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ITALY UPDATE: DETERMINED RENZI LARGELY ON TRACK 

Berenberg Macro Flash 

Is Renzi on track? Or has his ambitious reform drive already lost momentum? The overall verdict so far is largely positive. 

While he had to backtrack somewhat on his very ambitious schedule, he seems to be making progress. However, the make-

or-break reform, the labour market reform, is still outstanding. 

 

Yesterday’s confidence vote in Italy’s senate on the public administration reform maintains the momentum of Renzi’s ambi-

tious agenda: (1) an electoral reform by February, (2) a labour market reform by March, (3) a tax reform by April and (4) a 

public administration reform in May. Renzi has brought fresh air to Italian politics since he took over on 22 February. 

Hopes that he will do what it takes to revive Italy’s underperforming economy have lowered bond yields near all-time lows 

and boosted consumer confidence, which in itself is a boon for Italy’s economy.  

 

In reality, the sequencing of the reform steps resembles more an improvised dance than a straightforward march, but the 

timing of the reforms was always more symbolic than realistic and bound to be slowed by the slowly grinding Roman politi-

cal mill. Renzi’s determination to adhere to the plan is recognisable and important as it will boost trust both at home and 

abroad. What matters much more, however, is substance. And here the key remains the labour market reform, about which 

the details are still the scarcest as our closer look at the reforms reveals below: 

 

ELECTORAL LAW REFORM: CRUCIAL SECOND PART TAKES TIME 

After the post-election political standstill in 2013 and the rejection of the electoral law by the constitutional court, restoring 

Italy’s governability is of paramount importance. Renzi’s electoral law reform comes in two parts. Part one concerns the 

lower house. The new two-round bonus system should ensure that one large party or coalition wins a clear majority in the 

lower house. The second part is the conversion of the Senate, which currently has the same powers as the lower house, into 

a German-style upper house which can only veto some laws. 

 

Almost in line with the original schedule, the first part of the reform was passed in the lower house on 12 March. The sen-

ate, where Renzi may have to rely on Berlusconi’s opposition centre-right, still has to vote. The second part of the reform 

requires constitutional change, which requires deep collaboration with Berlusconi and time. Without a reform of the rela-

tionship between senate and lower house, however, Italy will continue to face potential periods of political stand-still if the 

senate majority differs from the lower house. 

 

LABOUR MARKET REFORM: WHAT AND WHEN? 

The potentially pivotal part of Renzi’s reform plans remains mostly in the dark. Renzi’s broad idea is an Italian version of 

the Danish “flexicurity” system with low job protection but generous unemployment benefits. But exactly how much job 

protection will be reduced and where the money for higher benefits will come from is unclear. Even discussing a proposal in 

parliament in April, let alone March would be a major positive surprise given the vagueness of the statements so far. The 

move to tie higher unemployment benefits to lower job protection is shrewd. Former PM Monti’s June 2012 labour market 

reform was diluted by the centre-left and unions.  
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TAX REFORMS: MOST ADVANCED 

Most advanced are Renzi’s plans for tax reform. The day after the approval of the electoral law reform, Renzi’s cabinet 

approved €7bn of income tax cuts for the 10 million lowest earners, financed by an equal amount of public sector spending 

cuts, mostly in political institutions, transport and defence. Furthermore, companies will receive a 10% reduction in a re-

gional levy, which will be financed by an increase in the capital gains tax from 20% to 26%. The government is also speed-

ing up the repayment of €68bn of arrears to suppliers, to be completed by end-2014. Tax agreement with Switzerland still 

being discussed but for years. 

 

Renzi’s Cabinet passed the tax plan in March. With the tax cuts planned to become effective from May, any parliamentary 

approval process must be held in April, which would in line with the ambitious schedule.  Domestic resistance to the 

measures will probably be limited, but Renzi may face a test from the EU Commission at the June EU summit. With a fore-

casted budget deficit of 2.6% of GDP in 2014, Italy has limited fiscal leeway due to European rules. The crucial spending 

cuts are unlikely to yield the full €7bn this year, which could bring the deficit close to the 3% threshold at which EU correc-

tive procedures apply. Renzi’s criticism of the 3% threshold as “antiquated” does not help and spooked markets briefly. 

Fortunately for Italy, the government expects record-low borrowing costs to reduce the headline deficit by €2.5bn and the 

arrears repayments to lead to €1.5bn higher VAT receipts. The government will also revise down its growth forecast from 

an unrealistic 1.1% probably towards the EU Commission’s forecast of 0.6%, reducing the risk of unpleasant surprises. 

 

PUBLIC ADMINISTRATION: SOME PROGRESS 

After defeat in two parliamentary committees, Renzi won a confidence vote on the abolition of the direct election of 110 

provincial councils in the Senate on 26 March. The government expects savings of €800m and a reduction of the number of 

elected politicians by 3,000. While small as such, the reform could de-politicise the provincial councils and lead to their 

abolition in the medium-term. Renzi had given himself until May with the public administration reform, so we expect more 

public sector streamlining reforms. 

 

CONCLUSION: DETERMINED PROGRESS, BUT LABOUR REFORM IS MAKE-OR-BREAK 

While Renzi can claim to be delivering on at least three of its reforms in time - electoral law, tax reform, and public admin-

istration reform - the labour market reform is behind schedule. The electoral law improves governability by ensuring majori-

ties in the lower house, but the duplication in the senate could still make it difficult for any government to have stable ma-

jorities in both houses. The tax reform falls far behind, for instance, France’s €30bn plans, but at least its concrete and a step 

in the right direction after the growth-hindering tax hikes of the Monti era. The long-term abolition of provincial councils is 

another positive step but needs to be followed up by further efficiency gains. 

 

The key disappointment so far is the lack of concrete plans on the labour market side. The risk that whatever Renzi will 

ultimately propose will be watered down by his own party and the unions is serious. So far, Renzi has not backtracked. But 

whether he will be sufficiently ambitious to really boost Italian firms’ flexibility and break down the barriers between highly 

protected older workers and precariously employed youngsters remains a question. 

 
 


