
MACRO COMMENT

INFOCUS
OCTOBER 2022

An English lesson 
for the new Italian 
government

DISCIPLINED BY NATURE. FLEXIBLE BY DESIGN.
The icons alongside represent our investment process. Through a 
disciplined provision of investment policy and security selection at 
the global level, regional portfolio management teams have the 
flexibility to construct portfolios to meet the specific requirements 
of our clients.

HIGHLIGHTED IN THIS PUBLICATION:

REGIONAL
ASSET ALLOCATION

REGIONAL PORTFOLIO
CONSTRUCTION

GLOBAL STRATEGIC
ASSET ALLOCATION

GLOBAL SECURITY
SELECTION



2  |  October 2022

AN ENGLISH LESSON FOR THE NEW ITALIAN GOVERNMENT

The centre-right coalition won the Italian general election on 
25 September by a large margin. Right wing Fratelli d’Italia (FdI, 
or Brothers of Italy) and its leader Giorgia Meloni were the clear 
winners, collecting 26% of the votes. However, even if the other 
two major parties of the coalition, the League and Forza Italia 
(FI), obtained less than 9% each, their seats are decisive for 
the majority in Parliament and guaranteeing stability for the 
government (see Figure 1).

Many commentators are concerned about the centre-right victory in the Italian elections. 
Investors have subsequently sold Italian government bonds, resulting in an increase in 
the yield spread over Germany. In this edition of Infocus, GianLuigi Mandruzzato looks at 
the challenges facing the new government in establishing its credibility.

1. Seats in the Italian senate

2. 10-year government bond yields

Many commentators fear that the next government will clash 
again with the European Union on fiscal policy as in 2018, 
during the coalition government of the Five Star Movement 
and the League. Reference is also made to the well-known 
pro-Russian positions of the League, to the personal friendship 
between Berlusconi, leader of FI, and Russian President Putin. 
It has also been noted that FdI and the League opposed the 
European Parliament’s request to block European funds to 
Hungary, something that will further add to tensions.

The new government will only take office in the second half of 
October. So far, would-be Prime Minster Meloni has made very 
cautious comments on fiscal policy, aligned with the position 
of Mario Draghi’s caretaker government. Nonetheless, investors 
fear for Italy’s reliability. To prevent spreads from increasing 
as in 2011 and 2018, the priority of the new cabinet must be to 
reassure international partners and financial markets.

In the coming weeks, three issues will be in the spotlight:

1. The composition of the government, in which highly 
respected personalities with an international profile should 
be included while excluding politicians responsible for past 
tensions with the EU;

2. The position on Russia, for which Meloni must confirm Italy’s 
alignment with the EU political line, including on sanctions;

3. The 2023 budget, which must balance managing the 
energy crisis, the economic slowdown, and the increase 
in borrowing costs following the ECB’s monetary policy 
tightening. It is encouraging that Meloni has maintained 
the constant dialogue with the Draghi government, which 
has already started the 2023 budget process, and has 
awareness of the need to act in continuity with the outgoing 
government.

In the medium term, high Italian public debt, now around 145% 
of the GDP, will keep markets focused on its sustainability. 
During the election campaign, the parties of the centre-right 
coalition indicated that reforming income tax and the pension 
system are priorities.

Regarding income taxes for households and corporates, the 
centre-right parties propose replacing the current system of 

Source: Italian Senate. Data as at 4 October 2022.
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Markets reacted negatively to the outcome. The yield spread 
between Italian and German government bonds rose to 
almost 260 basis points the day after the vote (see Figure 2). 
Subsequently, the spread has fallen but, at the time of writing, 
remains above the levels prevailing in July before the collapse 
of the Draghi government led to early elections.
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Conclusion
In conclusion, the reaction of the markets after the victory 
of the centre-right coalition in the Italian general elections 
reveals concern about the stability of the public accounts. 
Recent events in the UK offer Italian would-be Prime Minister 
Meloni a useful lesson: the markets will punish policies 
that undermine the reduction of public debt. To establish 
its credibility, it is important that the new cabinet includes 
individuals with high international standing and that it adopts 
policies in continuity with the outgoing Draghi government 
both on fiscal policy and on sanctions against Russia.

progressive tax rates, as required by the Constitution, with a 
flat tax rate, although there is disagreement on its level among 
the three coalition partners. 

FdI wants to increase minimum pensions while the 
League proposes the possibility of retiring with 41 years of 
contributions. This would stop the progressive increase in 
the retirement age that was implemented in line with the 
demographic trends envisaged by the 2011 pension reform. 
This was necessary to secure the public pension system’s 
long-term sustainability.

According to the Italian Public Accounts Observatory, the cost 
of these measures could reach EUR 90bn per year, about 4.7% 
of the GDP.1 In the centre-right program, part of these costs 
would be covered by the revision of citizenship income and the 
110% super bonus for buildings renovations that improve their 
energy efficiency.2 These two measures cost around EUR30bn 
each year: halving this amount would save only around 0.8% of 
the GDP.3

In the absence of further cuts in public spending, the 
centre-right flagship measures would jeopardize the 
sustainability of public debt. Furthermore, if as suggested by 
the market reaction to the UK government’s announcement 
of unfunded tax cuts, Italian government bond yields 
increased, the ECB could not activate the Transmission 
Protection Instrument as Italy would not be compliant with 
the EU Commission’s recommendations.

Finally, the respect of the rule of law and civil rights for 
minorities is another possible area of tension between the 
new Italian government and European institutions. As the 
clashes with Hungary and Poland show, the EU Parliament 
and Commission ensure that member countries respect the 
founding principles the European Union. If Italy were also found 
breaching those principles, EU funds may be blocked, including 
those of the Recovery and Resilience Plan, of which Italy is one 
of the main beneficiaries.

1 See https://tinyurl.com/59zbn2ua
2 The citizenship income provides for the payment of a monthly allowance to the unemployed who actively undertake to look for a job, but the application of 

the measure has been characterized by frequent fraud and is held responsible for having exacerbated the shortages of personnel reported by companies 
after the end of the pandemic. The superbonus for building renovations provides for the granting of a tax credit of 110% of the expenditure if certain 
requirements, including that of improving the energy efficiency of buildings, are met.

3 See https://tinyurl.com/bdxex94u
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