislature; 

 2011: Attempt to change Article 1 of the Constitution; 

 2012: Monti government - balanced budget in the Constitution (approved at qualified 

majority so no referendum); 

 2013: Comitato dei Saggi di Napolitano. 

. . . means at least Renzi is trying hard where others failed 

So we think Renzi is right in arguing this is the first serious attempt to renew the architecture of the 

country and in defending his view by arguing that a NO vote would be a missed opportunity. He is 

we believe also right in arguing that given failures in the past he needed to accelerate the reforms 

and impose his own agenda even though he did not get a qualified majority. It is exactly the lack of 

such a qualified majority that mandates the Referendum validation now. So the point, in Renzi’s 

view, is not whether or not there was a better way to redesign the architecture. Surely this was the 

case. But given inaction and lack of delivery so far, Renzi’s point is that this is the best compromise 

that could be offered to the country and that voting NO would quash his efforts to institute reform.  

Conclusion: a No vote would not be the disaster the market fears 

Changing Italicum is what should matter to the market, not the referendum 

We are not here to express our views on the referendum but only to help clarify the logic behind 

Rome’s sometimes contradictory newsflow. Investors are not really questioning the opportunity for 

a yes or no vote on the institutional changes that the referendum will eventually introduce. Their 

whole focus seems to be what the implications of a Yes or NO vote would be on Renzi’s 

government. This is why we think there is too much concern about the referendum. One way or 

another the victory would be tiny and probably leave many Constitutional issues unresolved. 

Moreover, exactly as we do not see a YES victory as a panacea for Italy, we do not think a NO 

victory would mean the collapse of Italy. Exactly because the market appropriately cares about the 

reformist plan to maintain momentum, it should be clear by now that Yes or No national elections 

are approaching fast and their outcome is crucial. Even with a Yes outcome Renzi’s victory could be 

short-lived if he does not win the next elections. This is why the electoral law is so crucial as we 

will detail in the next chapter.  
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Italicum needs to be changed for Renzi to win 
Italy’s new electoral law, Italicum, was not Renzi’s own plan, but rather a duty to execute the 

ruling of the Constitutional Court that in January 2014 declared the previous law, so-called 

Porcellum, not in line with the Constitution. Renzi tried to square the circle of granting a solid 

majority to the leading party; avoiding the risk of misalignment between the two houses; and 

reducing the power of small parties to influence the government. Hence, a winner–take-all 

approach that assigns a majority premium of 55% (340 seats) to the party that reaches 40% at 

the first round or at the party that wins the second ballot between the two highest voted at the 

first round; a 3% cut for each party so to reduce fragmentation; and the disempowering of the 

Senate so that Italicum applies only to the House of Deputies. This is where Italicum and 

referendum are linked: in case of a NO vote the Senate will be reborn with its own electoral 

law whilst the House of Deputies will run via the Italicum, making the country unmanageable 

and requiring a revision of the Italicum via an enlarged Renzi 2 cabinet, we think.  

Italicum seemed also perfectly tailor-made for Renzi at that time, but his two assumptions did 

not work so far: hoping for an increase in PD's 41% score at the May 2014 EU elections brought 

to the 40% cut for the majority premium (today PD is at c.30%); and M5S dropping from 25% in 

2013 to 21% in 2014 seemed the beginning of an easy transfer of votes into PD (today M5S is at 

c. 30%). And this is why now Renzi has finally realised that Italicum is a boomerang that actually 

perfectly fits the needs of M5S: a movement not willing to make government alliances needs a 

premium to govern alone and this is exactly what Italicum gives it. Moreover, M5S attracts anti-

PD sentiment at any second ballot from PD's historical opponents, as already happened in Turin 

and Rome at the mayoral elections last June. This is why we think Italian politics in the next 

few months will be entirely focused on trying to force M5S into a corner by changing the 

Italicum based on another assumption that could actually prove wrong in the future, i.e., that 

M5S will never form electoral alliances. This means we expect Renzi to abandon his hope of 

governing alone and accept a coalition government to be formed either after the elections (in 

case we go back to a proportional system) or formed before the second ballot (in the more 

likely case that Italicum’s majority premium moves from the leading party to the leading 

coalition). This is why we think the YES or NO debate is overdone, as it is the change in the 

Italicum more than the referendum that will affect the future political landscape, and actually a 

NO victory could be a great help in Renzi's efforts to change it. Yes, we agree that the best 

outcome for the market would probably be a YES at the referendum and the electoral law 

getting changed anyway, but that assumes a negative ruling by the Court or an admission of 

capitulation for anti-M5S reasons from Renzi, which could cost him votes. 

What is clear is that Italicum, as with many other political steps Rome and Brussels have taken 

in the last few years, is driven by one goal: marginalising M5S. The political agenda of M5S has 

many things in common with the other parties starting from their ‘green soul’ but inexperience 

and Eurosceptic view are the two key problems for the market. However, time seems to play in 

their favor as the age pyramid of the country and the vote breakdown by age suggests every 

year, ceteris paribus, the gap versus PD widens by 0.4pp. We wonder if a more inclusive 

approach from both sides might not give Italy the option to gain more negotiating power in 

Europe on softening austerity and going more Keynesian.   

A quick recap – where Renzi’s government comes from . . .  

‘Three non-elected premiers’ – so what?  

Last time Italians voted for a government was in April 2008 when they elected Silvio Berlusconi as 

Prime Minister. Since November 2011, when Berlusconi was overthrown, three non-elected 

premiers have followed, until today sitting on large coalition governments: Monti, Letta and Renzi.  

Such a sentence is the mantra of any government opposition in Italy questioning the lack of 

representation of the last three premiers not fully holding a direct mandate from the voters, but 

rather implicitly reporting to the EU establishment.  
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Such a statement is, however, technically untrue as never in Italy has there been a direct vote for 

the premier or for the government, as there is in France, the US or the UK. It is the Head of State 

that decides, based on the electoral outcome, to assign a candidate premier the mandate to form a 

government and search for a majority in the two houses of the Parliament. However, it is true that 

under Berlusconi his strong leadership made voting for Forza Italia an indirect way of voting for 

Berlusconi as a premier; such an implicit mandate became even more evident when Berlusconi 

added his name as candidate premier on the Forza Italia symbol ahead of the elections.  

The lack of leadership, not the electoral law per se, brought large coalition governments 

So, technically speaking, based on the Italian Constitution there is no electoral law that can create 

a directly-elected, stronger premier in Italy and this is not going to change whatever the outcome 

of the coming referendum. This means the last three ‘non-elected’ governments were not 

necessarily the result of a poor electoral law, but simply of a lack of leadership in the two parties 

that have represented two-thirds of the electorate in Italy over the last 20 years: Forza Italia and 

the Democrats Party (PD). This problem became very clear in the last national elections, in 2013: 

Mr Berlusconi’s legal issues and personal affairs meant that Forza Italia lost its following while 

Pierluigi Bersani, head of the PD at that time, was not perceived as a strong leader and a potential 

premier. The result was the two traditional parties losing steam to the advantage of the incumbent 

M5S entering the Parliament at their first national elections with a 25% vote: Italy from that day 

became officially a three-party country even though it took a while for the establishment to emerge 

from its deep denial and recognize that. This was the main cause of the large coalition governments 

that followed given the country was divided in three main electoral pieces and the only way to 

make the math works was for Forza Italia to join PD in opposing M5S.  

Camera – Lower House – 2013 Elections’ Results  

  List Votes (%) Votes m Seats 

Bersani 

PD 25.4% 8,646 292 

SEL 3.2% 1,089 37 

CD 0.5% 167 6 

SVP 0.4% 147 5 

Total 29.6% 10,049 340 

Berlusconi 
 

PDL 21.6% 7,332 97 

LN 4.1% 1,391 18 

FdL-CN 2.0% 667 9 

LD 0.7% 220 0 

Others 0.9% 315 0 

Total 29.2% 9,924 124 

Grillo M5S 25.6% 8,691 108 

Monti 
 

SC 8.3% 2,824 37 

UdC 1.8% 608 8 

FLI 0.5% 159 0 

Total 10.6% 3,592 45 

Others Total 5.2% 1,749 0 

Total Total 100.0% 34,005 617 

Valle d'Aosta 
Total 

100.0% 72 1 

From Abroad 100.0% 982 12 

Total Total 100.0% 35,060 630 
 

Source: Mediobanca Securities, Ministero Dell’Interno 
 

 
Senato – Upper House – 2013 Elections’ Results 

 
List Votes (%) Votes Seats 

Bersani 

PD 27.4% 8,400 105 

SEL 3.0% 912 7 

CD 0.5% 163 0 

Others 0.7% 211 1 

Total 31.6% 9,686 113 

Berlusconi 

PDL 22.3% 6,830 98 

LN 4.3% 1,329 17 

FdL-CN 1.9% 590 0 

LD 0.7% 221 0 

Others 1.4% 437 1 

Total 30.7% 9,406 116 

Grillo M5S 23.8% 7,286 54 

Monti 
Con Monti 
per l'Italia 

9.1% 2,797 18 

Others Total 4.9% 1,442 0 

Total Total 100.0% 30,618 301 

Valle d'Aosta 

Total 

100.0% 72 1 

Trentino Alto-Adige 100.0% 545 7 

From Abroad 100.0% 895 6 

Total Total 100.0% 32,130 315 
  

Renzi rose to PD leadership, landing in the Premier seat . . .  

Five Star’s lack of cooperation in forming the government in 2013 in spite of Mr Bersani’s offer, its 

anti-establishment attitude and its reluctance to consider any alliance opened the door to the 

broad coalition government of Enrico Letta, which began with the support of Forza Italia to PD. 

Meanwhile, the attempt of Renzi to rise to the leadership of PD as Mayor of Florence after Bersani’s 

defeat at the national elections succeeded in December 2013 when he won his internal battle 

against the most leftist and old side of the PD, being appointed as leader of the Democrats Party 

with 67% of the Party’s votes. It took Renzi just a couple of months to leverage the ‘renewed’ PD 

and oust Letta and become the new premier of a new government. Even though Forza Italia was not 

explicitly supporting Renzi’s government, such (and current) government was put together with the 
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support of Mr Alfano’s NCD, a rib of Forza Italia that supported Renzi, thus maintaining a large 

coalition profile needed to secure Renzi the numbers he was lacking at the Senate. So it is true Italy 

went through non-elected large coalition governments but this is not the central issue and not much 

different from the long Italian history of multiparty coalitions. If anything it has been the four 

Berlusconi governments that represented an exception to the historical norm in the recent past 

thanks to his strong leadership of the party he founded. And even there he relied on Northern 

League and Alleanza Nazionale support. What is true, though, is that Renzi became premier without 

ever participating in any national election, but rather by attaining PD leadership.  

. . . and went all-in at the 2014 European elections 

This is exactly why Renzi put so much effort into the May 2014 European elections, which he rightly 

considered his first test of endorsement by the electorate of his government mandate. And he 

scored massively well, bringing PD to the historic 41% level, as below: 

. . . and why we think Renzi fell victim to his own success with Italicum 

The Constitutional Court, not Renzi, precipitated the new electoral law 

One of the first tasks that Renzi faced when he became premier was approving a new electoral law 

as in January 2014 the Constitutional Court had declared the electoral law that was in place at that 

time in breach of the Constitution. Hence it was not Renzi’s decision to move from Porcellum to 

Italicum, rather it was the need to execute the ruling of the Constitutional Court.    

From the Porcellum . . . 

The electoral law at the time of the last national elections, in 2013, was the so-called Porcellum, or 

law n. 270 of 2005 Legge Calderoli. The law was introduced in 2005 to replace the previous 

electoral law, in place since 1993 (before that Italy had operated on a pure proportional system 

since 1946), the so-called Mattarellum (Law n 276 and 277 of 4 August 1993), a single ballot 

electoral law with 75% of the seats assigned via a majority mechanism and the remaining 25% with a 

pure proportional system and a 4% cut at the Lower House.   

The Porcellum was based on a proportional system with a majority premium which varied between 

the upper and the lower house. According to the framework, if the winning party/list did not reach 

340 seats in the lower house, it would have to receive additional seats so as to reach such a 

number, i.e., 55%. A 10% cut was set for the coalition to be presented before the election. As 

regards to the Senate, such majority premium was assigned not on a national basis as for the House 

of Deputies but on a regional basis. As such, if the winning party / coalition did not reach 55% of 

the seats assigned to the region, it would have received the extra seats needed to fill the gap via 

the premium at a regional level. This mechanism applied to 17 out of the 20 Italian regions (Molise, 

Valle d’Aosta and Trentino were excluded and remained on a pure proportional system). A 20% cut 

at regional level was introduced as well.  

The law clearly created a potential misalignment between the majority expressed on a national 

basis at the Lower House and the composition of the Senate stemming from the regional allocation. 

This for its part did not help to gain equal government support from the two houses given a 

2014 European Elections by Party 

 
European Group Votes % Seats 

PD S&D 11,203 40.81% 31/73 
M5S EFDD 5,807 21.15% 17/73 
FI PPE 4,614 16.81% 13/73 
LN NI 1,688 6.15% 5/73 

NCD-UDC PPE 1,202 4.38% 3/73 
AET GUE/NGL 1,108 4.04% 3/73 

FdL-AN None 1,007 3.67% 0/73 
GI-VE Green/ALE 250 0.91% 0/73 

SE ALDE 198 0.72% 0/73 
IdV ALDE 181 0.66% 0/73 
SVP PPE 138 0.50% 1/73 

IC-MAIE None 51 0.18% 0/73 

Total Votes 
 

27,449 100.0% 73/73 
 

Source: Mediobanca Securities, Ministero dell’Interno 
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premium that worked on different logics in the two houses. And it is exactly such a majority 

premium that the Constitutional Court questioned in 2014 when, nine years after the approval of 

Porcellum and two national elections carried with such law (2008 and 2013), it declared Porcellum 

unconstitutional as it transformed a minority into majority.  

. . . to the Italicum 

In line with the ruling of the Court, Renzi’s new electoral law currently in place, the so-called 

Italicum, took effect in May 2015, the fourth electoral law since II World War. Learning from past 

experience, Renzi tried to square the circle of a new electoral law able to achieve three main 

goals: 

1. Granting a solid majority so to have a stable and durable government from day one and to 

replace the old system that ended up ensuring proportional representation at the expense 

of allowing room to manoeuver for the coalition governments it created; 

2. Avoiding the risk of misalignment between the two houses; and 

3. Significantly reducing the ability of small parties to affect the government. 

Italicum at work 

Winner takes all - Majority premium to the leading party . . . 

The first goal is achieved by introducing a majority premium of 55% (340 seats) to the party that 

reaches 40% of the votes at the national level in the first round; in the event that no party reaches 

the 40% threshold, a second ballot between the two highest-voted parties at the first round takes 

place and the winner takes the 340 seats.  

. . . applied only to the House of Deputies . . . 

The second goal is achieved by substantially disempowering the Senate (see previous chapter):  

Italicum applies only to the House of Deputies, whilst the members of the new Senate are regional 

representatives with very limited powers, surely not affecting government stability given they are 

not even asked for the confidence vote. This is why the Italicum, approved in May 2015, went live 

only three months ago when the Constitutional reform aimed at disempowering the Senate went 

through at simple majority. And this is exactly where the Referendum outcome will have significant 

implications: in case of a NO victory the Senate will reconvene under its own old electoral law 

(Porcellum) while the House of Deputies will run under the Italicum. Two completely different 

electoral laws for two equally empowered houses will clearly create an unsustainable equilibrium 

that will make the country unmanageable and will surely require revisiting the Italicum via an 

enlarged government, we think.   

. . . with severe constraints on the small parties 

The nation is divided in 20 electoral constituencies that corresponds to the regions, and it is further 

split in 100 multi-nominal colleges. Each college is assigned a number of seats, which varies from 

three to nine.   

Seats - Regional Breakdown  

 

Source: Mediobanca Securities, Camera dei Deputati 
 

 
Electoral Constituencies  
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Seats are allocated to the party on a national basis, but only parties that reach the 3% cut are given 

seat assignments, which is how Renzi achieved his third goal of disempowering small parties. Seats 

are then allocated to constituencies in proportion to the number of votes that each party has 

obtained. Then seats are allocated in the multi-nominal colleges, in proportion to the votes 

obtained by each list. Electoral lists involve a top candidate and a list of candidates. The elector 

can express up to two preferences, from different genders, from the list of candidates.  

List Elected Deputies Distribution among Regions  

 

Source: Mediobanca Securities, Camera dei Deputati  
 

 
Example of Distribution 

 

 
 

But Italy is a three-party country now . . .  

At first sight, the Italicum seems perfectly tailor-made to strengthen the government's long-time 

structural weaknesses: not much room for small parties to influence and undermine the government 

(3% cut and premium assigned to the winning party, not to the winning coalition); speed up 

government activity and law approval via the removal of the Senate (monocameral system). 

However, bespoke for Italy, the Italicum seemed tailor made for Renzi in light of the 2014 EU 

elections. Based on his unprecedented victory, Renzi must have made two main assumptions that 

have not really worked so far: 

 He assumed there was upside to PD's 41% victory in the EU elections in 2014, hence a 40% 

cut for a majority premium at the first ballot seemed achievable (today PD is at 30% 

accordingly to polls); 

 Renzi also assumed he could easily drain votes from M5S considering that the 25% vote for 

M5S at the 2013 national elections had dropped to 21% in the May 2014 EU elections (today 

M5S is at 30% according to polls).  

. . . which is why Italicum is a boomerang for PD and a gift to M5S 

Italicum would have worked and probably enabled Renzi to win the next election if the historical 

two-party system were still in place. But with M5S in play now, not only does Italicum not offer 

enough room for a fair representation of the three blocks but it ends up being the perfect 

mechanism for M5S to win the government elections. A movement such as M5S that is not willing to 

make government alliances would hardly reach power on his own unless a majority premium to the 

winning party applies. This is exactly what Italicum would provide.  

As we show below, current polls suggest M5S will make it to the second ballot and will win against 

either PD or Forza Italia.  

 Polling agencies’ results indicate that PD is still the biggest party, with an average 

following of 31.5%, followed by M5S at 28.4%, Lega Nord at 12.4% and Forza Italia at 11.9%, 

where below 5% are Fratelli d’Italia, SEL and NCD/UDC. In the event of elections today 

with Italicum, we would have PD and M5S going to a second ballot with neither reaching 

the 40% threshold at the first ballot. Voters at that point would be asked to choose one of 

the two and no quorum would be required. As of September, polling agency reports 

indicate that M5S would have the majority and thus would win the 340 seats out of the 

630.   
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Average Polling Results (September 2016) 

 

Source: Mediobanca Securities, SWG, Ixe', EMG, IPSOS,  IPR Marketing, 

Tecne', Peipoli, Demos&Pi 
 

 
Ballot  Polling Results (September 2016) 

 

 
Source: Winpoll 

 

 The picture won’t change much in the less likely case it is Forza Italia’s centre right that 

makes it to the second round against M5S.  

Ballot  Polling Results (September 2016) 

 

Source: Mediobanca Securities, Winpoll 
 

 
Ballot  Polling Results (September 2016) 

  

Even if M5S did not lead the first round against PD, Italicum allows M5S to attract votes of the PD 

opponents at the second ballot as happened in Turin and Rome recently.   

Boomerang effect - We have been here before 

So, it is evident from the charts above that if elections were held today the Italicum designed by PD 

to increase its chances of winning would actually have the opposite effect. This would be exactly in 

line with recent history. In all the previous cases of changes in the electoral law in Italy, the 

outcome always worked against the party /coalition that sponsored the change on the assumption it 

would benefit from it, as seen below:  

 Mattarellum: The electoral law proposed by Mattarella in 1993, member of the Popular 

Party and voted by Berlusconi opponents led to the latter’s victory in 1994; 

 Porcellum: Introduced by Berlusconi’s party in 2005 ahead of the 2006 election, was vital 

for the center-left’s leader Prodi’s success. Indeed, the center-left coalition won by c.23k 

votes at the lower house and highly benefiting from the premium assigned to the most 

voted coalition. Moreover, as disposed by Law 27 December 2001, 12 deputies and six 

senators would have been elected from Italians resident abroad; the center-left coalition 

benefitted the most from this, achieving twice the votes of the center-right list. Needless 

to say that it was the center right to introduce the voting for Italians abroad on the 

assumption it was in its own interest.  

European 2014 elections in May 2014 affected the way Italicum has been designed  

It appeared clear to us and to many other commentators when the Italicum was first disclosed that 

it created a severe risk of a boomerang effect. Renzi probably underestimated the electoral appeal 

of M5S or assumed he could increase his already-historic 41% score at the 2014 EU elections, 

expecting M5S to evaporate fairly soon and gift its votes over to PD. It should be clear by now that: 
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 A majority premium to the winning party (not the winning coalition) is precisely the way 

for M5S to eventually hold the government on its own given its reluctance to team up with 

the other parties, those that represent in their view the old establishment; and 

 Assigning such a premium in a second ballot allows M5S to become competitive and attract 

votes from the other parties willing to express an anti-PD vote.  

This is why we argue that a Yes victory at the referendum would be less positive than the market 

imagines. If yes means keeping Italicum unchanged, M5S could end up taking the government once 

national elections took place. We have no doubt that Renzi has finally realised that he needs to 

change the law if he wants to be competitive at the next elections. But after the media noise he 

made in sponsoring Italicum, after three confidence votes to pass the law just a few months ago, it 

is not easy to do a U-turn without undermining his electoral appeal and credibility in the absence of 

a credible reason to do so. And we believe such a reason can only come from a no victory or from a 

ruling against Italicum from the Constitutional Court, or both.  

Rome and Turin: two warning signs for Renzi 

In June of this year, M5S achieved unprecedented victories in the mayoral elections in Rome and 

Turin. If the former was largely anticipated given the many scandals and budget problems affecting 

the capital under previous management, Turin was a big surprise considering PD had run the 

country for 23 years. Interestingly, the system of mayoral elections mirrors quite closely the 

Italicum in a 50% threshold at first ballot to appoint the mayor or a second ballot between the two 

highest-voted candidates.  

2016 Local Elections – Rome 

First Round 
   

Candidate Votes % 
Party - 

List 

Raggi 461.19 35.26% M5S 

Giachetti 325.835 24.91% 
Center-

Left 

Meloni 269.76 20.62% 
FdL - AN - 

Others 

Marchini 143.829 10.99% FI - Others 

Second Round 
   

Candidate Votes % 
Party - 

List 

Raggi 770.564 67.15% M5S 

Giachetti 376.935 32.85% 
Center-

Left 
 

Source: Mediobanca Securities, Ministero dell’Interno 
 

 
2016 Local Elections – Turin  

First Round 
   

Candidate Votes % 
Party - 

List 

Fassino 160.023 41.83% 
Center-

Left 

Appendino 118.273 30.92% M5S 

Morano 32.103 8.39% Lega Nord 

Second Round 
   

Candidate Votes % 
Party - 

List 

Appendino 202.764 54.56% M5S 

Fassino 168.88 45.44% 
Center-

Left 
 

 
 

Back to proportional or premium to the winning coalition 

Renzi open to revision: from denial to contrition  

Renzi has long supported the Italicum and ruled out any revision, pointing to the advantages of the 

new framework and the benefits it would bring in terms of governability and transparency. As we 

showed above, he only now is acknowledging the risks he is exposing himself to given that the 

political sentiment is changing in the country and his consensus waning. This is why we think it is 

extremely positive for the market that Renzi is becoming open to change in the Italicum. This is not 

only needed to minimise M5S's chances but also to appeal to the minority of his party and the rest 

of the opposition in the parliament who question whether in the current version of the Italicum it is 

the leader of the party who decides the list of candidates. This results in 70% of the elected PMs 

being nominated and locked in by the party and not chosen by the voters.  

Back to proportional? We think the premium can go to the winning coalition in the new Italicum 

The parliamentary debate around the changes in the current law is at an early stage. We do not 

expect action on this front before the referendum and before the ruling of the Constitutional Court. 

The latter was supposed to start expressing its views on 4 October, but this has now been postponed 
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to after the referendum. Where we go in terms of a new electoral law is uncharted territory, but 

our best guess is one of these two: 

 Back to a pure proportional system, which even M5S (against its own interests, in our view) 

is sponsoring; or 

 (More likely to us) keep the current Italicum but move the majority premium to the 

coalition rather than the party at the second ballot. As of now Italicum does not allow for 

alliances between the two rounds of voting. Alternatively, we would expect the second 

ballot to be removed and the premium assigned to the winning coalition at the first round.  

Renzi needs to give up a ‘one man show’ role and accept a government coalition  

One way or another, Renzi's number one goal will be to try and re-marginalise M5S assuming it 

continues to refuse to team up with any other party. This would increase Renzi's chance of winning 

the next elections and beating M5S even though he would have to compromise and accept a 

coalition government formed either after the elections (in case of a proportional system) or before 

the second ballot (in case of Italicum’s majority premium moved from the winning party to the 

winning coalition).  

Conclusion: watch the developments on Italicum and be sure to follow M5S  

The logic of our thesis, following the market’s concerns and considering the experience of previous 

coalition governments in Italy, is that the most market-friendly outcome is not necessarily for Renzi 

to stay in power forever but for M5S to remain in opposition forever. This is why we think the 

market obsession about the YES or NO debate is misplaced. It will be the change of the Italicum 

more than the referendum that affects the future of the political landscape at the next elections 

and actually a NO victory could be a great help to Renzi in changing it. 

Yes, we agree that the best outcome for the market would probably be a YES at the referendum 

and the electoral law getting changed anyway, but that depends on a negative ruling by the Court 

or an admission of capitulation for anti-M5S reasons from Renzi, which could be dangerous. 

Demographics are pro M5S  

The two key problems of M5S in the eyes of the market are their inexperience and their skeptical 

positioning on the Euro. As such, the market concludes that as long as we judge M5S in its 

opposition role everything is fine but their electoral consensus clashes with:  

 Inexperience. The problems the newly-appointed mayor of Rome found to put together her 

government is just the last example of internal clashes, lack of establishment 

representatives willing to join M5S and generally inexperience in managing the institutions. 

The early departure of co-founder Casaleggio in April this year does not help a clear 

leadership emerging in a movement organised in a strong bottom-up and flat approach.  

 The Eurosceptic view. M5S economic agenda is not really clear and straightforward so that 

it drives to market concern. Generally, it is an overall economic agenda that seems to be 

lacking in M5S and even if austerity remains a key problem for Italy that Renzi keeps 

flagging, some extremes positions of M5S did not help an inclusive approach from each 

other.  

Rome’s problems cost a few points 

M5S’s consensus reached roughly 30% according to the latest national polls up from the 21.2% it 

scored at the European elections of 2014 and now abreast Renzi’s PD. Though, the recent events 

that hit newly elected M5S Rome’s mayor Raggi struggling to form her cabinet are deemed by 

national polling agencies as worth a few percentage points of lower consensus for the M5S. We 

therefore see both parties close hand in hand at a 30% consensus, with PD still very slightly ahead. 

We have plenty of evidence from recent elections or referendum that polls can prove wrong. 

However, the gap between PD/M5S versus the other parties is so large that even assuming a certain 

margin of error there is little doubt both will end up contending the premiership.  
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Polling Results: PD vs M5S – Demopolis  

 

Source: Mediobanca Securities, Demopolis 
 

 
Polls Results – Major National Agencies (September 5-11) 

 

Source: Mediobanca Securities, IPSOS 
 

The numbers with Italicum at work 

According to Demopolis’ research, M5S would be winning versus PD in a potential second ballot with 

a 53% vs 47% outcome. This is why we think Renzi opportunistically should accept a change of the 

Italicum introducing the majority premium to the winning coalition not the party. This will come at 

the expenses of maybe constraining his margin of manoeuvering as next premier having to 

compromise with the coalition parties but it would probably be the minor damage for him rather 

than keeping Italicum as it stands and go for a flipping the coin outcome versus M5S.  

Young versus old is the real dichotomy in Italy . . . 

Italian politics is no longer sitting on the old stile right versus left split. It is not even sitting on a 

Euro versus no Euro dichotomy. The country is rather split in the young versus old people 

dichotomy. Older generations have secured their benefits, jobs and pensions and tend to preserve 

the status quo voting pro establishment and traditional parties. Younger generations (nearly 40% 

unemployment) are sitting on large economic uncertainly, they know they will hardly be entitled for 

the rich pensions of their parents and see their future anxiously. It is not just an Italian situation, 

but in Italy this is particularly evident. This reflects in the positioning of the voters with M5S 

stepping up to the plate among younger voters and PD securing the votes from older people.  

. . . reflecting in M5S versus traditional parties 

Recent intention of votes by age bracket we have consulted suggest M5S is nearly 50% of 18-24 years 

old people, a number similar pro PD in the higher than 65 years old people. Grouping together age 

bands we show below M5S leading PD by 10pp in less than 54 yrs old people and PD leading M5S by 

15pp in the voters above such threshold.  

M5S has demography on its side 

Given how split the vote is by age band, we try and look at how demographics would play in the 

future. As such, in this section we try and overlap the by age vote breakdown with the age pyramid 

of the country. First, we want to estimate how many 16 and 17 years old people today will vote for 

the first time two years from now. Second, we want to know how many old people will statistically 

pass away between now and 2018. We model our analysis as follows: 
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 We start from our assumption that next national elections will be mid 2018, i.e. nearly two 

years away.  

 We start from collecting data on total population, electorate size and affluence (we take 

the average of the last six general elections, 80%); 

 We then use ISTAT data to see Italy’s age pyramid in order to assess the number of new 

voters becoming eligible for voting in 2018; 

 We allocate the new votes according to the average of the most recent polling results 

based on the age band;  

 We consider those aged above 83 years old, given Italians’ average life expectancy, and 

calculate the probability of death of each age band; 

 We calculate the net accretion or dilution for the four main parties: M5S, PD, FI and LN.  

According to ISTAT Italy’s population was 60.7m in 2015 whereas the citizens with voting right are 

50.7m in 2016 or 84% whereas the average affluence of the last six elections is 80%, thus we assume 

40.5m voters.  

~500k cumulated new potential voters by 2018, of which 232k for the M5S 

The first conclusion is that we estimate roughly 500K young Italians aged 16 and 17 years old that 

will become eligible for voting in 2018, of which we estimate that c.232k will vote for M5S. Based 

on polls for 18yr old people we assumed in our modelling that 50% of youths will vote for Grillo’s 

party, based on the age band’s affluence at the last referendum and the average affluence of the 

last six elections. As far as PD is concerned this results in just 67k additional votes two years from 

now from new young voters.  

301k less voters by 2018 of which 166k votes lost for PD 

We consider voters aged above 83 years old, in line with life expectancy and calculate the 

probability of death as provided by ISTAT. We then deduct the lost votes according to both the 

average affluence of the last six elections, adjusted by the age band and the consensus the four 

main parties have in these age bands according to the latest polls. 

 M5S 8%; 

 PD 55%; 

 Forza Italia 15%; 

 Lega Nord 15%. 

Our analysis points to 301k cumulated less voters in 2018 adjusted for affluence, of which 166k 

votes lost by PD party, given its higher consensus among older voters, whereas M5S lose 24k votes. 

Forza Italia and Lega Nord would both lose 45k votes. 

Italy – Demography (‘000) 

Population in 2015 Electorate in 2016 As a % Potential Average Voters As a % 

60,666 50,682 84% 40,546 80% 
 

Source: Mediobanca Securities, ISTAT 
 

Age Pyramid and Votes Allocation – 2018e 

 
Total Net Votes to Main Four 

Parties post affluence 
M5S PD Forza Italia Lega Nord 

Allocation - 50% 15% 10% 10% 

New 16 yr Voters 195.2 115.9 33.3 23.0 23.0 

New 17 yr Voters 195.0 115.7 33.3 23.0 23.0 

Total 390.2 231.6 66.6 46.0 46.0 
 

Source: Mediobanca Securities estimates, ISTAT, SWG, Ixe', EMG, IPSOS,  IPR Marketing, Tecne', Peipoli, Demos&Pi 
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Ceteris paribus M5S vs PD gap widens by 0.4% per year 

Admittedly our simulation is subject to many caveats: the intention of votes changes constantly, 

turnout is unpredictable, and even the time of elections is unknown. However, we think the logic of 

our analysis has some grounds: young people vote M5S, old people vote for PD. As such as time goes 

by keeping all other things unchanged M5S is positioned to benefit from new voters versus PD 

destined to see eroding its old electoral basis.  

Based on the assumptions we thrown in our simulation and ceteris paribus M5S gains an additional 

0.4pp relative to PD every year. The table below adjusts current polls results taking such 

demographic factors in to account when projected on a potential 2018 election.  

Inclusion from both sides might give Italy more negotiating power 

If Italy wants to help the Eurozone going Keynesian and become more sustainable, we think an 

inclusive approach of M5S from other parties could even help governing parties gaining more 

negotiating power in Europe. 

EU needs to go Keynesian to depower M5S . . . 

At their initial appearance on the political arena, M5S was seen by investors as the Italian version of 

Spain Indignados or Germany Pirates or the Occupy Movement. We think there is more at stake with 

Italy’s M5S today, given the size of their consensus. We agree their explicit eurosceptic view is 

scary, but unless you are convinced (as we are not) that the Eurozone is sustainable in its current 

architecture it could well be that only via the protest vote Europe will be forced to move to the 

Age Pyramid and Votes Allocation – 2018e 

Age 000s 
Probability 
of Death 

Lost 
Votes in 
2 years 

Votes Deduction 
Assigned to M5S at 

8% 

Votes Deduction 
Assigned to PD at  

55% 

Votes Deduction 
Assigned to FI at  

15% 

Votes Deduction 
Assigned to LN at 

15% 

83 233 7.6% 22.0 1.8 12.1 3.3 3.3 

84 231 8.6% 24.7 2.0 13.6 3.7 3.7 

85 200 9.6% 23.7 1.9 13.0 3.6 3.6 

86 185 10.8% 24.7 2.0 13.6 3.7 3.7 

87 168 12.1% 25.3 2.0 13.9 3.8 3.8 

88 150 13.7% 25.4 2.0 14.0 3.8 3.8 

89 131 15.2% 24.7 2.0 13.6 3.7 3.7 

90 113 17.0% 23.8 1.9 13.1 3.6 3.6 

91 96 18.8% 22.5 1.8 12.4 3.4 3.4 

92 79 20.2% 19.9 1.6 10.9 3.0 3.0 

93 64 21.1% 16.9 1.3 9.3 2.5 2.5 

94 50 22.2% 13.8 1.1 7.6 2.1 2.1 

95 26 24.5% 7.8 0.6 4.3 1.2 1.2 

96 15 27.9% 5.2 0.4 2.8 0.8 0.8 

97 12 31.0% 4.6 0.4 2.5 0.7 0.7 

98 10 33.7% 4.3 0.3 2.4 0.7 0.7 

99 9 36.2% 4.1 0.3 2.3 0.6 0.6 

100 16 39.1% 7.7 0.6 4.2 1.2 1.2 

- 1,788 13.6% 301 24.1 165.6 45.2 45.2 
 

Source: Mediobanca Securities estimates, ISTAT,  SWG, Ixe', EMG, IPSOS,  IPR Marketing, Tecne', Peipoli, Demos&Pi 
 

Political Parties’ Consensus in 2018e 

Polling Agencies' Consensus – September 2016e 

  
M5S PD Forza Italia Lega Nord 

As a % of Total Votes 28.4% 31.5% 11.9% 12.4% 

Absolute Votes 11,566 12,828 4,846 5,050 

Parties’ Consensus After Simulation – mid 2018e 

  
M5S PD Forza Italia Lega Nord 

As a % of Total Votes 28.9% 31.3% 11.9% 12.4% 

Absolute Votes 11,773 12,729 4,847 5,051 
 

Source: Mediobanca Securities estimates, ISTAT,  SWG, Ixe', EMG, IPSOS,  IPR Marketing, Tecne', Peipoli, Demos&Pi 
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next stage, one way or another. If softening austerity, fiscal transfers, investments, deficit 

spending, optimal currency area, in short Keynesian receipts to the Eurozone is doable this will 

surely de-power significantly the protest vote EU sceptic parties will keep attracting.  

. . . and Italy might want to be inclusive with them – changing the Italicum might not suffice 

Many M5S proposals are shared with the other parties, but so far we have seen little convergence in 

the Parliament exactly due to the’ exclusion logic’ on both sides. We think it should be in the 

interest of the country that both sides start becoming more inclusive searching for a more proactive 

way of cooperating on the many topics they share.  

The euro and austerity are the flip sides of the same coin at the end. Politicians that randomly 

criticise austerity mainly do so for opportunistic reasons so that they do not succeed in changing 

Germany’s direction of events exactly because they are not credible on any alternative plan. This is 

why Germany in its own legitimate interest rightly keeps calling their bluffs. If this is a poker game 

as we think, a governing pressure from the protest vote could maybe succeed in making the 

Eurozone a more sustainable optimal currency area.  

It will not be by changing the Italicum that Renzi will secure his victory at the end. A majority 

premium to the winning coalition in the second ballot will probably be Renzi’s PD decision based on 

the assumption that M5S will never team up with other parties. Another assumption that could 

prove wrong as you never know how political things will evolve. It could well happen for instance 

that two years from now at the 2018 elections M5S joins its effort with another party at the second 

ballot purely to opportunistically cash in the majority premium in case of victory. This will not be 

strange if we consider that essentially this is how Renzi is governing the country today: it is in fact 

the joint coalition of PD and leftist SEL that cashed in the majority premium at the House of 

Deputies in 2013. And it is thanks to such a premium that PD has governed the country since then, 

with Letta first and Renzi today; even though SEL have sat at the opposition since day one.  
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