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In response to the financial crisis of 2008, Italy committed a total equivalent to 4% of GDP to rescue its 

major banks, and subsequently introduced a stimulus package.  

 

Italy introduced its first package of cuts in 2010, with a target of reducing the deficit below 3% per annum by 

2012. This package includedan end to the stimulus package and: 

- a 3-year freeze on public sector pay, cuts of 5% or 10% for higher earners, recruitment  

- cuts in pensions by increasing retirement age for women; 

- cuts in local public services through reducing government transfers to local governmentsby the 

equivalent of 0.5% of GDPcuts in capital spending.  

 

In 2010 the deficit fell to one of the lowest in Europe, although the level of debt remained high. In 2011 the 

bond markets imposed higher and higher interest rates on Italy, and the EU imposed greater pressures on the 

Italian government to introduce stronger cuts in public spending. The European Central Bank added to these 

pressures by sending a list of demands, including further cuts in pensions, public service pay and joib 

security, and “large scale privatizations” of local services. After failing to deliver such a package quickly 

enough, the government of Silvio Berlusconi was forced to resign and was replaced by an appointed 

government headed by a banker, Mario Monti.   

 

In December 2011 the Monti government proposed reaching a ‘balanced budget’ with zero deficit by 2013, 

and introduced a €30billion package. This included raising €18 billion in extra taxes on property, higher 

VAT, and a tax on luxury goods; and €12 billion in further cuts in public administration; and  cuts in 

pensions through  raising the pension age to 62 from 60 for women and to 66 from 65 for men, basing 

pensions on contributions rather than final salary, and freezing pensions in payment by cancelling annual 

inflation-linked increases. About €10billion will be used to provide tax relief and incentives for small 

businesses, and support for younfg people and women.  There was however no proposal for a wealth tax, 

which had been discussed even by the Berlusconi government, but was strongly opposed by bankers. 
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