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Italy’s chance to realign – or mess things up further


Letta’s urgent task is to fix the banks, and this will test his ability to tackle vested interests

The political right in the US has become progressively more radical, more powerful and more reckless over the past three decades. The shutdown of the federal government, and the threat not to raise the debt ceiling, are the outgrowths of this development.

The European right has not quite gone to such dramatic lengths – but it is getting there. There are regional independence parties in Belgium and Spain; anti-euro parties in Germany and Austria; rightwing anti-immigrant parties in France and the Netherlands. In Italy, Beppe Grillo’s Five Star Movement is a textbook anti-establishment protest party. 

Then there is the curious case of Silvio Berlusconi’s Popolo della Libertà. It straddles both worlds – that of the centre-right establishment and of populist opposition. Last week, these two worlds collided. Mr Berlusconi, the populist, suffered a humiliating defeat at the hands of Angelino Alfano, PdL general secretary – once his closest ally and now head of the party’s centrist wing. 
What was astonishing was not the fact of a rebellion in the Berlusconi camp. This has happened before. It was the loss of the tactical and strategic acumen of il Cavaliere. 

Everybody else could see this coming. For Mr Berlusconi there was no upside to the fight. What would he have achieved had he succeeded in forcing the resignation of Enrico Letta, the prime minister? New elections would not have solved his legal problems. As a convicted criminal, he could not have remained in the Italian Senate. On Friday, a Senate committee paved the way for a vote to remove him from political office. A court will soon pronounce a time-limited political ban. 

As if this was not enough, he has been condemned to house arrest. Another criminal trial is waiting. His career as an elected politician is over. Of that there can be no doubt. His action seemed irrational – even for a man interested only in himself. Like the US Republicans, he wanted to shut down government because he could; or rather, because he thought he could. 

Mr Berlusconi’s defeat offers a chance for a realignment of Italian politics. But it also offers a chance to mess things up further. 

At one level, it was a big political victory for Mr Letta. Mr Berlusconi’s climbdown offers him a chance to govern until 2015. He now has what he always wanted – a centrist grand 

But what will Mr Letta do with it? Will he manage to eliminate a layer of Italy’s regional democracy – the administrative provinces – without which there can hardly be any meaningful efficiency gains in the state sector? Will he reduce taxes on labour, and how would these be funded? Will he privatise the state-owned utilities? 

I doubt it. Just look at the squeals from Mr Letta’s Partito Democratico in response to the proposed takeover of Telecom Italia by Telefónica of Spain? Italy’s state-owned companies are full of clapped-out politicians. The PD is protecting its interests, just like Mr Berlusconi did.

Mr Letta’s task will be massive. The recession continues. Credit continues to contract. The fall in gross domestic product may have ended, but there are no signs of an improvement in employment.

The most urgent task is to fix the banks. Without credit growth, there can be no sustainable recovery. The overindebted and undercapitalised banks have loaded up on Italian government bonds instead of lending to the private sector. Yet fixing the banks is unpopular because the political parties have corporate control over them. Banking will be the test of Mr Letta’s ability and willingness to take on vested interests, especially inside his own party.
Unfortunately, he also decided to follow the European fiscal rules to the letter, instead of seeking a grand bargain with Brussels on economic reforms which he could have traded in against some fiscal breathing space. Italy is on course to overshoot its 2013 deficit target of 3 per cent of GDP due to a larger-than-projected recession. In a low-growth scenario, the country will have to run permanent and large primary fiscal surpluses to bring down the level of debt. That would be economically painful and politically suicidal.

Mr Letta and Mr Alfano have scored an important tactical victory over Mr Berlusconi and his acolytes, but this is not going to be the last battle in the fight against rightwing populism. I would not even completely count out Mr Berlusconi himself, though he will at most play a more detached political role. 

One possible, though far from certain scenario, is for the PdL to break up into a populist wing, led by the Berlusconi clan, and a moderate centre-right rump. It is not clear whether the latter would be electorally viable. Why would Italians reward centrist politicians who have thrown the country deeper into recession, when they did not do so at the last elections? Just look at what happened to Mario Monti, Mr Letta’s predecessor. Mr Berlusconi came very close to winning the February elections because he managed to run as an anti-establishment outsider.

Unless the forces in the political centre fix Italy’s problems – something they have manifestly failed to do – the populist right will enjoy a resurgence. Last week’s political victory would then go down as the centrists’ last hurrah.
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