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It will be another torrid summer for the eurozone. On Monday, Spanish 10-year bond yields reached a new euro-era high of 7.52 per cent, prompting fears that Madrid will lose access to external financing. Contagion is spreading fast, with the interest rate on Italian 10-year paper now firmly above 6 per cent.

The overall turmoil in the markets is clearly one of the reasons why Rome’s borrowing costs are rising. Had the eurozone taken more decisive steps to strengthen the firepower of the rescue funds at the last summit – for example by agreeing to issue a banking licence to the European Stability Mechanism – yields would be much lower than they are today.

But another reason why investors are reluctant to buy Italian paper is the deep uncertainty over the country’s political future. The technocratic interlude of the government led by Mario Monti is not expected to last beyond the spring of 2013. Italy’s political parties are yet to spell out their vision for what they plan to do afterwards.

To appease the markets, some in Rome are thinking that Italy would benefit from an early election, perhaps as early as November. Because no major party is expected to win a sufficiently large share of the vote, the most likely outcome of this poll would be some sort of grand coalition. Mr Monti would then be asked to stay on as the prime minister and continue on its reform path.

But an early election would only add to the current climate of uncertainty. Moreover, it would be hard to convince the markets that a grand coalition made of different-minded parties will be able to last for very long and to have the strength to take unpopular measures such as much-needed structural reforms or a new round of spending cuts.
Instead, Italy’s mainstream parties should pledge that they will support the Monti government until its natural end. Then they should finally be willing to rejuvenate their ranks. In particular, the centre-right should move beyond Silvio Berlusconi, the much discredited former prime minister who has hinted that he may run again in the next election. While his chances of being Italy’s next prime minister are close to none, his unwillingness to leave the stage for good is an unnecessary source of instability.

Italy’s biggest battle is to make investors believe in its economic reforms. But this can only be achieved with a political system that is also changed. Neither will be helped by a rushed election.

