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Consequences of the Italy referendum 
We would describe the victory of the ‘no’ voters in the Italian referendum as hardly shocking in the 

short term, but as very negative for Europe in the longer term. Indeed, what is going on? 
 

Italy has a reasonably firm grip on its public deficit which in no way suggests that populists wishing 

to leave the euro suddenly have the upper hand. Moreover, not even 20% of Italians want to do 

away with the euro. 
 

Further to that point, a government is likely to be elected, that will mainly concern itself with the 

innovation of the electoral system – so that it will become far more difficult for the Five Star 

Movement to come to power – and which will continue the economic policy of the Renzi 

government for a large part. 
 

However, where it goes awry is that, ever since 1960, the Italian economy has only grown by an 

average of 0.6% annually. If this continues to be the case, the government debt / GDP-ratio – 

currently approximately 13.5% – will even continue to rise with the public deficit of approximately 

2%, in which case Italy will automatically go bankrupt.  
 

Something absurd is occurring here. 
 

Virtually all experts agree that structural reforms are the only way to accelerate Italian economic 

growth. To name a few elements: liberalisation of the labour market, ensuring that young people 

with good training no longer disappear abroad in large numbers, a far better functioning legal 

system, an end to large-scale corruption practices, liberalisation of product markets, and the 

abolition of all manner of privileged positions that many power blocs have secured for themselves. 

Furthermore, all kinds of elements will need to be implemented to boost productivity, which is far 

too low in Italy in comparison with the rest of Europe, thus ensuring a lack of wage increases. 
 

However, most Italians used their ‘no’ vote to protest against many these reforms as well as against 

Europe. The latter is accused of driving Italy into a corner with structural reforms. In addition, it is 

often assumed some of the structural reforms could still be adopted if the Italian economy were 

to demonstrate substantial growth. However, this requires fiscal stimulus.  
 

But it is Brussels that blocks this by insisting: first implement structural reforms. 
 

What Italian voters are not told, however, is that Italian interest rates would normally be at 6% or 

higher. By rejecting reforms, interest rates would only have increased even further. In any event,  
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interest rates would end up at levels to which the Italian government and banks would rapidly go 

bankrupt. But as indicated before, growth will remain low, in either case, without structural 

reforms. 
 

The only reason why interest rates are not at 6% or higher is that the ECB and the rest of Europe 

actually guarantee Italian government bonds, purchasing them on a large scale.  
 

This has two major consequences: 
 

> The ECB possesses all manner of Italian bonds that will possibly never be repaid - the rest of 

Europe will have to cover this loss. 
 

> In order to keep the Italian economy afloat, the ECB has to keep interest rates very low, 

resulting in Germany slowly approaching an overheated state and ultimately weakening the 

German economy. 
 

Increasing resistance to the ECB’s policy is emerging over time. In order to sustain the Italian 

economy, interest rates remain very low, but this actually makes it possible for Italian voters to say 

‘no’ to reforms. But, if reforms do not materialise, Italian growth will remain too slow, resulting in 

mounting financial risks for the rest of Europe. The question is then; how long the rest of Europe 

will continue to accept this. We believe it will not be for long and therefore tensions within the EMU 

may rise quickly. The refugee crisis also plays an important role here. Refugees keep entering Italy 

in large numbers. The rest of Europe does only little to subsequently aid Italy in terms of receiving 

them. This has only increased anti-Europe sentiment in Italy considerably further. 
 

We draw the following conclusions from the above for the financial markets: 
 

> In the short term, the ECB will ensure Italian interest rates remain low and prevent the 

situation surrounding the Italian banks from spinning out of control. This is reassuring for the 

markets and will help the euro and European shares. Furthermore, we think investors have 

discounted to many positive things from a Trump presidency. This means stock prices, US 

interest rates and the dollar have risen too fast and that we expect a downward correction in 

the short term. We are still of the opinion that EUR/USD may increase towards 1.10. 
 

> However, viewed over the slightly longer term, we see the Trump programme leading to 

higher interest rates and a stronger dollar. Additionally, we anticipate tensions within the EMU 

will rise as will concerns about its eventual collapse, resulting in the disappearance of the euro. 

This will be negative for European share prices and the euro, which is why we see EUR/USD 

declining below 1.00 towards 0.90 in the quarters ahead. 


