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EXECUTIVE SUMMARY

This report assesses Italy’s economy in the light of
the European Commission’s Annual Growth
Survey published on 16 November 2016. In the
survey, the Commission calls on EU Member
States to redouble their efforts on the three
elements of the virtuous triangle of economic
policy — boosting investment, pursuing structural
reforms and ensuring responsible fiscal policies. In
so doing, Member States should focus on
enhancing social fairness in order to deliver more
inclusive growth. At the same time, the
Commission published the Alert Mechanism
Report (AMR) that initiated the sixth round of the
macroeconomic imbalance procedure. The in-
depth review, which the 2017 AMR concluded
should be undertaken for the Italian economy, is
presented in this report.

A moderate recovery continued in 2016. Real
GDP is expected to have grown by 0.9 % in 2016
after 0.7 % in 2015 (and growth is set to remain
around 1 % in 2017-2018). However, the projected
recovery is set to remain more moderate than in
the euro area. Global demand dynamics are
expected to lead to stronger export growth albeit
external competitiveness is not yet improving. In
the banking sector, the high level of non-
performing loans compounded by structurally low
profitability weakens banks’ capacity to support
investment and economic recovery. Headline
HICP inflation is expected to accelerate to 1.4 % in
2017 and 1.3% in 2018, from around zero in
2014-2016, mainly due to higher energy prices.

The labour market is improving gradually.
Labour market conditions have been improving
since 2014, with headcount employment growing
by 0.8 % in 2015 and 1.2 % in 2016, thanks to
labour market reforms, the abolition of regional
taxes on permanent employment, and temporary
tax incentives for new permanent hires.
Employment is expected to increase further in
2017-2018, albeit at a more moderate pace. Labour
market participation is also increasing. The higher
activity rate supports growth prospects in the
medium term, but in the short term it entails a
higher unemployment rate, which is set to remain
above 11% in 2017-2018 given the modest
recovery.

However, longstanding structural weaknesses
and the legacy of the crisis continue to weigh on
the economic recovery. Italy’s real GDP growth

1

was close to zero over the last 15 years, as against
average annual growth of around 1.2 % in the rest
of the euro area, as productivity dynamics
diverged. Due to the crisis, the public debt ratio
grew to around 133 % of GDP in 2016 from the
trough of around 100% in 2007. Traditional
regional divides strengthened while long-term and
youth unemployment increased sharply, with
possible permanent effects on growth. The at-risk-
of-poverty-or-social-exclusion rate rose, with
children and people with a migrant background
particularly affected. Increasing income inequality
is above the EU average.

Overall, Italy made some progress in
addressing the 2016 country-specific
recommendations. Substantial progress was made
in reforming the budgetary process and ensuring
that the spending review becomes an integral part
of it. The reform remains to be fully implemented.
Some progress was made to shift taxation away
from productive factors and to implement civil
justice reforms. In the banking sector, some
progress was made with regard to improving
corporate governance and the reform of the
insolvency and debt collection framework. In the
labour market, some progress was achieved
regarding the implementation of the reform of
active labour market policies and a reform to
enhance anti-poverty measures and rationalise
social spending. The full impact of these reforms
may materialise only over time but early signs are
positive. Despite this progress, the reform
momentum has slowed down since mid-2016 and,
in some key areas, reforms are still pending. In
particular, limited progress was made in
implementing the privatisation  programme,
reducing tax expenditures in number and scope,
reforming the cadastral system and improving tax
compliance. Similarly, limited progress was
achieved in  implementing the  public
administration reform, addressing non-performing
loans in the banking sector, facilitating the take-up
of work by second earners and addressing
restrictions on competition. No progress was made
regarding the reform of the statute of limitations
and the adoption of the 2015 annual competition
law.

Regarding progress in reaching the national targets
under the Europe 2020 Strategy, Italy has already
achieved its targets related to renewable energy,
energy efficiency and early school leaving, and
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appears on track to meet those on greenhouse gas
emissions. Some progress was also made towards
achieving the tertiary education target. Conversely,
progress is less visible on the employment rate,
R&D investment and poverty and social exclusion
targets.

The main findings of the

in-depth review

contained in this country report, and the related
policy challenges, are as follows:

Productivity growth remains weak, slowing
the correction of Italy’s macroeconomic
imbalances. Some steps were taken to improve
the efficient allocation of resources in the
economy. However, productivity developments
remain sluggish, as total factor productivity is
stagnant and investment has not yet recovered
after the sharp fall recorded during the crisis.

High public debt remains a major source of
vulnerability for Italy. Public debt is forecast
to broadly stabilise at around 133 % of GDP in
2016-2018. Despite a deteriorating structural
primary surplus, refinancing risks seem limited
in the short term thanks to the ECB’s liquidity
injection and Italy’s improved external
position. Medium-term sustainability risks are
high as the structural primary surplus is
forecast at only 1.3 % of GDP in 2018, based
on a no-policy-change assumption. As a result,
risks may emerge when the current
accommodative monetary policy is phased out
and interest rates start increasing, unless
growth-friendly fiscal consolidation measures
are adopted and bold structural reforms are
implemented.

Despite recent gains, the competitiveness
gap remains. The depreciation of the euro
supported the stabilisation of Italy’s export
performance in recent years, together with
contained increases in producer prices and unit
labour costs. However, sluggish labour
productivity and the low-inflation environment
make it more difficult to close the cost/price
competitiveness gap vis-a-vis trade partners, in
spite of continued wage moderation.

Non-performing loans hamper banks’
ability to support investment. Confidence in
the Italian banking sector as a whole declined
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considerably, in spite of significant bank-by-
bank differences. Following rapid growth
during the crisis, the sector’s gross stock of
non-performing loans stabilised only recently,
at around EUR 329 billion (16.5 % of customer
loans). The need for further loan-loss
provisions, low interest rate margins and rather
high operation costs put strain on banks’
profitability and ability to raise fresh capital.
Therefore, the Italian banking sector may face
difficulties in meeting any future increase in
credit demand. Financing conditions remain
tight, particularly for small and medium-sized
enterprises and the construction sector.

Despite the gradual improvement of the
labour market, long-term and youth
unemployment remain high. The long-term
unemployment rate was around 7 % in 2016.
The youth unemployment rate is around 40 %
and more than 1.2 million young people are not
in education, employment or training. The
implementation of the active labour market
policies reform, including the reinforcement of
public employment services, is still at an early
stage. Firm-level bargaining is not broadly
used, hampering the efficient allocation of
resources and the responsiveness of wages to
economic conditions.

Given its systemic importance, the Italian
economy is a source of potential spillovers to
the rest of the euro area. At the same time,
strong external demand from euro-area trade
partners and a more supportive inflation
environment are paramount to Italy’s recovery,
debt-to-GDP reduction efforts and recovering
competitiveness.

Other key economic issues analysed in this report
that point to particular challenges are as follows:

The crisis hit investment dynamics.
Investment in Italy suffered a sharper fall than
in most Member States. The decline was broad-
based, but particularly strong in non-residential
investment and services. The recovery of
investment is limited by the current weak
demand, the general uncertainty surrounding
the economy, reduced profit margins and still-
tight financing conditions in particular for
SMEs and some sectors. A stronger recovery,
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including in foreign direct investment, is
hampered by structural weaknesses, including
inefficiencies in the public administration,
justice system and business environment and
the limited development of capital markets.
Most of these barriers are targeted by ongoing
reforms.

The potential of female labour market
participation remains largely underutilised.
The employment rate of women is still 13.7
percentage points below the EU average.
Access to affordable childcare remains limited
with wide regional disparities, paternity leave
is among the lowest in EU and the
effectiveness of cash allowances for childcare
has not been assessed. The tax system
continues to discourage second earners from
participating in the labour force.

Economic growth and efficiency are
hindered by the tax system. Despite a recent
modest reduction, the tax burden on production
factors remains among the highest in the EU.
Low tax compliance and the complex tax code
increase the burden on compliant firms and
households, although measures were taken
recently to tackle these problems. The long-
awaited revisions of tax expenditures and
cadastral values were further postponed.

Education reform is ongoing but tertiary
education remains largely underfunded and
participation in adult learning and
apprenticeships is low. The 2015 reform, if
properly and swiftly implemented, is expected
to improve school outcomes. In particular,
strengthened apprenticeships and work-based
learning aim to raise the labour-market
relevance of education. However, participation
in adult learning remains a persistent concern,
in particular for those needing it most. In spite
of recent partial measures, the higher education
system suffers from significant
underinvestment.

Italy’s R&D and innovation performance is
below EU average. R&D investment in Italy,
in particular by the private sector, continues to
be considerably lower than the EU average. It
is held back by a range of structural factors like
the lack of high-skilled people, limited

3
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cooperation between academia and business
and unfavourable framework conditions. Some
new measures were introduced to strengthen
Italy’s innovation track record, notably the
‘Industry 4.0” strategy.

New social policies have been put forward to
respond to the rising poverty rate. The rate
of people at risk of poverty or social exclusion
is well above the EU average, and is
particularly high for children, temporary
workers and individuals with a migrant
background. To address poverty-related risks,
the 2016 ‘Support for Active Inclusion’ was
extended to the whole territory and a draft law
for the ‘Inclusion Income’ scheme was
presented to Parliament and is to be adopted
and implemented. It is unclear whether the
financial resources will be sufficient to address
Italy’s poverty challenge. The 2016 peak
inflow of asylum seekers is one of the highest
in Europe and creates considerable social and
budgetary challenges for the reception and
integration of those receiving protection and
for the reception and return of those not
receiving protection, a comparatively large
share.

Barriers to competition remain significant,
and the business environment remains
challenging. Significant barriers to competition
remain in important sectors, including
professional services, local public services,
concessions and the transport sector. Despite
progress achieved in recent years, the
conditions for doing business remain more
difficult than in peer economies.

The public sector is being reformed to tackle
longstanding inefficiencies. The remaining
inefficiencies continue to slow down the
implementation of reforms, deter investment,
and create opportunities for rent-seeking. An
important reform of the public administration is
being implemented. However, the
Constitutional Court has recently declared
unconstitutional the procedure envisaged for
important implementing acts (including those
on human resources management, state-owned
enterprises and local public services).
Improvements are expected in the field of
public procurement thanks to the adoption of a
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new code. Despite recent reforms of the civil
justice system, the length of proceedings and
the very high case backlog remain sizeable
challenges. Corruption is still a major problem,
and the statute of limitations and the
fragmented prevention framework continue to
hinder its reduction.

4

www.parlament.gv.at

Executive summary



ECONOMIC SITUATION AND OUTLOOK

Real GDP growth, drivers and risks

Weak productivity dynamics largely explain
slower GDP growth in Italy compared with the
rest of the euro area. Over the period 2001-2015,
Italy’s average real GDP growth was zero,
1.2 percentage points below the average of the rest
of the euro area. Low growth in total factor
productivity (TFP) compared with euro area peers
is the main factor explaining the observed lower
growth rates (Graph 1.1). Italy’s real GDP growth
recovered only modestly in 2014 and 2015 (0.1 %
and 0.7 % respectively), while growth in the rest of
the euro area was significantly more dynamic
(1.4% and 2.3% respectively). Total factor
productivity growth turned slightly positive in
Italy, possibly indicating a somewhat better
allocation of factors of production, though still
outpaced by the rest of the euro area. In addition,
capital deepening developments were more
negative in Italy as the net capital stock contracted
due to the very low levels of investment.

Potential output growth turned negative after
2008. The  significantly  lower  capital
accumulation, higher unemployment rates and
negative TFP trends contributed to the decline in
potential growth (-0.4 % on average in 2009-2016
from 1.1% in 1999-2008; based on the
Commission forecast and the commonly agreed
methodology). Potential growth is estimated to
turn slightly positive in 2017-2018.

A tepid recovery started in 2014. The gradual

accommodative monetary policy and a more
accommodative fiscal stance. The Commission
forecast expects the Italian economy to have
expanded by 09% in 2016 (European
Commission, 2017a). Exports, which drove the
recovery in 2014-2015, slowed substantially in
recent quarters, mainly due to the marked
slowdown in extra-EU trade. Their contribution to
the current recovery is thus more limited than in
previous upswings and economic growth became
more reliant on domestic demand developments. In
particular, low energy prices and sustained
employment growth underpin the increase in
private consumption.

Looking ahead, the recovery is expected to
remain modest. The Commission forecast projects
the recovery to continue at a modest pace in 2017
and 2018, underpinned by an accommodative
monetary policy and a still-supportive fiscal
stance. However, following the rejection of the
constitutional reform in a referendum on
4 December 2016, political uncertainty remains
high. Moreover, in a challenging context of low
nominal growth, low interest margins, regulatory
changes, high non-performing loan (NPL) stocks
and structurally low profitability (see Sections 3
and 4.2), Italian banks’ credit supply could be held
back, while credit demand is also still weak. Small
and medium-sized enterprises (SMEs), which tend
to be more reliant on bank credit, might thus be
constrained in expanding their production capacity
when demand prospects improve. All these aspects
could thus hold back a stronger recovery in

recovery of real GDP is supported by the ECB’s  investment. Nevertheless, larger and healthier
Graph 1.1:  Growth accounting for Italy, by period
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firms have better access to credit (see ‘Financing
conditions’ in this section).

1. Economic situation and outlook

especially for machinery and equipment that
undergo quicker amortisation and obsolescence
(Graph 1.3).

Graph 1.2:  Real GDP and components
Graph 1.4: Real GDP and domestic demand components
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Graph 1.3:  Net capital stock
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Investment dynamics remain subdued. Overall
sluggish demand, still tight financial conditions, in
particular for small firms, and firms' reduced
profitability hamper a faster recovery in
investment (see Section 4.4). The current
improvement in investment is driven mainly by
equipment. However, investment remains nearly
30 percentage points below its pre-crisis level
(Graph 1.2) and its growth is still too moderate to
halt the ongoing depletion of the capital stock,

6
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Source: Istat

The crisis hit southern regions particularly
hard and regional disparities persist on many
fronts. Between 2007 and 2014, real GDP in
southern regions fell by 1.9 % on average per year,
whereas the decline in the centre-north was 1.1 %
(Graph 1.4). () Investment in southern regions
dropped by more than 6.5 % per year and in 2014
its level was around 38 % lower than in 2007 (as
compared with -27 % in the centre-north). In 2015,
the recovery in real GDP was slightly more
dynamic in southern regions than in the centre-
north (+1.1% as against +0.6 %), despite
household consumption increasing less. The
tightening of financing conditions particularly
affected firms in the south, leading to a more
significant deterioration of loan quality. In Q2
2016, around 40 % of loans to firms in the south
were non-performing, compared to less than 30 %
in the centre-north. In 2015, compensation per
employee in the south was 18 percentage points
lower than in the centre-north, but the gap in
labour productivity is even larger (23 percentage
points). This reflects a long-term misalignment
between wage and productivity dynamics in the

() The higher reliance of southern regions' economies on
public expenditure persists. For instance, in 2014 public
consumption amounted to around 32 % of GDP in the
south as against 17 % in the centre-north.
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south compared to the centre-north (European
Commission, 2015a, p. 75). GDP-per-capita
divergences are substantial due to lower labour
market participation and the higher unemployment
rate in the south (see ‘Labour market situation’ in
this section). These developments point to a lack
of resilience and adjustment capacity, particularly
in southern regions.

Price and wage developments* (2)

Wage dynamics remain moderate. After slightly
exceeding 1% per year in 2014 and 2015,
contractual wage growth slowed in 2016 (to
around 0.5 %). Wages in the public sector have
been frozen since 2011, but will increase slightly
in 2017 following an agreement between the
government and the unions. In the private sector,
wage developments are expected to remain
moderate in 2017 and 2018 following recent
agreements in the metal and other sectors. These
agreements provide for minor wage increases, de
facto discounting the previous bargaining rounds
which were based on excessively high inflation
benchmarks. Actual wage developments continue
to display a negative drift compared with
contractual wage agreements, as the use of
overtime and bonuses continue to be rather
limited. (°) Furthermore, the tax incentives for new
permanent hires in 2015 and 2016 curbed social
contributions and thus overall compensation per
hour worked (-0.4 % year-on-year in the first three
quarters of 2016).

Unit labour cost dynamics slowed significantly
in recent years despite negative labour
productivity growth. Since 2010, nominal unit
labour costs have slowed down in Italy and in
2014-2016 they increased by less than 0.4 % per
year on average (as compared to 2.3 % in 1999-
2013). These developments helped to reduce
slightly the cost competitiveness problem of the
Italian economy in recent years. In particular, the
increase in compensation per hour worked is
estimated to have fallen to only 0.2 % per year
(from 2.6 % in 1999-2013) thanks to moderate
wage developments after the double-dip recession
and 3-year tax incentives for new permanent hires

®
O

An asterisk indicates that the analysis in the section
contributes to the in-depth review under the MIP.

Actual hourly wages increased by around 0.5 % in 2014-
2015 and only 0.1 % in the first three quarters of 2016.
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in 2015 and 2016. However, labour productivity
was negative also due to historically low
investment levels, which turned capital deepening
negative (see Section 4.4). On top of persistently
sluggish productivity, the adjustment process of
the Italian economy is hindered by the low
inflation environment, which makes it more
difficult to recover cost and price competitiveness
vis-a-vis trade partners. In the euro area in
particular, nominal unit labour costs rose by only
0.6 % per year in 2014-2016 (as against 1.6 % in
1999-2013), as after the crisis the slowdown in
labour productivity was more than offset by the
marked slowdown in compensation per hour
worked (to around 1% per year, from 2.7 % in
1999-2013).

Moderate unit labour costs developments and
sluggish demand point to subdued core inflation
and GDP deflator growth. In 2016, headline
HICP () inflation was close to zero for the third
year in a row (i.e. -0.1% in 2016, following
+0.1% and +02% in 2015 and 2014
respectively). HICP core inflation (i.e. excluding
energy and unprocessed food) remained slightly
positive (+0.5 % in 2016, following +0.7 % in both
2014 and 2015). Higher energy prices are expected
to lead to higher HICP inflation in 2017 and 2018
1.4 % and 1.3 % respectively in the Commission
forecast, whereas core inflation is set to stay at
around 1% on average). The GDP deflator (°)
showed a marked slowdown since 2010, driven by
moderate increases in nominal unit labour costs
(0.5 % on average in 2010-2015) and lower firm
profit margins following the crisis (Graph 1.5) due
to the overall sluggish demand. In 2016-2018, the
Commission forecast projects the GDP deflator to
average around 1 % thanks to still-slow unit labour
costs developments (0.7 % on average) and lower
taxes on production, while firms restore profit
margins. (°)

() Harmonised Index of Consumer Prices
() The GDP deflator only includes prices of goods and
services produced in the country.

(®) In 2010-2015, the increasing impact on the GDP deflator of
higher taxes on production was due mainly to higher
property taxes. The decreasing impact of lower taxes on
production expected in 2016-2018 is explained mainly by
the reduction in labour costs through the exemption of
permanent employment costs from the tax base of the
regional tax on economic activities (IRAP).
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Graph 1.5:  GDP deflator growth and contributions
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Labour market situation*

Labour market conditions are improving,
supported by reforms and the reduction in the
labour tax wedge. Employment growth started to
recover in 2014 when the economy was still
stagnating, and this trend continued in 2015 and
2016. The number of employed people in the
fourth quarter of 2016 was over 620 000 higher
than the trough in the third quarter of 2013. The
number of employees increased even more, by
around 680 000, of which 405 000 had permanent
contracts. In addition, the use of Cassa
Integrazione Guadagni schemes notably fell by
around 64.5 % in three years. The number of
worked hours peaked at more than 10.7 million in
the third quarter of 2016, the highest value since
the second quarter of 2012.

Employment growth has slightly outpaced real
GDP growth in recent years. The higher
elasticity of employment to GDP could be
explained by tax incentives and other factors. In
particular, following the crisis, when hours worked
fell more than headcount employment (Graph 1.6),
the share of part-time employment (including
involuntary) has increased. These developments
have yet to be reversed, so hours worked per
employed person, while recovering, are still below
the pre-crisis level. Furthermore, there might have
been some substitution between labour and capital

8
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as factors of production. On the one hand, recent
labour market reforms, wage moderation and the
reduced tax wedge facilitated the use of labour,
while on the other hand, tight financing conditions
may have delayed gross fixed capital formation.

Graph 1.6:  Real GDP and employment growth
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Employment is increasing in private services,
manufacturing and agriculture. Since mid-2014,
employment has increased in private services and
agriculture, while the recovery in manufacturing
started mid-2015. In contrast, the construction
sector still experiences large negative employment
readings as the adjustment to lower production
levels is still ongoing. Finally, after declining by
almost 9% over 2007-2015, public sector
employment has broadly stabilised. In the first
three quarters of 2016, overall employment (in
persons, according to the national accounts
definition) rose by 1.3 % year-on-year, with the
positive contributions coming from private
services (+2.4 %), manufacturing (+1.3 %) and
agriculture (+4.2%). In the same period,
employment in construction continued to fall
significantly (-4.5 %), while it declined marginally
in public services (-0.1%). Furthermore, also
linked to the labour market reforms, employment
increased only for employees (+2.0 %), while self-
employment continued to shrink (-0.5 %).

Employment is improving in all age groups. The
large fall in employment observed during the
double-dip recession was particularly marked for
the younger cohorts (Graph 1.7). In contrast, the
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long-term trend of rising employment for people
aged over 55 continued during the crisis, also
thanks to reforms needed to keep the public
pension system sustainable (see Section 4.1). Total
employment growth turned positive in the second
half of 2014, and since mid-2015 employment has
grown in all age groups. However, the current
economic recovery is not strong enough to allow a
swift absorption of the sizeable unemployment of
young people. This might have permanent negative
effects on Italy's growth prospects (see Section 3).

Graph 1.7:  Employment developments and contributions

by age group
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The unemployment rate remains high, in
particular in southern regions. After peaking at
more than 125% in 2014, the Italian
unemployment rate averaged 11.7 % in 2016, as
higher employment is matched by higher labour
market participation (i.e. the activity rate
increased). The unemployment rate remains
particularly high in the south, where it stood at
around 19 % in Q3 2016 (as against just above
7.5 % and 10.5 % in northern and central regions
respectively). () The Commission forecast
projects a mild decline in the unemployment rate
in 2017 and 2018 due to a slowdown in
employment growth as the impact of tax incentives
fades out, while labour market participation (i.e.
the activity rate) is expected to increase further.

() Furthermore, in the third quarter of 2016, the activity rate
of the population aged 15-64 was around 54 % in the south
as against more than 70 % in the centre-north (41 % and
62 % respectively for women).
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Social situation: poverty and inequality

The share of the population at-risk-of-poverty-
or-social-exclusion (AROPE) stabilised close to
29 % in 2015, one of the highest rates in the EU.
Children are particularly affected, with an AROPE
rate of around 33.5 %, as against 26.5 % in the EU
as a whole. Poverty rates are also much higher
among people with a migrant background than
among the native-born (around 48 % as against
26 %). In addition, there are substantial regional
disparities, with very large differences in AROPE
rates between northern and southern regions. In-
work poverty is also high, exacerbated by a still
highly segmented labour market (see Section 4.3).

Income inequality had been growing since 2008
and stabilised slightly above the EU average.
Based on 2015 data, the ratio of total income
received by the richest 20 % to total income
received by the poorest 20 % was 5.8 (EU average:
5.2). The ratio grew by 12 % from 2008 to 2015.
This negative development is more related to slow
income growth among poorer households than to
fast growth among wealthier ones. (%) The large
share of pension expenditure hampers the
effectiveness of social transfers in reducing
inequalities. However, when including taxation,
the overall impact of public intervention to curb
inequalities remains close to the EU average.
Moreover, the fragmentation of the system makes
it more difficult to arrive at a comprehensive
assessment of the impact of taxes and benefits
(European Commission, 2016a; Figari and Fiorio,
2015).

Inequality based on the distribution of net
wealth (°) is within the range observed in other
EU countries for which data were collected in
2013-2014 (ECB 2016). Nevertheless average net
wealth per household fell in Italy between 2010
and 2014 (to EUR 226 000 from EUR 275 000),
mainly due to the fall in house prices.

The inflow of people entering the country as
irregular migrants, including people seeking
asylum, accelerated. In 2016, around 181 000

(®) Standing at 0.86 on the basis of 2015 data, the ‘S90/S50°
indicator, which picks up inequality at the higher end of the
income distribution, was only slightly higher than the EU
average, while the ‘S50/S10’ indicator, which picks up
inequality at the bottom end, stood at 13.33 (the fourth
highest in the EU).

(°) Difference between total assets and total liabilities.
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irregular migrants were detected on the Central
Mediterranean route, an all-time high and nearly a
fifth more than in the same period of 2015. In
2016, about 123 000 asylum applications were
recorded in Italy, an increase by 47% compared to
2015. According to available estimates, a relatively
large share of the inflow is from countries with
relatively low asylum recognition rates. The inflow
is among the highest in the EU in absolute terms
and creates marked budgetary and social
challenges for the reception and integration of
those receiving international protection.

Financing conditions*

The significant decrease in the nominal cost of
lending is not accompanied by a recovery of
bank credit. Driven by the ECB’s expansionary
monetary policy, which led to a strong decrease in
nominal interest rates, rates for new loans to
households for house purchase and to firms
reached historically low levels in November 2016
(2.05 % and 1.56 % respectively). However, so far
there is no broad-based recovery of the stock of
bank credit. While lending to households has
increased by around 1.5 % year-on-year in recent
months, corporate lending is not recovering yet.

The deterioration in asset quality has led to
more conservative stance towards new lending,
especially for small firms. The weak lending to
firms appears to be driven by both demand and
supply factors. Survey data suggest that low credit
demand is mainly explained by the tepid and
uncertain economic outlook. However, other
factors contribute to this trend, i.e. large firms’
increased self-financing capacity, higher profit
margins and higher reliance on capital market
funding (supported by regulatory incentives and
the ECB’s Corporate Sector Purchase Programme
as of June 2016), as well as remaining
deleveraging needs in the corporate sector. On the
credit supply side, banks’ large stock of non-
performing loans (see Sections 3 and 4.2) may
inter alia have led to more conservative lending
standards for corporates. This has mainly weighed
on the growth of bank credit to vulnerable and
risky firms — especially when they are small — but
also to micro-firms, including low-risk ones
(Graph 1.8). Creditworthy medium-sized and
large firms however — often active internationally
are able to benefit from increased price
competition between banks, contributing to the
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compression of banks’ net interest margins. While
prudent lending policies may limit the emergence
of new problem loans in the future, they could
become a drag on lItaly’s economic recovery,
especially when credit demand picks up.
Meanwhile, alternative non-bank funding options
remain relatively underdeveloped in Italy
(European Commission, 2016b).

Graph 1.8:  Bank credit to firms by firm size and risk profile
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External position*

Italy's current account surplus is approaching
3% of GDP. An improved export performance
coupled with slow nominal import dynamics led to
a steady increase in the current account balance.
Starting from a deficit position of -3.4 % of GDP
in 2010, the current account turned positive in
2013 and reached a surplus position of 2.7 % of
GDP in the 12-month period up to Nov