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ABSTRACT KEYWORDS

The relationship between politics and banking is complex. On the one hand, Banks; political economy;
political connections are often seen as detrimental to bank profitability and financial systems; industrial
financial stability. On the other hand, historical evidence underscores the policy; Italy
importance of political intervention in developing domestic financial

systems and driving significant structural change. This paper contributes

to the ongoing debate about political influence on economic and financial

systems, particularly at a time when state involvement in credit allocation

is regaining prominence to manage climate change transitions and

navigate shifting geopolitical landscapes. Specifically, the paper provides a

conceptual framework to examine the relationship between banks and

politics by analyzing the impact of political connections on the

institutional evolution of commercial banks over time. The paper focuses

on three Italian banks-UniCredit, Intesa Sanpaolo, and Monte dei Paschi-

tracking their evolution during two critical junctures that reshaped the

European banking sector: the consolidation of the 1990s and the post-

2008 market turmoil. The comparative analysis shows that political

connections are not inherently harmful, but their effects are shaped by

the concentration of political ownership in the banks’ corporate structures.

Introduction

The divergent fortunes of politically connected banks during recent financial crises illustrate how
political influence over banks can create both stability and vulnerability. In Germany, for example,
Landesbanken, which are heavily exposed to international markets, suffered severe setbacks
during the 2008 financial crisis (Deeg and Donnelly 2019). In contrast, Sparkassen, with stronger
local political ties, weathered the storm (Hallerberg and Markgraf 2018). A similar dynamic played
out in other European countries, such as Spain, where most of the politically connected banks,
such as the cajas de ahorro, suffered significant losses, while the similarly connected La Caixa
and BBVA remained resilient (Quaglia and Royo 2015). Nowhere is this divergence more
evident than in Italy, where banks with similar origins and political connections fared very differ-
ently during the crisis. While Siena-based Monte dei Paschi (MPS), the world’s oldest bank,
suffered badly during the crisis, embroiled in a financial scandal that brought the bank to the
brink of bankruptcy and put some of its executives on trial, UniCredit and Intesa Sanpaolo
(ISP) emerged as two of the largest banks in the eurozone. This raises critical questions: What
explains these divergent outcomes? Why do political connections seem to strengthen some
banks while undermining others?
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Much of the literature in the field of economics suggests that political influence tends to be detri-
mental to bank efficiency, profitability, and stability. As discussed below, scholars argue that politi-
cally connected banks are prone to poor lending decisions, especially during election cycles (La Porta
et al. 2002, Din¢ 2005), with the collapse of politically connected banks during crises often cited as
evidence (Epstein and Rhodes 2019). However, some politically connected banks have performed
well during the same periods, challenging the conventional view that political connections are inher-
ently harmful. This suggests a more complex relationship between political influence and bank per-
formance, which warrants further investigation.

Despite extensive research on the relationship between politics and banking, the prevailing view
in the literature often lacks nuance. This paper seeks to fill this gap by examining how governance
structures, particularly the concentration of political ownership, mediate the effects of political con-
nections on bank performance. Taking a comparative political economy perspective, we argue that
political connections are not inherently detrimental to banks; rather, their impact depends on how
these connections are filtered through governance mechanisms. In particular, we develop a concep-
tual framework (Eisenhardt 1989, p. 545) to show how the nature of political ownership - whether
exercised through minority or majority control - determines whether patient capital or extractive
behaviour is adopted.

Examining the divergent trajectories of UniCredit, ISP, and MPS at two key moments - the EU-led
banking liberalisation of the 1990s and early 2000s and the post-2008 financial crises - supports this
argument. While minority political control in UniCredit and ISP facilitated growth and stabilisation
during these periods, majority ownership in MPS contributed to its poor performance and ultimately
led to government intervention. Thus, the key factor in explaining these differences is not the mere
presence of political connections, but rather how these connections are mediated through govern-
ance structures.

To support this claim, the paper adopts a comparative case study approach. We provide
detailed historical narratives of the development of UniCredit, ISP, and MPS during periods of
stability and crisis. These three banks are ideal case studies for examining the politics-banking
nexus for two main reasons. First, political connections played an important role in shaping
the emergence and development of all three banks. We conceptualise these connections as
the influence of local politics on management decisions, primarily through the control of
banking foundations, which we refer to as political shareholders. As discussed in more detail
below, these banking foundations - legal entities strongly influenced by local political dynamics
- were major shareholders in Italian banks during the period under study, providing a direct
channel for political influence on bank activities and performance. Second, the contrasting evol-
utionary trajectories of the three banks allow us to examine how different political connections
and governance structures produce different outcomes. Despite their similar origins, the banks
exhibited different capacities to adapt to changes in their industry, providing valuable insights
into the role of governance in shaping bank performance.

By focusing on these case studies, this paper contributes to the political economy literature
on banking (e.g. Hallerberg and Markgraf 2018, Epstein and Rhodes 2019, Massoc 2021,
Howarth and James 2022) by highlighting the critical role of political shareholders and govern-
ance structures in mediating the influence of politics on banking outcomes. Specifically, we
challenge the dominant perspective in economics that political connections uniformly under-
mine bank performance. Instead, we propose a conceptual framework (Eisenhardt 1989,
p. 545) to illuminate the various mechanisms through which ownership concentration affects
the behaviour of political owners. This framework provides nuanced insights that contribute
meaningfully to ongoing debates in political economy and critical finance. Moreover, this
study holds broader implications for policymakers seeking to manage the political dimensions
of banking, especially in light of current efforts to align financial institutions with public policy
objectives such as the green transition.
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The paper is organised as follows. First, we situate our argument within the broader literature on
the relationship between politics and banking presenting our conceptual framework. Second, we
outline our methodological approach. Third, we provide an overview of the evolution of the
Italian banking sector, highlighting the role of political foundations in its governance. Fourth, we
analyse the trajectories of ISP, UniCredit, and MPS, starting with their experiences during the conso-
lidation of the 1990s and early 2000s and continuing through the global financial and eurozone
crises. Finally, we conclude with a discussion of the findings and their implications for ongoing theor-
etical debates.

Not all the same: political influences over banking

The relationship between politics and banks has attracted considerable scholarly interest. Much of
the existing literature on corporate power has explored the various ways in which banks can
influence domestic and supranational policy decisions through their structural power or lobbying
efforts (Pagliari and Young 2014, Woll 2017, Jacobs and King 2021, Howarth and James 2022).
This research has rightly highlighted the mechanisms through which banks influence public
policy and the potential negative effects on democratic politics, such as exacerbating wealth
inequality (Hacker and Pierson 2010). However, less attention has been paid to the reverse relation-
ship: how politics affects banks (for a notable exception, see Massoc 2021). This paper fills this gap by
shifting the focus to examining how public authorities influence banking institutions.

While examining the impact of politics on banks can highlight potential societal benefits -
for example, governments using domestic banks to channel credit to projects that support
broad societal and economic goals (Zysman 1984) - much of the existing literature, particularly
in economics, tends to emphasise the negative consequences. For example, it is argued that
government ownership can reduce bank profitability and efficiency, thereby hindering econ-
omic growth (La Porta et al. 2002, Ding 2005). Specifically, these studies suggest that political
connections often lead bank management to make suboptimal lending decisions by directing
credit to less productive political constituencies. Other research highlights that political connec-
tions can expose banks to excessive sovereign debt, increasing risks to both banks and overall
financial stability (Koetter and Popov 2018). As a result, political connections are often viewed as
harmful.

Comparative political economy research has introduced important nuances to these critical per-
spectives, and we seek to contribute to this nascent debate. Specifically, political economy research
has emphasised that institutional factors can mediate the relationship between politics and banking
(Quaglia and Royo 2015, Hallerberg and Markgraf 2018). For example, some scholars argue that the
impact of politics is mediated by the regulatory framework: these studies highlight the importance of
the regulatory and supervisory environment in shaping the relationship between politics and bank
performance. Under a robust regulatory regime with independent supervision, politically connected
banks may perform well and exhibit market resilience, as seen with German Sparkassen (Hallerberg
and Markgraf 2018). Other scholars (Epstein and Rhodes 2019) highlight the role of political compe-
tition as a mediating factor. When combined with robust political competition, political connections
can improve bank performance by aligning political goals with market discipline, a concept referred
to as ‘embedded discipline’ (Epstein 2017).

Both regulatory frameworks and political competition are critical to understanding how political
influences affect bank performance. However, they do not fully explain the variation observed in our
case studies. As, ISP, UniCredit, and MPS all operated under the same regulatory environment and
strict supervision by the Bank of Italy (Quaglia and Royo 2015, p. 491) and in the same political
context. To explain the puzzling variation in the performance of ISP, UniCredit, and MPS, we
propose to focus on an often overlooked factor: the level of concentration in a bank’s ownership
structure.
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Conceptual framework: how ownership concentration affects the behaviour of political
shareholders

In our conceptual framework we propose that the level of ownership concentration in a bank’s owner-
ship structure creates different incentives for political shareholders, leading to different investment
behaviour. We adapt the categories developed by Véron (2017) to distinguish between ‘majority
control’ and ‘minority influence’. In cases of majority political ownership, a dominant political shareholder
controls more than 50 per cent of the bank’s shares. In contrast, minority ownership occurs when no
single political shareholder has legal control, but several political shareholders exercise influence
through agreements among themselves or with private investors. Different ownership structures gener-
ate different incentives for political shareholders and, consequently, different types of behaviour toward
the controlled bank, as illustrated in Figure 1. In cases of ‘majority control’, political shareholders face
higher control losses compared to minority structures. This is because a dominant political owner can
extract rents from the bank to satisfy its constituency and maintain its power.' High control costs lead
political owners to prioritise short-term investment prospects and resist ownership dilution, thereby
resisting consolidation. This is particularly true in a corporate system such as Italy’s, which has historically
been characterised by the dominance of controlling blockholders who are able to extract high private
benefits from control at the expense of weakly protected minority shareholders (Melis 2000). Conversely,
when political owners exercise ‘minority influence’, they have already factored in control losses and are
more likely to take a long-term view by supporting decisions that may incur short-term political costs,
such as merging with other banks and providing capital to support the bank during crises.

The two governance structures also create different incentives for monitoring a bank’s activities.
Under majority control, oversight is limited because political owners have complete authority over
the appointment of bank managers. These close ties reduce the incentive for owners to monitor
management and for managers to act independently of the political motives of the owners, poten-
tially leading to extractive behaviour such as poor investment decisions and reckless financial
gambles. In contrast, when political shareholders exert minority influence, market scrutiny is
higher. This results in what is known as ‘embedded discipline’ (Epstein 2017), where multiple share-
holders have an interest in keeping management in check and ensuring that the bank’s activities
align with their political objectives. Increased scrutiny, in turn, limits opportunities for clientelistic
practices and supports the decision to provide long-term capital, especially during times of crisis
(for a theoretical discussion of patient capital and its providers see Deeg and Hardie 2016). This
arrangement allows for an optimal balance between ownership stability and market discipline, a
dynamic that has also been shown to be conducive to industrial success also in the case of Italian
politically-owned non-financial firms (Felice 2010, Bulfone 2024). In short, majority and minority
shareholder structures lead to different types of political behaviour - patient capital behaviour in
the minority structure and extractive behaviour in the majority structure. We expect these two beha-
viours to affect bank performance in different ways, as summarised in Table 1.

Majority Control  ====p  Extractive behavior

Political Ownership

Patient capital

Minority Influence  —f behavior

Figure 1. Conceptual framework: Types of political ownership and attendant political behaviour.
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Table 1. Empirical Expectations on the Impact of Political Ownership on Banks’ Activities.

Good times Bad times
Patient capital Support to consolidation to expand both Prudent financial decisions supported by political
behaviour domestically and internationally owners’ capital injections
Extractive Opposition to consolidation Risky financial decisions that undermine political
behaviour owners’ capital support

Methodology

This paper uses case-based analysis to follow the transformation of three Italian banks. According to
a seminal contribution by Robert K. Yin, case studies are particularly suitable for studying ‘a phenom-
enon within its real-life context, especially when the boundaries between phenomenon and context
are not clearly evident’ (Yin 2003, p. 13). The cases of ISP, UniCredit, and MPS are used here to
develop a conceptual framework (Eisenhardt 1989, p. 545) to illustrate how the impact of political
shareholders on bank performance depends on ownership concentration, focusing on two critical
junctures that were crucial for the transformation of the European banking sector: the consolidation
phase of the 1990s and early 2000s (good times) and the aftermath of the 2008 financial crisis (bad
times). ISP, UniCredit, and MPS were selected using a Most Similar System Design because they ‘are
similar on all the measured independent variables, except the independent variable of interest’ (Sea-
wright and Gerring 2008, p. 304): they all emerged from the privatisation of local savings banks, had
historical ownership ties to banking foundations, specialised in retail banking, developed close
relationships with local politicians, and operated in a similar regulatory environment, both domes-
tically, under the supervision of the Bank of Italy, and internationally, facing the gradual integration
of the European retail banking market.

Nevertheless, they differ in terms of ownership structure. Our case selection and use of detailed
historical narratives responds to Schwan’s (2021) call for studies that highlight the different
responses to liberalisation of banks operating in the same segment, thus complementing the
cross-country, larger-n focus prevalent in the literature by tracing their ‘internal heterogeneity’
(ibid, 423) and the specific political conditions that can make political owners providers of patient
capital (see Hallerberg and Markgraf 2018, Epstein and Rhodes 2019). The empirical analysis
draws on secondary literature, parliamentary documents, and newspaper articles (Appendix).

The politics-banking nexus in Italy: foundations as political shareholder/s

Until the early 1990s, one of the most distinctive characteristics of the Italian banking sector was its
widespread public ownership. In 1992, the state directly or indirectly controlled 75 percent of the
banking sector. Local and national politicians dominated the banks’ boards. They influenced
credit decisions, and banking was seen more as a function of public service rather than a for-
profit commercial activity (Deeg 2005). Along with widespread state ownership, another critical
feature of the Italian banking sector was its heavily regulated nature. Legal segmentation prevented
competition between commercial, savings, and cooperative banks (Quaglia 2014), and banks faced
rigid regional branching restrictions. As a result, the level of concentration was very low.

Starting in the early 1990s, Italy embarked on a series of liberalising reforms aimed at improving
the efficiency of the banking sector and enabling it to compete at the European level. The hallmark
of the reform effort was the 1990 Amato Law that transformed local savings banks from public law
associations into private law companies, paving the way for their privatisation. Notably, the Amato
Law transferred the sole ownership of the savings banks to 88 community-owned nonprofit financial
entities, known as banking foundations, which were tasked with taking over the capital of the newly
privatised banks as temporary trustees. All foundations were characterised by strong ties to local
politics,® as reflected in their Board of Directors (BoD) composition. According to an estimate,
during the period here analyzed, ‘47% [of BoD’'s members] is elected by local authorities (the
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Region, the Province or the City mayor), expressing the local politicians’ interest; 21% is appointed
directly by BoD, implying that ultimately local politicians have indirect control; 11% is appointed by
Chambers of Commerce, which anyhow have a quasi-public nature; 9% by the local University and
5% by the local Christian community’ (Filtri and Guglielmi 2012, p. 46). In addition, the local mayor is
usually appointed as president of the foundation.

The role assigned to foundations as major shareholders in the banking sector was further
strengthened in the early 1990s, when the government, to address the lack of institutional investors
in Italy (Tarantola 2007), sold large stakes in state-owned commercial banks to the foundations that
already controlled the savings banks. As a result, a limited number of banking foundations including
the Cariplo, San Paolo and MPS Foundations came to occupy a key position in the ownership of the
newly privatised banks (Inzerillo and Messori 2000), turning banking foundations into major share-
holders of commercial banks.

The prominent ownership position of foundations has persisted over time. As a result, more than
twenty years after the reform of the Italian banking sector, foundations often retained a prominent
position in the ownership of the banks they had acquired after privatisation. Specifically, by the end
of 2014, ‘only one fourth of the foundations have disinvested fully from their original banks’
(Jassaud 2014, p. 7). In addition, foundations have often resorted to cross-shareholding and exploited
voting caps to extend their control beyond their actual ownership. Indeed, in several banks, ‘foun-
dations control bank BoDs even with small shares of ownership through shareholders’ agreements’
(Jassaud 2014, p. 5). This means that foundations (and the political interests they represent) can
influence the composition of the bank’s management, and thus the bank’s activities and performance.?

In good times: navigating the consolidation challenge

Despite waves of liberalisation and privatisation, bank consolidation in Italy did not accelerate until
the late 1990s, leaving Italian banks smaller than their European counterparts (Inzerillo and Messori
2000). This was due to the center-left government that came to power in 1996 and, with the support
of the Bank of Italy, began to advocate consolidation to make domestic banks more competitive in
the European single market. During this period, the environment was conducive to consolidation,
but the major Italian banks responded differently.

The first banking merger occurred in 1997, when two northern Italian banks, Cariplo and Banco
Ambrosiano Veneto, merged to form Banca Intesa. The Cariplo Foundation, which was Cariplo’s con-
trolling shareholder, played a crucial role in orchestrating the merger, as explicitly acknowledged by
the CEO of Banca Intesa (Milano Finanza, 6 December 2021). The President of the Foundation, Giu-
seppe Guzzetti, linked the merger to the imperative to gain size in a growingly competitive banking
market: ‘The Cariplo Foundation wanted to give the institution an industrial future as competition,
especially from abroad, was beginning to be felt’ (Il Messaggero, 4 May 2022). Post-merger, Banca
Intesa was controlled by minority shareholders, including Credit Agricole and the Cariplo Foun-
dation, each holding significant but non-controlling stakes (Il Mondo, 16 July 1999).

The creation of Intesa was followed in 1998 by the merger of San Paolo and IMI. In line with our
argument and patient capital behaviour, the merger was favoured because neither bank had a foun-
dation as a majority shareholder. San Paolo was controlled by an alliance of shareholders led by the
Turin-based San Paolo Foundation with a 20 per cent stake, including Banco Santander. The Presi-
dent of San Paolo Gianni Zandano explicitly recognised the importance of shareholders exerting
minority influence, arguing: ‘We need a group of partners who limit their ambitions because
some of them might be tempted to take on a greater role than the one they have been given’ (I/
Mondo, 13 December 1997). IMI was controlled by a group of banking foundations, including the
Cariplo and San Paolo foundations, each with a 10 per cent stake. The San Paolo Foundation was
the central orchestrator of the merger, using its ownership of both banks to gain the support of
local Turin politicians (Giornale della Banca, 31 March 1998c). The head of the San Paolo foundation
Gianni Merlini actively supported the merger in public and private meetings with other foundations’
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heads (Corriere Della Sera, 16 January 1998). The bank resulting from the merger was controlled by a
shareholders’ agreement led by the San Paolo Foundation with a 16 per cent stake, and including
other foundations and private shareholders with smaller stakes ranging from 6 to 1 per cent* (Gior-
nale della Banca, 30 June 1998b).

UniCredit followed a similar pattern of minority influence and thus patient capital logic. In 1998, the
formerly state-owned Credito Italiano (Credit)’ merged with Unicredito, a consortium of three banking
foundations, to form Unicredito Italiano (later rebranded UniCredit). During the negotiations, the pre-
sidents of the foundations controlling Unicredito and the management of Credit held secret bilateral
meetings to discuss the deal’s details (Giornale della Banca, 30 June 1998a). As in the case of the merger
between San Paolo and IMI, the merger was favoured by the fact that Unicredito and Credit were con-
trolled by shareholders’ agreements between investors with large non-controlling stakes. Having
already relinquished control of their banks when they had created Unicredito in 1994, it was easier
for the Foundations to accept the new merger with Credit, a bank with a more diffuse ownership struc-
ture led by the ambitious McKinsey-trained CEO Alessandro Profumo.

By the late 1990s, Intesa, San Paolo-IMI, and UniCredit emerged as the dominant banking groups.
However, consolidation efforts had to slow as Bank of Italy Governor Antonio Fazio opposed further
domestic mergers. This shift led Italian banks to pursue cross-border deals, with UniCredit acquiring
Germany'’s HVB in 2005, with an operation supported by its banking foundations despite the dilution
of their holdings (Corriere Della Sera, 13 June 2005b; La Repubblica, 27 March 2006a). For instance,
the president of the CariVerona Foundation, Paolo Blasi, defined the merger with HVB: ‘An operation
of great value in which the CariVerona Foundation has fully believed ... As shareholders, our role is
clear, and it remains the same as it has always been: to support the management in achieving its
strategic and economic objectives’ (I/ Sole 24 Ore, 23 October 2005).

The momentum for consolidation resumed in 2006 when Mario Draghi replaced Fazio. Similarly to the
mid-1990s, banking consolidation was supported by a centre-left government eager to turn the leading
domestic banks into European banking champions (Corriere della Sera, 19 May 2007). Intesa and San
Paolo-IMI merged to form ISP, a major player in the Italian market, with the Cariplo Foundation facilitat-
ing the merger due to its previous relinquishment of control (Telecom Media News SPA — Apcom, 9 July
2006). Indeed, the Cariplo Foundation was one of the main architects of the merger, with President Guz-
zetti using his role as a reference shareholder of both Intesa and Sanpaolo-IMI to lead the negotiations
between the various shareholders (Telecom Media News SPA — Apcom, 9 July 2006). UniCredit responded
by acquiring Capitalia, strengthening its position in the domestic market (Financial Times, 20 May 2007).
Again, UniCredit's banking foundations backed the deal, which they interpreted as an operation that
could strengthen UniCredit’s position in the domestic market (Il Sole 24 Ore, 22 May 2007).

MPS, however, did not engage in significant mergers during this period. This can be attributed to its
majority ownership structure and strong local political ties, which limited its flexibility compared to
UniCredit and ISP. While the foundations of these banks had moved towards non-controlling stakes,
the MPS Foundation retained an absolute majority (59 per cent) and maintained close political connec-
tions, influencing management appointments significantly (Filtri and Guglielmi 2012, p. 61). Given its
dominant position, the foundation exercised considerable influence over the appointment of the
bank’s management, often appointing key managers with limited banking experience due to their pol-
itical connections (Il Sole 24 Ore, 29 January 2013), including Giuseppe Mussari, a lawyer who served as
president of the MPS Foundation and later of the entire banking group. In addition, it drew resources
from the bank'’s activities to finance charities and local activities. According to one estimate, ‘In the 15
years until 2010, the foundation received estimated dividends of nearly €2 bn, equal to €40,000 for
every resident’ of the city of Siena (Financial Times, 19 February 2012).

The majority control structure significantly skewed political behaviour toward the extractive logic
described in the conceptual framework. In particular, it discouraged local politicians from relinquishing
absolute control, leading the MPS Foundation to block several merger proposals that would have diluted
its ownership stake. Between 2001 and 2005, MPS tried twice to merge with the mid-sized Italian lender
BNL. Since BNL counted Spain’s BBVA among its main shareholders, the merger could have created a
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European banking champion with the MPS Foundation as the largest non-controlling shareholder (I Sole
24 Ore, 29 November 2012a). While MPS management was in favour of the merger, the deal was stopped
by the combined opposition of the MPS Foundation, local politicians, and trade unions (Reuters, 23 March
2005). The opposition was motivated by the fact that the Bank of Italy would have approved the merger
with BNL only if the MPS Foundation had reduced its stake to 20 per cent, thereby giving up bank
control. This, in turn, was considered too unpopular with the electorate when the politicians at the
helm of the MPS Foundation were all running for re-election (Corriere Della Sera, 23 March 2005a). As
Pier Luigi Fabrizi, then-president of MPS, later recalled: ‘The BNL merger could not be completed
because short-sighted local and national policies blocked it, the former due to the incredible unanimity
in pursuing the strategy of not falling below 50 per cent of MPS’s capital (through the MPS Foundation)
(La Nazione, 8 May 2021). The fear of losing control of the bank led the MPS Foundation to veto similar
offers to merge MPS with Intesa (Il Sole 24 Ore, 22 May 2019), Sanpaolo IMI (Corriere Della Sera, 29 August
2006), Banco Santander (La Nazione, 26 October 2014) and Capitalia, later acquired by UniCredit (La
Repubblica, 30 August 2006b). Commenting on these failed mergers, a Credit Suisse executive and
former advisor of the MPS Foundation argued that: ‘For MPS, a marriage with another bank immediately
seemed to be a difficult test for ... the MPS Foundation’s terror of losing “control” in the sense of an
absolute majority’ (Il Sole 24 Ore, 29 January 2013).

In summary, in line with our theoretical expectations (see Table 2) the contrasting approaches to
consolidation among the three banks underscore how majority and minority ownership structures

Table 2. Linking empirical expectations with evidence.

Good times

Bad times

Patient capital behaviour

Expectations: Supporting
consolidation to expand
both domestically and internationally

Evidence:

Banking foundations in ISP
forerunners support
domestic consolidation
leading to merger between
Intesa and Sanpaolo IMI.
Banking foundations

Expectations: Prudent financial
decisions supported by political
owners’ capital injections

Evidence:

The foundations in ISP and
UniCredit inject capital in
the banks to improve their
balance sheet.

The government is not
involved in the operations.

support domestic mergers
leading to establishment of
UniCredit, acquisition of
HVB in Germany and of
Capitalia at home.

Extractive behaviour Expectations: Opposition Expectations: Risky financial
to consolidation decisions that undermine political
owners’ capital support
Evidence:
Evidence:

For fear of losing control of
MPS, the Foundation
vetoed mergers with BNL,
Intesa, Sanpaolo-IMI,

Banco Santander and
Capitalia.

On the eve of the crisis, to
avoid being taken over by
large banks, MPS
Foundation supports
overpriced acquisition of
Antonveneta, which
weakens the MPS balance
sheet.

MPS Foundation lacks the
resources to support the
bank and loses control of
MPS, which is rescued by
the government.
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shape strategic responses, with majority-controlled banks such as MPS more focused on maintaining
control at the expense of strategic opportunities and broader financial benefits.

In bad times: navigating the global financial crisis

As the global financial crisis spread from the US to Europe in 2007-08, Italian banks initially appeared
more stable and secure compared to their EU counterparts due to their relatively low exposure to the
toxic assets that had triggered global market turmoil (Mieli 2009). However, over time, the situation
deteriorated. The banks’ deleveraging process negatively impacted credit conditions, as bank credit
is the main source of financing in both Europe and Italy.” This tightening of credit conditions under-
mined consumer and business confidence and contributed to recessions in several EU countries. In
essence, the financial crisis turned into an economic crisis, and Italian banks, with significant
exposure to distressed companies, households and sovereign debt, were particularly hard hit by
the changing macroeconomic environment (Bulfone and Moschella 2022).

Despite the similarities, however, there are important differences in the way the three Italian
banks have weathered the storm. In particular, although UniCredit and ISP suffered from the
crisis, they were supported by the patient capital provided by their political shareholders and
managed to regain a relatively solid market position quickly. MPS, on the other hand, experienced
an almost existential crisis from which it never fully recovered. Thus, although the role of foundations
as controlling shareholders with a decisive weight in the board of directors was crucial for the per-
formance of the three banks during the crisis, this influence was very different according to their gov-
ernance structures.

Starting with UniCredit, the onset of the crisis brought to the surface the problems associated
with a series of acquisitions in Central and Eastern Europe, leading to a severe market reaction: Uni-
Credit’s shares fell rapidly and sharply between 2007 and 2009. After a brief comeback, the share
price declined between 2010 and 2011. UniCredit’s financial difficulties were confirmed at the end
of 2011 when the European Banking Authority (EBA) conducted its capital exercise on European
banks, reviewing banks’ capital positions and sovereign exposures to determine the need for
additional capital buffers. The EBA focused on the five largest groups for Italian banks, including Uni-
Credit, ISP and MPS. The conclusion of the EBA exercise indicated a capital gap of around €15 billion
for Italian banks (Banca d'ltalia 2011, pp. 50-1). UniCredit was one of the four Italian banks for which
the EBA required a capital increase. Specifically, UniCredit’s additional capital was estimated at
around €8 billion. The decision on how to fill the capital gap was left to the BoDs of individual
banks, acting in coordination with national supervisors. While the EBA did not prohibit banks
from selling selected assets to meet capital requirements (provided that the sales would not have
impaired lending to the real economy), it preferred a path involving reliance on private funding
(EBA 2011).

UniCredit opted for a new equity issuance in line with the EBA guidelines. Specifically, on 15
December 2011, UniCredit’s shareholders approved an extraordinary capital increase of approxi-
mately €7.5 billion, allowing the bank to meet the requirements of EU regulators (UniCredit 2012).
The Bank of Italy welcomed UniCredit’s decision, with an executive observing that ‘the capital
increase of UniCredit alone covers almost entirely the needs of this bank and about half of the
total needs of the Italian system.” (Saccomanni 2012). Market participants were less supportive
instead, with UniCredit’s shares losing 15 per cent of their value (Il Sole 24 Ore, 1 May 2012b).

Despite the adverse market reaction, UniCredit could count on the support of its political share-
holders, with banking foundations willing to act as patient investors. Indeed, in January 2012, amid
UniCredit’s share price decline, six banking foundations, joined by the insurance group Allianz,
announced their intention to subscribe up to 24 per cent of the shares issued in the €7.5 billion
capital increase (I Sole 24 Ore, 1 May 2012b). This support was critical given the deterioration in
market conditions throughout 2012, eventually leading to Mario Draghi’'s famous ‘whatever it
takes’ moment. Launching the Banking Union was another critical pillar in restoring financial stability
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in Italy and the euro area. In addition to the EU initiatives, which were crucial for a bank with the
international reach of UniCredit, the support of its political shareholders was also decisive. Indeed,
even if not all the problems have been solved, by 2014 the bank’s fortunes had been put on a
more solid footing, so much so that the bank was forecasting ‘a big jump in profits’ (Financial
Times, 31 March 2014). UniCredit's banking foundations supported the capital injections even
though they led to a dilution of their ownership in the bank, showing how, in line with our concep-
tual framework, minority owners in a crisis situation prioritise supporting the bank over controlling it.

Unlike UniCredit and MPS, ISP was the only major Italian bank that passed the EBA stress tests
without the need for additional capital buffers. However, like UniCredit and many other European
peers, ISP suffered a massive loss in market value between 2010 and 2011. In this context, ISP’s pol-
itical owners played a crucial role in stabilising the bank’s financial position. Indeed, in May 2011,
ISP’s shareholders approved a €5 billion capital increase despite no direct request for recapitalisation
from European and Italian regulators. ISP’s CEO Passera praised this decision, arguing that the capital
increase would help the bank avoid ‘risks we would have had without [additional capital]’ (// Sole 24
Ore, 5 October 2011c¢).

The capital increase was fully subscribed, with ISP’s political owners, the banking foundations
that controlled around 25 per cent of the shares at the time, playing a vital role in this success.
In particular, in the run-up to the Shareholders’ Meeting in May 2011, the foundations publicly
announced their intention to contribute to the capital increase ‘on a pro-rata basis’ (Il Sole 24
Ore, 4 May 2011b), strengthening the market’s confidence in the operation. Foundations would
ultimately subscribe to 24.9 per cent of the capital increase, again led by the Cariplo Foundation
(Intesa Sanpaolo 2011). Before officially announcing the capital increase, Passera met with Cariplo’s
leadership to present the 2011-2015 business plan. As the financial press reported, the meeting
highlighted ‘the Foundation’s firm will to support the industrial plan and the capital increase in
the belief that it is an important step for the bank’s future.’ (Il Sole 24 Ore, 5 March 2011a). The
foundations thus provided the kind of patient capital that allowed ISP to survive the bad times
of the financial crisis.

Like with UniCredit, the 2011 capital injection did not solve all ISP’s problems: the bank reported a
25% increase in non-performing loans in 2013, a direct result of the prolonged recession in Italy
(Financial Times, 12 March 2013). However, support from ISP’s patient political shareholders put
the bank on the road to recovery. As with UniCredit, by early 2014, ISP’s financial position had
improved significantly, with investors showing growing confidence in banks' prospects - even
more so than at UniCredit (Financial Times, 31 March 2014). When the Italian banking system was
again under pressure between 2016 and 2017 due to the failures of two medium-sized lenders
and the prolonged crisis of MPS, discussed below, ISP even played a role in stabilising the
banking sector by agreeing with the government to take over the two medium-sized lenders
(Moschella and Quaglia 2019).

MPS entered the crisis period in an already weak position. As discussed in the previous section,
the merger between Intesa and Sanpaolo-IMI and the acquisition of Capitalia by UniCredit relegated
MPS to a less central position in the domestic market. This put intense pressure on the MPS Foun-
dation and local politicians in Siena to increase the size of the bank to protect it from hostile take-
overs. However, to maintain majority control of the bank, the MPS Foundation chose to acquire a
smaller bank rather than merge with a bank of comparable size. In line with this logic, in 2007,
the MPS Foundation supported the acquisition of Antonveneta, a medium-sized bank, for €9.3
billion. Banco Santander, which had acquired Antonveneta a year earlier, had valued the bank at
€5.6 billion.

The overvaluation of Antonveneta was due to the fact that MPS management did not carry out
the necessary due diligence on the bank (Corriere Della Sera, 17 April 2013). Notably, the acqui-
sition was paid entirely in cash, allowing the MPS Foundation to retain most MPS shares (Reuters,
11 August 2007). In what appears in retrospect to have been a huge financial gamble, the MPS
Foundation contributed around €3 billion, plus an additional €0.5 billion through a convertible
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instrument, thus committing a large part of its financial resources to support the acquisition.
According to one of the final reports of the Italian Parliamentary Commission on Banking, ‘in
order not to lose control of the Bank, the Foundation intended to participate in all the capital
increases to support the bank’s acquisition programmes; but, in the absence of the substantial
financial resources required, and not wishing to dilute the size of its shareholding, which
would have meant relinquishing its role of dominant shareholder and thus essentially closing
the taps with which it dispensed resources in the region ... it allowed itself to be guided by a
group of managers and consultants of dubious ethics who were only concerned (and entrusted)
with ensuring a dividend every year that would satisfy the ambitions of an ownership that was
inadequate for the strategic role it played’ (Commissione Parlamentare d'inchiesta sul sistema
bancario e finanziario 2018, p. 68).2

Although the acquisition made MPS the third largest bank in Italy, by 2007, market participants
felt that Antonveneta was significantly overvalued. This view was reinforced when the global
financial crisis led to a massive write-down of the bank'’s assets, bringing MPS to the brink of bank-
ruptcy. It is important to emphasise that while MPS’s acquisition of Antonveneta was the trigger that
untangled MPS’s knots, the decision to acquire Antonveneta was itself a consequence of the fact that
the MPS Foundation had vetoed previous merger attempts for fear of losing absolute control over
the bank. In short, MPS came late to the party because of the behaviour of its dominant political
shareholder, who was afraid of losing control of the bank.

In the wake of the Eurozone crisis, MPS quickly found itself in troubled waters. Like UniCredit
and ISP, MPS tried to strengthen its capital position following the EBA guidelines. In particular,
MPS attempted to raise €1 billion by converting hybrid financial instruments into shares
(Reuters, 13 August 2021).° The MPS Foundation stepped in again, joining the bank in a doom
loop that will eventually drag both institutions down. Lacking sufficient financial resources to
participate in the capital injection, the MPS Foundation borrowed €600 million from a consortium
of domestic and foreign investors. Amid ongoing market turmoil, however, the move proved
fatal, as ‘sharp declines in the MPS share price in 2012 triggered the loan covenants, forcing
the foundation to liquidate a quarter of its shares and default on its debt. The foundation’s
stake in MPS dropped from 45.8 percent of MPS in 2011 to 33.5 percent in 2012." (Jassaud
2014, p. 12).

Throughout 2012, MPS’s financial position weakened, mainly due to its significant exposure to
Italian sovereign debt. In June, MPS failed the EBA recapitalisation exercise, further shaking
market confidence. At this point, however, the MPS Foundation could no longer financially
support the bank, leaving MPS with no option but to rely on a capital injection from the Italian
government.'®

In contrast to what happened in the case of ISP and UniCredit, the political owner of MPS,
which had become heavily indebted with the acquisition of Antonveneta, could not support the
bank at this critical juncture (see Table 2 for a summary). As a result of the weakness of the MPS
Foundation, MPS once again found itself in difficulties. In 2014, a comprehensive assessment by
the ECB highlighted a capital shortfall of €3-6 billion, mainly due to losses on non-performing
loans. The situation did not improve until 2016 when the Italian government was forced to
inject €20 billion of taxpayers’ money into the bank (Moschella and Quaglia 2019), later increas-
ing its stake to 64 per cent of the bank (I/ Sole 24 Ore, 9 March 2023). Following the bank’s
return to profitability, the Treasury recently reduced its stake, facilitating the creation of
group of minority stakeholders controlling 15 per cent of the shares. This alliance includes dom-
estic banks, institutional investors, and non-financial family blockholders. According to journal-
istic analysis, this ownership structure — resembling that of UniCredit and ISP - could pave the
way for a potential consolidation between MPS and Banca Popolare di Milano (La Stampa, 13
November 2024). Lacking the financial resources to participate in capital injections, the MPS
Foundation’s stake in the bank has diminished to a negligible level. Consequently, it is no
longer in a position to oppose consolidation efforts as it had in the past.
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Conclusions

The evolution of the Italian banks analyzed here provides a paradigmatic example of the complex,
non-automatic relationship between politics and banking. Specifically, ISP, UniCredit, and MPS share
a common feature: significant influence from banking foundations, which serve as channels for pol-
itical influence on banking activities.

However, the impact of comparable political influences varied considerably across banks.
While ISP and UniCredit took advantage of consolidation opportunities in the 1990s and suc-
cessfully weathered the 2008 financial crisis, MPS struggled at both critical junctures. This
paper explains this variation by developing a conceptual framework that links the type of own-
ership control of political shareholders with the dominant investment strategy they choose. At
ISP and UniCredit, minority political shareholders were less concerned about losing control and
used bank consolidation to expand both domestically and internationally. In addition, their
involvement in shareholder agreements reduced their propensity to make risky financial
decisions. They supported management decisions, including capital injections during the
crisis. In contrast, MPS’s majority political shareholder was primarily focused on maintaining
control, which led to resistance to mergers with other large domestic banks in the 1990s.
This desire to maintain absolute control ultimately led to poor management decisions and
increased financial risk-taking as the MPS Foundation sought to prevent a takeover by larger
banking groups.

In sum, while political ownership remained crucial throughout the crisis for all three banks,
its influence was not uniformly negative. This finding challenges the notion, prevalent in the
field of economics, of a one-way, negative relationship between politics and banking. The
relative success of ISP and UniCredit under minority shareholder control challenges the idea
that banks with reference shareholders perform worse than those with diffuse ownership
(Véron 2017, Epstein and Rhodes 2019). Future research could further test these claims by track-
ing the performance of ISP and UniCredit given the current changes in their ownership
structures.

Moreover, our results suggest that political influence on banks can sometimes lead to positive
outcomes. This observation opens interesting pathways for future research aimed at testing and
refining our conceptual framework. Future studies should shed light on the connection between pol-
itical ownership and investment behaviour in other countries with politically connected banks, such
as Spain, where the minority-owned savings bank La Caixa outperformed its majority-controlled
peers (Quaglia and Royo 2015, Epstein and Rhodes 2019). Similar analyses in France and Germany
could provide additional insights. Large-n studies could also explore how different forms of political
ownership affect bank performance, and examine the internal dynamics within political owners and
their relationships with bank managers.

Understanding the interplay between politics and banking is increasingly relevant in light of
current debates about government intervention to support the green transition. This paper is a
first step in unravelling how political actors make investment decisions with significant conse-
quences, highlighting the essential role of politics in economic policymaking. As policymakers
grapple with the challenge of securing patient capital to address issues such as decarbonisation,
our findings offer a glimmer of hope, suggesting that political owners, under appropriate ownership
structures, can effectively fulfil this role.

Notes

1. The corporate governance literature provides comprehensive coalitional analyses of the incentives majority
shareholders have in extracting private benefits from their controlling stakes (see Shleifer and Vishny 1997)
also from a political economy perspective (Gourevitch and Shinn 2010).

2. Foundations are expected to use bank dividends to fund social, cultural, and economic development projects in
their local communities (Barbetta 2013).
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3. The existing literature provides systematic analyses of the role of foundations during the banking consolidation
process (Inzerillo and Messori 2000), and its evolution in the aftermath of the global financial crisis (Quaglia 2014,
Jassaud 2014)

4. Interestingly, the MPS Foundation, which owned a small stake in both San Paolo and IMI, supported the deal,
showing that it was willing to act like a patient investor in banks other than the one it owned.

5. Credit, along with Comit, was one of the state-owned banks of ‘national interest’ whose privatization in 1993 led
to a confrontation between the government and the investment bank Mediobanca (see Bulfone 2024), a key
actor in the network of alliances between family blockholders that traditionally dominated Italian capitalism
(for a detailed analysis of the Italian corporate system, see Deeg 2005).

6. In 2006, BNL became a subsidiary of the French group BNP Paribas.

On the different impact of the global financial crisis on national banking system (Hardie and Howarth 2013).

8. The report provides a detailed overview of the main financial operations carried out by MPS in the lead-up to the
financial crisis. Consistent with our argument, it clearly demonstrates how both MPS management and the MPS
Foundation prioritized maintaining ownership control over the bank’s performance.

9. The most controversial transactions entertained by MPS during this period proved to be two derivatives deals
with investment banks Deutsche Bank and Nomura, which when revealed in 2012 would force management to
post record losses (see Financial Times, 10 August 2024).

10. MPS had already received a capital injection of €1.9 billion in 2009 (Quaglia and Royo 2015, p. 495)
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