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LAST MONTH IN BRIEF

05/12 The parties of the governing majority reject, with a vote in Parliament, the
opposition’s proposal to introduce a €9-euro minimum wage (see deep dive 1).

20/12 Finance ministers of EU countries agree on the reform of the European Stability
and Growth Pact (SGP), with a compromise that will require countries with public
debt/GDP ratios over 90%, like ltaly, to reduce it by 1 percent per year (see the
graph of the month for how ltaly’s public finance developed since the Euro’s launch
and under the SGP constraints).

21712 With a parliamentary vote, Italy is the first and only country to reject the ratification
of the reform of the European Stability Mechanism, causing uncertainty about the
future of the instrument (see deep dive 2).

28/12 The decree containing the implementation of the Global Minimum Tax and the
reform of fiscal incentives for the attraction of human capital (back) to ltaly is
published and becomes effective (see primary source in ltalian).

28/12 ltaly receives the fourth tranche of the RRF, worth €16.5bn (see primary
Government source in ltalian).

29/12 Parliament approves the 2024 budget law, with no major amendments from the
government’s original draft, confirming the majority’s cohesion (see primary source
in ltalian) (for a deep dive on the budget law, see our November 2023 Monthly Brief)



https://www.euractiv.com/section/politics/news/italian-parliament-rejects-minimum-wage-bill/
https://apnews.com/article/eu-finance-fiscal-rules-reform-b069d514207421d97a6cbff7e4ae50e2
https://www.reuters.com/world/europe/italian-coalition-parties-vote-against-esm-reform-partl-committee-2023-12-21/
https://www.gazzettaufficiale.it/eli/id/2023/12/28/23G00222/sg
https://www.ansa.it/english/news/politics/2023/12/28/italy-receives-fourth-installment-of-nrrp-funding_e40c0c36-8450-413f-a788-fa67fe8a5c03.html
https://www.governo.it/it/articolo/pnrr-versata-la-quarta-rata-di-165-miliardi-di-euro-allitalia/24686#:~:text=Come%20preannunciato%20dal%20Presidente%20del,delle%20risorse%20totali%20del%20Piano.
https://www.reuters.com/markets/europe/italian-parliament-gives-final-approval-governments-2024-budget-2023-12-29/
https://www.gazzettaufficiale.it/eli/id/2023/12/30/23G00223/sg
https://leap.luiss.it/wp-content/uploads/2023/12/Monthly-brief-on-the-Italian-Economy-November-2023good.pdf
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DEEP DIVE1

Parliament rejects the proposal to Introduce a minimum wage

On December 5, ltaly's parliament examined the possibility to introduce a 9-euro minimum
wage, a proposal tabled by the opposition. In line with the position expressed by the
Government, the majority coalition parties voted against the law proposal, amending the text
by replacing the 9-euro floor with a general mandate for the government to address the issue

of fair compensation. Currently, ltaly is one of the few European countries without a statutory

minimum wage. Historically, this has been thought to be compensated by ltaly’s high collective
bargaining coverage - similar to countries such as Denmark and Sweden. However, a 20-year
trend of real wage stagnation (see figure 1), compounded by the recent inflationary shocks, has
led to 2.7 million “working poor”, or 11.5% of the workforce.

Figure 1: Real Wage and Labour Productivity Growth of European Countries
Panel A: Real Wage Levels of Selected European Countries 1992-2022
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Source: OECD real wage data and OECD GDP per hour of work data.



https://www.ansa.it/english/news/politics/2023/12/06/house-votes-to-halt-opposition-bid-for-minimum-wage_0a1ab489-243a-453d-a61f-143fa0cfceb2.html
https://www.ifo.de/DocDL/dice-report-2018-4-adema-giesing-schoenauer-stitteneder-january.pdf
https://www.oecd.org/employment/collective-bargaining-database-italy.pdf
https://www.istat.it/storage/rapporti-tematici/sdgs/2023/goal1.pdf
https://stats.oecd.org/Index.aspx?DataSetCode=AN_AV_WAGEGROWTH
https://data.oecd.org/lprdty/gdp-per-hour-worked.htm
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Commentary

The Italian government’s decision to forgo a €9 minimum wage resonated in Italy’s public
debate. The law proposal, widely supported by the public, was the first cohesive move of the
opposition parties, which coalesced around one of the country’s key labour market problems.
Currently, in several industries, including cleaning and tourism, the gross hourly wage is lower
than the level proposed by the law: 2.5 million people are earning less than €9 per hour.

Minimum wage as a policy tool has been gaining support in policy circles. As growing academic
evidence suggests, minimum wage policies may have less detrimental effects than it was
hitherto believed. However, a statutory minimum wage in Italy would likely address only one
part of the more structural problems which characterise ltaly’s labour market. First, ltaly has a
broader problem of relatively low wages compared to its European peers. ltaly’s average wages
(in purchasing power parities) are 25% lower than in Germany (figure 1, Panel A) and have been
stagnating, together with labour productivity (figure 1, Panel B), for the past 30 years. At the
macro level, it is hard for an economy to guarantee steady wage growth without productivity
growth. Italy’s “working poor” phenomenon is the extreme and most unfortunate symptom of
this complex problem: currently, 18% of full-time workers and 29% of part-time workers earn
less than €9 per hour. Second, this condition is driven not only by low hourly wages but also by
involuntary part-time work, which in 2022 affected 10.3% of Italy’s workforce - 16.7% among
women and 13.9% among younger workers (aged 15-34).

Therefore, the proposed minimum wage could have been the first important step in confronting
ltaly's intricate labour market issues. However, even more ambitious reforms are needed to fix
the underlying problems that relate to the wage-productivity nexus and ltaly’s three-decade old

issue of stagnant productivity. Unfortunately, its causes are multifaceted, as the literature has
widely explored.


https://www.barrons.com/news/italy-s-ruling-parties-kill-minimum-wage-bill-ef6fe427
https://www.barrons.com/news/italy-s-ruling-parties-kill-minimum-wage-bill-ef6fe427
https://www.camera.it/application/xmanager/projects/leg18/attachments/upload_file_doc_acquisiti/pdfs/000/001/840/Memoria_INAPP.pdf
https://www.economist.com/schools-brief/2020/08/14/what-harm-do-minimum-wages-do
https://www.camera.it/application/xmanager/projects/leg18/attachments/upload_file_doc_acquisiti/pdfs/000/001/840/Memoria_INAPP.pdf
https://www.camera.it/application/xmanager/projects/leg18/attachments/upload_file_doc_acquisiti/pdfs/000/001/840/Memoria_INAPP.pdf
https://www.censis.it/lavoro/lavoro-i-giovani-occupati-sono-diventati-una-rarit%C3%A0-76-dieci-anni#:~:text=Il%20part%2Dtime%20involontario%2C%20con,9%25%20dei%2015%2D34enni.
https://www.bancaditalia.it/pubblicazioni/qef/2023-0825/index.html?com.dotmarketing.htmlpage.language=1
https://www.bancaditalia.it/pubblicazioni/qef/2018-0422/index.html?com.dotmarketing.htmlpage.language=1
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DEEPDIVE 2

Italy’s rejection of the European Stability Mechanism reform

On December 21, ltaly’s Chamber of Deputies rejected the ratification of the reform of the
European Stability Mechanism (ESM) Treaty. The ESM is the inter-governmental organisation
set up in 2012 to provide a backstop for euro-area countries in case they are in such financial
distress that they are unable to fund themselves on the financial markets. In January 2021, ESM

member states’ governments signed a reform to reinforce the institution. Together with specific
financial assistance instruments to be assigned to the ESM, the major change proposed related
to the introduction of a common backstop for the Single Resolution Fund (SRF), the fund

established by the EU to assist failing banks within the Banking Union. The common backstop
would have transformed the ESM into a revolving credit line in case the SRF were to be
depleted. Since 2021, ltaly has been the only eurozone country that has not ratified the reform.

With ltaly’s rejection, the ESM reform will not be operational starting from January 1, as agreed

by EU leaders in 2021, since the transitional period ended with 2023. Now governments can try
to find an agreement for a new transitional period or leave the reform temporarily unapplied.
The possibility of the Italian Parliament voting again on the ratification would take at least six
months, and there are no indications that the result could be different. The issue had become
particularly contentious in Italian politics, despite this vote being about ratifying the ESM

reform, not requesting funds from it.

The final vote showed different positions within both the majority and the opposition. Among
the main parties in parliament, Brothers of ltaly, the League and the 5-Star Movement voted

against the ratification, while the Democratic Party voted in favour, and Forza Italia abstained.

Commentary

ltaly’s rejection of the ESM reform will likely have domestic and external consequences.

First, this was the first important parliamentary split vote in the governing majority. Forza
ltalia’s abstention avoided a fully-fledged governmental crisis, but the division that emerged
signals the broad spectrum of views within the majority of European institutions and
integration. For one, Finance Minister Giorgetti himself was contradicted by the vote as he had
previously expressed partial support for the reform. These differences will likely become clearer
as parties start campaigning and competing for votes in the upcoming 2024 EU elections.


https://www.reuters.com/world/europe/italian-coalition-parties-vote-against-esm-reform-partl-committee-2023-12-21/
https://www.esm.europa.eu/about-esm/esm-reform
https://www.srb.europa.eu/en/content/single-resolution-fund
https://www.esm.europa.eu/press-releases/esm-members-sign-revised-treaty-entrusting-institution-new-tasks
https://www.esm.europa.eu/press-releases/esm-members-sign-revised-treaty-entrusting-institution-new-tasks
https://news.italy24.press/local/amp/1137690
https://www.ansa.it/sito/notizie/economia/2023/12/22/giorgetti-sul-mes-nessuno-strappo-ue-non-ha-sempre-ragione_94b8ff2a-f997-48ea-a0b7-d699aafd3aba.html
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Second, it should be noted that the opposition did not appear cohesive either. It can be argued
that it missed an opportunity to expose the government’s divisions. If the 5-Star Movement and
the minor Green-Left Alliance party had voted together with PD, the negative votes would have
been a minority. However, it is possible that a cohesive pro-ESM vote by the opposition would
have played in the League and Brothers of Italy’s favour. These parties justified the vote against
the ESM as a vote for Italian national interests against European imposition. Therefore, in this
context, opposition parties probably also paid attention to the potential implications of this vote

for their positioning in the upcoming European elections.

Finally, this vote can be an inflection point in ltaly’s relationship with EU institutions. The
government’s strategy had always explicitly been to use the ESM ratification as a bargaining
chip in the discussions on the Stability and Growth Pact (SGP). The outcome, namely an SGP
agreement that falls short of Italy’s expectations and the non-ratification of the ESM, signals
that ltaly’s strategy did not fully work out as hoped. For a commentary on the proposed

economic governance reform, see our colleague Carlo Bastasin’s Brief. Whether Italy’s ESM

rejection will also have other repercussions will become clear from its EU partners’ behaviour

at the next key negotiation tables.


https://www.euractiv.com/section/economy-jobs/news/italy-says-it-cant-ratify-eu-bailout-fund-treaty-without-deal-on-new-budget-rules/
https://www.euractiv.com/section/economy-jobs/news/italy-says-it-cant-ratify-eu-bailout-fund-treaty-without-deal-on-new-budget-rules/
https://www.ft.com/content/62b70a23-ed5b-4cb2-b760-76aa9cc31180
https://leap.luiss.it/wp-content/uploads/2024/01/PB1.24-Conceptually-flawed-and-politically-risky-after-the-transitory-period.rev_.pdf
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GRAPH OF THE MONTH

Italy’s general government’s public investment over time (Panel A) and primary
balances (Panel B)

Panel A: Gross Fixed Capital Formation

Euro Area (19)
3.6F —_ taly

Percentage of GDP
n N W W
= =] (=1 N

~
kS

s
o

1995 2001 2003 2005 2007 _ 2009 2011 _ 2013 2015 2017 _ 2019 2021 2023
Panel B: Net Lending excluding interest

. (taly

4t Euro Area (19)
1 | I I I I I
. 1. . 0 I 111 I

2t |
—a4t

-6}

Percentage of GDP

1999 2001 2003 2005 2007 2009 2011 2013 2015 2017 2019 2021 2023
Year

Source: our elaboration from AMECO Database, European Commission.

In the past 20 years, the constraints of the Stability and Growth Pact (SGP) have induced Italy
to follow a path of fiscal rectitude. What has this looked like in practice? Two insights emerge
from the graph.

First, Panel B shows that, before the Covid-19 pandemic, ltaly ran primary surpluses almost
every year since the launch of the EMU. In other words, over the past 20 years ltaly’s deficits
have mostly been driven by its annual debt repayment costs, not by runaway public spending.
Every year ltaly’s fiscal stance was also more conservative than the average of the Eurozone
countries (19-member composition), including in 2009 during the Great Recession, when ltaly

ran only a modest primary deficit compared to the EMU19 average.

Second, Panel A shows that ltaly’s public investments have been sacrificed on the altar of
permanent austerity. One of the ways in which Italy has achieved these primary surpluses has

7


https://economy-finance.ec.europa.eu/economic-research-and-databases/economic-databases/ameco-database_en
https://www.investopedia.com/terms/g/great-recession.asp
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been by greatly reducing public investment. Panel A indicates that the general government’s
public investment spending fell significantly since the Great Recession, from 3.2% to 2.1% of
GDP. It started to recover towards levels comparable to the average EU19 only since Italy began
implementing its post-pandemic recovery plan.

The story of fiscal discipline translating into lower public investment is not only an ltalian
phenomenon. Public investment was historically low across the Eurozone in the past decade -

see for example our work on Germany’s collapsing public investment. The pandemic years were

the exception. But now that the new SGP rules were agreed, will eurozone countries be able to
reconcile fiscal rectitude with growth-enhancing investments and the need to finance the twin
transition? This will be the most fundamental question for European and ltalian industrial
policy in the years to come.


https://commission.europa.eu/business-economy-euro/economic-recovery/recovery-and-resilience-facility/country-pages/italys-recovery-and-resilience-plan_en
https://doi.org/10.1093/ser/mwac026

