
12. ITALY 
From recession to a mild export-led recovery 
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After a further sharp contraction in 2012-13… 

Against the background of persistently tight credit 

conditions, domestic demand continues to act as a 

major drag on growth and in 2013 economic 

activity is projected to contract by 1.8%, after 

-2.5% recorded in 2012. The downward revision to 

the real GDP outlook compared to the -1.3% 

expected in the spring forecast is mainly explained 

by significantly lower investment, a less dynamic 

external environment and a stronger exchange rate 

appreciation. Available indicators suggest that the 

recession may be close to bottoming out. Industrial 

production declined in July and August, pointing 

to a further moderate contraction in output in the 

third quarter. However, improved business 

confidence since the early summer, mainly driven 

by a positive assessment of export orders, foretells 

a gradual mild recovery in output as from the 

fourth quarter of 2013.  
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…economic activity is set to gradually recover 

in 2014-15. 

In 2014, Italian banks are expected to continue 

adjusting their balance sheets also in the 

framework of the forthcoming asset quality review 

and stress test related to the launch of the Single 

Supervisory Mechanism. Therefore, credit 

conditions are projected to ease only gradually, 

while firms' liquidity is supported by the on-going 

settlement of government trade debt arrears. On 

the back of accelerating external demand, mainly 

from extra-EU trade partners, capacity utilisation 

of exporting firms is expected to increase, 

fostering investment in equipment. This, together 

with a more neutral fiscal stance, is set to turn the 

economy to a mild expansion with real GDP 

growth projected at 0.7% in 2014.  

The current financial fragmentation in the euro 

area is expected to recede over time, implying 

more favourable credit conditions for households 

and firms and a stronger recovery in 2015, at 1.2%. 

This does not incorporate the benefits from the full 

implementation of the adopted structural reforms, 

as they could take more time to materialise. The 

projected acceleration in domestic demand reverts 

the negative reading in imports recorded over 

2012-13, leading to a stabilisation of Italy's 

current-account surplus at around 1% of GDP.  

Employment lags behind, while inflation 

remains subdued 

On the back of the deep and protracted recession, 

headcount employment is set to continue falling 

substantially in 2013, then stabilise in 2014 and 

recover only in 2015. Combined with a modest rise 

in the labour force, this brings the unemployment 

rate at a peak of 12.4% in 2014. Over 2014-15, 

productivity is set to recover as employment 

dynamics lag the output recovery. Also as a result 

of the projected moderate wage growth, unit labour 

costs decelerate in 2013-15, broadly in line with 

the rest of the euro area. However, the euro 

appreciation weighs on price competitiveness.   

HICP inflation is set to average 1.5% in 2013 and 

remain fairly stable over the forecast horizon. In 

the short run, the upward pressure on consumer 

prices due to the 1 pp. increase in the standard 

VAT rate as of October 2013 is expected to offset 

the disinflationary effects stemming from weak 

unit labour cost growth and subdued demand. 

The budgetary correction slows down after the 

large effort in 2012 

In 2013, the general government deficit is forecast 

to remain at 3.0% of GDP, including the full 

budgetary execution of consolidation measures 

enshrined in legislation. Interest expenditure is 

anticipated to fall thanks to the recent decline in 

the sovereign risk premium. After contracting over 

2010-12, primary expenditure in nominal terms is 

projected to increase by around 1% y-o-y due to 

the settlement of trade debt arrears, which drives 
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up investment expenditure by 0.5% of GDP in 

2013. By contrast, the wage bill and intermediate 

consumption continue to be restrained. Revenues 

are projected to rise marginally thanks to the good 

performance of taxes on financial wealth and 

corporate income, including some one-offs. 

In 2014, the headline deficit is forecast at 2.7% of 

GDP, after incorporating the draft budgetary plan 

as adopted by the government on 15 October. The 

primary surplus is expected to increase to 2.8% of 

GDP and interest expenditure to rise marginally. 

The increase in current primary expenditure is 

projected to remain moderate thanks to a further 

fall in the wage bill as public contracts remain 

frozen and hiring is restricted. Capital spending is 

set to recede as the investment expenditure related 

to the settlement of trade debt arrears fades out. 

Revenues are expected to grow less than nominal 

GDP mainly due to expiring one-offs. 

On a no-policy-change basis another slight fall in 

the headline deficit is forecast in 2015, to 2.5% of 

GDP. The primary surplus is set to rise further, to 

3.1% of GDP, as revenues benefit from the 

economic recovery. 

The structural balance is projected to improve 

further in 2013 and 2014 – overall by around ¾% 

of GDP – but to remain negative. On a 

no-policy-change basis, the structural balance is 

forecast to worsen in 2015.  
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The general government gross debt is set to 

continue increasing, peaking at 134% of GDP by 

2014, also due to the settlement of trade debt 

arrears. The debt ratio is then forecast to decline 

slightly in 2015. 

 
 

bn EUR Curr. prices % GDP 94-09 2010 2011 2012 2013 2014 2015

1567.0 100.0 1.0 1.7 0.5 -2.5 -1.8 0.7 1.2

953.7 60.9 1.2 1.5 -0.3 -4.1 -2.3 0.3 0.8

315.0 20.1 1.0 -0.4 -1.2 -2.7 -1.2 -0.9 0.7

280.7 17.9 1.4 0.6 -2.2 -8.3 -5.2 2.7 3.8

113.7 7.3 2.1 8.1 -0.7 -11.4 -4.0 5.2 7.0

473.5 30.2 2.5 11.4 6.2 2.0 0.1 3.6 4.8

455.8 29.1 3.5 12.6 0.8 -7.4 -3.5 3.6 5.4

1556.8 99.3 1.1 1.7 0.4 -2.6 -1.8 0.7 1.2

1.2 0.9 -0.8 -4.6 -2.6 0.5 1.3

0.0 1.1 -0.1 -0.7 -0.3 0.1 0.0

-0.1 -0.4 1.4 2.8 1.1 0.1 0.0

0.4 -1.1 0.1 -1.1 -1.6 0.2 0.5

9.1 8.4 8.4 10.7 12.2 12.4 12.1

2.9 2.8 1.3 1.0 1.3 1.2 1.6

2.3 0.0 1.0 2.5 1.6 0.7 0.9

-0.4 -0.4 -0.4 0.8 0.2 -0.7 -0.5

17.3 12.4 11.9 11.6 12.4 12.6 12.7

2.8 0.4 1.4 1.7 1.3 1.4 1.4

2.6 1.6 2.9 3.3 1.5 1.6 1.5

-0.2 -3.9 -3.6 -1.0 1.3 0.4 -0.1

1.4 -1.3 -1.1 1.1 2.4 2.5 2.5

0.1 -3.5 -3.1 -0.5 1.0 1.2 1.1

0.3 -3.5 -3.0 -0.3 1.1 1.2 1.1

-3.9 -4.5 -3.8 -3.0 -3.0 -2.7 -2.5

-4.4 -3.5 -3.0 -1.3 -0.6 -0.7 -1.1

-4.7 -3.7 -3.7 -1.4 -0.8 -0.7 -0.9

111.0 119.3 120.7 127.0 133.0 134.0 133.1

GNI (GDP deflator)

Structural budget balance (c)

Saving rate of households (b)

Main features of country forecast -ITALY

Unemployment rate (a)

Gross fixed capital formation

Current-account balance (c)

Contribution to GDP growth:

General government gross debt (c)

GDP deflator

Compensation of employees / f.t.e.

of which: equipment

Domestic demand

Harmonised index of consumer prices

Table II.12.1:

Net exports

Public Consumption

Trade balance (c)

Employment

Annual percentage change2012

GDP

Private Consumption

Exports (goods and services)

Net lending (+) or borrowing (-) vis-a-vis ROW (c)

(a) Eurostat definition.  (b) gross saving divided by gross disposable income.  (c) as a percentage of GDP.

Cyclically-adjusted budget balance (c)

Real unit labour cost

Imports (goods and services)

General government balance (c)

Unit labour costs whole economy

Inventories

Terms of trade goods

 
 
 


