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BLACKWELL GLOBAL

Blackwell Global is a global brokerage, aiming to be 
the most trusted financial service provider. We are 
committed to transparency, integrity and service 
excellence.

Founded in 2010, we now have global presence in over 
90 countries.

We believe that sound investment and trading decisions 
begin with a strong grounding in financial education. 
Our goal is to make this available to everyone - and this 
free eBook is part of that commitment. 

To find out more about Blackwell Global, please visit: 
www.blackwellglobal.com
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NEW 
BUDGET 
WOES?

FOREWORD

In recent weeks, the Italian government and the 
European Union have clashed over Italy’s revised budget 
plan. 

The dilemma is simple: the European Union wants Italy 
to service its national debt. It fears this revised budget 
will do the opposite.

The purpose of this eBook is to analyse Italy’s new 
budget plan. We’ll also explore whether Italy and the 
European Union will be able to find common ground.

Patrick Latchford
CEO, Blackwell Global Investments (UK) Limited
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THE 
ISSUE 
EXPLAINED

BACKGROUND

Before we explore the specifics of the dispute between Italy and 
the EU, it’s important to get some context. 

Firstly, Italy is part of the eurozone. This means its monetary policy 
is controlled by the European Central Bank (ECB). As part of this 
arrangement, Italy also has to adhere to fiscal rules set for all 
eurozone members.

Italy’s new budget plans break these rules - and the EU isn’t happy.

But it’s not the first time we’ve seen a dispute between a eurozone 
country and the EU. After the financial crisis of 2008, Greece and 
the EU had different priorities. Greece needed to alleviate the 
suffering of its people with limited fiscal stimulus. The EU wanted 
Greece to implement strict fiscal controls to service its debt.

Ultimately, these differences were resolved. But it did demonstrate 
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the complex task entrusted to the ECB in managing the eurozone’s 
monetary policy.   

ITALY’S CHANGING POLITICAL SETUP

Italy’s economy also suffered greatly from the financial crisis. In 
fact, at the time of writing (October 2018) the Italian economy is 
smaller than it was in 2008.

Clearly, this has had an effect on Italian politics. In June 2018, a 
new ‘populist’ coalition was sworn in as Italy’s government. The 
coalition consists of the Five Star Movement and The League. Both 
parties are anti-establishment.

A priority for the new government is to improve economic 
conditions for Italians. Specifically, it wants to eradicate poverty. 

In its most recent budget, the Italian government has made a 
number of proposals to achieve this, all of which involve increased 
fiscal spending. Proposals include:

•	 Introducing minimum income for unemployed Italians
•	 Tax cuts
•	 Dropping an extension to the age of retirement

The new Italian Prime Minister, Guiseppe Conte, has insisted that 
these plans would see Italy’s budget deficit climb no higher than 
2.4% of its GDP in 2019. 

But EU isn’t so sure. It’s concerned that these budget plans could 
see Italy’s budget deficit surpass its 3% limit (known as the EU’s 
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Stability and Growth Pact). 

In such a scenario, Italy could face fines from the EU. Officials 
want Italy to keep within eurozone rules and to service its existing 
national debt, which stands at 131% (the second highest in the 
eurozone). 

IS ITALY’S NATIONAL DEBT MANAGEABLE?

There’s no question that Italy’s national debt is high. In fact, the 
country’s politically independent finance minister wanted any 
proposed budget to keep the budget deficit between 1.6% - 2.6% 
of GDP.

But the current Italian government doesn’t believe that austerity 
is the answer to servicing its national debt. Rather, it advocates 
creating economic growth and internal demand to pay down the 
debt. 

Whether that approach works remains to be seen. But the latter 
approach is certainly more appealing to the Italian electorate.
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CAN A 
SOLUTION 
BE FOUND?

OCTOBER MEETING

To resolve their differences, a meeting between Italian government 
officials and European Commissioners was held on Tuesday 
23rd October in Strasbourg. However, the talks didn’t produce a 
compromise.

The Italian government held firm on its intention to implement 
the proposed budget. The EU responded by - for the very first 
time for a eurozone member - requesting that Italy amends its 
budget plans to comply with the EU’s Stability and Growth Pact. 
Furthermore, the EU requested that the revised budget plans be 
delivered in three weeks. 

So far, it appears that the Italian government will not meet this 
request. Since the meeting, Italian government officials have said 
they will stick with its original plan, regardless of what Brussels 
says.
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It’s unclear what will happen in the weeks and months ahead. But 
it looks as though the European Commission will be entitled to 
open an excessive deficit procedure.

EU SCEPTICISM

This is a dangerous time for the EU. Following Brexit, it needs to 
stabilise the integrity of the European project. So the last thing the 
EU needs is a standoff with the eurozone’s third-biggest economy.

What’s more, the Italian government is populist. They are 
sceptical of the EU and the euro currency. By opposing (and 
perhaps punishing) the Italian government’s plans, the EU risks 
antagonising the Italian population. If the EU became unpopular in 
Italy, there’s certainly a chance that the current government could 
push for a referendum on Italy’s EU membership. 

EFFECT ON THE MARKETS

Of course, a dispute between Italy and the EU has the potential 
to put downward pressure on the euro - especially if the situation 
escalates in the coming weeks and months.

But the situation has already caused a noticeable reaction. Italian 
stocks saw a sell-off after the October meeting, while European 
shares dropped close to a two year low. Plus, the Italy-Germany 
10-year bond yield hit a new high of 315 points.

Investors and traders should expect more market volatility, 
especially if the EU opts to open an excessive deficit procedure 
against Italy.
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WHY
BLACKWELL 
GLOBAL?

We can’t pretend that is easy to become a successful trader. But 
we are here to help and support you as you make your trading 
journey, providing dedicated resources such as our demo trading 
accounts and regularly published research materials.

Founded in 2010, Blackwell Global was established to offer 
brokerage solutions for private and institutional clients. Blackwell 
Global is a Straight Through Processing or STP broker who provide 
their clients with superior liquidity and price feeds from top 
international banks. These are offered alongside 24-hour technical 
support, market research tools, educational materials, professional 
partnership programmes and fully integrated trading platforms.

We offer access to multiple asset classes including more than 
60 currency pairs, precious metals and other contracts for 
differences. As a global broker, we are always striving to achieve 
excellence in our customer service, as well as developing 
innovative technology to support our customers needs.
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Today, the Blackwell Global group of companies has a presence in 
over 90 countries.

To find out more about Blackwell Global please go to:

www.blackwellglobal.com

Or contact Customer Support:

Tel: +44 (0)203 695 0898
Email: cs@blackwellglobal.com

Risk Warning: Forex and CFDs are leveraged products and involve a high level of risk and can result 
in the loss of all your invested capital. 71% of retail investor accounts lose money when trading CFDs 
with Blackwell Global Investments (UK) Limited. Therefore, Forex and CFDs may not be suitable for 
all investors, so please consider your investment objectives, level of experience, financial resources, 
risk appetite and other relevant circumstances carefully. Seek independent advice if necessary. 
Please consult our full risk disclosure and make sure you understand the risks before entering any 
transaction with Blackwell Global Investments (UK) Limited.

Disclaimer: The report provided by Blackwell Global Investments (UK) Ltd is meant for informative 
reading and should not be relied upon as a substitute for extensive independent research and is 
no guarantee of a successful trading outcomes. The opinions expressed in this eBook are do not 
take into account any particular individual’s investment objectives, financial situation, or needs, 
and should not be interpreted as financial advice nor an encouragement to trade any investment 
product.
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