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The political economy of Berlusconi’s tax-benefit policy: rhetoric or reality? 

 

Abstract 

The aim of this article is to shed light on Berlusconi’s political strategy to reshape the state by 
examining some of the incentives for discretionary changes in the tax-benefit system during his 
administrations. We argue that by exploiting the typically categorical and fragmented nature of the 
Italian welfare system, Berlusconi’s governments engaged in the ‘art of manipulation’ within the tax-
benefit framework, reflecting his efforts in social engineering to forge new electoral alliances. It is well 
established that redistributive programmes are the outcome of intense political decision-making, as 
they create redistributive advantages among different social groups. This article contends that, under 
the guise of economic liberalism, the Berlusconi governments devised redistributive strategies aimed 
at constructing new social constituencies to bolster and legitimize his dominant position. Although 
his governments promised a pact of ‘From Decline to Growth’ for all through tax-benefit 
redistribution, they ultimately introduced only incremental changes rather than long-term structural 
reforms. In conclusion, Berlusconi’s neoliberal ‘revolution’ was more rhetoric than reality. 
 

 

 Introduction 

 

The ‘Liberal revolution’ that brought Silvio Berlusconi to power in 1994 promised an economy 

unburdened by taxes and public debt, achieved through privatization and cuts in both public spending 

and taxes. Berlusconi’s liberal ideology, combined with his remarkable political charisma, was 

anchored in his success as an entrepreneur in sectors such as construction, publishing, private 

television, advertising, sports, and finance. He claimed to have created the liberal mass party capable 

of leading Italy into a new economic miracle. Based on his speeches before, during, and after his rise 

to power, one might have expected Berlusconi to initiate a radical departure from the past. Aligned 

with the economic liberalism of Margaret Thatcher in the United Kingdom and Ronald Reagan in the 

United States, Berlusconi appeared to believe that neo-liberal policies would be the remedy for Italy’s 

sluggish economy. The expectation was that tax cuts would stimulate the economy, with trickle-down 

effects benefiting even the least well-off, as economic prosperity would raise all boats, large and small. 

Consequently, Berlusconi’s electoral campaigns were filled with promises of significant tax cuts, a 

drastic reduction in government intervention in economic matters, and market deregulation, all of 

which he claimed would drive increased production. However, a notable feature of these policies was 

the significant gap between the ambitious measures proposed during the election campaign and their 

actual implementation. 

 

It is true that campaign promises may not always be fulfilled once political leaders assume office. 

However, comparative research shows considerable variation in the rate and timing of fulfilling these 

promises (Thomson et al., 2017). For instance, Petry and Duval (2018) find that majority governments 

with a budget surplus are more likely to honour their promises than minority governments facing a 

budget deficit. In other cases, the nature of the campaign pledge itself plays a significant role in 

determining its fulfilment. 
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Building on these lines of inquiry, this article explores two key research questions: first, did Berlusconi 

deliver on his electoral promise to reform the Italian tax-benefit system? Second, what political 

economy factors can explain the success or failure of this pledge? To answer these questions, we 

examine the political economy surrounding changes in the tax and benefit system during Berlusconi’s 

time in office. Surprisingly, this topic has been largely overlooked in the political economy literature 

on Silvio Berlusconi’s political career.  

 

Three distinct characteristics of Berlusconi’s political economy can be highlighted. First, his 1994 

government was hampered by his allies, the Lega Nord (Northern League, LN) and Alleanza Nazionale 

(National Alliance, AN), which represented overlapping class and territorial divisions. These divisions 

prevented a radical overhaul of the tax-benefit system and eventually led to the government’s swift 

collapse. Second, his efforts to build new electoral coalitions through Riker’s concept of political 

manipulation were built on shaky ground. This instability stemmed from the fragile socio-political 

alliances backing him, specifically the coalition between the ‘hard core’ of small businesses and the 

private sector on one side, and the precarious and welfare-dependent classes on the other (Amable 

et al. 2012). Third, Berlusconi’s fiscal policy aimed to woo swing voters—those with weak political 

affiliations who might switch party loyalty in response to a favourable tax reform (Profeta 2007). 

However, these swing voters were not concentrated within a particular social class but were 

distributed evenly across the electorate (Pisati 2010). Consequently, Berlusconi’s fiscal policies, which 

primarily favoured the upper classes and, to a lesser extent, the lower classes, left the middle classes 

disappointed. 

 

Our study examines the tax-benefit policies enacted by Berlusconi’s governments and their influence 

on income distribution. Over time, Berlusconi introduced several modifications to the tax-benefit 

system that directly impacted household finances. This article focuses on the most significant 

measures or those that garnered public attention (refer to Table 1 in the Appendix). 

 

The structure of the article is as follows: The first section argues that Berlusconi’s brief 1994 

government engaged in political manipulation, exploiting the class realignment occurring within 

segments of the middle class. A notable action was the introduction of a tax amnesty that primarily 

benefited his electoral base, consisting of the self-employed and small businesses. Although the 

promised flat tax was not realized, it influenced the income tax reforms of later Berlusconi 

administrations. Despite the short tenure of the first Berlusconi government, limiting its ability to 

implement major policy shifts, subsequent administrations held power longer, albeit under different 

macroeconomic conditions. 

 

The second section explores the tax-benefit changes during the second and third Berlusconi 

governments, demonstrating that the electoral promise of ‘lower taxes for all’, likely aimed at 

attracting a growing number of swing voters, ultimately favoured higher-income groups more than 

lower-income ones. The third section analyses the cash transfer policies of the fourth and final 

Berlusconi government, which took office in May 2008. Faced with the global financial crisis, the 

government’s anti-crisis measures were particularly tough on the most vulnerable, with stricter 
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criteria for income support eligibility. What had once been a rhetorical nod to the neoliberal 

economic policies of the 1980s, emphasizing a crackdown on ‘scroungers’, became a tangible reality 

in the context of the global economic downturn. 

  

 

The first Berlusconi government: a ‘new miracle’ or a new mirage? 

 

To harness the potential of the new ‘first-past-the-post’ electoral system and navigate a newly 

emerging political landscape marked by bipolar competition, Berlusconi formed a strategic electoral 

alliance in 1994. This alliance was structured as a dual coalition, aligning two distinct territorial blocs: 

the Polo della Libertà (Freedom Alliance) in the north, in partnership with the NL, and the Polo del 

Buon Governo (Alliance for Good Government) in the central and southern regions, allied with AN. 

These alliances mirrored both geographical and class divisions. The LN represented the ‘hard core’ of 

small businesses and the private sector, while AN drew support from white-collar workers and those 

reliant on state assistance. Unsurprisingly, Berlusconi’s two partners refused to form an alliance with 

each other, revealing a fundamental weakness within the coalition. This weakness was rooted in the 

overlapping class and territorial divides, highlighting the contradictory and incompatible goals of 

Berlusconi’s two political pillars: the LN, with its federalist (if not secessionist) agenda representing 

the self-employed and shopkeepers, and AN, advocating a strong, centralized state and representing 

the public sector and those dependent on state support. 

 

But why did Berlusconi risk forming such a coalition? One explanation is that he sought to capitalize 

on the extraordinary electoral volatility brought about by the emergence of the so-called Second 

Republic and the class realignment that had been evolving since the end of the Second World War. 

Research indicates that class dealignment intensified after 1994, driven by significant shifts in the 

socio-political landscape, including changes in the Italian party system, transformations in the 

international context, the decline of traditional ideologies, and widespread economic instability (Pisati 

2010). These socio-political shifts facilitated the transformation of political parties into catch-all 

entities and gave rise to new and innovative forms of political organization, such as Berlusconi’s Forza 

Italia (FI), further contributing to the trend of class dealignment. 

 

It is important to note that in the early 1990s, the trend toward class realignment included a 

significant shift within the middle class. Survey data reveal that two key segments of the middle class 

exhibited distinct political preferences: public sector employees and white-collar workers leaned 

towards the centre left, while the private sector and urban middle class (including the self-employed, 

shopkeepers, and small to medium enterprises) favoured the centre right (Pisati 2010). Although 

Berlusconi’s FI was not strictly defined by class, it drew substantial support from the private sector 

and urban middle class. During this period, these electoral groups were vocal in their demands for 

lower taxes and a reduction in the role of the state.  

 

Given this context, it is not surprising that Berlusconi made tax cuts a central focus of his 1994 election 

campaign, championing the slogan ‘Lower Taxes for All’. This slogan proved to be a compelling political 
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message, contributing to his success in the 1994 general election. As noted earlier, Berlusconi’s tax 

reform efforts were influenced by the Thatcherite and Reaganite fiscal conservatism of the 1980s and 

by shifting cultural attitudes that viewed tax cuts as the primary means of ‘shrinking the state’. As a 

result, a central issue promoted by Berlusconi’s coalition in the lead-up to the 1994 election was the 

reduction of both the burden and progressivity of direct taxes, particularly personal income tax. 

 

The fiscal measures of the Berlusconi I government were deeply intertwined with the political events 

and intense conflicts of the period. The government, which assumed office in mid-May 1994, did not 

present the economic and financial planning document for the 1995-97 period to Parliament until 

late July, citing the need to review the current year’s budgets. This delay aimed to balance the 

electoral promise of economic revitalization with the imperative to stabilize public finances, a task 

begun by the previous Amato and Ciampi administrations. Crafting the 1995 Finance Bill proved 

particularly challenging. Contrary to its campaign pledge to avoid increasing the tax-to-GDP ratio, the 

Berlusconi I government was compelled to introduce several new taxes due to the budget deficit. The 

passage of the finance bill was marked by a tumultuous parliamentary process, exacerbated by the 

ongoing fragmentation of the majority, which ultimately led to a government crisis within just six 

months. 

 

The 1995 budget bill introduced what was termed ‘extraordinary finance,’ effectively a tax amnesty 

for businesses and the self-employed. The government defended these extraordinary measures by 

pledging a thorough review of the tax system. The bill aimed to recover approximately 23,000 billion 

lire, an amount deemed sufficient to maintain the fiscal pressure at the 1994 level. Research indicates 

that the tax measures in the 1995 budget bill had a largely neutral redistributive impact, resulting in 

a 1% income loss for the poorest decile and a maximum incidence of 3% on the wealthiest decile 

(Prometeia 1994). 

 

During the election campaign, Berlusconi promised substantial tax cuts through the introduction of a 

flat-rate tax system, featuring a constant marginal rate of 33% combined with a lump-sum deduction 

to maintain progressivity. This flat-rate tax proposal, put forward by Antonio Martino—who had 

studied under Milton Friedman at the University of Chicago—ultimately did not materialize. However, 

the debate on tax system reform was significantly influenced by the 1994 White Paper from the 

Ministry of Finance, commonly known as the Tremonti White Paper, named after then-Finance 

Minister Giulio Tremonti (Tremonti 1995). This White Paper served as a foundation for the income tax 

reforms implemented during the Berlusconi II and III governments, making a brief review of its key 

points valuable (Bernardi 1995). 

 

The White Paper proposed two significant changes to the tax system: the complete abandonment of 

the comprehensive income tax model, which had become prevalent in Western countries after World 

War II but was never fully adopted in Italy; and a shift back to taxing individual sources of income with 

reduced progressivity, accompanied by a tightening of indirect taxation. Advocates argued that this 

reform would combat tax evasion and stabilize, if not increase, the overall tax-to-GDP ratio, even with 

a reduction in statutory tax rates. 
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These recommendations appeared quite radical when compared to the international reform trends 

observed in most industrialized countries since the 1980s. During this period, the prevailing approach 

emphasized the principle of ‘broadening the tax base and reducing both the number and level of tax 

rates’. The objective was to enhance the efficiency, fairness, and neutrality of tax systems (McLure 

and Zodrow 1993). 

 

Theoretical advancements in the literature on optimal taxation advocated linear income tax systems, 

which underpinned critiques of the prevailing personal income tax and influenced subsequent reform 

efforts (Mirrlees 1971, 1976). Additionally, practical concerns played a significant role in the tax 

reform movement. These concerns included difficulties in assessing self-employed income, and 

addressing the limited redistributive impact of personal income tax, as well as the disincentive effects 

on labour supply and savings. Central to this critical reassessment was the conservative ideology of 

the 1980s and evolving cultural attitudes, which viewed the revision of existing tax systems, 

particularly the reduction of the tax-to-GDP ratio, as essential for shrinking the public sector.1 

 

The Tremonti White Paper advocated a comprehensive redesign of personal income tax with two 

primary objectives: redefining the tax base and revising the tax rates and deductions. The first 

objective involved narrowing the tax base by excluding imputed income from properties and 

introducing the ‘assessment with adhesion’ method for self-employment and business income. This 

approach utilized sectoral studies to estimate a ‘presumed’ or ‘normal’ income based on known and 

declared elements such as purchases, salaries, investments, and property details. Taxpayers could 

then accept this estimated income to avoid further accounting scrutiny. This measure aimed to 

address the electorate’s demand for lower taxes, particularly among the self-employed and small 

businesses. 

 

The second objective of the White Paper was to simplify the tax rate structure by reducing the number 

of tax brackets from seven and lowering the top marginal tax rate from 51 percent, while raising the 

minimum tax rate by 10 percent. The White Paper proposed a two-rate system (27% and 40%), a flat 

rate (28%), and two different three-rate systems (20%, 30%, and 40% or 20%, 31%, and 45%). It also 

recommended increasing the base deduction from total income to benefit lower-income taxpayers 

and enhancing deductions for various family types, such as families with children and single versus 

double earners. 

 

 
1 Regarding the issue of the (in)tolerability of fiscal pressure among citizens—an influential factor in shaping Italian 
electoral choices over the past three decades—it is noteworthy that, when compared with the European average, the tax-
to-GDP ratio in the early 1990s could hardly be considered ‘excessive’ (Banca d’Italia, 1999). However, a closer examination 
of its dynamics reveals significant differences. The tax-to-GDP ratio in the mid-1990s was the outcome of a rapid 
acceleration, particularly during the decade spanning the early 1980s to the early 1990s. This rapid increase likely 
contributed to taxpayers’ perceptions of an ‘excessive’ burden: since 1980, total tax revenues had surged by more than 
10 percentage points of GDP, compared to just over 3 percentage points at the European level (Commission of the 
European Communities, 1996). 
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A range of personal income tax reforms would produce varying levels of tax relief for the same income 

level due to differences in statutory rates, bracket widths, and deductions. Despite this variety, all 

proposed schemes shared a common feature: a projected revenue loss of approximately 15 trillion 

lire (equivalent to two percentage points of the average tax rate). The Tremonti White Paper 

suggested compensating for this loss by increasing indirect taxes and levies on energy products 

(Bernardi 1995). 

 

While there was some discussion in the press about the overall framework of the reform proposed 

by the Tremonti White Paper, there was limited critical analysis of its specific details.2 However, the 

political significance of the White Paper diminished with the government crisis of December 1994. 

 

The brief tenure of the Berlusconi I government indicates a failure in political manipulation. As Amable 

et al. (2012) effectively argue, the success of neoliberal reforms hinges on the stability of the socio-

political alliances that underpin them. In his first government, Berlusconi aligned with two parties, 

the LN and AN, which represented radically different territorial and class interests. The LN’s electorate, 

primarily self-employed professionals and shopkeepers in the north, supported decentralization and 

demanded tax reductions. In contrast, AN, representing civil servants and the assisted classes in the 

southern and central regions, advocated a unitary state and increased support for the disadvantaged. 

 

The very overlapping cleavages of class and territorial political representation that Berlusconi 

exploited so effectively during the 1994 election campaign—creating the Polo della Libertà in the 

north with the LN and the Polo del Buon Governo with AN in the central and southern regions—

ultimately became his greatest liability. His first government, which began on 10 May 1994, was short-

lived, collapsing on 17 January 1995 due to the LN’s defection in December 1994 over the issue of 

federalism. This early rupture was a troubling sign for the stability of the so-called ‘new’ politics 

(Blondel and Segatti, 2003: 19). The anticipated ‘economic miracle’ proved to be nothing more than 

an illusory ‘economic mirage’. 

 

 

The second and third Berlusconi governments: from the promise of the ‘Contract with the Italians’ to 

the reality of the tax reforms  

 

Between Berlusconi’s first and second administrations, the centre-left governments pursued a policy 

of public budget consolidation, enabling Italy to join the European Monetary Union. While the centre-

left government achieved a modest reduction in the tax-to-GDP ratio during 2000-2001, the 

 
2 See Bosi (1995), Gallo (1995) and Paladini (1995). It is worth noting that Finance Minister, Franco Gallo, was already 
considering proposals to simplify the statutory tax rate structure—from seven to five brackets—alongside increases in tax 
relief, during the Ciampi government (1993-1994). Those such as Visco et al. (1988) had also formalised similar reform 
initiatives in earlier legislative proposals. 
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Berlusconi II government, in stark contrast, sought substantial tax cuts, significantly lowering both 

the level and number of personal income tax rates.3  

 

Although the first Berlusconi government was brief and thus significantly constrained in its 

achievements, the overwhelming majority secured in the 2001 elections was hailed as the dawn of a 

radical transformation—a ‘sea change’, as described by Blondel and Segatti (2003, 19). Berlusconi 

characterized this shift as follows: ‘Reducing the tax burden on individual incomes and on businesses, 

both large and small, is neither a gift nor a promise; it is a strategy for transforming our way of life. It 

represents a new horizon, a new frontier of policy... The activation of the tax lever is central to this 

government’s agenda’.4 

 

The cornerstone of Berlusconi’s administration was the 2002-2006 economic plan, entitled ‘From 

Decline to Growth’, which aimed to liberate the economy from the constraints of taxation, clearly 

targeting the private sector vote. Other key aspects of the plan included raising minimum pensions 

to garner support from the poorer segments of society and reducing public debt. 

 

The government’s economic plan pursued two primary political objectives. The first was to break with 

the past by introducing measures emblematic of the new administration, including tax cuts and 

increased public spending. However, as Onofri (2003) aptly noted, this ‘project was likely more 

desirable than feasible’, as the contradiction between reducing taxes and raising public expenditure 

soon became evident. The second objective was to appeal to swing voters, who were pivotal in 

securing electoral victories (Profeta 2007). Research indicates that the number of swing voters had 

grown substantially since 1994, largely due to the advent of the so-called Second Republic, which 

diluted class-based voting in Italy (Pisati 2010). Furthermore, the ideological vacuum left by the 

collapse of traditional parties further encouraged voter dealignment towards the political centre. 

 

The centre-right coalition’s electoral campaign reached its climax when Silvio Berlusconi signed the 

‘Contract with Italian citizens’. Five days before the 2001 general elections, during the television 

programme ‘Porta a Porta’, Berlusconi pledged that, if victorious, he would implement a series of 

reforms summarized in five key points. The foremost point in the contract was to reduce the tax 

burden across all income levels. This last-minute announcement was clearly aimed at securing votes 

as the campaign drew to a close. As Alesina (1988) suggested, the credibility of pre-election promises 

depends on how well they align with the preferences of those making them. Consequently, voters 

likely viewed Berlusconi’s proposal to cut personal income taxes as consistent with his centre-right 

economic stance, enhancing the credibility of his pledge. Survey data further indicated that swing 

voters were not confined to any particular social class but were spread across various social groups 

(Diamanti and Mannheimer 1994). 

 

 
3 Throughout the 1990s, Italy's tax-to-GDP ratio steadily rose from 39.5 percent in 1990 to 43.3 percent in 1999, 
consistently staying above 40 percent from 1991. Despite this increase, the tax burden remained largely in line with the 
average levels recorded across the 15 countries of the European Union (Bank of Italy, 1999). 
4 http://2001-2006.governiberlusconi.it/fisco_liberta.htm, viewed 10.2.2024) 

http://2001-2006.governiberlusconi.it/fisco_liberta.htm
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The proposal to reduce the burden of personal income tax aligns with the principles outlined in the 

1994 White Paper. This concept was also incorporated into the draft enabling act for tax system 

reform, which the Cabinet approved in mid-December 2001, followed by Parliament’s approval on 7 

April 2003. The act proposed replacing the existing personal income tax structure, which consisted of 

five brackets with rates ranging from 18 to 45 percent, with a new two-tier system featuring rates of 

23 and 33 percent. The progressive nature of the tax would be assured by a base deduction, adjusted 

according to income types and family situations, and decreasing as total income increased. 

Additionally, deductions for personal and meritorious expenses (tax expenditures) would be replaced 

by deductions focused on benefiting lower and middle-income groups. 

 

The enabling act’s ambiguity regarding the amount of the base deduction made it difficult to 

determine the exact revenue loss resulting from its implementation. However, the Technical Report 

accompanying the act estimated a reduction in personal income tax revenue of 21-23 billion euros, 

approximately 2 percentage points of GDP. Research suggests that these tax cuts would primarily 

benefit higher-income households, thereby exacerbating income inequality and reducing the 

progressivity of the tax system (Baldini, Bosi 2002b). In terms of efficiency, marginal effective tax rates 

would decrease for 70 percent of taxpayers, while increasing for the bottom 30 percent. 

 

The electoral promise of a system based on two tax bands, highlighted as the first point in the 

‘Contract with Italian citizens’, was never realized. However, upon taking office, the second Berlusconi 

government introduced a more moderate personal income tax reform to be implemented in two 

phases, the first in 2003 and the second in 2005. The initial phase aimed to provide personal income 

tax relief equivalent to about half a percentage point of GDP, ostensibly benefiting low- and middle-

income earners. The reform retained five tax brackets but increased the lowest rate from 18% to 23% 

while widening the income range it covered. Additionally, a set of basic deductions, known as the ‘No 

Tax Area’, was introduced, tailored to employees, pensioners, self-employed workers, and other 

income recipients. These deductions, which aimed to raise the level of tax-exempt income and shape 

the degree of tax progressivity, did not consider family circumstances, as the tax unit remained the 

individual. 

 

Research on the redistributive impact of the initial phase of the reform indicates that over 60% of the 

tax relief favoured wealthier households (those in the sixth to tenth income deciles), while the poorest 

households received minimal benefits (Baldini, Bosi 2002a). Contrary to expectations, this first phase 

of the reform had a neutral effect on the distribution of equivalent family incomes. This outcome was 

due to a slight increase in tax progressivity, which was offset by a decrease in overall tax incidence.5 

 

Due to the tax cuts introduced in the first phase, public budget constraints tightened significantly in 

2003-2004, preventing the Berlusconi II government from substantially reducing the top marginal tax 

rate from 45% to 33%. The underlying strategy was to boost economic growth through tax cuts, which 

 
5 The redistributive effect of an income tax is greater the higher the incidence (i.e., the average tax rate) and the more 
pronounced the progressivity of the tax. 
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would, in turn, enable further and permanent reductions in the tax burden. However, the pursuit of 

this goal was contingent upon strict adherence to the budgetary and debt-to-GDP ratio limits imposed 

by Italy’s membership of the European Monetary Union since 1998. 

 

As a result, the reform process stalled. Another reason for this stalemate was the anticipated 

distributional impact of the second phase of the reform, which aimed to finalize the dual-rate system 

of 23% and 33%, primarily benefiting the wealthiest households. 

 

The 2005 budget law eventually implemented the second phase of the personal income tax reform, 

albeit at a reduced cost of about €6 billion (compared to the €17 billion outlined in the enabling Act). 

The redesign of the tax system was the product of extensive negotiations among government coalition 

partners, including FI, AN, the LN and the Unione dei Democratici Cristiani e Democratici di Centro 

(Union of Christian and Centre Democrats) (Giannini, Guerra 2005). 

 

Instead of transitioning to the dual-rate model initially proposed, the second phase of the reform was 

limited to two main measures: 1) reducing the number of tax brackets from five to four, lowering the 

top rate from 45% to 43%, and adjusting the width of the brackets; and 2) converting family tax credits 

into deductions from the tax base, with a redefinition of their value. These changes led to a significant 

decrease in the redistributive effectiveness of the personal income tax due to lower progressivity and 

reduced tax incidence. Research estimated that the wealthiest 16% of taxpayers received 60% of the 

total tax relief, while the poorest 50% only gained 12.5% (Baldini, Bosi 2004). 

 

Despite the limited redistributive benefits, tax cuts remained a central theme in Berlusconi’s political 

rhetoric. For instance, during the 2008 general election campaign, Berlusconi emphasized property 

tax reform, a promise that contributed to the electoral success of the centre-right coalition. However, 

by the end of 2009, tax revenues were 1.5 GDP points higher than in 2000 (Guerra, Zanardi 2010).6 

 

 

The cash benefit policy of the second and third Berlusconi government: one step forward, one step 

back 

 

The relentless pursuit of tax cuts between 2001 and 2006 placed severe financial constraints on public 

spending. In light of the overwhelming focus on reducing taxes, the Berlusconi II government’s 

approach to cash transfers lacked a coherent long-term strategy and instead followed a piecemeal 

approach. This strategy mirrored the categorical nature of the Italian welfare system, which typically 

caters to specific social groups. A notable characteristic of the Berlusconi II government was its 

significant retreat from the welfare reform process initiated in 1997 by the Commission for the 

 
6 It is important to note that the tax-to-GDP ratio depends on factors that are difficult to quantify (e.g. the elasticity of the 
revenue to changes in GDP, the effects of the fight against tax evasion, etc.). 
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Analysis of the Macroeconomic Compatibility of Social Expenditure, commonly known as the Onofri 

Commission.7 

 

The primary transfer policy of the Berlusconi II government centred on cash redistribution (Pisano, 

Toso 2010). These cash transfers, typically targeted at specific social groups, clearly signalled 

Berlusconi’s intent to appeal to particular voter blocs. This approach was far from novel; Italian 

politicians have leveraged cash transfers for electoral gains since World War II, exploiting the 

fragmented and categorical structure of the country’s welfare system (Ferrera 1993; Saraceno et al 

2022). Berlusconi was no exception. His most significant categorical benefit was the increase in the 

minimum pension to €516 per month (the well-known ‘one million lire a month’), which, on average, 

translated to just a €50 monthly increase per person. This policy was designed to secure the support 

of the elderly, continuing the long-standing tradition of using pension reforms as a tool for consensus-

building in Italy (Natali and Rhodes, 2005). Another notable cash benefit, albeit more symbolic, was 

the 2003 ‘baby bonus’—a one-time universal allowance of €1,000 for second and subsequent 

children born that year. Though the allowance was not renewed the following year, it was reinstated 

retroactively in 2006, with eligibility now tied to a means test based on family income. 

 

The redistributive impact of the ‘one million lire per month’ pension increase and the baby bonus was 

minimal, particularly given the categorical nature of these policies. The Commission of Inquiry on 

Social Exclusion (2005) estimated that approximately 1,320,000 individuals benefited from the 

pension increase. The majority of these beneficiaries were women and former self-employed 

pensioners, a demographic that largely supported Berlusconi. Similarly, the baby bonus, initially 

promoted as a crucial measure to boost birth rates, proved disappointing. In its first year, it reached 

no more than 250,000 families, falling short of its goals of both encouraging childbirth and alleviating 

the costs associated with raising a child. Moreover, the baby bonus had limited redistributive effects 

due to its modest size, despite being aimed at low-income families and extended to first-born children 

in 2005-2006 (Istat 2003). 

 

The tax and benefit measures implemented by the Berlusconi II and III governments were not only 

less generous but also less redistributive compared to those introduced by the centre-left 

governments of Romano Prodi, Massimo D’Alema, and Giuliano Amato from 1996 to 2001. While the 

centre-left reforms modestly improved the disposable incomes of lower- and middle-income groups, 

the gains under Berlusconi’s administrations were evenly distributed across all income levels. When 

considering absolute changes, Baldini et al. (2007) estimate that about half of the income gains 

accrued to the wealthiest 40 percent of households. These data indicate that the Berlusconi II and III 

 
7 The Onofri Commission's final report in 1997 outlined three key priorities: restructuring social security spending by 
reducing pensions and increasing social assistance and safety nets, redesigning anti-poverty policies with a focus on 
selective universalism, and shifting spending from cash benefits to in-kind benefits. However, the Berlusconi II government 
did not address these priorities. Moreover, due to the limited resources allocated to social assistance, some of the 
Commission's key recommendations, such as establishing a minimum income scheme to combat poverty and introducing 
a public long-term care programme, were postponed. For a retrospective analysis, ten years later, of the largely unfulfilled 
reform proposals of the Onofri Commission, see Guerzoni (2010). 
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governments prioritized reducing the tax burden uniformly across all income classes rather than 

focusing on income redistribution (Revelli 2011). This strategy helped Berlusconi appeal to voters 

across the income spectrum, likely in response to the increasing number of swing and undecided 

voters in all societal sectors (Diamanti and Mannheimer 1994). 

 

The cash transfer policy of the period was significantly influenced by a series of rulings by the 

Constitutional Court, which frequently addressed disputes between central and local governments 

concerning social policy. For instance, the Court invalidated regulations intended to implement the 

Reddito di ultima istanza (‘Income of Last Resort’, RUI), a minimum income scheme designed to 

replace the Reddito minimo di inserimento (‘Minimum Insertion Income’, RMI). The RMI had been 

piloted in various regions by the previous centre-left administrations but was subsequently not 

renewed by the Berlusconi government, which had criticized it. The Court’s decision was based on its 

finding that earmarked funds could not be transferred to the regions (Mulè and Toso 2023). 

 

 

The fourth Berlusconi government: Americanising policies to combat poverty  

 

The fourth Berlusconi government, which assumed office on 7 May 2008, was quickly confronted with 

the most severe economic crisis in sixty years, which had profound and enduring impacts on the 

public finances of advanced economies. The welfare measures implemented by the Berlusconi IV 

administration from 2008 to 2011 were designed to address this economic and financial emergency, 

which became evident in the latter half of 2008. These measures included timely interventions aimed 

at supporting consumption and household income. 

 

In 2009, the government introduced several anti-crisis measures, including the Family Bonus, a cash 

allowance for low-income families. Other initiatives included a guarantee fund for subsidized bank 

loans for families with children born or adopted between 2009 and 2011; the extension of family 

allowances to self-employed workers meeting specific criteria; a small fund to assist low-income 

families with rent, and utility discounts for impoverished households. The Family Bonus was allocated 

approximately €2.4 billion, while the additional measures received €400 million. Both the Family 

Bonus and the supplementary measures were designed to support poorer households.8 

 

The most notable cash transfer initiative was the Carta Acquisti (the so-called Social Card), introduced 

in 2008 and prominently featured in Decree-Law No. 112/2008. This voucher allowed recipients to 

purchase food, household utilities, and medicines. The card functioned as a prepaid, rechargeable 

card with a magnetic stripe, similar to an ATM card, and provided beneficiaries with a monthly credit 

of €40. Eligibility for the Social Card was means-tested and restricted to Italian citizens and residents 

aged 65 and over, or children under the age of three. This stringent citizenship requirement was 

 
8 According to the Commission of Inquiry into Social Exclusion (2009), the Family Bonus lifted about 77,000 households 
out of relative poverty, while the electricity bonus benefited almost entirely (90 percent) households belonging to the 
three poorest deciles of the equivalent disposable income distribution. 
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clearly intended to exclude immigrants, reflecting the principles of the Bossi-Fini immigration law of 

2002.9 

 

In the 2009-2010 biennium, approximately 734,000 individuals aged 64 and over benefited from the 

Social Card, with total expenditure reaching around €550 million. Research suggests that the Card 

served more as a political tool for building consensus than as an effective strategy for income support 

for the poor (Beltrametti 2008; Pennacchi 2008; Pesaresi 2009). The Commission of Inquiry on Social 

Exclusion (2009) estimated that out of approximately one million living in absolute poverty fewer than 

50,000 households were lifted above the poverty line. Although the Social Card was well-targeted, 

with 60% of the expenditure directed toward the poorest decile, its low distributional impact was due 

to the modest amount provided—just over one euro per day per recipient—and the restrictive criteria 

for eligibility. 

 

Rather than mirroring the minimum income policies found across Europe, the Social Card resembled 

forms of compassionate welfare typical of systems like those in the United States. Giulio Tremonti, 

then Minister of the Economy and Finance, asserted that the Card was inspired by the US Food Stamp 

Program (renamed Supplemental Nutrition Assistance Program in 2008), which began with the early 

US welfare system before being renewed in the 1960s under President Lyndon Johnson (Astori 2008). 

However, unlike the Food Stamp Program, the Social Card lacked universal coverage, offering a very 

limited monthly amount, and did not account for regional variations in the cost of living. Additionally, 

it was not conditional on work requirements, as it primarily targeted the elderly. Consequently, the 

Social Card inherited some of the less favourable aspects of its US counterpart, including stringent 

economic eligibility criteria, high administrative costs, and potential social stigma for beneficiaries. 

 

 

Conclusions 

 

This article has sought to illuminate the political economy of Berlusconi’s administrations by 

examining the discretionary alterations in the tax-benefit system intended to recalibrate the state and 

alleviate the burdens on the labour market and Italian competitiveness of excessive fiscal pressure. 

Berlusconi’s persistent electoral promise of ‘lower taxes for all’ envisioned a flat-rate income tax, 

inspired by the conservative policies of Thatcher and Reagan in the 1980s. However, this promise of 

a flat-rate income tax was never realized under Berlusconi’s governments. Beyond the inevitable gap 

between electoral pledges and actual policy, we identified three primary political economy reasons 

for this failure. 

 

First, the brief tenure of the Berlusconi I government rendered it largely ineffective, primarily due to 

the internal divisions within his coalition, which undermined its cohesion. Second, the Berlusconi II 

 
9 As Geddes (2008) points out, despite the harsh and illiberal discourse of the Berlusconi governments, there was an 
unprecedented increase in Italy’s legally resident foreign population between 2002 and 2006. 
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and III governments were constrained by Italy’s obligations under the European Monetary System. In 

this context, his promise of a sweeping reduction in income tax was scaled back to incremental cuts, 

which proportionally reduced the tax burden across all income levels. We contend that Berlusconi’s 

fiscal policy was designed to appeal to the growing number of swing voters, who were distributed 

across all social classes. Third, by the time of his fourth government in 2008, Berlusconi had shifted 

focus from reducing personal income tax to lowering property taxes. In the weeks leading up to the 

onset of the financial and Eurozone crises, he fulfilled his 2008 electoral pledge by abolishing the 

municipal property tax on residences. Given that over 80% of Italian households owned their homes, 

this measure significantly bolstered Berlusconi’s electoral success. 

 

The most notable anti-crisis measure introduced by Berlusconi’s final government in 2008 was the 

Sociali Card. However, its impact was minimal due to both its limited financial support and the narrow 

scope of its eligibility criteria. The highly selective nature of the Card made it comparable to the 

compassionate welfare programmes typical of U.S. social protection systems. In this respect, 

Berlusconi’s initiative to Americanize the Italian benefits system reflected the neoliberal principles of 

the 1980s, characterized by means-tested benefits, selective eligibility, and modest cash allowances. 

 

In conclusion, although Berlusconi’s promise of a transformative overhaul of the tax-benefit system 

resulted in only incremental policy changes, his impact on tax policy should not be underestimated. 

It is noteworthy that the idea of a flat-rate income tax has remained a fixture on the political agenda 

of successive right-wing governing parties, including Fratelli d’Italia (Brothers of Italy) in the lead-up 

to the 2022 general election. Thus, while Berlusconi’s tax and benefit policies demonstrated a 

considerable disparity between rhetoric and reality, they have nonetheless left a lasting influence on 

recent and potentially future administrations. 
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Appendix 

 

Table 1. The four Berlusconi Governments. Coalitions, Finance Ministers, main tax-benefit policies 

Government Berlusconi I  

11 May 1994 - 17 
January 1995 

Berlusconi II  

11 June 2001 - 23 
April 2005 

Berlusconi III  

23 April 2005 -17 
May 2006 

Berlusconi IV  

8  May 2008- 16 
November 2011 

Government 
coalition 

Forza Italia, Alleanza 
Nazionale-
Movimento Sociale 
Italiano, Lega Nord, 
Centro Cristiano 
Democratico 

Forza Italia, Alleanza 
Nazionale, Centro 
Cristiano 
Democratico-
Cristiani Democratici 
Uniti/Unione dei 
Democratici Cristiani 
e Democratici di 
Centro, Lega Nord, 
Nuovo Partito 
Socialista Italiano, 
Partito Repubblicano 
Italiano, Indipendenti 

Forza Italia, Alleanza 
Nazionale, Unione 
dei Democratici 
Cristiani e 
Democratici di 
Centro, Lega Nord, 
Nuovo Partito 
Socialista Italiano, 
Partito Repubblicano 
Italiano. 

Popolo della Libertà, 
Lega Nord, 
Movimento per 
L’Autonomia, 
Indipendenti (until 
10 July2010); Popolo 
della Libertà, Lega 
Nord, Movimento 
per L’Autonomia, 
Indipendenti, Futuro 
e Libertà Per L’Italia 
(until 14 December 
2010); Popolo della 
Libertà, Lega Nord, 
Popolo e Territorio, 
Coesione Nazionale, 
Indipendenti (until 6 
September 2011); 
Popolo della Libertà, 
Lega Nord, Popolo e 
Territorio, Coesione 
Nazionale Grande 
Sud, La Destra, 
Partito Repubblicano 
Italiano, 
Indipendenti. 

Finance Minister Giulio Tremonti Giulio Tremonti (10 
June 2001-3 July 
2004); Silvio 
Berlusconi ad interim 
(3 July 2004-16 July 
2004); Domenico 
Siniscalco (16 July 
2004) 

Domenico Siniscalco 
until 22 September 
2005; Giulio 
Tremonti 22 
September 2005 -5 
May 2006; Silvio 
Berlusconi ad interim 
5 May 2006 

Giulio Tremonti 

https://it.wikipedia.org/wiki/Domenico_Siniscalco
https://it.wikipedia.org/wiki/Silvio_Berlusconi
https://it.wikipedia.org/wiki/Silvio_Berlusconi
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Main 
tax-
benefit 
policy 

Assessment with 
adhesion (tax 
settlement) for 
taxpayers with 
business or self-
employment 
income 

Increase of minimum 
pension 

Baby bonus (one-off 
universal allowance of 
€1,000 for new babies 
born after the first) 

Reform of personal 
income tax (step 1): new 
scale of statutory tax 
rates and new system of 
basic deductions 
differentiated by source 
of income in place of 
the pre-existing tax cuts 

 

Reform of personal income tax 
(step 2): reduction in the 
number of statutory tax rates 
from five to four, top rate from 
45 to 43 percent and reshaping 
of the breadth of the brackets; 
transformation of the tax cuts 
for families into deductions 
from the tax base 

Failure to implement the 
Reddito di ultima istanza 
(‘Income of Last Resort’), the 
minimum income scheme that 
was supposed to replace the 
Reddito minimo di 
inserimento, (‘Minimum 
Insertion Income’) in force on 
an experimental basis since 
1999. 

 

Family Bonus (a cash 
allowance for low-
income families) 

Guarantee fund for 
bank loans at 
subsidised rates for 
families with children 
born or adopted 
between 2009 and 
2011 

Extension of family 
allowances (normally 
reserved for 
households of middle-
income workers) to 
self-employed workers 
who comply with 
criteria deriving from 
studi di settore 
(sectoral studies) 

Small fund to help low-
income families pay 
rent, and a discount on 
utilities for poor 
families 

Carta Acquisti (Social 
Card) 
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