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• Italy’s coalition government collapsed after hard-right leader Matteo Salvini pulled-out from coalition to form 
 his own government.

• Italian debt which currently stands at 130% of GDP is the major issue which is likely to falter the growth in 
 next 10 years.

• The upshot remains in-tact for the downside risk in euro amid lower growth and political chaos. We 
 maintained our view in euro/dollar to hit 1.05 by the end of this year.
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Indeed over the last year, Salvini's popularity gained almost doubled as 

he consistently outflanked the inexperienced Five Star Movement. 

Although Italian bonds rallied on anticipation of favored coalition 

between The League and Centre-Left Democratic but we think 

irrespective of political establishment, Italian debt which currently 130% 

of GDP is the major issue which is likely to falter the growth in next 10 

years.

Germany being the largest economy in the euro-zone tipped to technical 

recession and at the same time the third largest economy in the bloc, 

Italy is facing political chaos. The grand coalition between The League 

and Five Star Movement which are considered to be hard-right, anti-

migrant and anti-established was collapsed last Tuesday after Salvini - 

The leader of the League pulled-down his support and seek for no-

confidence vote. In evidently Giuseppe Conte tendered his resignation 

stated the ugly face of Salvini's desire to form his own government.
Admittedly, interest rates are now much lower than they were prior to past 

defaults. But Italy still spends a larger share of its GDP servicing debt 

than any other euro-zone country apart from Portugal. Since 1995, 

debt interest costs have averaged 5.7% of GDP per year in Italy, compared to 

3.3% for the euro-zone as a whole. While a lot of those interest payments will 

be made to domestic investors, and therefore might be reinvested in Italy, in 

order to service the debt the level of taxes has to be high, which could have 

adverse effects on the economy.

At a time when ECB is feeding stimulus to pump-up the growth and political 

crisis will certainly hit the fiscal projection over the next few years. The 

upshot remains in-tact for the downside risk in euro amid lower 

growth, political chaos. We maintained our view in euro/dollar to 

hit 1.05 by the end of this year.

Indeed, the significant increase in Italy’s government debt is matter of 

concern when growth is 0%.This began around 1970, and over the next three 

decades Italy’s budget deficit averaged 8.1% of GDP. While the debt ratio fell 

in the late 1990s and early 2000s, since the financial crisis it has increased to 

levels last seen during the Second World War when the government 

defaulted. It also defaulted in the 1920s when the debt ratio was about 

150%.

Italy’s debt is 130% of GDP



USD/INR (AUG) 71.55 71.44 71.29 71.18 71.70 71.81 71.95

JPY/INR (AUG) 67.21 67.09 66.92 66.80 67.38 67.50 67.67

GBP/INR (AUG) 86.85 86.64 86.47 86.26 87.01 87.23 87.39

EUR/INR (AUG) 79.45 79.35 79.19 79.09 79.61 79.71 79.87

Currency  Pivot S1 S2 S3 R1 R2 R3
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EUR Flash Services PMI 13:30 53.20 53.00 52.80

EUR German Flash Manufacturing PMI 13:00 43.20 43.10 42.90

EUR Flash Manufacturing PMI 13:30 46.50 46.30 46.20

EUR German Flash Services PMI 13:00 54.50 54.10 53.90

 IST Previous Median  SMC's Forecast

FIIs (INR Crs) -770.81 -427.96 -9752.83

Flows DTD WTD MTD

Global Yields 10Y-Yield 1W(bps) 1M (bps)

FX Cross INR CMP 1W 1M

FX Majors CMP 1W 1M

GBPUSD 1.2130 0.38% -2.61%

USDJPY 106.42 0.29% -2.04%

EURUSD 1.1090 -0.15% -0.50%

GBPINR 86.65 0.61% 0.59%

USDINR 71.44 0.17% 3.30%

JPYINR 67.12 -0.13% 5.43%

EURINR 79.22 -0.37% 2.77%

US 1.58 -17.06 -47.98

India 6.57 8.30 18.90

UK 0.48 -1.16 -26.12

Germany -0.67 -9.80 -34.95

Note: 1W refers to 1 week change from CMP      1M refers to 1 month change from CMP

Economic Data

Pivot Levels

Natural movement of the Population

Natural movement of the Population

The outlook for the working age population is even more concerning. Eurostat’s projections 
suggest that over the next five years, it will shrink by up to 0.5% per year. And by 2030, it 
could be declining by almost 1% per year. That is similar to Germany and Japan, but much 
worse than other large advanced economies. We think that Italy’s GDP will be more or 
less stagnant over the next ten years. This is because modest improvements in 
productivity will be offset by declines in employment as the labor force contracts. While there 
will undoubtedly be some periods of growth, these will be no more common than periods of 
contraction. On top of all that, with GDP stagnant, there would be a major risk of Italy’s 
public debt ratio rising unsustainably. This could mean endless austerity, or it could 
eventually mean default.

National Demographics of Italy
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