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I. MACROECONOMIC OUTLOOK AND FISCAL POLICY 

The italian economy is recovering, firms and consumers more upbeat 

The Italian economy is recovering. In the first half of the year real GDP grew at 

an annualised rate of 1.4 percent over the fourth quarter of 2014. A continuation of 

this positive tendency is expected for the remainder of the year and the medium 

term despite a global economic environment that appears more challenging than in 

April, at the time of the 2015 Stability Program.  

In the recent Update of the 2015 Stability Program (Nota di Aggiornamento del 

Documento di Economia e Finanza), the government raised the official real GDP 

growth forecast for 2015 from 0.7 to 0.9 percent and the one for 2016 from 1.4 to 

1.6 percent. Projections for subsequent years were also increased while sticking to a 

prudent assessment. 

 

FIGURE I.1-1 REAL GDP GROWTH 

 

Source: ISTAT. 

 

The upward revision in the growth forecasts is based on two main factors. First, 

the recent performance of the economy has been more favourable than previously 

expected, both on the domestic and the export side.  

A number of indicators suggest that the Italian economy performed well in the 

third quarter, particularly the service sector. Employment is growing, reflecting both 

cyclical factors and increased labour market flexibility. Business and consumer 

confidence in September rose to a new post-crisis level.  

Italy’s Economic Sentiment Index is now among the highest in Europe. 

Improving ‘hard data’ and confidence indicators not only imply a more favourable 

starting point for the forecast, but also suggest that structural reforms and the 

improvement in monetary and financial conditions are gaining traction. 
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FIGURE I.1-2 ECONOMIC SENTIMENT INDICATOR 

 

Source: European Commission. 

 

The second factor underlying the forecast is the adoption of a more growth-

friendly budgetary policy. Italy’s priority is to reverse the rise in general government 

debt as a share of GDP and to achieve a marked reduction in the debt ratio over the 

forecast horizon. The realisation of this goal, however, rests not only on budgetary 

discipline but also on a return to sustained GDP growth. 

In fact, while recent trends are quite encouraging, the Italian economy is still 

at an early stage of economic recovery. The degree of slack in resource utilisation is 

unprecedented. Although the unemployment rate has declined significantly in recent 

months, it is still close to 12 percent. Real GDP is twenty percentage points below its 

pre-crisis trend. Still-weak domestic demand compounds the structural problems 

which led to low economic growth rates even before 2008. 

 

FIGURE I.1-3 REAL GDP 1999-2015 AND TREND 1999 Q1-2008 Q1 (in € billion) 

 

Note: Chained quarterly data, seasonally adjusted, annualized and adjusted for calendar effects (2010).  

Source: MEF calculation based on ISTAT data. 
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In order to enhance the growth potential of the economy, the government aims 

to significantly reduce the tax burden on companies and households and to stimulate 

private investment. To this end, it wishes to make full use of the flexibility available 

within the Stability and Growth Pact (SGP).  

 

Challenging external environment, deflationary forces still at work 

The recent wave of immigration from Africa and the Middle East not only raises 

humanitarian concerns, but also has substantial economic repercussions for Italy, 

given its geographical proximity and exposure to the influx of migrants and refugees 

from Northern Africa and the Middle East.  

Meanwhile, the world’s largest emerging economies are slowing down and even 

contracting in some cases, which creates downward pressures not only on commodity 

and energy prices, but also on finished goods’ prices.  

Partially reflecting these global trends, Italian inflation is running below the 

rates predicted in the 2015 Stability Program. Despite higher real output growth, the 

virtual stability of the GDP deflator in the first half of the year and signs that 

deflationary pressures remain strong have led us to revise down our inflation and 

nominal GDP growth projections.  
 

FIGURE I.1-4 GDP DEFLATOR 

 

Source: ISTAT. 

 

Near-deflation conditions in the presence of unprecedented monetary policy 

stimulus and returning output growth is a clear sign that the economy is in 

exceptional circumstances. 
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FIGURE I.1-5 PRICES EXPECTATIONS 

 

Note: Monthly data, seasonally adjusted. 

Source: European Commission.  

 

A growth-friendly budgetary strategy underpinned by structural reforms 

This Draft Budgetary Plan builds on the recent Update of the 2015 Stability 

Program, which was approved by the Council of Ministers on 18 September and by 

Parliament on 8 October. The Update was presented along with a report required by 

national law which updates progress towards the Medium Term Objective (MTO) of a 

balanced structural budget.1  

Compared to April’s Stability Program, the updated plan targets a more gradual 

improvement in the general government fiscal balance. As mentioned above, the 

government wishes to make greater use of the flexibility within the SGP and is 

invoking both the European regulation concerning structural reforms2 and the public 

investment clause. The government will also seek additional budgetay margins to 

reflect the budgetary impact of the influx of refugees and migrants.  

In the 2015 Stability Program, Italy applied for a 0.4 percentage point deviation 

from the convergence path towards the MTO in 2016 to reflect its substantial plan of 

structural reforms. 

The government has now decided to utilize the additional 0.1 percentage point 

allowable within the SGP3 on the basis of structural reforms. Chapter II of this 

document reviews recent progress on structural reforms ranging from the 

constitutional framework and the electoral law, to the labor market and the opening 

up of the service sector. It also discusses in detail the changes in bankruptcy law and 

 
1
 Law No. 243/2012, Article 6. 

2
 European Regulation No. 1466/97, Article 5. 

3
 European Regulation No. 1466/97, Article 5, par. 5 and Law No. 243/2012, Article 3, par. 4. 
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in the tax treatment of banks’ nonperforming loans that were implemented with Law 

No. 132, 6 August 2015. Such changes aim to enhance banks’ ability to offload 

nonperforming loans and to extend new credit to the economy. The measures will 

enhance the growth potential especially in the medium-term. As such, they are fully 

in line with the rationale for the flexibility granted within the SGP preventive arm. 

 

 The macroeconomic effects of some measures of the decree n. 83 of June 27, 2015 

Among the reforms of the second half of 2015 not included in the previous reforms assessment 

of Italy’s National Reform Plan and yet eligible for the application of the structural reform clause, 

there are the interventions on bankruptcy law to accelerate the judicial procedures for debt 

recovery. In what follows an evaluation of these measures is provided.   

The decree n. 83 of June 27, 2015 (converted with modifications into law n. 132 of August 6, 

2015) deals with bankruptcy, civil and civil procedure legislation and with the functioning of the 

judicial system. It introduces important provisions to increase the speed and efficiency of the 

insolvency and liquidation procedures. Moreover, it features new provisions for the tax treatment 

of losses on loans for banks and insurance companies, with the possibility for them to 

immediately deduct losses from taxable income in one year only rather than in five years as 

under the previous regime. 

The reduction in foreclosure times and in the length of the insolvency and liquidation procedures 

should pave the way for a contraction of nonperforming loans (NPL) in the bank balance sheets. 

Their high incidence in the Italian banking system compared to many other countries reflect, 

apart from the adverse cyclical conditions, the slow pace of legal procedures for debt recovery 

which inevitably causes the nonperforming loans to be stuck in the banks’ account for a relatively 

long time span. 

The measures recently adopted should allow banks to recover the nonperforming loans more 

easily with an ensuing parallel increase in the value of these assets. The removal of 

nonperforming loans from bank balance sheets can be fostered by a higher reliance on 

transactions where these types of loans are disposed to investors through their sale or 

securitization. In particular, the large amount of time required to foreclose have contributed thus 

far to a sizeable gap between book values of nonperforming loans on bank balance sheets and 

the corresponding prices that investors are willing to pay for them (pricing gap). This of course 

has discouraged credit disposal and the new rules are expected to act in the direction of reducing 

this gap, although gradually.  

With regard to the provisions pertaining to the tax treatment of losses on credit, the possibility of 

immediately deduct losses from taxable income in one year rather than in five years and the 

parallel gradual removal from the bank balance sheets of Deferred Tax Assets (DTA) avoids tax 

payments to be made in advance which so far has absorbed liquidity from the banking system; 

moreover it attenuates the pro-cyclical nature of the tax treatment of losses on credit. Also these 

tax provisions contribute to increase the incentives for banks to write down (or write off) 

nonperforming loans, although a transitory regime on these tax issues will in fact postpone to the 

year 2018 the financial benefits that banks may obtain from the new tax regime for losses on 

loans. 

A quantitative assessment of the macroeconomic impact of these measures is rather complex as 

a number of other factors influence the evolution of the stock of nonperforming loans and the 

pace of their reduction in the bank balance sheets: among them, the business cycle conditions, 

the changes of the procedures for banks’ prudential supervision after the banking union, or other 

interventions in the Italian credit sector, such as the reform of cooperative banks. In order to 

figure out the effects of a more extensive removal of nonperforming loans from bank balance 

sheets, several channels should be considered. On the one hand, at first the need to meet capital 

requirement might require banks to tackle the realized losses on nonperforming loans through a 

parallel reduction of assets, with possible negative effects on credit supply. This channel is more 

relevant in the case in which banks’ actual capital ratios lie in the proximity of the required 

threshold. Afterwards, since nonperforming loans typically feature high weights when risk-
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weighted assets are calculated for prudential supervision, their removal from the bank balance 

sheets would free up capital and encourage the supply of new credit. Moreover, the disposal of 

nonperforming loans through their sale or securitization would generate a cash flow for banks 

improving their financial conditions in terms of liquidity.  

At the end of 2014, the stock of nonperforming loans was 197 billion, their coverage rate equal 

to about 60 per cent (58,7 at the end of 2014) and the stock of nonperforming loans sold or 

securitized amounted to 4 billion in 2014. Hence, the share of nonperforming loans (at net 

values) which have been sold or securitized in that year was about 5 per cent. The disposal of 

nonperforming loans typically takes place at a price that reflects the gap between book values on 

bank balance sheets and the price investors are willing to pay. In the simulation exercise with the 

ITEM model we assumed that the reforms aimed at reducing foreclosure times and increasing 

efficiency of the liquidation procedures induce an increased incidence of disposed nonperforming 

loans and a parallel gradual reduction of the discount that investors require for purchasing the 

nonperforming loans. 4  

The impact on credit supply reflects the channels previously illustrated. According to our 

estimates, while a possible reduction of credit might be obtained in the first year of simulation 

(2016) with respect to the baseline scenario, a gradual increase of it is envisaged in the 

subsequent years. The underlying assumption is that in the first year a negative effect on loans is 

induced by the reduction of total assets required as a result of the realized losses associated with 

a larger number of disposals of nonperforming loans. In the subsequent years, on the contrary, 

the expansionary effects on credit supply would prevail. At the macroeconomic level, the impact 

on GDP would be slightly negative in the first year, with a 0.1 per cent reduction with respect to 

the baseline scenario, close to zero in the subsequent year and slightly positive in the years 2018 

and 2019 (see Tab. below). 

 

 

Table I.1-1   THE MACROECONOMIC IMPACT OF SOME MEASURES OF THE DECREE N. 83 OF JUNE27, 2015 
(PERCENTAGE DEVIATION FROM THE BASELINE SCENARIO 

 2016 2017 2018 2019 

GDP -0.1 0.0 0.1 0.1 

Investment -0.4 0.0 0.4 0.3 
 

 

  

 
4
 We assumed that the amount of disposed loans as a fraction of the stock of nonperforming loans (in net 

value) might increase by 10 percentage points, reaching a share of about 15 per cent. Moreover we assumed that the 
pricing gap might shrink by more than one third and in the simulation exercise this is implemented through a gradual 
reduction of the discount rate applied to the net value of nonperforming loans so as to reach a rate of 30 per cent. 
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Fiscal multipliers 
The purpose of this box is to provide a brief review of the recent empirical literature on fiscal 

multipliers, namely, the impact on GDP associated with an exogenous change in public 

expenditure or taxation. The interest of the empirical literature on the subject began developing 

after 2000, and intensified following the 2008-2009 economic/financial crisis. Indeed, some 

of the world's leading economies implemented countercyclical expansionist policies in an effort 

to end the recession.  At the same time, the sovereign debt crisis in the Euro Area required the 

adoption of severe fiscal-consolidation polices in many Euro Area countries. 

The initial research about the question of fiscal multipliers mainly resorted to historical series, 

including structural VAR, as estimated using data on the US economy. A review of this literature 

(Table I.1-2) shows that the estimates of the multipliers are highly variable depending on a 

large number of factors, including:  the method used, the identification strategy, and the 

estimation period. 

 

TABLE I.1-2   ESTIMATES OF FISCAL MULTIPLIERS 

 
Country  Period  

Expenditure Taxes 

Impact Medium Term Impact Medium Term 

Blanchard and Perotti (2002)5 (a) USA 1960-1997 0.90 0.66 (c) -0.70 -1.29 (c) 

De Castro (2006)6 SPAIN 1980-2001 1.14 (b) -0.83 (c) 0.09 (b) -0.52 (c) 

Galì et al. (2007)7 USA 1948-2003 0.41 0.68 (d) -- -- 

Favero and Giavazzi (2007)8 USA 1980-2006 0.16 (b) 1.43 (c) 0.00 (b) 0.27 (c) 

Giordano et al. (2007)9 ITALY 1982-2004 0.60 (f) 0.00 (d) -- -- 

De Castro and Hernandez de Cos 
(2008)10 SPAIN 1980-2004 1.31 (b) 0.26 (c) -- -- 

Hall (2009)11 USA 1948-2008 0.47 - -- -- 

Mountford and Uhlig (2009)12 USA 1955-2000 0.65 -2.24 (c) (e) -0.28 -2.59 

Barro and Redlick (2011)13 USA 1950-2006 0.68 -- -1.06 -- 

Burriel et al. (2010)14 EURO 1981-2007 0.75 0.02 (c) -0.79 -0.74 (c) 

Romer and Romer (2010)15 USA 1950-2007 -- -- - -3.08 (g) 

Ramey (2011)16 USA 1947-2008 -- 0.60 (c) -- -- 

(a) VAR with stochastic trend. (b) Impact after 4 quarters. (c) Impact after 20 quarters. (d) Impact after 8 quarters. (e) Not 

significantly different from zero. (f) Impact after 3 quarters. (g) Impact after 10 quarters. 

 
5
 Blanchard, O., Perotti, R. (2002), ‘An Empirical Characterization of the Dynamic Effects of Changes in 

Government Spending and Taxes on Output’, The Quarterly Journal of Economics, vol. 117(4), pages 1329-1368. 
6
 De Castro, F. (2006), ‘The Macroeconomic Impact of Fiscal Policy in Spain’, Applied Economics, vol. 38(8), 

pages 913-924. 
7
 Galì, J., Lopez-Salido, J.D., Valles, J., ‘Understanding the Effects of Government Spending on Consumption’, 

Journal of the European Economic Association, vol. 5(1), pages 227-270. 
8
 Favero, C., Giavazzi, F. (2007), ‘Debt and the Effects of Fiscal Policy’, Federal Reserve Bank of Boston, 

Working Paper No. 07-4. 
9
 Giordano, R., Momigliano, S., Neri, S., Perotti, R. (2007). ‘The Effects of Fiscal Policy in Italy: Evidence from 

a VAR Model' , European Journal of Political Economy, vol. 23(3), pages 707-734. 
10

 De Castro, F., Hernandez de Cos, P. (2008), ‘The Economic Effects of Fiscal Policy: The Case of Spain’, 

Journal of Macroeconomics, vol. 30(3), pages 1005-1028. 
11

 Hall, R.E. (2009), “By How Much Does GDP Rise if the Government Buys More Output?”, Brookings 

Papers on Economic Activity, vol. 2, pages 183-231. 
12

 Mountford, A., Uhlig, H. (2009), ‘What are the Effects of Fiscal Policy Shocks?’, Journal of Applied 

Econometrics, vol. 24(6), pages 960-992. 
13

 Barro, R.J., Redlick C.J. (2011), ‘Macroeconomic Effects From Government Purchases and Taxes,’ The 

Quarterly Journal of Economics, vol. 126(1), pages 51-102. 
14

 Burriel, P., de Castro, F., Garrote, D., Gordo, E., Paredes, J., Perez, J.J. (2010), ‘Fiscal Policy Shocks in the 

Euro Area and the US: An Empirical Assessment’, Fiscal Studies, vol. 31(2), pages 251-285. 
15

 Romer, C.D., Romer D.H. (2010), ‘The Macroeconomic Effects of Tax Changes: Estimates Based on a New 

Measure of Fiscal Shock’, American Economic Review, vol. 100(3), pages 763-801. 
16

 Ramey, V.A. (2011), ‘Identifying Government Spending Shocks: It’s all in the Timing’, The Quarterly Journal 

of Economics, vol. 126(1), pages 1-50. 

F
O

C
U

S
 



DRAFT BUDGETARY PLAN 2016 

 

8 MINISTERO DELL’ECONOMIA E DELLE FINANZE 

The comparison between the results obtained from the different studies is made difficult by the 

fact that the time profile of the multipliers is not always reported, and that precise estimates of 

the multipliers are reported in many cases, without adequate analysis of statistical significance 

of the same. With reference to literature based on VAR models, the European Commission17 

concludes that public expenditure multipliers are generally between 0.4 and 1.1 in the first 

year, but the results for the long-term multipliers are not unique. Estimates based on structural 

VAR are basically confirmed by the narrative approach, based on the identification of episodes 

of strictly exogenous variation in public expenditure. Along this line of research, Ramey 

(2011)18 estimated that the multiplier reaches a maximum value in the range of 0.6/1.2, 

depending on the method of calculation and the estimation period. Significantly higher values 

were obtained from cross-section estimates of regional data, which estimate a value of the 

multiplier effect of public spending at around 1.519.  

Recently, more and more authors have studied the fiscal multipliers in the context of neo-

Keynesian theoretical schemes (such as DSGE) that have been made more realistic - than the 

standard formulation - by the introduction of prices rigidities and an elastic labour supply. When 

appropriately calibrated, some of these structural models produce a public expenditure 

multiplier close to 1.0, thus substantially confirming the empirical evidence based on time 

series models20.  

The contributions to the 2008-2009 economic/financial crisis have identified, as the main 

limitation of the previous literature, the assumption of the stability of the multiplier to changing 

economic conditions and the ups and downs of the economic cycle. Blanchard and Leigh 

(2013)21 identify three factors that can have a significant influence on fiscal multipliers. First, if 

the economy is suffering from a liquidity trap, monetary policy cannot offset the negative 

effects from fiscal consolidation programs by lowering interest rates, and this increases the 

multiplier. Second, in periods of malfunctioning financial markets, consumption and investment 

rely more heavily on income and current profits rather than on expectations about income and 

future profits, and this increases the multiplier. Third, there is ample empirical evidence of the 

fact that the existence of unused resources increases the multiplier. With regard to the first of 

the three aspects, it is observed that the possibilities of estimating the multiplier in "liquidity 

trap" situations are limited by the fact that such situations are rare; consequently, the literature 

uses theoretical scenarios. For example, the IMF (2010)22 (by means of simulations performed 

with a DSGE model) estimates that the public expenditure multiplier in "liquidity trap" situations 

is about twice its value in normal conditions, climbing to approximately 1.0 after two years from 

the increase in expenditure. Similar results are obtained by Roeger and in't Veld (2010)23, who 

(in also using a DSGE) estimated an increase in the public expenditure multiplier of 0.8 to 1.2. 

The most extreme results are obtained from Christiano et al. (2011)24, who project an increase 

in the public expenditure multiplier that goes from 0.9 in normal conditions to 3.9 in a liquidity 

trap. With respect to the functioning of financial markets, Galì et al. (2007), even before the 

economic/financial crisis, show that the multiplier will increase during a recession due to the 

increase in the number of consumers subject to liquidity constraints and whose behaviour is 

 
17

 Boussard, J., de Castro, F., Salto M. (2012), ‘Fiscal Multipliers and Public Debt Dynamics in Consolidations’, 

Economic Papers 460. 
18

 Ramey, V.A. (2011), ‘Identifying Government Spending Shocks: It’s all in the Timing’, The Quarterly Journal 

of Economics, vol. 126(1), pages 1-50. 
19

 Romer, C.D., D.H. Romer (2010), ‘The Macroeconomic Effects of Tax Changes: Estimates Based on a New 

Measure of Fiscal Shocks.’ American Economic Review, vol. 100(3), pages 763-80. 
20 

Hall, R.E. (2009), ‘By How Much Does GDP Rise if the Government Buys More Output?’ Brooking Papers on 

Economic Activity, vol. 40(2), pages 183-249. 
21 

Blanchard, O., Leigh, D. (2013), ‘Growth Forecast Errors and Fiscal Multipliers’, American Economic Review, 

vol. 103(3), pages 117-20.  
22

 IMF (2010), ‘Will it Hurt? Macroeconomic Effects of Fiscal Consolidation’, World Economic Outlook, October. 
23

 Roeger, W., in ‘t Veld, J. (2010), ‘Fiscal Stimulus and Exit Strategies in the EU: A Model-Based Analysis’, 

European Commission Economic Papers 426. 
24

 Christiano, L., Eichenbaum, M., Rebelo, S. (2011), ‘When is the Government Spending Multiplier Large?’, 

Journal of Political Economy 119(1), pp. 78-121. 
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different from that envisaged by the standards of intertemporal optimization. Finally, Auerbach 

and Gorodnichenko (2012)25 are the first to empirically estimate the impact of the intensity of 

the expansion/recession on the value of the multiplier. Their analysis - based on a STVAR-type 

model - led them to conclude that the multiplier is included in the 0.0-0.5 range during a 

cyclical expansion and rises to 1.0-1.5 during a recession. The aforementioned analysis of 

Blanchard and Leigh (2013) concludes that the public expenditure multiplier was 

underestimated by policy-makers in the 2009-2010 recession, and that its value would have 

amounted to about 1.5. The Keynesian result of the countercyclical variability of the magnitude 

of the multiplier has been confirmed in numerous empirical studies, including those of 

Dell'Erba et al. (2014)26, Herbert (2014)27, as well as the meta-analysis of Gechert et al. 

(2015)28. 

Therefore, taking into account the lingering effects of the long crisis on aggregate demand and 

the exceptional circumstances which still characterize the economic environment, the 

estimates presented in this document assume - in line with the choice made in the DEF 2015 - 

a realistic and prudent fiscal multiplier value, slightly less than one. This figure refers to a 

theoretical budget maneuver equally distributed between expenditures and revenues. 

The impact of fiscal policy on GDP depends on the composition of the intervention, concerning 

both the measures already adopted and therefore included in the macroeconomic and public 

finance trend, and those which the Government plans for the coming years, i.e. the measures 

that make up the policy scenario. Consistently with the above, it can be assumed that the 

multiplier size will revert to lower values once Italy extricates itself from the fragile 

macroeconomic environment that has characterized recent years. 
  

 

Making use of the ‘public investment clause’ 

Additional room for maneuver is being sought by invoking the SGP clause for 

public investments. According to the European Commission’s communication of 13 

January 2015, some categories of investments co-financed by the European Union are 

considered equivalent to relevant structural reforms and could justify a temporary 

deviation from the MTO or the convergence path towards it.  

These investments are related to projects co-financed by the European Union 

within its Structural and Cohesion Policy (including the program aimed at boosting 

youth employment), the Trans-European Networks, the Connecting Europe Facility, 

as well as the national co-financing of projects co-financed by the European Fund for 

Strategic Investment (EFSI).  

According to the EC’s communication, the following eligibility conditions must 

be met in order to activate the investment clause:  

 

1) the Member State is in the preventive arm of the Stability and Growth Pact 

and an adequate safety margin is maintained from the reference value of 3 

percent of GDP for nominal net borrowing as a share of GDP;  

 
25 

Auerbach, A.J., Gorodnichenko, Y. (2012), ‘Measuring
 
the Output Responses to Fiscal Policy’, American 

Economic Journal: Economic Policy, 4(2), pp. 1-27. 
26

 Dell' Erba, S., Koloskova, K., Poplawski-Ribeiro, M. (2014), ‘Medium-Term Fiscal Multipliers During 

Protracted Recessions’, IMF Working Paper. 
27

 Herbert, S. (2014), ‘Econometric Analysis of Regime Switches and of Fiscal Multipliers’, Working Paper OFCE 

1/2014. 
28 

Gechert, S., Hughes Hallet, A., Rannenberg, A. (2015), ‘Fiscal Multipliers in Downturns and the Effects of 

Eurozone Consolidation’, CEPR Policy Insight. 
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2) There exist unfavorable cyclical conditions (GDP growth is negative or the 

negative output gap is greater than 1.5 percent of GDP);  

3) The gross fixed capital formation for the year of the application of the 

clause should not decrease; 

4) The deviation is linked to national expenditure on projects co-funded by the 

EU under the Structural and cohesion Policy , Trans-European networks and 

Connecting Europe Facility, and to national co-financing of investment 

projects also co-financed by the EFSI, which have direct long- term positive 

and verifiable budgetary effects.  

 

Having assessed the fulfillment of the aforementioned criteria, in 2016 the 

Italian government intends to use the flexibility allowed for national share of co-

financing of European investment projects in accordance with Article 5 paragraph 5 

of European Regulation No. 1466/97 (and Article 3, paragraph 4 of national Law n. 

243/2012) by requesting a temporary deviation of 0.3 percent of GDP from the 

convergence path towards the MTO. The Member State will subsequently compensate 

for the temporary deviation and the MTO must be reached within the four-year 

horizon of its current Stability Programme.  

The next box provides detailed information on national expenditure on projects 

co-funded by the EU for which the investment it is invoked and estimates of their 

macroeconomic impact. 

 

 Verification of the requisites for the application of the investment clause 

The budget flexibility in relation to public investment is provided by Article 5 and Article 9 of the 

European Regulation No. 1466/97 97 and specified by the January 2015 Communication by the 

European Commission on “Making the best use of Flexibility within the existing rules of the 

Stability and Growth Pact”. According to these provisions, under specific conditions (outlined in 

detail at a technical level by the European Commission), a Member State can temporarily 

deviate from the MTO or from the convergence path towards it when the deviation is linked to 

national expenditure on projects co-funded by the EU under Structural and Investment Funds, 

including YEI, Trans-European Networks and Connecting Europe Facility and to national co-

financing of investment projects also co-financed by the European Fund for Strategic 

Investments, which have direct long-term positive and verifiable budgetary effects. 

The government believes that these eligibility conditions will be fulfilled in 2016, and, 

accordingly, intends to make use of the flexibility related to the national co-financing of 

European investment projects for an amount equal to 0.3 percent of GDP.  

With respect to the safety margin, the European Commission requires that the country invoking 

the investment clause has a structural deficit of no more than 1.5 percent of GDP during the 

year of application of the clause. The Update of the 2015 Economic and Financial Document 

projects that Italy's structural deficit for 2016 will be equal to 0.7 percent of GDP, whereas the 

Commission's Spring Forecast projects a structural deficit of 0.8 percent of GDP.  

As to the existence of unfavourable cyclical conditions, the Commission's definition provides that 

the applicant country has negative GDP growth or an output gap exceeding -1.5 percent of 

potential GDP in the reference year. According to government estimates, Italy's output gap in 

2016 will be -2.5 percent of potential GDP. The Commission's Spring Forecast projected an 

output gap of -2.0 percent.  

The national co-financing of European Funds and projects should not substitute for nationally 

financed investments. On the basis of unchanged legislation, total public investments are 

projected to grow by 4.1 percent between 2015 and 2016 and approximately 2.5 percent in the 

two following years.  
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Information on national expenditure on projects co-funded by the EU 

In line with the provisions of the January 2015 Communication by the European Commission on 

“Making the best use of flexibility within the existing rules of the Stability and Growth Pact” the 

temporary deviation requested by Italy under the Investment Clause is linked to projects which 

have direct long-term positive and verifiable budgetary effects, notably to national expenditure 

on projects co-funded by the EU under the following headings: 

 
i) Structural and Cohesion Policy, implemented in 2014-2020 through the European 

Structural and Investment Funds, including projects co-financed through the Youth 

Employment Initiative YEI;   

ii) Connecting Europe Facility and investments in Trans-European Networks (TEN/CEF); 

iii) Investment projects also co-financed by the European Fund for Strategic Investment (EFSI) 

to implement the Juncker Investment Plan. 

 

The expenditure on national co-financing of projects funded under these three headings meets 

the requirements laid down in Regulation 1466/97, Articles 5 and 9 as their thematic objectives  

is to promote long-term sustainable growth. Investments that raise potential growth in the long-

term can be considered equivalent to major structural reforms and may lead to an improvement 

of the sustainability of public finance. Moreover, projects co-financed by EU structural funds and 

by the Juncker Plan/EFSI are subject to an objective selection process, fall within thematic 

priorities identified at EU level, including the objectives of the "Investment Plan for Europe", and 

are consistent with national investment strategies and with the targets set within the European 

Semester29.  

These defining features of structural funds– while maintaining full consistency with previous 

regulations - have been further clarified in current provisions. Expenditure under European 

Structural and Investment Funds (ESI) is currently regulated by Regulation 1303/2013 that in 

Articles 4 (General principles) and 9 (Thematic objectives) provides for a strong link with a) the 

relevant Country Specific Recommendations adopted in accordance with Article 121(2) and 

148(4) TFEU, b) National Reforms Programmes; and c) the objectives of the Europe 2020 

strategy. Article 9 identifies the thematic objectives that the ESI Funds shall support to 

contribute to the Union strategy for smart, sustainable and inclusive growth as well as the Fund-

specific missions pursuant to their Treaty-based objectives, including economic, social and 

territorial cohesion.  

National expenditure on projects co-financed by the EU considered for the Investment Clause 

amounts to 5,150 million The table below specifies by each Fund or financing instrument of EU 

co-financing the main categories of projects broadly corresponding to those thematic objectives. 

Investment projects are included in specific operational programs approved by the European 

Commission and are subject to a system- already implemented in the programming cycle 2007 

– 2013 of European Structural Funds -  of management, monitoring and control that ensures for 

each project the traceability and transparency on financial, procedural and physical 

advancements. 

 

 

 

 

 

 

 

 

 
29

 See COM(2015) 12, 13.1.2015 and subsequent operational documentation.  
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Table I.1-3   NATIONAL EXPENDITURE ON PROJECTS CO-FUNDED BY THE EU CONSIDERED FOR THE 
INVESTMENT CLAUSE-CATEGORIES OF EXPENDITURE AND FUND, YEAR 2016 (MN EURO) 

Categories  

of expenditure 
All funds ERDF ESF YEI CEF (1) EFSI EAFRD EMFF 

Total co-

financed 

expenditure 

(includes 

national and 

EU Funds) 

Energy and energy 

efficiency 

280 100     180  600 

Transport and 

network 

infrastructures 

1,850 150   1,050 650   3,100 

Social 

infrastructures  

100 100       350 

Research and 

innovation 

220 180     40  650 

Competitiveness 

SMEs 

550 200     300 50 1,300 

Digital agenda 690 260    400 30  1,670 

Environment 

protection and risk 

prevention  

270 150     120  600 

Tourism and 

culture 

150 100     50  350 

Employability and 

labour mobility 

530  310 200   20  1,280 

Social inclusion 200  150    50  500 

Education 260 150 100    10  750 

Enhancing 

institutional 

capacity 

50 10 40      150 

TOTAL 5,150 1,400 600 200 1,050 1,050 800 50 11,300 

1) Includes 300 mn of projects already financed. The remaining resources are earmarked for projects already considered eligible for 

financing under the CEF (Connecting European Facility) but that were not yet financed due to insufficient EU resources that Italy is 

intending to re-submit to forthcoming EU calls in 2016  

 

Besides European Regional Development Fund (ERDF), European Social Fund (ESF) and Youth 

Employment Initiative (YEI) the Table also includes national expenditure on projects co-financed 

by European Agricultural Fund for Rural Development (EAFRD) and the European Maritime and 

Fisheries Fund (EMFF). Those Funds are included in the 2014-2020 programming cycle under 

the common heading of European Structural and Investment Funds (ESI)30 to improve 

coordination and harmonize implementation of all the Funds providing support under cohesion 

policy as well as to emphasize the common objectives of supporting growth and 

competitiveness. As shown in the Table, EAFRD operates in synergy with other financial sources 

on most categories of projects while the EMFF contributes to supporting the objective of 

enhancing the competitiveness of SMEs in the specific sector31.  

 
30

 See Regulation (EU) No. 1303/2013. 
31

 The January 2015 Communication Com (2015) 12 refers to Structural and Cohesion policy thus 

reflecting the organization of the Funds in 2013 when a previous version of the Investment Clause was 

introduced by the Commission. The current implementation of the Investment Clause should take into 

account the current provisions regulating European Structural and Investment Funds i.e. Regulation (EU) 

No 1303/2013 of the European Parliament and of the Council of 17 December 2013 laying down common 

provisions on the European Regional Development Fund, the European Social Fund, the Cohesion Fund, 

the European Agricultural Fund for Rural Development and the European Maritime and Fisheries Fund 

and laying down general provisions on the European Regional Development Fund, the European Social 

Fund, the Cohesion Fund and the European Maritime and Fisheries Fund and repealing Council 

Regulation (EC) No. 1083/2006.  
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The policy areas illustrated in the Table are meant to have a significant impact on potential 

growth and to tackle persisting imbalances (see next section for more details on the impact on 

potential output). They are strictly connected with the Country specific recommendations to Italy 

and the extraordinary reform effort undertaken by the government. The major financial 

contribution in 2016 is expected on measures to enhance the competitiveness of SMEs also by 

boosting the digital agenda and strengthening research, technological development and 

innovation; resources are also earmarked to SMEs operating in the fields of tourism and culture 

to boost the contribution to growth of sectors bearing a country-specific added value. A further 

role to improving overall competitiveness and creating favorable conditions for investment is 

played by projects aimed at promoting sustainable transport and removing bottlenecks in key 

network infrastructures and by projects aimed at improving energy efficiency, climate change 

adaptation and risk prevention. Key network infrastructures, notably investment in Trans-

European networks are also specifically supported by the Connecting Europe Facility and by 

significant national co-financing. Specific categories of projects are aimed at human capital in 

conjunction with the ongoing adjustments in the labour market and the reform of the 

educational system: measures to support employment and labour mobility, investment in 

education and training, including lifelong learning, measures to support social inclusion and 

education and related infrastructures. Finally, a specific category of resources supports 

enhancing institutional capacity and improving the efficiency of the public administration.  

 

A further leverage to boost potential growth is provided by the projects presented in the strategic 

sectors of transportation and Digital Agenda to be co-financed by the Juncker Plan with the 

involvement of public as well as private investment. They correspond to specific Government 

priorities and once approved they will be the object of specific monitoring, to ensure swift 

implementation. Projects in the field of transportation, already submitted to the EIB, are aimed 

at improving road infrastructures and removing bottlenecks in the northern area of the country, 

characterized by the pressure of intense economic activity. Projects on the broad band, to be 

implemented on the basis of a public private partnership, are part of a comprehensive strategy 

aimed at realizing a fundamental infrastructure to bridge the structural gap of the country, 

following the EU guidelines of the sector.   

Improving effectiveness of expenditure 

A high level of national expenditure on co-funded projects is expected in 2016, based on a 

consistent backlog of ongoing projects and on the continuous improvements in the capacity of 

managing authorities and administrations. A further boost will be given by new specific 

provisions included in the 2016 Stability Law with a view to improve effectiveness of 

implementation of co-financed projects by tackling existing bottlenecks in the financial 

management of resources at regional level. More specifically:  
i) Regional administrations will have the possibility of managing EU funds and corresponding 

national co-financing in specific accounts that have a favourable treatment in the 

Domestic Stability Pact. This provision overcomes financing constraints on capital 

expenditure linked to EU funds that had severely affected absorption capacity at local level 

in the past.   

ii) Regional administrations will have the possibility of using advances of funds available in 

the Revolving Fund for the implementation of EU structural policies (Fondo di rotazione per 

l’attuazione delle politiche comunitarie), thus ensuring a smooth cash flow for the 

implementation of projects. This possibility was previously reserved to Central 

administrations only.  

Impact on potential output 

Simulations performed on the Treasury's econometric model (ITEM) and on the model for the 

estimation of potential GDP agreed at the European level are summarised in the chart below. 

They show that co-financed investments in 2016 will permanently increase Italy's potential GDP 

over the medium and long run. Indeed,  EU co-financed investments in 2016 amounting to 0.3 

percent of GDP would activate an additional and similar share of national investments, resulting 

in a total amount of almost 0.67 per cent of GDP.  Overall, GDP growth in 2016 will increase by 
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0.5 per cent as consequence of such a shock.  Our simulations show that, when considering all 

these effects, the distance between the level of potential GDP including the national and EU 

quotas of co-financing investment vis-à-vis that excluding them would likely grow up untill 2027 

to reach a high of 0.3 per cent. Over a longer horizon (2040) such a gap will further increase to 

0.4 per cent. Higher potential output is expected to improve the sustainability of public finances 

over the medium and long term period. Under a no-policy change assumption for the structural 

primary surplus32 , the so called Z indicator, measuring the direct and indirect net gains in debt 

sustainability over the medium and long term, will increase by 1.7 percentage points in a 

scenario that includes the national and the EU quota of investments in 2016 vis-à-vis a scenario 

that would exclude them. It follows that the investments in co-financed projects will improve the 

sustainability of the public finances in the medium term mostly by raising potential output. 

 

FIGURE I.1-6 POTENTIAL GDP WITH AND WITHOUT CO-FINANCED INVESTMENTS IN 2016 

 
 

Finally, to evaluate in more detail the impact that such measures would have at sector level, a 

further exercise was conducted with the computational model (CGE). The model indicates that 

without the flexibility for investment Italy would have an impact on national GDP even higher 

than that obtainable with the ITEM model bringing the loss of growth to 0.7 percent of GDP. 

 
32

 Both the exercises for simulating the effects on potential output with and without 2016 investments 

and for deriving the Z indicators have been carried out assuming as a starting point the trend 

macroeconomic and fiscal framework of the 2015 Update of EFD extended to 2040. Potential growth has 

been projected forward to 2027 through the methodology T+10 agreed by the Output Gap Working 

Group and further extended to 2040 using the Ageing Working Group GDP growth projections. The 

assumption of no-policy change for the structural primary surplus is equivalent to setting a constant 

value of this target as of 2019 up to 2040. GDP deflator is assumed to converge to 2.0 per cent in 2022. 

The Z indicator in the scenario including the effects of investments is equal to 1.4 per cent, that is 1.7 

percentage points higher than the corresponding indicator calculated in the scenario which excludes the 

impact of co-financed investments. 
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The sectors most affected would be those of construction and infrastructure, research and ICT 

(see Table I.1-4). 

 

Table I.1-4   SECTORIAL IMPACT OF THE INVESTMENT LOSSES WITH THE CGE MODEL 

N. NACE 
REV.2 

GDP GDP 
Var % 

WEIGHT DESCRIPTION 

  Italy - 0.7   

27 RF Constructions and  

infrastracture works 

-4.3 46.3 The negative impact on this sector 

originate from the reduction in 

investments on constructions and 

infrastructures such as railways, 

residential and non-residential buildings 

etc. 

32 R50 Water transport services -2.0 1,0 The sector “Water transport services” 

registers a negative performance as a 

consequence of the reduction in exports 

which represent the 43% of the total 

output of this sector. 

40 R62_63 Computer programming, consultancy 

and related services; information 

services 

-5.2 13.1 The negative impact in this sector is 

related to the reduction of investments in 

research and development services. 

48 R72 Scientific research and development 

services 

-5.8 7.2 The negative impact in this sector is 

related to the reduction of investments in 

research and development services. 

54 R80_82 Services to buildings and landscape; 

office administrative, office support 

and other business support services 

-1.8 4.2 The negative impact in this sector is 

mainly due to the reduction of 

investments in environmental protection. 

 

 
 

 

Fiscal costs of immigration and rescue operations 

These fiscal space would be further elevated if the request of the Italian 

government to recognize the exceptional nature of costs relating to the reception of 

immigrants and, more generally, the economic and financial impact of this 

phenomenon, also for the calculation of the structural net borrowing, will be 

accepted. 

 

 

Expenditures for the refugee crisis 

In 2014 around 170 thousand people landed on the Italian coast, more than three times 

compared to the previous year, surpassing even the values registered in 2011 when the so-

called North Africa humanitarian emergency exploded. The peak reached in 2014 also 

concerns refugee assistance facilities, where attendance doubled compared to 2013. The data 

recorded up to September 2015 confirm a similar size of the crisis, with over 136 thousand 

migrants arrived by sea (Figure I.1-7). 

This exceptional and not controllable wave of refugees affects the whole of Europe as a result 

of the upheavals taking place in the countries of origin. According to observers in the next few 

years it will reach unprecedented levels. Like other countries which are on the southern borders 

of the European Union (particularly Greece and Spain), Italy found itself at the forefront of this 

new crisis management, taking on the task of ensuring border control also for countries in the 

interior and dealing with massive rescue operations. 

In September 2015 there were about 77 thousand migrants hosted in government facilities 

and in over 1800 specially set up temporary structures, almost the double of the attendance 

recorded at the end of 2014 and over ten times the average figure for the period 2011-2012. 
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The asylum seeker and refugees protection system covers more than 26 thousand people, with 

a steady increase over time. Unaccompanied children have exceeded 10 thousand units, 

causing an enormous challenge in terms of the adequacy of accommodation, supervision and 

school introduction (Figure I.1-8). 

 

FIGURE I.1-7 ARRIVALS OF MIGRANTS ON THE ITALIAN COAST. YEARS 2011-2014, 
2015 (UNTIL SEPTEMBER 

 

FIGURE I.1-8 MIGRANTS IN REFUGEE ASSISTANCE FACILITIES AND 
UNACCOMPANIED MINORS. YEARS 2011-2014, 2015 (UNTIL SEPTEMBER) 

 

Shaping an assistance system which timely responds to the very high numbers of refugees 
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arriving simultaneously still requires relevant financial and organizational efforts from all levels 

of government. The national operational plan to deal with the unexpected flow of non-EU 

citizens, approved in July 2014 together with regions and local authorities, has provided for the 

strengthening of the administrative apparatus of the police to speed up the procedures for the 

identification of migrants and asylum applications, the reinforcement of territorial commissions 

to accelerate the processing of applications for international protection, the extension of the 

capacity of hospitality facilities in governmental structures, also in consideration of the need to 

ensure a smooth transition between immediate relief and secondary assistance. 

Enabling and managing the reception system so as to cope with the refugee pressure has 

resulted in significant budgetary effort. An accurate reconstruction of expenditure for the 

migrant assistance and aid is complex, given the multiplicity of actors involved. The 

management of the assistance system is currently headed by the Ministry of the interior, with 

the Ministry of labour and social affairs dealing with unaccompanied children until 2014. 

Besides the military, rescue at sea involves men and means of the harbor guards and the 

Guardia di finanza. 

Financial resources required to cope with the extraordinary influx of immigrants on Italian 

territory are almost entirely dependent on the State budget. In 2015 the estimated costs 

exceed 3.3 billion euro, of which about 3 billion for current expenditure. Capital expenditure 

has increased over the years due to the need to expand capacity in assistance facilities and to 

provide for the maintenance and renewal of means necessary in rescue operations (Figure I.1-

9). 

 

 

FIGURE I.1-9 EXPENDITURE NET OF EU CONTRIBUTION: DIFFERENTIAL 
BETWEEN 2011-2012 AVERAGE AND SUBSEQUENT YEARS 
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The most significant share of expenditure relates to reception facilities (generally over 50 per 

cent of the total) and secondly the rescue at sea (between 25 and 30 per cent). These costs 

arise in large part because of Italy's geographic position; indeed Italy is considered by migrants 

mainly a place of transit and not their final destination. These are costs related to the common 

European border surveillance and immediate relief. 

Further costs arising from treatment in the national healthcare system and from education of 

migrants entering the national school system for the first time should not be neglected (Table 

I.1-4). Moreover indirect, and incalculable, costs are being faced for the overall integration of 

immigrants into the economic and social fabric of the country. 

 

FIGURE I.1-10 MIGRANTS IN REFUGEE ASSISTANCE FACILITIES AND 
UNACCOMPANIED MINORS. YEARS 2011-2014, 2015 (UNTIL SEPTEMBER) 

Table I.1-5   EXPENDITURE FOR THE MIGRANT CRISIS. YEARS 2011-2016. 

 
 

Note: Figures do not include spending on the North Africa emergency, started in 2011. 

Source: MEF-RGS 
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Total - on a constant basis 1.326,88                     2.668,84                     3.326,53                     3.302,33                     

Total - growth scenario 3.326,53                     3.994,29                     

of which:

sea rescue 25,13                           30,76                           26,58                           24,39                           

hospitality 42,97                           45,94                           53,58                           55,62                           

healthcare and education 31,90                           23,29                           19,84                           19,99                           
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Total net of EU contribution 1.240,14                     2.508,65                     3.206,34                     3.190,27                     
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Compared to the average for the period 2011-2013 the expenditure is more than doubled in 

2014 and almost tripled in 2015. This trend is confirmed by examining the expenditure net of 

EU contributions, resulting from the funds for the external borders, for the integration of third-

country nationals, for refugees and repatriation (Table I.1-4). 

The differential between the expenditure net of EU contributions supported in the years 2011-

2012 and in the years in which the humanitarian emergency exploded is, in cumulative terms, 

about 4 billion euro (Figure 4). The resources available in the budget for the coming years can 

support a level comparable to that of 2015(constant scenario). In view of the worsening of the 

crisis, additional funds will be needed. Assuming an increase in the number of migrants to be 

assisted in the next two years, equal to that recorded between 2014 and 2015 (growth 

scenario), the cost would amount to just under 4 billion in 2016. The drastic increase in 

spending on migrants that Italy supported in recent years must be regarded as an unusual 

event and exceptional circumstance, as defined in article 5.1 and article 6.3 of Regulation (EC) 

No 1466/97 and in article 3 of the "Fiscal compact". 

 

Fiscal consolidation set to continue in 2016 and beyond 

The official estimate for the 2015 general government net borrowing remains at 

2.6 percent of GDP, down from 3.0 percent in 2014. For 2016, the target has been 

raised from 1.8 percent to 2.2 percent of GDP. Net borrowing should then fall to 1.1 

percent of GDP in 2017 and 0.2 percent in 2018. A surplus of 0.3 percent of GDP is 

projected for 2019.  

Consistent with these targets, the structural balance would worsen from -0.4 

percent of GDP this year to -0.7 percent in 2016 but then improve to -0.3 percent in 

2017 and reach zero, Italy’s MTO, in 2018 and 2019. 

The debt-to-GDP ratio is projected to decline, for the first time after eight 

years of an increasing trend, by 1.4 percentage point in 2016 and then fall more 

sharply in the three following years, to below 120 percent in 2019. The debt rule 

would be satisfied, on a forward-looking basis, already in 2016. This trend reversal 

should boost market confidence. 

The reduction in the debt ratio will benefit from the privatisation plan, which 

envisages direct revenues for the central government equal to 0.4 percent of GDP in 

2015 and 0.5 in each of the following three years. The 2015 target looks well within 

reach given that half of the amount has already been achieved and the IPO of Poste 

Italiane should be completed by year-end.  

Highlights of the 2016 Stability Law 

The Budgetary policy for 2016 and following years is closely linked to the 

process of implementation of structural reforms and aims to permanently bring the 

Italian economy on a path of sustained growth. This policy is based on a gradual, 

incisive reduction of the tax burden on companies in order  to boost employment and 

investment in physical and human capital. 

The 2016  Stability Law includes measures for structurally enhancing the 

competitiveness of the Italian economy.  Moreover, such measures aim at both 

supporting aggregate demand and changing the expectations of households and firms, 

thereby putting an end to the vicious circle that has depressed the Italian economy 

for several years. 
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The reduction of the tax burden is pursued through the removal of tax 

increases that should have been in force since the beginning of 2016 (16.8 billion, 

about 1 percentage point of GDP). 

Furthermore, the Stability Law reduces property taxes on primary residential 

dwellings,  affecting the 80 per cent of households,  and on farmland and so-called 

‘bolted’ equipment (at a cost equivalent to nearly 0.3 percent of GDP). The first 

reduction of taxation should contribute to reinforce household confidence, while the 

other cuts should enhance firms competitiveness.     

In addition to the tax cuts on primary residential dwellings,  the Stability Law 

confirms the tax relief already provided for renovation of buildings and energy 

upgrading in order to support the construction sector. Other measures pursue the 

same goals, allowing municipalities to use the cash surplus for investments and to not 

comply with the balanced budget rule.  

All these interventions together with the action ensuring a faster 

implementation of the infrastructures and of the projects co-financed by the EU, 

should facilitate the recovery of construction sector which has experienced a 

continuing contraction in the last years. 

Further incentives to invest will be introduced from 2016 by means of 40 per 

cent allowance on fiscal amortisations applying to new investment in machinery and 

equipment realized in 2016. The scheme will allow companies to amortise 140 

percent of eligible investments for tax purposes. The aim of such a measure is to 

contribute to the renewal of the productive capital of the companies, after a long 

period of investment stagnation. This will contribute to increase productivity and to 

enhance the potential growth of the economy. Moreover, it will also support the 

demand for producers of capital goods, which represent a significant portion of the 

manufacturing sector. 

The reduction of the tax burden on companies  will continue in 2017 through 

the cut of corporate taxation (IRES). The corporate income tax will be reduced from 

27.5 to 24 per cent starting from the 1 January 2017. This measure, in addition to 

the cutting of cost of the labour component of IRAP, aims to reduce taxes on business 

profits in order to align corporate taxation to European standards. 

The budget also includes several measures to reduce the tax burden and to 

simplify tax procedures for self-employed and small businesses. 

Overall, such set of measures  associated with reforms that improve business 

environment, reduce administrative burdens  and increase efficiency of civil justice 

will make it possible to improve the competitiveness of all economic sectors. 

The emphasis is on competitiveness, investment and productivity since these 

are the factors that will facilitate jobs creation. Jobs creation will continue 

benefiting from a lower reduction (at 40 per cent) in social security contributions for 

new permanent labour contracts. The latter were introduced with the Jobs Act which 

led to new hires on a permanent basis.  

 Other measures will be added related to the productivity wage and directed to 

encourage the second level bargaining which is crucial in order to enhance the 

differentiation of pay structures in relation to productivity. 

Hiring incentives and the productivity wages are part of the labour market 

reform started in 2015; they contribute , together with the measures of the Jobs Act, 

to increase employment, to make jobs more stable and the labour market more 

flexible.  
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Incentives for hiring and wage productivity are part of the reform of the labor 

market started in 2015; contribute, together with the various interventions of the 

Jobs Act, to increase employment, stabilize labor relations, a more flexible market. 

The budget also includes important measures for education, research and 

culture. The aim is to push back the Italian economy to excellence levels. It is meant 

to reward value and to improve the level of our universities. These actions 

complement the effort to enhance the creation of human capital realized with the 

‘Buona Scuola’, started in the school year 2015-16. Two measures aim to support to 

the most vulnerable individuals. A scheme to reduce on a structural basis poverty of 

the younger members of the population is envisaged, keeping in mind that situations 

of distress in early life tend to have lingering effects on employment and incomes. 

Moreover, measures are foreseen to protect unemployed people approaching the 

retirement age.   In particular, safeguards measures are guaranteed for part of the so 

called ‘esodati’. There are measures to favor  the retirement of women having 35 

years of contributions against a reduction of their pension (“option woman”). There 

is also an intervention to enhance the generational turn over through a part time 

scheme for workers close to retirement. It must be noted that the pension system 

remains unchanged and that those measures are financed within the pension system 

itself, also through the extension of the intervention on the indexation of pensions 

introduced in 2013. It should be noted that the resources are found without 

increasing the tax burden on families and businesses. The only exception is the 

increase in the tax burden on the games. An higher level of revenue, approximately 

equal to 0.15% of GDP in 2015, are expected from the 'voluntary disclosure' related to 

income and assets held abroad. This measure brings out capital positions, with 

positive effects on the resources available for domestic investments. Actions are 

instead taken to curb spending: both in 2016 and 2017 the savings will amount to 

about 0.5 percent of GDP. 

They are due to a significant rationalization of public activity and to new 

procedures for procurement of goods and services by the public administration. The 

measures concern all levels of government. In estimating the scale of the 

interventions it must be taken into account that in the baseline scenario the growth 

of current primary expenditure was already very low (increasing from 697 to 706 

billion between 2015 and 2016; thanks to the financial measures growth will be 

reduced to about 5 billion, deriving entirely from the pension system). The budget 

for 2016 and subsequent years foresees, as already noted, the gradual reduction of 

the deficit to the extent permitted by the flexibility clauses and, for the first time 

since the onset of the crisis, the decline in the debt to GDP ratio. The balanced 

budget, planned for 2018 in structural terms, and the restart of the economy on a 

growth path, enhanced by the fiscal package, are crucial to determine the rapid 

decline in the debt burden. 

Statistical data and forecast validation 

The policy scenario for public finance and the economy presented herein is 

based on the annual national accounts published by ISTAT on 23 September and the 

quarterly public sector accounts released on 1 October. Official macroeconomic 

projections were formulated on the basis of preliminary indications about the key 

budget measures. If necessary, forecasts may thus be updated or revised in a report 

to Parliament as required by Italian law.  
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In order to satisfy the specific requirements of the Two Pack regarding the use 

of independent macroeconomic forecasts, macroeconomic forecasts for 2015 and 

2016 contained in this document were validated by Italy’s Parliamentary Budget 

Office. 
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II. STRUCTURAL REFORMS 

The reform’s strategy 

The National Reform Programme of last April has set out the planning 

commitments taken by the Government to build its multiannual structural reforms 

plan bearing in mind the new challenges that the European Commission indicated in 

the Country Specific Recommendations (CSR) addressed to Italy at the end of the 

European Semester.  

The implementation of these measures is a fundamental part of the medium-

term strategy for fiscal consolidation and reduction of public debt. Consistent with 

European objectives, this strategy is based on structural reforms and support to 

investment. 

From this perspective, the policy-scenario measures - and those recently 

approved - are directed at structurally impacting the nation's economy, while being 

essential in the short-term for correcting the macroeconomic imbalances affecting 

the country. However, in the long term, these actions will serve for guaranteeing 

sustainable and continuing growth. 

Acting on the State and the Public Administration 

The institutional reforms that the government inaugurated when taking office 

have been partially completed with the approval of the legislative bill for electoral 

reform. As an integral part of the changes to the institutional framework that the 

government is striving to make in order to modernise the country, the constitutional 

reform is to be concluded in 2016, with the confirming referendum. These are two 

basic steps for running the state in a proper and competent manner, which, in turn, 

is needed for the effectiveness of public decisions and the efficiency of public 

spending, both of which are essential for maintaining control over public finance. 

The approval of the law to reform the public administration will impact the 

public at large (by simplifying administrative procedures and ensuring the certainty 

of the rules and response times), businesses (by supporting productive investment) 

and public services (by eliminating inefficiencies and waste). The reform of the 

public administration has prioritised the establishing of efficiency principles and the 

streamlining of state owned enterprises as well as companies that supply local public 

services, with the objective of steadily introducing criteria for competition and 

efficiency coherent with the EU dictates. 

A new taxation system and reduced fiscal pressure 

The government's long-term strategy also envisions a significant reform of the 

taxation system, including for the purpose of reducing fiscal pressure. This has been 

achieved mainly by completing the implementation of the enabling law for fiscal 

reform, through which the government has committed to establishing a more 

equitable, transparent, simplified and growth-oriented system.  

In recent months three delegated decrees were approved concerning electronic 

invoicing, abuse of the law, and international expansion of businesses. Five more 
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decrees have been added through which the Government has completed the 

implementation of the tax reform. They focus on: reorganization of the fiscal 

agencies; monitoring of tax evasion and revision of tax expenditures; revision of the 

sanctions system; revision of the discipline of rulings and tax litigation; simplification 

and rationalization of tax collection rules. 

Provided that it is compatible with public finance objectives, on a gradual and 

permanent reduction of taxation is envisaged, with the aim of reinforcing citizens 

and business confidence. 

From 2016 the Government will revise the property tax on residential and 

productive immovable property, with a twofold objective: alleviating the tax burden 

on households and, indirectly, supporting the recovery of employment in the building 

sector (which has been very hard hit by the economic crisis). Parallel to the 

improvement in GDP, the acceleration of the tax cuts will also include a reduction of 

corporate income tax planned for 2017. 

In confirming this approach, the labour market reform flanks to the 

introduction of new types of contracts a cut of the tax wedge and fiscal relief 

measures that provide an incentive for businesses to adopt the contracts. Significant 

efforts undertaken in this regard led to the completion of the implementation of the 

Jobs Act in mid-2015, and the structural revision of the Italian labour market. The 

reduction of the taxes on labour (in line with recommendations of all international 

institutions, and in particular, the European Commission) has made it possible to 

improve Italy's competitiveness and is part of taxation cuts that are sustainable and 

consistent with budget measures.  

The spending review is an essential part of this action, and in this regard, it is 

part of the government's effort to achieve continuous improvement in spending from 

the perspective of (i) greater efficiency and (ii) better allocation of the resources to 

initiatives consistent with economic policy over the long term. The forthcoming 

Stability Law will continue in this direction, with measures for the containment of 

public expenditures. 

Relaunching investments and firms competitiveness  

The policies focused on the relaunching of productive investment (especially, 

investments in innovation), those concentrating on the modernisation of corporate 

finance, and those directed toward reinforcing the international protection of the 

productive fabric have turned out to be fundamental drivers of economic growth and 

the growth of employment.  

To reinforce such approach it is essential to delineate a regulatory framework 

to solve the issue of non-performing loans. This effort will be accompanied by other 

measures designed to reinforce the Guarantee Fund and to support research and 

investment. The government has amended the rules for the deductibility (for the 

purpose of corporate income taxes and regional tax on productive activity) of the 

write-downs in the values of loans and loan losses for banks, financial institutions and 

insurance companies. These measures provide an essential incentive to lenders to 

dispose non-performing credits, and thus to increase the lenders' margins for granting 

new credit.  

Solving the problem of businesses' limited access to credit requires initiatives 

on various fronts. In this regard, the bankruptcy law addresses the difficulties that 

businesses experienced in the years of the crisis, facilitating the access to credit in 

the event of pre-bankruptcy settlements with creditors (concordato preventivo), 
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reviewing the agreements for debt restructuring and bankruptcy proceedings. The 

reform allows for limiting economic losses due to business crises, and where possible, 

to restore business activity, with benefits at employment level as well.  

The new framework for the governance of cooperative banks and banking 

foundations will be outlined by the end of 2015, as part of an overall reform of the 

banking sector designed to make investment in Italian banks more attractive, to 

facilitate business combinations and sector consolidation, and to stimulate efficiency 

and the competitiveness, with measures that will also affect the competitive 

environment.  

The government has already taken action to support private investment, with 

the financial and regulatory measures contained in the ‘Finance for Growth’ 

initiative. However active participation in the country's development is still 

necessary by the public sector, both with additional resources and the administrative 

capacity to complete infrastructure projects and enhance the value thereof. In this 

regard, financial resources have been recovered and earmarked for specific 

initiatives to build and develop the network of physical and digital infrastructures 

that is essential to Italy's future. The Ultra Broad Band operational programme will 

be a direct beneficiary of these resources, with an appropriation of €2.2 billion that 

will allow for getting started with implementation immediately. 

Within a broader based strategy for the recovery of the Italian economy's 

competitiveness, the Strategic Plans for Ports and Airports play a fundamental role: 

measures included in these plans will allow efficiency recovery in the related sectors 

while actively contributing to the development and cohesion of the Southern 

Regions. 

Completing the reforms: justice system, Simplification Agenda and 

privatisations measures 

The measures referring to the justice system, the fight against corruption, and 

administration simplification complete the framework directed to facilitating the 

business environment. The completion of the reform of the civil and criminal justice 

system is an essential step in closing the efficiency gap that has adversely impacted 

both the public at large and businesses. Greater productivity of the judicial system 

has been pursued through changes in laws and regulations that have led to the 

gradual reduction of the civil case backlog, and of the tax disputes. Lastly the 

introduction of the digital civil trial resulted in estimated savings for €48 million per 

year, and 50 per cent reduction in the timing for issuance of injunctions.  

Over the past year, the efforts to reduce administrative charges have gained 

further momentum. As evidence thereof, as of 31 August 2015, some 90 per cent of 

the deadlines provided for the Agenda for Simplification and the related detailed 

plans had been met. From the measures provided by the Agenda, it will be possible 

to start to concretely implement Italy's Digital Agenda. Noteworthy in this regard is 

the definition of the measures soon to be adopted with respect to the healthcare 

file, with the aim of contributing to the improvement of all health care activities.  

The government's strategy for fiscal consolidation is also based on an 

extraordinary plan for the value enhancement and sale of real estate, which, 

together with the sale of shareholdings, is aimed at securing additional resources for 

reducing the public debt and financing investment. 
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TABLE II.1-1   REFORM TIMETABLE 

Policy Area Done In progress Impact on GDP Timetable 

 

Institutions 

Electoral Law Chamber of Deputies (L. no. 
52/2015). 

 - May 2015 

 Reform of the Constitution  - 2016 

 

Labour market and 
social policies 

Enabling Law on market reform (L. 
183/2014). 

 

In 2020: 0.6%; 
in long term: 1.3% 

December 
2014 

Enabling legislative decrees on: standard 
open-ended contract (Lgs. D. 23/2015); 
new unemployment benefit scheme (Lgs. D. 
22/2015). 

 March 2015 

Enabling Legislative Decree on: work-life 
balance (Lgs. D. 80/2015); Code of labour 
contracts (Lgs. D. 81/2015). 
 

 June 2015 

Enabling Legislative Decree on: wage 
supplementation scheme (D.Lgs. 
148/2015); simplification of procedures 
and equal opportunities (D.Lgs. 151/2015); 
National Agency for Safety and Health at 
Work (D.Lgs.149/2015). 

 
September 

2015 

National Employment Agency and active 
labour market policies (D.Lgs. 150/2015). 

Adoption of the statute for the 
National Employment Agency and 
election of its president (October 
2015). Definition of the strategy 
implementing the new active labour 
market policies and agreements with 
the regions necessary under the 
current Constitutional framework 
(November 2015-Jannuary 2016). 
Implementation of the active labour 
market policies strategy according to 
the regional agreements and issuance 
of activation vouchers to unemployed 
individuals within a competitive quasi-
market system (February 2016). 

September 
2015 

(implementatio
n October 2015 

- February 
2016) 

 
Agreement on the second level 
contractual bargaining. 

- By spring 2016 

 

Justice 

Reform of civil justice (D.L. no. 132/2014, 
cvt. in L. no. 162/2014). 

 
In 2020: 0.1%; 

in long term: 0.9% 
November 

2014 

Reform of criminal justice (D.L. no. 92/2014 
cvt. L. no. 117/2014). 

 - August 2014 

 

Enabling bill on: strengthening special 
courts for companies and special 
courts for human rights and family 
related issues; rationalisation of civil 
trial; revision of proceedings stages. 

- March 2016 

 
Bill on revision of penal code, penal 
proceedings, and certainty in the 
length of proceedings.  

- 
December 

2015 

 Bill against organised crime.  - March 2016 

 
  



DRAFT BUDGETARY PLAN 2016 - STRUCTURAL REFORMS 

MINISTERO DELL’ECONOMIA E DELLE FINANZE 27 

 

TABLE II.1-1 REFORM TIMETABLE (CONTINUE) 

Policy Area Done In Progress Impact on GDP Timetable 

Taxation 

Enabling Law on tax reform (L. no. 23/2014).  - March 2014 

IVA and taxation on capital gains (D.L. no. 
66/2014 cvt. in L. no. 89/2014). 

 
In 2020: -0.2%; 

in long term: -0.2% 
June 2014 

Permanent reduction of tax wedge (2015 Stability 
Law – L. no. 190/2014). 

 
In 2020: 0.4%; 

in long term: 0.4% 
December 

2014 

Enabling legislative decrees on: Fiscal 
simplification (Lgs.D. no. 175/2014). 

 

(Fiscal simplification, 
estimates are 

included in 
administrative 
simplification) 

November 
2014 

Enabling legislative decrees on: Tobacco 
products (Lgs. D. no. 188/2014); Cadastral 
committee (Lgs. D. no. 198/2014). 
 

 - 
December 

2014 

Enabling legislative decrees on: certainty of 
taxation (Lgs.D. no 128/2015);  
VAT electronic invoicing (Lgs.D. no 127/2015). 

 - August 2015 

Enabling legislative decree on:  
simplifying taxation for international 
businesses (Lgs.D. no. 147/2015) 

 - 
September 

2015 

Enabling legislative decree on: monitoring of 
tax evasion (Lgs. D. no. 160/2015); sanction 
system and litigation procedures (Lgs. D. no. 
156/2015); collecting system (Lgs. D. no. 
159/2015); reorganisation of fiscal agencies 
(Lgs. D. no. 157/2015). 

 - October 2015 

 
Reform of the taxation on properties 
and local indivisible services (IMU, 
TASI) (*) 

- 2016 

 
Measures to reduce the fiscal 
burden on businesses and 
households (*) 

- 2016-2018 

 

Privatisation 

Selling of public shares: Fincantieri (through 

CDP); CDP Reti; Trans Austria Gasleitung 

GMbH – Tag; RAIWay. 

 - 2014 

Selling of public shares: ENEL. 

Privatisation of Poste Italiane, 

ENAV, STMicroelectronics Holding, 

Ferrovie dello Stato (Grandi 

Stazioni, Cento Stazioni) 

Revenues from 

privatisation for 0.4 

p.p. of GDP in 2015, 

0.5 p.p. in 2016-2018 

period 

2015 - 2018 

 

Infrastructure 

National Strategic Plan for airports.  - August 2015 

National Plan for Ports and logistics (D.L. 

‘Sblocca Italia’ cvt. L. 164/2014) preliminary 

approval in the Prime Minister Cabinet of 3, 

July 201533. 

 - 
September 

2015 

 

Review of public procurement. 

(under examination at the VIII 

Commission of the Chamber of 

Deputies’ – A.C. 3194) 

- 
December 

2015 

 

Competition 

 Strategic ultra-broad band plan - 2015 

 Annual law on competition for 2015 
In 2020: 0.4%; 

in long term: 1.2% 
2015 

 Measures for competition (*) - 
December 

2015 

  

 
33

 The Prime Minister Decree of 26th August 2015 was endorsed by the control body no. 2104/2015 of 2nd 

September 2015.  
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TABLE II.1-1 REFORM TIMETABLE (CONTINUE) 

Policy Area Done In Progress Impact on GDP Timetable 

 

Credit 

Measure on non-performing loans and 

bankruptcy (D.L. no. 83/2015 cvt. in L. no. 

132/2015). 

 - August 2015 

 
Strengthening of Central 

Guarantee Fund for SMEs (*) 
- October 2015 

 
Enhancement of enterprise 

networks (*) 
- 2015 

Reform of ‘Banche Popolari’ 

(D.L. no. 3/2015 cvt. in L. no. 33/2015). 
 - March 2015 

 
Reforms of cooperative banks 

and Foundations34 
- 2015 - 2016 

 

Education 

‘La buona scuola’ reform (L. no. 

107/2015). 
 

In 2020: 0.3%; 

in long term: 2.4% 
July 2015 

 National Plan for Research (*) - 2015 

 
National Plan for digital 

education (*) 
- 2015 - 2018 

 

Public 

Administration 

and 

simplification 

Simplification Agenda 2015-2017: 

simplification for businesses. 
 - December 2014 

Enabling Law on reforming the Public 

Administration (L. no. 124/2015). 
 

In 2020: 0.4%; 

in long term: 1.2% 

August 2015 

(enabling decrees 

for Dec. 2015) 

 
Reform of local public services 

(*) 
- 2015 

 

Health National Healthcare Plan 2014-2016.  - July 2014 

 

Agriculture 

Measures for the milk and dairy industry 

(D.L. no. 51/2015 cvt. L. no. 91/2015). 
 - July 2015 

Implementation of the Common Agricultural 

Policy. 
 - March 2015 

 

Environment 
 Green Act  - October 2015 

 Environmental taxation (*) - 2015 - 2016 

 

Spending 

Review and tax 

expenditures 

 

Enhancing PA efficiency and 

revision of the tax expenditures 

 

In 2020:  

-0.2%; 

in long term: 0.0% 

Structural savings 

planned until 

2019 

 

Impact of measures in 2020: 1.8% 

Impact of measures in 2025: 3.0% 

Impact of reforms in long term: 7.2% 

Note: Reforms are split according to their state of advancement in two categories: i) reforms presented in Parliament for approval (in 

progress) and ii) reforms who have already completed the process of approval and have been published in the Official Journal (done). 

The reforms that have not been discussed by the Government are marked with the symbol (*). 

  

 
34

 For Foundations, Memorandum of Understanding between ACRI and MEF was signed in April 2015. 
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Reform’s implementation and legislative monitoring 

The reforms implementation is a priority for the government35. For this reason, 

the monitoring of the legislative implementation has been strengthened both in 

terms of frequency and extension of the survey, also considering the commitment 

shown by ministries to enact the measures. 

The rate implementation of the reforms of the government in office as of 

October 6, 2015 reached 68.9 per cent (see Figure II.1)36. 

As of September 14, 2015 the stock of the decrees inherited from previous 

governments (Letta and Monti), which amounted to 889 measures, fell to 261, with 

an implementation rate of 74.9 percent. 

 

FIGURE II.1-1 IMPLEMENTATION RATE OF REFORMS 

 

Note: Implementation rate calculated on the base of the terms set 

Source: Prime Minister Cabinet – Ufficio per il programma di Governo. 

 

Concerning the progress in the web based information system for monitoring 

the implementation of the measures, it should be noted that the system has been put 

in place in line with the time schedule and after a trial phase, it is now in use by all 

ministries. 

 

 

 

 
35

 For further information see http://www.programmagoverno.gov.it/  
36

 As for the Government in office, since February 22, 2014 to September 14, 2015, the approved laws 

amount to 219, 40 percent of which are legislative decrees, 43 percent bills and 17 percent decree laws. 

In the Italian Official Journal 120 legislative acts published so far, 48 percent of which does not require 

any implementation act, while 52 percent needs 532 implementing acts. 
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IV. METHODOLOGICAL NOTES 

 Two notes are provided with reference to the methods and models used for the 

estimates contained in the DBP: 

1) A note containing a brief description of the models used in the DBP37 for 

the macroeconomic framework and the impact of structural reforms;  

2) A methodological note on the forecasting criteria provided as an exhibit to 

the 2014 Economic and Financial Document, with detailed information 

supplied about the methodology, the forecasting process, and the models 

used for the macroeconomic and public finance forecasts38. 

 

IV.1 BRIEF DESCRIPTION OF THE MODELS USED  

The Italian treasury econometric model (ITEM) 

The Italian Treasury Econometric Model (ITEM) has been developed and used in 

the Department of Treasury of the Italian Ministry of the Economy and Finance. ITEM 

describes the behaviour of key aggregates for the Italian economy at a 

macroeconomic level. The model includes 371 variables (247 of which are 

endogenous), and is based on 36 behavioural equations and 211 identities. It is an 

economic quantitative analysis tool used for both forecasting (it computes medium-

term projections conditioned on the international economic framework) and 

assessing the macroeconomic impact of economic-policy measures or changes in 

international economic variables. One of ITEM's key features is the joint and explicit 

representation of the economic environment on both the demand and the supply 

side. However, the demand conditions influence the responses for the near term, 

whereas the conditions on the supply side determine the level of equilibrium of the 

economy in the medium term. 

Italian General Equilibrium Model (IGEM) 

IGEM is a medium-scale Dynamic General Equilibrium (DGE) model specifically 

designed for the Italian economy. The model, which is based on explicit 

microeconomic foundations, has been used to evaluate alternative economic-policy 

measures, to study the response to temporary shocks of a varying nature and also for 

effecting long-term analyses (structural reforms). IGEM has all of the main 

characteristics of a New Keynesian (NK) model, such as the presence of real and 

nominal rigidities, but it is extended and adapted to the Italian labour market which 

incorporates a heterogeneous mix of contracts and professional positions. This 

heterogeneity is an essential factor in pinpointing some of the key mechanisms for 

transmission of fiscal policies and the effects thereof on GDP and employment.  As a 

 
37

 For additional information, see:  

 http://www.dt.mef.gov.it/it/analisi_programmazione_economico_finanziaria/modellistica/ 
38

 In particular, see Chapters I-III. 

http://www.dt.mef.gov.it/it/analisi_programmazione_economico_finanziaria/modellistica/
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result of the flexibility with which IGEM was designed, the additional differentiation 

allows for simulating a vast array of economic-policy measures, including from a 

demand perspective, and for replicating the main stylised facts in line with current 

literature. 

QUEST III - Italy 

QUEST III with R&D is one of the latest versions of the class of Dynamic 

Stochastic General Equilibrium (DSGE) models developed by the European 

Commission. The QUEST model is a simulation tool to analyse the effects of 

structural reforms and the response of the economy to a variety of shocks or policy 

measures. In particular, the version of model used at the Department of Treasury is 

an extension of the DSGE model developed at the DG ECFIN for quantitative policy 

analysis and modified for endogenous growth. The Department of Treasury's 

simulation exercises use the version of the model calibrated for Italy, already 

employed by the European Commission in multi-country analyses of structural 

reforms. The endogenous growth version of QUEST III is particularly well-suited to 

analysing the impact of structural, growth-enhancing economic reforms in relation to 

the Lisbon Strategy. By including several nominal and real rigidities and imperfectly 

competitive markets, the model can be used, for example, to study the effect of 

policies to stimulate competition and reforms aimed at upgrading the quality of 

human capital. 

 

ORANI-IT & TERMITY - The Enormous Regional Model for Italy 

ORANI-IT is a Computable General Equilibrium model (CGE) for the Italian 

economy. ORANI-IT is a national CGE model, multi-sectoral, with a breakdown to 63 

products and 63 branches of production. The model consists of a neoclassical 

theoretical framework and a database, built on national accounts data, which 

reproduces the economy and that is imbedded in the theoretical structure of the 

model by equilibrium conditions. The model is static, designed for comparative static 

simulations, with a time horizon divided into short and long term, depending on the 

choice of the endogenous/exogenous variables. Around the core model, ORANI-IT 

presents a detailed and elaborate tax extension, which enriches the analytical 

capacity of the model, by modeling the entire spectrum of direct and indirect taxes 

of the Italian tax system. Each tax is entered into the model based on statutory tax 

rates and tying the tax bases to the relevant variables in the database. The tax 

extension includes an economy-wide framework that reproduces the current VAT 

regime through a detailed system of equations (reduced rates, exemptions, 

deductions). The model reconstructs the economic accounts of institutional sectors, 

illustrating, within an integrated approach, resources and uses of households and 

public administration and transactions with the rest of the world, thus allowing a 

detailed analysis of the behavior of economic agents and the impact of policy and 

shock may have on it. By the multi-sectoral interaction between demand and 

production and the multi-product structure, the model lends itself to simulations of 

industrial policies. The presence of a breakdown by product, sector and institutional 

agent can generate results at national and sectoral level. The tax extension makes 

ORANI-IT a powerful policy analysis instrument, capable of simulating the effect on 

the economy of alternative proposals for reform of the tax system, both regarding 
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changes in tax rates and in the tax bases. The framework of ORANI-IT is evolving and 

is part of a vast project structured over a period of several years. The next extension 

of the model scheduled for 2015 will lead to the definition of a multi-regional 

dynamic CGE model, ideal for the analysis of regional policies (TERMITY). 

 

IV.2 ESTIMATION OF POTENTIAL GDP, THE OUTPUT GAP AND 

STRUCTURAL BALANCES 

 The method used for estimating Italy's potential GDP and output gap is the one 

agreed at EU level, and is based on a Cobb-Douglas39 production function whose 

specifications are to be discussed and decided by the Output Gap Working Group 

(OGWG) which is part of the European Council's Economic Policy Committee. For 

additional details on the model, see Section III.3 of the Methodological Note40 

provided as an exhibit to the 2015 EFD.  

 The estimates in this document have been produced on the basis of the 

macroeconomic scenario contained in the Update to the 2015 EFD for the years of 

20145-201941, with a distinction made between the projections based on trend 

scenario and those based on the policy scenario. Moreover, estimates have been 

updated to take into account the recent national account release by Istat that 

occurred after the publication of the 2015 Update of EFD. The parameters reported 

in the following table were used for the computation of the Non Accelerating Wage 

Rate of Unemployment (NAWRU). The initialization priors of the trend-cycle 

decomposition model for Total Factor Productivity (TFP) have been revised to deal 

with the introduction of the 2015 capacity utilization observation calculated by the 

European Commission as an aggregate of the sectoral sentiment indicators published 

by Istat.  By adding the still provisional 2015 figure of the  capacity utilisation 

indicator  in the model, leads to a very fast and inexplicable closure of the Total 

Factor Productivity cycle in 2011-2015 coupled with an abnormal lowering of the 

level of the trend. Vis-à-vis the results of 2015 the Update of the EFD which was 

based on the priors underlying the European Commission 2015 Spring Forecasts, the 

 
39

 For additional details, see: D'Auria et al., 2010, ‘The production function methodology for calculating 

potential growth rates and output gaps, European Economy’, Economic Papers n. 420) 
40

 In this regard, see: http://www.mef.gov.it/doc-finanza-

pubblica/def/2014/documenti/Allegato_alla_Sezione_II_del_DEF_-

_Nota_metodologica_previsioni_tendenziali_.pdf 
41

 For further details on the growth sensitivity analysis, see section III.2 of the EFD 2015  Nota 

Metodologica. It has to be noted that the formula: 

𝑅𝐴
𝑐𝑎 = (

𝑅𝐶𝐴

𝑌𝐵

) ∗ (
𝑌𝐵

�̅�𝐴
̅

) ∗ [1 + 𝜀𝑅 ∗ (
�̅�𝐴 − �̅�𝐵

�̅�𝐵

)] 

has been modified as follows : 

𝑅𝐴
𝑐𝑎 = (𝑅𝐵

𝑐𝑎) ∗
�̅�𝐴

�̅�𝐵

∗ [1 + 𝜀𝑅 ∗ (
�̅�𝐴 − �̅�𝐵

�̅�𝐵

)] 

Where 𝑅𝐵
𝑐𝑎 and 𝑅𝐴

𝑐𝑎  represent cyclically-adjusted tax receipts in terms of PIL respectively in the 

baseline and in the alternative scenario; �̅�𝐵 e �̅�𝐴  are the level of potential GDP in the baseline and 

alternative scenario. Finally, 𝜀𝑅  represents the semi-elasticity of tax receipts to economic growth. 
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new initialization parameters have been modified to preserve the amplitude of the 

cycle of TFP without  impacting on the trend42. 

 

 

TABLE IV.2-1   PARAMETRI DI INIZIALIZZAZIONE PER LA STIMA DEL NAWRU 

Unchanged Policies  Policy Scenario 
 Value   Value 

LB Trend innov var 0  LB Trend innov var 0 

LB Trend slope var 0.025  LB Trend slope var 0.03 

LB Cycle innov var 0  LB Cycle innov var 0 

LB Innovation  var 2nd eq. 0  LB Innovation  var 2nd eq. 0 

UB Trend innov var 0,08  UB Trend innov var 0.085 

UB Trend slope var 0.045  UB Trend slope var 0.045 

UB Cycle innov var 0.155  UB Cycle innov var 0.15 

UB Innovation  var 2nd eq. 0.00081614  UB Innovation var 2nd eq. 0.000826688 

Exogenous 2nd eq. 0  Exogenous 2nd eq. 0 

 

IV.3 METHODOLOGICAL NOTE ON THE CRITERIA FOR FORMULATING 

MACROECONOMIC AND BUDGETARY PROJECTIONS 

See the document “Nota metodologica sui criteri di formulazione delle 

previsioni tendenziali” (in Italian only). 

 

 

 

 
42

 More specifically, vis-à-vis the Update of the EFD, the mean and the variance of the innovation 

process driving the variance of the cycle equation have been increased by almost 4 times with respect 

to the values of the 2015 Spring Forecasts. In addition, the mean and the variance of the innovation 

process driving the variance of the capacity utilisation equation have been increased by almost 5 times.  
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V. DEBT SUSTAINABILITY ANALYSIS 

V.1 INTRODUCTION 

This section provides an update of the debt sustainability analysis included in 

the 2015 EFD in April 2015, presenting methods and results that allow for an overall 

evaluation of the short-, medium- and long-term risks to Italy's public finances. The 

assessment, based on the projections of the 2015 Update of the Economic and 

Financial Document, is mainly carried out through deterministic projections of the 

debt-to-GDP ratio, but it is also accompanied by sensitivity analyses and stochastic 

methods that allow for considering the uncertainty intrinsically inherent to the 

results. 

The analysis presented hereunder shows how the achievement of the policy-

scenario objectives in the Update to the 2015 EFD will ensure the sustainability of 

Italy's public finances with respect to both short-term shocks and medium-/long-term 

risks, such as those arising from population ageing. 

V.2 SHORT-TERM SCENARIOS 

This section has three objectives. First, it is designed to present the trend of 

the debt-to-GDP ratio under the policy scenario for the 2015-2019 period, also 

highlighting the pattern of its underlying components. Second, the analysis is 

integrated by a stochastic projection of the debt-to-GDP ratio for the 2015-2019 

period in order to consider the uncertainty linked to the volatility of the underlying 

macroeconomic variables. Finally, the concept of fiscal risk is expanded to include, 

through the construction of an ad-hoc indicator, the overall risk of fiscal stress for 

the public finances in 2016.  

The trend of the debt-to-GDP ratio and its components 

From the start of the financial crisis in 2009 to 2014, the ratio of Italy's gross 

public debt to GDP rose by approximately 20 percentage points, going from 112.5 per 

cent in 2009 to 132.1 per cent of GDP in 2014. The main determinants of this 

increase were: interest expenditure; the low rate of real growth; and the level of the 

Stock Flow Adjustment, which rose in recent years as a result of i) the Italian 

financial contributions required for supporting the Euro Area (contributions to the 

Greek Loan Facility , EFSF and ESM) and ii) the payment of the past debts of the 

public administration. On the other hand, the achievement of sizeable and growing 

primary surpluses by various governments since 2011 has contributed to slowing the 

increase in the debt-to-GDP ratio (Figure V.2-1).  

During the 2015-2019 period, the government's policy scenario provides that the 

debt-to-GDP ratio will reach a high of 132.8 per cent in 2015 before gradually falling 

(in line with the European debt rule) until it reaches 119.8 per cent in 2019. This 

result is conditioned upon inflation rates (as approximated by the growth rate of the 

GDP deflator) reaching levels that are closer to the target of 2.0 per cent. In 
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addition, it is assumed that Italy's economy can return to gradually increasing levels 

of real growth over the next four years. Finally, the debt reduction is to be 

facilitated by a gradual decrease in the level of the Stock Flow Adjustment 

attributable, first and foremost, to the disposal of public assets, with the 

government counting on proceeds therefrom equivalent to approximately 1.5 per 

cent of GDP in the 2016-2018 period. In any event, Figure V.2-1 illustrates that the 

reduction of the debt-to-GDP ratio for the next few years is largely to be facilitated 

by the maintenance of a sizeable primary surplus, averaging around 3.0 per cent of 

GDP in the 2015-2019 period. Although relatively high, this average level is 

nonetheless in line with the historical average of the pre-crisis years.  

 

FIGURE V.2-1 PUBLIC DEBT DETERMINANTS (% OF GDP) 

 
 

 

Stochastic simulations of the debt trend 

In order to consider the uncertainty related to the macroeconomic forecasts 

about the yield curve and about economic growth, the deterministic projection of 

the debt-to-GDP ratio described above is integrated by several stochastic simulations 

that incorporate both the historical volatility of short- and long-term interest rates 

and the variability connected with nominal growth data43. For each year of the 

projection and for each individual shock, it is possible to identify a distribution of the 

debt-to-GDP ratio represented in probabilistic terms through a fan chart (Figures V.2-

2 and V.2-3). 

 
43

 Berti K., (2013), “Stochastic public debt projections using the historical variance-covariance matrix 

approach for EU countries”, Economic Papers 480. The simulations were carried out with the Monte 

Carlo method, using historical data for the yield curve and the nominal GDP growth rate, and applying 

interest-rate and growth shocks to the trend of the debt-to-GDP ratio under the policy scenario. These 

shocks were obtained by executing 2,000 extractions starting from a normal distribution with a zero 

average and a variance-covariance matrix observed in the 1990-2014 period. More specifically, it is 

assumed that the interest-rate shocks may be either temporary or permanent. In addition, it is assumed 

that the temporary shocks to nominal growth will also wield their effects on the cyclical component of 

the primary surplus. 
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As shown by this analysis, under the effect of temporary and simultaneous 

shocks to growth rates and interest rates (the range of which is calibrated to the past 

volatility of these variables), the debt, in line with the government's projections, will 

nonetheless continue to fall until it reaches a median value of approximately 120 per 

cent of GDP in 2019. However, there is relatively high uncertainty recorded with 

respect to the 2019 results, as shown by a difference of approximately 29 percentage 

points between the tenth and ninetieth percentiles of the resulting debt distribution. 

 

FIGURE V.2-2 FIGURE STOCHASTIC PROJECTION 
OF THE DEBT TO GDP RATIO WHITH 
TEMPORARY SHOCS 

 FIGURE V.2-3 STOCHASTIC PROJECTION OF THE DEBT 
TO-GDP RATIO WITH PERMANENT SHOCKS 

  
Note: The graphs illustrate the tenth, twentieth, fortieth, fiftieth, sixtieth, eightieth and ninetieth percentiles of the 

distribution of the debt-to-GDP ratio obtained with the stochastic simulation. 

Source: MEF own calculations 

 

In the event of a temporary shock, the trend of the debt-to-GDP ratio would 

show a decrease for the first 40 percentiles as from 2015, between the fiftieth and 

sixtieth percentiles as from 2016, and above the eightieth percentile as from 2017 

only. In any event, even with the more severe shocks (which are found above the 

eightieth percentile), the debt-to-GDP ratio would tend to stabilise after having 

reached a peak of just around 140 per cent of GDP. 

Instead, in the event of a permanent shock, the distribution of the values of 

the debt-to-GDP ratio around the baseline scenario would be broader, but with a 

debt trend that increases starting from the ninetieth percentile only.  

Overall analysis of fiscal risks in the short term 

This type of analysis is based on a series of variables, which, according to 

empirical literature, have had a past role in forecasting risks to fiscal sustainability in 

the short term. More specifically, 28 variables were considered, and clustered into 

two sub-groups: fiscal and macro-financial variables. On the basis of the methodology 

developed by the European Commission44, the analysis of the fiscal and macro-

financial variables allows for determining an indicator known as S0 that measures the 

probability of the manifestation of a fiscal or financial crisis one year after.  

The methodology underlying the calculation of the S0 indicator is linked to the 

so-called signals-approach and allows for endogenously determining the thresholds, 

for each of the variables included in the indicator, above which the probability of 

crisis becomes more concrete. Any values of S0 or of the two sub-indices (fiscal and 

 
44

 Berti, K., Salto, M. and Lequien, M., (2012), ‘An early-detection index of fiscal stress for EU 

countries’, European Economy Economic Papers n. 475. 
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macro-financial) that might exceed their respective thresholds (0.43, 0.35 and 0.45) 

are to be interpreted as signs of a growing risk in the short term.  

As illustrated by Figure V.2-4, the overall  risk in the short term has contracted 

considerably since the peak in 2012. The improvement starting in 2013 affected both 

sub-components, but was more pronounced for the fiscal sub-component. The S0 

indicator stands around a value of 0.19, which is below the overall threshold (0.43).  

The results for 2014 point to limited risk of fiscal crisis for the current year. The risk 

of a fiscal crisis seems to be under control, as illustrated by the respective indicator 

equal to 0.32, which is below the early warning benchmark (0.35). The probability of 

a financial crisis is also below the levels that would raise concerns. The indicator 

stands at 0.14 versus the respective benchmark of 0.45. 

However, considering that the optimal thresholds are common to all of the 

countries examined by the Commission, these values can only represent a preliminary 

indicator about a country's sustainability in the short term. The punctual analysis 

with respect to the individual variables that make up the S0 indicator shows that 

several critical elements linked to the high level of the public debt could emerge in 

the short term (in this regard, see the heat map presented in Table V.2-1) 

 

FIGURE V.2-4 SO INDICATOR AND SUB-COMPONENTS 

 

 
Note: For the years before 2014, the variables underlying the S0 are expressed in ESA 95.  

Source: MEF analyses; AMECO; WEO and EUROSTAT 
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TABLE V.2-1   HEAP MAP ABOUT VARIABLES UNDERLYING SO FOR 2014 

 
Note: The red and green colours respectively indicate the variables above and below the optimal threshold. The asterisks (*) 

indicate that the 2014 value is calculated as a three-year average (2011-2013) in the absence of updated data.  

Source: MEF analyses 

  

V.3 MEDIUM-TERM SCENARIOS 

Alternative scenarios and sensitivity analysis  

In this section, the projections of the debt-to-GDP ratio are extended out to 

2027. In all of the scenarios, the debt is projected from a starting point that is based 

on the most recent composition and maturity structure. The projections are carried 

out accordingly by estimating endogenously the implicit interest rate that, in turn, 

takes into account all of the assumptions about the trend of the yield curve and the 

assumptions about the primary surplus. The alternative scenarios allow for several 

iterations between macroeconomic variables so that, for example, lower growth 

rates correspond to smaller primary surpluses, and the smaller surpluses are 

associated with higher borrowing costs. 

The medium-term scenarios include:  

 

1. A baseline scenario that incorporates, for the years of 2015-2019, the rates 

of GDP growth and potential GDP growth in the policy-scenario  
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macroeconomic framework of the Update of the 2015 EFD. For the years 

after 2019, the potential GDP growth rate is projected on the basis of a 

production function model, in line with the methodology approved by the 

EPC-Output Gap Working Group; such method assumes that the variables 

related to the individual productive factors are extrapolated with simple 

statistical techniques or they converge toward structural parameters (Table 

V.3-1)45. The growth rate of the GDP deflator converges to 2.0 per cent as 

from 2022. As from 2019, the structural primary balance is to be kept 

constant at the reference level of 4.0 per cent of GDP until the end of the 

forecast horizon. For the 2015-2019 period, the yield curve is that 

underlying the Update to the EFD, whereas from January 2020, the yields 

are kept constant at the values estimated for December 2019. 

2. A pessimistic scenario that assumes GDP growth falls during the 2015-2019 

period by 0.5 percentage points in each year with respect to the baseline 

scenario. The potential GDP series for 2015-2019 is obtained by applying the 

methodology agreed at a European level to the lower growth 

macroeconomic framework. The output gap is closed as of 2022, while the 

NAWRU and Total Factor Productivity (TFP) converge in 2027 to the average 

values for the crisis period (2011-2013).  The yield curve is equivalent to 

that in the baseline scenario with an increase of 100 basis points starting 

from 2016 and through 2018. The trend in interest rates between late April 

2015 and July 2015 suggests that, despite the QE, the worsening of the 

perception of credit risk may affect the yield curve as well as the spread 

against German bonds. In 2019, the shock is reduced to 50 basis points, 

whereas the yields thereafter are assumed to converge toward the value in 

the baseline scenario.  

3. An optimistic scenario that assumes GDP growth rises during the 2015-2018 

period by 0.5 percentage points in each year with respect to the baseline 

scenario. The potential GDP series for 2015-2018 is obtained by applying the 

methodology agreed at a European level to the higher growth 

macroeconomic framework. The output gap is closed as of 2022, while the 

NAWRU and Total Factor Productivity (TFP) converge in 2027 to the pre-

crisis averages. The yield curve is equivalent to that in the baseline 

scenario with a decrease of 50 basis points starting from 2017 to 2019.  In 

the final years of the projection, the yields are assumed to be constant at 

the level of the baseline scenario. 

 

Table V.3-1 illustrates more specifically the characteristics of the shocks 

applied to the principal macroeconomic and public-finance variables underlying the 

trend of the debt-to-GDP ratio. Table V.3-2 reports the values of the main 

macroeconomic and public-finance variables in the different scenarios for the 2015-

2019 period as well as the values of convergence at the end of the medium-term 

projection horizon. 

On the basis of the macroeconomic and public-finance assumptions considered, 

Figure V.3-1 confirms the declining medium-term trend of the debt-to-GDP ratio in 

all of the scenarios. 

 
45

 For additional details about the methods for convergence to the structural values, see the 

Methodological Note of the 2015 EFD in Section III.3. 



DRAFT BUDGETARY PLAN 2016 - DEBT SUSTAINABILITY ANALYSIS 

MINISTERO DELL’ECONOMIA E DELLE FINANZE 43 

 

Though starting at a level above 130 per cent, the debt-to-GDP ratio in the 

higher growth scenario would fall rapidly to reach 78.5 per cent in 2027, 

approximately 15 percentage points below the figure for the baseline scenario. 

Instead, the debt-to-GDP ratio in the lower growth scenario would decline, but would 

reach a value of 115.6 per cent in 2027, approximately 23 percentage points above 

the figure for the baseline scenario.  

The debt rule calculated based on the forward-looking criterion would be 

respected in 2016 under both the baseline scenario and the optimistic scenario. 

When calculated on the basis of the backward-looking criterion, the rule would be 

respected as from 2018 in the high-growth scenario and as from 2024 in the baseline 

scenario. Instead, in the case of lower growth, the debt-to-GDP ratio would not fall 

in accordance with the provisions of the debt rule, and would remain above the 

benchmark for the entire period of the simulation. 
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TABLE V.3-1   SUMMARY OF MACRO FISCAL SHOCKS 

 
Higher Growth Scenario Baseline Scenario Lower Growth Scenario 

GDP 

    
 

a) +0.5 p.p. per year vs baseline 

projections in the 2015-2019 period 

a) 2015-2019 baseline 

scenario of the Update of EFD 

a) -0.5 p.p. per year vs baseline 

projections for the 2015-2019 period 

b) convergence from 2019 to 2027 

to pre-crisis averages (1991-2007) 

for NAWRU (8.9%) and TFP (0.5%)  

b) convergence to structural 

parameters such as OGWG 

T+10 (with NAWRU converging 

to 9.4%) 

b) convergence from 2019 to 2027 to 

average values for the years of the 

crisis for NAWRU (10%), and TFP 

(0.0%)  

Yield 

curve 

   

a) 50 bp reduction of yield curve 

from 2017-2019 

a) 2015-2019 Update of EFD 

baseline scenario  

a)  100 bps increase in yield curve 

from 2016 to 2018 

c) From 2020 return to the baseline 

scenario 

c) From 2020 constant yield 

curve 

c) In 2019 shock reduced to 50 bp 

and from 2020 retrun to baseline 

scenario 

Primary 

surplus 

   

a) redetermination of primary 

surplus based on elasticity 

(sensitivity analysis) in 2015-2019 

period 

a) Baseline Update of EFD 

scenario from 2015 to 2019 

a) redetermination of primary surplus 

based on elasticity (sensitivity 

analysis) in 2015-2019 period 

b) Convergence in 2022 to 

structural primary surplus of 2019 

b) Convergence in 2022 to 

structural primary surplus of 

2019 

b) Convergence in 2022 to structural 

primary surplus of 2019 

c) structural primary surplus 

constant from 2023 to 2027  

c) structural primary surplus 

constant from 2023 to 2027  

c) structural primary surplus constant 

from 2023 to 2027  

Inflation 

   

a) deflator increase as per high-

growth scenario for 2015-2019 

a) baseline scenario for 2015-

2019 

a) deflator reduction as per low-growth 

scenario for 2015-2019 

b) convergence at 2% between 

2019 and 2022 

b) convergence at 2% between 

2019 and 2022 

b) convergence at 2% between 2019 

and 2022 

c) 2023-2027: constant at 2% c) 2023-2027: constant at 2% c) 2023-2027: constant at 2% 

      
Note: For additional details about the sensitivity scenarios see the Methodological Note of the EFD 2015 in 
Section III.3 
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TABLE V.3-2   SENSITIVITY TO GROWTH AND INTEREST EXPENDITURE 1 (IN %) 

    2015 2016 2017 2018 2019 … 2027 

Nominal GDP growth 

rate 

Higher growth scenario 1.2 3.3 3.9 4.0 3.7 … 3.0 

Baseline scenario 1.2 2.6 3.3 3.4 3.1 … 2.8 

Lower growth scenario 1.2 1.9 2.6 2.8 2.5 … 2.3 

Real GDP growth 
rate 

Higher growth scenario 0.9 2.1 2.1 2.0 1.8 … 1.0 

Baseline scenario 0.9 1.6 1.6 1.5 1.3 … 0.8 

Lower growth scenario 0.9 1.1 1.1 1.0 0.8 … 0.3 

Potential GDP 
growth rate 

Higher growth scenario 0.1 0.3 0.6 0.7 0.9 … 1.0 

Baseline scenario 0.0 0.0 0.3 0.4 0.6 … 0.8 

Lower growth scenario -0.1 -0.2 0.0 0.1 0.3 … 0.3 

Net borrowing 

Higher growth scenario -2.6 -1.6 0.0 1.3 2.1 … 2.0 

Baseline scenario -2.6 -2.2 -1.1 -0.2 0.3 … 0.7 

Lower growth scenario -2.6 -2.9 -2.2 -1.7 -1.6 … -1.3 

Cyclically adjusted 
net borrowing 

Higher growth scenario -0.4 -0.5 0.3 0.9 1.3 … 2.0 

Baseline scenario -0.4 -0.9 -0.4 -0.1 0.0 … 0.7 

Lower growth scenario -0.4 -1.3 -1.1 -1.0 -1.3 … -1.3 

Primary surplus 

Higher growth scenario 1.7 2.6 4.0 5.2 6.0 … 4.8 

Baseline scenario 1.7 2.0 3.0 3.9 4.3 … 4.0 

Lower growth scenario 1.7 1.4 2.0 2.5 2.6 … 2.7 

Cyclically adjusted 
primary surplus  

Higher growth scenario 3.8 3.7 4.3 4.8 5.1 … 4.8 

Baseline scenario 3.8 3.4 3.7 4.0 4.0 … 4.0 

Lower growth scenario 3.8 3.0 3.1 3.1 2.9 … 2.7 

Implicit interest 
rate  

Higher growth scenario 3.3 3.3 3.2 3.2 3.2 … 3.4 

Baseline scenario 3.3 3.3 3.2 3.3 3.3 … 3.4 

Lower growth scenario 3.3 3.3 3.4 3.5 3.6 … 3.5 

Public debt 

Higher growth scenario 132.8 130.9 125.8 119.8 114.0 … 78.5 

Baseline scenario 132.8 131.4 127.9 127.7 119.8 … 93.0 

Lower growth scenario 132.8 132.6 130.9 128.8 127.5 … 115.6 

1)Rounding to the first decimaal point may cause the lack of consistency between the variables. 

Note: the cyclically adjusted balances for the alternative scenarios were calculated by using the semi-
elasticity of revenues (equal to 0.04) and expenditures (equal to -0.5) to economic growth, while the 
total cyclical component was calculated using the semi-elasticity of the net borrowing to economic 
growth (equal to 0.54). 
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FIGURE V.3-1 MEDIUM TERM PROJECTION OF DEBT TO GDP RATIO IN THE DIFFERENT SCENARIOS 

 
Source: MEF 

 

 

 

V.4 LONG-TERM SCENARIOS  

This section presents the results of the medium-/long-term sustainability 

analysis through the updating of i) the projections of age-related expenditures and ii) 

the traditional sustainability indicators. The timeframe of reference is extended out 

to 2060 on the basis of the methodology developed within the Economic Policy 

Committee's Working Group on Ageing (EPC-AWG). 

 

The impact of population ageing on fiscal sustainability  

Consistent with the methodological indications defined at a European level 

(EPC-AWG), Italy has traditionally developed medium-/long-term projections for five 

public expenditure items that are influenced by ageing (age-related expenditure): 

public expenditure for pensions, healthcare expenditure, expenditure for assistance 

to the elderly and the permanently disabled (long-term care, or LTC), expenditure 

for education and expenditure for social safety nets. 

Assumptions have been adopted for the 2015-2019 five-year period that are in 

line with the indications of the short-term macroeconomic framework at unchanged 

legislation for the Update of the 2015 EFD.  For the later years, the structural 

assumptions of the projection scenarios developed by the EPC-AWG 201546 have been 

reconciled with the short run macroeconomic outlook. The national accounting data 

 
46

 The demographic assumptions are those related to the EUROSTAT baseline forecast, with base year of 

2013, assumed as an integral part of the EPC-AWG baseline scenario cited above. This scenario provides 

for the following for Italy: i) net annual flow of immigrants of approximately 306,000 on average, with a 

growing profile for the first 15 years and a decreasing trend thereafter; ii) a level of life expectancy at 

2060 of 85.5 years for men and 89.7 years for women; and iii) a fertility rate of 1.61 as of 2060. 
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for GDP, pension expenditure and expenditure for social safety nets have been 

developed on a basis consistent with the new European system of national and 

regional accounts (ESA 2010). The projections for the 2015-2019 period are in line 

with those underlying the public-finance framework of the 2015 Update of the EFD. 

The projection of pension expenditure incorporates the effects of Decree-Law 

No. 65/2015, converted with Law No. 109/2015, and namely, the provision that 

implements the principles of the Constitutional Court Ruling No. 70/2015 regarding 

the unconstitutionality of de-indexing payments for pensions exceeding three times 

the minimum.  

Overall, the ratio of age-related expenditure to GDP is stable for the 2015-2060 

period, and averages around 27.8 per cent of GDP. However, in the years after 2015, 

the expenditure falls slightly before starting to rise again as of 2030, and reaching 

28.5 per cent of GDP around 2042. The aggregate age-related expenditure falls in the 

final years of the forecast, amounting to 27 per cent of GDP in 2060. 

With reference to the individual components, the ratio of pension expenditure, 

which rose during the crisis due exclusively to the decrease in level of nominal GDP, 

is projected to decrease as of 2015, due to the effects of the reform introduced with 

Law No. 214/2011.  Starting from a level of 15.8 per cent of GDP, the pension 

expenditure declines to 15.3 per cent in 2020. In the later years, with the impact of 

the retirement of the Baby Boom generation, the ratio starts growing again to reach 

a high of 15.9 per cent of GDP in 2040. During the final years of the projection 

horizon, the ratio of pension expenditure to GDP falls rapidly to reach around 13.8 

per cent in 2060.  

The projection of healthcare expenditure is carried out on the basis of the so-

called reference scenario methodology, which incorporates both age-related effects 

as well as the effects of additional explicative factors capable of significantly 

influencing the trend of healthcare expenditure. It follows that the projections of 

the ratio of healthcare expenditure to GDP initially declines for the effect of the 

cost-containment measures recently legislated, and it then starts to grow as from 

2020 to amount to approximately 7.6 per cent in the final 10 years of the forecast 

period. 

The expenditure for assistance to the elderly and permanently disabled is 

initially stable in relation to GDP. Subsequently it grows constantly reaching 1.6 per 

cent of GDP in 2060.  

The projection expenditure for social safety nets in relation to GDP goes from 

1.0 per cent in 2015, and then gradually decreases to around 0.6 per cent as from 

2030.  

Finally, the projection expenditure for education in relation to GDP presents a 

gradual reduction for the 2015-2033 period, going from an initial level of 3.7 per cent 

to 3.3 per cent of GDP.  In the later years, expenditure is projected to grow to reach 

around 3.5 per cent of GDP in 2060.  

 

Fiscal sustainability indicators  

The medium- and long-term indicators (S1 and S2) allow to assess the impact of 

implicit age-related liabilities on fiscal sustainability over the medium/long term. 

The medium-term sustainability indicator (S1) shows the increase in the 

structural primary balance to be achieved cumulatively in the years 2019 and 2020 so 

as to ensure, if the increase is maintained constant thereafter, both the achievement 
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of a debt-to-GDP ratio of 60 per cent by 2030 and to offset the age-related costs. 

The long-term sustainability indicator (S2) shows the fiscal adjustment in terms of 

structural primary balance which, if immediately realized and maintained, allows for 

complying with the intertemporal budget constraint from 2019 and over an infinite 

time horizon.  

Both indicators are based on the growth projections and fiscal targets outlined 

in the policy scenario in the 2015 Update of the EFD, and incorporate the medium-

/long-term projections of age-related expenditures. The higher and more positive 

the values of the S1 and S2 sustainability indicators, the greater will be the need for 

fiscal adjustment and thus, the greater the sustainability risk will be. Other 

conditions being equal, higher projected age-related expenditures will make the 

compliance with the intertemporal budget constraint harder as higher primary 

surpluses will be required. 

Table 4 reports the results for the S1 and S2 indicators and their components.  

In comparison with previous analyses, the value of S1 stabilises and continues to 

reflect less-than-excessive risks regarding fiscal sustainability in the medium term. As 

shown by the breakdown of S1, the value related to the component measuring the 

effort necessary to stabilise the debt-to-GDP ratio at the 2019 level continues to be 

negative (equal to -3.1 points of GDP). Instead, the component that negatively 

impacts the indicator is the one that measures the adjustment needed to reduce the 

ratio from its initial level to 60 per cent of GDP in 2030. This component 

contemplates a fiscal adjustment equal to 4.7 per cent of GDP. 

With reference to S2, the value related to the component that measures the 

effort needed to stabilise the debt-to-GDP ratio at the 2019 level, coeteris paribus, 

remains negative (equal to -2.4 points of GDP), thereby indicating the capacity of 

Italy's public finances, given the planned budgetary targets, to cope with the 

accumulation of interest expenditure/GDP (snowball effect) expected over the long 

term. Another component common to both S2 and S1, is the one that measures the 

additional fiscal adjustment needed to cover the increase in age-related 

expenditures. In Italy's case, this adjustment remains close to zero or is even 

negative, and thus indicates that the budgetary impact of age-related expenditures 

appears to be fully under control over the medium and long term.  

It is possible therefore to conclude that the fiscal consolidation planned by the 

government for the 2015-2019 period can be considered appropriate for ensuring the 

sustainability of the public finances in the medium and long term. 

 

TABLE V.4-1   SUSTAINABILITY INDICATORS (POINTS OF GDP) 

   
NDA2015 PS 2015 NDA 2014 PS 2014 

S1 Indicator 
      Total adjustment 

 
1.7 1.9 1.7 0.3 

of which: 
      Initial budgetary position 

 
-3.1 -2.8 -2.6 -3.6 

Cost of delaying 
adjustment 

 
0.0 0.0 0.1 0.0 

Debt requirements 
 

4.7 4.7 4.6 4.4 

Ageing costs 
  

0.1 0.1 -0.5 -0.6 

       S2 Indicator 
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Total adjustment 
 

-2.4 -2.2 -2.1 -2.7 

of which: 
      Initial budgetary position 

 
-2.4 -2.2 -2.1 -2.9 

Long-term component 
 

0.0 -0.1 0.0 0.2 

       Source: MEF calculations           
 

 

Sensitivity analysis of the long-term trend of the debt  

This section contains a comparison between the projection of the debt-to-GDP 

ratio through 2060 in the baseline scenario vis-à-vis the pattern resulting from  a 

deterioration of the structural primary surplus in 2019. Such projections are obtained 

in line with the methodological indications developed at a European level by the EPC-

AWG (Chapter IV of the 2015 EFD). The main assumption is that the structural 

primary surplus will evolve in the years after 2019, moving in line with the change in 

age-related expenditures. 

In the baseline scenario, the debt-to-GDP ratio would rapidly decrease, 

reaching 60 per cent of GDP in 2040. 

In addition to the baseline scenario, this section reports the results of two 

simulations that were aimed at evaluating the robustness of the results of public 

finance sustainability in the midst of a deterioration of the structural primary surplus 

in 2019. For this purpose, the value in the baseline scenario (approximately 4.0 per 

cent of GDP in 2019) is decreased at different stages by 1.0 percentage point, to get 

it to 3.0 per cent and 2.0 per cent, respectively (Figure V.4-1). 

The trend of the public debt is significantly modified following the 

deterioration of the primary surplus, in particular for levels below 3.0 per cent of 

GDP.  More specifically, structural primary surpluses below 3.0 per cent of GDP 

would not be sufficient to stabilise the debt-to-GDP ratio at the 60 per cent 

threshold. In general, the sustainability of the debt requires the maintenance of 

sizeable primary surpluses. 
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FIGURE V.4-1 PUBLIC DEBT SENSITIVITY TO STRUCTURAL PRIMARY SURPLUS (% OF GDP) 

 
Source: MEF analyses and calculations using the Long-Term Forecast Model of the State General Accounting Department 

 

 

Simulations with respect to pension reforms 

 

As shown by the sensitivity tests presented in the preceding section, when 

based on the government's budget objectives outlined in the Update to 2015 EFD 

(namely, the achievement of the Medium-Term Objective in 2018 and its 

maintenance in the years thereafter), the long-term trend of age-related 

expenditure would not jeopardise the sustainability of the Italy's public debt, even in 

the presence of particularly adverse macroeconomic, demographic or fiscal 

conditions. It should nonetheless be pointed out that this conclusion is the by-

product of intensive pension reforms that have significantly contributed to reducing 

age-related expenditure over the past 20 years.  

Figure V.4-2 describes the implications for the debt-to-GDP ratio of the various 

pension reforms adopted from 2004 to 2011, based on a counterfactual analysis that 

recomputes the initial levels of the debt and the primary surplus under the 

assumption of the absence of the pension reform considered. All of the reforms 

considered (from 2004 to the most recent) have entailed structural effects, and have 

produced an overall reduction of the ratio of pension expenditure to GDP versus the 

forecasts at unchanged legislation, thereby impacting the present value of the 

projected expenditure flows.  
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FIGURE V.4-2 IMPACT OF REFORMS ON THE DEBT TO GDP RATIO (% OF GDP) 

 
Source: MEF analyses and calculations using the Long-Term Forecast Model of the State General Accounting 
Department 

 

As shown by the results, in the scenario without the reforms adopted as from 

2004, the debt-to-GDP ratio, after increasing in response to the ongoing retirement 

of the Baby Boom generation, would not begin to decrease until after 2040, and 

would be at levels permanently higher than those in the baseline scenario, which 

instead incorporates the financial effects of all of the reforms subsequently 

implemented. 
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