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|talian debate on merits of ditching euro grows louder

Prospect of ‘Italexit’ remains slim but idea ismjag ground

by: James Politi in Rome

Alberto Bagnai, a professor at Pescara university &blog called Goofynomics, this week
made a typically provocative demand: that the USikhpromote a&ontrolled end to the
eura

“Undoing the euro will be costly, though less cpshtlan its alternative, which is protracted
stagnation of the European and hence the worldaognand the growing risk of a major
financial collapse,” he wrote.

Such views have made Mr Bagnai a rare Eurosceptialian academia. Detractors say he
leads a “small sect” with “peculiar” views. But Bagnai believes the idea that Italy should
ditch the euro — possibly dealing a fatal blowhe single currency — is gaining traction.

“I've been saying this stuff for seven years, atttelby little it's becoming mainstream,” he
says. “Italy is wounded and the hegemonic powerSrance and Germany — are buying it
up piece by piece. This operation is almost coldhia

Most Italian economists, government officials amdibess executives have been staunch
advocates of the euro. The public also remainavour: opinion polls suggest most support
remaining in the single currency despite growirggreations about the EU in general.



All the same, there is little doubt that the groumdhifting in Rome, with debate over
Italy’s future in the currency bloc and a possililalexit” gathering pace at what euro
supporters fear is an alarming pace.

“These days Italexit scenarios are very fashionbbtehey give me the chills,” Pier Carlo
Padoan, Italy’s finance minister, said on Satur@dalgling that those promoting such a
concept “had no idea of the economic, social atidii@al damage that would hit our
citizens”.

Debate over the future of the euro in Italy mirrtirat in other European countries where
anti-euro politicians have built up solid suppaasbs. Dutch populisieert Wildersstood
in Wednesday’s Netherlands election on a platfdrat included ditching the euro, while
Marine Le Pen has said that, if elected Frenchigieas she would lead the countyyt of
the currency bloc

In Italy, the new frenzy was triggered in Januahew Mediobanca, the investment bank,
published a report that analysed the impact of depato Italy’s public finances. Antonio
Guglielmi, the author, concluded that while an jpexsive exit could have been engineered
in recent years, that window had closed becaufieeathanging structure of Italian debt.
“Whatever the incentive to exit, it is now too |atee said.

Despite its conclusion, the report was
welcomed in Eurosceptic quarters as a sign
that a possible exit was on the table and
being seriously considered.

On the political front, the euro is rising to

the top of the agenda. Both the populist Five
Star Movement, which leads opinion polls in
Italy, and the far-right Northern League have
floated an exit from the single currency, whileviilBerlusconi’'s centre-right Forza ltalia,
which is fourth in the polls, has proposed a nevaitel currency. Only the ruling centre-

left Democratic party (PD) is willing to defend eunembership ahead of the next general
election, due within a year.

Filippo Taddei, PD chief economic adviser, viewy discussion about Italy leaving the
euro as “an embarrassing debate”, with advocatésery shaky” ground. But he believes
the time has come to engage, given the backlash.

“The euro is an easy target. People who belonggadasonable, traditional middle class
are starting to ask the question, ‘what if we lgft¥ir Taddei says. “I see that, | feel that.”

Those advocating that Italy leave the euro seizéherroad public disappointment with the
economic damagmflicted by a long recession and a sluggish recpyvarguing that only a
return to monetary sovereignty will allow Italy fir@e itself from the budgetary and



regulatory constraints set by the EU and the EGt&rd is also a sense of nostalgia for the
patterns of devaluation that kept Italy competiiivéhe pre-euro era for decades.

But euro supporters say the significant devaluatan would follow any new lItalian
currency would lead to an inflationary spiral, heglnterest rates and a contraction in real
wages. “You become competitive, sure, but at thpeege of wage earners,” says Mr
Taddei, adding lower income households would suffermost as prices rose.

It would also hit the real value of household sgsinwhich could drive families to shift
cash abroad, possibly triggering a banking criSisch market disruption could be
compounded by a rise in bond yields, rekindlingghessure on Italian debt from the
eurozone crisis of 2011-12.

But Mr Bagnai challenges the premise of such eelaeyaluation, saying it would be
minimal and not necessarily lead to wage comprassiuven if it did, that would not be the
worst evil.

ltalian sentiment towards the EU slides

“At the moment people are unemployed and theirgasazero, so the point is not what
happens to their wages. The real problem is wheliegrcan start working again,” says Mr
Bagnai, adding that if there were a recession‘treamatic” exit, it would be followed by a
“v-shaped” recovery.

The key in his mind is that finally an Italian eidtno longer an untouchable subject. “Those
who are in denial aren’t doing a service to thentgy” says Mr Bagnai.

But the risk felt by supporters of the single caogin Italy is that the debate could feed on
itself. “What is now an extremely low probabilityent may turn into a self-fulfilling
prophecy, even before any political shift actualppens,” says Lorenzo Codogno, a
former chief economist at Italy’s finance ministrgw with research firm LC Macro
Advisers in London. “In my view, the probability tilexit remains low — less than 5 per
cent — but is rising.”



