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Padoan says government deserves to benefit from flexibility clauses

Pier Carlo Padoan, Italy’s finance minister, defended his government against criticism that its 2016 budget is too expansionary and that a showpiece tax cut is designed mainly to steal the clothes of its political opponents.

In an interview with the Financial Times, Mr Padoan said the government’s record as Italy’s most reform-minded administration in 20 years meant that it deserved to benefit from flexibility clauses in the eurozone’s fiscal rule book.

These clauses, aimed at ensuring that eurozone policies after the financial crisis are not too rigid and heavy on austerity, would permit Italy a looser budgetary stance next year in return for vigorous implementation of growth-boosting structural reforms.

“It so happens that Italy is seen in some circles as a country asking for too much. I fully reject that point,” Mr Padoan said.

He contended that none of the 2016 budget measures risked breaking the EU’s fiscal rules and, if anything, Italy was heading in a positive direction by reducing its public debt, which stands at more than 130 per cent of gross domestic product.

“As far as debt dynamics are concerned, yes, the debt is high. But as of next year the debt load will begin to decline, after eight years of increase,” he said.

The draft budget, which European Commission officials are assessing in Brussels, sets a deficit target of 2.2 per cent of GDP for 2016, higher than the 1.8 per cent that was planned in April. The budget postpones the target date for budget balance to 2018 from 2017.

The 2016 deficit target will rise to 2.4 per cent if the EU approves Italy’s request for extra leeway of 0.2 percentage points of GDP — equal to slightly more than €3bn — to compensate for costs incurred in being on the front line of Europe’s refugee and migrant crisis. Mr Padoan said he did not expect Brussels to give its final word on that issue until next spring.

One contentious item in the 2016 budget is the proposed elimination of a property tax on the main residence of taxpayers. Abolition of the tax, which raises about €4bn, was a hallmark policy of Silvio Berlusconi, the billionaire media magnate and three-times former prime minister.

The decision of Matteo Renzi, Italy’s centre-left premier, to seize the initiative on property tax has aroused suspicions that he wants to cut the ground from under his centre-right opponents in advance of parliamentary elections that may be held as early as 2017.

Show me any tax cut which doesn’t have political implications
Mr Padoan, who is a technocrat unattached to Mr Renzi’s Democratic party, said abolishing the property tax would ease pressure on household budgets, an important consideration in Italy with its high levels of home ownership, and boost consumer confidence.

“Is it Berlusconi’s tax?” Mr Padoan asked rhetorically. “Maybe. My answer is, ‘Show me any tax cut which doesn’t have political implications’.”

Mr Padoan acknowledged that Italy’s economic recovery owed much to the European Central Bank’s quantitative easing programme, which has lowered government bond yields, and the euro’s decline against other currencies, which has assisted exports. 

“Yes, Italy, like many other countries, is enjoying a favourable external environment, but it’s doing its part in terms of not losing its opportunity to pursue reforms,” he said.

Describing productivity growth as one of Italy’s most serious challenges, he said: “We lost almost 10 per cent of GDP during the recession. We need to replace it with a better production capacity, which is associated with productivity.”

This meant incentives for small companies to expand, incentives for business innovation, a simpler tax system, more efficient public administration and investment in infrastructure, including ultra-fast broadband.
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