Global Financial Markets
Plunged Into Chaos As Italy
Overwhelmingly Votes ‘No’

Italian voters have embraced the global trend of rejecting the
established world order, but the “no” vote on Sunday has
plunged global financial markets into a state of utter chaos.

The euro has already fallen to a 20-month low, Italian
government bonds are poised for a tremendous crash and futures
markets are indicating both U.S. and European stock markets
will be way down when they open on Monday.

It is being projected that Italian Prime Minister Matteo
Renzi’s referendum on constitutional reforms will be defeated
by about 20 percentage points when all the votes have been
counted, and Renzi has already announced that he plans to
resign as a result. When new elections are held, it looks as
though comedian Beppe Grillo’s Five-Star movement will come to
power, and the European establishment is extremely alarmed at
that prospect because Grillo wants to take Italy out of the
eurozone.

In the long run, Italy would be much better off without the
euro, but in the short-term the only thing propping up the
country’s failing banking system is support from Europe.
Without that support, the 8th largest economy on the entire
planet would already be in the midst of an unprecedented
financial crisis.

I know this is a lot to consider, but it is imperative that
people understand how serious this crisis could quickly
become.
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This “no” vote virtually guarantees a major banking crisis for
Italy, and many analysts fear it could trigger a broader
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financial crisis all across the rest of the continent as well.

Just look at what has already happened. All of the votes
haven’t even been counted yet, and the euro is plummeting.

The euro dropped 1.3 percent to $, falling below its 1 1/2-
year low of $ touched late last month, and testing its key
support levels where the currency has managed to rebound in
the past couple of years.

A break below its 2015 March low of $ would send the currency
to its lowest level since early 2003, opening a way for a
test of $1, or parity against the dollar, a scenario which
many market players now see as a real possibility.

In early 2014, there were times when one euro was trading for
almost $. For a long time, I have been warning that the euro
was eventually heading for parity with the U.S. dollar, and
now we are almost there.

Meanwhile, Italian government bonds are going to continue to
crash following this election result. This is going to make it
even more difficult for the Italian government to borrow
money, and that will only aggravate their ongoing financial
troubles.

But the big problem in Italy is the banks. At this moment
there are eight banks in imminent danger of collapsing, and
virtually all of the rest of them are in some stage of
trouble. The following comes from a Bloomberg article about
the crisis Italian banks are facing at this moment:

They’re burdened with a mountain of bad loans. Their stocks
have cratered. And they have to operate in an economy prone
to recession and political upheaval.

Signs have been mounting for months that Italy’s weakest
lenders, and in particular Banca Monte dei Paschi di Siena .,
were sliding toward the precipice, threatening to reignite a



broader crisis.

And we may get some news regarding the fate of Banca Monte dei
Paschi di Siena as early as Monday morning if what the Sydney
Morning Herald is reporting is correct.

A last-gasp rescue for Monte dei Paschi di Siena, the world’s
oldest surviving bank, has been thrown into doubt after
reformist prime minister Matteo Renzi decisively lost a
referendum on constitutional reform on Sunday.

MPS and advisers JPMorgan and Mediobanca will meet as early
as Monday morning to decide whether to pull a plan to go
ahead with a €5bn recapitalisation, the FT reports, citing
people informed of the plan.

Senior bankers will decide whether to pursue their
underwriting commitments or exercise their right to drop the
transaction due to adverse market conditions, these people
said. In the event the banks drop the capital plan, the
Italian state is expected to nationalize the bank, say senior
bankers.

If Banca Monte dei Paschi di Siena fails, major banks all over
Italy (and all over the rest of Europe) could start going down
like dominoes.

So what were Italians voting on anyway?

Well, the truth is that the constitutional reforms that were
proposed actually sound quite boring: “The changes involve
sharply reducing the size of one of the chambers of Parliament
— the Senate - shifting its powers to the executive, and
eliminating the Senate’s power to bring down government
coalitions. The amendments also shift some powers now held by
the regions to the central government, thereby reducing
frequent and lengthy court battles between Rome and the
regional governments.”



The reason this vote was ultimately so important is because it
became a referendum on Renzi’s administration. The fact that
he announced in advance that he would resign if it did not get
approved gave a tremendous amount of fuel to the opposition.

So now Beppe Grillo’s Five-Star Movement stands poised to come
to power, and that could be very bad news for those hoping to
hold the common currency together.

This is how NPR recently summarized the main goals of the
Five-Star Movement: “It calls for a government-gquaranteed,
universal income, abolishing Italy’s fiscal commitments to the
European Union and a referendum on Italy’s membership in the
Euro—a prospect that could unravel the entire single currency
Eurozone.”

If Italy chooses to leave the euro, it will probably mean the
end of the common currency, and the continued existence of the
entire European Union would be called into question.

So this vote on Sunday was huge. The Brexit had already done a
tremendous amount of damage to the long-term prospects for the
European Union, and now the crisis in Italy 1is sending
political and financial shock waves throughout the entire
continent.

Over the next few weeks, keep a close eye on the euro and on
Italian government bonds.

If they both continue to crash, it will be a sign that a major
European financial crisis is now upon us.

And what happens in Europe definitely does not stay in Europe.
If Europe goes down, we are going to go down, too.

At this point we still have almost a month left in 2016, but
2017 is already shaping up to be a troubling year. As always,
let us hope for the best, but let us also keep preparing for
the worst. {eoa}



