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Executive summary  
A new leader emerged from the Italian election, Giorgio Meloni. Matteo Salvini and Silvio 
Berlusconi will support her in forming a government. This will be Italy's first time experiencing 
a far-right government since World War II. The Euro and European assets carry an additional 
risk if the new Italian government clashes with the European Union (EU) to distribute 
European recovery funds. We expect an exchange rate of 90 cents to the Euro within the next 
12 months. Therefore, we continue to recommend an underweight position in overseas 
equities, especially in Europe. 
 

What happened   
Giorgia Meloni, the leader of Brothers of Italy (Fratelli d'Italia - FdI), is expected to form a 
coalition government and become Italy's first female Prime Minister. In the 2018 election, her 
party garnered only 4% of the vote, but this time, more than a quarter of Italians supported 
her. Her party is expected to be backed by Matteo Salvini's League Party and Silvio 
Berlusconi's Forza Italia. The bloc failed to achieve a two-third majority that could amend 
Italy's constitution. 

Since World War II, Italy has had over 70 governments, making the average life expectancy of 
an Italian government around 1.1 years. With his credibility as previous President of the 
European Central Bank (ECB), Mario Draghi, former Prime Minister, was a beacon of hope 
for Italy and the country's strained relationship with the EU. His tenure lasted a little less than 
two years, still higher than the average tenure of an Italian Prime Minister. 

Meloni's FdI, due to their conservative, nativist, and anti-immigration stance on domestic 
issues, is labeled as a far-right nationalist party by many political commentators. During her 
election campaign, Meloni frequently praised Hungary's Prime Minister Victor Orban and 
Poland's former Prime Minister Jaroslaw Kaczynski, Europe's two most notorious right-wing 
leaders. She is against the European progressive mainstream, but it is not yet clear if she is 
anti-EU establishment. In a video released during her campaign, which relayed her agenda in 
four languages she speaks (French, English, Spanish and Italian), she had a more 
conciliatory approach towards the EU. 
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Our take  
It is all about “how to spend the recovery fund money” 

Italy is the 3rd largest economy in the Eurozone and chronically a sluggish one. Since 2000, 
Italy's real economic growth rates averaged only a quarter percent per year, falling well below 
Eurozone peers. Economically, the best thing that happened to Italy since the introduction of 
the Euro is the €750b European Recovery Fund, with almost €200b of the fund's proceeds 
allocated to Italy. The proceeds are primarily grants or low-interest rate loans and can 
therefore lift Italy's prospects without creating much fiscal burden, but the EU can add 
conditions to these proceeds. Italy already made pledges during the Draghi times, and the EU 
is not sympathetic to last-minute changes. Meloni may dare to renegotiate critical reforms that 
are conditions to receiving EU funds, but that action could jeopardize Italy's access to 
necessary funds.   

 

Data Source: Truist IAG, Bloomberg, 2022 consensus estimates   

Italy grew closer to Hungary and Poland 

During Draghi's tenure, Italy grew closer to Germany and France, the two most influential 
economies within the EU. Meloni, on the other, praised Hungary's current Prime Minister 
Victor Orban and Poland's former Jaroslaw Kaczynski, highlighting the similarities she has 
with her campaign. The EU has been accusing Orban of turning Hungary into an electoral 
autocracy that undermines the EU's values, especially regarding minorities. Before the 
European Recovery Fund's introduction, the EU had little leverage over Hungary to change its 
course. With the advent of the fund, now the EU can withhold funds until certain conditions 
are met. Italy could fall into the same category that Hungary finds itself today.     
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Italy’s debt is at worrisome levels  

Behind Greece, Italy’s debt/GDP ratio is the second highest in Eurozone economies. A one 
percent increase in average borrowing cost could add an extra €30b of financing costs to the 
already-bloated Italian budget.     

      

     Data Source: Truist IAG, IMF estimates for 2022   

Italian borrowing costs for 10-year debt has increased by over 3% since the invasion of 
Ukraine this year. Italy has been paying similar interest rates to Greece, which was at the 
epicenter of the European financial crisis in mid-2010's. The ECB has been buying peripheral 
sovereign bonds disproportionately with its maturing balance sheet positions to suppress the 
widening difference between Italian and equivalent German financing costs. Still, the 
difference between the Italian and German 10-year bond yield reached over 2% this year, a 
level last seen during the heights of the pandemic. 

 

Data Source: Truist IAG, Bloomberg, data as of 9/26/2022   
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Meloni’s tenure could be longer than an average Italian Prime Minister 

Staying in control within the Italian political power puzzle is a difficult feat that only Silvio 
Berlusconi managed to master over the last two decades. His political party Forza Italia is 
expected to be in the coalition government supporting Meloni's FdI. Thankfully, Meloni and 
Berlusconi's connection goes far back. In 2006, Meloni's mother served as a minister in 
Berlusconi's cabinet, and Meloni was a party member. We can only assume that she learned 
from Berlusconi's past mistakes and successes.  

Political uncertainty could linger for longer  

Year to date, Italian equity markets have been underperforming not only U.S. equity markets 
but also its global peers. Political uncertainty will linger until the coalition partners agree on a 
common strategy and allocation of key positions within the government. We have been 
recommending underweight positioning in overseas markets for a while now, and the new 
government in Italy allows us to reiterate our recommendation.  

Data Source: Truist IAG, Bloomberg   

European Union: Tougher times are ahead under Meloni  

According to Meloni, "God, the fatherland, and the family" are the three things that are 
sacrosanct and shape her policy agenda. Just a couple of years ago, her messages 
resonated with only 4% of the voters. But this week, more than a quarter of Italians trusted her 
to form the new government. She will be the first Italian leader since Benito Mussolini with far-
right roots. During her election campaign, she toned down her usual rhetoric and depicted 
herself as a mainstream conservative who would continue the previous government's EU-
friendly policies. Recep Tayyip Erdogan, Turkey's autocratic President, once famously said 
that "Democracy is like a bus, I will hop on to take me to where I want to go, and I will hop off 
once I get there.” Europe hopes that Meloni will not take Erdogan's approach to democracy. 
Otherwise, Italy will find itself in the same shoes as Hungary and Poland, clashing with the 
European Union's ideals.   

The Euro has been in a downward spiral since the invasion of Ukraine. There are three main 
factors pushing the Euro down: (1) the energy crisis is disproportionality affecting Europe; (2) 
the interest rate differential between the U.S. and Europe, we believe, will widen as we go 
through the winter months; (3) the global slowdown is affecting European exports. Another 
strain in the form of Italian resistance against European Union ideals and goals could 
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accelerate the downfall of the Euro. We expect an exchange rate of 90 cents to the Euro 
within the next 12 months; this could happen sooner if the European winter turns out to be 
colder than averages.      

 

Data Source: Truist IAG, Bloomberg, data as of 9/26/2022   

Bottom line  
It is still too early to tell, but Italy’s far-right coalition could be on a collision course with the EU. 
The Euro looks vulnerable if Italy’s recovery fund proceeds from the EU are jeopardized. The 
ECB has been suppressing Italian bond yields to avoid another European financial crisis, but 
the mountain of debt Italy carries is hard to maintain if rates rise too quickly. Therefore, we 
continue to recommend an underweight position in overseas equities, especially in Europe.   
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Advisory managed account programs entail risks, including possible loss of principal and may not be suitable for all investors. 
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guarantee of future performance.  

TIS/TAS shall accept no liability for any loss arising from the use of this material, nor shall TIS/TAS treat any recipient of this material as a 
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The information herein is for persons residing in the United States of America only and is not intended for any person in any other jurisdiction. 
Investors may be prohibited in certain states from purchasing some over-the-counter securities mentioned herein.  

The information contained in this material is produced and copyrighted by Truist Financial Corporation and any unauthorized use, duplication, 
redistribution or disclosure is prohibited by law.  

TIS/TAS’s officers, employees, agents and/or affiliates may have positions in securities, options, rights, or warrants mentioned or discussed in 
this material.  
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