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Italian markets caught up in political turmoil 
 
 

 
Despite the formation of a new coalition government, uncertainties still remain on the Italian 
political situation and its potential impact on the financial markets. Read Ostrum Asset 
Management’s experts analysis and outlook.   

 

 

Italy has been stuck without a government for almost 

three months, since the March 4 parliamentary 

elections saw the anti-establishment Five Star 

Movement, led by Di Maio, take a strong lead with 32% 

of votes, while extreme right-wing party the League 

(formerly known as the Northern League), led by 

Salvini, made real inroads with 18% of votes. After a 

series of lengthy and unproductive negotiations, a 

coalition finally emerged between the two parties in mid-

May, but just as they were about to form a government, 

President Giuseppe Matarella stepped in on May 27 to 

veto prime minister-in-waiting Giuseppe Conte’s 

proposed appointment of Paolo Salvona as finance 

minister, due to his vocal opposition to the single 

currency. Conte’s subsequent resignation triggered a 

real political crisis, particularly as the President asked 

former IMF economist and budgetary stickler Carlo 

Cottarelli to form a technocratic government before 

fresh elections were called later in the year. In yet 

another surprise move, the President suspended the 

creation of a technocratic government on Wednesday 

May 30 to give the Five Star Movement and the League 

some more time to find a way out of the deadlock and 

come up with a new government. They finally came to 

an agreement on Thursday May 31: lawyer and law 

professor – and political novice – Giuseppe Conte will 

be prime minister, while the two party leaders will be 

deputy prime ministers, each with a key ministry, with Di 

Maio on economic development and labor, which will 

enable him to get to work on universal basic income, 

and Salvini as minister of the interior, implementing 

strict immigration policy. The finance minister, 

economics professor Giuseppe Tria, is keen to keep 

Italy in the euro area, but seeks to reform European 

institutions. Meanwhile, Paolo Salvona will be minister 

for European affairs. This announcement puts an end to 

the political crisis and reassures onlookers that Italy is 

set to stay in the euro area, but yet uncertainty remains  

 

on measures the government will actually take, as well 

as on its long-term viability. 

 

How did we end up here? 

Italy’s vote to bring in these populist parties at the recent 

parliamentary elections clearly reflects a deep-seated 

malaise. The country is still light years away from pre-

crisis GDP per capita performances, which remain 

nearly 10% below 2007 levels. GDP plummeted during 

the crisis primarily as a result of very restrictive fiscal 

policy and has only slightly picked up since 2014. This 

problem is a longstanding one and translates sluggish 

growth in Italian productivity as well as the country’s 

inability to generate additional revenues to break free 

from these shackles, while to top it all off, the population 

is ageing fast, so all these factors combine to drag down 

long-term growth. This electoral success for Italy’s 

populist parties also reveals a wave of rising anti-

immigration and eurosceptic sentiment across the 

country. The anti-euro stance that initially featured in the 

initial coalition manifesto was admittedly removed in the 

final version, but the very hint of this possibility was 

enough to trigger uncertainty. 

What can we expect from a 
coalition government? 

The coalition plans a massive hike to public spending 

by providing universal income, cutting taxes and 

reducing the retirement age, and no measures to bolster 

potential growth …far from it. Growth is not strong 

enough to finance these measures, so they are poised 

to trigger a surge in the public deficit (of more than 5% 

of GDP) and an increase in debt, which is already sky-

high at 132% of GDP. This prospect prompted ratings 

agency Moody’s to put Italy’s long-term rating (Baa2) on 

review for a possible downgrade on Friday May 25, and 
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it also placed 12 Italian banks along with several 

companies on review for a possible downgrade. It will 

issue the results of its review on September 7 and could 

probably downgrade Italy’s rating in a move that will 

have severe consequences for banks. Meanwhile, Fitch 

will announce its verdict on August 31.  If interest rates 

come under severe pressure with an ensuing risk of 

default on Italian debt, the ECB could intervene via its 

OMT program, launched in 2012 and as yet unused. 

However, the procedure is governed by very strict 

conditions and the country would first have to request 

help from the European Stability Mechanism and agree 

to follow a public finance adjustment program 

supervised by European institutions. However, this is 

firmly at odds with the measures planned by the populist 

government, so intervention from the ECB and the ESM 

looks unlikely against this backdrop. 

Market consequences 

The prospects of fresh elections with euroscepticism 

featuring heavily in the electoral campaign platform 

triggered a wave of panic on the financial markets on 

Monday 28 and Thursday 29 May. The Italian 10-year 

bond yield ended the day at 3.16% on Tuesday May 29, 

hitting a four-year high, but remaining well below the 7% 

in late 2011/early 2012 at the very peak of the sovereign 

debt crisis. The spread with the German 10-year 

widened considerably, momentarily moving beyond the 

300bps mark during trading on May 29. Meanwhile, the 

stockmarket took a severe hit, wiping out all its gains 

notched up since the start of the year. Banking stocks 

suffered the most due to their dependence on Italian 

sovereign debt, while the euro also weakened, then 

moved back to $1.15 on Tuesday. 

The markets recovered somewhat from Wednesday 

onwards on the back of hopes of a compromise on a 

coalition government between the Five Star Movement 

and the League, thereby avoiding fresh elections and 

the ensuing risk of even more uncertain results for the 

Italian economy. Investors were also reassured after 

Italy successfully managed to sell its bonds on May 30.  

The knock-on effect on other markets has been fairly 

contained. German, French and US yields eased 

slightly on the back of a flight to safety, while yields in 

peripherals such as Spain and Portugal tightened to a 

much lesser extent than during the 2011-2012 

sovereign debt crisis. These economies have 

implemented reforms and made it back on the path to 

growth, which Italy has woefully failed to do. The 

nomination of a coalition government and the reduced 

risk of an Italian exit from the euro area have reassured 

investors, but yet uncertainties remain, and the 

government’s policy program will provide some insight 

into its planned measures for the near term and the 

potential future consequences for public finances.   

We have cut back our exposure to Italian sovereign debt 

as a result of political uncertainty and the potential 

impact on the markets. Now that a coalition government 

has been set up and the risk of Italy exiting the euro 

area has been sidelined, we go neutral on short 

maturities, with the 2-year spread looking particularly 

high, while we maintain our negative stance on 

maturities over 5 years. We will closely monitor potential 

announcements from the new government going 

forward and assess the impact on public finances and, 

by extension, the financial markets.  
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Legal information 
This material has been provided for information purposes only to investment service providers or other Professional Clients, Qualified or Institutional Investors and, when required by local regulation, 
only at their written request.  This material must not be used with Retail Investors.  
In the E.U. (outside of the UK): Provided by Natixis Investment Managers S.A. or one of its branch offices listed below. Natixis Investment Managers S.A. is a Luxembourg management company that 
is authorized by the Commission de Surveillance du Secteur Financier and is incorporated under Luxembourg laws and registered under n. B 115843. Registered office of Natixis Investment Managers 
S.A.: 2, rue Jean Monnet, L-2180 Luxembourg, Grand Duchy of Luxembourg. France: Natixis Investment Managers Distribution (n.509 471 173 RCS Paris). Registered office: 43 avenue Pierre Mendès 
France, 75013 Paris. Italy: Natixis Investment Managers S.A., Succursale Italiana (Bank of Italy Register of Italian Asset Management Companies no 23458.3). Registered office: Via Larga, 2 - 20122, 
Milan, Italy. Germany: Natixis Investment Managers S.A., Zweigniederlassung Deutschland (Registration number: HRB 88541). Registered office: Im Trutz Frankfurt 55, Westend Carrée, 7. Floor, 
Frankfurt am Main 60322, Germany. Netherlands: Natixis Investment Managers, Nederlands (Registration number 50774670). Registered office: World Trade Center Amsterdam, Strawinskylaan 1259, 
D-Tower, Floor 12, 1077 XX Amsterdam, the Netherlands. Sweden: Natixis Investment Managers, Nordics Filial (Registration number 516405-9601 - Swedish Companies Registration Office). 
Registered office: Kungsgatan 48 5tr, Stockholm 111 35, Sweden. Spain: Natixis Investment Managers, Sucursal en España. Serrano n°90, 6th Floor, 28006, Madrid, Spain.  
In Switzerland: Provided for information purposes only by Natixis Investment Managers, Switzerland Sàrl, Rue du Vieux Collège 10, 1204 Geneva, Switzerland or its representative office in Zurich, 
Schweizergasse 6, 8001 Zürich.  
In the U.K.: Provided by Natixis Investment Managers UK Limited which is authorised and regulated by the UK Financial Conduct Authority (register no. 190258).  This material is intended to be 
communicated to and/or directed at persons (1) in the United Kingdom, and should not to be regarded as an offer to buy or sell, or the solicitation of any offer to buy or sell securities in any other 
jurisdiction than the United Kingdom; and (2) who are authorised under the Financial Services and Markets Act 2000 (FSMA 2000); or are high net worth businesses with called up share capital or net 
assets of at least £5 million or in the case of a trust assets of at least £10 million; or any other person to whom the mater ial may otherwise lawfully be distributed in accordance with the FSMA 2000 
(Financial Promotion) Order 2005 or the FSMA 2000 (Promotion of Collective Investment Schemes) (Exemptions) Order 2001 (the "Intended Recipients"). The fund, services or opinions referred to in 
this material are only available to the Intended Recipients and this material must not be relied nor acted upon by any other persons. Registered Office: Natixis Investment Managers UK Limited, One 
Carter Lane, London, EC4V 5ER. 
In the DIFC: Provided in and from the DIFC financial district by Natixis Investment Managers Middle East (DIFC Branch) which is regulated by the DFSA. Related financial products or services are only 
available to persons who have sufficient financial experience and understanding to participate in financial markets within the DIFC, and qualify as Professional Clients as defined by the DFSA. Registered 
office: Office 603 - Level 6, Currency House Tower 2, PO Box 118257, DIFC, Dubai, United Arab Emirates.  
In Japan: Provided by Natixis Investment Managers Japan Co., Ltd., Registration No.: Director-General of the Kanto Local Financial Bureau (kinsho) No. 425. Content of Business: The Company 
conducts discretionary asset management business and investment advisory and agency business as a Financial Instruments Business Operator. Registered address: 1-4-5, Roppongi, Minato-ku, 
Tokyo.  
In Taiwan: Provided by Natixis Investment Managers Securities Investment Consulting (Taipei) Co., Ltd., a Securities Investment Consulting Enterprise regulated by the Financial Supervisory 
Commission of the R.O.C . Registered address: 16F-1, No. 76, Section 2, Tun Hwa South Road, Taipei, Taiwan, Da-An District, 106 (Ruentex Financial Building I), R.O.C., license number 2017 FSC 
SICE No. 018, Tel. +886 2 2784 5777.  
In Singapore: Provided by Natixis Investment Managers Singapore (name registration no. 53102724D) to distributors and institutional investors for informational purposes only.  Natixis Investment 
Managers  Singapore is a division of Ostrum Asset Management Asia Limited (company registration no. 199801044D). Registered address of Natixis Investment Managers Singapore: 10 Collyer Quay, 
#14-07/08 Ocean Financial Centre, Singapore 049315. 
In Hong Kong: Provided by Natixis Investment Managers Hong Kong Limited to institutional/ corporate professional investors only. 
In Australia: Provided by Natixis Investment Managers Australia Pty Limited (ABN 60 088 786 289) (AFSL No. 246830) and is intended for the general information of financial advisers and wholesale 
clients only .   
In New Zealand: This document is intended for the general information of New Zealand wholesale investors only and does not constitute financial advice. This is not a regulated offer for the purposes 
of the Financial Markets Conduct Act 2013 (FMCA) and is only available to New Zealand investors who have certified that they meet the requirements in the FMCA for wholesale investors. Natixis 
Investment Managers Australia Pty Limited is not a registered financial service provider in New Zealand. 
In Latin America: Provided by Natixis Investment Managers S.A.  
In Uruguay: Provided by Natixis Investment Managers Uruguay S.A., a duly registered investment advisor, authorised and supervised by the Central Bank of Uruguay. Office: San Lucar 1491, oficina 
102B, Montevideo, Uruguay, CP 11500. The sale or offer of any units of a fund qualifies as a private placement pursuant to section 2 of Uruguayan law 18,627.  
In Colombia: Provided by Natixis Investment Managers S.A. Oficina de Representación (Colombia) to professional clients for informational purposes only as permitted under Decree 2555 of 2010. Any 
products, services or investments referred to herein are rendered exclusively outside of Colombia. This material does not constitute a public offering in Colombia and  is addressed to less than 100 
specifically identified investors.  
In Mexico: Provided by Natixis IM Mexico, S. de R.L. de C.V., which is not a regulated financial entity or an investment manager in terms of the Mexican Securities Market Law (Ley del Mercado de 
Valores) and is not registered with the Comisión Nacional Bancaria y de Valores (CNBV) or any other Mexican authority. Any products, services or investments referred to herein that require authorization 
or license are rendered exclusively outside of Mexico. Natixis Investment Managers is an entity organized under the laws of France and is not authorized by or registered with the CNBV or any other 
Mexican authority to operate within Mexico as an investment manager in terms of the Mexican Securities Market Law (Ley del Mercado de Valores). Any use of the expression or reference contained 
herein to “Investment Managers” is made to Natixis Investment Managers and/or any of the investment management subsidiaries of Natixis Investment Managers, which are also not authorized by or 
registered with the CNBV or any other Mexican authority to operate within Mexico as investment managers. 
The above referenced entities are business development units of Natixis Investment Managers, the holding company of a diverse line-up of specialised investment management and distribution entities 
worldwide. The investment management subsidiaries of Natixis Investment Managers conduct any regulated activities only in and from the jurisdictions in which they are licensed or authorized. Their 
services and the products they manage are not available to all investors in all jurisdictions. It is the responsibility of each investment service provider to ensure that the offering or sale of fund shares 
or third party investment services to its clients complies with the relevant national law. 
The provision of this material and/or reference to specific securities, sectors, or markets within this material does not constitute investment advice, or a recommendation or an offer to buy or to sell any 
security, or an offer of any regulated financial activity. Investors should consider the investment objectives, risks and expenses of any investment carefully before investing. The analyses, opinions, and 
certain of the investment themes and processes referenced herein represent the views of the portfolio manager(s) as of the date indicated. These, as well as the portfolio holdings and characteristics 
shown, are subject to change. There can be no assurance that developments will transpire as may be forecasted in this material. Past performance information presented is not indicative of future 
performance.  
Although Natixis Investment Managers believes the information provided in this material to be reliable, including that from third party sources, it does not guarantee the accuracy, adequacy, or 
completeness of such information. This material may not be distributed, published, or reproduced, in whole or in part. 
All amounts shown are expressed in USD unless otherwise indicatedIn  
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