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 Italian growth has stagnated since Q2 2018. There has now been a stagnation in activity for six quarters. After 
the technical recession observed during Q3 and Q4 2018, Italian GDP rose 0.1% in Q1 and Q2 2019. The initial 
GDP estimate for Q3 confirms the same trend, with an increase of 0.1%, leaving a positive growth overhang of 
0.2% in 2019. This mid-year overhang largely determines the results for the year, especially as we do not 
expect any acceleration in activity. GDP growth is forecast to be 0.2% in 2019 and 0.4% in 2020. 

 Domestic demand’s resilience to the slowdown in activity is based on private agents’ good economic and fi-
nancial health.  

 Households have still not returned to their pre-crisis income level. However, the income level has continued to 
rise since 2014 and the increase in their financial wealth has now offset the decline in real estate wealth, no 
longer justifying the recent rise in the savings rate aimed at reconstituting losses in the valuation of assets. 
However, the goal of rebuilding real estate wealth has become a priority again and households’ ability to afford 
a residential investment is only increasing, especially as their debt rate remains low. 

 Companies continue to invest despite the gradual erosion of margins. They have relatively little debt and have 
substantially increased their self-funding rate since the crisis.  For the moment, the slowdown in manufacturing 
activity has not had an impact on the number of bankruptcies which remains low, at its pre-crisis level. The 
decline in charges and the extension of tax incentives for investment in machinery and innovation will help 
support job creations and investment. 

 Italian exports are benefiting from substitution effects with respect to the US market following the tariff increases 
on Chinese goods. However, the export outlook remains weak.  

 Italy has resumed its “fine line” policy which aims to combine observance of European fiscal rules with a certain 
flexibility in order to maintain a neutral fiscal policy approach while at the same time ensuring the stabilisation, 
or even a modest decline in the debt/GDP ratio.  

 Against a backdrop of economic stagnation and weak inflation, the only support comes from monetary policy. 
The ECB’s low interest rate environment realigns financial conditions with the macroeconomic conditions of 
weak growth. The only policies available to Italy in order to support growth are supply-side policies.  The struc-
tural reform process has come to a halt and needs a more stable political environment and leeway for support 
policies, which are not currently available, in order to resume. 

 The exit of eurosceptic forces from the government and investors’ renewed confidence has enabled Italy to 
benefit fully from the low interest rate environment without being penalised by a discrimination cost. This envi-
ronment has improved the outlook for debt sustainability and reduced the prospective difference between the 
average cost of debt and the rate of growth which continues to weigh on the accumulation of debt due to past 
unfavourable financing conditions.  
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Macroeconomics   

Italian growth has stagnated since Q2 2018. 
There has now been a stagnation in activity for six 
quarters. After the technical recession observed dur-
ing Q3 and Q4 2018, Italian GDP rose 0.1% in Q1 
and Q2 2019. The initial GDP estimate for Q3 con-
firms the same trend, with an increase of 0.1%, leav-
ing a positive growth overhang of 0.2% in 2019. This 
mid-year overhang largely determines the results for 
the year, especially as we do not expect any accel-
eration in activity. GDP growth is forecast to be 
0.2% in 2019 and 0.4% in 2020. 

GDP’s economic momentum during H1 was the 
combination of still positive but weakening growth in 
domestic demand and a small but positive contribu-
tion from foreign trade, driven by the gradual 
strengthening of exports. However, negative inven-
tory changes were a decisive drag on growth. Inven-
tory reductions have had an adverse effect for four 
consecutive quarters, diminishing growth by 
1.5 points since Q3 2018.  

A veritable recession in industry 

The manufacturing sector has been in a veritable 
recessionary phase since the beginning of 2018. 
Private services’ activity has been weakening. 
The growth in activity is therefore supported by con-
struction and non-market services.   

The decline in the manufacturing sector's added 
value accelerated again in Q2 (-0.9% year-on-year 
after -0.5% in Q1 and -1.2% in the last quarter of 
2018). The latest industrial production figures are not 
particularly encouraging: in August 2019, the indus-
trial production index rose 0.3% during the month but 
it was still 1.8% lower year-on-year. The average for 
the quarter from June-August showed a further de-
cline of 0.3% compared with the three previous 
months.  

The industrial trend is due primarily to the fall in the 
production of intermediate and capital goods. These 
sectors have been hit by weak domestic and foreign 
demand (a third of production is exported) and in 
particular the crisis in the German automotive sector. 
The weakness of the German economy (13% of Ital-
ian exports are intended for this market) has had a 
particularly negative effect especially in the automo-
tive sector (22% of Italian exports) and the metal and 
plastic product sectors. Uncertainty over the global 
economy has generated a response to demand 
based more on inventory reduction than production. 
However, the production of consumer goods has 
held up well, especially the production of durable 
goods.  The worst performing sectors were vehicles, 
machinery and equipment, metals and electrical ap-
pliances. However, the pharmaceutical and food in-
dustries made a positive contribution to the growth 
in production. 

The business climate in manufacturing continued to 
deteriorate in Q3, reflecting the corporate sector's 
more negative opinion on orders and production pro-
spects. That said, the latest surveys in October 
highlight an improvement in opinions on orders 
and better production prospects. The survey 
among purchasing managers in the sector 
merely confirms very weak activity in Q3 and Q4, 
since the PMI shows a decline in October. Orders 
placed with companies are reported to be lower. It is 
primarily capital goods manufacturers who are expe-
riencing a more gloomy outlook, since activity in in-
termediate and consumer goods is expected to have 
picked up.  

In contrast, the recent weakening in services ac-
tivity does not look set to continue in Q3 and Q4. 
Surveys highlight an improvement in orders and the 
business climate in October. Confidence has also 
risen in the construction sector. The good perfor-
mance of the service sector is essential to main-
tain positive growth, since the sector is highly 
employment-intensive and the main contributor 
to employment growth. It is therefore vital in or-
der to sustain a virtuous employment-income-
consumption circle capable of supporting do-
mestic demand and offsetting foreign demand 
that is at best uncertain. 

Reasons for the slowdown 

Domestic demand made a positive contribution to 
growth in Q2 (of 0.1 points of GDP) driven by invest-
ment, whereas household and general government 
consumption posted very modest growth (+0.1% 
over the quarter). Domestic demand continues to 
lose momentum (0.4% year-on-year) due to pri-
vate consumption running out of steam, a situa-
tion that has been under way since 2018 (0.8%) after 
a growth peak in 2017 (1.7%). The still positive mo-
mentum in the labour market is supporting the 
growth in households’ disposable income through 
job creations (+0.5% year-on-year in Q2) which are 
proving resilient to weakening activity and a still 
strong increase in wages, albeit decelerating (0.9% 
year-on-year). Coupled with very low inflation, it con-
tributed to a sharp rise in purchasing power in the 
first half (0.6% year-on-year) of 2019. The end of 
the durable goods consumption cycle and the in-
crease in precautionary savings (at 8.9%, the sav-
ings rate has returned to its highest level for three 
years) have nevertheless constrained house-
holds’ spending momentum. The rise in financial 
savings is also explained by the need to recon-
stitute the level of financial assets after the de-
clines in asset valuations at end-2018. The recov-
ery in financial asset valuations underpinned by the 
reduction in sovereign risk and declines in recent 
and anticipated rates are strengthening the prospect 
of an increase in net wealth and reducing the need 
for savings for these purposes. However, increased 
savings also reflect better accessibility to hous-
ing investment, and the balance between con-
sumption and housing investment has shifted in 
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favour of the latter. The crisis made Italian house-
holds poorer. Their net wealth declined between 
2014 and 2016, mainly due to the loss in value of 
their real estate assets under way since 2012. Since 
2017, the increase in their financial wealth has offset 
both the fall in real estate wealth and the rise in debt. 
However, debt continues to decline when compared 
to the trend in disposable income (61%). The goal of 
rebuilding real estate wealth has become a priority 
again and today, it is again possible for households 
to generate both positive financial and real estate in-
vestment. 

In contrast, the durable goods consumption cycle is 
unlikely to support the growth in household spend-
ing. There has been further confirmation of the slow-
down in the durable goods consumption cycle and 
surveys highlight a decline in automobile and hous-
ing purchase intentions in Q3.  Semi-durable goods 
consumption was also lower in Q2 (-2.7% over the 
quarter) whereas consumption of non-durable goods 
and services was up 0.4% and 0.3% respectively. 
However, the sharp decline in consumer confidence 
observed from 2018 seems to have stabilised since 
the arrival in power of the new coalition, notably the 
expectations on the country's economic situation. 
While the initial payments of the “citizens’ income” 
expected at the end of the 3rd quarter are likely to 
timidly support consumption, the real questions re-
late to the future trend in disposable income and par-
ticularly employment.  

Employment has maintained a certain momen-
tum in the face of the slowdown in activity. This 
trend can be attributed to the usual timeframes re-
lated to adjustment costs, which mean that compa-
nies only gradually adapt the level of production fac-
tors and do not immediately achieve their “desired” 
level, especially as there may be uncertainty regard-
ing this level in the long term. And it is first and fore-
most working hours that are adjusted, before the 
headcount.  

However, this trend can be attributed to other fac-
tors. A more structural factor that concerns the grow-
ing weight of tertiary activities, in particular personal 
services, which are highly labour-intensive.  Another 
factor is more temporary and related to the recent 
restrictions on the use of fixed-term contracts (July 
2018 “Dignity Decree”) which have accelerated the 
transformation to permanent contracts. The reversal 
in the trend between permanent employment and 
fixed-term employment has been confirmed: the an-
nualised balance for permanent employment has 
shifted from -2,400 (August 2018) to +366,000 (Au-
gust 2019) and for fixed-term employment from 
+218,000 to -178,000. However, it is a short-term 
positive effect and it is not possible to rely on this. A 
major (5.2% of new permanent contracts) and more 
sustainable (3 years) effect is attributable to the in-
troduction of contribution exemptions scheduled for 
employees less than 35 years old. In September, 
there was a first rise in the unemployment rate to 
9.9% (from 9.5% in August). This is due in part to 

the introduction of the citizens’ income (and the 
fact that it is conditional on the active search for 
employment) which has boosted the number of 
people seeking employment. Hours worked con-
tinue to increase and the number of short-time 
working hours remains very low and at the pre-
crisis level. In terms of forecasts, and in line with the 
economic slowdown and the decline in corporate mar-
gins, the employment momentum is expected to start 
to slow. October PMI surveys continue to highlight an 
expansion in employment in the services, construc-
tion and retail sectors, but still not in industry.  

The healthy employment momentum against the 
backdrop of stagnation reduced apparent labour 
productivity in H1 2019, leading to a rise in costs per 
unit produced and the erosion of margins.  This de-
cline in profitability, under way since 2017, has wiped 
out all the gains generated since 2013. 

Our forecast 

For the moment, corporate investment is proving 
resilient. It even started to rise again in 2019 (2.3% 
in Q1 and 0.3% in Q2), and the investment rate is at 
its highest level since 2011. Therefore, the decline 
in investment observed at end-2018 has not con-
tinued. The reasons for the decline were an in-
crease in the cost of financing conditions related 
to the increase in the risk premium, the reces-
sion in the manufacturing sector and the end of 
investment tax incentives.  Investment tax incen-
tives were re-established in the spring and fi-
nancing conditions have since eased due to both 
the stabilisation of the political situation and the new 
monetary policy measures announced by the ECB. 
The equipment utilisation rate remains high and jus-
tifies continued investment. That said, weak domes-
tic demand and European demand as well as the un-
certainties adversely affecting the global economy 
are all factors which may hamper the accumulation 
of capital.  

Foreign demand made a positive contribution to 
growth in Q2 (0.1 points of GDP), due to exports 
which were more dynamic than imports. During 
the first eight months of the year, exports grew by 
2.6% year-on-year, demonstrating a greater mo-
mentum for exports to non-EU markets, especially to 
the United States. Already since the first few quar-
ters that followed the outbreak of the trade war be-
tween the United States and China, there was a 
sharp increase in Italian manufacturing exports to 
the US market (+13.5% in value on average year-on-
year for the period from Q4 2018 to Q2 2019). Italy 
therefore seems to have benefited from weaker 
Chinese penetration in the US market particularly 
with regard to the transport equipment, mechanical 
engineering goods, plastics and food sectors. Ex-
ports to European Union countries were also higher, 
especially to the United Kingdom. However, there 
was a lack of German demand (+0.4%). Despite the 
substitution effect referred to limiting the negative 
impact of weaker global trade, the outlook remains 
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gloomy for foreign demand. PMI surveys among pur-
chasing managers highlight still declining foreign or-
ders, albeit at a lower rate. ISTAT surveys also show 
weaker export prospects. 

Therefore, our forecast cannot count on the con-
tribution of foreign demand to boost growth. 
However, it relies on the stabilisation of activity, 
which is highlighted by the cycle's leading indi-
cators.  A potential boost for growth may come from 
the end of the inventory reduction process that has 
been under way for four quarters now. This origi-
nated from the dislocation of car production during 
the summer which caused a substantial accumula-
tion in inventories. It was reinforced by the gradual 
deterioration in the outlook for the industry. This in-
ventory reduction has significantly impacted growth 
and its normalisation should have a positive impact 
on activity over the next few quarters. We have main-
tained our growth forecasts of 0.2% on average in 
2019 and 0.4% in 2020. The contribution of con-
sumption and foreign demand are likely to remain 
modest and investment is expected to return to 
barely positive growth. 

Public finances: return to “fine line” 
policy 

Italy has resumed its “fine line” policy which 
aims to combine observance of European fiscal 
rules with a certain flexibility in order to maintain a 
neutral fiscal policy approach while at the same 
time ensuring the stabilisation, or even a modest de-
cline in the debt/GDP ratio.  

Against a backdrop of economic stagnation and 
weak inflation, the only support comes from mone-
tary policy. The ECB’s low interest rate environ-
ment realigns financial conditions with the mac-
roeconomic conditions of weak growth. The only 
policies available to Italy in order to support growth 
are supply-side policies. The structural reform pro-
cess has come to a halt and needs a more stable 
political environment and leeway for support 
policies, which are not currently available, in order 
to resume. 

The government has promised to stabilise its 
budget deficit at 2.2% for the third year in a row, 
no small feat when growth is so limp. Debt servicing 
will be smaller by 0.1 points of GDP, offsetting the 
2020 decrease in its primary surplus to 1.1%. Lower 
risk premiums on Italian sovereign debt and the 
broader decline in sovereign yields throughout the 
eurozone have already saved €2.7bn in 2019, and 
are expected to provide at least €2.1bn next year.  

The public deficit remains below the 3% limit, but 
that's not what matters for Italy. In reality, the country 
is failing the debt rule, because the debt/GDP ratio 
is not falling at the pace required by other European 
rules. It is therefore up to the government to prove 
it's reducing the structural deficit (outside of cyclical 
factors) at the pace of 0.5 points of GDP per year. 

Italy's structural deficit in 2019 is 1.2%, which needs 
to converge toward the 0.5% surplus medium-term 
objective established by European rules. To get on 
track, the structural deficit must be reduced by 
0.5 point per year until the objective is reached. 
The 2020 budget fails to keep to this conver-
gence track, because it projects a 0.1-point rise 
in the structural deficit.  

However, European rules do call for a certain mar-
gin, and only allow for a procedure to begin if the de-
viation from the required pace is significant, i.e. 
larger than 0.5 points. To avoid a significant devi-
ation, the Italian government is planning to use 
its available flexibility to exempt from the struc-
tural deficit any one-time spending on environ-
mental sustainability and hydrogeological or 
earthquake risks. This margin of 0.2% of GDP had 
already been granted in previous years, and the Eu-
ropean Commission seems inclined to allow it to 
continue.  

The 2020 draft budget is unlikely to be very different 
from previous budgets. A bigger deficit, few spend-
ing cuts, and a crackdown on tax evasion to increase 
revenue and avoid raising VAT. 

The measures to support growth are very limited 
and can be summarised by a payroll tax cut for 
employees and very little public investment.  

Nonetheless, the tone is different, especially with re-
gard to Europe. Not enough to raise a dispute, but 
still a rather flexible interpretation of the budget rules 
in order to shore up this finance bill. 

Compared to a budget without changes in legisla-
tion, which would have cut the deficit by 2.2% in 
2019 and 1.4% in 2020 (owing to a VAT increase of 
1.3 points of GDP), the government chose to stabi-
lise the deficit in 2020. It must find a way to finance 
€30bn, including €26bn in reduced revenue (mainly 
€23bn in VAT, but also €3bn in payroll tax cuts) and 
nearly €4bn in additional spending (including €700 
million in public investment). It found €16bn to do so, 
and for the rest, the government is fine with a €14bn 
deficit increase, or 0.8% of GDP relative to what the 
budget would be with no changes in legislation. The 
sources of financing include €14bn in additional rev-
enue, including €3bn in new revenue received in 
2019 that is considered structural, €3.8bn from gam-
bling revenue and cracking down on tax evasion, 
and €1.8bn in environmental taxes. Note that the 
banking industry is expected to contribute €1.6bn 
due to the (temporary) suspension of the asset im-

pairment deduction.  

Written on 7 November 2019 
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Italy: economic overview at 7 November 2019 

 

   

 

We have maintained our growth forecasts of 0.2% on aver-
age in 2019 and 0.4% in 2020. The contribution of consump-
tion and foreign demand are likely to remain modest. 

 
The latest surveys in October highlight an improvement 
in opinions on orders and better production prospects. 

 

   

 

The initial GDP estimate for Q3 confirms the same trend, with 
an increase of 0.1%, leaving a positive growth overhang of 
0.2% in 2019. 

 
Investment rose in Q2, driven by transport investments.  

 

   

 

The durable goods consumption cycle continues to run out 
of steam. 

 
Net exports have made a positive contribution to growth 
but the global environment remains hostile.  

 

Italy 2018 2019 2020 2021

GDP 0,7 0,2 0,4 0,6

    Households consumption 0,8 0,5 0,6 0,6

    Investment 3,0 3,1 1,6 1,7

    Change in inventories* -0,1 -1,4 -0,1 0,0

    Net exports* -0,3 0,6 -0,1 0,0

Unemployment 10,6 10,0 9,7 9,7

CPI 1,2 0,7 0,7 0,0

Government net borrowing 2,2 2,2 2,2 2,0

* Contributions to GDP growth

Source : Crédit Agricole SA, forecast
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Compared to a budget without changes in legislation, which would have cut the deficit by 2.2% in 2019 and 1.4% in 
2020, the government chose to stabilise the deficit in 2020. It must find a way to finance €26bn in reduced revenue 
and €4bn in additional spending. 

 

 

 

  

€ Billions % GDP € Billions % GDP

Total to fund 29,8 1,6 Total funding 16,3 0,9

Lower revenue 26,1 1,4 New revenues 13,6 0,7

Payroll tax cuts 3,0 0,165 Tax evasion and gambling 3,8 0,209

VAT 23 1,266 Structural revenue 3 0,162

Fiscal incentives Industry 4.0 0,0 0,007 Limits in flat tax to self-employed 0,25 0,014

Others 0,1 0,007

Eco tax, funding  reorganisation 

subventions 1,8 0,099

Subventions revision 0,2 0,011

Blocking deduction 

depreciation losses 1,6 0,088

Other revenues 3 0,165

Additional expenses 3,74 0,2 Lower spending 2,7 0,1

Birth and childhood support 0,6 0,033 Spending revision 2,4 0,132

disables 0,1 0,006 Other lower spending 0,3 0,017

Investment 0,7 0,039

Health care (compensation red. 

Ticket) 0,17 0,009

Reorganisation of local communities 0,27 0,015

Other additional expenses 1,9 0,105

Deficit 13,5 0,7

Budget  October 2020
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