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Talking About Italian Politics
Alert: Lessons on budget law from Dr. Daron Acemoglu 
While reading the budget law drafted by the Italian government for 2019 pointing 
to a 2.4% deficit, we couldn't avoid thinking of what Dr. Daron Acemoglu wrote in 
his 2012 book "Why Nations Fail". In his book Dr. Acemoglu examines the factors 
that are responsible for the political and economic success or failure of 
states. To cut a long story short, Dr. Acemoglu differentiates ‘inclusive 
institutions’, promoting economic prosperity while providing an incentive structure 
that allows talent and creative ideas to be rewarded, and ‘extractive institutions’, 
which are the ones that extract wealth from those who are not among the 
elites. 

Bearing in mind the recent statements of MP Massimo Baroni of M5S, who two 
days before the Budget law was introduced said in an interview to an Italian radio 
station that "...thanks to citizen income, Italians could go out, have a pizza and 
make love once at home" (he actually used more colorful words as reported by Il 
Fatto Quotidiano), we have tried to have an unbiased classification of the key 
measures introduced by the Italian government between ‘inclusive’ and 
‘extractive’:

In Europe - Sovereign Debt Update: Italy Goes For Fiscal Loosening our 
economists provide more granularity on the budget law. Investors interested in the 
above classification should turn to page two for more detail. 
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As a starting point, we see a top-down vs. bottom-up dilemma: While most of 
the goals included in the budget law could be, to a certain extent, seen as fair and 
reasonable in principle, they would become – at least in our view – economically 
unsustainable without: i) a complete overhaul of the tax system; ii) full reinstatement 
of legal certainties; and iii) a tightening of penalties (e.g. without an aggressive fight 
of tax evasion).

 Citizen income might be extremely ‘extractive’ in a country crippled by tax 
evasion and with a large black jobs market.  Hence, while we can't 
discount that someone might agree with MP Massimo Baroni and prefer 
having a pizza (paid with the subsidy), we fear that unless controls on 
the black market jobs are significantly strengthened (which is not 
contemplated in the so-called “contratto di governo”), we tend to see 
citizen income as an extractive measure under Dr. Acemoglu’s 
classification. 

 Pension reform: In a country highly influenced by demographic trends 
(one of the countries with the lowest birth rate) and youth unemployment, 
any reform aimed at favoring retired people is unlikely to be positive 
for both workers and younger citizens. However, if MPS Massimo 
Baroni is right, Italy might soon experience another baby boom to reverse 
demographic trends. So, we tend to see the "reform of the pension 
reform" as ‘extractive’.

 Tax amnesty (regardless of the new fancy name "Fiscal Peace" was given 
to the new version): Italy has a long track record of tax amnesties. Allowing 
a new one would likely be seen as an extractive measure for the ones 
who have to pay taxes in full.

 Flat tax is definitely an inclusive measure. However, while we doubt 
that those who were evading tax might start to pay taxes once the tax rate 
is lower (they might even be irritated as they might save less than before), 
the simple question is how the government could finance extractive 
measures while cutting one of the few visible and recurrent revenue 
streams.

 Infrastructure spending is an inclusive measure. However, we still miss 
the details of these investments and - to be fair - would much depend on 
the capability of the government to actually start spending. Given the 
different nature of the two parties (NIMBY vs. Infrastructure), the risk 
is that such extra spending might only remain on paper. 

While Italy has always been a mix of ‘inclusivity’ (especially in the North) and 
‘extracting’ (mostly in the South), we fear that the government might 
potentially be transforming Italy into a full extractive country. Assuming we 
were Dr. Daron Acemoglu watching Deputy Prime Minister and Minister of Job Luigi 
Di Maio appearing on a balcony to state his triumph in front of his "elites", we fear 
that investors might think of Italy heading in the wrong direction.

While we hope we are wrong, our feeling is that it is likely to get worse before it 
gets better and we expect further pressure (and volatility) on Italian securities 
in the weeks to come. The budget law is due to be introduced on October 15th, 
with Parliamentary discussions to begin on October 20th.
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Professional Investors as defined in the Financial Investment Services and Capital Market Act and its Enforcement Decree in Korea.  The Product is made 
available in Malaysia by Citigroup Global Markets Malaysia Sdn Bhd (Company No. 460819-D) (“CGMM”) to its clients and CGMM takes responsibility for its 
contents. CGMM is regulated by the Securities Commission of Malaysia. Please contact CGMM at Level 43 Menara Citibank, 165 Jalan Ampang, 50450 
Kuala Lumpur, Malaysia in respect of any matters arising from, or in connection with, the Product.  The Product is made available in Mexico by Acciones y 
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markets services license holder, and regulated by Monetary Authority of Singapore. Please contact CGMSPL at 8 Marina View, 21st Floor Asia Square 
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marks of MSCI and its affiliates. Part of this product may contain Sustainalytics proprietary information that may not be reproduced, used, disseminated, 
modified nor published in any manner without the express written consent of Sustainalytics. Sustainalytics, its affiliates and any third party involved in, or 
related to, computing or compiling the information hereby expressly disclaim all warranties of originality, accuracy, completeness, merchantability or fitness 
for a particular purpose with respect to any of this information. Any information attributed to Sustainalytics is provided solely for informational purposes and 
on its own should not be considered an offer to buy or sell a security. Neither Sustainalytics nor all its third-party suppliers provide investment advice (as 
defined in the applicable jurisdiction) or any other form of (financial) advice. The information is provided “as is” and, therefore Sustainalytics assumes no 
responsibility for errors or omissions. Sustainalytics cannot be held liable for damage arising from the use of this product or information contained herein in 
any manner whatsoever. The Firm accepts no liability whatsoever for the actions of third parties. The Product may provide the addresses of, or contain 
hyperlinks to, websites. Except to the extent to which the Product refers to website material of the Firm, the Firm has not reviewed the linked site. Equally, 
except to the extent to which the Product refers to website material of the Firm, the Firm takes no responsibility for, and makes no representations or 
warranties whatsoever as to, the data and information contained therein. Such address or hyperlink (including addresses or hyperlinks to website material of 
the Firm) is provided solely for your convenience and information and the content of the linked site does not in any way form part of this document. 
Accessing such website or following such link through the Product or the website of the Firm shall be at your own risk and the Firm shall have no liability 
arising out of, or in connection with, any such referenced website.
ADDITIONAL INFORMATION IS AVAILABLE UPON REQUEST
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