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MINISTRY OF ECONOMY AND FINANCE III 

INTRODUCTION 

Over the past fifteen months, Italy has gone through a complex phase, in 

which strong international turbulence was compounded by a marked discontinuity 

in national politics and in the most important economic choices. The new 

government has just been established in a context of low growth and continued 

social difficulties. Despite the important measures recently adopted, inequalities 

within our society remain acute and we face demanding challenges. Nevertheless, 

the resilience that Italy has also shown in the most sensitive economic, financial 

and institutional times provides a strong baseline. Tensions in domestic financial 

markets have returned and the European Union seems to have recovered more 

unity of intent to respond to internal and external challenges.  

In this context, Italy can and must make a decisive contribution to the 

recovery of an inclusive and sustainable development path at the European level. 

The new government was quickly formed and had to update the DEF and set up 

the imminent budget session in a very short time. This Document therefore 

focuses on the most important points of the economic policy and reform strategy 

of the new government. While the next National Reform Programme will provide 

for a more comprehensive discussion of all aspects of this strategy, we are 

convinced that we can already give a shift to economic policy with the 

forthcoming Budget Law, and that there is an opportunity to make strong reforms 

and prepare a real relaunch of the Italian economy. 

The low growth of the Italian economy is the result of long-standing 

structural problems, as well as more recent factors. These include, among others, 

protectionist winds, which are especially damaging to countries open to foreign 

trade such as Italy, international tensions and the slowdown of major emerging 

economies. The uncertainty of the internal political framework has contributed 

to the weakening of consumption and investment, and thus to the growth rate of 

the economy. 

In fact, the worsening of the macroeconomic framework and some 

particularly onerous spending policies put pressure on the public budget; to 

offset this fact the last Budget Law further increased the VAT clauses to over € 

23 billion in 2020 and close to € 29 billion in the following year. Finally, the 

worsening economic outlook and the recurrent doubts about acceeding to the 

single currency by some political figures contributed to reducing investor 

confidence, leading to a significant increase in the cost of public debt, the most 

unproductive component of government expenditure. For this reason, it was also 

important to avoid the excessive deficit procedure. 

In this context, the new Government has the objective of restoring growth 

while ensuring the balance of public finances and Italy’s positive participation in 

the European project. Economic policy lines will aim at strengthening the 



 UPDATE OF THE ECONOMIC AND FINANCIAL DOCUMENT 2019 

IV MINISTRY OF ECONOMY AND FINANCE 

economy as well as increasing the growth potential of the Italian economy, which 

has, for at least two decades, suffered from low productivity dynamics and 

equally unsatisfactory population growth. 

An Italian and European Green New Deal, aimed at combating climate 

change, energy conversion, the circular economy, environmental protection and 

social and territorial cohesion, will be crucial for the Government’s development 

strategy. The Green New Deal will be part of the approach to promoting 

equitable and sustainable well-being, which has been introduced in economic and 

financial planning in Italy in advance of other European countries, and which the 

Government intends to reinforce in all its dimensions. 

The tools to achieve these objectives are: (i) to increase public and private 

investment, with particular emphasis on those aimed at fostering innovation, 

environmental sustainability and enhancing physical, intangible and social 

infrastructure, starting from nursery schools; (ii) the reduction of the tax burden 

on labour; (iii) a comprehensive plan of reforms aimed at improving the 

productivity of the economic system and the functioning of public administration 

and justice; (iv) combating tax and contribution evasion and the digitalisation of 

payment systems in order to ensure greater fairness between taxpayers, but also 

a better functioning of product and service markets and (v) policies to reduce 

unemployment, starting with youth and female unemployment; and social, 

territorial and gender inequalities, including by improving the quality of public 

services. 

In this perspective, public investment will be increased in the next Budget 

Law and the Government will strive to accelerate its implementation. In 

addition, two new investment funds, allocated to State and local authorities, will 

be introduced for a total amount of at least 50 billion over a multi-annual period, 

which will be combined with and provide continuity for the funds set up by the 

last three Budget Laws. The resources will be allocated to implement projects for 

urban regeneration, energy conversion and incentives for the use of renewable 

sources.  

Public investment will be also directed at reducing the gap between the 

South and North of the country, which is central to the Government’s economic 

policy strategy. Without recovery in the South of the country and without its 

integration into the more lively dynamics of the country’s productive and social 

fabric, the Italian economy will not be able to reach its potential for sustainable 

growth. 

As stated above, the long-term strategy aims to increase the productivity of 

the economic system as a whole, make it easier and attractive to invest in Italy 

for domestic and foreign companies, and ensure that young people find 

appropriate job opportunities and that their experiences abroad, which are 

positive, do not become a permanent choice and thus a loss for the Italian 

economy and society. 

An advanced economy also relies on a modern, efficient and transparent 

financial system. In recent years, the most important bank crises have been 

addressed  by safeguarding the interests of small savers. Banks have divested a 
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significant share of non-performing loans and the credit deterioration rate has 

fallen to pre-crisis levels. The challenge is now to promote further strengthening 

of the banking sector and to expand other channels of access to credit and the 

capital market for small and medium-sized enterprises, together with the process 

of growth and internationalisation. To this end, the Government will engage in a 

strategy that is coherent with European rules and with strong support for the 

completion of the capital markets union.  

The Government’s economic policy will develop along a multiannual horizon, 

also in the light of the need to place the public debt ratio to GDP on a clear 

downward path. The decline in the debt ratio will be pursued in the first place 

through the gradual convergence of the deficit towards the MTO, economic 

recovery, the reduction of the cost of debt financing and a realistic privatisation 

programme. 

A priority objective of budgetary consolidation over the next three years will 

be avoiding the tightening of the tax burden under unchanged legislation. In this 

first exercise, in addition to avoiding the burden of €23 billion VAT on 

consumption and on growth and employment, the Government intends to start 

reducing the tax burden on labour, refinance public investment and facilitate 

access to pre-school education for households.  

The composition of the next and the following Budget Law will be guided by 

the revitalisation of growth and employment, equity and social inclusion and 

environmental sustainability. To achieve these objectives, action will be taken on 

a spending review, tax benefits and fighting tax evasion. This is a challenging task 

due to the high burden faced by households and businesses that do not evade 

taxation and given the difficulty of effectively reviewing and upgrading 

expenditure in a limited timeframe. 

Italy’s economic policy strategy will have a strong European projection. The 

Government intends to support the development and revitalisation of the 

integration process in the direction of growth, sustainability and inclusiveness. 

Italy’s participation in the Economic and Monetary Union is essential for the 

stability and welfare of the country. The euro area’s resilience during the crisis, 

thanks in particular to the crucial role played by the European Central Bank in 

preserving its integrity, was a decisive factor in Italy’s resilience. At the same 

time, the incomplete nature of the Economic and Monetary Union and the limits 

and asymmetry of tax rules have helped to extend the impact of the crisis and to 

tighten the adjustment path for countries like Italy.  

In the current economic phase, it is particularly important for the European 

Union to equip itself with the appropriate means to address not only the cyclical 

downturn, but also the challenges of inclusive and sustainable growth. In 

particular, an expansionary approach to the aggregate fiscal stance of the euro 

area, which appears to be a necessary complement to the accommodative 

monetary policy pursued by the European Central Bank, should go hand in hand 

with the necessary reforms aimed at deepening the Economic and Monetary 

Union. These reforms include the introduction of a euro area fiscal capacity to 

support investment and macroeconomic stabilisation; improving and simplifying 



 UPDATE OF THE ECONOMIC AND FINANCIAL DOCUMENT 2019 

VI MINISTRY OF ECONOMY AND FINANCE 

the Stability and Growth Pact to support investment and ensure its counter-

cyclical function; completion of the Banking Union as a result of the introduction 

of a European deposit guarantee; tackling tax avoidance and evasion and unfair 

competition between national tax systems within the single market. Along these 

lines, Italy intends to play a new role and to display a capacity for proposals and 

initiative. 

We are therefore facing demanding challenges and an ambitious agenda that 

we want to achieve through the active involvement of citizens and the social, 

productive and intellectual forces of the country. It is our belief that Italy has 

great human capital and an industrial fabric that in recent years has begun to 

grow and invest again, as well as a financial situation which, although 

characterised by a high public debt, has considerably improved in recent years, 

particularly in terms of the net external position. 

 

 

      Roberto Gualtieri 

     Minister for Economy and Finance 
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I. OVERALL FRAMEWORK AND FISCAL POLICY 

OBJECTIVES 

I.1 RECENT TRENDS AND PROSPECTS FOR THE ITALIAN ECONOMY 

The first half of 2019 saw a slight pick-up in economic activity after the 

downturn in the second half of 2018. However, both the low level of recovery of 

GDP compared to the fourth quarter of 2018 (0.15 percentage points in real 

terms)1, and the persistence of substantial weakness of the short-term indicators 

for the remainder of the year, lead to a reduction in the annual real GDP growth 

forecast to 0.1 percent, from 0.2 in the DEF. 

As a result of low inflationary pressures and on the basis of the data from the 

first semester, the change in the GDP deflator is also slightly reduced. Overall, the 

nominal growth estimate for 2019 falls to 1.0 percent, from 1.2 percent of the 

DEF. 

The substantial stagnation in economic activity in 2019 would be the result of 

weak domestic demand growth, a marked decumulation of inventories by 

companies and a positive net contribution to growth by external trade. In fact, 

the growth rate of household consumption (0.4 percent on average per year) 

would be at the lowest level since 2014 and the pace of increase in investment 

would descend compared to 2018. 

 

FIGURE I.1: GROSS DOMESTIC PRODUCT (% change) 

 
Source: ISTAT. 

 
1 Cumulated change of Gross Domestic Product in real terms from the fourth quarter of 2018 to the second 

quarter of 2019 according to data published by ISTAT on 30 August 2019. 
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Export growth in the first semester was more dynamic than in 2018. Although 

exports would decelerate in the second half of the year, weak import growth 

would result in a net foreign trade impact on GDP growth of 0.6 percentage 

points. Thanks also to a favourable trend in energy prices and other import prices, 

the current account surplus of the balance of payments would rise this year to 

2.7 percent of GDP, from 2.5 percent in 2018. 

The slowdown in GDP growth from the first half of last year was driven by the 

manufacturing sector, which had seen a strong expansion in 2017. Within the 

manufacturing sector, during the first seven months of this year production and 

exports of non-durable consumer goods developed positively, while capital goods, 

consumer durables (cars in particular) and intermediate products suffered a 

contraction. It should be noted, however, that in terms of manufacturing output 

in 2019, Italy kept pace with the rest of the euro area and fell significantly less 

than in Germany. 

On the other hand, the performance of the services sector has been 

significantly weaker in Italy than in the other countries of the euro area. In the 

first half of 2019, for example, the value added of trade, transport, 

accommodation and catering (the largest component of the services sector) 

contracted by 0.3 percent compared to the same period in 2018, while in the euro 

area it increased by almost 1.8 percent. The construction sector in the first half of 

the year saw an average growth of 3.3 percent of value added, but was also below 

the euro-area average (4.1 percent). 

Overall, therefore, the most recent developments confirm that industry, 

despite being negatively affected by international production and international 

trade, has not declined in comparision to other euro area countries, while the 

other components of supply, in particular services, are more affected by the low 

growth of domestic demand. 

In assessing the short-term cyclical outlook, it should be noted that 

manufacturing companies’ assessment at an international level remain pessimistic 

and industrial production decreased recently also in the U.S. and China. The 

services and construction sectors, as mentioned, supported the growth of the 

European economy, but they are showing signs of slowing down. Geopolitical 

factors, from the ‘tariff war’ to tensions in the Middle East, from the risk of a no-

deal Brexit to that of a supply shock on the oil market, concern businesses and 

consumers and have already led to a fall in investment and durable consumption 

in major economies. 

In the face of this worsening of the economic cycle, the intonation of 

monetary policy in the U.S., Europe and other major countries, including China, 

has returned accommodative, first through communications to the markets and 

then through concrete decisions, such as those announced this month by the ECB 

and the Fed. Thanks to this turning point, financial conditions have significantly 

improved, both in terms of quotations in stock markets and in terms of short- and 

long-term interest rates. The spreads on corporate and bank bonds have 

significantly narrowed and, as regards Italy, the spread against the Bund has 

almost returned to the average level of the first four months of 2018, with a ten-

year return at the lowest level ever recorded. 

The prevailing view among international institutions and policy makers is that 

a fiscal stimulus should be introduced in Europe, not only to counter cyclical 
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weakening but also to address structural challenges such as the lack of public 

investment, climate change and social tensions, and to build a new paradigm of 

socially and environmentally sustainable growth, based on technological 

innovation and skills development. 

It is well known that fiscal policy is slow in reacting and sometimes late in 

relation to cyclical phases. However, the experience of 2009 shows that rapid and 

targeted fiscal policy interventions can be effective during sharp falls in economic 

activity and are therefore insurance against tail risk and financial policies. 

Moreover, with regard to the euro area, there is no doubt that the fiscal space for 

accommodation exists, especially in the case of countries with budget surpluses. 

With reference to the Italian economy, the most recent assessments based on 

internal nowcasting models indicate GDP growth at around zero in the third 

quarter and a range of 0.0 to 0.2 percent for quarterly growth over the last three 

months of the year. As the growth estimate for the first half of 2019 in the DEF 

was substantially confirmed, it is the downward revision of the performance of the 

second semester that caused the slight reduction of the average annual growth 

forecast. 

I.2 MACROECONOMIC SCENARIO AND PUBLIC FINANCE UNDER 
UNCHANGED LEGISLATION 

The recovery of Italian financial markets is a very positive development for 

the national economy, as it derives not only from international factors, but also 

from the agreement with the European Commission that avoided the excessive 

deficit procedure and the reorientation of the foreign and budgetary policy of the 

country in favour of European integration, the deepening of the Monetary Union 

and the sustainability of public finances. If the perception of reduced uncertainty 

highlighted by the shrinking of the sovereign spread will also expand from 

financial markets to consumers and businesses, and if it will result in increased 

demand for credit, domestic demand could also be strengthened even in an 

international framework that is still challenging. 

However, as mentioned above, the cyclical indicators do not yet show a clear 

reversal of the international cycle. Moreover, the carry-over of growth in 2019 

over the coming year is much lower than expected in the DEF. As a result, 

projected real growth for 2020 under unchanged legislation is revised downwards 

from 0.8 to 0.4 percent. 

The exogenous variables of the forecast, which were assessed in early 

September, show expected levels of exchange rates and the oil price only slightly 

changed in comparison with the DEF. On the other hand, global GDP growth and 

international trade forecasts are far more unfavourable, while the expected levels 

of interest rates and yields on government bonds are much more favourable. 

As set out in detail in Chapter II of this Document, the overall impact of 

changes in exogenous variables on GDP growth is -0.1 percentage points this year, 

zero for 2020 and strongly positive for 2021 and 2022, even with all risks that 

characterise a multiannual forecast horizon. The fact that international external 

variables worsen overall in 2020 while those most driven by internal factors (such 
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as the spread) improve suggests that a relative shift in the growth of aggregate 

demand from abroad to domestic components should occur. 

 
TABLE I.1: MACROECONOMIC FRAMEWORK UNDER UNCHANGED LEGISLATION 

 (percentage changes unless otherwise indicated) 

 
2018 2019 2020 2021 2022 

GDP 0.8 0.1 0.4 0.8 1.0 

GDP deflator 0.9 0.9 1.9 1.5 1.5 

Consumption deflator 0.9 0.8 2.0 1.7 1.5 

Nominal GDP 1.7 1.0 2.3 2.3 2.5 

FTE employment (2) 0.8 0.5 0.2 0.5 0.7 

LF occupation (3) 0.8 0.5 0.3 0.5 0.7 

Rate of unemployment 10.6 10.1 10.2 9.8 9.5 

Current account balance (% of GDP) 2.5 2.7 2.8 2.7 2.6 

(1) Any inaccuracies result from rounding. 

(2) Employment expressed in terms of full time equivalent units (FTE). 

(3) Number of persons employed based on a sample survey of the labour force survey. 

 

It should also be recalled that the trend scenario under unchanged legislation 

incorporates a VAT increase of € 23.1 billion from January 2020 and a further 

increase of € 5.6 billion starting January 2021. The negative impact of the VAT 

increases on GDP growth estimated with the Treasury’s econometric model (ITEM), 

taking into account the delayed effects, is just over 0.4 percentage points in 2020, 

0.6 in 2021 and 0.1 in 2022. The estimated impact on the GDP deflator is 0.52 

points in the first year, 0.12 in the second and -0.14 in the third year. 

In the model simulation, initially the increase in VAT is completely passed 

through to prices and the prices are adjusted thereafter on the basis of a possible 

decline in demand. Currently, no alternatives are available to rigourously quantify 

the impact of VAT increases. If the initial pass-through on prices was lower than 

assumed (because firms could anticipate the demand response to price changes), 

the impact on consumption could be lower. In the short run, real GDP growth 

could be higher than estimated, but nominal GDP as a whole could grow to a 

lesser extent. In the formulation of the trend scenario, a basic coherence is 

maintained with the simulations carried out using the ITEM model, but an 

incomplete pass-through and, therefore, a faster adjustment of prices and key 

macroeconomic variables because of the increase in VAT was assumed. 

 

The 2019-2020 macroeconomic framework under unchanged legislation was 

validated by the Parliamentary Budget Office on 23 September, following the 

usual interaction with the Treasury Department of the Ministry of Economy and 

Finance. 

For 2021-2022, the projected trend of real GDP growth for 2021 remains at 

0.8 percent, while that for 2022 rises slightly to 1.0 percent from 0.8 percent of 

the DEF. Based on changes in exogenous variables, projected growth rates for 

2021-2022 could be significantly higher. However, a more limited revision to 2022 

was chosen in view of the economic and geopolitical risks mentioned above and 

the fact that potential GDP growth in the trend scenario, estimated according to 
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the methodology agreed at the EU level, does not exceed 0.6 percent within the 

forecast horizon.2 

 

Turning to public finances, the planned profile of general government net 

borrowing improves significantly in comparison with the projections of the DEF. 

The improvement for 2019 was reflected in the draft law amending the budget. 

Compared to the early July projections, the update of the general government 

economic account of this Document revises the estimate of tax revenues 

downwards in view of the most consolidated monitoring data. In light of the 

revision of the annual accounts published by ISTAT on 23 September, the starting 

point is a slightly higher 2018 deficit than previously estimated, at 2.2 percent 

instead of 2.1 percent of GDP. The evolution of the public finance framework 

under unchanged legislation for the years 2019-2022 of this Document reflects the 

slowdown of growth prospects in the short run compared to the DEF projections of 

April. It also takes into account the results of the monitoring of public finances 

and the impact of the measures taken by the previous government after the DEF. 

As a result of the above factors, the estimate of general government net 

borrowing in 2019 is revised from 2.4 percent of GDP in the DEF of April to 

2.2 percent, thanks to the improvement of the primary surplus as a ratio of GDP 

by around 0.1 percentage points (from 1.2 percent of GDP in the DEF to 

1.3 percent) and to the decline in interest payments as a ratio of GDP (from 

3.6 percent in April to 3.4 percent).3 

For the years 2020-2022, there is a marked reduction in net borrowing under 

unchanged legislation, up to a nominal deficit of 0.9 percent of GDP at the end of 

the period, which compares to the policy-scenario with a net borrowing objective 

of 1.5 percent of GDP in the DEF of April. The primary surplus would increase to 

1.9 percent of GDP in 2020, 1.9 percent in 2021 and 2.0 percent in 2022, thanks to 

stronger growth in tax revenues and lower primary expenditure dynamics. The 

ratio of interest payments to GDP would fall to 3.2 percent in 2020, 3.1 percent in 

2021 and 2.9 percent in 2022, given a trend in yields on securities that were 

significantly lower than assumed in the DEF.4 

As regards the structural budget balance, this year there will be an 

improvement of 0.3 percentage points, from -1.5 percent of GDP in 2018 

to -1.2 percent. The structural balance under unchanged legislation would thus 

improve by 0.7 percentage points in 2020 and 0.1 in 2021 and then remain 

unchanged at -0.4 percent in 2022. 

 
2 The potential growth of Italy estimated by the Treasury Department in line with the methodology agreed 

at the EU level was higher in previous editions of the DEF, reaching 0.8 percent over the period considered. This 
reflected higher, actual and expected, growth rates for key macroeconomic variables, including at the 
international level. 

3 In verifying the consistency of the data mentioned in the text, it should be kept in mind that these reflect 
rounding to the first decimal place. 

4 It is recalled that, as is established practice, the projections of interest payments on general government 
debt are based on the average yield curve recorded in the weeks preceding the forecast closure. Given these 
average levels, the implicit yields are calculated for the remainder of the year of 2019 and for the three-year 
period 2020-2022. Since the beginning of June, market yields have fallen sharply and this has a positive impact 
not only on economic forecasts, but also on projections of interest payments. 
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The European Commission, following the new Ageing Report 2018, revised the 

Medium Term Objective (MTO) for Italy to a structural surplus of 0.5 percent of 

GDP. 

 

Turning to general government debt, on 23 September, ISTAT revised upwards 

the nominal GDP level of previous years.5 This in itself would have led to a 

downward revision of the debt-to-GDP ratio at the end of 2018 to 131.5 percent 

(from the previous estimate of 132.2 percent). However, on the same date, the 

Bank of Italy issued a new series of public debt aligned with the new Eurostat 

government deficit and debt manual.6 The new data revised the public debt 

upwards as a result of a redefinition of the perimeter of the general government 

and of the changes made to the interest assessment criterion relating to postal 

interest-bearing bonds (Buoni Postali Fruttiferi, BPF), which have been 

transferred to the MEF following the conversion of Cassa Depositi e Prestiti into a 

public limited company in 2003.7 The last series of these instruments will expire in 

2033, but it should be recalled that savers who hold them have the possibility to 

withdraw them for ten years after the deadline (even if interest does not accrue 

in this additional period). Therefore, all the debt projections contained in this 

Document take into account the estimated future evolution of the accrued 

interest component, in full consistency with the new statistical treatment 

provided by Eurostat. It should be noted, however, that this reclassification does 

not affect the net borrowing of the general government sector because the 

accrued interest has always been included in the general government account. 

In view of the inclusion of interest earned on BPF transferred to the MEF and 

the new national accounts data, the general government gross debt to GDP ratio 

at the end of 2018 was 134.8 percent of GDP.8 In the absence of privatisation 

proceeds and other financial income (which the previous government assumed to 

be equal to one percent of GDP), the ratio would rise to 135.7 percent at the end 

of 2019. The recovery in nominal growth and the improvement in the primary 

balance over the next three years, together with the expected low yields on 

sovereign securities, would instead lead to a decline in the debt ratio under 

unchanged legislation, reaching 130.4 percent of GDP in 2022.9 The significant 

decline in the ratio would not be sufficient however to meet the debt reduction 

rule in any of the three configurations. 

 
5 In particular, nominal GDP in 2018 was revised upwards by € 8.44 billion. 
6 See Eurostat, Manual on Government Deficit and Debt — Implementation of ESA 2010-2019 edition, 2 

August 2019: Https://ec.europa.eu/eurostat/web/products-manuals-and-guidelines/-/KS-GQ-19-007. 
7 The new debt estimates issued by the Bank of Italy on 23 September also include the revision of data for 

some units, which had already been included in the general government perimeter as from 2017, in particular 
Rete ferroviaria Italiana SpA. For more details, see Section III.3 ‘Evolution of the debt ratio’ of this document. 

8 According to the debt stock published by the Bank of Italy on 9 April last year and to previous national 
accounts data, where nominal GDP was lower than € 8.44 billion in 2018, the debt ratio at the end of 2018 was 
132.2 percent. 

9 The previous Government had assumed privatisation proceeds of 0.3 percent of GDP in 2020 and zero in 
the following years. In view of the lack of implementation of the programme for 2019, proceeds in the trend 
scenario have been projected to zero in 2020. 

https://ec.europa.eu/eurostat/web/products-manuals-and-guidelines/-/KS-GQ-19-007
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I.3 POLICY SCENARIO AND OFFICIAL MACROECONOMIC FORECASTS 

The Budget for 2020-2022 aims to preserve the sustainability of public 

finances while creating fiscal space to complete the implementation of the 

policies of inclusion and activation of work already in place. It also aims to 

relaunch economic growth based on a major plan of public investment and support 

for private investment, in the context of environmental and social sustainability 

and skills development. 

In its resolution approving the 2019 DEF, Parliament called on the 

Government to repeal the increase in VAT planned for January 2020. This 

commitment was confirmed by the new Government. Together with the financing 

of the so-called unchanged policies, the cancellation of the VAT increase leads to 

an estimate of the net borrowing of the general government sector of 2.7 percent 

of GDP in 2020. This level of nominal deficit to GDP ratio would correspond to a 

significant deterioration in the structural balance, which is one of the indicators 

taken into account for compliance with internal and European fiscal rules. 

The orientation expressed by the European Commission and other 

international organisations has clearly moved towards the opportunity of an 

expansionary fiscal stance for the euro area, which should be the result of a policy 

of fiscal stimulus by Member States with a surplus and a gradual fiscal 

consolidation by the most indebted countries. Italy’s budgetary policy as set out in 

this Document will contribute to the achievement of this objective for the euro 

area as a whole, with the hope that the Member States currently enjoying large 

fiscal spaces will use them to counter the weakening of their economic growth. In 

addition, the Government will commit to the swift implementation of a European 

‘Green New Deal’ financed with common resources and the development of 

dedicated financial instruments. 

Therefore, with a belief that the fiscal stance of the euro area should be 

orientated towards boosting growth, but having considered the need to reverse 

the increase in Italy’s debt-to-GDP ratio, the Government decided to move 

towards a structural balance of GDP that is almost unchanged in 2020. The 

commitment to improve the structural balance in the following years is also 

reiterated. 

The nominal net borrowing objective for 2020 is revised from 2.1 percent of 

GDP in the DEF to 2.2 percent, a level unchanged compared to the updated 

forecast for 2019. In view of the estimated output gap and temporary components 

of the budget, this would lead to a slight deterioration of the structural balance 

(0.1 percentage points). However, it should be stressed that this deterioration is 

mainly due to the timing of the expenditure related to the new inclusion policies 

introduced later this year. The fiscal policy planned for next year consolidates 

public finances by structurally increasing the financial coverage adopted in 2019. 

With reference to compliance with the preventive arm of the Stability and 

Growth Pact, the Government intends to present to the European Commission a 

request for flexibility for 2020 due to exceptional costs for combating risks arising 

from hydrogeological instability and other measures aimed at supporting the 

environmental sustainability of the country, quantifiable in the order of 0.2 

percentage points of GDP. In view of this request, the change in the structural 

balance foreseen for 2020 would not lead to a significant deviation from the 
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adjustment path towards the MTO. For 2021-2022, a structural improvement of 

0.2 percentage points per year is expected, with a final level of the structural 

balance of -1.0 percent of GDP in 2022. The Government confirms its commitment 

to achieve the MTO in the following years. 

The Budget for 2020 includes the complete repeal of the VAT increase, the 

financing of unchanged policies for about one tenth of GDP and the renewal of 

some expiring policies (including the incentives of the Industry 4.0 programme). 

The Government also intends to adopt new policies that will be the first step 

of a broader programme to restore growth, the development of the South and 

environmental sustainability. These include the Government’s commitment to 

reducing the tax wedge on labour, boosting public investment, increasing 

resources for scientific and technological education and research, and supporting 

and strengthening the universal health system. The additional commitment 

needed to reduce the tax wedge in 2020 is estimated at 0.15 percentage points of 

GDP, increasing to 0.3 percentage points in 2021. 

The resources for the financing of the interventions under the budgetary 

manoeuvre for 2020 are close to 0.8 percent of GDP and will be ensured by the 

following areas of intervention: 

 Measures to improve the efficiency of public spending and the revision or 

removal of existing legislative provisions in relation to their effectiveness or 

alignment with priorities, to save more than 0.1 percentage points of GDP. 

 New measures to combat tax evasion and fraud, as well as actions to recover 

tax revenue, including through increased use of traceable payment 

instruments, for a total revenue increase of 0.4 percent of GDP. 

 Reduction of taxes and subsidies harmful to the environment and new 

environmental taxes, which overall would raise revenues by approximately 

0.1 percent of GDP. 

 Other fiscal measures, including the extension of the substitute tax on the 

revaluation of land and equity, for more than 0.1 percentage points of GDP. 

The policy-scenario deficit as a ratio of GDP is expected to fall to 1.8 percent 

in 2021 and to 1.4 percent in 2022. Against these balances, the primary surplus 

(i.e. the budget balance excluding interest payments) would decrease from 

1.3 percent this year to 1.1 percent in 2020 and then improve in the following two 

years, up to 1.6 percent in 2022. 

 

Turning to macroeconomic projection, the fiscal policy orientation of the 

policy scenario is less restrictive in 2020 and 2021 compared to the trend scenario 

based on unchanged legislation. In particular, the high VAT increase foreseen in 

existing legislation and discussed in the previous paragraph does not take place in 

2020. This leads, on the one hand, to a higher growth of domestic demand and, on 

the other hand, to a smaller increase in consumption and GDP deflators. The net 

effect is positive on real GDP and on other macroeconomic variables such as 

employment, but it slightly reduces nominal GDP. Real GDP growth is forecast at 

0.6 percent in 2020, while nominal GDP would grow by 2.0 percent. Employment 

would increase by one tenth of a point relative to the trend estimate, both in 
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terms of employment and hours worked. The current account surplus is slightly 

lower due to the higher increase in domestic demand. 

 

TABLE I.2: MACROECONOMIC FRAMEWORK BASED ON THE POLICY SCENARIO (percentage changes, 
unless otherwise indicated) 

  2018 2019 2020 2021 2022 

GDP 0.8 0.1 0.6 1.0 1.0 

GDP deflator 0.9 0.9 1.3 1.7 1.7 

Consumption deflator 0.9 0.8 1.0 1.9 1.8 

Nominal GDP 1.7 1.0 2.0 2.7 2.6 

FTE employment (2) 0.8 0.5 0.4 0.6 0.9 

LF occupation (3) 0.8 0.5 0.4 0.7 0.9 

Rate of unemployment 10.6 10.1 10.0 9.5 9.1 

Current account balance (% of GDP) 2.5 2.7 2.7 2.6 2.5 

(1)Any inaccuracies result from rounding. 

(2)Employment expressed in terms of full time equivalent units (FTE). 

(3)Number of persons employed on the basis of a sample survey of the labour force survey. 

 

TABLE I.3: PUBLIC FINANCE INDICATORS (% OF GDP) (1) 

  2017 2018 2019 2020 2021 2022 
POLICY SCENARIO        

Net borrowing  -2.4 -2.2 -2.2 -2.2 -1.8 -1.4 

Primary balance  1.3 1.5 1.3 1.1 1.3 1.6 
Interest  -3.8 -3.7 -3.4 -3.3 -3.1 -2.9 
Structural net borrowing (2)  -1.4 -1.5 -1.2 -1.4 -1.2 -1.0 

Structural change  -0.6 -0.1 0.3 -0.1 0.2 0.2 

Public debt (gross of support) (3)  134.1 134.8 135.7 135.2 133.4 131.4 

Public debt (net of support) (3)  130.7 131.5 132.5 132.0 130.3 128.4 

Privatisation proceeds  0.0 0.0 0.0 0.2 0.2 0.2 

TREND SCENARIO        
Net borrowing  -2.4 -2.2 -2.2 -1.4 -1.1 -0.9 

Primary balance  1.3 1.5 1.3 1.9 1.9 2.0 

Interest  -3.8 -3.7 -3.4 -3.2 -3.1 -2.9 

Structural net borrowing (2)  -1.4 -1.5 -1.2 -0.5 -0.4 -0.4 

Structural change  -0.6 -0.1 0.3 0.7 0.1 0.0 

Public debt (gross of support) (3)  134.1 134.8 135.7 134.1 132.5 130.4 

Public debt (net of support) (3)  130.7 131.5 132.5 130.9 129.4 127.4 

MEMO: Final Policy Framework (April 2019) 

Net borrowing  -2.4 -2.1 -2.4 -2.1 -1.8 -1.5 

Primary balance  1.4 1.6 1.2 1.5 1.9 2.3 

Interest  -3.8 -3.7 -3.6 -3.6 -3.7 -3.8 

Structural net borrowing (2)  -1.4 -1.4 -1.5 -1.4 -1.1 -0.8 

Structural change  -0.4 0.0 -0.1 0.2 0.3 0.3 

Public debt (gross of support) (4)  131.4 132.2 132.6 131.3 130.2 128.9 

Public debt (net of support) (4)  128.0 128.8 129.4 128.1 127.2 125.9 

Nominal  GDP at unchanged legislation  

(absolute value x 1,000) 
 

1736.6 1765.4 1783.1 1824.5 1866.5 1913.6 

Nominal GDP under policy scenario 

(absolute value x 1,000) 
 

1736.6 1765.4 1783.1 1818.0 1867.9 1917.3 

(1) Any inaccuracies result from rounding. 

(2) Net of one-off and cyclical component. 

(3) Gross or net of the stakes of Italy in loans to Member States of the EMU, whether bilateral or through the EFSF, and 

the contribution to the capital of the ESM. The amount of these allowances was approximately € 58.2 billion throughout 

2018, of which € 43.9 billion for bilateral loans and via the EFSF and € 14.3 billion for the ESM programme (see Bank of 

Italy, ‘Statistical bulletin on public finance, needs and debt’ of 16 September 2019). The policy scenario estimates 

consider privatisation proceeds of 0.2 percentage points of GDP per year over the period 2020-2022. In addition, a 

reduction of MEF’s cash stocks of 0.1 percent of GDP is assumed for each year from 2019 to 2021. The interest rate 

scenario used for the estimates is based on implicit forecasts from yields on Italian government bonds of the period 

covered by this Document. 

(4) Gross or net of the stakes of Italy in loans to Member States of the EMU, whether bilateral or through the EFSF, and 

the contribution to the capital of the ESM. The estimates consider privatisation proceeds and other financial income of 

1.0 percent of GDP in 2019 and 0.3 percent in 2020 and a reduction in MEF’s cash stocks of 0.1 percent of GDP for each 

year from 2019 to 2021. 
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In the following two years, the GDP growth rate is projected to be 

1.0 percent over each year, reflecting a more balanced reduction in net borrowing 

objectives compared to trend estimates, but more evenly spread over each year, 

thanks to a slightly higher overall domestic demand contribution compared to 

2020 and a more pronounced recovery in production (and thus a slightly positive 

change in inventories) in 2021. 

Finally, with regard to the projection of the debt ratio, starting from the 

level projected at the end of 2019 (135.7 percent) and assuming the proceeds of 

real estate disposals and other capital revenues earmarked for the public debt 

amortisation fund of 0.2 percentage points of GDP per year, the ratio would fall to 

135.2 percent in 2020 and then to 133.4 percent in 2021 and 131.4 percent in 

2022. The debt rule would not be met in any of its configurations, but the 

reduction of the debt-to-GDP ratio in 2022 compared to the previous year would 

be significant and equal to two percentage points. From 2021, nominal GDP 

growth is expected to exceed the average cost of financing public debt. If the 

primary surplus increases gradually in the following years, the fulfilment of the 

debt rule will also be ensured with a gradual reversal of interest rate trends at the 

European level. 

In accordance with the rules laid down in the Accounting and Public Finance 

Law on the mandatory content of the Update of the DEF, the net balance to be 

financed of the State budget in accrual terms may increase to € 79.5 billion in 

2020, € 56.5 billion in 2021 and € 37.5 billion in 2022. The corresponding net cash 

balance could increase to € 129 billion in 2020, € 109.5 billion in 2021 and € 87.5 

billion in 2022. 

 

In light of the Budget 2020-2022, the Government states which draft laws are 

linked to budgetary decisions: 

 Draft Law on the Green New Deal and ecological transition of the country; 

 Draft Law in the field of entertainment, cultural and creative industries, 

tourism and amendments to the cultural goods code; 

 Draft Law introducing provisions on initial training and certification of 

teaching staff; 

 Draft Law reorganising the assessment model for the national education 

system and universities; 

 Draft Law on the institution of the National Research and Technology Transfer 

Agency; 

 Draft Law providing measures to support and enhance families (Family Act); 

 Draft Law introducing measures to promote differentiated autonomy within 

the meaning of Article 116 (3) of the Constitution by eliminating economic 

and social inequalities and implementing links between central and regional 

authorities, including with a view to reducing constitutional disputes; 

 Draft Law introducing simplifications and reforms in the field of taxation; 

 Draft Law reorganising the gaming sector; 

 Draft Law delegating power to the Government for the single text on 

accounting and treasury; 
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 Draft Law on the economics of innovation and attracting investment; 

 Draft Law on the Bank for Public Investment; 

 Draft Law reducing the tax wedge; 

 Draft Law on regulatory and administrative simplification and drafting of 

single texts; 

 Draft Law on the revision of the rules governing co-payments and exemptions 

for specialist services and outpatient diagnostic services; 

 Draft Law on disability; 

 Draft Law introducing measures to streamline transparency and anti-

corruption measures; 

 Draft Law introducing measures aimed at coordinating the disciplinary 

responsibility of civil servants; 

 Draft Law on provisions for simplification and clarification of processes and 

procedures in the area of ordinary and generalised access; 

 Draft Law introducing provisions aimed at rationalising the selective 

procedures of the public administration; 

 Draft Law delegating powers to the Government for the revision of the Civil 

Code; 

 Draft Law on support for agriculture.  
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II. MACROECONOMIC FRAMEWORK 

II.1 INTERNATIONAL MACROECONOMIC SCENARIO 

In the first half of 2019, the slowdown in the global economic cycle, already 
underway since the beginning of last year, continued. Trade tensions between the 
United States and China, the escalation of the risk of the United Kingdom leaving 
the EU without an agreement, the political tensions in some emerging countries - 
primarily Argentina and Venezuela - the crisis in the car market and its impact on 
economies with a strong industrial base, hinder businesses’ utilisation of productive 
capacity and lead them to review investment programmes and reduce inventories. 
According to the latest OECD forecasts1, global real GDP is expected to grow by 2.9 
percent in 2019 and 3.0 percent in 2020, a marked deceleration compared to the 
3.6 percent recorded last year. 

The slowdown is affecting almost all advanced economies, especially those most 
exposed to declining investment and world trade. Trade tensions, amplified by 
interconnections within global value chains (GVC), lead to a contraction in global 
demand in both the short and medium terms, reducing productivity and incentives 
to invest. Confirming this analysis, the Dutch Central Planning Bureau’s monthly 
trade data for the first six months of 2019 show a weaker trend in trade than last 
year, with a year-on-year decline in real terms (-1.4 percent)2. 

Until a few months ago, the weakening of the economic cycle was considered 
temporary and intended to reach its maximum by the end of the current year. 
However, as further cyclical information becomes available, the main international 
forecasts tend to postpone the start of a gradual recovery, revising downward the 
expected trends for the coming months. Thus, there has been a gradual convergence 
of the official forecasts with market expectations, which for a number of months 
have incorporated a more protracted phase of economic weakening into interest 
rate, currency and oil price projections. 

Short-term surveys also show a consistent decline in economic activity: the most 
recent surveys of the Global Composite Purchasing Managers’ Index show a weak 
performance of the indicator. August’s value of 51.3 (a marginal deterioration of -
0.3 points compared to July) was close to the minimum values already recorded in 
May and June over the past three years. The survey shows that the existing 
deterioration of manufacturing is starting to be accompanied by a worsening of 
services and that future prospects are now weaker. 

 
 
 

 
1 See OECD Interim Economic Outlook, September 2019. 
2 See CPB Netherlands Bureau for Economic Policy Analysis, Monthly brief CPB World Trade Monitor, August 2019. 
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FIGURE II.1: PMI, GLOBAL, COMPOSITE AND BY SECTOR 

Source: Markit. 

 
Compared to the macroeconomic context of last year, a moderation of growth in 

the United States has recently joined the slowdown in the euro area and in several 
major emerging economies. After a still robust expansion of GDP in the first quarter, 
growth in the second quarter halted at 2 percent q/q (from 3.1 percent in the 
previous quarter), mainly supported by public consumption. The outlook for the 
coming months points to a further deceleration of the U.S. economy. In the third 
quarter of the year, the labour market is also starting to slow down, with a lower 
than expected increase in employment, even if the unemployment rate is still stable 
and at very low levels (3.7 percent in August). 

The U.S. economy could thus be experiencing a deceleration that is not only the 
natural evolution of a mature cycle, but is also affected by the global slowdown as 
a result of trade and geopolitical tensions. The margin for expansionary fiscal policy 
appears limited. According to the consensus forecast, U.S. GDP growth will equal 
1.8 percent in 2019, more than 1 point below last year’s result (2.9 percent). 

As regards China, although macroeconomic performance has shown continued 
robust rates of expansion, decelerating signals have intensified this year. In the 
second quarter, Chinese GDP grew at a year-on-year rate of 6.2 percent (from 
6.4 percent in the first quarter), the lowest rate of expansion over the last 17 years. 
Even if domestic demand continues to support growth, thanks to the increase in 
consumption and the stability of business investment, the contribution of the 
foreign sector vanished, and that of construction is very weak. China is facing both 
the effects of the trade war with the United States and effects from the credit 
crunch introduced by the government in response to the country’s shadow banking 
problem. These factors together with the additional signs of weaknesses in recent 
cyclical indicators - including industrial production - have led the OECD to a 
downward revision of its estimates to 6.1 percent this year and 5.7 percent in 2020. 

The weakening of the driving force of the Chinese economy and the slowdown in 
global trade also affect the other main Asian economy, Japan. The Japanese 
economy slowed in the second quarter of the year to an annualised rate of 1.3 
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percent: in this case too, the contribution of exports has ceased and private 
investment has been restrained, mainly by those companies with the greatest 
external exposure. In the absence of an improvement in the international context, 
domestic demand could still hold up in the third quarter, thanks to an expansionary 
fiscal policy and a possible advance of private consumption before the hike in sales 
tax in October, but this support could also weaken at the end of the year. For this 
reason, OECD forecasts show further moderation in growth in the coming year, 
estimating that GDP growth will slow from 1.0 percent in 2019 to 0.6 percent in 
2020. 

Among emerging economies, there are still some cases of complexity. Argentina 
is experiencing a new phase of political difficulties with significant spillover effects 
on the country’s financial stability3. In September, the Government of Buenos Aires 
asked the IMF for debt restructuring with a review of the planned deadlines under 
the aid scheme granted in June last year. In Turkey, the economic situation remains 
difficult, especially in terms of inflation, with the Central Bank raising the policy 
rate up to 24 percent and then lowering it recently to 16.5 percent, albeit in the 
presence of a 15 percent inflation rate. 

In this international context, the euro area – after having recorded a better than 
expected performance in the first quarter with growth of 0.4 percent q/q – again 
slowed in the second quarter with growth of 0.2 percent q/q. The euro area is 
particularly vulnerable to the impact of trade tensions given the high degree of 
openness that characterises its major economies. This effect is magnified in 
countries with a strong focus on manufacturing, such as Germany and Italy. 
Moreover, after the beginning of the year in which UK imports increased sharply due 
to preventive purchases of European products, the economies are significantly 
affected by the slowdown of the UK economy due to the uncertainty created by 
Brexit. Although the most recent developments have partly reduced the risk of an 
exit from the EU without an agreement (no-deal Brexit), the prolongation of the 
impasse in negotiations through a back loading of the deadline to reach an 
agreement would continue to create uncertainty and negatively affect business 
expectations and investment plans. 

Considering all these factors, in the updated forecast of September, the 
European Central Bank estimates that the euro area’s GDP growth rate will be 1.1 
percent this year, 1.2 percent in 2020 and 1.4 percent in 2021, with downside risks 
more pronounced than upside risks. 

 
Central banks, in the face of the new cyclical phase and weak inflationary 

pressures, have changed their overall stance. 
The Fed, after reducing the Fed funds rate in July for the first time in ten years, 

at the September meeting continued along the path of a more accommodative 
monetary policy by introducing a further policy cut of 0.25 percentage points. The 
rate now stands between 1.75 percent and 2 percent. The ECB at the meeting of 
last 12 September reduced the bank’s deposit rate to -0.50 percent (from -0.40 
percent), while the main rate and the rate on marginal lending were left unchanged 

 
3 On 12 August, the main index, S & P Merval Index, lost 48 percent on a daily basis in what is the second largest 
decline in the last 70 years, with the index contracting by 37.9 percent and partially recovering in subsequent 
printings. 
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at zero percent and at 0.25 percent, respectively. The Bank also introduced a 
system of Tiering, whereby the amount of reserves above six times the minimum 
mandatory reserve is remunerated at a zero rate, while the remaining reserves are 
‘taxed’ at 0.5 percent. Given the current stock of excess reserves, this should 
reduce the interest burden on euro area banks by approximately € 2 billion (from 
an existing reserve burden of around € 7.7 billion). 

The ECB stated that interest rates will remain at those levels, or even lower, 
until the inflation outlook is close to 2 percent. This also led to a change in the 
forward guidance, which had been characterised by clearly defined timeframes and 
accompanied by an indication of the duration of different intervention measures. 
Market expectations have also been confirmed regarding the relaunch of 
quantitative easing, which has been restored through the offer to purchase 
securities at the level of € 20 billion per month from 1 November, without a fixed 
expiration, but which will last for the time needed ‘to reinforce the impact of the 
rates’. The duration of the TLTRO has been extended to three years (from the 
previous two), with more favourable arrangements for banks to facilitate access to 
credit and the transmission of monetary policy. The rates applied are equal to the 
average of the reference rates (currently at zero bound) and are lowered further 
for banks whose net lending is above a pre-determined level. 

On the Asian front, the central banks of China and Japan have also demonstrated 
the inclination to take action to counteract the weakening of the economic cycle. 
The People’s Bank of China has so far limited its intervention to a narrow cut of 
one-year interest rates. The Bank of Japan, at present, refrained from taking action 
on interest rates, but stated it was ready for additional monetary easing if needed. 

Overall, more than thirty central banks decreased policy rates since the 
beginning of this year. In August, the central banks of India, Thailand and New 
Zealand lowered their rates and thus surprising, or in any case exceeding, market 
expectations, and Mexico cut financing costs for the first time since 2014. In 
September, the Central Bank of Indonesia cut its reference rates for the third time 
in the last three months. 

However, the margins available to central banks, especially the most significant 
ones, are more limited than in the aftermath of the financial crises. The support 
that the economy needs could be more effectively calibrated through targeted fiscal 
policies. The President of the ECB himself, commenting on monetary policy 
decisions, reiterated the importance of national governments taking initiative to 
remove barriers to trade, to mitigate geopolitical tensions and to support 
productive activity and demand through fiscal policy measures. 

With regard to the latter, the margins of manoeuvre in the United States appear 
to be less obvious given the strong expansion of the federal deficit from 2016 to the 
present day. Far more extensive margins remain available at the European and 
Chinese levels. The Chinese Government has imposed tax reductions to support 
domestic demand and is promoting initiatives to attract foreign direct investment. 

 
As for the financial markets, euro-area sovereign yields showed a downward 

trend over 2019. In August, the euro area average yield (weighted by GDP) of ten-
year sovereign bonds was effectively zero (-0.02 percent). A decreasing profile has 
also been recorded for government ten-year bond yields in many other countries, 
including the United States, Japan and the United Kingdom. The yield spreads on 
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euro area countries’ sovereign bonds compared to the German Bund have also 
generally narrowed. The accommodative stance in the monetary policy of the main 
central banks helps to explain these dynamics. With regard to stock markets, the 
main indices, including Euro Stoxx 50 and S&P 500, recovered from the beginning of 
2019. This partly reflects the impulse of international investors to turn to riskier 
activities in conjunction with lower risk-free rates of return. 

In the foreign exchange market, during 2019 the euro depreciated against the 
dollar and marginally depreciated on a weighted basis towards the main currencies. 
Recent developments signal further weakening of the euro in response to ECB 
decisions and deteriorating business expectations, especially in manufacturing. 

On average, the Brent price in the first nine months of the year was 11 percent 
lower than in the corresponding period in 2018. Before the volatility experienced 
following the attacks on Saudi oil processing facilities on 14 September, the 
moderate upward trend of oil prices was interrupted in May and the price of Brent 
had fluctuated between $55 and $67 per barrel during the summer. Thanks to the 
assurances given by Saudi authorities regarding the availability of stocks and the 
rapid restoration of production capacity, the quotations for the main oil benchmarks 
have fallen again over the last few days and are only marginally above the levels 
assumed in the provisions of this Document. It seems likely that the fears of new 
attacks and political tensions in the Middle East will continue to support price 
quotations. However, the projected growth in global oil demand is moderate, with 
downside risks. If supply shocks are not observed, the market trend indicates 
substantial oversupply due to the increase in production by non-OPEC countries. 

 
FIGURE II.2: PROSPECTS FOR THE DOLLAR/EURO EXCHANGE RATE AND THE BRENT PRICE 

 

Source: Bloomberg. 

 
The international framework has changed therefore in several aspects in 

comparison to the DEF of April. The slowdown in global trade later this year was 
more pronounced than expected. This has led to a downward revision of the 
assumed growth rate of international trade throughout the whole forecast horizon 
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and, to a greater extent, over the first two years of the forecast (for approximately 
two percentage points both in 2019 and 2020). 

 
TABLE II.1: INTERNATIONAL EXOGENOUS VARIABLES 

 
2019 2020 2021 - 2022 

DEF 
 2019 

UPDATE 
TO DEF 

DEF 
 2019 

UPDATE 
TO DEF 

DEF 
 2019 

UPDATE 
TO DEF 

International trade (percentage changes) 2.5 0.6 3.7 1.7 3.8 3.3 

Oil price (USD/barrel, futures, Brent) 64.8 63.3 64.6 57.3 62.9 56.3 

US dollar/euro exchange rate 1.13 1.12 1.13 1.11 1.13 1.11 

 
On the currency market, according to the technical assumption4, the exchange 

rate of the euro against the dollar used for the forecast (which amounted to 1.12 in 
2019 and 1.11 starting from 2020) is weaker in comparison with the DEF. On the 
other hand, with respect to the nominal effective exchange rate, the appreciation 
of the euro against sterling and yuan more than compensates for the depreciation 
of the euro against the dollar. 

The projections for oil price dynamics are lower than the DEF for the reasons 
explained above. This forecast shall be based on the trend of the crude oil futures 
recorded in the ten working days preceding the start of work for the preparation of 
this Update5. 

II.2 THE ITALIAN ECONOMY 

In the first half of 2019, the cyclical dynamics of GDP were slightly positive and 
overall in line with the forecasts of the DEF. In the first quarter of 2019, GDP 
increased by 0.1 percent q/q before decelerating to 0.03 percent q/q in the second 
quarter. 

Domestic demand, albeit remaining weak, has contributed positively to GDP 
growth, which was supported also by net exports, in particular in the first quarter 
of the year. As for inventories, the decumulation process already evident in the 
second quarter of 2018 became more pronounced. 

Over the first two quarters of the year, consumption remained weak and below 
expectations. In the first quarter of 2019, while real disposable income rose by 
0.9 percent q/q, consumption was only slightly positive and the propensity to save 
increased to 8.4 percent. Over the spring, consumption growth was flat. Household 
spending decision were also affected by increased uncertainty about the economic 
outlook reported by confidence surveys. As regards the types of consumption, 
expenditure on goods was weak or declining in the first half of the year compared 
to the second half of the previous year; services, which account for more than half 
of consumption, showed a moderate pace of growth. In the first half of the year, 
consumption by foreign residents in Italy also slowed down. 

 
4 For the US dollar/euro exchange rate, reference is made to the technical assumption of the average of the ten 
working days ending on 30 August 2018. For the oil price, reference is made to the average price of Brent futures 
in the 10 working days ending on 30 August. 
5 On this point, see also the details set out in the Box on sensitivity scenarios of international exogenous shocks. 
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As regards capital accumulation, after the decrease in the first quarter of 2019, 
investments showed a significant recovery in the spring months, in particular 
investments in plant and machinery, which more than compensated for their 
contraction in the beginning of the year. Despite the rebound of the second quarter 
2019, investment in the manufacturing sector remains weak. The latest survey of 
the Bank of Italy, according to which firms still have a negative opinion on the 
current economic situation, provides further evidence of this weakness. According 
to businesses, sales are particularly affected by deteriorating expectations of 
foreign demand. The latter is particularly affected by the slowdown in German 
industry, especially in the automotive sector. The reduction of profits also has a 
negative impact on investment. Based on data published by ISTAT, in the first 
quarter of 2019, the share of business profits (defined as the ratio between gross 
operating surplus and value added) fell in comparison with the previous period, 
which was affected by an increase in labour costs6. Self-financing capacity (as 
defined by the ratio of gross savings to value added) also eased. 

Notwithstanding the decrease in financial surplus in relation to value added, 
overall corporate debt as a share of GDP declined further, reaching 68.7 percent in 
the first quarter7.The conditions for access to loans were less favourable and data 
on the new loans to companies reported in July showed a further decrease compared 
to the same month in the previous year. 

Investment in construction rebounded significantly in the first quarter of 2019 
and, although decelerating in the second quarter, increased by 3.9 percent in the 
first half of the year compared to the same period last year. In the real estate 
sector, sales continued to grow moderately in the same period, while prices rose 
slightly for new dwellings (0.8 percent y-o-y) and lowered by 0.9 percent for existing 
dwellings.8 

 
 
Credit to the private sector: recent developments in Italy 
Lending to the private sector weakened in the first half of 2019. The most recent data from
the Bank of Italy indicates an increase in bank credit to households compared to the previous 
year (2.5 percent), while credit to non-financial corporations is slightly negative on an annual 
basis, since January of this year (Figure R.1). 

Bank survey show that, in the second quarter of 2019, the terms for the provision of
corporate loans worsened moderately as a result of a slight increase in risk perception among 
intermediaries. On the other hand, companies’ demand for financing recorded a modest
increase. The latter is also reflected in the surveys of non-financial small and medium-sized 
enterprises (SMEs) that show a gradual recovery of credit. 

The level of NPLs (Non-Performing Loans) is markedly improving. The disposal of NPLs
continues at a sustained pace and they decreased by 23.3 percent on an annual basis in
July, thanks to further securitisation transactions. However, the dynamics of NPLs within
various parts of the economy remain uneven and in some sectors, such as construction, bad
loans still account for 20 percent of total loans (Figure R.2). 

 

 
6 ISTAT, general government quarterly account, income and saving of households and profits of corporations, 

June 2019. 
7 Bank of Italy, Economic Bulletin, July 2019. 
8 ISTAT and Revenue Agency - IMO, 2019. 
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FIGURE R.1: BANK LOANS - 1 YEAR RATES OF CHANGE  

Note: Data corrected for the effect of securitisations.  
Source: Bank of Italy 

 

FIGURE R2: NON-PERFORMING LOANS ON TOTAL LOANS BY SECTOR 

 

Source: Bank of Italy 

 

However, the reduction of stocks should not be limited to disposals but also to the rate of 
new Non-Performing Exposures (NPEs) that is decreasing to pre-crisis levels. In the coming 
months, it is likely to be clearer to what extent the reduction of the rate of new NPEs is a 
consequence of the business cycle or whether it is due to structural changes in the market. 
Demand and supply variables are co-determined as banks are less likely to lend to sectors 
or regions where enterprises are more likely to enter into financial distress. This situation can 
be interrupted by reducing the segmentation of the credit market and by continuing to 
strengthen bank capital. 
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The weakness in investment was accompanied by a marked decumulation of 
inventories, a process that began in 2018. Only in the years of the crises (2009 and 
2012), has there been a reduction of this extent; however, in those years, GDP 
decreased much more significantly. After both recessions, stockbuilding supported 
the recovery: in 2010, the rebound compensated for the previous fall, while after 
the 2012 crisis, accumulation was more gradual, though sustained, over the 
following years. 

 
FIGURE II.3: GROSS DOMESTIC PRODUCT AND CONTRIBUTIONS TO SHORT-TERM GROWTH (percentage 
changes q/q, RHS; percentage points of GDP, LHS) 

 
Source: ISTAT. 

 
During the first half of the year, exports showed substantial resilience in spite 

of the strains triggered by U.S. and Chinese trade policies. In particular, goods 
exports increased while the export of service fell. The performance of the former 
was also influenced by temporary factors such as the increase in stocks of import 
goods by the United States and the United Kingdom to address, respectively, the 
risks arising from the possible increase of duties and Brexit. On the other hand, the 
weakness of domestic demand, in particular of investment, affected the dynamics 
of imports, which in 1Q19 showed a significant decrease. Consequently, the 
contribution of net exports to growth in 2019 will be significant. 

 
As regards sectoral production, stagnation is mainly linked to the loss of the 

contribution of the manufacturing sector, whose expansion was robust until 2017. 
This sector is most affected by the deceleration in international trade as well as the 
significant decline in German production. In the first half of the year, on average, 
the value added by industry excluding construction was reduced by 0.5 percent on 
an annual basis. The construction sector, on the other hand, saw an appreciable 
acceleration compared to the first half of 2018, which amounted to 3.3 percent. 
The service sector displayed weak momentum. In particular, all service sectors have 
experienced negative trend changes except for real estate and public 
administration, defence, education, health and other service activities. 
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In sum, industry remains affected by the reduction of international trade while 
services are most affected by the low growth phase of domestic demand. In the first 
half of the year, the weak economic expansion was accompanied by an improvement 
in the labour market, which is generally lagging behind in the economic cycle. The 
number of employed persons measured in standard working units increased in 1Q in 
2019 by 0.4 percent q/q while the number was stable in the second quarter; the 
increase is mainly concentrated among employees. According to recent calculations 
by the Ministry of Labour, the increase in the number of employees in the first half 
of 2019 reflects an increase in permanent positions while fixed-term positions were 
substantially reduced. The phenomenon was affected by the high level of contracts 
converted from temporary to permanent: such conversions accounted for 
28.7 percent in 1Q and 22.4 percent in 2Q19 of the total number of new employees 
with permanent jobs. 

The data from the ISTAT survey confirm a discrete growth in employment, 
which has affected employees in particular, especially those with a permanent 
contract. On the other hand, labour supply was only marginally positive: the 
unemployment rate decreased by 0.7 points (from 10.5 percent of 4Q18 to 
9.8 percent of 2Q19). The latest information from July indicates a slight drop in 
employment; year-on-year growth continues to moderate and is slightly below 1 
percent. The unemployment rate increased by 0.1 percentage points compared to 
June, reaching 9.9 percent. The youth unemployment rate, in spite of a decreasing 
trend, is just below 30 percent. 

 

FIGURE II.4: CONVERSION OF PERMANENT CONTRACTS BY COMPANY SIZE (absolute values in thousands) 

Source: Quarterly note on trends in employment, ISTAT, Ministry of Labour and INPS. 

 
Given the marginal increase in economic activity and the resilience of the 

labour market, average productivity growth over the first six months of the year 
(measured on the basis of working units) was slightly negative with variation among 
sectors. Average hourly labour costs were affected by an increase in per capita 
earnings during the first three months of the year, but this is not reflected in the 
more limited increase in contractual remuneration during the same period. The 
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acceleration of wage growth, accompanied by weak productivity dynamics, has led 
to a modest increase in unit labour costs (ULC), especially in 1Q19, before 
significantly slowing in 2Q19. Similarly, the GDP deflator recorded an upward trend 
in the first three months of the year before decelerating as a result of the loss of 
wage growth. 

With regard to consumer prices, the first part of the year was characterised by 
a low rate of inflation growth, which was lower than expected and lower than the 
euro area average. The trend continued during the summer months. In August, the 
HICP grew at 0.5 percent year-on-year from 0.3 percent in July, mainly linked to 
the energy and food components. However, core inflation remains weak and far 
below 1 percent. 

Foreign trade 

The external trade statistics show a good performance from Italian goods 
exports in the first half of 2019. Among major European partners, annual export 
deceleration is more intense in Germany (at 0.5 percent, down by more than 3 
percentage points) and Spain (1.7 percent from 2.9 percent). The trend in France, 
at just over 2 percentage points (at 5.3 percent), was reinforced. 

Despite increasing protectionist measures9, the U.S. duties imposed on imports 
of steel and aluminum directly affected less than 0.2 percent of the total value of 
Italian goods exports. However, the possible inclusion of the automotive sector 
would cover an additional 1.0 percent of Italian exports and, considering 
international economic relations, 10 percent of the added value of this sector would 
be affected by these measures10. 

If, in the first half of the year, the volumes of trade on a year-on-year basis 
show a decline, the variation in value (2.7 percent) remains positive despite slowing 
by just over half a percentage point. Overall, Italy’s trade balance (22.1 billion from 
around 19.1 billion in the first half of 2018) is among the highest in the European 
Union after those of Germany, Ireland and the Netherlands, returning to levels 
similar to those of the first part of 2016, the highest historically. 

Export growth in terms of value was more dynamic in trade with non-EU 
countries (3.2 percent compared to 2.0 percent), while slowing by two percentage 
points in trade with European countries (at 2.3 percent), in particular with Germany 
and France (approximately at 1 percent from 3.9 percent and at 2.5 percent from 
4.7 percent, respectively). The strong growth of exports to the UK (slightly less than 
10 percent, from -0.5 percent) reflects preventive purchases due to the United 
Kingdom’s withdrawal from the EU and benefits from the primary ‘Made in Italy’ 
products (fashion, food, machinery and transport), together with pharmaceutical 
articles. 

 
9 From 1 September, the U.S. introduced new tariffs of 15 percent on part of an additional USD 300 billion 

in Chinese products (slightly less than half the value), to which China responded with new tariffs (+ 5 percent on 
soya beans and imported crude oil). New tariff increases are expected in mid-December. However, in order to 
facilitate the expected round of negotiations in October, the U.S. postponed until 15 October the 5 percent increase 
on duties already in force (equal to 25 percent) on products of USD 250 billion. China announced that from 17 
September until September 2020, exemptions for 16 categories of U.S. products (from medicines to chemicals) will 
come into force. 

10 Source: Bank of Italy, Annual Report, 31 May 2019. 



 UPDATE NOTE OF THE ECONOMIC AND FINANCIAL DOCUMENT 2019 

24 MINISTRY OF ECONOMY AND FINANCE 

Among non-EU markets, sales to the U.S. increased (7.7 percent from 4.2 
percent) and exports to Switzerland continued to be strong, while decelerating 
(11.2 percent from 16.7 percent); and returned slightly positive to China (0.3 
percent from -0.5 percent). The entry into force of the EU-Japan FTA11 (on 1 
February) facilitated Italian sales in this country (17.3 percent increase), one of the 
highest increases in the last decade; the main beneficiaries were food (47.5 
percent), textiles and clothing (24 percent) and means of transport (16 percent). 
Trade with Mercosur and Turkey was still weak, while sales to Russia were slightly 
positive. The decline in exports to OPEC countries was less pronounced (-5.1 percent 
from -14.3 percent). 

Analysing sectoral performances shows that sales of pharmaceuticals (+ 28.0 
percent, with an acceleration of more than 21 percentage points), mainly supported 
by the U.S. market (+ 95.8 percent), were particularly vibrant in comparison to the 
same period in 2018. In the European area, the increase in sales was just over 21 
percent. Exports of textiles and clothing (7.3 percent) and of food, beverage and 
tobacco products (76.9 percent) were reinforced. Sales of machinery were more 
robust (2 percent) and metal products (2.9 percent) remained positive. The 
weakness of the transport sector continued (sales fell by 6.5 percent from 
+ 3.5 percent in the first half of 2018), as a result of the large contraction of the 
car sector (8.9 percent from -4.6 percent of the previous year). In non-European 
markets (-13.5 percent), the biggest decreases were in the U.S. (-25.3 percent), 
China (-11.1 percent) and Turkey (-28.6 percent). Also relevant was a major fall in 
exports to EU countries (5.6 percent). 

Preliminary information on the second half of the year suggests a favourable 
performance by Italian exports. In July, year-on-year trend growth is over 6 percent 
and is 2.7 percent by volume, thanks to more buoyant foreign markets. 

The most recent surveys show a slight deterioration in the confidence of 
manufacturing firms in relation to the development of foreign orders and export 
prospects. Overall in 2019, Italian exports, unlike the year prior, will provide a 
positive contribution to growth, but the final months of the year may have less 
favourable developments compared to the first semester. 

 
Italian export performance 
Using Shift and Share Analysis (SSA), it12 is possible to assess the performance of the largest 
European countries (Germany, France, Italy and Spain) in international markets13. 

 
11 This agreement provides for the elimination of tariffs on European products exported to Japan, including 

250 agricultural products of which 45 are of Italian origin. The facilitation of service exports and access to the 
procurement market is envisaged. For more details, see:  
https://europa.eu/rapid/press-release_MEMO-18-6784_en.htm 

12 This analysis looks at the performance of a country in international markets, considering the difference 
between a country’s export growth rate and the growth rate of world exports over a given period. This differential, 
which corresponds to the variation in market shares, can be broken down into four factors:(a) the effect of initial 
sectoral specialisation of exports; the impact of initial geographic specialisation; (c) the performance of the country 
on the international market at a product level; the performance of the country in question on the international 
market at a geographic level. The last two components reflect the competitive capacity of a country to export 
products with more dynamic demand and in the fastest-growing markets. The sum of components C and D is a 
useful tool for comparing competitiveness over space and time. 

13 The processing is based on the available data (about 82 percent of the total) in the UNComtrade database 
as of 16 September 2019. 
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In 2018, the analysis confirms the favourable development for all four countries that began
in previous years. As regards Italy, the results for the period 2016-2018 show that: (I) product 
specialisation has no appreciable impact on market shares and available information for
2018 suggests a shift towards more modern and dynamic sectors; (II) the positive
contribution of exposure to the most active markets, which began in 2013, appears to have
reversed, reflecting trade tensions exacerbated in the second half of last year; in terms of
geographical specialisation, in 2018 the EU’s economic growth supported intra-area trade to 
a greater extent than with third countries with favourable results for Italian exports. Similar
developments have been observed in other European partners in the same three-year period.

 
FIGURE R.1: ANALYSIS SHIFT AND SHARE OF THE EXPORTS OF MAJOR EUROPEAN COUNTRIES          
(differences in the growth rates of world exports and individual countries, %) 

Italy France 

  

Germany Spain 

  
  Change in market share by product.  Change in market share by geographical destination. 
       

  Initial product specialisation.  Initial geographical specialisation.

   
 

Note: The difference between a country’s export growth rate and the growth rate of world exports corresponds to 
the change in the country’s market shares. 
Source: processed with UN Comtrade data. 

 

Despite the increasing complexity of the international context, the positive development of
Italy’s foreign sector since 2010 continues to follow two directions: the change of the
specialisation model and the recovery of price competitiveness. According to recent 
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studies14, in the period 1990-2018, the sectoral structure of Italian industry has 
progressively shifted towards more technology-intensive sectors, without abandoning typical 
‘Made in Italy’ products. 

In particular, the position of Italian industry in the most specialised sectors, such as 
mechanical engineering, has been reinforced since the 2000s. In addition, in the last two
years, the country’s presence in the nautical sector is booming. It should be noted that in the
most recent years there has been recovery in the chemical sector, while there has been slight
expansion of de-specialisation in the metallurgy and motor vehicle sectors. The comparative
disadvantages in other sectors, such as oil derivatives, have decreased slightly over the last 
two years. However, R&D intensive sectors remain a weakness in the specialisation model of
Italian industry, although recently the specialisation index shows a change compared to
1990-1991 for precision mechanics and pharmaceuticals, together with a change of sign for 
aircraft and spacecraft (even if weaker than in 2012-2013). Overall, the evolution of Italy’s 
export model is due to the change in the degree of specialisation, which is limited in
traditional sectors and increases in more advanced sectors. These changes certify the 
progressive transformation of Italian industry and the convergence towards the models of
the main countries of the Euro Area. 

As regards price competitiveness, using the output price indicators for manufactured goods,
it was noted15 that between the launch of EMU and 2018, the competitive capacity of Italian
firms improved by two percentage points while progress for French and German firms (8.2
and 10.1 percentage points respectively) was more significant. On the other hand,
competitive capacity deteriorated by more than nine points for Spanish firms. The evolution
of the competitiveness of these countries has not been consistent over the period
considered. In the years before the 2008-2009 financial crisis, competitiveness in France, 
and especially in Italy and Spain, worsened. By contrast, Germany experienced steady gains.
In the aftermath of the crisis, competitiveness increased for all countries except Spain. For
Italian firms, the improvement was slightly higher than for German ones, due to the more 
limited changes in prices compared to competitors. 

However, this overall picture of Italy’s foreign sector must take into account the continuing
downside risks to the international environment and the ensuing uncertainty. In this regard, 
together with the tensions between the United States and China, the withdrawal of the United
Kingdom from the EU is a matter of common concern to various Italian production sectors,
but in particular to that of the automotive sector. For the latter, the United Kingdom is the 
third largest market for components and the fourth largest for vehicles16. 

Trend scenario under unchanged legislation 

Growth estimates for the second part of the year suggest a more constrained 
dynamic than predicted in April. The latest short-term information indicates 
manufacturing activity remains weak. Industrial production decreased in July (-
0.7 percent m/m) beyond expectations and a negative change in the index over the 
third quarter compared to the previous quarter is expected. The confidence index 

 
14 Ice, ‘Italy in the International Economy’, Report 2018-2019, July 2019. For more details, see the focus on 

‘The commercial specialisation model of the Italian economy: recent developments and comparison with the other 
main countries of the euro area’, A. Giampietri. The analysis is based on the taxonomy of Pavitt (1984), which 
classifies industrial sectors on the basis of the sources and nature of technological opportunities and innovations, 
the intensity of research and development and the type of knowledge flows. The indicator used to examine the 
business specialisation model is the NTS which considers the weight of different sectors on exports and imports. 

15 Ice, ‘Italy in the international economy’, op. cit., see box ‘Italy’s price competitiveness trends in different 
markets for its exports’, C. Giordano. 

16 ACEA, CLEPA, ‘EU automotive industry lead unite to say “no” to ‘no-deal 'Brexit’, 23 September 2019. 
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of manufacturing firms deteriorated further in August, which was affected by the 
deterioration of expectations regarding orders and production. The Purchasing 
Managers’ Index (PMI) of manufacturing companies remained below the threshold 
indicating an expansion of economic activity. The latest production results, 
however, indicate the construction sector should show greater resilience. 

Prospects for services point to weak growth: in September the ISTAT sectoral 
confidence index, although better than the previous month, remains below the long-
term average. On the consumer side, the September survey shows an improvement 
in the overall index of consumer confidence, as well as that of consumers’ personal 
situation and future prospects. By contrast, assessments of the country’s economic 
situation and the plans to purchase durable goods worsened. 

Overall, therefore, the GDP estimate for 2019 is 0.1 percent (from 0.2 percent 
of the DEF). Economic activity will continue to be affected by the slowdown in 
German industrial production, the rise in trade tensions between the U.S. and China 
and the continuing uncertainty regarding Brexit. This is compounded by the fact 
that the pick-up in domestic demand, in particular in consumption, is lower than 
projected in the DEF. The previous estimates were based on ex ante assessments of 
the impact of the Quota 100 and Citizenship Income programme contained in the 
technical reports. Compared to the initial conservative estimates of the range of 
potential beneficiaries, the number of actual beneficiaries of both measures is, for 
the time being, lower than assumed. 

The revision of the forecast for the second half of 2019 mainly affects 2020: 
the result is a decrease of 0.3 percentage points compared to the DEF, which is fully 
included in the new trend forecast based on unchanged legislation (0.43 percent 
from 0.75 percent of the DEF, see box ‘The revision of the growth estimates for 
2019 and following years’). The GDP growth forecast is unchanged for 2021 (0.8 
percent) and revised upwards for 2022 (1.0 percent from 0.8 percent). The estimate 
for 2022 is based on the new configuration of exogenous shocks, in particular on 
improving yields on government bonds, leading to more favourable dynamics of 
consumption and investment growth. In addition, the modest recovery of productive 
activity over the last two years of the forecast horizon will also be achieved by 
rebuilding stocks that, in line with the principle of prudence, is estimated to be 
limited and in any case considerably lower than the fall recorded in the previous 
two years. 

With reference to the demand side, the latest short-term information suggests 
continued weak consumption growth in the second part of the year. Retail sales 
continue to be weak and data on new car registrations have recovered only in recent 
months. As regards the impact of the Citizenship Income, after a first phase of 
consolidation, the rate of participation in this income support measure is expected 
to continue in line with initial estimates and to contribute to the growth of 
consumption. Regarding the impact of the VAT increases provided for in the 2019 
Budget Law, despite the fact that only a partial pass-through to consumer prices of 
the higher tax burden is assumed, the inflationary impact would affect real 
disposable income, which in turn would affect the propensity to consume. As a 
result, the savings rate would decrease slightly to just over 8 percent at the end of 
the period. 

Only a slight growth in investment is expected in 2019, with a return to a 
modest expansion path in the subsequent years. The Bank of Italy’s annual survey 
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also shows a modest growth in business investment plans for the current year17. In 
the trend scenario based on unchanged legislation, investment remains weak in 
2020 due to the uncertainty generated by trade policies and geopolitical tensions. 
Investment resumes at the end of the period driven by the recovery of exports, the 
progressive recovery of profit margins and more favourable yields. Following the 
increase recorded in 2019, construction-related investments experience moderate 
growth in the residential component, which benefits from more favourable 
conditions of access to credit. 

Overall, domestic demand is the main driver of growth throughout the horizon. 
With regard to the foreign sector, in 2019 and 2020, exports would increase on 

average at a slightly higher rate than in the foreign markets of relevance to Italy, 
partially recovering the sharp slowdown that took place in 2018, when the 
uncertainty generated by trade tensions weighed more heavily. In the last two years 
of the forecast, growth is broadly similar to foreign demand. Imports would have a 
moderate growth profile in line with the dynamics of domestic demand. Thus, net 
exports are expected to make a positive contribution to growth in 2019 (0.6 
percentage points) and in 2020 (0.1 percentage points), but no contribution in 2021 
or 2022. The current account balance would amount to 2.6 percentage points of 
GDP at the end of the period. 

In the second part of 2019, labour market dynamics are affected by the lagged 
effects of the weak cyclical phase and lower than expected participation in the 
Citizenship Income and Quota 100 programmes. On average, employment increases 
by 0.5 percent, accompanied by a marginal increase in labour supply; the 
unemployment rate is 10.1 percent (10.6 in 2018). The reduction of the 
unemployment rate compared to 2018 mainly reflects the improvement of the 
labour market experienced in the first seven months of the current year. Moreover, 
the EU-LFS data does not yet fully show the increase in the participation rate that 
would be due to the Citizenship Income (CI) and the resulting labour agreement. 

It is reasonable to assume that the full implementation of the CI will take place 
with some delay compared to the initial plan. As a result, the predicted increase in 
the participation rate, which was assumed in the DEF to take place primarily in the 
first year of the entry into force of the measure, has now been passed on in part to 
2020, through a moderate increase in the growth rate of the labour force. This 
modification, together with weak employment dynamics, causes the unemployment 
rate to rise to 10.2 percent before gradually declining to 9.5 percent in 2022. 

The hours worked per person employed continues to increase in 2020 as only a 
partial replacement of those workers taking advantage of Quota 100 is assumed 
(using the same methodological assumptions adopted in the DEF). The dynamic of 
per capita wages in 2019 slows down compared to 2018 and remains modest in the 
succeeding three years. The rate of growth of unit labour costs, reflecting the 
moderate growth in productivity, increases by 1.2 percent on average over the 
forecast horizon (2019-2022). 

Inflation remains low in 2019 (0.8 percent) as a result of the fall in energy 
prices and slowing domestic demand. The GDP deflator increases by 0.9 percent in 
2019. In 2020-2021, price dynamics are affected by the increase in VAT rates. 

 
17 Bank of Italy, Economic Bulletin, July 2019. 
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TABLE II. 2: TREND MACROECONOMIC FRAMEWORK UNDER UNCHANGED LEGISLATION  
(% change unless otherwise indicated) 

 2018 2019 2020 2021 2022 

INTERNATIONAL EXOGENOUS VARIABLES      
International trade 3.7 0.6 1.7 3.0 3.6 
Oil price (Brent, futures) 71.3 63.3 57.3 56.2 56.4 
Dollar/euro exchange rate 1.18 1.12 1.11 1.11 1.11 

ITALY MACRO DATA  (VOLUMES)      
GDP 0.8 0.1 0.4 0.8 1.0 
Imports 3.0 0.7 2.0 3.2 3.6 
National final consumption 0.7 0.3 0.2 0.5 0.8 
Household consumption and NPISHPSI 0.8 0.4 0.3 0.7 1.0 
Government expenditure 0.4 -0.2 0.1 0.1 0.2 
Investment 3.2 2.1 1.6 1.7 2.2 
- machinery, equipment and miscellaneous 2.6 1.5 1.3 1.3 2.5 
- means of transport 8.8 0.3 1.6 1.3 1.5 
- construction 2.9 3.1 2.0 2.1 2.1 
Exports 1.8 2.8 2.3 2.8 3.2 

      
Memo: current account balance in % of GDP 2.5 2.7 2.8 2.7 2.6 

CONTRIBUTIONS TO GDP GROWTH (*)      
Net exports -0.3 0.6 0.1 0.0 0.0 
Inventories -0.1 -1.1 -0.2 0.1 0.1 
Domestic demand net of inventories 1.1 0.6 0.5 0.7 1.0 

PRICES      
Import deflator 2.6 0.5 1.3 1.3 1.4 
Export deflator 1.8 0.7 1.2 1.2 1.4 
GDP deflator 0.9 0.9 1.9 1.5 1.5 
Nominal GDP 1.7 1.0 2.3 2.3 2.5 
Consumption deflator 0.9 0.8 2.0 1.7 1.5 
      
Memo: inflation net of imported energy, % change (**) 0.8 0.9 1.0 1.1 1.1 

LABOUR      
Compensation of employees (entire economy) 3.5 2.0 1.5 1.9 2.3 
Compensation per employee 2.2 1.3 1.1 1.3 1.5 
Productivity (measured as % of GDP) -0.1  -0.4 0.2 0.3 0.4 
Unit Labour Cost (measured as % of  GDP) 2.2 1.7 1.0 1.0 1.2 
Employment (FTE) 0.8 0.5 0.2 0.5 0.7 
   Employees (FTE) 1.3 0.7 0.3 0.6 0.8 
Employment (National Accounts) 0.9 0.5 0.2 0.5 0.7 
Employment (Labour Force Survey) 0.8 0.5 0.3 0.5 0.7 
Hours worked 1.1 0.6 0.2 0.6 0.7 
Hours worked per person employed 0.2 0.1 0.1 0.1 0.0 
Unemployment rate 10.6 10.1 10.2 9.8 9.5 
Employment rate (15-64 years) 58.5 58.9 59.2 59.7 60.2 
      

Memo: nominal GDP (absolute values in millions) 1,765,421 1,783,142 1,824,521 1,866,503 1,913,559 

(*) Any inaccuracies result from rounding. 
(**) Source: ISTAT.  
Note: The macroeconomic framework has been developed on the basis of the information available on 23 September 
2019. For international exogenous shocks, reference is made to the information available on 10 September 2019.  
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 The revision of growth estimates for 2019 and the following years18 
In line with previous documents, this focus presents an analysis of the main underlying 
factors for the revision of the macroeconomic forecast for 2019-2020, as compared to the 
policy framework of the DEF 2019. The focus subsequently illustrates the impact of new 
exogenous shocks on growth for the forecast horizon. 

First, the update refers to new information on the development of the Italian economy in the
current year compared to the April Document with reference to both quarterly national 
accounts data, which is now available for the first two quarters of the year, and to new
perspectives about the international framework. In addition, the revisions to annual data by
ISTAT have led to an upward revision of nominal GDP for the years 2016-2018, which is 
particularly significant in 2017 (9.2 billion). The changes made to the components of demand 
in 2018 could have an impact on the carry-over effect in 2019. It will be necessary to verify 
the consistency of this analysis once the quarterly accounts data, which are consistent with 
the new national yearly accounts, will be released, for a more accurate overall assessment. 
The values in the table are adjusted for the number of working days. 

The main underlying factors for the revision of the macroeconomic forecast for 2019-2020 
are presented in Table R.1. 

The first two columns compare estimates of GDP growth and GDP component growth in the 
DEF and the NADEF while the third column shows the difference between the two (Delta a).
The main drivers are: (a) the effect of the forecast errors affecting the first two quarters of
2019 since the DEF’s estimates were based on quarterly accounts data available through
4Q18 (delta b) and the impact of exogenous shocks (delta c). The residual delta depends on 
factors related to expectations. Overall, there is a downward revision of the GDP growth
forecast by 0.1 percentage points compared to the DEF while the change for individual 
components is not uniform. Among the components of domestic demand, investment 
increased more than expected in the first half of 2019 while consumption grew less than
expected. 

GDP deflator growth has had a fluctuating trend with acceleration in 1Q19 and a significant 
deceleration in the spring months. 

The revision of the 2019 GDP growth forecast is mainly influenced by the downward outlook
of the international framework. 

The columns following, on the other hand, show the discrepancy between the current and April
forecasts for 2020. In this case, the difference (delta column d) of the growth forecast is -0.3 
percentage points, which is explained entirely by the downward revision of the growth profile of
the second half of 2019, as summarised in the column of carry-over effect (delta e). 

The international framework has changed significantly since the DEF in April. 

The slowdown in global trade is more marked and caused by the persistent trade tensions 
between the U.S. and China, which continue to create global uncertainty and affect Italian 
exports and firm-level investment decisions. The growth forecast for exports is also negatively 
impacted by the nominal effective exchange rate with the appreciation of the euro against 
the pound and yuan more than offsetting the depreciation of the euro against the dollar. 

On the other hand, there are two factors moving in opposite directions from the DEF: the first 
is the price of oil (significantly lower) and the second relates to the significant decline in
government bond yields, accompanied by a decline in the spreads against the German Bund, 
which has a positive impact on domestic demand through credit and wealth channels. 

 

 
18This focus refers to quarterly economic accounts data (working-day adjusted) issued by ISTAT on 30 August. 

The quarterly series consistent with the annual national accounts data released on 23 September will be published 
on 4 October. 
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TABLE R1: MAIN MACROECONOMIC FRAMEWORK VARIABLES (seasonally adjusted data) 

. Forecast 2019 

of which: 
Acquired 

 first half 2019 
(net of carry-
over effect) 

Of which: 
 exogenous 

impacts 
Forecast 2020 

of which: 
revision of 
carry-over 
effect in 

2020 

of which: 
 exogenous 

impacts 

 FINAL 
2019 

NADEF 
2019 

Delta 
(a) 

Delta  
(b) 

Delta  
(c) 

FINAL 
2019 

NADEF 
2019 

Delta 
(d) 

Delta  
(e) 

Delta  
(f) 

ITALY MACRO DATA           
GDP  0.2 0.1 - 0.1 0.0 - 0.1 0.8 0.4 - 0.3 - 0.3 0.0 
Household 
Consumption 0.6 0.4 - 0.2 - 0.1 0.1 0.6 0.3 - 0.4 - 0.3 0.6 
General government 
expenditure - 0.4 - 0.2 0.3 0.4 0.0 0.8 0.1 - 0.7 - 0.2 0.0 
Gross fixed 
investment 1.4 2.6 1.2 1.4 0.1 2.0 2.0 0.0 0.0 0.4 
Exports of goods and 
services 2.1 2.8 0.7 1.0 - 0.6 2.3 2.3 - 0.1 - 0.3 - 1.8 
Imports of goods and 
services 2.3 0.7 - 1.6 - 1.3 0.2 2.7 2.0 - 0.7 - 0.5 - 0.9 
GDP deflator 1.0 0.9 0.0 0.1 0.0 2.0 1.9 - 0.1 - 0.1 - 0.1 
Consumption deflator 1.0 0.8 - 0.2 - 0.2 0.0 2.3 2.0 - 0.3 - 0.1 - 0.4 

 

In 2019-2020, the impact of exogenous shocks to GDP is substantially zero, but the risks 
are downward due to the possible impact of tightening trade tensions between the U.S. and 
China, the developments regarding Brexit and possible changes in financial market 
expectations. 

For 2021 and 2022, the impact on economic activity is significantly improved (slightly higher 
than a percentage point), but for reasons of prudence, it has been mitigated in the forecasts 
of the trend scenario of the NADEF in consideration of the fact that the greatest impetus for 
exogenous shocks comes from a potentially more volatile variable, i.e. the evolution of 
financial markets, while downside risks remain regarding the expected development of 
growth at the international level. 

 
TABLE R2: EFFECTS ON GDP OF THE INTERNATIONAL SCENARIO COMPARED TO THE SCENARIO 
OF THE DEF 2019 (impact on growth rates) 

 2019 2020 2021 2022 
1 World trade - 0.1 - 0.5 - 0.2 0.0 
2 Nominal effective exchange rate 0.0 - 0.1 0.0 0.0 
4 Oil prices 0.0 0.2 0.2 0.0 
5 Interest rate assumptions 0.1 0.4 0.7 0.8 
Total (*) - 0.1 0.0 0.6 0.7 
(*) Any inaccuracies are due to rounding. 

 

 
 A risk (or sensitivity) analysis of exogenous variables 

The assumptions concerning the dynamics of world trade, the profile of exchange rates, oil
prices and the conditions of the financial markets constitute the international reference
scenario, which is of great importance in shaping the development of the Italian economy as 
part of the macroeconomic trend. The values assigned to these variables in the forecast
horizon are the result of projection methods widely used in the main national and 
international forecast centres. In view of the uncertainty, which typically characterises the 
profile of the variables of the international framework and given their importance for an
economy open to foreign trade such as, the Italian one, it is appropriate to carry out an 
assessment of some of the risk elements inherent in the trend scenario. The econometric
model ITEM therefore simulated some alternative scenarios with reference to the main
international exogenous variables, assuming for each a different profile than the trend
scenario in order to assess their impact on the growth path of the Italian economy. In
particular, five alternative scenarios have been devised, each of which focuses on a specific
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risk factor for the national economy. The first two simulations cover the risks of a downward
revision of international trade developments due, in the first case, to a tightening of trade
tensions between the United States and China, which would accompany a generalised rise
in customs duties and, in the second case, a disorderly withdrawal of the United Kingdom 
from the European Union. 

In quantifying the impact on global trade of each of the two risk scenarios, reference was
made to the evaluations made in this respect by Oxford Economics using their global model. 
The model is able to consider approximately 80 countries simultaneously, allowing for a 
coherent account of the integration network that stimulates the world economy. Therefore, 
the percentage deviation between the levels of global demand in each of the two scenarios 
and those of the baseline scenario of the NADEF was grafted onto the ITEM template in order
to assess its impact on the Italian economy. 

In the NADEF’s international framework, 2019 was marked by a gradual slowdown in world 
trade, which led to a downward revision of its growth prospects. For the current year, the
growth rate of global demand weighted for Italy is 1.5 percent, which is lower than both the 
2018 figure and the figure shown in the latest DEF. In this scenario, the dynamic of global 
demand accelerates in 2020 (1.9 percent) and in the following two years (3.0 percent and 
3.2 percent respectively). 

The ‘escalation of the trade war’ scenario foresees in the fourth quarter of 2019 an increase
by the United States of tariffs on goods imported from China, Mexico and the European Union.
The countries concerned react by imposing duties on U.S. products. These tensions lead to a 
downward revision of growth for the largest economies compared to the NADEF’s baseline 
scenario and the growth rate of foreign demand in the markets relevant for Italy is lower by 
one percentage point in 2020, 1.2 points in 2021 and 1.8 percentage points in 2022. 

The UK’s exit from the European Union without a Brexit agreement at the end of October 
2019 leads to an increase in tariffs and other barriers to trade, which is accompanied by
sterling depreciation, rising inflation and a general loss of confidence. European countries 
are the most affected with the growth rate of the foreign markets relevant to Italy witnessing 
a sharp fall in 2020 to 0.3 percent, before returning to base case values in 2021 
(2.7 percent) and 2022 (3.3 percent). 

With reference to exchange rate developments, in the trend scenario, the technical
assumption is that exchange rate levels are maintained in the forecast horizon19. On the 
contrary, in the alternative scenario under consideration here, it is assumed, from 2020 
onwards, a gradual appreciation of the euro against the dollar, which, in 2022, compared to 
the recent values recorded in the last ten days of August, would be more than 8 percent. This 
would cause an appreciation of the nominal effective exchange rate of 1.5 percent in 2020, 
which is higher than in the baseline scenario. In the following two-year period, the 
appreciation of the euro (understood as the annual change in the nominal effective exchange 
rate) would be 1.9 percent in 2021 and 1.6 percent in 2022, compared to the corresponding 
invariance of the exchange rate in the trend scenario. 

The fourth risk scenario concerns oil prices. The forecast in the trend scenario is based on 
the prices of future crude oil contracts and points to a gradual reduction in the price of oil
that, from $63.3/barrel in 2019, would reach $56.4 in 2022. The alternative scenario 
assumes, from 2020 onwards, crude oil prices in excess of $20 per year higher than 
projected in the trend scenario. 

Finally, as regards the financial conditions of the economy, a scenario featuring lower 
confidence by savers and financial operators is assumed, in which the 10-year BTP spread
would be higher from the beginning of 2020 by 100 basis points compared to the
corresponding base levels. In this scenario, the higher levels of the BTP-Bund spread would 

 
19 The average of the most recent daily quotations, recorded in the last 10 working days, is considered. 
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be partially passed on to the interest rates applied by banks to customers, rendering credit
conditions less favourable for the private sector. 

The results of the trend scenario sensitivity analysis of the different risk elements of the
international reference scenario are reported in Table R1. The lower growth in global demand
would weaken Italy’s export dynamics and lead to lower output growth over the three-year 
period 2020-2022. In particular, in the case of a protracted trade war, the major effects
would occur in 2021 and 2022, with a reduction of the growth rate of 0.5 percent and 
0.4 percent, respectively. In the case of limitations to international trade stemming from a
Hard Brexit scenario, there would be a negative impact on the level of GDP of 0.4 percentage 
points in 2020. The appreciation of the euro (in particular the real nominal exchange rate for
the Italian economy) and the increase in the price of oil would also be a drag on growth of
the coming years. As regards the financial conditions of the economy, the worsened scenario 
would lead to lower growth for GDP, consumption and investment: in 2022, GDP would be 
0.9 percent lower than the corresponding level in the trend scenario. 

Overall, the exercise shows that if the most significant risk factors occur next year, instead of
the modest projected growth in the forecast, there would be a significant contraction of real 
GDP, or even a true recession. 
 

TABLE R1: GDP EFFECTS OF RISK SCENARIOS (impact on growth rates) 
 2019 2020 2021 2022 

1a. World trade -trade war 0.0 -0.2 -0.5 -0.4 
1b. World trade – Hard Brexit 0.0 -0.4 -0.1 0.1 
2 Nominal effective exchange rate 0.0 -0.2 -0.4 -0.4 
3 Oil price 0.0 -0.4 -0.5 -0.1 
4 Worsening of financial conditions 0.0 -0.1 -0.3 -0.5 

 

Policy scenario 

The macroeconomic policy framework incorporates the effects on the economy 
of the measures that the Government intends to present to the Parliament in the 
Draft Budget Law 2020. The 2020 manoeuvre will include the cancellation of the 
increase in VAT, the financing of unchanged policies and the renewal of other 
policies, which are due to expire (including the incentives for the Industry 4.0 
programme). 

The Government also intends to adopt new policies that will be the first step 
of a broader programme to restore growth, the development of the South and 
environmental sustainability. These include the Government’s commitment to 
reducing the tax wedge on labour, boosting public investment, increasing resources 
for scientific and technological education and research, and supporting and 
strengthening the universal health system. 

The public finance budget programmed for 2020-2022 is described in Chapter 
III of this Document. The direction of fiscal policy in the policy scenario is less 
restrictive in 2020 and 2021 compared to the trend scenario under unchanged 
legislation. The cancellation of the VAT increase provided for by unchanged 
legislation leads to a higher growth of domestic demand and, on the other hand, to 
a smaller increase in the consumption and GDP deflators. The net effect is positive 
on real GDP and other macroeconomic variables such as employment, but slightly 
reduces nominal GDP. Real GDP growth is forecast at 0.6 percent in 2020, while 
nominal GDP would grow by 2.0 percent. Employment would grow by one tenth of 
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a point more than in the trend scenario under unchanged legislation, both in terms 
of employment and in hours worked. The current account surplus is somewhat lower 
due to improved domestic demand. 

In the following two years, in correspondence with a reduction in net borrowing 
that is greater than the trend scenario but distributed in a more balanced way each 
year, the real GDP growth rate is projected to be 1.0 percent over each year. This 
result is thanks to an overall contribution from domestic demand that is slightly 
higher than in 2020 and a more pronounced recovery in production (and thus a 
slightly positive change in inventories) in 2021. The policy forecasts are based on 
simulations using the Treasury’s econometric model (ITEM). 

The table below shows the impact on GDP of the measures found in the 
manoeuvre grouped by type of intervention. Compared to the trend scenario, there 
is an increase in the GDP growth rate by 0.2 percentage points in 2020 and 2021, 
while the net impact of the fiscal manoeuvre on GDP growth would be nil in 2022, 
when fiscal policy would be more restrictive compared to the trend scenario. 

 
TABLE II.3: MACROECONOMIC IMPACT OF POLICY MEASURES COMPARED TO THE TREND SCENARIO 
(differences in GDP rates of change) 

  2020 2021 2022 

Indirect taxes 0.3 0.2 -0.2 

Reduction of tax wedge 0.1 0.1 0.1 

Unchanged policies and extensions of expiring programs 0.1 0.2 0.1 

Higher revenue -0.1 -0.2 -0.1 

Expenditure reductions -0.1 0.0 0.0 

Total  (*) 0.2 0.2 0.0 

(*) Any inaccuracies result from rounding.    
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TABLE II.4: POLICY MACROECONOMIC FRAMEWORK (% change unless otherwise indicated) 

 2018 2019 2020 2021 2022 

INTERNATIONAL EXOGENOUS VARIABLES      

International trade 3.7 0.6 1.7 3.0 3.6 
Oil price (Brent. futures) 71.3 63.3 57.3 56.2 56.4 

Dollar/euro exchange rate 1.181 1.120 1.108 1.108 1.108 

ITALY MACRO DATA (VOLUMES)      

GDP 0.8 0.1 0.6 1.0 1.0 
Imports 3.0 0.7 2.3 3.3 3.4 
National final consumption 0.7 0.3 0.5 0.7 0.5 
Household consumption and NPISH  0.8 0.4 0.7 0.8 0.6 
Government expenditure 0.4 -0.2 -0.2 0.3 0.1 
Investment 3.2 2.1 2.2 2.3 2.2 
- machinery, equipment and miscellaneous 2.6 1.5 2.0 2.0 2.3 
- means of transport 8.8 0.3 2.2 1.6 1.5 
- construction 2.9 3.1 2.3 2.6 2.2 
Exports 1.8 2.8 2.2 2.9 3.1 
      
Memo: current account balance% of GDP 2.5 2.7 2.7 2.6 2.5 

CONTRIBUTIONS TO GDP GROWTH (*)    
Net exports -0.3 0.6 0.1 -0.1 0.0 
Inventories -0.1 -1.1 -0.2 0.1 0.2 

Domestic demand net of inventories 1.1 0.6 0.8 0.9 0.8 

PRICES      

Import deflator 2.6 0.5 1.3 1.3 1.4 
Export deflator 1.8 0.7 1.2 1.1 1.4 
GDP deflator 0.9 0.9 1.3 1.7 1.7 
Nominal GDP 1.7 1.0 2.0 2.7 2.6 
Consumption deflator 0.9 0.8 1.0 1.9 1.8 
      
Memo: inflation net of imported energy % change (**) 0.8 0.9 1.0 1.1 1.1 

LABOUR      

Compensation of employees (entire economy) 3.5 2.0 1.8 2.7 2.9 
Compensation per employee 2.2 1.3 1.3 1.9 1.9 
Productivity (as % of GDP) -0.1 -0.4 0.2 0.4 0.1 
ULC (as % of GDP) 2.2 1.7 1.1 1.5 1.8 
employment (FTE) 0.8 0.5 0.4 0.6 0.9 
   employees (FTE) 1.3 0.7 0.5 0.8 1.0 
Employment (National Accounts) 0.9 0.5 0.3 0.6 1.0 
Employment (Labour Force Survey) 0.8 0.5 0.4 0.7 0.9 
Hours worked 1.1 0.6 0.4 0.7 1.0 
Hours worked per person employed 0.2 0.1 0.1 0.1 0.0 
Unemployment rate 10.6 10.1 10.0 9.5 9.1 
Employment rate (15-64 years) 58.5 58.9 59.3 59.8 60.5 
      
Memo: nominal GDP (absolute values in million) 1,765,421 1,783,142 1,817,985 1,867,901 1,917,350 

(*) Some inaccuracies result from rounding. 
(**) Source: ISTAT. 
Note: The macroeconomic framework has been developed on the basis of the information available on 23 
September 2019. For international exogenous shocks, reference is made to the information available on 10 
September 2019.  
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III. NET BORROWING AND PUBLIC DEBT 

III.1 FINAL DATA AND FORECASTS AT UNCHANGED LEGISLATION 

The update of public finance trends is based on new data issued by ISTAT1, 

which, in addition to the availability of new information, also includes a general 

revision of the national economic accounts agreed at the European level in order 

to improve alignment with the ESA 2010 compilation standards. This revision led 

to the preparation of new estimates for 2016, which include- the use of new 

sources and methodologies by ISTAT, and the conversion of the national time 

series of national economic accounts from 1995 to 2018 to the new 2016 

benchmark. 

For 2017 and 2018, the revision to GDP resulted in an increase of 

approximately 9.2 billion and 8.4 billion respectively, while general government 

net borrowing has deteriorated by around 762 million and over 1 billion 

respectively. 

The nominal deficit is therefore at a level of € 42 billion in 2017 and € 38.6 

billion in 2018. In terms of GDP, net borrowing is confirmed at 2.4 percent in 2017 

and revised slightly upwards from 2.1 to 2.2 percent in 20182. 

The primary surplus is revised from 1.4 percent of GDP to 1.3 percent in 2017 

and 1.6 to 1.5 percent of GDP in 2018, while interest expenditure in relation to 

GDP decreases by about one tenth of a percentage point in both years, reaching 

3.7 percent in 2018. The main trends in expenditure and taxation are confirmed: 

primary expenditure on GDP is slightly down from 44.9 in 2017 to 44.7 percent in 

2018, while, on the revenue side, the tax burden remains unchanged in 2018 

compared to the year before at 41.8 percent (compared to the previous estimate 

of 42.1 percent), which is 41.3 percent net of the € 80 bonus. 

The evolution of the public finance framework under unchanged legislation 

for the years 2019-2022 reflects the slowdown of growth prospects in the short run 

as compared to the expectations expressed in the DEF of April, and takes into 

account the results of the monitoring of public finances and the impact of the 

measures adopted by the previous Government after the DEF. These include, in 

particular, the mid-year State budget adjustment bill and Legislative Decree No 

61/2019 concerning urgent measures to improve public finance balances3. These 

measures entailed an improvement in the nominal deficit of around 0.4 

 
1 ISTAT, National Economic Accounts, 23 September 2019. 
2 It should be noted that, due to the extraordinary revision, the estimate of nominal GDP for 2017 is still 

provisional and, therefore, subject to further revisions at the next issue in March 2020, while in the past years 
the estimate published in September for the year t-2 became definitive. 

3 Decree-Law No 61/2019 converted by Law No 85/2019. 
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percentage points of GDP including some items outside the perimeter of the State 

budget4. 

The most up-to-date assessments of tax revenue developments and primary 

current expenditure are, however, slightly less favourable than the update in 

June, in view of the more consolidated results of the monitoring. As a result, the 

estimate of general government net borrowing in 2019 is conservatively revised to 

a lesser extent, from 2.4 percent of GDP as estimated in the DEF of April5 to 

2.2 percent in this Document. The primary surplus compared to GDP is estimated 

at 1.3 percent (1.2 percent in the DEF of April), down by around 0.2 percentage 

points compared to 2018, while the interest expenditure to GDP ratio is estimated 

at 3.4 percent (3.6 percent in the DEF of April), down by around 0.2 percentage 

points compared to 20186. The marked correction downwards of nominal interest 

rates compared to the DEF, both in the short term and in the long term, is linked 

not only to the weakening of the expectations for growth of the European and 

global economies, but also to Italy’s recovery of credibility, also evidenced by the 

assessments issued by rating agencies. Interest expenditure savings are estimated 

for the current year at around 2.7 billion compared to the estimate of the DEF. 

In more detail, the updated estimate of net borrowing includes the 

improvement of some 0.3 percentage points of GDP resulting from the mid-year 

adjustment of the State budget, which has certified a better budgetary outcome 

compared to the initial estimate established in the 2019 Budget Law. In addition, 

the deficit benefits from lower utilisation, for approximately € 1.5 billion (close to 

0.1 percentage points of GDP), of the new social policies (Citizenship Income and 

Quota 100) compared to the forecasts in the DEF of April. The achievement of 

these expenditure savings is confirmed by the monitoring provided for in 

Legislative Decree No 61/2019. The State budget allocations, which had been set 

aside in July by the Decree to ensure the fiscal correction negotiated by the 

previous Government with the European Commission, have subsequently been 

made available. 

The estimate of net borrowing for 2019, in line with the assumptions made in 

the DEF of April, includes expenditure cuts of 2 billion (around 0.1 percentage 

points of GDP, arranged in the State budget adjustment bill) provided for in the 

2019 Budget Law, which had set aside a corresponding budget allocation to ensure 

the achievement of the deficit target for the current year. As a result of the 

measures adopted last July, the funds have been rendered permanently 

unavailable for use and were instead addressed to the improvement of balances. 

The actions described, together with the commitments made by the previous 

Government with reference to the fiscal policy for 2020 and structural reforms, 

prevented the opening of an Excessive Deficit Procedure for Italy for non-

compliance with the debt rule in 2018. 

For the years 2020-2022, there is a marked reduction in nominal net 

borrowing under unchanged legislation, which is expected to remain at 

0.9 percent of GDP at the end of the forecast period, vis-à-vis a policy objective 

 
4 The improvement includes the increased revenues of auctions of CO2 emissions (Aste CO2) and increased 

revenue for flows with the European Union of 500 million. 
5 The estimate was 2.5 percent of GDP based on the European Commission 2019 Spring Forecast. 
6 Any inaccuracies result from the rounding. 
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for 2022 set at 1.5 percent of GDP in the DEF of April. The primary surplus will 

accelerate to 1.9 percent of GDP in 2020 and 2021 and reach 2.0 percent in 2022, 

driven by higher tax revenue growth and lower primary expenditure dynamics. The 

ratio of interest expenditure to GDP will fall from 3.2 percent in 2020 to 

3.1 percent in 2021 and to 2.9 percent in 2022. Public accounts will continue to 

benefit from significant interest expenditure savings, against the background of 

declining yields, in the range of € 2.1 billion in 2020, € 1.5 billion in 2021 and € 

1.6 billion in 2022. 

Taxation revenues, inclusive of taxes and social contributions, are expected 

to grow by 1.3 percent in 2019 and on average 2.7 percent per year over the 

three-year period 2020-2022, mainly supported by indirect taxes, which will 

increase by approximately 9.9 percent in 2020 and 2.7 percent on average in the 

remaining years. The acceleration is linked, on the one hand, to the entry into 

force of automatic increases in VAT and excise duties put in place to guarantee 

public balances7 and other tax measures introduced by the 2019 Budget Law, 

which included, inter alia, the obligation to provide electronic transmission of 

payments to the Revenue Agency, the preferential definition of pending tax 

disputes, and the tightening of the levies on gambling and tobacco products. On 

the other hand, the trend in indirect taxes is expected to benefit from higher 

expected economic growth. 

The expected pace of growth of direct taxes is 0.5 percent in the current year 

and about 1.1 percent on average over the period 2020-2022. Capital taxes, 

supported in the past by the revenue from voluntary disclosure, are expected to 

decrease in the current year and in the following year, and are expected to return 

to growth in 2021. 

Social contributions are estimated to grow by 2.8 percent in 2019 and by an 

average growth of 1.8 percent per year over the next three years. This 

development reflects changes in the relevant macroeconomic variables, the loss 

of the economic effects of the exemption measures provided for in the 2015 and 

2016 Stability Laws for new permanent hires, measures to facilitate recruitment 

of young people introduced under the 2018 Budget Law and the revision of the 

INAIL rates introduced by the 2019 Budget Law. As a ratio to GDP, social 

contributions will reach 13.5 percent in 2019 and 2020, before falling to 

13.4 percent in 2021 and 13.3 percent in 2022. 

The tax pressure under unchanged legislation is expected to rise by one tenth 

of a percentage point in 2019, to 41.9 percent. Looking at the whole period, it will 

increase by around 0.4 percentage points to 42.3 percent in 2022. As already 

explained, this trend is due to the VAT increases provided for by unchanged 

legislation. Net of the measures concerning the disbursement of the € 80 benefit, 

the tax pressure would increase from 41.4 percent in 2019 to 41.8 percent in 

2022. 

Government expenditure projections estimate a growth rate of primary 

expenditure, i.e. total expenditure net of interest, of 2.2 percent for the current 

year, and about 1.9 percent on average over the period 2020-2022. The ratio of 

primary expenditure to GDP will therefore decrease in the coming years: vis-à-vis 

 
7 The clauses result in additional revenues of around 23 billion from January 2020 (around 1.3 percentage 

points of GDP) and an additional 5.7 billion from January 2021 (around 0.3 percentage points of GDP). 
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the backdrop of projected nominal GDP growth, it will increase from 45.3 percent 

in 2019 to 44.6 percent in 2022. 

Primary current expenditure is expected to increase from 41.4 percent of GDP 

in 2018 to 41.9 percent of GDP in 2019, before falling to 41.3 percent at the end 

of the period, a level in line with what was foreseen in the DEF of April. The most 

dynamic component is cash social benefits, which will increase by 3.9 percent in 

2019, by an average annual rate of 3.2 percent over the period 2020-2021, and by 

2.5 percent in 2022. In terms of GDP, expenditure on cash social benefits reflects 

a slightly growing profile, from 20.3 percent in 2019 to 20.7 percent in 2022, 

which is in line with the trend in the DEF of April. Within the category of social 

benefits, the forecast of pension expenditure is affected by the significant 

increase in the number of persons entering early retirement due to the recent 

regulatory changes introduced with the 2019 Budget Law and other implementing 

acts8, including Quota 1009. More modest prospects for economic growth, together 

with these regulatory innovations, contribute to increasing the ratio between 

pension expenditure and GDP from 15.5 percent in 2019 to 15.9 percent in 2022. 

However, compared to the forecast of the DEF in April, the estimated pension 

expenditure in 2019 is revised downwards by around € 1.4 billion, of which 

approximately € 1.2 billion has been identified by the lower number of 

applications for early retirement via the new experimental channel compared to 

the number of persons eligible to benefit from the scheme. The new estimate is 

also based on a conservative estimate of the applications to be received by the 

end of the year. For the following years, a gradual distribution of early 

retirements in 2020 and 2021, resulting in savings of € 1.7 billion in 2020 and 400 

million in 2021, is assumed. These estimates will be updated in the coming months 

on the basis of actual trends. 

Other non-pension benefits are expected to grow by 8 percent in the current 

year, supported by anti-poverty policies and additional welfare provisions. The 

forecast for 2019 set out in this Document has been updated based on monitoring 

data on successful applications and those expected to be accepted until the end 

of 2019 for the Citizenship Income and Inclusion Income, and includes a total 

expenditure reduction of approximately 400 million compared to the DEF10. 

After negative growth rates since 2011, in 2018 compensation of employees of 

the general government sector rose again at a sustained pace (3.3 percent on a 

nominal basis), based on per capita wage trends. In 2019 the forecast includes, 

among other things, the conclusion of the 2016-2018 contractual session and the 

higher number of retirements expected from 2019 as a result of Quota 100. The 

overall effect is an increase of 0.3 percent in the year. Over the three-year period 

2020-2022, expenditure on compensation of employees increases by 0.6 percent 

 
8 Law No 145/2018 and Decree Law No 4/2019 converted by Law No 26/2019. 
9 Under the new early retirement scheme, introduced on a trial basis in the 2019-2021 period, it is possible 

to retire before the old age requirement, with a minimum of 38 years of contributions and a minimum age of 62. 
10 The updated forecast includes a burden of about 550 million for the Inclusion Income and about € 4.2 

billion for the Citizenship Income (including the so-called Citizenship Pension component). In the 2019 DEF, as it 
was already known that the first monthly round of applications was lower than the total foreseen under the 
scheme for the year, the estimated expenditure for the Citizenship Income had already been reduced by some 
500 million in 2019. 
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on average. The ratio to GDP is therefore declining from 9.7 in 2019 to 

9.2 percent of GDP in 2022, broadly confirming the projections of the DEF. 

Intermediate consumption is expected to fall as a ratio of GDP from 

8.2 percent in 2019 to 8.0 percent in 2022. 

The trend of gross fixed capital formation in 2019 indicates a recovery, with 

nominal growth of 7.7 percent, supported by the numerous interventions carried 

out in recent years to boost expenditure, including multi-annual allocations for 

the implementation of works that reduce hydrogeological risks and unlocking the 

administration surpluses of local authorities to carry out public works. In 2020, 

investment growth is less robust, at 3.7 percent, while 2021 will see an increase in 

growth to 9.5 percent. As a share of GDP, investments will increase from 

2.1 percent in 2018 to 2.3 percent in 2019 and then to around 2.4 percent on 

average over the period 2020-2022.  

 

 TABLE III.1a: GENERAL GOVERNMENT ACCOUNT AT UNCHANGED LEGISLATION (in millions) 

 2018 2019 2020 2021 2022 

EXPENDITURE      

Compensation of employees 172,362 172,902 174,611 174,282 175,859 

Intermediate consumption 146,681 146,967 150,240 151,217 152,848 

Social benefits 348,794 362,520 374,460 386,390 395,990 

of which: Pensions 268,741 276,030 284,820 295,560 304,080 

Other social benefits 80,053 86,490 89,640 90,830 91,910 

Other current expenditure 63,665 65,095 65,861 66,360 66,272 

Total current expenditure net interest 731,502 747,485 765,171 778,249 790,969 

Interest expenditure 64,662 61,316 59,225 57,721 56,170 

Total current expenditure 796,164 808,801 824,396 835,970 847,139 

of which: Health expenditure 115,410 118,560 120,596 122,003 123,696 

      

Total capital expenditure 58,438 59,493 59,861 63,474 62,307 

Gross fixed capital formation 37,602 40,496 41,979 45,960 46,891 

Capital contributions 13,597 13,869 13,217 13,196 12,280 

Other transfers 7,239 5,128 4,665 4,318 3,136 

Total final expenditure net of interest 789,940 806,977 825,032 841,723 853,276 

Total final expenditure 854,602 868,293 884,257 899,444 909,446 

REVENUE      

Total tax revenue 503,657 506,366 531,789 546,384 554,825 

Direct taxes 248,834 250,173 250,326 254,845 258,143 

Indirect taxes 253,253 255,011 280,365 290,435 295,570 

Capital taxes  1,570 1,182 1,098 1,104 1,112 

Social contributions 234,941 241,482 245,404 249,330 254,990 

Actual contributions 230,810 237,249 241,079 244,921 250,514 

Imputed contributions  4,131 4,233 4,325 4,409 4,476 

Other current revenue 75,182 79,236 79,980 79,563 79,266 

Total current revenue 812,210 825,902 856,075 874,173 887,969 

Non tax capital revenue  2,271 2,596 2,436 2,703 2,772 

Total final revenue 816,051 829,680 859,609 877,980 891,853 

memo: Tax pressure 41.8 41.9 42.6 42.6 42.3 

                    Tax pressure net of € 80 measures 41.3 41.4 42.1 42.1 41.8 

BALANCES      

Primary balance 26,111 22,703 34,577 36,257 38,577 

As % of GDP 1.5 1.3 1.9 1.9 2.0 

Current balance 16,046 17,102 31,679 38,203 40,830 

As % of GDP 0.9 1.0 1.7 2.0 2.1 

Net borrowing - 38,551 - 38,613 - 24,648 - 21,464 - 17,593 

As % of GDP - 2.2 - 2.2 - 1.4 - 1.1 - 0.9 

Nominal trend GDP (x 1,000) 1,765.4 1,783.1 1,824.5 1,866.5 1,913.6 

Note: Any inaccuracies result from rounding. 
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TABLE III.1b: GENERAL GOVERNMENT ACCOUNT AT UNCHANGED LEGISLATION (AS A PERCENTAGE OF GDP) 

 2018 2019 2020 2021 2022 

EXPENDITURE      

Compensation of employees 9.8 9.7 9.6 9.3 9.2 

Intermediate consumption 8.3 8.2 8.2 8.1 8.0 

Social benefits 19.8 20.3 20.5 20.7 20.7 

of which: Pensions 15.2 15.5 15.6 15.8 15.9 

Other social benefits 4.5 4.9 4.9 4.9 4.8 

Other current expenditure 3.6 3.7 3.6 3.6 3.5 

Total current expenditure net interest 41.4 41.9 41.9 41.7 41.3 

      

Interest expenditure 3.7 3.4 3.2 3.1 2.9 

      

Total current expenditure 45.1 45.4 45.2 44.8 44.3 

of which: Health expenditure 6.5 6.6 6.6 6.5 6.5 

      

Total capital expenditure 3.3 3.3 3.3 3.4 3.3 

Gross fixed capital formation 2.1 2.3 2.3 2.5 2.5 

Capital contributions 0.8 0.8 0.7 0.7 0.6 

Other transfers 0.4 0.3 0.3 0.2 0.2 

      

Total final expenditure net of interest 44.7 45.3 45.2 45.1 44.6 

Total final expenditure 48.4 48.7 48.5 48.2 47.5 

      

REVENUE      

Total tax revenue 28.5 28.4 29.1 29.3 29.0 

Direct taxes 14.1 14.0 13.7 13.7 13.5 

Indirect taxes 14.3 14.3 15.4 15.6 15.4 

Capital taxes  0.1 0.1 0.1 0.1 0.1 

Social contributions 13.3 13.5 13.5 13.4 13.3 

Actual contributions 13.1 13.3 13.2 13.1 13.1 

Imputed contributions 0.2 0.2 0.2 0.2 0.2 

Other current revenue 4.3 4.4 4.4 4.3 4.1 

Total current revenue 46.0 46.3 46.9 46.8 46.4 

      

Non tax capital revenue 0.1 0.1 0.1 0.1 0.1 

      

Total final revenue 46.2 46.5 47.1 47.0 46.6 

memo: Tax pressure 41.8 41.9 42.6 42.6 42.3 

BALANCES      

Primary balance 1.5 1.3 1.9 1.9 2.0 

Current balance 0.9 1.0 1.7 2.0 2.1 

Net borrowing - 2.2 - 2.2 - 1.4 - 1.1 - 0.9 

Note: GDP ratios are forecast in the trend scenario. Any inaccuracies result from rounding. 
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TABLE III.1c: GENERAL GOVERNMENT ACCOUNT AT UNCHANGED LEGISLATION (percentage changes) 

 2019 2020 2021 2022 

EXPENDITURE     

Compensation of employees 0.3 1.0 - 0.2 0.9 

Intermediate consumption 0.2 2.2 0.7 1.1 

Social benefits 3.9 3.3 3.2 2.5 

of which: Pensions 2.7 3.2 3.8 2.9 

Other social benefits 8.0 3.6 1.3 1.2 

Other current expenditure 2.2 1.2 0.8 - 0.1 

Total current expenditure net interest 2.2 2.4 1.7 1.6 

     

Interest expenditure - 5.2 - 3.4 - 2.5 - 2.7 

     

Total current expenditure 1.6 1.9 1.4 1.3 

of which: Health expenditure 2.7 1.7 1.2 1.4 

     

Total capital expenditure 1.8 0.6 6.0 - 1.8 

 Gross fixed capital formation 7.7 3.7 9.5 2.0 

Capital contributions 2.0 - 4.7 - 0.2 - 6.9 

Other transfers - 29.2 - 9.0 - 7.4 - 27.4 

     

Total final expenditure net of interest 2.2 2.2 2.0 1.4 

Total final expenditure 1.6 1.8 1.7 1.1 

     

REVENUE     

Total tax revenue 0.5 5.0 2.7 1.5 

Direct taxes 0.5 0.1 1.8 1.3 

Indirect taxes 0.7 9.9 3.6 1.8 

Capital taxes - 24.7 - 7.1 0.5 0.7 

Social contributions 2.8 1.6 1.6 2.3 

Actual contributions 2.8 1.6 1.6 2.3 

Imputed contributions 2.5 2.2 1.9 1.5 

Other current revenue 5.4 0.9 - 0.5 - 0.4 

Total current revenue 1.7 3.7 2.1 1.6 

     

Non tax capital revenue  14.3 - 6.2 11.0 2.6 

     

Total final revenue 1.7 3.6 2.1 1.6 

 
 

Medium/long-term trends in the Italian pension system and public expenditure linked to 
ageing 

Medium- to long-term trends in the Italian pension system are presented in the context of 

unchanged legislation and the national baseline scenario11. Therefore, the long-term 

forecast of pension expenditure as a ratio of GDP (up to 2070) reflects the demographic 

parameters underlying the median scenario developed by ISTAT12, with base year 2017, 

 
11 The medium- to long-term trend of the pension expenditure ratio to GDP is presented in accordance with 

Article 1 (5) of Law No 335 of 1995. National accounts data on pension expenditure and GDP are compiled in line 
with the new System of National and Regional Accounts (Sec 2010). 

12 As the population forecasts produced by ISTAT cover a time horizon up to 2065, the value of the 
demographic parameters relating to the final five-year period of the forecast period was extrapolated on the 
basis of the trends in the previous decade. Overall, the demographic parameters of the new ISTAT population 
estimate are as follows: (i) fertility is slightly increasing from 1.34 in 2017 to 1.59 in 2065, with almost linear 
progression, (ii) life expectancy at 2065 reaches 86.1 years for men and 90.2 years for women with an increase of 
5.5 and 5.2 years respectively compared to 2017 and (iii) net migration flow is at an average annual level of 165 
thousand until 2065 with a slightly decreasing profile. See ISTAT (2018), http://demo.istat.it and Ministry of 
Economy and Finance — RGS (2019), Average long-term trends in the pension and social health system, Report No 
20. 
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and the macroeconomic framework assumes a real GDP growth rate of around 1.2 percent 

per year over the forecast horizon13. 

The forecast of pension expenditure14  as a ratio of GDP, as shown in Figure 1, includes the 

effects of the measures contained in the reforms of the past twenty years. Reference is 

made, in particular, to the application of the contributions-based system (Law No 

335/1995) and to the new rules introduced by Law No 214/2011, which, by raising the 

requirements for access to old-age pensions and early retirement, significantly improved 

the sustainability of the pension system in the medium and long term, ensuring greater 

intergenerational equity. The reform process also provided for the extension, from 2012, of 

the contributions-based system to all workers. Finally, as of 2013, all age requirements 

(including for access to the social allowance) and contribution requirements for access to 

early retirement regardless of age are periodically indexed to changes in life expectancy as 

measured by ISTAT. Similarly, the transformation coefficients are adjusted in accordance 

with the probability of survival. Both adjustments shall be made every three years from 

2013 to 2019, and every two years thereafter, in accordance with a procedure which falls 

entirely within the administrative sphere of action and which ensures certainty of the 

predetermined dates for future revisions15. 

This forecast takes into account the legislative measures contained in Law No 145/2018 

(Budget Law 2019), including the introduction of the new indexation regime for pension 

payments in force in the period 2019-2021 and the application of the reduced rate for 

pensions of more than € 100,000 gross over the 2019-2024 period. Finally, the forecast 

considers the measures provided for in Decree-Law No 4/2019, converted into Law No 

26/2019,16 which introduced easier requirements for access to early retirement. In 

particular, these requirements allow early retirement to persons who accrue, jointly, the age 

and contribution requirements of 62 years old and 38 years of contributions by 31 

December 202117 ( setting aside the adjustment of the contributory requirement to be 

eligible for early retirement that is independent from age to the increases in life expectancy 

for the entire period from 2019 to 2026)18. 

 
13 For the period 2019-2022, growth assumptions are consistent with those outlined in this Document under 

the trend macroeconomic scenario, i.e. based on unchanged legislation. By contrast, the employment rate 
increases by around 10 percentage points in the 15-64 age group compared to 2015. The unemployment rate 
progressively decreases to 5.5 percent in 2050. 

14 Legislative provisions of the unchanged legislation and the evaluations presented below were based on 
the assumption that the institution of the early retirement loan mechanism (so-called market APE) is qualified 
and classified in the national accounts as a loan and not as a direct monetary transfer to households. 

15 The adjustment of the requirements as of 2016 (additional 4 months), in compliance with the rules 
(Article 12 (12-bis) of Decree-Law No 78 of 31 May 2010, converted with amendments into Law No 122 of 30 July 
2010), was adopted at least 12 months before that adjustment takes effect by means of director general’s decree 
of 16 December 2014, published in the Official Journal on 30 December 2014 and the transformation coefficients 
by means of  director general’s decree on 22 June 2015, published in the Official Journal on 6 July 2015. The 
adjustment of the requirements as of 2019 (additional 5 months), in compliance with the rules, was adopted at 
least 12 months before the adjustment took place by means of a decree of Director General of 5 December 2017, 
published in the Official Journal on 12 December 2017 and the transformation coefficients by means of director 
general’s decree of 15 May 2018, published in Official Gazette No 131 of 8 June 2018. 

16 Implementation of the provisions of Law No 145/2018 (Budget Law 2019) in terms of their financial 
programming. Paragraph 256 of Budget Law No 145/2018 established the “Fund for the revision of the early 
retirement system and to incentivise the hiring of young workers” with a budget of € 7,000 million per year 
starting in 2024. The higher costs stemming from the social security provisions of Legislative Decree No 4/2019 
were financed by the substantial write off of budgetary expenditure authorisation concerned up to 2023. In the 
following years, based on the current legislation, the aforementioned expenditure authorisation continues to 
exist, reaching a level of approximately 4 billion per year since 2028. At this stage, these residual appropriations, 
which are not yet legally defined, are not allocated to specific structural pension schemes.  

17 However, it is foreseen that the first effective start of the pension payments will be deferred as from the 
date of accrual of the requirements by three months for the private sector and six months for the public sector. 

18 It is expected that from 2019, the first effective start of the pension payments will be deferred from the 
date of accrual of the requirements by three months. 
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FIGURE R1: PUBLIC EXPENDITURE FOR PENSIONS AS A % OF GDP (national baseline scenario) 

 

 

After the growth of the 2008-2010 period, which was due exclusively to the acute phase of 

the recession, the ratio of pension expenditure to GDP in the following years was affected 

by the further contraction phase of GDP. Starting in 2015, in the presence of a more 

favourable economic cycle and the gradual continuation of the process of raising minimum 

retirement requirements, the ratio between pension expenditure and GDP was reduced 

over a period of three years, before starting a growth phase from 2019 to 2022. This is 

followed by a small dip phase up to 2029 in which the ratio reaches 15.4 percent. 

Thereafter, the expenditure-to-GDP ratio increases to 16.1 percent in 2044. Finally, the 

ratio falls rapidly to 15.3 percent in 2050 and 13.1 percent in 2070, with almost constant 

deceleration over the whole period. 

The slight decrease in the pension expenditure-to-GDP ratio over the three-year period 

2015-2017 is largely explained by the increase in minimum standards for access to 

retirement and the pro rata application of the contribution-based system. The development 

from 2019 to 2027 is affected, in the first phase of growth of the expenditure-to-GDP ratio, 

both by the social security measures contained in Decree-Law No 4/2019, which favour a 

faster exit from the labour market and the consequent increase in the number of pensions 

in relation to the number of employees, and by the very limited real growth of Gross 

Domestic Product. In the following period, the fall in the ratio of pension expenditure to GDP 

is partly due to the reduction of the average amount of pension due to the advance of 

retirement and, in part, to the recovery of employment levels. 

In the following years and up to 2044, the increase in pension expenditure-to-GDP ratio is 

mainly due to the increase in the ratio of pensions to the number of people employed due 

to the demographic transition, which is only partially offset by higher minimum 

requirements for access to retirement. This increase overestimates the effect of the gradual 

implementation of the contribution-based system to the entire working life. 

Finally, the rapid reduction in the ratio of pension expenditure to GDP, at the final stage of 

the forecast period, is determined by the general application of the contribution system 

accompanying the stabilisation – and subsequent reversal of the trend – of the ratio of the 

number of pensions to the number of persons employed. This trend is affected by both the 

progressive exit of the baby-boomers and the effects of the automatic adjustment of 

minimum retirement requirements as a function of life expectancy. 

In view of the estimates of the pension system described above, which are based on the 

national scenario and are useful for assessing medium-term trends, the forecast up to 
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2070 of total age-related expenditure (pensions, healthcare, long term care, social safety 

nets and education) functions as an the assessment of the sustainability of public finances 

on the basis of the scenario established by the Working Group on Ageing of the Economic 

Policy committee (EPC-WGA). As we know, the three-year forecast exercise in the EPC-WGA 

baseline scenario, which incorporates Eurostat’s population projections19 with base year 

2015, is intended to support, in a coordinated and homogeneous manner, the analysis of 

the sustainability of the public finances of various European countries in the context of the 

assessment of compliance with the fiscal rules of the Stability and Growth Pact. 

On the basis of the scenario set in EPC-WGA, which assumes a real GDP growth rate20 of 

1.0 percent on average per year over the forecast horizon, the ratio of total public 

expenditure to GDP increases by around 3 percentage points in the years 2015-2045 

(Table 1). This increase is attributable as follows: 2.4 percentage points to pension 

expenditure – which reaches its highest value in terms of GDP of 18.4 percent in 2042 – 

about 0.9 percentage points to health expenditure and around 0.3 percentage points to the 

care component of expenditure for LTC, while spending on education and social safety nets 

as a ratio of GDP is reduced. 

Compared to the maximum levels expected in 2044, the ratio of total public expenditure to 

GDP is progressively reduced by around 4 percentage points in 2070, thanks to the 

contribution of the ratio of pension expenditure to GDP, which is reduced from 18.2 percent 

in 2044 to 13.7 percent in 2070. The rapid decline in the ratio between pension 

expenditure and GDP in the final phase of the forecast period is determined by the general 

application of the contribution-based system accompanying the stabilisation, and 

subsequent reversal of the trend, of the ratio of the number of pensions to the number of 

persons employed. This is due both to the automatic adjustment of minimum retirement 

requirements to life expectancy and to the progressive exit of the baby-boomers. 

 

TABLE R1: AGE-RELATED EXPENDITURE PROJECTIONS (pensions, health, LTC, schools and social 
safety nets) AS A % OF GDP — 2018 EPC-WGA BASELINE SCENARIO  

 
2010 2015 2020 2025 2030 2035 2040 2045 2050 2055 2060 2065 2070 

Pensions 14.7 15.6 15.6 15.9 16.9 17.9 18.3 18.1 16.9 15.5 14.6 14.0 13.7 

Healthcare 7.0 6.7 6.6 6.6 6.9 7.2 7.4 7.6 7.8 7.9 7.9 7.8 7.8 

  - incl.  LTC 0.7 0.7 0.7 0.7 0.8 0.8 0.9 1.0 1.0 1.1 1.1 1.1 1,1 

LTC - incl. social services 1.0 1.0 1.0 1.1 1.1 1.2 1.2 1.3 1.4 1.5 1.6 1.6 1.6 

Education 3.9 3.6 3.4 3.2 3.1 3.0 3.1 3.2 3.3 3.3 3.3 3.3 3.3 

Social safety nets 0.7 0.9 0.8 0.7 0.7 0.7 0.6 0.6 0.6 0.6 0.6 0.6 0.6 

Total 27.4 27.9 27.4 27.5 28.6 29.8 30.7 30.8 30.0 28.8 28.0 27.3 26.9 
 

 

 
19 The 2015 Eurostat population assumptions, with base year 2015, provide for Italy: (I) a net flow of 

migrations of approximately 190 thousand units on average per year, with an increasing profile up to 2040 and 
decreasing thereafter; (II) a life expectancy at 2070 of 86.9 years for men and 90.9 years for women; (III) a total 
fertility rate of 2070 of 1.66. 

20 For the period 2019-2022, growth assumptions are in line with those of the trend macroeconomic 
framework of the Update to the DEF 2019. For the following period, the structural assumptions of the 2018 EPC-
WGA baseline scenario have been assumed, as presented in the ‘2018 Ageing Report: Underlying Assumptions and 
Projection Methodologies‘ — European Commission Directorate-General for Economic and Financial Affairs. These 
structural assumptions were amended accordingly to reflect the long-term impact on continued employment of 
the measures adopted by DL 4/2019. The differences in employment as highlighted in 2022, in the comparison 
between the EPC-WGA baseline scenario and the short-term macroeconomic scenario of the Update of the DEF 
2019, have been progressively reduced. As regards productivity dynamics, the assumptions of the EPC-WGA 
baseline scenario have been broadly confirmed as from 2025. 
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The black bold line in Figure 2 shows the projections of pension expenditure as a ratio of 

GDP under unchanged legislation and according to the EPC-WGA scenario, comparing it to 

that which would have prevailed on the basis of the legislative scenarios, which preceded 

major reform measures. Compared to the immediately preceding legislation, the measures 

contained in Decree-Law No 4/2019 and in the Budget Law for 2019 (Law No 145/2018), 

included in the unchanged legislation scenario, increase the ratio of pension expenditure to 

GDP on average by around 0.2 points per year during the period 2019-2036, with a 

gradually decreasing profile from the early years of the forecast, where the higher 

proportion of expenditure in relation to GDP is more concentrated. 

Thanks to the overall reform process implemented since 2004, the average age at 

retirement (taking into account both old-age retirement and early retirement requirements) 

increases from 60-61 during the period 2006-2010 to around 63 in 2017, to 67 in 2040 

and to about 68 in 2050. Cumulatively, the lower share of expenditure in relation to GDP 

resulting from the overall reform process launched in 2004 amounts to around 60 

percentage points of GDP in 2060. 

 

FIGURE R2: PUBLIC EXPENDITURE FOR PENSIONS AS A % OF GDP UNDER DIFFERENT LEGISLATION 
SCENARIOS ( 2018 EPC-WGA scenario) 

 
Note: In the short run, the EPC -WGA scenario takes into account the indications of the trend scenario of the Up-

date of the DEF 2019. Source: Long-term forecasting model of the State General Accounting Department. 
 

III.2 PUBLIC FINANCE: POLICY SCENARIO 

Budget planning for the coming years 

The Budget for the 2020-2022 period aims to preserve the sustainability of 

public finances and at the same time to create fiscal space to complete the 

implementation of the policies of inclusion and activation of work already in place 

while boosting economic growth in the area of environmental and social 

sustainability and skills development. 

In its resolution approving the DEF 2019, the Parliament committed the 

Government to repeal the increase in VAT planned for January 2020. The new 

Government confirmed this commitment. Together with the financing of the so-

called unchanged policies, the cancellation of the VAT increase leads to an 
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estimate of the net borrowing of the general government sector of 2.7 percent of 

GDP in 2020. Such a nominal deficit-to-GDP ratio would correspond to a significant 

deterioration in the structural balance, which is one of the indicators taken into 

account for compliance with internal and European fiscal rules. 

The orientation expressed by the European Commission and other 

international organisations has clearly moved towards the opportunity of an 

expansionary fiscal stance for the euro area, which should be the result of a policy 

of stimulus by the Member States in surplus and a gradual fiscal consolidation by 

the most indebted countries. Italy’s budgetary policy as set out in this Document 

will contribute to the achievement of this objective for the euro area as a whole, 

with the hope that the Member States currently enjoying large budgetary spaces 

will use them to counter the weakening of their economic growth. In addition, the 

Government will commit to the swift implementation of a European ‘Green New 

Deal’ financed with common resources and the development of dedicated 

financial instruments. 

Therefore, with a belief that the fiscal stance of the euro area should be 

orientated towards boosting growth, but taking into account the need to reverse 

the increase in Italy’s debt-to-GDP ratio, the Government decided to move 

towards a structural balance of GDP that is almost unchanged in 2020. The 

commitment to improve the structural balance in the following years is also 

reiterated. 

The nominal net borrowing target for 2020 is set at 2.2 percent of GDP, 

unchanged from the level estimated for this year. In view of the estimated output 

gap and temporary components of the budget, this would lead to a slight 

deterioration of the structural balance (0.1 percentage points). The budgetary 

policy planned for next year increases structurally the financing for inclusion 

policies introduced in 2019. 

For 2021-2022, a structural improvement of 0.2 percentage points per year is 

expected, with a final level of the structural balance of -1.0 percent of GDP in 

2022. The Government confirms its commitment to achieve the MTO in the 

following years. 

The 2020 public finance manoeuvre includes the complete cancellation of the 

VAT increase, the financing of unchanged policies for about one tenth of GDP and 

the renewal of some expiring policies (including the incentives for the Industry 4.0 

programme). 

The Government also intends to adopt new policies that will be the first step 

of a broader programme to restore growth, the development of the South and 

environmental sustainability. These include the Government’s commitment to 

reducing the tax wedge on labour, boosting public investment, increasing 

resources for scientific and technological education and research, and supporting 

and strengthening the universal health system. The additional commitment 

needed to reduce the tax wedge in 2020 is estimated at 0.15 percentage points of 

GDP, increasing to 0.3 percentage points in 2021. 

The resources for financing the interventions under the Budget for 2020 are 

close to 0.8 percent of GDP and will be ensured by the following areas of 

intervention: 

 Measures to improve the efficiency of public spending and the revision or 

removal of existing legislative provisions in relation to their effectiveness or 

alignment with priorities, to save more than 0.1 percentage points of GDP. 
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 New measures to combat tax evasion and fraud, as well as actions to recover 

tax revenue, including through increased use of the use of traceable payment 

instruments, with a total revenue increase of 0.4 percent of GDP. 

 Reduction of taxes and subsidies harmful to the environment and new 

environmental taxes, which overall would raise revenues by approximately 

0.1 percent of GDP. 

 Other fiscal measures, including the extension of the substitute tax on the 

revaluation of land and equity, for more than 0.1 percentage points. 

Net borrowing as a ratio of GDP under the policy scenario is expected to fall 

to 1.8 percent in 2021 and to 1.4 percent in 2022. Against these balances, the 

primary surplus (i.e. the budget balance excluding interest payments) would 

increase from 1.3 percent this year to 1.1 percent in 2020 and then improve in the 

following two years, up to 1.6 percent in 2022. 

The scenario of public finances set out above slightly modifies the path of net 

borrowing as compared to the DEF. The target for 2020 is revised upwards by one 

tenth of GDP, the target for 2021 remains unchanged, while that expected at the 

end of the forecast horizon would improve by a tenth of a point of GDP. 

 

TABLE III.2: SUMMARY OF PUBLIC FINANCES UNDER THE POLICY SCENARIO (as a percentage of GDP) 

  2018 2019 2020 2021 2022 

NET BORROWING (Update to DEF 2019) -2.2 -2.2 -2.2 -1.8 -1.4 

(DEF 2019) -2.1 -2.4 -2.1 -1.8 -1.5 

INTEREST (Update to DEF 2019) 3.7 3.4 3.3 3.1 2.9 

(DEF 2019) 3.7 3.6 3.6 3.7 3.8 

PRIMARY BALANCE (Update to DEF 2019) 1.5 1.3 1.1 1.3 1.6 

(DEF 2019) 1.6 1.2 1.5 1.9 2.3 

STRUCTURAL NET BORROWING (1) (Update to DEF 2019) -1.5 -1.2 -1.4 -1.2 -1.0 

(DEF 2019) -1.4 -1.5 -1.4 -1.1 -0.8 

Debt (gross of support) (2) (Update to DEF 2019) 134.8 135.7 135.2 133.4 131.4 

(DEF 2019) 132.2 132.6 131.3 130.2 128.9 

Debt (net of support) (2) (Update to DEF 2019) 131.5 132.5 132.0 130.3 128.4 

(DEF 2019) 128.8 129.4 128.1 127.2 125.9 

PUBLIC SECTOR BALANCE (Update to DEF 2019) -2.3 -2.3 -2.5 -1.9 -1.3 

(DEF 2019) -2.3 -3.2 -2.4 -2.1 -1.3 

STATE SECTOR BALANCE (Update to DEF 2019) -2.6 -2.4 -2.6 -2.0 -1.5 

1) Net of one-off measures and cyclical component. 
2) Gross or net of the stakes of Italy in loans to Member States of the EMU whether bilateral or through the EFSF 
and the contribution to the capital of the ESM. The amount of these allowances was approximately € 58.2 billion 
throughout 2019 of which € 43.9 billion for bilateral loans and via the EFSF and € 14.3 billion for the ESM 
programme.  

 

As presented in the Report to the Parliament attached to this Update, the 

slight changes made to the deficit path are motivated by the changed economic 

climate and growing support for a more expansionary fiscal policy of the euro 

area.  

In this context, and as noted above, Italy’s contribution is to adjust fiscal 

consolidation somewhat less restrictively, confirming that the objective of 

improving the structural balance in the medium term remains a priority. 
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Results achieved in terms of structural balance and the expenditure rule 

Italy is committed to complying with European public finance rules. In 

particular, L. No 243/201221 transposed the Treaty on Stability. Coordination and 

Governance of the Economic and Monetary Union (TSCG), stipulating that the 

structural balance of the general government should reach the medium-term 

objective (MTO). 

Until the end of 2019, the MTO coincided with a balanced budget; thus, the 

general government balance, once corrected for cyclical fluctuations, was to 

converge over the medium period to zero. Following the latest update, the MTO 

over the next three years 2020-2022 has been brought to a structural surplus of 

0.5 percent of GDP. As reiterated in Chapter I of this Document, the high level of 

public debt, the deteriorating outlook for economic growth in the long term and 

demographic trends have led to such a result22. As it has not yet reached the MTO, 

Italy is required to adopt budgetary planning that ensures an adjustment towards 

this objective for the coming years; this implies improving the structural balance 

in each year relative to the previous financial year. 

According to European regulations, and in particular because of the so-called 

convergence matrix, the pace of adjustment towards the MTO depends on the 

initial level of government debt and cyclical conditions of the economy, assessed 

on the basis of real growth and the distance between real and potential GDP 

(output gap)23. Annual adjustments corrected on the basis of cyclical conditions 

may be reduced for the application of flexibility clauses, following the guidance 

communicated by the Commission in January 2015. Temporary deviations from the 

MTO or the adjustment path are allowed in exceptional circumstances, such as 

severe economic and financial crises24. In addition, since 2015 Italy has benefited 

from flexibility recognised by the European Commission to finance structural 

reforms, infrastructure investments and to respond to exceptional events involving 

 
21 Law No 243/2012 — Provisions for implementing the principle of a balanced budget within the meaning 

of Article 81 (6) of the Constitution, published in Official Gazette No 12 of 15 January 2013. The European fiscal 
framework requires that the Member States of the Economic and Monetary Union achieve in the medium-term an 
objective of structural balance that can ensure the sustainability of public finances even during normal cyclical 
fluctuations of the economy and taking into account implicit liabilities related to demographic dynamics. 

22 The MTO is defined every three years on the basis of budgetary characteristics, potential growth and 
financial risk related to the sustainability of the public finances of each country. According to the calculations of 
the official methodology, the MTO for the period 2017-2019 corresponded to a structural deficit of 0.5 percent of 
GDP. The value resulting from the calculation formula corresponds, in any event, to a minimum threshold; 
therefore, by choosing a balanced budget in structural terms, Italy had made a more ambitious choice. For more 
details, see the European Commission’s Annual publication, Vademecum on the Stability and Growth Pact, 2019 
Edition:https://ec.europa.eu/info/sites/info/files/economy-finance/ip101_en.pdf. 

23 See the matrix showing the annual adjustment towards the MTO based on the state of the economic 
cycle presented in the Communication from the Commission “Making the best use of flexibility within the existing 
rules of the Stability and Growth Pact” of 13 January 2015. More precisely, the matrix takes into account the 
following parameters: (I) cyclical conditions of the economy as summarised by the output gap and real growth; 
(II) the level of the debt ratio; and (III) the existence of medium-term sustainability risks on public finances 
assessed on the basis of the S1 indicator. For example, under ‘normal’ cyclical conditions of an output gap 
between -1.5 percent and 1.5 percent of potential GDP, a country with a debt ratio above 60 percent and, based 
on S1, average sustainability risks, must converge to its MTO through a reduction in the structural balance of 
more than 0.5 percentage points of GDP. Unfavourable cyclical conditions, such as those facing recent years, 
lower requirements. 

24 For more details, see the European Commission’s Annual publication, Vademecum on the Stability and 
Growth Pact, 2019 Edition:https://ec.europa.eu/info/sites/info/files/economy-finance/ip101_en.pd. 
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unforeseen expenditure (such as natural disasters and the massive influx of 

migrants)25. 

Finally, it is recalled that the assessment of the convergence path of the 

structural budget balance towards the MTO is carried out on both a year and a 

two-year average26. Regulation (EC) No n.1466/97 provides that a margin of 

tolerance apply when assessing whether the deviation from the pathway is 

significant. In particular, to achieve a significant deviation, the deviation from the 

convergence path shall be at least 0.5 percent of GDP on an annual basis or at 

least 0.25 percent of GDP averaged over two consecutive years; in this case, the 

requirements for triggering the excessive deficit procedure remain.  

The European Commission checks the consistency of budgetary planning in 

relation to the objectives agreed and regularly monitors the structural budget and 

other relevant quantities. On the basis of the Draft Budgetary Plans (DBPs) sent by 

Member States by 15 October, the Commission will examine the stated objectives 

and planned fiscal measures as a whole. Their compliance with the rules will be 

assessed, which will include an assessment of the degree of reliability of the 

estimates submitted. The evaluations will be carried out in light of the growth 

forecasts made by the Commission, which will be made public during the first ten 

days of November.  

The Draft Budgetary Plan of the Italian Government will have as its reference 

the planned estimates and policies in this Update, which incorporate the revisions 

carried out by ISTAT of national accounts on 23 September27. Per the regulations, 

the Commission’s assessment of public finance balances will cover the results of 

the previous year (t-1), the current year (t), and the planned targets for the next 

two years (t + 1 and t + 2). With reference to this timeframe, we make the 

following observations.  

The net borrowing of the general government sector was 2.2 percent of GDP 

in 2018. In structural terms, compared to an estimated output gap of 1.4 percent 

of potential GDP, the budget balance was 1.5 percent of GDP. Compared to 2017, 

the change in the balance was therefore slightly worse, representing -0.1 percent. 

The revisions of ISTAT of 23 September resulted in marginal changes (an increase 

of approximately one tenth of a point of the nominal deficit).  

In any event, the developments in 2018 have already been the subject of 

several evaluations over time by the European Commission28. In the ex post 

 
25 With regard to infrastructure investments, these projects relate mainly to structural and cohesion policy, 

trans-European networks and projects co-financed by the European Fund for Strategic Investments (so-called 
Juncker Plan). For a detailed quantification of the granted flexibility, see Table III.4 of the DEF 2019. 

26 An identical assessment shall be made for compliance with the expenditure rule, which shall be 
commented on in the final paragraphs of this section. 

27 Data from ISTAT could undergo further changes following the issue of quarterly accounts (expected on 4 
October). Although it does not change the annual totals, the recent quarterly profile of some economic 
aggregates could be marginally revised, with possible spillover effects on the 2019 values. In any case, revisions 
of the quarterly profiles of GDP components are never such as to affect the reliability of aggregate projections of 
public finances. This could be the case, however, for revisions that directly relate to general government 
accounts. 

28 In its recommendations of July 2017, the Council of the European Union, on a proposal from the 
Commission, urged Italy to pursue a substantial fiscal effort in 2018, in line with the requirements of the 
preventive arm of the Stability and Growth Pact but taking into account the need to strengthen the ongoing 
recovery and ensure the sustainability of finances. Council Recommendation of 11 July 2017 on the 2017 National 
Reform Programme of Italy and delivering a Council opinion on Italy’s 2017 Stability Programme (2017/C 261/11). 
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evaluation of compliance with the rules for the year 2018, carried out in June 

2019 and based on the macroeconomic forecast produced in the spring, the 

Commission assessed a deterioration from the previous year by 0.1 percentage 

points. The deviation from the requirement of the preventive arm of the Stability 

and Growth Pact was marginally significant. Following the fiscal package adopted 

by the Italian Government in July, the Commission considered that the deviation 

for 2018 was offset by the new and more ambitious public finance targets 

declared by Italy for 2019. For more details about discussions with the Commission 

and actions taken, see paragraphs III.4 and III.5. 

With an estimated economic growth of 0.1 percent of GDP in 2019, net 

borrowing stands at 2.2 percent. Compared to 2018, there is a widening gap 

between actual and potential output because of unfavourable cyclical conditions. 

The structural budget balance is estimated at -1.2 percent of GDP, with an 

improvement of 0.3 percentage points compared to the previous year, which 

indicates the resumption of the convergence path towards the MTO. Taking into 

account the Commission’s margin of flexibility of 0.18 percentage points of GDP29, 

the variation is broadly in line with the constraints imposed by the convergence 

matrix as shown in Table III.630. 

The public finance strategy for the coming years, already presented in detail 

in the first part of this paragraph, can also be presented in structural terms, 

referring to Table III.3. 

While there is a pronounced improvement in the budget in nominal terms over 

the 2020-2022 period, the changes in structural terms are, on the whole, more 

gradual. In 2020, there is only a slight deterioration of the structural balance since 

the output gap remains almost unchanged compared to 2019 (the actual GDP 

growth rate is in line with the rate of potential growth) and the temporary 

components are slightly more unfavorable than in 2019. In 2021 and 2022, the 

structural balance would continue to improve, but with smaller variations than the 

headline balance; over the two-year period, a higher correction is taking place 

over the cycle, due to the gradual closure of the output gap. 

                                                                                                                              
In view of this, Italy was able to enjoy a margin of discretion with respect to the path outlined by the 
convergence matrix, which made a structural adjustment of 0.3 percent of GDP sufficient. 

29 At the end of 2018, the Italian Government had asked the Commission to recognise budgetary flexibility 
for expenditure linked to the extraordinary plan of operations to combat hydrogeological instability and to secure 
road network infrastructure such as viaducts, bridges and tunnels, the Commission had taken note of the request, 
demonstrating openness to accept it, and agreed ex ante to a flexibility of 0.18 percent of GDP. See Annex 4 to 
the letter of 18 December 2018 sent by the Italian Government to the European Commission: Factsheet 
explaining the request for flexibility: 
Http://www.mef.gov.it/documenti-allegati/2018/Allegato_4_-_richiesta_di_flessibilitx.pdf. 

30 The Italian Government estimates that for 2019: (1) an output gap below -1.5 percentage points of GDP, 
signaling within the matrix a condition of ‘bad’; (2) an actual rate of growth that is lower than the potential rate. 
Because of the two conditions, the matrix quantifying the required fiscal adjustments in accordance with the 
cyclical conditions of the economy and the level of public debt indicates an annual convergence requirement 
towards the MTO by 0.25 percentage points of GDP, which decreases to 0.075 once the flexibility clauses granted 
for 2019 are applied. The improvement in the structural balance by 0.3 percentage points would make Italy fully 
compliant based on the annual criterion. As regards the two-year criterion (combined assessment on 2018 and 
2019), an average improvement over two years of around 0.19 percentage points of GDP would be required. 
Against the background of an average change (2018-2019) in the 0.11 structural balance, Italy would have a non-
significant deviation over the two years criterion. Finally, if GDP growth was below zero in 2019, there would be 
no need for a structural adjustment for the same year. Such an event is currently unlikely and is not part of the 
Government’s forecasts nor that of consensus forecasts, but technically speaking it cannot be ruled out. 

http://www.mef.gov.it/documenti-allegati/2018/Allegato_4_-_richiesta_di_flessibilitx.pdf
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The choice made reconciles the need to reduce the debt-to-GDP ratio and not 

to run the risk, especially in the short term, of pro-cyclical policies. In 2020, in a 

still weak economic environment, where the first signs of a resumption of the 

international cycle are expected to emerge, it would be inappropriate to 

undertake excessive fiscal consolidation. Therefore, measures which are more far-

reaching than those necessary to offset the effects on the balance sheet of the 

deactivation of VAT clauses would be counterproductive. The slight deterioration 

of the Italian structural budget balance is in line with an overall fiscal stance for 

the euro area more in support of growth; such an approach would stimulate the 

economy by those countries that have greater fiscal space.  

In terms of compliance with the preventive arm of the Stability and Growth 

Pact, it is worth noting that - taking into account the request for flexibility for 0.2 

percentage points of GDP in 2020 that will be submitted to the European 

Commission in the forthcoming Draft Budgetary Plan - according to the Italian 

Government’s projections, there are no significant deviations from the 

convergence path towards the MTO31. 

For 2021-2022, changes in structural balances mark the resumption of the 

fiscal consolidation process. In view of the above, the marked improvement of the 

budget in nominal terms is not fully reflected by structural improvements, as the 

estimates of potential real product changes are particularly punitive with respect 

to cyclical corrections32. 

Finally, we would point out that the assessment of compliance with the fiscal 

rules by the Commission may not coincide with the assessment made by the Italian 

Government. This is in part due to divergent estimates of output gaps33, which 

have been a feature of recent years34. These different assessments, on the other 

hand, are compatible with the uncertainty in the measurement of this variable, 

reflected also in the differences in methodologies and results of various 

international bodies. 

 

 

 

 

 
31 For 2020, an output gap of more than 1.5 is observed in absolute terms but — unlike in 2019 — the 

potential growth rate of potential output is lower than actual GDP, even if only marginally. According to the 
convergence matrix the convergence to the MTO should be at least 0.5. Taking into account the two tenths of 
GDP flexibility that the Government intends to request, the deviation from the adjustment path towards the MTO 
would not be significant. 

32 It should also be noted that in the government’s estimates, since 2021 the output gap becomes less than 
the absolute threshold of 1.5 percent of GDP. Therefore, according to the convergence matrix, the minimum 
adjustment to be made would be 0.6 percentage points of GDP. 

33 The discrepancies between the Government’s output gap and the Commission’s estimates are due to: (I) 
macroeconomic reference scenarios; (II) time horizons; (III) assessment of the initialisation benchmarks for the 
trend/cycle breakdown of the unemployment rate and total factor productivity. 

34 The Commission’s most recent output gap projections (in Spring Forecasts 2019) estimate Italy has had 
an output gap between zero and -1.5 percent of potential GDP since 2017. As such, according to the Commission, 
Italy benefits from normal cyclical conditions for two years. As a result, the matrix would require Italy to improve 
its structural balance by at least 0.6 percentage points of GDP each year. A preliminary assessment of the 
Commission’s results — neither the public finance forecasts nor the new 2019 macroeconomic Autumn Forecast 
are available – would indicate a situation of deviation for the annual criterion and of a significant deviation on 
the two years criterion in 2019. The requirement remains at 0.6 percentage points for all years of the forecast. 
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The estimate of potential GDP and the output gap by different international institutions 

The potential output and the output gap (OG) play a key role in European legislation (Six 

Pack) and the Italian legislation transposing it (Law No 243/2012). Indeed, the estimated 

output gap contributes to the adjustment of the headline balance for the effects of the 

economic cycle. Its magnitude, due to different thresholds, influences the adjustment path 

towards the medium-term objective (MTO) set by the convergence matrix35. As the indicator 

that summarises a country’s cyclical position, the output gap is measured as the difference 

between real GDP and potential GDP as a percentage of the potential output gap. However, 

while the real GDP level is a figure that can be measured, potential GDP, defined as the 

highest output achievable without generating inflationary pressures, is a non-observable 

variable and therefore must be estimated. 

A number of statistical/econometric techniques can be used for the calculation of potential 

GDP, the results of which are significantly affected by base-level theoretical assumptions. 

This box summarises the estimation methods used by major non-governmental 

organisations (the European Commission (COMM), the Organisation for Economic 

Cooperation and Development (OECD) and the International Monetary Fund (IMF)). The 

output gap from these authorities together with those produced by the MEF and published 

in the most recent DEF is set out below. 

The COMM uses a methodology agreed with individual Member States, based on a Cobb-

Douglas type production function with constant scale yields. 

In this context, real product is broken down into the factors of labour, capital and 

productivity, appropriately weighted: 

Y = TFP * L ^ α * K ^ (1-α); with a α of 0.65 for all Member States. 

The labour factor is obtained by multiplying the active population, the hours worked, the 

participation rate and the supplement to one of the unemployment rates. 

The shift from real GDP to potential GDP is achieved by extracting inputs from production 

factors (except for the capital stock, which is considered to be the actual value) using 

different statistical techniques. In the case of the labour factor, the Hodrick-Prescott filter is 

used for the participation rate and the hours worked, while the upward trend in 

unemployment rate (NAWRU, the unemployment rate at which economic theory associates 

the absence of inflationary pressure) is obtained with a Kalman filter in which the trend-

cycle decomposition is ‘addressed’ from a Phillips curve36. The trend of TFP is also 

estimated with a Kalman filter through a bivariate model, which links the cycle to a capacity 

utilisation rate. 

The OECD methodology is slightly different from that of the Commission. The framework is 

very similar, using a production function with constant scale factors and α of 0.67, but the 

main difference relates to the filtering techniques used. For the estimation of the structural 

unemployment rate, the Kalman filter used by the OECD incorporates a Phillips curve in 

which the unemployment gap is linked to inflation (and not wages) and where inflation 

 
35 The convergence rate is modulated as a function of several parameters, including the cyclical conditions 

of the economy. According to the level of output gap in relation to potential GDP, a country is considered in the 
following cyclical conditions: (a) positive (output gap greater than 1.5 percent of potential GDP); (b) normal 
(between -1.5 percent and 1.5 percent); (c) negative (between -1.5 percent and -3.0 percent); very negative 
(between -3.0 percent and -4.0 percent); (e) exceptionally negative (for output gaps below -4.0 percent or in 
case of negative real growth). The required minimum annual adjustment is: (a) 0.75 GDP points if real growth is 
below potential growth, 1 point of GDP if not; (b) 0.6 points of GDP; (c) 0.25 GDP points if real growth is below 
potential growth, 0.5 point of GDP if not; 0.25 points of GDP; (e) 0 points of GDP. 

36 The lack of explanatory power of models relating to the Phillips curve in the Italian economy (and in 
other economies) has been the subject of in-depth work over the years by both the Commission and national 
delegations. Further developments are foreseen in the near future. 
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expectations are anchored37. 

The IMF has a wide range of models based both on the production function and on complex 

multivariate filters and does not use a single method to estimate the potential GDP of 

different countries. Potential and output gap values published in the World Economic 

Outlook are also influenced by discretionary considerations and assessments by experts 

from each country. 

The estimates of the potential output made by the Italian Treasury follow the commonly 

agreed methodology at the European level but differ from the European Commission’s 

estimates due to a different macroeconomic framework, a different time horizon (T + 4 vs T 

+ 2) and different a priori assumptions about trends in Total Factor Productivity38. 

 

FIGURE R.1: ESTIMATES OF THE OUTPUT GAP FOR ITALY 

 
Source: European Commission (Spring Forecast 2019), OECD (Economic Outlook, May 2019), IMF (World 

Economic Outlook, April 2019), MEF. 

 

The comparison of output gap estimates published by the various international institutions 

shows a high degree of uncertainty. In general, with reference to the period 2010-2020 it 

can be noted (Figure R.1) that although there is a broad consensus that Italy has 

experienced a negative cycle, there is a significant diversity of views on the extent of the 

output gap and in the assessment of its closure speed in the last part of the time horizon. 

Returning to the link between the output gap and the thresholds in the convergence matrix, 

in Figure R.1, the black line below the axis denotes the boundary between normal and 

negative cyclical positions (bad times); the successive dotted lines are the following 

thresholds. As can be seen, while for the COMM the cyclical conditions of Italy would be 

normal since 2017 (with the trend of the output gap closing as of 2020), according to the 

estimates by the MEF and the OECD, Italy’s cyclical conditions would continue to be 

negative until 2020. 

 

 
37 Cavalleri, D. Turner, E. Rusticelli, Incorporating anchor inflation expectations in the Phillips curves and 

in the derivation of OECD measures of the unemployment gap, OECD Journal: Economic Studies 2015. 
38 The Kalman filter requires initialisation parameters for the variances of latent factors. The choice of 

these parameters may significantly influence the final estimation. The parameters chosen by the European 
Commission for Italy give rise to estimates of a continuously decreasing trend of Total Factor Productivity for the 
period 2005-2018. 
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Compliance with the requirements of the preventive arm of the Stability and 

Growth Pact is assessed through a two-pillar approach. The use of the structural 

balance criterion, in fact, is supported by an assessment of compliance with the 

expenditure benchmark. The latter is an analysis of the growth rate of a reference 

expenditure aggregate net of discretionary revenue measures39. Member States 

that are on the adjustment path towards the MTO, such as Italy, must ensure that 

their expenditure that is relevant for the criterion grows at a rate below the 

medium-term growth rate of potential GDP, less discretionary revenue measures 

that offset any slippage from the benchmark. 

According to Tab. III.6, the budgetary planning of Italy was fully consistent 

with the requirements of the expenditure rule from 2014 to 2016, while in 2017 

there was a non-significant deviation on both the annual and biennial criteria. In 

2018, Italy deviated marginally significantly on the annual criterion with an 

overrun just above the margin of tolerance given by the European fiscal rules, 

whereas the two years criterion was not respected. In 2019, the growth rate of 

government expenditure is estimated at 1.6 percent. The deviation from the 

recommended growth rate on the basis of the cyclical conditions is not significant 

because it is within the margins of tolerance provided by the legislation. On the 

contrary, there is a significant overrun of the expenditure path for 2018-2019. 

In 2020, the growth rate of government expenditure is expected to be 

positive compared to the reduction required by the expenditure rule. In this 

regard, it should be noted that compliance with the expenditure rule is currently 

even more challenging than convergence towards the MTO. Expenditure restraint 

over the years up to 2017 has generated pressure on public administrations and 

local authorities that have reacted by drastically cutting public investment. In 

general, policies enacted prevented appropriate social interventions and 

undermined the conditions for a more pronounced economic recovery. A revision 

of the rule excluding certain categories of capital goods would be very important. 

This is particularly true in the context of the ongoing discussions on the reform of 

European fiscal rules.   

 
39 Aggregate expenditure includes total public expenditure net of interest payments, expenditure related 

to EU programmes financed by EU funds and cyclical elements of social safety nets. Public investment financed 
by the Member States is spread over four years. The public expenditure aggregate is thus defined as: (I) 
independent from cyclical conditions (offsetting the cyclical elements of unemployment expenditure); (II) 
controlled by the government; (III) must be paid out of tax revenues (offsetting expenditure on programmes 
financed directly by the EU); in addition, (IV) investment peaks are not penalised. It also corrects for the impact 
of one-off measures. 
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TABLE III.3: CYCLICALLY ADJUSTED PUBLIC FINANCES (as a percentage of GDP) 

  2017 2018 2019 2020 2021 2022 

1 GDP growth rate at constant prices 1.7 0.8 0.1 0.6 1.0 1.0 

2 Net borrowing -2.4 -2.2 -2.2 -2.2 -1.8 -1.4 

3 Interest expenditure 3.8 3.7 3.4 3.3 3.1 2.9 

4 One-off measures (2) 0.0 0.1 0.1 0.1 0.1 0.1 

Of which: Revenue measures 0.5 0.2 0.1 0.1 0.1 0.1 

Expenditure measures -0.5 -0.1 -0.1 0.0 0.0 0.0 

5 Potential GDP growth rate 0.2 0.4 0.5 0.5 0.6 0.6 

Factor contribution to potential growth:       

Labour 0.2 0.3 0.4 0.2 0.3 0.2 

Capital 0.0 0.0 0.1 0.1 0.1 0.2 

Total factor productivity  0.0 0.0 0.1 0.2 0.2 0.2 

6 Output gap -1.8 -1.4 -1.8 -1.7 -1.3 -1.0 

7 Cyclical component of the budget balance -1.0 -0.8 -1.0 -0.9 -0.7 -0.5 

8 Cyclically-adjusted balance  -1.4 -1.4 -1.2 -1.2 -1.0 -0.9 

9 Cyclically-adjusted primary surplus  2.3 2.2 2.3 2.0 2.1 2.1 

10 Structural balance (3)  -1.4 -1.5 -1.2 -1.4 -1.2 -1.0 

11 Structural primary surplus (3) 2.4 2.1 2.2 1.9 1.9 2.0 

12 Change in structural balance -0.6 -0.1 0.3 -0.1 0.2 0.2 

13 Change in structural primary surplus -0.7 -0.2 0.1 -0.3 0.0 0.0 

(1) Rounding may lead to inconsistencies between the values presented in the table. 

(2) The positive sign sets out one-off deficit-reducing measures. 

(3) Cyclically-adjusted and net of one-off and other temporary measures. 

 

TABLE III.4: ONE-OFF MEASURES UNDER UNCHANGED LEGISLATION (in millions) 

 

FINAL DATA FORECASTS 

2017 2018 2019 2020 2021 2022 

Total one-off measures -685 1,772 1,152 2,855 2,625 2,298 

As % of GDP 0.0 0.1 0.1 0.2 0.1 0.1 

(a) Revenue 8,848 3,147 2,501 2,153 2,085 1,898 

As % of GDP 0.5 0.2 0.1 0.1 0.1 0.1 

- Various substitute taxes 1,070 1,360 1,749 823 428 0 

- Alignment of balance sheet values with IAS 250 308 216 215 215 215 

- European Solidarity Fund for the earthquake 1,167 0 0 0 0 0 

- Banking Resolution Fund 1,526 0 0 0 0 0 

- Voluntary disclosure programme for assets held 
abroad 

956 264 37 0 0 0 

- Facilitated settlement of tax arrears (1) 3,879 1,215 499 1,115 1,442 1,683 

       

- b) Expenditure -10,289 -2,200 -2,239 -1,048 -340 -340 

As % of GDP -0.6 -0.1 -0.1   -0.1 0.0 0.0 

- Measures for natural disasters -2,326 -1,900 -2,239 -1,048 -340 -340 

- Dividends paid -20 0 0 0 0 0 

- Banking Resolution Fund -1,000 0 0 0 0 0 

- Reclassification of MPS operation -1,587 0 0 0 0 0 

- Veneto Banks -4,756 0 0 0 0 0 

- Alitalia loan reclassification -600 -300 0 0 0 0 

       

- c) Disposal of real estate 756 825 890 1,750 880 740 

As % of GDP 0.0 0.0 0.0 0.1 0.0 0.0 

Breakdown by sector:       

- Central Government -1,404 977 392 2,135 1,935 1,608 

- Local Government 550 626 500 500 510 550 

- Social security funds 169 169 260 220 180 140 

(1) Inclusive of the measures provided for in Decree Law No 193/2016, Decree Law No 148/2017 and Decree 
Law No 119/2018. 
Note: The positive sign indicates one-off measures to reduce nominal net borrowing. 
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 TABLE III.5: FLEXIBILITY GRANTED TO ITALY IN THE STABILITY PACT  

  2016 2017 2018 2019 2020 

Output gap DEF 2019 
 (% of potential GDP) 

-3.30 -1.80 -1.39 -1.82 -1.74 

Cyclical conditions Very negative Negative Normal Negative Negative 

Adjustment required on the basis of 
cyclical conditions and debt level 
(p.p of GDP) 0.25 0.50 0.60 0.25 0.50 

Flexibility granted (p.p. of GDP) 0.83 0.39 0.00 0.18 0.20 

of which      

for activation of flexibility clauses:      

structural reforms 0.50 0.00 0.00 0.00 0.00 

investment 0.21 0.00 0.00 0.00 0.00 

for the activation of unusual event clauses:      

refugees 0.06 0.16 0.00 0.00 0.00 

safety 0.06 0.00 0.00 0.00 0.00 

securing the territory 0.00 0.19 0.00 0.00 0.00 

hydrogeological instability and road 
network 0.00 0.00 0.00 0.18 0.20 

Corrected required adjustment for 
flexibility clauses and unusual events 
(p.p of GDP) -0.58 0.11 0.60 0.08 0.30 

Margin of discretion   0.30   

 

TABLE III.6: SIGNIFICANT DEVIATIONS   

Convergence of the structural balance 
towards the MTO 

2017 2018* 2019 
2020 

Policy scenario Trend scenario 

Net indebtedness -2.42 -2.18 -2.17 -2.17 -1.35 

Medium Term Objective (MTO) 0.00 0.00 0.00 0.50 0.50 

Structural balance -1.40 -1.53 -1.24 -1.37 -0.47 

Annual change in structural balance -0.26 -0.12 0.29 -0.13 0.76 

Required change in the structural 

balance 0.11 0.30 0.08 0.30 0.25 

Deviation of the structural balance from 

the required annual change (< 0.5 pp) -0.47 -0.42 0.22 -0.43 0.51 

Average change in structural balance 

(over two years) -0.51 -0.19 0.08 0.08 0.53 

Average variation requested -0.24 0.20 0.19 0.19 0.16 

Deviation of the structural balance from 

the required average change (< 0.25 pp) -0.27 -0.40 -0.10 -0.11 0.37 

 
   

 
 

Expenditure rule 2017 2018 * 2019 
2020 

Policy scenario Trend scenario 
Growth rate of the reference 

expenditure aggregate (* *) (%) 0.52 1.67 1.64 1.99 0.18 

Benchmark based on prevailing cyclical 

conditions (* *) (%) -0.35 0.50 1.30 0.59 0.70 

Deviation of the expenditure aggregate 

from the required annual change 

 (< 0.5 p.p.) -0.31 -0.51 -0.15 -0.62 0.23 

Deviation of the expenditure aggregate 

from the average change required over 

2 years (< 0.25 p.p.) -0.10 -0.41 -0.33 -0.39 0.04 

(*) In 2018, the requested variation is 0.3 due to the use of margin of discretion. 

(**) In real terms until 2017, nominal as from 2018. 

(***) For 2016 and 2017, the variation and deviation data are frozen as per the procedure normally used by the 

European Commission. 
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III.3 TREND OF THE DEBT-TO-GDP RATIO  

On 23 September, ISTAT revised upwards the nominal GDP level of the years 

preceding 201940. This would have led to a downward revision of the debt-to-GDP 

ratio at the end of 2018 to 131.5 percent, from the previous estimate of 132.2 

percent. However, on the same date, the Bank of Italy issued a new series of 

public debt aligned with the new Eurostat government deficit and debt manual41. 

As a result of the changes to the debt assessment criteria introduced by this last 

version of the manual, public debt is increased by accrued interest that has not 

yet been paid out on interest-bearing postal bonds Buoni Postali Fruttiferi, BPF42. 

These well-known instruments of postal collection, which are no longer being 

issued with interest capitalisation, were transferred to the MEF following the 

conversion of the Cassa Depositi e Prestiti into a public limited company in 200343. 

The new debt estimates issued by the Bank of Italy on 23 September also 

include the revision of data for some units that last April had already been 

included in the general government perimeter since 2017, in particular Rete 

Ferroviaria Italiana S.p.A., with reference to the least recent years. The impact 

of this additional factor is decreasing and amounted to approximately € 5.2 billion 

in 2015, 4.1 billion in 2016 and just under 300 million in 2017 and 2018 

respectively44. 

In view of the classification changes referred to above and the new national 

accounts data, the debt-to-GDP ratio stood at 134.1 percent in 2017 and 

134.8 percent in 2018. Revisions, while leading to higher debt ratios, also lead to 

a more favourable trend of the ratio: compared to 2015, where the debt-to-GDP 

ratio is 135.3 percent, the debt ratio at the end of 2018 has decreased instead of 

increasing. 

The debt forecasts in both the trend and the policy scenario of this Document 

take into account the estimated future development of the interest accrued on 

the BPF transferred to the MEF, in full consistency with the new statistical 

treatment provided by Eurostat. The last set of these instruments will expire in 

2033, but it should be recalled that savers who hold them have the possibility of 

withdrawing them in the ten years after the deadline, even if in this additional 

period no interest accrues. 

 
40 In particular, nominal GDP in 2017 was revised by approximately € 9.2 billion, the revision for 2018 was 

around € 8.4 billion. 
41 See Eurostat, Manual on Government Deficit and Debt — Implementation of ESA 2010-2019 edition, 2 

August 2019: https://ec.europa.eu/eurostat/web/products-manuals-and-guidelines/-/KS-GQ-19-007. 
42 See also press release No 165 of 23/09/2019 on the website of the MEF http://www.mef.gov.it/ufficio-

stampa/comunicati/2019/comunicato_0165.html for all information about the new statistical treatment of the 
Buoni Posti Fruttiferi transferred to the MEF. It should be pointed out that, as of 2003, Cassa Depositi e Prestiti 
continues to issue several types of postal savings bonds through the network of Poste Italiane, but these 
instruments do not constitute public debt, since they are issued by an entity that has not been part of the 
aggregate of the general government sector since the same year. 

43 It is underlined that the new statistical classification will not affect the net borrowing of the general 
government sector, as accrued interest has always been included in the consolidated economic account of the 
general government. 

44 In the Bank of Italy’s press release of 9 April 2019, the extension of the general government perimeter 
resulted in an upward revision of the debt stock by almost 800 million in 2016, more than 5.6 billion in 2017 and 
more than 5.9 billion in 2018. 

https://ec.europa.eu/eurostat/web/products-manuals-and-guidelines/-/KS-GQ-19-007
http://www.mef.gov.it/ufficio-stampa/comunicati/2019/comunicato_0165.html
http://www.mef.gov.it/ufficio-stampa/comunicati/2019/comunicato_0165.html
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Similarly to the DEF in April, the debt-to-GDP ratio is expected to increase 

further by around 0.9 percentage points compared to 2018, to 135.7 percent, as a 

result of debt stock growth of 1.7 percent and nominal GDP growth of 1.0 percent. 

The new estimate of the debt ratio for 2019 is, however, about 3.1 

percentage points higher than in the DEF, which set a target of 132.6 percent. 

First, this significant increase is affected by the upward revision of the 2018 level, 

by around 2.7 percentage points, and by lower nominal GDP growth in April 

(reduced from 1.2 percent to 1.0 percent). Secondly, it also reflects the non-

realisation of proceeds from privatisation and other financial assets, which the 

Government assumed to be equal to 1.0 percent of GDP. These factors are only 

partially offset by: (I) the strengthening of the primary surplus relative to GDP 

now at 1.3 percent compared to the previous estimate of 1.2 percent; (II) the 

lower ratio of interest payments to GDP from 3.6 percent to 3.4 percent that 

mitigates the snowball effect; (III) an update of the estimate of the borrowing 

requirement of the public sector, which, in particular because of the higher cash 

receipts from the profits of the Bank of Italy and the lower payments for the 

Citizenship Income and Quota 100, is now much more in line with the figure for 

2018 compared to what was estimated in the DEF, which is an improved 

component of the stock-flow adjustment. The liquidity stock, which is expected to 

fall by approximately 0.1 percent of GDP, remains in line with what was indicated 

in the April DEF. 

The projected pick-up in nominal growth and the improvement of the primary 

surplus, together with low expected interest rates, would lead to a decline in the 

debt ratio over the next three years, reaching 131.4 percent in 2022. The 

estimates assume a reduction of 0.1 percent of GDP of Treasury liquidity for each 

year in 2020 and 2021, and privatisation proceeds and other financial income of 

0.2 percent of GDP per year over the next three years. In 2020, proceeds from the 

disposal of real estate equaled 850 million, relating to the extraordinary disposals 

plan provided for in the Budget Law for 2019. 

The policy scenario confirms the turnaround of the debt ratio in 2020, with an 

estimated objective of 135.2 percent, mainly resulting from a particularly positive 

value of the premium on issuances.45 The premium on issuances is more than likely 

to compensate for the increase in the public sector borrowing requirement (by 

around 0.2 percentage points of GDP compared to 2019) and nominal GDP growth 

of 2.0 percent, which is lower than the April expectations of about 0.8 percentage 

points. 

The debt ratio is projected to stand at 133.4 percent in 2021. The 

improvement compared to 2020 (around 1.8 percentage points of GDP) is due to 

the decline in the borrowing requirement of the public sector by around 0.6 

percentage points of GDP, with a more robust nominal growth forecast at 2.7 

percent. 

 
45 Where the premium on issuance of a State security is positive (i.e. well above the par issuance price), 

the issued nominal debt is below the cash financing that the same issue guarantees. This is the case when the 
coupons on securities offered on the market are higher than current interest rates. The policy for the issuances 
of the Treasury, which is intended to ensure adequate liquidity for all securities, including through an 
appropriate free float in circulation, in phases of steep reduction in rates, is bound to accumulate positive 
premiums on emission, precisely because of the need to reopen securities offered on the market with higher 
rates. The approach of the estimation model of the Treasury is based on this issuance policy. 
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In 2022, the debt ratio is expected to decline further to 131.4 percent. The 

rate of reduction will be slightly higher than in the previous year, driven by 

nominal growth of 2.6 percent and a decline in the borrowing requirement of the 

public sector by around 0.5 percent of GDP46. 

 

TABLE III.7 GENERAL GOVERNMENT DEBT BY SUBSECTOR (1) (in million and as a percentage of GDP) 

 2018 2019 2020 2021 2022 

Gross amount of financial support to Euro Area (2)      

General government 2,380,306 2,420,341 2,457,921 2,492,070 2,519,922 

As % of GDP 134.8 135.7 135.2 133.4 131.4 

Central government (3) 2,303,225 2,345,237 2,384,968 2,421,433 2,451,713 

Local government (3) 127,133 125,156 123,005 120,689 118,263 

Social security funds (3) 126 126 126 126 126 

Level net of financial support to Euro Area(2)      

General government 2,322,075 2,362,110 2,399,823 2,434,364 2,462,717 

As % of GDP 131.5 132.5 132.0 130.3 128.4 

Central government (3) 2,244,994 2,287,006 2,326,870 2,363,728 2,394,507 

Local government (3) 127,133 125,156 123,005 120,689 118,263 

Social security funds (3) 126 126 126 126 126 

(1) Note: Any inaccuracies result from rounding. 

(2) Gross or net of stakes of Italy in loans to Member States of the EMU, whether bilateral or through the EFSF, and the 

contribution to the capital of the ESM. The amount of these allowances was approximately € 58.2 billion throughout 

2018, of which € 43.9 billion for bilateral loans and via the EFSF and € 14.3 billion for the ESM programme (see Bank of 

Italy, ‘Statistical bulletin on public finance, needs and debt’ of 16 September 2019). The estimates consider privatisation 

proceeds and other financial income of 0.2 percent of GDP per year over the next three years. In 2020, revenue from 

property disposal for 850 million is included. In addition, a reduction of MEF’s liquidity stocks of 0.1 percent of GDP is 

assumed for each year from 2019 to 2021. The interest rate scenario used for the estimates is based on implicit 

forecasts from the forward rates on Italian government bonds of the period covered by this Document.  

(3) Gross of liabilities with respect to other subsectors. 
(4) Includes the effects of the Italian contribution in support of the Euro Area: The Global Facility Loan Facility (GLF), the 

EFSF and the ESM. 

 

FIGURE III.1: TREND OF DEBT-TO-GDP RATIO. GROSS AND NET OF SUPPORT TO EURO AREA COUNTRIES 

 
Source: MEF analyses on data from ISTAT and the Bank of Italy. 

 
46 Any inaccuracies result from rounding. 
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III.4 THE DEBT RULE AND OTHER RELEVANT FACTORS 

The European fiscal framework provides that the ratio of government debt to 

GDP should not exceed 60 percent. The Member States above this threshold are 

called upon to undertake a process of gradually reducing public debt in 

accordance with a rule, introduced by the Six Pack, and transposed into Italian 

law by the Law implementing the constitutional principle of budgetary equilibrium 

(Law 243/2012)47. 

In a situation where public debt exceeds 60 percent of GDP and fails to 

decrease at a satisfactory pace, the Commission assesses whether there are any 

relevant factors48 to justify the temporary deviation from the reduction path, in 

accordance with Article 126 (3) of the Treaty on the Functioning of the European 

Union (TFEU). 

Since Italy is subject to the full application of the public debt reduction rule, 

the dynamics of the Italian debt have been analysed in detail by the European 

Commission, paying attention to the reasons provided by the Italian Government 

to justify the development of Italian debt. The Commission is mindful of 

compliance with the preventive arm of the Stability and Growth Pact and the 

adoption of important structural reforms. In Italy’s experience, these have always 

been crucial factors in preventing the opening of an infringement procedure for 

excessive debt49. 

Similarly, in 2019 there was a close dialogue with the European Commission 

due to the prima facie failure to comply with the debt rule for the year 2018. 

Some of the key passages of the dialogue between the Italian Government and the 

Commission regarding this procedure are set out below. On 5 June, the European 

Commission published the documents of the so-called Spring Package of the 

Community programming cycle, which included the Report on Compliance with the 

fiscal rules in light of Article 126 (3) TFEU. In its report, the Commission noted 

that the debt reduction benchmark in 2018 increased from 131.4 percent in 2017 

to 132.2 percent of GDP, as well as in the forecast years of 2019 and 2020. The 

drivers identified were the departure from the adjustment path towards the MTO 

that were considered to be significant in both the ex post evaluation in 2018 and 

the ex-ante evaluation of 2019. In particular, a change in the structural balance 

estimated by the Commission for 2018 showed a deterioration of 0.1 percent of 

GDP, with a deviation of 0.4 percentage points compared to the recommended 

path towards the MTO, while for 2019 the deterioration in the structural deficit 

was estimated at 0.2 percent of GDP, with a deviation of 0.3 percentage points. 

 
47 The debt rule states that the part of the debt that exceeds the reference value of 60 percent of GDP is 

reduced annually by 1/20 of the average of the three years preceding the current period (backward-looking 
criterion) or during the two years following the reference point (forward-looking criterion), and that the breach 
of the reference parameter is not due to the adverse conditions of the economic cycle. For further details, see 
the Focus on ‘The debt rule and the relevant factors report’ in the DEF 2019.  

48 European legislation provides that the Commission may refrain from opening an EDP by taking into 
account relevant factors such as: medium-term economic conditions, adherence to the rules of the Stability and 
Growth Pact, and the dynamics and sustainability of public debt over the medium term. In addition, each 
Member State may propose to the Council and to the Commission the specific relevant factors justifying the 
deviation from the rules. 

49 For a summary, see Focus “The dialogue with the European Commission on the 2019 Draft Budgetary 
Plan” in the DEF 2019. 
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For 2020, the Commission estimated a nominal deficit above 3 percent of GDP, 

due to the de-activation of VAT safeguard clauses as announced by the 

Government and Parliament. 

The Report also noted limited progress in the implementation of the 

Commission’s 2018 specific recommendations50 and the partial withdrawal of some 

of the reforms previously adopted. The Commission therefore concluded that the 

opening of an excessive deficit procedure due to the non-compliance with the 

debt reduction rule for the year 2018 was justified. The Report was endorsed by 

the Economic and Financial Committee of the Council of the European Union on 11 

June, as required by the Treaty. In this context, the Council called on Italy to 

implement all the measures necessary to ensure compliance with the Stability and 

Growth Pact, and urged Italy to contribute new elements that would help advance 

the procedure. 

On 1 July 2019, the Italian Government approved a package of measures 

consisting of Legislative Decree No 61/2019 and the bill amending the 2019 

Budget. As mentioned in paragraph III.1, this package entailed a net borrowing 

improvement of € 7.6 billion. At the same time, the draft budget-amending bill 

updated the estimates of public finances, showing that the balances have 

improved compared to the forecasts in the DEF 2019. Thanks to the July package, 

the 2019 headline deficit estimated by the European Commission stood at 

2.04 percent of GDP, thus respecting the target set by the 2019 Stability Law, 

despite a worse macroeconomic condition than in December 2018. In its 

Communication of 3 July, the Commission acknowledged a structural improvement 

of 0.2 percentage points, considering the adjustment path towards the MTO as 

complied with in principle for 2019. In addition, the structural adjustment was 

considered as compensation for the deterioration in 2018. In light of this, the 

Commission concluded that it would not submit to the Council a recommendation 

for the opening of an excessive deficit procedure for Italy based on the debt 

criterion51. 

With reference to the financial programming contained in this Update, the 

Government aims to ensure the sustainability of public debt. Starting in 2020, the 

ratio begins a downward path in line with the improvement of nominal budgetary 

balances and a gradual normalisation of the nominal GDP growth rate. 

Prima facie, Italy does not comply with the debt rule in any of the three 

configurations (backward-, forward-looking and cyclically adjusted, as defined by 

European rules52). Among them, the most favourable remains the forward-looking. 

In European surveillance practice, compliance with the current year rule in the 

forward-looking configuration is assessed on the basis of the 2021 debt-to-GDP 

forecast, which is 133.4 percent of GDP in the policy scenario. In this 

 
50 The 2019 Council of the European Union recommendations suggested that Italy should adhere to the 

adjustment path towards the MTO. Following the presentation of the 2019 Draft Budgetary Plan, the Italian 
Government had committed itself to a zero change in the structural budget balance. For a summary, see Focus 
“The dialogue with the European Commission on the 2019 Draft Budgetary Plan” in the DEF 2019. 

51 Communication from the Commission to the Council on the spring 2019 fiscal surveillance for Italy, COM 
(2019) 351 final. 

52 For more details, see the European Commission’s Annual publication, Vademecum on the Stability and 
Growth Pact, 2019 Edition: https://ec.europa.eu/info/sites/info/files/economy-finance/ip101_en.pdf. 

https://ec.europa.eu/info/sites/info/files/economy-finance/ip101_en.pdf
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configuration, the debt rule would require a debt ratio of 128 percent of GDP in 

2021, with a gap of 5.4 percentage points (see Tab. III.8). 

The basic fact is that it continues to be difficult to comply with the path of 

public debt reduction as required by the European framework. Compliance is 

impeded by weak nominal growth and excessively rigid convergence parameters in 

terms of final objective (60 percent of the debt ratio) and time (20 years). An 

important policy issue still remains under which the achievement of a primary 

budget surplus to bring the debt ratio back on a downward path must not prevent 

the use of resources to enhance economic growth. 

 

TABLE III.8: COMPLIANCE WITH THE DEBT RULE: FORWARD LOOKING AND CYCLICALLY-ADJUSTED DEBT  

 

Scenario 

Trend Policy 

2018 2019 2020 2018 2019 2020 

Debt in year t + 2 (% of GDP) 134.1 132.5 130.4 135.2 133.4 131.4 

Gap compared to the forward-looking benchmark 

(% of GDP) 6.4 4.9 3.5 7.5 5.4 3.9 

Gap compared to cyclically-adjusted debt (% of 

GDP) 8.3 7.6 3.5 8.4 7.7 4.9 

III.5 MAIN PUBLIC FINANCE MEASURES ADOPTED IN 2019 

A number of urgent measures have been taken since April 2019, which further 

affect the estimates of the Economic and Financial Document 2019. These53 

include provisions to promote economic growth and boost the country’s 

production system through simplifying the regulatory framework for contracts and 

the design of public works, tax relief measures, and the revival of public and 

private investment. 

Overall, the measures involve a small recomposition of revenue and 

expenditure items with substantially negligible effects on the balance of the 

general government consolidated account for the period 2019-2022 (Table III.9). 

 

 

 
53 These are the specific provisions of Decree-Law No 32/2019 laying down urgent measures for the 

relaunch of the public contracts sector, for the acceleration of infrastructure operations, urban regeneration and 
reconstruction following seismic events, converted with amendments into Law No 55 of 14 June 2019 and Decree-
Law No 34/2019, ‘Urgent measures for economic growth and for the resolution of specific crisis situations’, 
converted with amendments into Law No 58 of 28 June 2019. Decree-Law No 61/2019, ‘Urgent measures to 
improve public finance balances’, converted into Law No 85 of 1 August 2019, was also adopted. Other measures 
adopted with substantially neutral effects on public finance balances include: Decree-Law No 35/2019 laying 
down emergency measures for the health service of the Region of Calabria and other urgent health measures, 
converted with amendments into Law No 60 of 25 June 2019; Decree-Law No 53/2019 laying down urgent 
provisions concerning public order and security, converted with amendments into Law No 77 of 8 August 2019; 
Decree-Law No 59/2019 laying down urgent measures concerning the staff of the orchestral and audiovisual 
sector and financing of the activities of the Ministry of Cultural Assets and Activities, and tax credit for 
advertising investments in the publishing, television and radio fields, fire regulations in school buildings and the 
holding of the UEFA Euro 2020 event, as well as measures in favour of Higher Schools of Music and Fine Arts, 
converted with amendments into Law No 81 of 8 August 2019 and Decree-Law No 101/2019 laying down ‘Urgent 
provisions for the protection of work and for the resolution of corporate crises’. 
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TABLE III.9: CUMULATIVE NET EFFECTS OF THE LATEST MEASURES APPROVED IN 2019 ON GENERAL 
GOVERNMENT NET BORROWING (in € mn; inclusive of induced effects) 

  2019 2020 2021 2022 

Decree-Law No 32/2019 (converted into Law No 55/2019) 3 5 0 0 

Decree-Law No 34/2019 (converted into Law No 58/2019) 3 2 1 1 

     
EFFECTS ON NET BORROWING 6 7 1 1 

As % of GDP 0 0 0 0 

Note: The ratio to GDP is calculated on the forecast of the trend scenario. Any inaccuracies result from rounding. 

 
Deficit-reducing measures (higher revenue and lower expenditure) amount to 

approximately € 0.8 billion in 2019, € 1.2 billion in 2020, € 1.5 billion in 2021 and 

€ 1.2 billion in 2022 (Table III.10). Over the period considered, around 77 percent 

of these resources are obtained by reducing expenditures of the State budget. 

The interventions taken (increased expenditure and lower revenue) amount 

to approximately € 0.8 billion in 2019, € 1.2 billion in 2020, € 1.5 billion in 2021 

and € 1.2 billion in 2022 and relate to approximately two thirds of the financing of 

expenditure with a predominance of capital over current expenditure. 

 

TABLE III.10 CUMULATIVE EFFECTS OF THE LATEST MEASURES APPROVED IN 2019 ON GENERAL 
GOVERNMENT NET BORROWING (in € mn; inclusive of induced effects) 

 
2019 2020 2021 2022 

Deficit-reducing measures 781 1,223 1,525 1,231 

Higher revenue 7 366 399 303 

Lower expenditure 774 857 1,126 928 

Current expenditure 374 371 583 439 

Capital expenditure 400 486 543 488 

Interventions 775 1,216 1,523 1,230 

Lower revenue 103 439 615 508 

Higher expenditure 672 777 908 722 

Current expenditure 227 190 137 118 

Capital expenditure 444 587 771 604 

Effects on net borrowing 6 7 1 1 

Net change in revenue -96 -73 -217 -204 

Net change in expenditure -102 -80 -218 -206 

Current expenditure -146 -181 -445 -321 

Capital expenditure 44 101 227 116 

Note: any inaccuracies result from rounding. 

 

As for the subsectors of the general government (Table III.11), the net 

borrowing of the central government improves because of the increase in revenue 

and reductions of certain funds of the State budget. 

In particular, on the revenue side, for businesses with the exception of banks, 

the application of a reduced CIT rate is envisaged (which is gradually decreased 

from 22.5 percent in 2019 to 20 percent in 2023) on business income from the re-

use of profits. The measure is entirely substitutive of the reduced taxation of 

15 percent on the profit share reinvested for the acquisition of capital goods and 

for the increase in employment (so-called mini-IRES, as provided for in the 2019 

Budget Law), creating more tax revenue. In terms of recovery of tax evasion, a 

simplified and automated procedure has been established, which will allow the 
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Revenue Agency to verify that the stamp duty on electronic invoices has been 

properly recorded, with a positive impact in terms of increased tax revenue. 

The local government deficit is largely due to the resources allocated to 

municipalities to finance energy efficiency measures, sustainable territorial 

development and the security of public buildings and to the reduction of the 

public finance contribution of the Friuli Venezia Giulia and Sicily regions. In 

particular, the deficit of Social Security Funds is affected by measures introduced 

on an experimental basis for the years 2019-2020 for some workers of companies 

with particular characteristics in reindustrialisation and restructuring that provide 

for, wage integration and exit incentives linked to the introduction of the inter-

professional extension contract; as well as the expansion of the number of 

workers able to benefit from the disability pension because of exposure to 

asbestos. 

 

TABLE III.11: CUMULATIVE NET EFFECTS OF THE LATEST MEASURES APPROVED IN 2019 ON GENERAL 

GOVERNMENT NET BORROWING BY SUB-SECTORS (in € mn; inclusive of induced effects) 

 
2019 2020 2021 2022 

CENTRAL GOVERNMENT 14 246 420 415 

Net revenue change -92 -73 -213 -177 

Net change in expenditure -106 -319 -633 -591 

     LOCAL GOVERNMENT 28 -181 -397 -396 

Net revenue change -3 -4 -2 -23 

Net change in expenditure -31 177 395 373 

     SOCIAL SECURITY FUNDS -36 -58 -21 -17 

Net revenue change 0 4 -2 -5 

Net change in expenditure 36 62 19 12 

     EFFECTS ON NET BORROWING 6 7 1 1 

Note: any inaccuracies result from rounding. 

 

Key actions (Table III.12 and III.13) include measures to boost private 

investment. In particular, there is a gradual increase compared to the unchanged 

legislation of the allowance for deduction from business income and the labour 

income of the IMU due on capital goods, which will become fully deductible from 

2023 onwards. From 1 April 2019, the super-depreciation was restored, allowing 

an increase for tax purposes of 30 per cent of the acquisition cost of new capital 

goods, with a ceiling of € 2.5 million for eligible investments. The tax deductions 

provided for in the previous provisions for earthquake relief measures carried out 

by dismantling and reconstructing entire buildings (the so-called earthquake 

bonus) were also extended to buildings falling within areas classified as seismic 

risk 2 and 3. For the year 2019, the Guarantee fund for a first home was 

refinanced and a special section under the Central SME Guarantee Fund was set up 

for the provision of guarantees for loans of a maximum amount of € 5 million and 

up to 30 years, provided by banks and financial intermediaries to companies with 

up to 499 employees and with at least 60 percent of the loan used to finance 

investment in tangible assets. For the three-year period 2019-2021, there are 

forms of incentives for building enhancement through the application of the stamp 

duty and the mortgage and land registration duties in the fixed amount of € 200 
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each for the transfer of buildings to construction or building companies carrying 

out energy upgrading measures before proceeding with their sale. 

In order to boost the investments made by local and regional authorities, 

starting from the year 2020, a fund has been set up earmarked to municipalities 

for actions relating to energy efficiency, sustainable territorial development and 

securing infrastructure and public buildings. For the same purpose and entities, 

new resources shall also be allocated to the Development and Cohesion Funds for 

the year 2019. For each of the years 2019 to 2033, a contribution will be allocated 

toward loan repayments for investment expenditure by municipalities that are 

county towns of metropolitan areas in financial distress. 

With regard to special-statutory regions, the Agreement signed on 25 

February 2019 between the State and the Friuli-Venezia Giulia Region was 

transposed, which determines, inter alia, a reduction of the public finance 

contribution for each year of the three-year period 2019-2021 and the 

acknowledgment of a transfer to the region for investment in public works, 

distributed between 2019 and 2025. The additional Agreement between the 

Government and the Region of Sicily of 15 May 2019 provides for the support of 

free consortia and the metropolitan cities of the region, and entails the reduction 

of the contribution to public finance of the region for 2019 through the use of the 

Development and Cohesion Fund (programming 2014-2020), within the share of 

resources already earmarked for the programming of the Sicily Region. 

It has also been established that the City of Rome will undertake the steps 

needed to secure the acceptance (accollo) by the State of the bondholders of the 

Rome-City bonds. The charges arising from the payment of the interest and the 

principal of the bond are currently the responsibility of the Special Administrator 

of the plan for the return of the prior debt of the municipality of Rome and 

intended, in the absence of regulatory intervention, to be transferred to the 

Capital of Rome at the bond’s maturity date. In the event of acceptance, 

however, these charges will be borne by the State budget. 

Other provisions concern the territories of the regions of Molise and Sicily 

affected by the earthquakes of August and December 2018. For these purposes, 

the appointment of two extraordinary commissioners to coordinate and supervise 

reconstruction activities and assistance to the restoration community and to 

manage the financial resources allocated has been foreseen. At the same time, 

the income of buildings destroyed or covered by an eviction order until the 

buildings are finally reconstructed and usable, but not beyond the tax year, shall 

be excluded from the tax base for the purposes of PIT and CIT and from the 

calculation of the ISEE (the indicator of the equivalent economic situation). 

Furthermore, for this period, the same properties are exempt from the application 

of the single municipal tax (IMU) and indivisible services charge (TASI). Further 

provisions are made for other territories affected by the earthquakes in central 

Italy in 2009 and 2016 and on the island of Ischia in 2017 and provide for: the 

recruitment of administrative technical staff to be deployed for reconstruction 

services; the allocation of a transfer to municipalities with a population of more 

than 30,000 inhabitants for urgent maintenance or safety of roads and 

infrastructure and measures to ensure the continuity of school services. 

In order to facilitate business mergers in Southern Italy, it is possible to 

transfer deferred tax assets (DTA) of individual taxpayers to the entity resulting 
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from the aggregation of individual taxpayers and transform them into a tax credit, 

against the payment of an annual fee determined by applying the 1.5 per cent 

rate to the difference between the DTA and the taxes paid. With the aim of 

making it more attractive for businesses to be able – as already provided for by 

existing legislation – to set up specific investment programmes in the special 

economic areas established in certain disadvantaged areas of the country, new 

funding will be provided under the resources of the Development and Cohesion 

Fund. 

Other actions include: installation of video surveillance systems in nursery 

schools, kindergartens and structures hosting the elderly and disabled; the 

purchase, construction, adjustment and modernisation of service stations of the 

National Fire Brigade; the provision of a preferential tax scheme for the purposes 

of registration, mortgage and cadastral duties, the transfer of assets and rights to 

the special purpose vehicles involved in securitisation transactions and the 

extension from 2023 (with the exception of 2022) of the revision of the rates of 

premiums and contributions to the INAIL for insurance against accidents at work 

and occupational diseases (already foreseen for the three-year period 2019-2021). 

Moreover, with no effect on the net borrowing of the general government – as 

already reflected in the trend forecast in the Economic and Financial Document 

2019 - the reduction of expenditures foreseen in the 2019 Budget Law, totaling € 2 

billion, was made effective for the same year by the State budget adjustment bill, 

in order to ensure the achievement of the public budgetary objectives. 

Finally, by means of Decree-Law No 61/2019 introducing ‘Urgent measures to 

improve public finance balances’, the savings resulting from the lower take-up of 

resources in the State budget for the implementation of the provisions on the 

Citizenship Income and early retirement scheme were used to improve public 

finance balances. In order to safeguard the effective realisation of those savings, 

amounting to € 1.5 billion in 2019, a corresponding amount of budgetary 

appropriations was set aside. Following the outcome of the monitoring provided 

for in the legislation that confirmed those savings, these balances were again 

made available. 

 
 

Simplifications and experimental accounting procedures 

In the framework of Decree-Law No 32/2019 (Article 4-quarter), provisions have been 

introduced concerning the management of the State budget. These changes are intended 

to ensure that financial resources are available in the budget within a timeframe 

appropriate to the implementation period of investment expenditure, based on the work-

progress made. To this end, it is determined that, on an experimental basis, for the years 

2019, 2020 and 2021: 

a) the sums to be entered in the budgets of each Ministry in relation to budgetary changes 

linked to the reassignment of revenue legally addressed to specific activities, are 

allocated to the relevant chapters in each of the years of the multiannual budget, in 

relation to the timetable for commitments and payments to be submitted at the same 

time as the request for budgetary change; 

b) for capital expenditure the budgetary deadlines for residual appropriations in the budget 

are extended for another year (from one to two years) and those related to the 

administrative time limit are extended by a further three years (three to six years); 

c) in drawing up the draft budget, the sums not committed at the end of the financial year 

may also be reincorporated into the accrual budget of subsequent years, also with 
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reference to permanent and annual capital expenditure, instead of only the non-

permanent capital expenditure. 

Finally, in order to simplify and speed up the procedures for the allocation of certain funds 

in the course of management, some budgetary changes are foreseen to be issued by 

decrees of the General State Accountant rather than by a decision of the Minister of 

Economy and Finance. These are the following cases provided for in the Law on Public 

Accounts and Finance (Law No 196 of 31 December 2009): 

 changes in the budget necessary for the inclusion of the various estimates of the 

expenditure of the sums entered in the revenue of the State budget to finance specific 

operations or activities (Article 24 (5-bis)); 

 changes in the budget due to withdrawals from special funds for the re-budgeting of 

residual appropriations of current and capital expenditure (Article 27); 

 budgetary changes related to withdrawals from the reserve fund for the increase of 

cash authorisations (Article 29); 

 compensatory variations made in the context of each Ministry’s statement of 

estimates relating to expenditure appropriations, even if they belong to different titles, 

entered in category 2 (intermediate consumption) and in category 21 (gross fixed 

capital formation), excluding legislative factors and, in any event, in compliance with 

the expenditure constraints resulting from non-derogable charges (Article 33 (4b)); 

 budget changes in terms of accrual, cash and residual appropriations necessary for 

the allocation, including between various Ministries of funds to be allocated by law, 

unless otherwise provided for by law (33, paragraph 4-sexies). 

 

TABLE III.12: EFFECT OF DECREE-LAW No 32 OF 2019 ON GENERAL GOVERNMENT NET BORROWING  

 (in € mn; inclusive of induced effects) 

 
2019 2020 2021 2022 

HIGHER RESOURCES 87 122 122 56 

     Higher revenue 3 5 5 0 

Measures in favour of the territories affected by the earthquakes of 

2016,  2017 and 2018 -tax and social security effects 3 5 0 0 

Other 0 0 5 0 

     Lower expenditure 84 117 117 56 

Special current and capital funds 13 33 32 31 

Funds for reinvestigating passive residues 20 25 60 0 

Reduction of authorisation of expenditure for private reconstruction 

expenditure on the 2009 earthquake 30 35 0 0 

Health construction fund 5 15 15 15 

Intangible Capital Fund 15 5 5 5 

Other 2 5 5 5 

     USE OF RESOURCES 84 117 122 56 

     Lower revenue 2 2 0 0 

Measures in favour of the territories affected by the earthquakes of 

2016, 2017 and 2018 2 2 0 0 

     Higher expenditure 83 115 122 56 

Measures in favour of the territories affected by the earthquakes of 

2016, 2017 and 2018 59 88 90 30 

Video surveillance systems of social welfare and care facilities for 

the elderly and disabled 5 15 15 15 

Purchase, construction and upgrading of places of employment of 

the National Corps of VIFF 5 5 5 5 

National Single Platform (PUN) and National Infrastructure charging 

infrastructure for electric vehicles 10 0 0 0 

Other 4 7 12 6 

     EFFECT ON NET BORROWING 3 5 0 0 

Note: any inaccuracies result from rounding. 
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TABLE III.13: EFFECTS OF DECREE-LAW No 34 OF 2019 ON GENERAL GOVERNMENT NET BORROWING  

 (in € mn; inclusive of induced effects) 

  2019 2020 2021 2022 

HIGHER RESOURCES 694 1,100 1,403 1,175 

     

Higher revenue 4 361 394 303 

Mini-IRES review 0 217 259 169 

Recovery of virtual stamp revenue on electronic invoices through automated Revenue Agency 

processes 0 57 76 76 

Tax incentive to promote the growth of southern Italy -annual fee DTA and fiscal effects 0 67 41 40 

Extension of the bonus earthquake to buildings in areas classified ‘at seismic risk 2 and 3’ 1 9 5 4 

Other 3 11 13 15 

     

Lower expenditure 689 740 1,009 872 

Funds for intangible capital. competitiveness and productivity 10 120 245 245 

Fund for structural interventions in economic policy 54 95 112 193 

Funds for reinvestigating passive residues 43 118 140 40 

Fund for the implementation of the Government programme 53 86 143 6 

Reduction of the annual fee limit for the plan to return the previous debt of the municipality of Rome 0 75 75 75 

Development and Cohesion Fund 190 30 0 0 

Fund for investments in securing land and roads in the context of the agreements between the State 

and the Regions with special status 15 15 80 80 

Restructuring resources for healthcare buildings 50 80 45 0 

Card for 18-year-olds 100 0 0 0 

Interest rate subsidies payable to Cassa Depositi e Prestiti for the financing of interest payable by the 

Revolving Fund for Business Support 37 30 30 0 

Revenue Agency 50 0 0 0 

Other 87 91 139 233 

     

USE OF RESOURCES 690 1,098 1,401 1,174 

     

Lower revenue 101 437 615 508 

Deductibility from business and self-employment of the IMU relating to immovable property 0 145 229 167 

Extension of the super depreciation (130 %) 0 129 202 147 

Extension of the bonus earthquake to buildings in areas classified ‘at seismic risk 2 and 3’ 3 32 50 66 

Tax advantages for securitisation transactions 31 31 31 31 

Incentives for energy efficiency and renovation of buildings 30 40 40 0 

Taxation of rental income for residential buildings only if received 0 9 27 39 

Change to the rules on the sale of goods via digital platforms 28 28 0 0 

Tax incentive to promote the growth of southern Italy -annual fee DTA and fiscal effects 0 0 3 2 

Other 10 24 34 57 

     

Higher expenditure 589 662 786 666 

Fund for stabilising the contributions to municipalities in the areas of energy efficiency. Sustainable 

territorial development and securing schools. Roads. public buildings and municipal heritage 0 75 200 210 

Tax incentive to promote growth in Southern Italy -DTA tax credit 0 140 140 140 

Reduction of the public finance contribution of the Friuli Venezia Giulia region 30 110 120 0 

Interest payment to bond holders of the City of Rome 0 75 75 75 

Transfer to the Friuli Venezia Giulia Region for investment expenditure 15 15 80 80 

Establishment at the Central Guarantee Fund for SMEs of a special section for medium to long term 

investment in tangible assets 150 0 0 0 

Reduction of the public finance contribution of the region of Sicily 150 0 0 0 

Contribution to the capital of failing metropolitan cities for the purposes of the competition for the 

payment of loan instalments for investment expenditure 20 35 35 35 

Refinancing of the guarantee fund for the first home 100 0 0 0 

Wage integration and facilitating the exit of workers from enterprises implementing reindustrialisation 

and restructuring processes 20 44 7 0 

Contribution to micro. small and medium sized enterprises to support recapitalisation processes 10 15 15 15 

Resources for health 0 0 0 50 

Extending the range of workers exposed to asbestos eligible for an disability pension 8 13 13 12 

Fund for the protection of historical trademarks of national interest 0 30 0 0 

Other 86 110 102 49 

     

EFFECT ON NET BORROWING 3 2 1 1 

Note: any inaccuracies result from rounding. 
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Assessment of revenue arising from the fight against tax evasion 

The assessment of the revenue from the fight against tax evasion in relation to the 

corresponding budgetary forecasts for the current year is made in the Update of the DEF, in 

accordance with Article 1 (434), first and second sentences, of the 2014 Stability Law, as 

amended by Article 1 (1069) of the 2018 Budget Law. 

The assessment of the additional resources is carried out by comparing the receipts from 

the activity against tax evasion of the current year with both the forecasts entered in the 

budget under the unchanged legislation and the sums actually received from the previous 

year. The assessment under review verifies that the following three conditions are met: (I) 

the existence of higher revenue from the activity against tax evasion than the forecasts 

entered in the budget under unchanged legislation (for the years 2019, 2020 and 2021 

respectively); (II) the existence of higher revenue from the activity against tax evasion 

compared to those actually received in the preceding business year (2018); and (III) these 

higher revenues are permanent. 

The positive outcome of those conditions provides support for the entry in the revenue 

forecast while drawing up the draft Budget Law, and, at the same time, in the Fund for the 

reduction of the tax burden of the higher permanent resources resulting from the fight 

against tax evasion. 

The assessment considers, in the heading of tax revenue, the management and forecasting 

data of tax revenue arising from inspection and control activities, and in the heading of 

revenue other than tax, interest and penalties. In terms of management, the assessment 

considers the payments resulting from 2018 final data, as recorded in the Rendiconto 

Generale dello Stato (General Report on State Finances), and payments received throughout 

the month of August 2019. In terms of forecasts, account is taken of the cash estimates 

under current legislation referred to in the revenue forecasts of the State Budget for 2019, 

2020 and 2021, as well as the updated estimates of the receipts expected in 2019. 

For the preparation of the projected cash receipts, the change recorded in the period 

January-August 2019 is compared to the same period of 2018. This variation was applied to 

the individual items of revenue resulting from the inspection and control activities collected 

in 2018. 

The following table shows the main taxes (PIT, CIT, VAT) and the smallest taxes (including 

income from settlements) without distinction. The following are reported for each entry: the 

2018 receipts from the Rendiconto Generale dello Stato (column a); estimates of the 

revenue made in 2019 (column (b); the budgetary forecasts for 2018 (column (c), 2019 

(column d), 2020 (column (e) and 2021 (column f); the difference between the estimate of 

receipts expected in 2019 and those carried out in 2018; the difference between estimated 

receipts for 2019 and the forecast entered in the budget for the three-year period 2019-

2021. 

On the basis of the above criteria, the following results are found: (i) the estimated amount 

of receipts for 2019 is higher than the 2018 receipts by about 0.41 billion; (II) the 

comparison between the estimate of receipts made in 2019 and the forecast for 2019 

shows an increase of some € 2.14 billion entirely due to tax revenue; (III) the comparison 

between the 2019 receipts estimate and the forecast for 2020 shows an increase of 

approximately € 2.68 billion, due to the positive difference in tax revenue (3.08 billion), 

partly offset by a negative difference in non-tax revenue (-0.41 billion); the comparison 

between the 2019 receipts estimate and the forecast for 2021 shows an increase of 

approximately € 3.04 billion, due to tax revenue of 2.93 billion and to extra tax revenues of 

€ 0.11 billion. 
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TABLE R1: REVENUE FROM ACTIVITIES TO FIGHT TAX EVASION (in € bn) 

 

2018 

receipts 

(Final 

Statement 

of Account) 

(a) 

Estimated 

2019 

receipts 

based on 

data to  

August 

 (b) 

Budget  

projections 

for 2018 

inclusive 

of budget 

changes (c) 

 

Budget projections 

Inclusive of budget changes 

Difference 

2019 

(d) 

2020 

(e) 

2021 

(f) 

receipts 

2019  

receipts 

2018 

(b-a) 

receipts 

2019 

forecasts 

2019 

(b-d) 

receipts 

2019 

forecasts 

2020 

(b-e) 

receipts 

2019 

forecasts 

2021 

(b-f) 

PIT 3.75 3.52 3.83 3.09 3.03 3.05 -0.23 0.43 0.49 0.48 

CIT 1.97 2.58 2.50 2.36 1.63 1.65 0.61 0.22 0.95 0.93 

VAT 5.76 5.72 3.23 4.00 4.23 4.35 -0.04 1.72 1.48 1.36 

Other 

minor 

taxes 0.94 0.75 0.63 0.99 0.60 0.60 -0.19 -0.23 0.15 0.15 

Total 

tax rolls 12.42 12.57 10.19 10.43 9.49 9.65 0.16 2.14 3.08 2.93 

Total 

non-tax 

rolls 2.51 2.76 3.40 2.76 3.17 2.65 0.26 0.00 -0.41 0.11 

Total 14.93 15.34 13.59 13.20 12.66 12.30 0.41 2.14 2.68 3.04 

 

The amount of resources to be allocated to the Fund for the reduction of the tax burden is 

assessed, for prudential reasons, at the lower of those amounts (approximately € 0.41 

billion). However, only part of these resources can be considered permanent. Therefore, 

when drawing up the draft Budget Law for 2020, € 0.37 billion will be entered in the 

revenue forecast and, at the same time, in the fiscal pressure reduction fund. 

III.6 ENHANCING THE VALUE OF PUBLIC PROPERTY AND 
PRIVATISATIONS  

The enhancement of public assets is an integral part of the Government’s 

economic and budgetary strategy. In addition to the benefits for public finances 

linked to the recovery of expenditure and the reduction of public debt, there are 

significant implications for the efficiency of the management of the public assets 

themselves. 

For real building property assets, the enhancement takes place according to 

two main pillars: (I) for more attractive assets, by means of urban planning 

variations and changes in the purpose of use of the property, prior to the transfer, 

which can be directed or mediated through the use of property funds; (II) for 

buildings used for institutional purposes, through more efficient economic 

management, rationalisation of space used and the renegotiation of lease 

contracts. The redevelopment and sale process provides for the involvement of all 

institutional levels in the framework of the so-called fiscal federalism. 

These actions are combined with the placing on the market of holdings in 

companies held by the State and those provided for in the process of 

rationalisation of local state-owned enterprises initiated since 2015. The objective 

of these operations is, inter alia, improving the financial and development 

efficiency of State-owned enterprises, including through the acquisition of new 

Italian and foreign capital; and improving market regulation and the growth of 

competition in the sectors concerned. 
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The legislation provides that the proceeds from the sale of the direct holdings 

of the State are to be used for the reduction of government debt. Revenues 

resulting from the investment of investments held indirectly by the MEF through 

subsidiary companies may be distributed to the public shareholder in the form of 

an extraordinary dividend and thus be allocated to the reduction of the public 

debt, or contribute to the capital strengthening of the parent company. The 

implementation of the operations is in any event conditional on the presence of 

favourable market conditions, which make it possible to receive the best value for 

these assets. 

Value enhancement of real property  

The upgrading and selling of public real property remains an integral part of 

the Government’s economic and budgetary strategy to limit expenditure and 

reduce debt, but with significant implications also in terms of increased efficiency 

in the management of public assets. 

With this in mind, the Budget Law for 2019 provided for a special disposal 

Plan, which was adopted by a special Decree of the President of the Council of 

Ministers (Prime Ministerial Decree) on a proposal from the Minister of Economy 

and Finance. 

The implementation of the Plan will have a positive impact on public finances 

through: 

i) direct reduction of the State debt; 

ii) improving local government debt; 

iii) the possibility, by changing the ownership and purpose of use of some 

buildings, of incentivising the recovery of unused assets and of ensuring 

positive spill-over effects on the local and national economy in terms of 

investment and employment. 

On 16 July, the Ministerial Decree was published in the Official Journal,54 

which helps to define the perimeter and the procedures for implementing the 

extraordinary Plan. The property included in the divestiture plan, to which others 

could be added later in the year, has an estimated value of approximately € 1.2 

billion, with the aim of obtaining revenues for 950 million in 2019 and 150 million 

in 2020 and 202155. To this end, there will be a range of different instruments for 

the transfer and exploitation of buildings to be implemented by the various 

institutional actors involved. 

The State Property Agency is proceeding with the sale of an overall portfolio 

of approximately 1,600 buildings worth € 458 million. Thus, a list of 420 properties 

was drawn up for a total value of approximately 420 million, proposed to the MEF 

and subsequently attached to the Ministerial Decree of 28 June 2019, which was 

followed by the abovementioned Prime Ministerial Decree. 

 
54 Decree of the Ministry of Economy and Finance, 28 June 2019. 
55 According to ISTAT data (April 2019 update), the proceeds of the sale of public buildings amounted to 

825 million in 2018, of which € 30 million was for sales of central government buildings, € 626 million for sales by 
local authorities and € 169 million for sales by social security funds. 
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In addition to the 420 buildings noted above, the Agency identified 

approximately 1,200 assets (of a unit value of less than € 100,000) for a total 

value of approximately € 38 million, to be placed on the market through notices 

and invitations to tender managed by the Agency’s territorial structures, as well 

as direct negotiations for the situations covered by the rule (e.g. undivided shares 

of goods). 

In addition, around 40 buildings are in use by the Ministry of Defense, with an 

estimated value of 160 million. 

In order to contribute to the objectives of the Budget Law, the Agency has 

implemented several activities, including: (I) signing an agreement with the 

National Council of Notaries for the conduct of procedures for the sale of buildings 

through the Network Aste Notarili (RAN); (II) the opening of discussions with local 

and other authorities responsible for issuing opinions or permits to discuss matters 

relating to cadastral conformity, construction and town planning matters or to 

address further technical and administrative problems. In the area of town 

planning modifications, a new development agreement has been drawn up to be 

implemented with local authorities, also in order to be able to award them the 

premiums referred to in Article 1 (426) of the Budget Law. 

Compared to the above 1,600 goods, during 2019 the Agency launched calls 

for tenders for just over 1,000 lots with a total auctioning value of approximately 

192 million; further goods will be placed on the market in the coming months. 

About 65 buildings (worth some € 150 million to date) are in the process of 

regularising and promoting urban development; those assets may therefore be put 

up for sale after those activities have been completed. 

The objectives set for 2019-2021 will also benefit from the proceeds of the 

disposal of public buildings transferred to the real estate funds managed by 

Invimit Sgr, a company wholly owned by the MEF, for an estimated total of € 610 

million, of which € 500 million from the sale, within the year, of shares of the 

funds and € 110 million from direct sale of real estate through an innovative 

auction process. With regard to the sale of shares, a reserved multi-business fund 

was established by the MEF Decree of 20 August 2019 (‘Dante’ fund), to which 

public buildings of approximately € 500 million will be transferred. These are, in 

particular, valuable buildings mainly located in the central areas of the main 

Italian cities, which are capable of ensuring an adequate return given investor 

demand, in particular from institutional investors. Revenues generated from the 

sale of the shares of the Invimit funds may be booked as a reduction of net 

borrowing. 

The public real estate portfolios transferred to real estate funds managed by 

Invimit and already operational amounted to approximately € 1,485 million56 as of  

30 June 2019 (a higher value compared to € 1,086 million as of 30 June 2018), 

broken down as follows: € 102.744 million for the i3-INAIL fund, € 231.583 million 

for the i3-Region of Lazio fund, € 73.49 million for the i3-University fund, € 81.84 

million for the 8-quater sector and € 65.64 million for 8-ter sector of the 3-

 
56 Biannual reports of the funds managed by Invinit Sgr as of 30 June 2019. 
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Sviluppo Italia fund, € 440.022 million for the i3-Inps fund, € 489.98 million for 

the i3-Patrimonio Italia fund.  

Privatisation 

In the process of updating the plan of disposals set out in the last Economic 

and Financial Document, with reference to the companies directly or indirectly 

controlled by the State, the Ministry of Economy and Finance revised to 0.0 

percentage points of GDP the target for privatisation proceeds in 2019 and to 0.2 

percentage points of GDP the target for 2020. In addition, a target of proceeds of 

0.2 percent of GDP per year is introduced for the two-year period 2021-2022. 

These targets include extraordinary dividends and other financial proceeds 

allocated to the Government debt amortisation fund.  
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IV. THE RECOMMENDATIONS OF THE COUNCIL OF THE 

EUROPEAN UNION 

Introduction 

This chapter updates the state of play of the reforms outlined in the National 

Reform Programme released last April while setting out the policy objectives of 

the new Government. In line with the requirements of the Public finance and 

accounting Law, the chapter also sets out further observations, possible 

amendments and additions to Section III of the DEF in relation to the 

recommendations of the Council of the European Union in the context of the 

European Semester. The strategy outlined here will be implemented starting from 

the next Budget Law, whose objective is to steer the country towards a solid 

perspective of sustainable development. 

The Government recently presented to the Parliament the lines of action that 

will be pursued in the course of its mandate. In line with this policy statement, 

this chapter illustrates the Government’s reform strategy and economic policy 

priorities, which will be oriented toward growth, equity, environmental 

protection, labour market support, and social and territorial cohesion. These 

policy lines will be further developed, including following the parliamentary 

debate on the draft budget law for the three-year period 2020-2022, as part of the 

National Reform Programme to be submitted with the DEF of next April. 

One of the Government’s priorities is to implement a Green New Deal, with 

the primary objective of creating a public investments plan that is synergistic with 

private investment. The latter shall be stimulated and oriented accordingly. The 

environmental challenge cannot be won by opposing the protection of the 

ecosystem nor can it be addressed in a way that contrasts with the productive 

sector and private investment. The combination of investment and sustainability 

goals must be strengthened as a whole. Economic development must be both the 

cause and the effect of increased environmental protection, creating a virtuous 

circle. This requires a re-thinking of production models in order to increase the 

use of technologies with a low environmental impact in order to contain harmful 

emissions, involves increasing the use of renewable resources, progressively 

replacing fossil sources and at the same time ensuring a higher productivity 

growth of the economic system. 

The Government is therefore committed to defining a strategy capable of 

boosting potential growth through productivity and competitiveness. Productivity 

must understood in a broad sense, from material infrastructure to intangible 

assets, from education to the development of innovative skills, from the entire 

value chain to the revival of growth in the South. 

On the private investment side, interventions will be aimed at encouraging 

the renewal of production and facilities, the efficiency and conversion of 

production processes and the transition to the fourth industrial revolution 

(digitalisation and artificial intelligence). Incentives for innovation will be 
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redefined in a way that make them consistent with these objectives. In this 

context, policies to enhance human capital (training, research and development, 

and reversing the brain drain of highly specialised workers) will also play a central 

role. 

In addition to investment, support policies will be implemented and adapted 

to the territorial needs of the country. The Green New Deal is aimed at countering 

climate change, at biodiversity protection, energy conversion, promotion of urban 

regeneration and smart cities. These actions will be implemented at different 

levels, from regulation and the protection of citizens’ rights to the introduction of 

efficient incentives. Policies for environmentally protecting the territory, fighting 

hydrogeological instability and accelerating the reconstruction of earthquake-hit 

areas will also be essential. In the perspective of greater sustainability, it is also 

crucial that the production system is geared towards a circular economy and that 

the culture of recycling is spread throughout the country. 

There is no growth in the country without a growing South. In order to 

overcome the economic and social gap between North and South, provision should 

be made for an extraordinary investment plan for the South, together with a 

greater coordination of all existing regulatory instruments. Indeed, Southern 

development and territorial cohesion are strategic priorities for the Government 

in order to unleash untapped growth potential and strength physical, human, 

social and natural capital. The aim is to make the Southern and internal areas 

more attractive, offering new employment opportunities, in particular for young 

people and women. 

Strengthening of family-friendly measures, such as support for parenthood 

and birth, as well as labour protections, is also key. Measures will be developed to 

boost women’s participation in the labour market, in parallel with actions to fight 

gender inequalities in all sectors of the economy. 

It is worth recalling that the inclusion of social and sustainable welfare 

indicators in the economic and financial programming cycle, launched in 2017, 

paved the way for a broader and multifaceted view of the relationship between 

public policies and the quality of citizens’ life. Economic measures must, in fact, 

be assessed in terms of their expected effects in relation to the well-being of 

persons, their distributional effects, and their degree of sustainability over time. 

The arrival of the new Government coincides with that of the new European 

Commission. Italy intends to take a leading role in a phase of revitalisation and 

renewal of the Union in order to make it more inclusive and  robust, but above all 

more attentive to environmental sustainability, social and territorial cohesion and 

the European welfare model, which are basic objectives of European institutions. 

This chapter also provides an opportunity to announce the Government’s 

commitments at the European level. The objective is to strengthen economic 

governance supporting the priorities set out above, as well as to implement a 

sustainable investment plan and complete the economic and Banking Union 

starting from the creation of a euro area budget and a European deposit 

guarantee, an instrument for stabilising the labour market such as European 

employment compensation and, ultimately, making the Union a more competitive 

and innovative area. 

In this context, it is also necessary to improve the Stability and Growth Pact 

and its implementation, avoiding pro-cyclicality and supporting investment, 

realizing the European Pillar of Social Rights and strengthening policies to combat 
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tax evasion by taxing  profits where they are actually earned. It is necessary to 

combat unfair competition in both the commercial and fiscal spheres. These 

objectives have many points of contact with the specific recommendations 

addressed to Italy by the Council last July. 

IV.1 THE RECOMMENDATIONS OF THE EUROPEAN UNION 

The Ecofin Council of 9 July 20191 endorsed the specific recommendations 

addressed to Italy calling for measures to: 

(1)  Reduce the debt ratio, shift taxation away from labour, including by reducing 

tax expenditures, updating cadastral values and fighting tax evasion; fully 

implement past pension reforms to reduce the burden of pensions on public 

spending and create space for other social and growth-enhancing policies. 

(2)  Tackle undeclared work; ensure the effective integration of active labour 

market and social policies that reach young people and vulnerable groups; 

support women’s participation in the labour market by ensuring access to 

childcare and long-term care; improve educational outcomes, including 

through targeted investments, and foster upskilling, including by 

strengthening digital skills. 

3)  Increase tangible and intangible investments (research, innovation and quality 

of infrastructure), taking into account regional disparities; improve the 

effectiveness of Public Administration, in particular by investing in the skills 

of public employees, by accelerating digitalisation and by increasing the 

efficiency and quality of local public services; remove obstacles to 

competition, particularly in the retail sector and in business services, 

including through a new annual competition law. 

(4)  Reduce the length of civil trials at all instances by enforcing and streamlining 

procedural rules, including those already under consideration by the 

legislature, with particular emphasis on insolvency regimes; improve 

effectiveness of anti-corruption policies by reforming procedural rules in 

order to reduce the length of criminal trials. 

(5)  Facilitate the consolidation of the banking system, and in particular of small 

and medium-sized banks, by improving efficiency and asset quality, 

continuing the reduction of non-performing loans and diversifying funding; 

improve non-bank financing for smaller and innovative firms. 

  

 
1 https://www.consilium.europa.eu/en/press/press-releases/2019/07/09/economic-employment-and-

fiscal-policies-2019-country-specific-recommendations/ 

https://www.consilium.europa.eu/en/press/press-releases/2019/07/09/economic-employment-and-fiscal-policies-2019-country-specific-recommendations/
https://www.consilium.europa.eu/en/press/press-releases/2019/07/09/economic-employment-and-fiscal-policies-2019-country-specific-recommendations/
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TABLE IV.1 - RECOMMENDATIONS FOR 2018 AND 2019 

Policy area Recommendations 2019 Recommendations 2018 

Public Finance and 

Spending Review 

[1-Ensure a nominal reduction of net primary 

government expenditure of 0.1% in 2020, 

corresponding to an annual structural adjustment of 

0.6% of GDP.[...] 

[1] - Ensure that the nominal growth rate of net primary 

government expenditure does not exceed 0.1 in 2019, 

corresponding to an annual structural adjustment of 

0.6% of GDP.[...] 

Privatisation and 

public debt 

[...] 1- [...] Use windfall gains to accelerate the 

reduction of the general government debt ratio.[...] 

[...] 1- [...] Use extraordinary revenues to accelerate the 

reduction of the general government debt ratio.[...] 

Tax policy 

ECR 1 - [...] shift taxation away from labour, including 

by reducing tax expenditures and reforming the 

outdated cadastral values. Fight tax evasion, especially 

in the form of omitted invoicing, including by 

strengthening the use of e-payments, including through 

lower legal thresholds for cash payments.[...] 

ECR 1 - [...] put the tax burden away from labour, in 

particular by reducing tax expenditures and by 

reforming the outdated cadastral values. Step up 

efforts to tackle the shadow economy, including by 

strengthening the compulsory use of e-payments 

through lower legal thresholds for cash payments.[...] 

Poverty 

ECR 1 - [...] Implement fully past pension reforms to 

reduce the share of pensions in public spending and 

create space for other social and growth-enhancing 

spending. 

ECR 1 - [...] Reducing the weight of old-age pensions in 

public spending in order to create margins for other 

social expenditure. 

Work, social policies 

and family 

ECR 2 – Step-up efforts to tackle undeclared work. 

Ensure that active labour market policies and social 

policies are effectively integrated and reach out in 

particular young people and vulnerable groups. Support 

women’s participation in the labour market through a 

comprehensive strategy, including through access to 

quality childcare and long-term care.[...] 

ECR 4 - Accelerating the implementation of the reform of 

the active labour market to ensure equal access to job-

search assistance and training. Encourage labour 

market participation of women through a comprehensive 

strategy, rationalising family-support policies and 

increasing the coverage of childcare facilities.[...] 

Education and 

research 

ECR 2 - [...] Improve educational outcomes, also through 

adequate and targeted investment, and foster upskilling, 

including by strengthening digital skills. 

ECR 4 - [...] Promoting research, innovation, digital skills 

and infrastructure through better-targeted investment 

and increasing participation in vocationally oriented 

tertiary education. 

Infrastructure and 

investment 

ECR 3 - Focus on investment-related economic policy 

on research and innovation and the quality of 

infrastructure, taking into account regional 

disparities.[...] 

 

Public 

Administration 

reform 

ECR 3 - [...] Improve the effectiveness of Public 

Administration, in particular by investing in the skills of 

public employees by accelerating digitalisation and by 

increasing the efficiency and quality of local public 

services.[...] 

ECR 2 - [...] Ensure compliance with the new regulatory 

framework for state-owned enterprises and increase 

the efficiency and quality of local public services.[...] 

Competition and 

competitiveness 

ECR [...] 3 - [...] Address restrictions to competition, 

particularly in the retail sector and in business services 

also through a new annual competition law. 

[2] - [...] Addressing the restrictions on competition, in 

particular in the services sector, including through a 

new annual competition law. 

Civil Justice 

ECR 4 - Reduce the length of civil trials at all instances 

by enforcing and streamlining procedural rules, 

including those under consideration by the legislature 

and with a special focus on insolvency regimes.[...] 

ECR 2 - Reducing the duration of civil trials in all 

instances by rationalising and enforcing the rules of 

procedural law, including those already taken into 

account by the legislator.[...] 

Criminal justice and 

corruption 

ECR 4 - [...] Improve the effectiveness of the fight 

against corruption by reforming procedural rules to 

reduce the length of criminal trials. 

ECR 2 - [...] Increasing effectiveness of prevention and 

suppression of corruption by reducing the length of 

criminal trials and implementing the new anti-

corruption framework.[...]. 

Financial services 

and banking 

ECR 5 - Foster restructuring of banks’ balance sheets, 

in particular for small and medium-sized banks, by 

improving efficiency and asset quality, continuing the 

reduction of non-performing loans and diversifying 

funding; improve non-bank financing for small and 

innovative firms. 

ECR 3 - Maintain the pace of the reduction of the high 

stock of NPLs and support further measures to 

restructure and consolidate banks’ balance sheets, 

including for small and medium-sized institutions, and 

to implement the insolvency reform in a timely manner. 

Improve market-based access to finance for firms. 
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IV.2 MAIN MEASURES IN RESPONSE TO RECOMMENDATIONS 

The Government is committed to pursuing a policy of economic recovery 

combining growth and innovation with social, environmental and economic 

sustainability to boost the country’s development potential. The measures to be 

introduced are intended to address internal factors of structural weakness while 

also considering global trends in the areas of environment, labour, human capital 

and rights. 

Public finance and spending review - CSR No 1 

POLICY LINES: Re-launching the economy without compromising the stability of public finances 
while, at the same time, putting in place a spending review process to reduce current spending 
and improve the efficiency of all primary expenditure. The effort will involve Public 
Administrations at all levels. 

The 2020-2022 period of the manoeuvre aims to preserve the balance of 

public finances while creating fiscal space to boost growth. More details on this 

topic are given in Chapters I and III of this document. 

Fight against tax evasion - CSR No 1 

POLICY LINES: Fighting tax evasion is a primary objective of the Government and will be 
addressed through a comprehensive plan and a wide-ranging tax reform based on the 
simplification of rules and obligations, as well as on a more effective alliance between taxpayers 
and the financial administration. The fight against tax evasion will also be pursued by facilitating, 
extending and enhancing electronic payments and drastically reducing transaction costs. 

The Government intends, in compliance with privacy rules, to make 

commercial transactions as transparent as possible, and by facilitating, extending 

and strengthening electronic means of payment. To this end, specific measures 

will be introduced to encourage their use, both to combat tax evasion and to 

promote their use by consumers as a safe alternative means of payment to cash. 

These policies will aim at simultaneously increasing the digital capacity of 

taxpayers in terms of the use of e-payments while ensuring the traceability of 

transactions to help combat tax evasion.  

Thanks to a qualitative leap in the relationship between the fiscal 

administration and taxpayer, more revenue can be generated, which can be 

reinvested to reduce the tax burden, as well as to finance measures for citizens 

and to support social spending. Dedicated projects for financial education and the 

dissemination of digital knowledge will reduce existing inequalities in this area. 

Following the introduction of e-invoicing, the process of digitizing tax 

certifications is ongoing with the aim of spreading digital literacy among firms, 

increasing the efficiency of administrative processes and improving tax 

compliance. 

Since July 2019, electronic receipts are required for retail traders and similar 

businesses that, to date, are not required to issue an invoice to customers unless 

requested by the customer himself. The obligation took effect immediately for 
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approximately 260 merchants with turnover of more than € 400,000 while the 

extension to all other operators will take place from 1 January 2020. The so-called 

‘lottery of receipts’ will start on the same date, in which consumers who buy 

goods or services from the operators carrying out the electronic transmission of 

receipts can participate. 

With the introduction of electronic receipts, retailers will have immediate 

access to their sales data, which will be transmitted directly to the Revenue 

Agency. The Agency will be able to carry out more timely checks and faster 

analyses of possible risks of evasion.  

This measure, together with electronic invoicing, places Italy at the forefront 

of countries that have launched a process of digitizing tax certifications, as 

certified by the OECD in the ‘Implementing Online Cash Registers’2. 

Taxation and tax expenditures - CSR No 1 

POLICY LINES: The Government’s threefold objectives are: one, to avoid the activation of 
safeguard clauses provided for by the legislation in force in parallel with the reduction of the tax 
burden, which weighs more heavily on medium-low income households, and the reduction of the 
tax wedge on labour. As part of a broad process of reforming corporate taxation agreed at the 
international level, a web tax for multinationals shifting profits towards more favourable 
jurisdictions will be implemented. The revision of the tax expenditures is aimed at rationalising 
the myriad of existing concessions by making the system more coherent with the overall 
approach and supporting tax revenues. 

In addition to the above objectives, building on the strength of the Italian 

production system, the budgetary manoeuvre will contain other measures to 

stimulate investment both for the renewal of production and installations in use so 

as to reduce emissions and energy consumption, and for the use of new 

technologies to trigger a virtuous cycle between innovation and the environment. 

There will be incentives for protecting the environment, and promoting growth 

and the circular economy to ensure the achievement and development of a new 

model of sustainable and inclusive growth. 

Labour market, active labour policies and social policies - CSR No 2 

POLICY LINES: The Government intends to strengthen active labour market policies and prevent 
occupational accidents and diseases while promoting gender equality in salaries. Minimum wage 
regulations will increase protection for workers, including through the mechanism of the erga 
omnes effect of collective agreements signed by the most representative trade unions. Efforts will 
be made to better regulate the representativeness of trade unions and employers. Support to 
families, people with disabilities and ‘digital platform workers’ will be widened. 

In addition to the reduction of taxes on labour, actions to protect workers will 

also include: a strategic plan for the prevention of occupational accidents and 

diseases, a law on gender equality in salaries, the renewal of the social security 

institution called ‘Opzione Donna (Option Woman)’ and the ‘Social Ape’ option 

and the increase of the public supplementary social security fund, including the 

 
2 http://www.oecd.org/ctp/implementing-online-cash-registers-benefits-considerations-and-guidance.htm 

http://www.oecd.org/ctp/implementing-online-cash-registers-benefits-considerations-and-guidance.htm
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guaranteed pension for young people. To strengthen the protection of workers and 

develop new employment strategies, a National Labour Observatory will be set up 

at the Ministry of Labour and Social Policies. 

Particular attention will be paid to protecting and guaranteeing the rights of 

those who work through digital platforms. In this regard, a decree-law entered 

into force in September introducing urgent provisions for job protection and the 

resolution of business crises3. The decree aims in particular at ensuring economic 

and regulatory protection for certain particularly vulnerable groups of workers, 

such as atypical workers hired with non-standard employment contracts (enrolled 

in the separate section of the social security system), those operating through 

digital labour platforms (riders), socially useful workers (including, among others, 

long-term unemployed), publicly useful workers (mainly those performing 

community service instead of receiving a criminal sentence ) and workers with 

disabilities. 

It is also planned to support regulatory interventions on trade unions and 

employers’ associations by legislating stringent indices to measure the 

representativeness of workers and firms’ organisations. Furthermore, in 

accordance with European and national rules on the protection of competition, 

the Government will identify fair compensation for independent and project 

workers, in order to avoid forms of abuse and mistreatment, in particular to the 

detriment of young professionals, and will intervene to limit the phenomenon of 

‘false VATs’. Efforts will be intensified in combatting undeclared work and, in 

particular, the forms of illegal recruitment (s.c. ‘caporalato’), including by 

exploiting the recommendations that will be drawn up by a dedicated task force. 

During 2019, the Government introduced the Citizenship Income (CI) and 

Citizenship Pension (CP) and launched the reform of the Public Employment 

Service (PES), which is fundamental for the efficiency of active labour market 

policies. Overall, the data available in August 2019 regarding the previous month 

show that, in terms of households, the recipients of CI or CP amounted to 

approximately 922,000 (of which more than 112,000 were receivers of CP) out of a 

total of 1.5 million applications, corresponding to a total number of beneficiaries 

exceeding 2 million. 

With reference to the active employment policies linked to the CI, almost all 

Regions have recruited ‘navigators’ and for each Region a very detailed 

operational plan has been prepared with tasks assigned to these new experts. 

With the aim of strengthening the PES, the ‘navigator’ will support the 

development and implementation of personalised plans, as well as serve as a link 

with enterprises, education and training facilities, municipalities and all the 

services provided by the various labour market players at the local level, 

highlighting the opportunities offered in the area. 

Meanwhile, ANPAL has made available to the PES operators a digital tool for 

the management of activities related to the CI. Operators can view the list of 

beneficiaries of the CI and monitor the progress of their job search activities on a 

daily basis. The digital platform will allow direct and timely access to information 

on the beneficiaries of the CI and of their households, in an aggregated and 

 
3 Decree-Law No 101/2019. 
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individual way. New services related to the CI will be implemented on the 

Platform. 

The beneficiaries of the Citizenship Income who cannot immediately secure a 

job can start a social inclusion path by signing a Social inclusion agreement. This 

path required the strengthening of dedicated social services through the allocation 

of resources to the territories from the ‘Services’ part of the Fund for the fight 

against poverty and social exclusion and the National Operational Programme 

‘Inclusion’ (ESF 2014-2020). In order to ensure uniform and appropriate 

intervention methodologies throughout the country and to guarantee the 

effectiveness of interventions against poverty and social exclusion, guidelines for 

the definition of social agreements, adopted by Decree of the Minister for Labour 

and Social Policy of 23 July 2019, have been drawn up. 

Measures to support families and equal opportunities - CSR No 2 

POLICY LINES: The Government intends to strengthen pro-family measures, in terms of 
supporting parenthood and birth rates, as well as labour protections. Measures to encourage 
women to participate in the labour market, including through targeted recruitment and combating 
policies on gender inequalities in the labour market, are envisaged. 

The economic recovery policies that the Government intends to adopt include 

a comprehensive and systematic project for the support and enhancement of 

families. As part of equal opportunity policies, further instruments to support 

parenthood and women’s participation in the labour market will be introduced, 

including by facilitating access to childcare and by addressing gender inequalities. 

The European Directive on paternity leave and the reconciliation of work and 

private life will be implemented. A review of parental leave and smart working 

and measures to support children’s education and the frequency of child-care 

services are also envisaged. In addition, in order to help reverse the negative 

demographic trend, measures to support the birth rate will be taken.  

In the field of family support actions, specific protection measures will be 

introduced for family caregivers - which will be specially covered by regulation - 

to protect the quality of life of the weakest. Finally, specific tax measures will be 

provided for households, in particular for those without adequate economic 

resources (e.g. through the establishment of a single monthly allowance for the 

growth, maintenance and education of their children, including with a view to a 

simpler and more coordinated system) and for those persons with disabilities. 

Education and skills - CSR No 2 

POLICY LINES: In order to stimulate sustained growth, it is crucial to invest in new generations, 
ensuring that everyone has the opportunity to pursue a career path of professional, social and 
cultural growth and to create the conditions for the return of those who have left the country. 
Allocations to public schools will be improved, including with respect to infrastructure. 
Universities and research will be strengthened and the recruitment system aligned with the best 
international standards. 

In the public education sector, policies are needed to limit classroom over-

crowded and enhance – including economically - the role of teachers. The national 
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plan for school buildings must be strengthened and the free provision of nurseries 

and micro-nurseries – in cooperation with the Regions – has to be ensured, 

including by expanding their supply, in particular in the South. The same 

safeguard is needed for the education path of students from middle to low income 

families. Early school leaving and bullying will also be tackled. 

In order to ensure greater functionality and quality of the national education 

and training system, it is appropriate to reconsider the training and certification 

of teaching staff. To this end, a draft law linked to the public finance manoeuvre 

will be submitted to Parliament. 

The research system should be enhanced by fostering closer coordination 

between university centers and research organisations, bearing in mind the 

objective of internationalisation. 

The recruitment system of advanced training and research institutions should 

be aligned with the best international standards and also strengthened through 

the establishment of a national agency, along the lines of those already active in 

other European countries, that can coordinate and increase the quality and 

effectiveness of public research policies. New forms of funding should be tested 

and innovative public-private partnership schemes encouraged. Finally, there is a 

need to rethink an educational model that is based on limiting access to degree 

courses. 

Last July, a call was issued for the selection of 120 teachers, experts in 

digital schooling, for the promotion and dissemination of new teaching 

methodologies and the creation of innovative learning environments. 

As part of the authorisation procedure for the recruitment of teaching staff 

for the 2019/2020 school year, approval was given in July to recruit up to 53,627 

teachers in July to cover the same number of vacant and available posts. 

By the end of 2019, an ordinary competition will be launched to cover staffing 

needs at 16,959 nursery and primary schools. 

In addition, data on school dropouts were published in July, which analyses 

and quantifies the phenomenon of dropping out of the education and training 

system in upper secondary school during the transition between school and 

secondary grade education. Analysis shows that the phenomenon of early school 

leaving is declining. 

In order to promote the educational inclusion of students with disabilities, a 

legislative decree was adopted4 in July 2019, reviewing the procedures to be 

followed for the drafting and updating of the individual Personalised Education 

Plan (PEP) and the procedures for providing home schooling services by support 

teachers. In addition, the allocation process of already assigned resources has 

been considerably simplified and accelerated. 

Agreements between the Ministry of Education, Universities and Research 

(MIUR) and the European Investment Bank (EIB), the Council of Europe 

Development Bank (CEB) and the Cassa Depositi e Prestiti (CDP) were signed in 

July, allowing for the allocation of 1.5 billion for restructuring, securing, adapting 

to anti-seismic standards, energy efficiency and new school buildings. The 

 
4 It contains provisions supplementing and correcting Legislative Decree No 66/2017, as provided for in Law 

No 180/2015. 
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resources will be provided by CDP to municipalities, provinces and metropolitan 

cities through the granting of loans to the Regions by the EIB and the CEB (€ 1,255 

million from the EIB and € 300 million from CEB). 

Finally, the following resources for school building are envisaged between 

2019 and 2033: € 1,410 million for the securing and upgrading of fire-fighting 

facilities of school buildings and € 1,020 million for the adaptation of structures to 

seismic risk5. 

Investment in tangible, intangible and infrastructure investments - CSR No 3 

Investments closely linked to the creation and development of the political priority 

of the Green New Deal 

POLICY LINES: With the next draft budget law, the Government intends to launch a multiannual plan 

which, through the use of private and public investment, supports the transition of the Italian economy 

towards a model of sustainable, inclusive and equitable growth, in line with the European Green New 

deal. 

On the private investment side, interventions will be aimed at encouraging 

the renewal of existing production and facilities, the efficiency and conversion of 

production processes and the transition to the fourth industrial revolution 

(digitalisation and artificial intelligence). In this context, human capital 

enhancement policies (training, research and development, and reversing the 

brain drain of highly specialised workers) will play a central role. 

At the same time, public investment will be increased and aimed at 

facilitating the transformation of the ecosystem of the country in order to create 

the conditions for greater involvement of private investment and resources.  

In the forthcoming budget law, two new investment funds, allocated to State 

and regional authorities, will be introduced for a total of € 50 billion over a 15-

year horizon, which will be combined with and provide continuity for the funds set 

up under the last three budgetary laws. The resources will be allocated toward 

the implementation of projects for urban regeneration, energy conversion and 

incentives for the use of renewable sources. Such a commitment will not be 

pursued to the detriment of the implementation of the measures requested for 

the environmentally protecting the territory and the defense of biodiversity and of 

communications and connection networks, without which innovation could not 

develop. 

Infrastructure 

POLICY LINES: The potential of the productive system will be exploited through both 
infrastructure intervention policies and innovation enhancing actions. As regards infrastructure, 
the objective is to create a modern, integrated and secure system that takes into account the 
related social and environmental impacts and that significantly improves the production potential 
of the South and supports the recovery of earthquake-hit areas. 

 
5 From the fund referred to in Article 1 (95) of the 2019 Budget Law. 
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The Government intends to relaunch investment, both public and private, 

including through changes to the regulatory framework, with the aim of 

introducing, in compliance with European directives, instruments of flexibility 

that allow for faster procedures and the simplification of documents. A number of 

provisions of the Public Procurement Code will be reviewed in order to obtain a 

more linear legal framework that reduces the uncertainty of interpretation and 

application, clearly detailing administrators’ responsibilities. 

In addition, regulatory and administrative measures will be adopted to ensure 

the safety of workplaces. 
The amendments made by the recent decree ‘Sblocca Cantieri’ will be 

subject to constant monitoring to verify the specific impact and to introduce 

corrective measures or additions with the objective of accelerating planned and 

ongoing operations, while countering corruption and the danger of infiltration by 

organised crime at any stage of the proceeding. 

In addition, the Government intends to take measures regarding the 

consolidated act on building construction, in order to rationalise, simplify and 

systematise the rules with respect to construction, safety and environmental 

sustainability of buildings as well as to promote land-use reduction and urban 

regeneration. For the same purposes and within the framework of the powers laid 

out in Title V of the Constitution, it is also necessary to take steps in the fields of 

town planning and territorial governance. 

As part of the initiatives to promote and implement infrastructure investment 

plans, the Prime Minister Decree of 15 April 2019 set out the organisational and 

functional aspects of the Central office for the planning of public property and 

buildings (‘Centrale per la progettazione di beni ed edifici pubblici’) located in 

the State Property Agency. It is an urgent task to make the Central Office 

operational, to disseminate its knowledge to local and regional authorities and to 

monitor its results. 

The Government also intends to speed up the implementation of the recent 

CIPE decisions on infrastructure, environment and cohesion policies. Of key 

importance is the plan for the extraordinary maintenance of bridges, viaducts and 

tunnels foreseen in the update of the 2016-2020 Programme Contract between the 

Ministry of Infrastructure and Transport (MIT) and ANAS (36 billion of investments) 

and the investments in the rail network included in the update of the RFI 

Programme Contract for 2017-2021. The aim is to implement an integrated 

intermodality programme to make the railway system a link between ports and 

airports. 

Further impetus for steering investment to national priorities can come from 

access to European funding. The Government intends to further develop the 

Trans-European Transport Networks (TEN-T), focusing on cross-border projects 

with high potential value. Given the importance of synergies between the 

transport, energy and digital sectors and the need to promote cross-sectoral 

actions that allow intervention in areas such as connected and automated mobility 

or for the adoption of alternative fuels, the Connecting Europe Facility Programme 

will be implemented. 

In this regard, the National Operational Programme (NOP) for Infrastructure 

and Networks 2014-2020, co-financed with ERDF resources, also plays a role. The 

NOP envisages actions to support the development of transport infrastructure in 

the Southern regions through the allocation of resources to improve rail networks, 
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last-mile connections to ports and airports, sustainable mobility and Secondary 

Vocational Institutes (ITS). Particular attention is given to ongoing projects and 

investments along the TEN-T network, including the priority development 

guidelines of the core network in the South, such as the Naples-Bari and Messina-

Catania-Palermo routes. In addition, the Government intends to maximise the 

investment opportunities that will be available under the 2021-2027 programming 

period, through the strategic use of European Structural and Investment Funds 

(ESIF) according to national investment priorities, in line with European transport 

policy guidelines. 

The Government intends to invest in the upgrading of the state road network 

in particular for roads of national interest, in order to ensure greater road safety 

and functionality, to adapt them to increased vehicular traffic as well as to ensure 

a successful completion of the overall road network. The Government will also 

take action to ensure the viability of the areas affected by the 2016 earthquake, 

in order to support their economic recovery. Routine and extraordinary 

maintenance of the road network for which ANAS is responsible will be ensured 

through evaluation by the competent offices of the Ministry with respect to the 

organisational and functional performance of the services provided to users. 

In this context, the system of motorway concessions must be revised in order 

to ensure greater transparency, competitiveness between operators to achieve 

the correct balance between public and business interests, as well as the 

continuous improvement of the services provided to users, including in light of the 

Transport Authority’s decisions. 

The speed and simplification of procedures, as well as the reduction of 

administrative burdens for citizens and businesses, are also a priority, particularly 

with regard to the automotive sector. To this end, the single vehicle registration 

document shall be implemented, including by finding the necessary resources, 

with the aim of ensuring savings for users. 

In view of the importance of air transport in a modern country, it is essential 

to have adequate infrastructure in the airport sector and provide specific 

measures to satisfy an ever-increasing flow of passengers and efficient transport 

of freight. The Government intends to update the national airport plan, including 

with regard to the revitalisation and implementation of air cargo, taking into 

account the environmental sustainability and international constraints related to 

the reduction of CO2 emissions. 

A new regulatory framework is in place, introduced by the 2018 European 

Law6, which provides for the Transport Authority to carry out the functions of the 

national supervisory authority, including with respect to the programme contracts 

on the basis of which the airport charges at the airports of Rome Fiumicino, Rome 

Ciampino, Milan Linate, Milan Malpensa and Venice (i.e. airports with programme 

contracts with excepted status) are determined. In these airports, charges will be 

determined according to the fee models adopted by the Authority and guided by 

the principles of transparency, stability and efficiency. These fee models are 

currently under review. 

It is also appropriate to strengthen the concept of territorial continuity in 

order to develop the necessary interconnections, such as last mile connections, 

 
6 Article 10 of Law No 37 of 3 May 2019. 
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with other modes of transport, in order to improve the country’s connectivity and 

reduce the time needed to use its airports in the fastest and most effective way. 

The Government also intends to implement reform of the Port System 

Authorities by providing operational coordination tools between the authorities in 

order to strengthen synergies for the business and economic development of the 

sector. At the same time, it is necessary to regulate the system of port 

concessions in order to maximize transparency and competitiveness. 

As regards local public transport, the Government is aware of the impact that 

the public mobility system has on citizens’ quality of life and the environment in 

cities, and intends to support local and urban mobility through adequate 

investments in mass transport and the renewal of the bus fleet. Resources will be 

allocated to help replace public transport to boost safety and reduce CO2 

emissions. 

The Government also intends to invest in urban regeneration and the recovery 

of existing buildings by intervening in support of the most disadvantaged social 

groups in access to housing. 

Given the social function of housing as a measure to combat inequality and 

support welfare, the Government intends to launch a plan for the recovery, 

modernisation and ordinary and extraordinary renovation of public housing. This 

will involve identifying resources to be transferred to competent local and 

regional authorities on the basis of specific award criteria and subsequent 

verification of the modalities and timing of implementation of the interventions. 

Moreover, the Government intends to fight the phenomenon of illegal building 

by setting up a national database and at the same time putting in place useful 

support and cooperation activities, including through agreements between central 

and local administrations, in favour of local authorities. These activities include 

the allocation of resources, among the authorities concerned, to finance the 

demolition of illegal construction. 

Innovation 

POLICY LINES: Technological innovation has to be stimulated by encouraging the increase of 
private investment, still far below the European average, in start-ups and innovative SMEs. The 
aim is to combine innovation with the transition of our industrial system to greater environmental 
sustainability, the full implementation of the circular economy and the challenge of the ‘fourth 
industrial revolution’: digitalisation, robotisation and artificial intelligence. The ‘Impresa 4.0’ plan 
will be updated as part of a new national innovation strategy including with a view to developing 
sustainable and green policies. 

The digitalisation of the country needs to be accelerated with the aim of 

improving Italy’s ranking in the Desi index7, which notes the progress made by the 

EU in this area, not only in terms of infrastructure, but also in relation to digital 

services for citizens and businesses. 

Measures to promote the country’s digital transformation include the full 

implementation of the Broadband Plan. To this end, the Ultra Broadband 

Committee approved the launch of the second phase of the plan to intervene in 

 
7 See https://ec.europa.eu/digital-single-market/en/desi 

https://ec.europa.eu/digital-single-market/en/desi
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the ‘grey areas’ of the country and to support the demand for ultra-fast services 

through the use of connectivity vouchers. In the Regions where Infratel has built 

access infrastructure to the public fibre optic network, the company has signed an 

agreement with TIM. The agreement provides for an activation programme by the 

private operator - following the provision of the optical fibre by Infratel - with 

definite dates for the activation of services to citizens, local governments and 

businesses. This will accelerate the deployment of ultra broadband networks in 

‘market failure’ areas not covered by a previous call for tenders. 

In order to foster innovation and the development of technologies and 

applications related to Artificial Intelligence, Blockchain and the Internet of 

Things, a dedicated Fund has been set up under the Budget Law for 2019, with an 

annual budget of 15 million from 2019 to 2021. The National Strategy for Artificial 

Intelligence, developed by the Ministry of Economic Development and supported 

by a group of experts changed with formulating policy proposals to promote the 

development of the sector, has been subject to public consultation. The work of 

an expert group, which was selected by the Ministry of Economic Development and 

responsible for drawing up a National Blockchain Strategy, is also ongoing. 

The National Fund for Innovation, managed through a steering group able to 

bring together public and private resources dedicated to this strategic theme, is in 

the process of finalisation. The Innovation Fund will act as a fund of funds through 

direct investment in start-ups and innovative SMEs. 

Cooperation between institutions, universities and businesses needs to be 

strengthened to support access to innovation and new technologies. The mapping 

of technology transfer centres in Italy is being finalised, which will allow for more 

effective coordination and guidance for the transfer of technology to enterprises, 

including through the upgrading of existing structures. Further support to smart 

public demand and the access of start-ups and innovative SMEs to public 

procurement will also be indispensable. 

A decree-law on the national cyber-security perimeter has been approved.8 

This decree-law will ensure a high level of security of the network and information 

systems of Public Administrations, entities and public and private operators that 

provide essential civil, social or economic activities key to the interests of the 

State and whose malfunctioning, disruption or misuse could result in a breach of 

national security. One of the main novelties consists in the establishment of a 

mechanism to ensure a safer procurement for entities within the perimeter 

wishing to award ICT goods and services intended for use in networks, systems and 

relevant services. In addition, the legislation on the exercise of special powers 

(Golden Power) in relation to 5G networks has been amended. 

The ‘Impresa 4.0’ Plan will be strengthened as part of a new National 

Innovation Strategy through a comprehensive overhaul of the existing measures in 

order to facilitate the wider participation of SMEs and productive sectors and 

stimulate the attraction of major strategic investments. The Government will 

continue to invest in expertise by strengthening the ITS system, confirming the 

contribution for managers of innovation - introduced in the Budget Law for 2019 - 

 
8Prime Minister Cabinet, 19 September 2019. 
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and extending the eligible expenditure to the tax credit for training 4.0 within the 

limits of State Aid Regulation. 

For further investment measures, see Chapter III (5). 

Regional disparities and cohesion policies 

POLICY LINES: The development of the South and territorial cohesion are strategic priorities for 
the Government, to be implemented through the realisation of a structural plan boosting 
investment and interventions capable of activating unexpressed growth potential, while 
strengthening physical, human, social and natural capital. The aim is to make the South and 
internal areas more attractive, offering new employment opportunities, in particular for young 
people and women. 

Reducing regional disparities is crucial for development and competitiveness. 

The main leverage of action will be the use of European and national funds for 

development and cohesion. In this regard, it is urgent to secure European 

programming for 2014-2020 in order to avoid any risk of de-commitment and to 

improve the effectiveness of the interventions under the ESI Funds. 

The new cohesion policy will be reorganised where possible starting from 

the current programming cycle and with a view of closing the negotiations on the 

post-2020 Partnership Agreement, focusing interventions on major ‘missions’9 such 

as: i) tackling educational child poverty, reducing inequalities and strengthening 

and reactivating social mobility; ii) support to infrastructure as a factor of 

connection and inclusiveness 10; iii) implementation of the Green New Deal in the 

South and in internal areas, to achieve the Sustainable Development Goals of the 

2030 UN Agenda and to mitigate climate change risks (including hydrogeological 

risks); iv) technology transfer and the enhancement of networks between research 

and business; v) the Mediterranean pivot, through investments in maritime 

logistics and entrepreneurial ecosystems, including through the strengthening of 

Special Economic Zones (SEZs), as well as through European cross-border 

cooperation programmes with the Southern Mediterranean. These measures will 

be combined with regular policies to improve competitiveness factors, in 

particular by fully implementing the 34 percent clause, which reserves part of 

total national investments for the South. 

The National Strategy for Internal Areas launched in the context of the 2014-

2020 programming will be re-launched in order to extend the number of territories 

concerned and increase the impact on improving education, health and mobility 

services. Specific actions will be pursued for young people in the South and 

internal areas in order to reduce the phenomenon of emigration by strengthening 

instruments that promote young people’s entrepreneurship and innovation. 

 
9 The coherence of the allocation of cohesion resources with the objectives specified can be ensured, in 

addition to the allocations of the Development and Cohesion Fund for 2021-2027 to be included in the 
forthcoming budget law, also by reprogramming the Fund for Development and Cohesion, giving effective 
implementation to Article 44 of Decree-Law No 34/2019, shared with the regional authorities, and with a 
renewed involvement of local authorities. 

10 Also referring to the lines of the plan ‘Boosting Investment in Social Infrastructure in Europe’ submitted 
to the European Commission in 2018. 
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Particular impetus will be given to credit support and better coordination 

with financial instruments to enhance exports, equities and guarantees, including 

through Cassa Depositi e Prestiti. 

The reinforcement of institutional and planning capacity will be the 

transversal axis of the territorial cohesion policy through the presentation of a 

timetable to strengthen expenditure capacity and the impact of the funds for the 

territories and the municipalities. A review and simplification of the governance 

of cohesion policies will also be pursued, with the reorganisation and upgrading of 

the institutions involved and the elimination of skill overlaps and mismatches, 

including through evaluation tools to improve the impact of public policies. 

Energy and environment 

POLICY LINES: The aim is to create a Green New Deal, which involves a fundamental change in 
the cultural paradigm so that the protection of the environment and biodiversity is included 
among the fundamental principles of our constitutional system. Particular attention will be given 
to the protection of the land, environment, landscape, hydrogeological instability and countering 
climate change. Actions need to be taken on land use, desertification, decontamination, asbestos 
removal, protection of water resources, combating agro-mafias, food adulteration and zero waste. 
These actions will be complemented by measures for restructuring of businesses, energy 
efficiency, sustainable mobility and city regeneration. 

As part of the strategy of the Green New Deal, public investment plans should 

focus on protecting the environment, including by improving environmental 

parameters and levels of pollution, increasing the use of renewable sources, 

protecting biodiversity and the seas, tackling climate change and improving air 

quality. Measures will be adopted to encourage socially responsible businesses and 

financial operators and green infrastructure measures to combat hydrogeological 

instability. Full implementation of the eco-innovation will be pursued, including 

by exploiting the sustainable finance instruments currently being developed at the 

European level and gradually removing tax and other benefits that are harmful to 

the environment. A dedicated fund will be introduced - including on a multiannual 

basis - to guide business initiatives in this direction; adequate implementation and 

publicity of the environmental sponsorship fund will be ensured. It is necessary to 

promote the development and introduction of new technologies, balanced with 

the needs of the environment and the health of the population, as well as the 

most innovative research in order to make the ecological transition more effective 

and to direct the entire production system towards a circular economy, promoting 

a culture of recycling and definitively dismantling the culture of waste. 

In this context, the reduction of single-use plastic consumption will be 

pursued and specific measures will be proposed to limit marine litter. In addition, 

efforts to implement Maritime Spatial Planning will continue. 

As mentioned above, it is also necessary to reform the tax system from the 

environmental point of view to encourage the national economic system to move 

towards sustainable forms of consumption and production. To this end, Italy is 

launching, as a Member State, in cooperation with the Structural Reform Support 

Service of the European Commission and the OECD, a project to develop an Action 

Plan for environmental tax reform in Italy. 
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A crucial element for future climate and energy policies is the Integrated 

National Energy and Climate Plan.11 This Plan is Italy’s tool to implement its 

greenhouse gas emission reduction targets and to increase renewable energy and 

energy efficiency, as approved at the European level for the year 2030 to comply 

with the commitments the Union has made by signing the Paris Agreement. 

In addition, the long-term greenhouse gas reduction strategy is currently 

being prepared with a view to supporting the ‘green transition’ to 2050. The 

strategy will identify different decarbonisation pathways, taking into account the 

specificities of the national production, energy, economic and social framework 

that would allow the reduction of emissions in order to achieve climate 

neutrality12. 

The National Plan for the Research of the Electricity System was also 

approved in this context. The Plan promotes projects related to new network 

architecture, aimed at making the electricity system more flexible and ensuring 

safe management. Prioritising the development of renewable sources within the 

electricity system is supported through the adoption of Decree FER1, which 

provides incentives for the deployment of photovoltaic, wind, hydroelectric and 

gas treatment plants. The implementation of the measure will enable installations 

to be established for a total capacity of approximately 8,000 MW, with an increase 

in production from renewable sources of approximately 12 billion kWh. With 

regard to sustainable mobility, a regulatory intervention scheme is being prepared 

for the implementation of measures to encourage the adoption of more 

sustainable lifestyles, with the particular aim of improving air quality in 

metropolitan cities situated in areas affected by infringement procedures. 

Another important element to strengthen the transition to a low-carbon circular 

economy is the strategic use of public procurement through the application of 

Minimum Environmental Criteria (MEC) in the purchasing procedures of Public 

Administrations. 

With reference to the state of implementation of the interventions linked to 

environmental risk factors, an implementing decree was adopted in September13. 

This decree transfers funds included in the context of the ‘ProteggItalia’ Plan – 

which comprises 263 immediate works by 2019 to tackle hydrogeological 

instability with a value of more than 315 million – from the Ministry of the 

Environment to the Regions. To support actions to mitigate hydrogeological risk, 

the modalities in which resources are disbursed have been authorised, with an 

acceleration of expenditure from the Development and Cohesion Fund 2014-2020 

(also in relation to the ‘flexibility clause’ signed with the European Union). 

In order to ensure the safety of the population and of productive activities, 

and in order to implement the provisions of the Basin Plans, an exerpt (for 2018) 

for land maintenance works for a total of 50 million has been approved14. The 

same priority should be given to measures aimed at strengthening the policies for 

 
11 The proposal was sent to the Commission 31 December 2018. 
12 The strategy should be sent to the European Commission by 1 January 2020. 
13https://www.minambiente.it/sites/default/files/archivio_immagini/Sergio_costa/Comunicati/piano_stra

lcio_dissesto_idrogeologico_2.pdf 
14 In addition, a coordinating role has been assigned to the Ministry of the Environment and Protection of 

the Territory and the Sea in order to prepare an ordinary ground maintenance programme for the prevention of 
the instability and for protecting the territory, with the involvement of decontamination and irrigation consortia, 
which also includes the Ministry of Agricultural, Food and Forestry Policy and the District Basin Authorities. 
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environmentally protecting the territory and for decontamination, with particular 

reference to the complete removal of existing asbestos. 

The Government intends to continue to implement fully the directives on 

water in order to guarantee the qualitative and quantitative protection of the 

population and the environment. European infringements of environmental law 

play a decisive role, and for this reason, particular attention will be given to the 

treatment of urban wastewater. More than 300 million have already been 

allocated to ensure financial coverage for the completion/execution of 33 

measures needed for the adaptation of agglomerations. 

Internationalisation, competitiveness and efficiency of PA - CSR No 3 

Internationalisation and competitiveness 

POLICY LINES: It is necessary to strengthen Italian exports by identifying the most suitable 
instruments for promoting and supporting Made in Italy, by reinforcing the activities of advice and 
financial and insurance support for exporters, including by identifying an appropriate risk-sharing 
model between Sace and MEF. More generally, Italian entrepreneurs operating abroad must be 
supported with legislative proposals that introduce in the Country the best practices in this area, 
drawn from comparative analysis of other legal systems. 

On 19 September, the Prime Minister’s Cabinet assigned to the Ministry of 

Foreign Affairs and International Cooperation (MAECI) the powers to define trade 

policy strategies and develop the internationalisation of the Italian system, in 

addition to assuming direct supervision of the Italian Trade Agency (ICE), in 

agreement with the Ministry of Economic Development. Thanks to this new 

framework, economic operators will be able to interface with a streamlined, 

efficient and effective institutional architecture. The MAECI, together with its 

network of 128 Embassies, 80 Consulates and 78 ICE offices abroad, will be the 

only institutional contact to support the positioning of Italian companies in foreign 

markets and in attracting foreign investment. The reform is part of a broader 

process of administrative rationalisation, with the ultimate aim of achieving a 

single and integrated governance model for trade policy management and the 

support for the internationalisation of the productive system. 

In this context, the Extraordinary Plan for the promotion of Made in Italy and 

the promotion of investments, born with the aim of increasing the number of 

exporting firms and the volume of exports, is a key instrument in seizing the 

opportunities linked to the growth of global demand. The plan had a total 

financing of €660 million over the five-year period 2015-2019, during which Italian 

exports increased by more than 64 billion. This plan worked in a complementary 

fashion with the activities carried out by embassies and consulates, which, for 

example, helped to produce 15.9 billion of added value in 2017. 

Additionally, cultural promotion and cooperation activities have been 

considerably strengthened and are increasingly an essential component of our 

international projection, thanks in particular to the resources for the 2017-2020 

period of the ad hoc fund for the promotion of Italian culture and language abroad 

(‘Vivere all’italiana’ programme). 

The internationalisation activity is closely linked to that of development 

cooperation (DCP) and, in this sense, the Government considers it essential to 
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ensure the virtuous circle of realigning Italian DCP with international standards in 

this area, while at the same time increasing effectiveness, consistency and unity 

of action. 

Also relevant among the sectoral measures already approved for the 

protection of trademarks and the Made in Italy programme are the measures 

contained in the ‘Growth’ decree, namely the creation of a ‘historical national 

interest mark’, the register at the Italian Patent and Trademark Office and the 

Fund for the Protection of those marks. 

The protection of Made in Italy also depends on the promotion of tourism and 

the cultural industry. With regard to cultural policies, from an international 

perspective, the Government’s intention to play a leading role is confirmed by 

promoting meetings and exchanges between countries - as has been the case with 

the G7 of Culture in 2017 - and with international organisations, through shared 

actions and programmes. 

The development of Made in Italy sectors is also among the primary 

objectives in the agricultural and agri-food sectors. Consumer protection aims to 

strengthen the labelling of origin of products through constant efforts at the 

European and national levels. Italy is a quality leader with a high number of 

PDO/PGI/TSG production, which is an asset to be promoted and safeguarded. The 

protection of geographical indications in the world and on the web is one of the 

most important actions to limit the distortive phenomenon of Italian-sounding 

products. 

Efficient Public Administration 

POLICY LINES: The Public Administration’s innovation and digitisation project is crucial for the 

development as well as for the economic and cultural growth of the country. To this end, the 

integration of digital technologies into decision making processes will be promoted, through an 

increasing interoperability of technological solutions, better use of public data and the adoption of 

common standards in terms of procedures and services provided to citizens and businesses. From the 

point of view of staffing, the necessary recruitment in specific sectors will be ensured and, in 

agreement with the regions, a special recruitment plan for doctors and nurses will be launched. The 

staff of the defence sector, police and fire brigades will also be enhanced. 

The availability of quality public and administrative services is a precondition 

for creating a climate conducive to the development of business activities and to 

the well-being of citizens. To ensure this, the Public Administration needs a 

strategy to relaunch its image and functions, facilitating the entry of young people 

and improving their capacity to innovate. To this end, it will be necessary to work 

towards a revision of staff endowment, to strengthen the tools and actions to 

support continuous training in order to enhance the skills of the staff so as to 

improve the productivity of the Public Administration. 

In June 2019, a draft law was adopted15 containing measures to promote the 

efficiency of Public Administrations, to ensure targeted recruitment, to favour 

generational renewal in a rapid manner and to improve the level of digitalisation 

in the Public Administration, as well as to prevent absenteeism. 

 
15 Law No 56/2019 on Measures for the concrete nature of Public Administrations’ actions and prevention of 

absenteeism. 
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In addition, with a view to modernising the Public Administration and 

reducing the time to access public employment, measures are being introduced to 

speed up targeted recruitment and generational renewal of the public workforce. 

Between March and April, two draft laws were presented enabling the 

Government to improve Public Administration and to undertake simplification and 

codification. The first enabling act concerns the reform of public employment, 

access to the public service, merit and reward measures and the reorganisation of 

public management discipline. The second draft law16 aims to launch a broader 

and new phase of general simplification and codification of legislation with regard 

to different policy areas that are strategic in terms of national economic and 

social needs. The draft law takes a uniform and coordinated approach to 

enhancing the quality and efficiency of administrative action, ensuring greater 

certainty of legal relationships and legal clarity, and reducing the regulatory 

burden on citizens and businesses and increasing the country’s competitiveness. 

The Government therefore intends to direct its action towards concrete 

regulatory and administrative simplification in order to respond to the natural 

need for citizens and businesses to engage with a lean and effective Public 

Administration that is closer to users and up to date with technological and 

organisational innovations. 

Improvements to the Public Administration will focus on inclusion and, in 

particular, on the protection and participation of people with disabilities in 

organisational and operational processes, addressing the needs not only of 

employees with disabilities but also of those with family care responsibilities. 

Justice and anti-corruption policies - CSR No 4 

POLICY LINES: The system of justice needs to be made more efficient, with a drastic reduction 
in its time. Procedural reforms should be accompanied by changes in the judicial system for the 
sake of rationalisation and improving transparency. The fight against organised crime and the 
fight against tax evasion must be stepped up. Finally, digitalisation policies as well as the 
development of the infrastructure of the judicial administration should be supported. 

The Government is committed to outlining measures to reform the justice 

system, in particular civil, criminal and tax justice, in the belief that a modern 

economic system requires a clear and stable legal system. 

The reduction in the number of pending civil cases (civil, executions and 

bankruptcies) continued in 2019, but it is necessary to continue improving the 

efficiency of justice. To this end, an integrated justice reform will be prepared to 

make it more efficient and effective, having as a priority objective the reduction 

in the duration of trials. 

The proposed reform of civil procedure aims to simplify the civil trial in which 

a single judge is competent by introducing a simplified procedure that will 

represent a uniform model for proceedings before the justices of the peace and 

that will be used, at least for the introductory and decision-making stages, also by 

the collegiate tribunal and by courts of appeal. The reform action also covers 

 
16 The examination was launched in the first Committee of the Chamber of Deputies. 
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mandatory mediation and assisted negotiation17 and the framework of the 

notification procedure, for the purposes of simplification and acceleration18. 

In parallel, the proposed reform of the criminal justice system aims to ensure 

the reasonable duration of the process and improve the efficiency of the entire 

system in compliance with the rules of ‘due process’. Interventions are planned to 

limit the burden on the judiciary, through reactivating or adjusting procedural 

mechanisms to keep the number of processes down, and the adoption of measures 

to simplify and speed up criminal proceedings19. 

The procedural reforms are accompanied by judicial reforms with the 

introduction of amendments concerning procedures to become a judge, the 

system of disciplinary offences and the incompatibilities of magistrates, 

professional appraisals and the conferral of tasks. With a view to strengthening 

the constitutional principle of the independence of the judiciary, the eligibility 

and replacement of magistrates in the context of parliamentary and 

administrative elections, as well as in the case of appointment to government 

positions, will be regulated. 

Finally, the reform of the judiciary in the area of greater efficiency and 

transparency is influenced by the proper functioning of the Supreme Judicial 

Council (SJC). The aim is to reform the electoral system of the SJC and the rules 

that affect its establishment and functioning.  

As regards judicial organisation and as a measure for the functioning of 

judicial offices, a flexible allocation of magistrates at the district level is 

foreseen, including addressing situations of critical management of the offices 

themselves. 

Complementary to the procedural and regulatory reforms is the initiative - in 

an advanced state of preparation - on the operating costs of judicial offices and 

buildings. Furthermore, in general terms, it is possible that a redefinition of the 

territorial structure of the judicial administration will be carried out. 

Key remaining initiatives include those to strengthen the digitalisation of civil 

and criminal proceedings and the securing of systems. Four years after the launch 

of the digital civil trial at the first and second instance, the Ministry of Justice is 

pursuing the digitalisation of both civil proceedings of justices of the peace and 

the procedure to start a process at the Court of Cassation. In four years, the 

external deposit of professionals rose from just over a million in 2014 to 8,695,991 

in 2018. In the case of penal systems, the closing of the European tendering 

procedure is permitting a complete reengineering of the infrastructure and the 

 
17 As regards compulsory mediation, the aim is to keep it as a condition of admissibility only in those areas 

where it has been shown to be effective, such as family covenants, rights in rem, business rent, and disputes over 
inheritance. On the other hand, in the case of assisted negotiation, the new rules foresee that the agreement can 
include the conduct of preliminary investigation activities, with the aim of facilitating a conciliatory solution to 
the dispute and, if not, to provide evidence, subject to the unfettered evaluation of the court in the subsequent 
case, with possible positive effects on the latter’s duration. 

18 The aim is to enhance the principle of responsibility, which requires obliged entities to have a digital 
place to check its proper functioning and to consult it on a regular basis and to encourage the use of IT tools and 
more advanced technologies. 

19 In particular, the corrective measures that could be introduced are: measures to streamline, simplify and 
speed up criminal proceedings, respecting the rights of the defence and the dialectic structure of the judicial 
knowledge method, through the introduction of the electronic instrument for the deposit of documents, for 
communications and for notifications to other persons than the accused, and the revision of the rules on 
notifications, investigations and the preliminary hearing, the alternative rites, the trial and the appeals. 
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various applications that have been addressed to this issue in the past. This 

digitalisation effort places Italy among the most advanced European countries in 

this area. 

Furthermore, the issue of businesses in crisis remains a key part of 

government action after the adoption in January 2019 of the Legislative Decree 

implementing the enabling law20 for the reform of the rules related to business 

crisis and insolvency (see NRP 2019). The first corrective decree of the reform is 

being studied and processed in order to overcome the problems already identified 

before the entry into force of the new Code. 

Attention should also be paid to the issue of the reform of crimes in the agri-

food sector, which will take the form of a draft law with the aim of delimiting the 

category of threats to health and the review of the system of penalties for food 

fraud. 

Efforts continue to improve the conditions and functioning of the penitentiary 

system in order to overcome the structural shortcomings in prisons. In particular, 

it remains a priority to rationalise and modernise State-owned property in use by 

the Prison Service, with the aim of both ensuring appropriate dignity and 

liveability of prisoners and operators in prisons and countering the emergency of 

overcrowding by implementing the prison-building framework identified by the 

‘Simplification’ decree law21. 

In May, two draft government bills were approved, the first on free legal aid 

provided for in the consolidated text of legal expenses, the second on the subject 

of honorary judges. Finally, in July, Parliament approved the draft law entitled 

the ‘Red Code’22 containing provisions on the protection of victims of domestic 

and gender-based violence. 

From the point of view of preventing corruption, it should be noted that the 

European Commission, in its 2019 Country Report23, has recognized the 

improvements reached in the sector. In particular, the role and the new 

responsibilities assigned to the National Anti-Corruption Authority were welcomed, 

with specific reference not only to the public procurement sector. The report 

highlights the timely preventive supervision of the Authority - implemented also 

thanks to the numerous warnings received from economic operators and citizens - 

and the protection of public employees who report illegal activities. 

Banking system and access to finance for SMEs - CSR No 5 

POLICY LINES: The Government intends to complete the consolidation of the banking system, to 
strengthen the protection of savers and the promotion of savings and to support firms’ access to 
credit through alternative channels to banks. 

 
20 Legislative Decree No 14/2019, establishing a Code of Business Crisis and Insolvency in implementation of 

Law 155/2017. 
21 The Decree provided, in exceptional circumstances, for the possibility of using the technical expertise of 

the prison administration to carry out operations beyond the maintenance of the facilities. 
22 Law No 69 of 19 July 2019. 
23 https://ec.europa.eu/info/sites/info/files/file_import/2019-european-semester-country-report-italy_en.pdf 

https://ec.europa.eu/info/sites/info/files/file_import/2019-european-semester-country-report-italy_en.pdf
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The overall conditions of the Italian banking system continue to improve in 

terms of profitability, capitalisation ratios and the disposal of non-performing 

loans. 

With regard to NPL securitisations, the Fund of the Asset Management 

Company (SGA), controlled by the MEF and in partnership with several banks, will 

soon become operational. Two billion of semi-impaired real estate loans will 

initially be channeled into SGA, with the possibility of widening the scope of its 

operations up to 3-4 billion. 

Through the ‘Growth’ decree and the subsequent implementing decree, the 

Fund for Savers Compensation (FIR), provided for in the 2019 Budget Law to 

compensate savers affected by bank crashes, became operational. The Fund has 

an initial budget of over €1.5 billion: 525 million for each of the years 2019, 2020 

and 2021. 

The process of reform of the cooperative credit sector was recently 

concluded with the constitution of the two groups headed by ICCREA and ‘Cassa 

Centrale Banca’ and supported by over 220 intermediaries. As a result, Cassa 

Centrale Banca became the twelfth significant group for supervisory purposes. 143 

banks were merged into the ICCREA group, which was already classified as 

significant prior to the reform process. 

The provisions of the ‘Growth’ decree are among the measures designed to 

simplify non-banking access to credit (a Commission recommendation).  These 

include: (i) simplified use of the Guarantee Fund for the provision of guarantees to 

cover financing provided to medium-sized enterprises (Mid cap) for investments in 

tangible assets; (ii) reinforced the New Sabatini; (iii) reintroduced the so-called 

super-depreciation; (iv) introduced Simple Investment Companies (Sis), a new 

type of corporate vehicle to directly manage collected assets and that can only 

invest in unlisted SMEs, v) introduced measures to facilitate the growth and 

mergers of firms. 

One of the most robust channels for access to credit for SMEs are the 

institutional arrangements with the European Investment Bank24. Italy received 

€8.5 billion in support of 91 operations in 2018. The total value of the investments 

facilitated was €27.1 billion equal to 1.6 percent of GDP, and in support of 77,500 

SMEs and 800,000 jobs. In addition to the SME sector, all sectors of the economy 

have been funded through the EIB, from infrastructure to energy, and from 

telecommunications to the environment. 

Other reform areas 

Immigration 

POLICY LINES: It is essential to improve the management of migration flows, including through a 
reform of the Dublin Regulation. The Government will promote a structural approach, addressing 
the issue as a whole, including through the establishment of a comprehensive framework to 
combat illegal trafficking of persons and illegal immigration, but at the same time drastically 
improving the effectiveness of integration policies. 

 
24 In the decade 2008-2018, funding in Italy amounted to €108 billion, which supported €300 billion of 

investment. 
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Security and public order 

A decree on public order and security (‘Sicurezza bis’ Decree) was adopted25 

in June, which will soon be subject to a review process in light of the remarks 

made by the President of the Republic. The Decree contains provisions to combat 

illegal immigration, enhance the effectiveness of administrative action in support 

of security policies, combat violence during sporting events and several measures 

affecting the efficiency of justice.  

Utmost care will be given to police personnel and civilian staff of the Interior 

Administration in order to ensure the full implementation of security policies, and 

to enhance their professionalism and training. 

Constitutional reforms and differentiated autonomy 

POLICY LINES: The Parliament is in the process of approving the Law reducing the number of its 
members. At the same time, the requirements for the right to vote and stand for election to the 
Senate of the Republic and of the Chamber of Deputies will be reformed and the introduction of 
measures that ensure greater balance in the system and bring citizens closer to institutions will 
be considered. It is also necessary to revise the single text for local authorities by introducing an 
urban agenda for the sustainable development of cities, metropolitan areas, and the capital of 
Rome, implementing the law for the enhancement of small municipalities and removing 
unnecessary entities. The process of differentiated autonomy will be pursued, safeguarding the 
principle of national cohesion and solidarity. Essential performance levels for civil and social 
rights will be defined. This will avoid worsening the gap between the North and the South of the 
country. 

 

The constitutional draft law containing amendments to Articles 56, 57 and 59 

of the Constitution, concerning the reduction of the number of parliamentarians, 

was approved by the Senate in July in the second deliberation. It is now being 

examined by the Chamber of Deputies. The draft law envisages the reduction in 

the number of Members to 400 (from 630) and Senators to 200 (from 315) from the 

date of the first dissolution or the first cessation of the Chambers following the 

date of entry into force of the Constitutional law and in any case no earlier than 

60 days after the date of entry into force of the law. For the Senate, the new rule 

entails a reduction in the minimum number of senators elected by each Region or 

Autonomous Province to 3 members (instead of 7). The number of senators for 

Molise (2) and the Valle d’Aosta (1) remains unchanged. 

Health 

POLICY LINES: the National Health Service is a heritage that needs to be protected and 
strengthened by taking action to reduce growing inequalities. It is necessary to consolidate the 
universal nature of the National Health Service and the crucial role of public health in ensuring 
that all citizens are fully entitled to access to the best health services. 

Sustainability is a challenge that the National Health Service will face in the 

coming years. Namely, this means ensuring the maintenance of the principle of the 

 
25 Decree-Law No 53 of 14 June 2019, converted into Law No 77 of 8 August 2019. 
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system’s universality, respecting the essential levels of assistance (LEA), while 

combining at the same time fairness, appropriateness, quality and efficiency of care, 

the management of innovation, and the safeguarding of economic and financial 

balance. 

The National Health Service, despite having guaranteed substantial universalism, 

did not respond adequately to important expectations, first of all with respect to the 

reduction of territorial disparities and inequalities. There are many challenges, 

therefore, that the health sector will face in the coming years. Among these: 

 mitigating inequalities in terms of access to services and regional variability by 
ensuring the provision of essential levels of assistance (LEA) in a uniform manner 
throughout Italy; 

 addressing the ageing of the population by managing changes in demand in 
complex conditions and with more diseases; 

 favoring a better integration between health care systems and social assistance in 
support of care processes; 

 increasing health promotion and prevention; 

 preparation for the changes resulting from scientific and technological progress 
by strengthening the management of innovation; 

 addressing cross-sectoral policy measures, with particular regard to safety at 
work and the health aspects of major environmental challenges and climate 
change.  

In view of an evolutionary maintenance of the current form of governance, a 

progressive review of the current partnership system on the basis of economic 

conditions is required, with the aim of making the system more uniform and fair. 

In particular, the phenomenon of discrimination in access to services has been 

exacerbated by the introduction of the super-ticket, which therefore needs to be 

overcome gradually. 

Taking into account what will be provided for in the 2019-2021 Health Pact, 

to be agreed with the Regions, the recruitment and stabilisation of staff will 

continue, including through the use of the existing reserve lists to cover the staff 

shortages that have accrued during these years. 

Youth and Sport 

POLICY LINES: The Government’s strategy is to carry out policies that are as convergent and 
mutually reinforcing as possible between the two areas of sport and innovation on the one hand 
and education and training on the other. For the first point, the Government will work to foster, 
through the industrial sector, opportunities for economic growth and job creation for new 
generations. For the second point, participation and social inclusion will be enhanced with 
specific reference to urban peripheries. In this context, particular attention will also be paid to the 
external and European perspectives of institutional activities, as well as to the issues of the 
voluntary sector, the new professions in the field of sport and grassroots sport, as a way of 
promoting health and amplifying messages related to sports ethics. 

Agriculture 

POLICY LINES: The conservation and enhancement of the country’s landscape and production 
heritage are priority objectives of the Government. As far as the agricultural and agri-food supply 
chain is concerned, the Government’s action will promote good agricultural practices, improve 
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the quality of products, enhance the value of territorial diversity, rebalance supply chain relations 
and contain soil consumption. Italian excellence will be defended and promoted including under 
the Common Agricultural Policy (CAP). Research in agriculture will be supported by targeted 
policies, including in order to improve the environmental sustainability of the sector.  

 

The priority is to put agriculture and the agri-food sector in the centre of the 

country’s economic and social choices, by simplifying the relationship between 

institutions and businesses, increasing investment in Made in Italy sectors and 

ensuring respect for the rights of agricultural workers, with the full application of 

the law to combat illegal mediation between labour supply and demand (so-called 

‘caporalato’), in order to tackle unfair competition to the detriment of law-

abiding companies. 

It is also intended to enhance the heritage of biodiversity of Italian 

agriculture, to protect the landscape and to reduce soil consumption. With this in 

mind, the active role that the primary sector can play in the development of the 

circular economy and in combating climate change needs to be exploited. It is 

therefore necessary to strengthen investment instruments and resources 

dedicated to irrigation infrastructure, the prevention of hydrogeological instability 

starting from rural areas, the development of research into traditional crops of 

the national production model, and incentives for precision farming. These are 

essential components to strengthen the distinctiveness of Italian agriculture and 

enhance its social, environmental and economic sustainability. 

In the ongoing negotiation of the new CAP programme, the Government 

intends to work towards stabilising the resources targeted to the sector, 

protecting the income of companies, promoting the characteristics of Italian 

production, and providing more and better support to companies run by young 

people and women. 

On the national front, it is intended to complement the development of 

supply chains and the strengthening of relations between farmers, processors and 

distributors both through support for sectoral and district contracts and through 

the swift implementation of the European Directive on combating unfair practices 

in the agri-food sector. Stronger, more organised supply chains make it possible to 

cope better with the market and to face crises. It is necessary to invest in 

innovation, animal welfare and research, in particular in the livestock sector, and 

strengthen the plant protection system26. At the same time, it is considered 

strategic to increase the aggregation in the sector, through producer 

organisations, producer and inter-professional  organisations, to ensure a 

transparent path of price formation and product traceability. Our country is also a 

point of reference for organic products for which action will be strengthened at 

the national level, including through the increased dissemination of certified 

organic canteens in schools. 

In the field of forestry, the Government intends to pursue the national 

forestry strategy, in line with the European perspective of sustainable 

development applied to the forestry sector. 

 
26 Linked to the effects of climate change and the risk of the spread of phenomenon with a strong impact 

such as the ‘Xylella fastidiosa’ or the Asiatic bed bug. 
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Culture and tourism 

POLICY LINES: The main objective will be to put culture and tourism at the heart of planning of 
the management and development of the country, ensuring adequate levels of protection and 
conservation of heritage while fostering social, employment and economic growth. 

In order to protect the artistic and cultural heritage of the country, two 

driving axes will be pursued: those of ordinary preservation and maintenance, and 

those relating to extraordinary operations arising from the occurrence of 

exceptional events27. With respect to the enhancement of cultural and artistic 

heritage, the positive results of museums, which improved both in terms of 

visitors and proceeds, need to be highlighted. 

In the libraries and archives sectors, the Government wants to move towards 

greater accessibility, including by using digital technologies. The Ministry of 

Cultural Heritage, Activities and Tourism will continue its work, in synergy with 

the Ministry of Education, Universities and Research, in support of books and 

reading, including to combat the phenomena of functional illiteracy and 

educational poverty. 

In the entertainment and cinema sectors and the audiovisual sector, efforts 

will continue to promote national artistic production and the attractiveness of the 

productive sector at the international level. 

It is also intended to identify specific measures and actions, in addition to 

existing ones, dedicated to the cultural and creative industries sector. 

In addition, Parliament and Government are committed to two key enabling 

laws of primary importance: delegation in the field of entertainment and 

delegation for the modification of the Cultural Heritage and Landscape Code. 

As regards the tourism sector, it should be noted that in September 2019 

competence in this area was given to the Ministry of Cultural Heritage, Activities 

and Tourism. The financial programming for this sector will build on the lines of 

activity set out in the Strategic Plan for Tourism 2017-2022. This activity includes 

the establishment of a broader and more articulated framework for Made in Italy, 

including the enhancement of integration with agricultural policies, particularly 

with regard to food and wine tourism. It also includes taking over and 

strengthening the lines of action on cultural tourism, which continues to be a 

major, and growing, proportion of the national tourism industry. It is essential to 

achieve better coordination of responsibilities and functions between the State, 

regional and local authorities for the enhancement of tourism of cultural and 

natural heritage. It also is important to strengthen the role of ENIT, the Italian 

Tourism Agency, in order to build an organic system for the promotion of the 

Italian system, overcoming the fragmentation of proposals that may make the 

country less attractive abroad. 

 
27 In addition to the Heritage Offices, the Ministry has a dedicated Protection Unit, operating in the 

Secretariat General, and is carrying out a multiannual recruitment plan to strengthen staffing. 
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Defence 

POLICY LINES: The protection of national strategic interests in the current geo-strategic 
framework has led, in recent years, to a transformation of the Military Instrument in order to fully 
and effectively fulfil the institutional tasks envisaged by law through the use of modern, inter-
force armed forces capable of operating in a credible and mutually supportive manner with 
European and NATO Allies in the context of international crisis situations28. 

The renewal and development of military capabilities will be based on a 

thorough balancing of the quantitative and qualitative dimensions of the armed 

forces. It will be necessary to develop high-tech defence systems characterised by 

successive phases of long-term projects. The cyber security of the communication 

and command and control networks will be enhanced and modernised, in line with 

the Government’s initiatives on innovation and digitalisation. This will have a 

major impact on the development of new technologies, on competitiveness and on 

employment levels of the country29. 

Utmost care will continue to be devoted to both military and civilian staff, 

which represent the fundamental resource of the defence system, pursuing action 

to safeguard health and protect safety, enhancing the status and professionalism 

of all categories of staff, as well as professional training and upgrading. 

Operational, logistical and housing infrastructures will be modernised and 

renewed, including by developing and improving their energy and environmental 

sustainability. 

  

 
28 The recently expressed Italian intention to participate in the European Intervention Initiative (E12) for 

an extensive European defence cooperation, inspired by the ideas of ‘political interoperability’ and ‘strategic 
anticipation’, is a tangible sign of the awareness of the role Italy intends to play on the international arena by 
providing its specific expertise in the field of regional security in the Mediterranean area. 

29 The multiannual horizon of these measures will also support the accessibility of the national defence 
industry to the opportunities offered by the European Defence Fund (EDF), which provides funding for both 
technological research and strategic capacity building, as well as the European Defence Industrial Development 
Programme (EDIDP), which aims to support projects for multilateral industrial cooperation between European 
companies in the sector. 
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