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Executive Summary

Italy is thinking about leaving China’s Belt and Road
Initiative (BRI), which raises questions about the risks
and opportunities such a move could bring. Rome is try-
ing to find a way to extricate itself without antagonizing
China. It must decide what to do by end-2023. The BRI
has brought no major increase in Italian exports or Chi-
nese FDI in Italy, which is trying to pull out of a low eco-
nomic equilibrium. More important are EU grants to
help Italy boost its economy. Withdrawing from the BRI
could bring Italy closer to its Western allies. An Italian
decision to quit the BRI would represent a big setback
for the initiative but we would not expect a Chinese back-
lash. Beijing needs stable ties with Europe.



OUT OF ROAD?

Italy is considering leaving China’s Belt and Road
(BRI) initiative, which Washington and Brussels
criticized Rome for joining in 2019. Italian Prime
Minister Giorgia Meloni made clear she disapproved
of the deal in comments before she won power last year.
Since taking office in October 2022, she has presented
herself as a pro-NATO, Atlanticist leader, while taking
care not to offend China. But the war in Ukraine and
China’s close ties with Russia - they committed to
a “no limits” partnership in 2022 - have served only
to steel her resolve to steer Italy away from Beijing.

In May, discussions took place with allies from the
Group of Seven (G7) economic powers about the
possibility of Italy withdrawing from the initiative.

“Tensions between the United States and
China have compounded Italy’s caution.”

No decision on the BRI has been taken yet. Under the
agreement, either party can end the deal after five years,
otherwise the partnership is extended for another five-
year term. Italy has until the end of the 2023 to inform
China on whether it wants to end the deal. Italy’s
conundrum is whether to abandon the BRI and move
closer to Washington or allow the agreement to renew
automatically to avoid the risk of antagonizing China.

It is worth noting that the EU is divided on how closely
to align with the Us hard line on China.

ITALY’S SHIFTING POSITION

Italy’s position towards China has evolved. When
then-Prime Minister Giuseppe Conte signed the BRI
memorandum of understanding with China in 2019,
his government wanted to attract foreign investment
in Italy’s ageing infrastructure, to increase exports and
to improve access in China for Italian companies.

A shifting domestic and foreign political landscape
has since shaped Italy’s position. At home, successive
Italian governments have grown more sceptical of China.
Abroad, growing tensions between the United States
and China have compounded Italy’s caution towards
Beijing. Moreover, the Covid pandemic impeded
economic activity and little has come from the pact,
such that it has not delivered the boost to trade that
it promised.
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Italy’s stance hardened under Conte’s successor as
prime minister, Mario Draghi, who used anti-takeover
legislation, or so-called “golden powers”, to block several
Chinese acquisitions, including of an Italian microchip
company. Meloni’s government is also using those
powers to restrict the influence over tyre maker Pirelli of
its top shareholder, Chinese chemical group Sinochem.
More broadly, the G7 pledged in May to “de-risk”
without “decoupling” from China. In that context, the
Italian government is trying to find a way to extricate
itself from the BRI, without angering China. Meloni
said recently “it is possible to have good relations with
Beijing, also in important domains, without them
necessarily being part of an overall strategic plan”.

POTENTIAL BRI CONSEQUENCES

The BRI conundrum is foremost a political issue,
though Italy’s consideration to withdraw from the
initiative also has a strong economic dimension:
Meloni’s government needs to prove itself as a reliable
ally in order for Italian companies to win a slice of the
bumper US economic recovery plan. Withdrawing from
the BRI could help Italy win such a ‘responsibility
premium’ in Washington, and also in Brussels, which
it needs to keep onside.

From a trade perspective, Italy is not as dependent on
the Chinese export market as other major EU economies
such as Germany for example (see chart 1).

CHART 1
Exports and imports from China, as a share of total
exports and imports
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For illustrative purposes only. There can be no
assurance that these projections, forecasts or

expected returns will be achieved.



In 2022, the top 5 importers of products exported
from Italy were Germany, the Us, France, Spain
and Switzerland. China accounted for 2.6%of total
exports of goods (or 0.9% in GDP). In comparison,
China accounted for 6.8% and 4.0% for Germany and
France respectively.

CHART?2

Italy’s main trading partners - exports of goods
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Italy exported EUR16.4bn to China in 2022. The
highest value of Italian exports to China was recorded
for machinery and transport equipment (EUR6bn)
and other manufactured goods (EUR4.5bn).

Since Italy signed the BRI memorandum in 2019,
there has been no substantial increase in exports.
The recent brief spike in Italian exports to China was
linked to a Pfizer Inc plant producing an anti-Covid
drug (see chart 3).

“Being in the BRI is not a guarantee
of more investment.”

For illustrative purposes only. There can be no
assurance that these projections, forecasts or
expected returns will be achieved.

Moreover, there has not been any substantial increase
in Chinese direct investment in Italy in recent years
(see chart 4) even if the pandemic may have played a role
in the slowdown in investments in Italy given the country
was one of the most impacted countries in Europe.

Thus, being in the BRI is not a guarantee of more
investment. Membership might offer some advantages,
but it does not solve Italy’s structural problems.
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ITALY'S QUEST FOR ECONOMIC EQUILIBRIUM
Recent economic data have painted a positive short-
term picture for the Italian economy. Detailed Q1 GDP
data confirmed that the economy avoided recession at
the start of the year. Real GDP advanced by 0.6% q-0-q
in Q1, entirely driven by domestic demand. Investment,
excluding inventories, is now 23% above its pre-Covid
level, thanks to the popular 110% “superbonus”
refurbishment scheme aimed at energy efficiency.
The country is now above its pre-pandemic level, doing
better than some neighbouring countries such as
For illustrative purposes only. There can be no France or Germany.

assurance that these projections, forecasts or

expected returns will be achieved.



Looking ahead, some slowdown is in the pipeline,
but the key question is how Italy can pull out of its low
potential equilibrium. There is hope that the Next
Generation EU recovery plan, established to help
countries to deal with the after effects of the pandemic,
will also help to pull Italy out of its weak equilibrium
and close the gap with the rest of the European Union.

Italy has asked for the full amount of RRF grants
(EUR 68.9bn) and for the full amount of RRF loans
(EUR 122.6bn) allocated to Italy - a total volume of
resources of EUR 191.5bn or 10.8% of GDP. According
to official estimates, the plan is expected to lift Italy’s
GDP by between 1.5% and 2.5% by 2026. Delays to the
implementation of projects funded by the programme
have prompted the European Commission to express
concern, urging Italy to act swiftly.

“China needs to maintain a relatively stable

For illustrative purposes only. There can be no
assurance that these projections, forecasts or
expected returns will be achieved.

relationship with Europe.”

RISK, REWARD....

Withdrawing from the BRI could bring Italy
closer to its Western allies, and the USs in particular.
The disadvantage would be the risk of damage to Italian
companies from distancing Rome definitively from
China. There are precedents: Western brands that
shunned Xinjiang cotton over human rights concerns
suffered a consumer backlash in recent years. However,
with the global geopolitical situation in flux, that does
not mean Italian businesses would necessarily suffer
a similar reaction now.

CHINA’S PERSPECTIVE

For China, an Italian decision not to renew its
membership of the BRI would represent a major setback
for the initiative, which has had mixed results with
other signatories too. However, this should not come as
a surprise to Beijing, given the decoupling of Us-China
relations. We would not expect a strongly negative
Chinese reaction should Italy withdraw. China needs
to maintain a relatively stable relationship with Europe
given the cooling in its ties with the Us. Retaliating
against Italy would not help with that.



Official BRI participants

by year of joining

YEAR OF JOINING

® 2013-2014

® 2015-2016
2017-2018
2019 or later
Unknown

THE AMERICAS

7 El Salvador
8 Costa Rica
9 Panama

10 Ecuador
11 Venezuela
12 Trinidad and Tobago
13 Guyana
14 Suriname
15 Peru

16 Bolivia

17 Chile

18 Uruguay

CARIBBEAN

1 Cuba
2 Jamaica

3 Antigua + Barbuda
4 Dominica

5 Barbados
6 Grenada

EUROPE

74 Cyprus
75 Georgia
76 Turkey
77 Greece
78 Malta
79 ltaly

80 Slovenia
81 Croatia

82 Bosnia and
Herzegovina

83 Montenegro
84 Albania

85 Macedonia
86 Bulgaria

87 Serbia

88 Romania
89 Moldova
90 Ukraine
91 Belarus
92 Lithuania
93 Latvia

94 Estonia
95 Poland
96 Czech Republic
97 Austria

98 Slovakia

99 Hungary

100 Luxembourg

26,
'27’
28
AFRICA

19 Cape Verde

20 Morocco

21 Algeria

22 Mauritania

23 Mali

24 Senegal

25 Gambia

26 Guinea

27 Sierra Leone

28 Liberia

29 lvory Coast

30 Ghana

31 Togo

32 Benin

33 Nigeria

34 Niger

35 Tunisia

36 Libya

37 Egypt

38 Chad

39 Cameroon

40 Equatorial Guinea

41 Gabon

42 Congo

43 Democratic Republic
of Congo

Sources: Green Belt and Road Initiative Center, Belt and Road Portal.
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44 Angola

45 Namibia

46 South Africa
47 Lethoso

48 Mozambique
49 Zimbabwe
50 Zambia

51 Madagascar
52 Comoros

53 Seychelles

54 Tanzania

55 Burundi

56 Rwanda

57 Uganda

58 Kenya

59 Somalia

60 Ethiopia

61 Djibouti

62 South Sudan
63 Sudan

MIDDLE
EAST

64 Yemen

65 Oman

66 United Arab Emirates
67 Saudi Arabia

68 Qatar

69 Bahrain

70 Kuwait

71 Iran

72 Iraq

73 Lebanon
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ASIA

102 Armenia
103 Azerbaijan
104 Kazakhstan
105 Uzbekistan
106 Afghanistan
107 Pakistan
108 Tajikistan
109 Kyrgyzstan
110 China

111 Nepal

112 Bangladesh
113 Sri Lanka
114 Maldives
115 Myanmar
116 Thailand
117 Laos

118 Vietnam
119 Cambodia
120 Malaysia

g

| |
|

121 Singapore

122 Indonesia

123 Brunei

124 East Timar

125 Papua New Guinea
126 Solomon Islands
127 Vanuatu

128 New Zealand
129 Fiji

130 Tonga

131 Samoa

132 Niue

133 Cook Islands
134 Kiribati

135 Micronesia

136 Philippines

137 South Korea
138 Mongolia
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APPENDIX: CHINA’S BELT AND ROAD INITIATIVE:
WHAT IS IT?

« Launched in 2013, the Belt and Road Initiative (BRI)
is an infrastructure project led by the
Chinese government aimed at expanding China’s
trade footprint

« The programme was initially devised to link East Asia
and Europe through physical infrastructure, in the
spirit of the original Silk Road Eurasian trade routes

« The project has since expanded into Africa, Oceania
and Latin America

« To date, close to 150 countries, accounting for
two-thirds of the world’s population and 40% of
global GDP, have signed onto projects or indicated
an interest in doing so

« Italy is the only G7 country to be a member of the
initiative, which Rome joined in 2019, hoping the deal
would give its economy a lift

« China has described the initiative as “project of
the century”. The United States and other Western
nations are wary, concerned about Beijing’s
expanding influence.
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The document is not directed to, or intended for
distribution or publication to or use by persons who
are not Accredited Investors (as defined in the
Securities Industry Regulations, 2012) and subject
to the conditions set forth in the Securities Industry
Regulations, 2012 or to any person or entity who is a
citizen or resident of or located in any locality, state,
country or other jurisdiction where such distribution,
publication, availability or use would be contrary to
law or regulation or would subject Pictet Bank & Trust
Limited to any prospectus or registration requirements.
Pictet Bank & Trust Limited is incorporated in The
Bahamas with limited liability. It is a bank and trust
company that is licensed in accordance with the Banks
and Trust Companies’ Regulation Act and is regulated
by the Central Bank of The Bahamas. Additionally,
Pictet Bank & Trust Limited is registered with the
Securities Commission of The Bahamas as a Broker
Dealer Il and is approved to (i) Deal in Securities
1. (@) & (c); (ii) Arrange Deals in securities;

(iii) Manage Securities ; (iv) Advise on Securities.

Warning: The content of this document has not been
reviewed by any regulatory authority in The Bahamas.
You are, therefore, advised to exercise caution when
processing the information contained herein. If you are
in any doubt about any of the content of this document,
you should obtain independent professional advice.
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