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· After today’s Treasury auction of one-year (rising) bonds (6.75 bln),  the 10-years spread with respect to Germany was falling under 300 bp. 
· In the meantime, the stock market was widely improving, showing in particular that banks and government accounts go together, probably because a large part of general government debt is owned by domestic banks.  This is, by the way, a major difference with respect to Greece and other EMU countries under attack.
· Another difference with respect to Anglo-Saxon and other countries  too, is that Italy’s private savings are historically much higher. As a result, the ratio between household wealth and disposable income is about 8: a number which is also higher than in France and Germany, despite a recent tendency arises to reduce private savings shares because of ageing and crisis induced income problems.
· The third important difference between Italy and (other) PIIGS is that Italy’s net external debt is much lower. Of course, this is also due to the pattern of saving accounts over time.

· In the meantime, the size of Italy is large for European standards and its crisis would be an untenable menace for the Euro itself.
· Germany Government seems eventually understand that more than one year of hesitation on Greece was not useful, given that most of the Greek debt is owned  by German and French banks. The relevant stress tests should be soon applied again to German banks:  and recent evidence shows that two of them failed to pass the test in a previous, somewhat accomodating, scrutiny.
· Finally,  if the contagion spreads to Italy (and/or Spain), it is generally recognized that the Euro is really bound to collapse: an event  which is not convenient for German economy whose growth is basically sustained by manufacturing exports.
· So, the Euro is very essential for Germany, it being the only possibility of preventing devaluations by weaker countries, not longer sharing same  currency: since nothing is free, this happens at the cost of creating imbalances within the same area.
· Finally, Italy’s crisis surely reflects the weakness and the lack of credibility of  a premier like Berlusconi but also the inefficiency of his divided government: even the Finance Minister Tremonti – who gained in the past some credibility in Europe - is under attack because of several wrongdoings, made by a top level manager  (Milanese) who is also an MP and who works with him and for him at the Treasury.
· However, the opposition understands the need of approving quite soon a fiscal consolidation Law which – ignoring other details - tends to procrastinate necessary interventions: doing abouth nothing now and postponing instead most of the actions to the 2013 and 2014 years: i.e. when probably the government, after the 2013 elections,  will be different!
· Despite all of this, today the opposition agreed on discussing without filibustering the fiscal adjustment Law. This decisions has been taken as a necessary step for convincing the market that Italy is not under siege.  Looking at recent data, it seems that market approved, though ECB purchases at today’s auction certainly helped. 
· In the meantime, the opposition was asking Mr. Berlusconi to leave his office, just  after the Fiscal Law is approved. We’ll see soon what will happen both in markets and in domestic policy.
