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MILAN/LONDON: On the morning
of July 29, former Italian Industry
Minister Corrado Passera was trav-
elling in a high-speed train towards
the medieval city of Siena, racing to
meet the directors of the world’s
oldest bank to present them with a
rescue plan. Monte dei Paschi di
Siena (BMPS), Italy’s third-largest
lender, was destined to be wound
down within months unless it
could raise billions of euros and
pull itself out of a swamp of bad
loans that threatened to swallow
up its five centuries of banking.

Passera’s recapitalization plan
was supported by Swiss investment
bank UBS - Monte dei Paschi’s long-
time adviser - but the former minis-
ter was running out of time. The
Tuscan lender had already changed
advisory horses - turning away
from UBS and Citi, and instead
engaging JPMorgan to engineer a
survival strategy, according to
bankers close to the matter. Its
board was meeting that day at its
HQ in a 13th-century fortress to
decide whether to formally commit
to the Wall Street player’s plan,
they said. Veteran banker Passera
felt he would at least have a chance
to make his case. He didn’t. As the
train reached Florence, about 70 km
from Siena, his phone rang. Monte
dei Paschi’s chairman told him the

board would not hear him, accord-
ing to a source familiar with the
events. The bank had instead pinned
its fate on JPMorgan’s plan to clear
out €28 billion ($29 billion) in bad
debts and raise 5 billion euros in
equity - one that ended in failure in
the early hours of Friday when the
Tuscan lender said it could not find
enough investors and asked the
government to bail it out.

For the plan’s skeptics, the fail-
ure to rescue the bank privately was
testament to a misplaced belief in
government circles that Italy could
find a solution to its banking prob-
lem child without the need for a
politically unpopular state bailout.
Passera’s proposal - never made
public - had involved a €2.5-billion
capital increase reserved for private
equity funds and a €1-billion share
sale to existing Monte dei Paschi
investors, according to the source
familiar with events.

Bankers say that was unlikely to
have met with any more success
than JPMorgan’s, given the lack of
investor appetite for Monte dei
Paschi and the wider banking sec-
tor. Italian banks are creaking under
the weight of Ä360 billion of bad
loans - a third of the euro zone’s
total - following the financial crisis.
But the fact the bank laid its entire
trust in JPMorgan, and a plan that

European regulators in Brussels and
Frankfurt said from the outset was
destined for failure, nevertheless
underscores the government’s mis-
management of a problem that
continues to cast a shadow over the
country and its economy.

Unlike Spain, Rome refused an
EU-funded bailout for its banks
when European rules for doing so
were more lenient, and for too long
failed to take decisive action to deal
with its lenders’ bad loans. Monte
dei Paschi, which had already
received state aid twice before, has
become a symbol of the govern-
ment’s inefficiency in tackling the
problems of its banking industry.

Renzi Lunch
Three weeks before Passera’s

wasted train journey, the idea of a
privately funded bailout of Monte
dei Paschi was born over lunch in
Rome between JPMorgan’s global
chief, Jamie Dimon, and then Prime
Minister Matteo Renzi, according to
banking and political sources. Renzi
thought he had finally found the
man who would fix one of his
biggest political headaches, despite
the fact that JPMorgan’s plan would
involve raising 10 times the market
value of Monte dei Paschi, a feat vir-
tually unheard of in Europe.

Renzi, who hails from the bank’s

home region of Tuscany, wanted to
avoid a state rescue at all costs,
because new European rules would
require investors to bear losses in
the event of a tax-payer funded
bailout. The bank’s bondholders
include tens of thousands of
Italians, many of them part of his
political power base. A spokesman
for Renzi did not respond to
requests for comment.

JPMorgan in turn hoped to
break into big Italian deal-making,
a sphere where this year it lagged
behind US rival Goldman Sachs
with its investment banking fees
more than halving since 2014,
according to Thomson Reuters
data. If the plan succeeded,
JPMorgan and its co-adviser
Mediobanca, alongside 10 other
investment banks and state-spon-
sored banking fund Atlante, stood
to share in fees worth 558 million
euros, roughly equal to Monte dei
Paschi’s market capitalization, pub-
licly available documents show.

By winning over the board of
the Tuscan bank, JPMorgan  and
Mediobanca elbowed out rivals
UBS and Citi, all battling to earn a
jackpot of fees in a sector that
could need 40 billion euros in cap-
ital over the next few years. Monte
dei Paschi said on Thursday the
banks involved in the failed rescue

plan would receive no fees.

Alarm Bells
Alarm bells began ringing loudly

over the feasibility of the plan in
early September, when Monte dei
Paschi abruptly announced its chief
executive, Fabrizio Viola, was quit-
ting. Viola had received a phone
call from Economy Minister Pier
Carlo Padoan who told him he
needed to go, according to a
source close to the matter.
Speaking about the episode on TV
in October, Padoan said that given
the Treasury was the bank’s top
shareholder following a previous
bailout in 2013, it had to have a
relationship with its top manage-
ment. “With Viola, we assessed
together what was best for the
bank,” he said.

After sounding out hundreds of
investors during the summer,
JPMorgan and other banks involved
in the deal believed that a change
of management was necessary to
pull off the plan, because under
Viola the bank had burnt through 8
billion euros of new capital, accord-
ing to sources close to the consor-
tium of banks. Monte dei Paschi
replaced him with Marco Morelli,
head of Bank of America Merrill
Lynch in Italy, who rushed through
a new business plan. —Reuters

How JPMorgan could not save BMPS

LONDON: Emerging market stocks fell for the ninth time in 11
days yesterday, taking their drop since Donald Trump’s US
election win to 7.5 percent and leaving investors facing an
uncertain start to 2017. Festive cheer was in short supply with
some of the same worries that brought a torrid start to 2016
for EM assets starting to resurface. Chinese stocks , which are
heading for a 17 percent walloping for the year, most of which
came in January, fell to a two-month low, while the yuan
limped back towards an 8-1/2 year low. 

As was the case at the beginning of the year, EM curren-
cies are being forced to bow to the dollar as the prospect of
further US rate hikes and a fiscal spending drive under
Donald Trump loom. South Africa’s rand, Turkey’s lira and
Mexico’s peso took advantage of the quiet pre-Christmas
market to nudge higher. So did Poland’s zloty and Hungary’s
forint after they had both hit more than 14-year lows versus
the greenback on Thursday.

But Asia continued to struggle. The South Korean won hit a
fresh 9-month low at 1,204.5 per dollar, the Taiwan dollar
touched its lowest in nearly five months and Singapore’s cen-
tral bank was suspected to have intervened to prop up its dol-
lar after it fell to a more than six-year low. “We have almost
come full circle on the dollar attitude,” said UBP’s EM macro
and FX strategist Koon Chow.  “Similar to a year ago, we are
expecting more US rate increases and also similar to a year
ago we are seeing renminbi (yuan) depreciation pressure due
to outflows and arguably that could intensify next year.”

One of the reasons could be lower demand for yuan to buy
property as Beijing bids to cool the overheating parts of the
country’s housing market. Another is uncertainty about how
China’s relations with the United States will fare under Donald
Trump. Chinese state media yesterday expressed alarm and
warned of a “showdown” after the president-elect named Peter
Navarro, an economist who has urged a hard line against Beijing,
to head a new White House National Trade Council. “The new
administration should bear in mind that with economic and
trade ties between the world’s two largest economies now the
closest they have ever been, any move to damage the win-win
relationship will only result in a loss for both sides,” the official
English-language China Daily said in an editorial. — Reuters 

EM stocks extend 

post-Trump slide 

MILAN: The Italian government
approved a bailout plan to rescue the
country’s struggling banks yesterday,
with Monte dei Paschi di Siena (BMPS)
likely the first in line to receive state aid.
The announcement by Prime Minister
Paolo Gentiloni comes after Monte dei
Paschi, the world’s oldest bank, said it
had failed to raise five billion euros ($5.2
billion) from the markets to shore up its
capital base. BMPS is at the center of a
crisis in Italy’s financial sector, which
includes some 700 banks and is buck-
ling under the weight of bad loans esti-
mated to total 360 billion euros.

The plan approved at a late-night cabi-
net meeting taps into a package of up to
20 billion euros approved by parliament
on Wednesday. Finance Minister Pier Carlo
Padoan said the funds would be “sufficient
to fulfill the needs as defined by stress
tests” designed to determine whether a
bank has sufficient capital. BMPS said after
the announcement it would seek to take
advantage of the bailout. Italy’s third-
biggest bank launched a bid to sell fresh
shares this week under plans to raise five
billion euros to stay afloat. BMPS
announced on Thursday that the fundrais-
ing attempt had failed. “It was not possible
to attain the sum of five billion euros,” the
bank said in a statement, adding the oper-
ation had been hampered by a lack of so-
called anchor investors. 

The bank had already acknowledged
late Wednesday that it had failed to

attract a cornerstone investor - a key
sign of market confidence - after pin-
ning its hopes on a big Qatari take-up.

A separate debt-for-equity swap offer
to replenish the bank’s coffers reaped
just over two billion euros. The plan
additionally entailed selling off 27.6 bil-
lion euros in bad loans. Seeking to stop
any runaway crisis in the banking indus-
try, the Italian government had made
clear it was ready to step in if necessary.

‘Backstop looks adequate’ 
Barclays Research said before yester-

day’s announcement that the expected

package looked to be sufficient to plug
any shortfall. 

“The size of the financial backstop
looks adequate to deal with the situa-
tion, in our view,” it said in an analysis.
Provided the loans sell-off scheme stays
in place, “the likely state involvement
should help stabilize the system in the
near term”, it said. 

The European Central Bank had giv-
en Monte dei Paschi until Dec 31 to
fund its recovery or risk being wound
down. The bank’s stock lost another 7.5
percent in Milan on Thursday, closing at
15.08 euros. — AFP
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MILAN: A man walks next to a Monte Dei Paschi di Siena bank branch on
Thursday. — AP 


