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• Outlook: The latest vote count (56% at the Chamber of
Deputies and 74% at the Senate) appear to confirm exit
polls of an indecisive outcome to the Italian general elections.
No party or coalition will have sufficient votes to form a
government, paving the way for a grand coalition, or repeat
elections. M5S (c30.8%) and Lega (c18.5%) are well ahead
of expectations at the expense of PD (c19.8%) and Forza
Italia (c14%).

• Markets: We expect lengthy negotiations after these
elections, which may lead to increased volatility of Italian
assets. A broad grand coalition would be well received by
markets as it could result in political stability and fiscal
discipline. Repeat elections could prolong uncertainty and
weigh on Italian assets. The Italian equity market has
not priced in electoral uncertainty, but current yields on
government bonds suggest they have incorporate some
political risk.

• What we are watching: Comments from politicians; final
vote count is expected by 1pm CET. First parliament meeting
in twenty days' time.

Our view
With 56% votes counted at the Chamber of Deputies and 74%
at the Senate, it seems that no single party or coalition will be in
a position to form a government. Projections suggest the center-
right coalition is close to 37%, the center-left 24%, while M5S is
seen as the largest party with 30.8% of the vote, with LEU trailing
just above 3%. This should pave the way for a grand coalition, or
repeat elections.

The provisional results we discuss do not yet reflect the 37% of seats
allocated through the first-past-the-post system, which may alter
significantly the final outcome. Anyways, at the time of writing, a
narrow grand coalition of mainstream parties does not appear to
have sufficient votes neither at the Senate nor at the Chamber of
deputies.

Available options include a broad grand coalition, repeat vote or,
perhaps, an anti-establishment alliance. We think a broad grand
coalition would likely be well received by financial markets as
it could lead to political stability and a continuation of current
economic policies whilst its lifespan would be in question. Repeat
elections could prolong uncertainty and weigh on financial markets'
perception of Italy's risk. An anti-establishment alliance of M5S and
Lega, the worst case scenario for markets,looks unlikely due to
different programs.
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All of these scenarios will require lengthy negotiations, and we do
not see the formation of a new government any time soon. The
new parliament will meet within 20 days to elect the presidents of
both the Senate and the Chamber of Deputies.

Once these offices have been filled, only then will President
Mattarella begin consultations to select a prime minister, who will
be charged with forming a new government. The Gentiloni gov-
ernment will remain in place until a new government is formed.

For more details on the implications of the elections for Italy and
beyond, we refer readers to our recent note "Italian Election Watch:
Need to know" dated 19 February.

Italian Election Watch

UBS CIO WM 5 March 2018      2



Appendix

Terms and Abbreviations
Term / Abbreviation Description / Definition Term / Abbreviation Description / Definition
A actual i.e. 2010A COM Common shares
E expected i.e. 2011E Shares o/s Shares outstanding
UP Underperform: The stock is expected to

underperform the sector benchmark
CIO UBS WM Chief Investment Office
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referred to herein, carry out transactions involving relevant investment instruments in the capacity of principal or agent, or provide any other services or have officers,
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excess of an initial investment may occur. Past performance of an investment is no guarantee for its future performance. Additional information will be made available
upon request. Some investments may be subject to sudden and large falls in value and on realization you may receive back less than you invested or may be required to
pay more. Changes in foreign exchange rates may have an adverse effect on the price, value or income of an investment. The analyst(s) responsible for the preparation
of this report may interact with trading desk personnel, sales personnel and other constituencies for the purpose of gathering, synthesizing and interpreting market
information. Tax treatment depends on the individual circumstances and may be subject to change in the future. UBS does not provide legal or tax advice and makes no
representations as to the tax treatment of assets or the investment returns thereon both in general or with reference to specific client's circumstances and needs. We
are of necessity unable to take into account the particular investment objectives, financial situation and needs of our individual clients and we would recommend that
you take financial and/or tax advice as to the implications (including tax) of investing in any of the products mentioned herein. This material may not be reproduced
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liability whatsoever for any claims or lawsuits from any third parties arising from the use or distribution of this material. This report is for distribution only under such
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with economists employed by UBS Investment Research. Forecasts and estimates are current only as of the date of this publication and may change without notice.
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The Document is general information only and does not take into account any person’s investment objectives, financial and taxation situation or particular needs.
Austria: This publication is not intended to constitute a public offer under Austrian law, but might be made available for information purposes to clients of UBS
Europe SE, Niederlassung Österreich, with place of business at Wächtergasse 1, A-1010 Wien. UBS Europe SE, Niederlassung Österreich is a branch of UBS Europe SE,
a credit institution constituted under German Law in the form of a Societas Europaea, duly authorized by the German Federal Financial Services Supervisory Authority
(Bundesanstalt für Finanzdienstleistungsaufsicht, BaFin), and is subject to the joint supervision of BaFin, the central bank of Germany (Deutsche Bundesbank), as well
as of the Austrian supervisory authority (Finanzmarktaufsicht, FMA), to which this publication has not been submitted for approval. Bahamas: This publication is
distributed to private clients of UBS (Bahamas) Ltd and is not intended for distribution to persons designated as a Bahamian citizen or resident under the Bahamas
Exchange Control Regulations. Bahrain: UBS is a Swiss bank not licensed, supervised or regulated in Bahrain by the Central Bank of Bahrain and does not undertake
banking or investment business activities in Bahrain. Therefore, Clients have no protection under local banking and investment services laws and regulations. Brazil:
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closed joint stock company incorporated in the Kingdom of Saudi Arabia under commercial register number 1010257812 having its registered office at Tatweer Towers,
P.O. Box 75724, Riyadh 11588, Kingdom of Saudi Arabia. UBS Saudi Arabia is authorized and regulated by the Capital Market Authority of Saudi Arabia. Singapore:
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