
FLASH NOTE PICTET WEALTH MANAGEMENT 
ASSET ALLOCATION & MACRO RESEARCH  

16 August 2019 

 

ITALY: ECONOMY & POLITICS 

BACK TO POLLS IN Q4 2019? 
 

 

 
1 OF 7 

 

 

SUMMARY 

› Last week, political tensions in Italy intensified as Matteo Salvini, the League’s 

leader triggered a no confidence vote against Prime Minister Giuseppe Conte. 

› PM Conte will address the Senate on 20 August. A confidence vote will likely 

follow the speech, though further delays remain a possibility.  

› Once the government dissolves, the President of the Republic Sergio Mattarella will 

open a consultation period, from which point we see three potential scenarios: (i) a 

new majority with the current parliament’s arithmetic, (ii) a caretaker government 

is assembled with early elections in Q1 2020 or after and (iii) early elections in Q4. 

› The key issue is how political events would clash with budget deadlines.  

› The 2020 Italian budget is complicated by controversial VAT hikes that the Italian 

government is set to introduction to abide by the EU’s fiscal rules.  

› From a macroeconomic perspective, Italy’s growth outlook remains challenging. 

Like other economies, Italy faces a difficult external backdrop. We expect a meagre 

real GDP growth of 0.2% in 2019, with risks tilted to the downside. 

› From a market perspective, the main short-term question for BTPs will be who 

drafts the 2020 budget. The rhetoric ahead of a potential election would be key. 

Markets will remain sensitive to comments from the League regarding Europe, but 

also the idea of introducing a parallel currency. 

Three potential scenarios  

Last week, League leader and Deputy Prime Minister of Italy, Matteo Salvini, pulled the 
League out of its alliance with the Five Star Movement (M5S). He submitted a no-
confidence motion against Prime Minister Giuseppe Conte. Playing for time, the M5S, the 
Democratic Party (PD) and the leftist LEU party voted to push the debate on the 
government out to 20 August. Meanwhile, Salvini pledged to pass a constitutional bill 
aiming to cut the number of MPs by more than a third from the next Legislature. The vote 
is scheduled for 22 August and will not take place if the government collapses before 
then. Thus, the latter could further delay the end of the current government. Once the 
government falls, President of the Republic Sergio Mattarella will open a consultation 
period, from which point we see three possible scenarios:  

• Scenario 1: new majority with current parliament’s arithmetic 

Given the current composition of the parliament, there are several alternative alliances 
that could be formed with an absolute majority. For example, M5S, PD and LEU have 
enough lawmakers to form a government. M5S want to avoid snap elections and recover 
in the polls. However, the position of the PD appears less clear. The party is facing 
political division. Nevertheless, the idea of a new government between PD and M5S has 
gained traction recently.  

Considering the unthinkable, the League and M5S could find a new government 
agreement, even though given the recent tensions between both parties and their 
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disagreement on some important issues, such an alternative appears unlikely at this 
stage. 

• Scenario 2: caretaker government with early elections in Q1 2020 or later  

The President could grant the exploratory mandate to a technocrat, with the goal of 
nominating a technocratic/political government that would seek a confidence vote in 
Parliament. In the event of a positive confidence vote, this government would pass the 
2020 budget law and new elections would likely be held in early 2020 (or later). 

• Scenario 3: early elections in Q4  

If no alternative Parliament majority can be formed, the President will dissolve the 
Parliament and a general election will take place within 45-70 days (logistically about 60 
days are needed to include the votes of Italians living abroad). In this case, the 
government of incumbent Prime Minister Conte would stay in office and run the day-to-
day government affairs until elections are held and a new government takes office.  

A potential technicality to block Mr. Salvini’s aspirations? 

Despite ongoing tensions in the governing coalition, our baseline scenario since last year 
was that early elections will not take place in 2019, but rather in H1 2020 for several 
reasons, namely the budget, the composition of Parliament and the President (see our 
previous Flash Note here). Recent developments have increased the probability of seeing 
early elections in Q4 2019, but the situation is not so straightforward. The League, seeking 
to capitalise on its strong performance in voter intentions polls, wants elections as soon as 
possible. Forza Italia voted in favour of having the no-confidence vote as soon as 
possible, hinting that it would follow Salvini. Nevertheless, Salvini is facing some 
resistance from the left-wing political spectrum. His coalition partner, M5S, is falling in 
polls and wants to avoid a snap election. Meanwhile, forces within the PD are 
increasingly in favour of a deal with M5S to avoid an early election. Indeed, PD has an 
incentive to wait, at least a little, to allow their recent rise in polls to gather further 
momentum.  

The budget and the 2020 VAT increase  

One key issue remains the 2020 budget and how new elections or the formation of a 
new government would clash with budget deadlines. By September 27th, the Parliament 
should start reviewing the budget law for 2020 and present the Update of the Economic 
and Financial Document (NADEF). The 2020 draft budget has to be submitted to the 
European Commission (EC) by October 15th. However, while this an important deadline, 
the EC might allow some flexibility on timing. In this case, Spain offers a precedent as it 
delayed its budget calendar due to electoral matters. The key deadline is 31 December, 
the last day to approve the budget law in parliament. 

Should the budget law not pass by year-end, VAT tax rates (worth 1.3% of GDP or EUR 
23bn) would automatically increase on 1 January 2020 as part of a law previously passed 
to abide the EU’s fiscal rules and a temporary budget cycle would be in place1.  

 
1 During this period that could last a maximum of four months, spending capacity on each line of the budget would be capped 

at one-twelfth of the existing budget, for each month the temporary arrangement is in place. 

https://perspectives.pictet.com/wp-content/uploads/2019/07/Flash-Note-NG-Italian-economy-and-politcs-04-July-2019.pdf
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ITALY: KEY UPCOMING DATES – BUDGET, POLITICS AND RATING AGENCIES 

 
Source: PWM - AA&MR, August 2019 

What polls are telling us? – a turn to the right  

Since the general elections of March 2018, a key trend has been the widening gap in voter 
intentions between the two governing parties. The League’s support has more than 
doubled, compared to its election results. By contrast, support for the M5S has 
withered away.  

CHART 1: ITALIAN OPINION POLLS (AUGUST) VERSUS 2018 ELECTION RESULTS  

Source: PWM - AA&MR, Various polls, August 2019 

If elections were held today, polls suggest that the League would be able to secure 
around 38% of votes. Along with the right-wing Brother of Italy party, currently polling 
at around 7%, the League would be able to win an outright majority in Parliament, 
without the support of Forza Italia. Such a government would make it easier for Salvini 
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to drive his political agenda. However, he could also be tempted to join forces with Forza 
Italia to strengthen the right-wing majority. Unless M5S and PD form a pre-election 
alliance (with the support of small left leaning parties), challenging the League’s 
leadership will be no easy task. 

A challenging macro outlook  

From a macroeconomic perspective, Italy’s growth outlook remains challenging. The 
country exited a short-lived technical recession in H2 2018 with a meagre 0.1% q-o-q GDP 
growth rate in both Q1 and Q2. Leading indicators point to a small pick up in economic 
activity in Q3. Nevertheless, like other economies, Italy faces a challenging external 
backdrop. It is being hurt by external weakness and a range of uncertainties. 
Manufacturing, which is highly exposed to external demand, accounts for a bigger share 
of total value added in Italy than in France or Spain (but for a lower share than in 
Germany). This explains part of the Italian economy’s current underperformance relative 
to more domestically-oriented Spain and France.  

In addition, domestic demand has been showing signs of weakness. Another wave of 
domestic political volatility and/or tense discussions with Europe over next year’s budget 
could dent business and consumer confidence again. Thus, economic developments in 
Italy in H2 2019 will likely be overshadowed by domestic politics. As things stand, we 
continue to expect meagre real Italian GDP growth of 0.2% in 2019, with risks tilted to 
the downside. 

From a market perspective, the prospect of more stimulus from the ECB has helped to 
alleviate pressure on Italian bonds (BTPs). The main short-term question for BTPs will 
be who drafts the 2020 budget. The rhetoric ahead of a potential election would be key. 
Notably, markets will remain sensitive to comments from the League regarding Europe 
but also the idea of introducing a parallel currency. 

CHART 2: ITALY GENERIC GOVERNMENT 10Y YIELD  

Source: PWM - AA&MR, Thomson Reuters, August 2019 
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ITALY: REAL GDP GROWTH 

Source: PWM - AA&MR, Istat 

ITALY: CONSUMER CONFIDENCE 

Source: PWM - AA&MR, Istat 

ITALY: UNEMPLOYMENT RATE 

Source: PWM - AA&MR, Eurostat 
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ITALY: HICP INFLATION 

Source: PWM - AA&MR, Eurostat 

ITALY: PMI SURVEYS 

Source: PWM - AA&MR, Markit 
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ITALY: NON-PERFORMING LOANS 

Source: PWM - AA&MR, Bank of Italy 
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DISCLAIMERS 

Distributors: Banque Pictet & Cie SA, Route des Acacias 60, 1211 Geneva 73, Switzerland and Pictet & Cie (Europe) SA, 15A, avenue J. F. Kennedy, L-1855 Luxembourg/B.P. 687 
L-2016 Luxembourg. 

Banque Pictet & Cie SA is established in Switzerland, exclusively licensed under Swiss Law and therefore subject to the supervision of the Swiss Financial Market Supervisory 
Authority (FINMA). 

Pictet & Cie (Europe) SA is established in Luxembourg, authorized and regulated by the Luxembourg Financial Authority, Commission de Surveillance du Secteur Financier.  

This marketing communication is not intended for persons who are citizens of, domiciled or resident in, or entities registered in a country or a jurisdiction in which its distribution, 
publication, provision or use would violate current laws and regulations. 

The information, data and analysis furnished in this document are disclosed for information purposes only. They do not amount to any type of recommendation, either general 
or tailored to the personal circumstances of any person. Unless specifically stated otherwise, all price information is indicative only. No entity of the Pictet Group may be held 
liable for them, nor do they constitute an offer or an invitation to buy, sell or subscribe to securities or other financial instruments. The information contained herein is the result 
neither of financial analysis within the meaning of the Swiss Bankers Association’s Directives on the Independence of Financial Research, nor of investment research for the 
purposes of the relevant EU MiFID provisions. All information and opinions expressed in this document were obtained from sources believed to be reliable and in good faith, but 
no representation or warranty, express or implied, is made as to its accuracy or completeness.  

Except for any obligations that any entity of the Pictet Group might have towards the addressee, the addressee should consider the suitability of the transaction to individual 
objectives and independently assess, with a professional advisor, the specific financial risks as well as legal, regulatory, credit, tax and accounting consequences. 

Furthermore, the information, opinions and estimates in this document reflect an evaluation as of the date of initial publication and may be changed without notice. The Pictet 
Group is not under any obligation to update or keep current the information contained herein. In case this document refers to the value and income of one or more securities or 
financial instruments, it is based on rates from the customary sources of financial information that may fluctuate. The market value of financial instruments may vary on the 
basis of economic, financial or political changes, currency fluctuations, the remaining term, market conditions, the volatility and solvency of the issuer or the benchmark issuer. 
Some investments may not be readily realizable since the market in the securities can be illiquid. Moreover, exchange rates may have a positive or negative effect on the value, 
the price or the income of the securities or the related investments mentioned in this document. When investing in emerging countries, please note that the political and 
economic situation in those countries is significantly less stable than in industrialized countries. They are much more exposed to the risks of rapid political change and economic 
setbacks.  

Past performance must not be considered an indicator or guarantee of future performance, and the addressees of this document are fully responsible for any investments they 
make. No express or implied warranty is given as to future performance. Moreover, forecasts are not a reliable indicator of future performance. The content of this document can 
only be read and/or used by its addressee. The Pictet Group is not liable for the use, transmission or exploitation of the content of this document. Therefore, any form of 
reproduction, copying, disclosure, modification and/or publication of the content is under the sole liability of the addressee of this document, and no liability whatsoever will be 
incurred by the Pictet Group. The addressee of this document agrees to comply with the applicable laws and regulations in the jurisdictions where they use the information 
reproduced in this document.  

This document is issued by Banque Pictet & Cie SA. This publication and its content may be cited provided that the source is indicated. All rights reserved. Copyright 2017. 

 

Distributors: Bank Pictet & Cie (Asia) Ltd (“BPCAL”) in Singapore, 10 Marina Blvd #22-01 Tower 2, Marina Bay Financial Centre, Singapore 018983 and Pictet & Cie (Europe) 
S.A., Hong Kong branch (“Pictet HK branch”) in Hong Kong. The registered address of Pictet HK branch is 9/F, Chater House, 8 Connaught Road Central, Hong Kong. 

The information, tools and material presented in this document are provided for information purposes only and are not to be used or considered as an offer, an invitation to offer 
or solicitation to buy, sell or subscribe for any securities, commodities, derivatives, (in respect of Singapore only) futures, or other financial instruments (collectively referred to 
as “Investments”) or to enter into any legal relations, nor as advice or recommendation with respect to any Investments. This  document is intended for general circulation and 
it is not directed at any particular person. This document does not have regard to the specific investment objectives, financial situation and/or the particular needs of any 
recipient of this document. Investors should seek independent financial advice regarding the appropriateness of investing in any Investments or adopting any strategies 
discussed in this document, taking into account the specific investment objectives, financial situation or particular needs of the investor, before making a commitment to 
invest.   

BPCAL/Pictet HK branch has not taken any steps to ensure that the Investments referred to in this document are suitable for any particular investor, and accepts no fiduciary 
duties to any investor in this regard. Furthermore, BPCAL/Pictet HK branch makes no representations and gives no advice concerning the appropriate accounting treatment or 
possible tax consequences of any Investment. Any investor interested in buying or making any Investment should conduct its own investigation and analysis of the Investment 
and consult with its own professional adviser(s) as to any Investment including the risks involved with transactions on such Investment. 

This document is not to be relied upon in substitution for the exercise of independent judgment. The value and income of any Investment mentioned in this document may fall 
as well rise. The market value may be affected by, amongst other things, changes in economic, financial, political factors, t ime to maturity, market conditions and volatility, 
and the credit quality of any issuer or reference issuer. Furthermore, foreign currency rates of exchange may have a positive or adverse effect on the value, price or income of 
any Investment mentioned in this document.  Accordingly, investors must be willing and able to, and effectively assume all risks and may receive back less than originally 
invested.  

Past performance should not be taken as an indication or guarantee of future performance and no representation or warranty, expressed or implied, is made by BPCAL/Pictet 
HK branch regarding future performance. 
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This document does not constitute the investment policy of BPCAL/Pictet HK branch, or an investment recommendation, and merely con tains the different assumptions, views 
and analytical methods of the analysts who prepared them. Furthermore, the information, opinions and estimates expressed herein reflect a judgment at its original date of 
publication and are subject to change without notice and without any obligation on BPCAL/Pictet HK branch to update any of them.  BPCAL/Pictet HK branch may have issued 
or distributed other reports or documents that are inconsistent with, and reach different conclusions from, the information presented in this document. 

While the information and opinions presented herein are believed to be from sources believed to be reliable, BPCAL/Pictet HK branch is not able to, and do not make any 
representation or warranty as to its accuracy or completeness. Accordingly, BPCAL/Pictet HK branch accepts no liability for loss arising from the use of or reliance on this 
document presented for information purposes only. BPCAL/Pictet HK branch reserves the right to act upon or use any of the information in this document at any time, including 
before its publication herein.  

BPCAL/Pictet HK branch and its affiliates (or employees thereof) may or may not have long or short positions in, and buy or sell, or otherwise have interest in, any of the 
Investments mentioned herein, and may or may not have relationships with the issuers of or entities connected with Investments mentioned in this document. BPCAL/Pictet HK 
branch and their affiliates (or employees thereof) may act inconsistently with the information and/or opinions presented in this document. 

The information used to prepare this document and/or any part of such information, may have been provided or circulated to employees and/or one or more clients of BPCAL/Pictet 
HK branch before this document was received by you and such information may have been acted upon by such recipients or by BPCAL/Pictet HK branch. 

This document is provided solely for the information of the intended recipient only and should not be reproduced, published, circulated or disclosed in whole or in part to any 
other person without the prior written consent of BPCAL/Pictet HK branch.   

Singapore 

This document is not directed to, or intended for distribution, publication to or use by, persons who are not accredited investors, expert investors or institutional investors as 
defined in section 4A of the Securities and Futures Act (Cap. 289 of Singapore) (“SFA”) or 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 BPCAL and any of its affiliates or 
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Please contact BPCAL in Singapore in respect of any matters arising from, or in connection with this document.  

Hong Kong 

This document is not directed to, or intended for distribution, publication to or use by, persons who are not “professional investors” within the meaning of the Securities and 
Futures Ordinance (Chapter 571 of the Laws of Hong Kong) and any rules made thereunder (the “SFO”) or 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 HK branch and 
any of its affiliates or related corporations to any prospectus or registration requirements. 

Pictet & Cie (Europe) S.A. is incorporated in Luxembourg with limited liability. It is an authorized institution within the meaning of the Banking Ordinance and a registered 
institution (CE No.: AQ515) under the SFO carrying on Type 1 (dealing in securities), Type 4 (advising on securities) and Type 9 (asset management) regulated activities.  

Warning: The contents of this document have not been reviewed by any regulatory authority in Hong Kong.  You are advised to exercise caution in relation to the offer.  If you are 
in any doubt about any of the contents of this document, you should obtain independent professional advice. Please contact Pictet HK branch in Hong Kong in respect of any 
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