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	Basic statistics of Italy, 2015 or latest year available

	(Numbers in parentheses refer to the OECD average)a

	LAND, PEOPLE AND ELECTORAL CYCLE

	Population (million)
	61.2
	
	Population density per km2
	206.0
	(36.8)

	Under 15 (%)
	14.0
	(18.3)
	Life expectancy (years)
	83.2
	(80.5)

	Over 65 (%)
	17.9
	(13.6)
	Men
	80.7
	(77.8)

	Foreign-born (%)
	9.5
	
	Women
	85.6
	(83.1)

	Latest 5-year average growth (%)
	0.4
	(0.6)
	Latest general election
	February2013

	ECONOMY

	Gross domestic product (GDP)
	
	
	Value added shares (%)
	
	

	In current prices (billion USD)
	1821
	
	Primary sector
	2.2
	(2.5)

	In current prices (billion EUR)
	1642
	
	Industry including construction
	23.5
	(26.4)

	Latest 5-year average real growth (%)
	-0.6
	(1.8)
	Services
	74.2
	(71.1)

	Per capita (000USD PPP) 
	36.1
	(40.1)
	
	
	

	GENERAL GOVERNMENT
Per cent of GDP

	Expenditure
	50.4
	(41.9)
	Gross financial debt
	159.6
	(115.2)

	Revenue
	47.8
	(39.0)
	Net financial debt
	132.6
	(75.7)

	EXTERNAL ACCOUNTS

	Exchange rate EUR per USD
	0.90
	
	Main exports (% of total merchandise exports)
	
	

	PPP exchange rate (USA=1)
	0.75
	
	Machinery and transport equipment
	35.2
	

	In per cent of GDP
	
	
	Manufactured goods
	18.5
	

	Exports of goods and services
	30.0
	(28.8)
	Miscellaneous manufactured articles
	17.9
	

	Imports of goods and services
	27.0
	(28.5)
	Main imports (% of total merchandise imports)
	
	

	Current account balance
	2.19
	(0.13)
	Machinery and transport equipment
	24.2
	

	Net international investment position
	-25.4
	
	Mineral fuels, lubricants and related materials
	16.3
	

	
	
	
	Chemicals and related products, n.e.s;
	15.3
	

	LABOUR MARKET, SKILLS AND INNOVATION

	Employment rate for 15-64year-olds (%)
	56.3
	(66.2)
	Unemployment rate, Labour Force Survey (age 15 and over) (%)
	12.1
	(7.0)

	Men
	65.5
	(74.1)
	Youth (age 15-24, %)
	40.3
	(14.0)

	Women
	47.2
	(58.5)
	Long-term unemployed (1year and over, %)
	6.9
	(2.2)

	Participation rate for 15-64year-olds (%)
	65.0
	(71.3)
	Tertiary educational attainment 25-64year-olds (%)
	17.5
	(33.6)

	Average hours worked per year
	1725
	(1766)
	Gross domestic expenditure on R&D (% of GDP)
	1.3
	(2.4)

	ENVIRONMENT

	Total primary energy supply per capita (toe)
	2.5
	(4.1)
	CO2 emissions from fuel combustion per capita (tonnes)
	5.6
	(9.5)

	Renewables (%)
	17.5
	(9.6)
	Water abstractions per capita (m3)
	898
	(819)

	Fine particulate matter concentration (PM2.5, μg/m3)
	18.3
	(14.0)
	Municipal waste per capita (kilogrammes)
	483
	(516)

	SOCIETY

	Income inequality (Gini coefficient)
	0.325
	(0.308)
	Education outcomes (PISA score, 2015)
	
	

	Relative poverty rate (%)
	13.3
	(11.2)
	Reading
	485
	(493)

	Ratio of incomes of the top 10% vs. bottom 10%
	11.4
	(9.6)
	Mathematics
	490
	(490)

	Public and private spending (% of GDP)
	
	
	Science
	481
	(493)

	Health care, current expenditure
	9.1
	(8.9)
	Share of women in parliament (%)
	31.0
	(28.6)

	Pensions 
	16.8
	(9.1)
	Net official development assistance (% of GNI)
	0.21
	(0.39)

	Education (primary, secondary, post sec. non tertiary)
	3.0
	(3.7)
	
	
	

	Better life index: www.oecdbetterlifeindex.org

	a. Where the OECD aggregate is not provided in the source database, a simple OECD average of latest available data is calculated where data exist for at least 29member countries.

	Source: Calculations based on data extracted from the databases of the following organisations: OECD, International Energy Agency, World Bank, International Monetary Fund and Inter-Parliamentary Union.




Executive summary
The economy is recovering
Growth has resumed but productivity isstillfalling
[image: graphic]StatLinkhttp://dx.doi.org/10.1787/888933453782

Italy is recovering after a deep and long recession. Structural reforms, accommodative monetary and fiscal conditions, and low commodity prices have helped the economy to turn the corner. The Jobs Act, part of a wide and ambitious structural reform programme, and social security contribution exemptions have improved the labour market and raised employment. Yet, the recovery remains weak and productivity continues to decline. Returning the banking system to health will be crucial to revive growth and private investment. More investment in infrastructure will be essential to raise productivity.

Despite ambitious reforms, doing business remains complicated, thus hindering productivity
Increasing public administration efficiency boosts firms’ productivity
[image: graphic]StatLinkhttp://dx.doi.org/10.1787/888933453790

The government has made significant progress on tackling structural impediments to growth and productivity. Yet public-administration inefficiencies, slow judicial processes, poorly designed regulation and weak competition still make it difficult to do business in Italy. Labour and capital resources are trapped in low-productivity firms, which hold down wages and well-being. Innovative start-ups and SMEs continue to suffer from difficult access to bank and equity finance, curbing incomes for many.

Reforming education and active labour market policies will improve inclusiveness
Skills are low
[image: graphic]StatLinkhttp://dx.doi.org/10.1787/888933453808

Literacy scores are low and job-skill mismatch is one of the highest among OECD countries, depressing earnings and well-being. Many workers are under-skilled in the jobs they hold, highlighting mismatches between workers’ skills and those required by employers. Improving the education system and labour market policies are crucial to raising real wages, job satisfaction and living standards. The Jobs Act and the Good School reform go in the right direction and need to be fully implemented.

	MAIN CHALLENGES
	KEY RECOMMENDATIONS

	Macroeconomic and financial policies to sustain inclusive growth

	The planned fiscal stance is appropriate. Weak economic growth, low inflation and high tax evasion are contributing to the slow reduction in the budget deficit and high public debt. Public spending restraint has partly relied on infrastructure-spending cuts.
	Continue on the path of prudent fiscal policies and prioritise spending on effective infrastructure and innovation programmes.
Increase tax revenue by enhancing tax compliance (by investing more in IT systems and human resources, extending the use of e-invoicing and lowering the threshold for cash payments); and introducing real estate taxes based on updated cadastral values.
Use additional tax revenues to gradually reduce social security contributions on permanent contracts.

	The Italian banking system features low profits and high non-performing loans. These weaknesses may discourage lending and investment. Policy has started to address these issues.
	Continue to develop the secondary market for NPLs.
As envisaged by the European Supervisory Mechanism, set gradual and bank-specific targets to reduce non-performing loans, backed up by sanctions such as additional provisions, asset sales, suspension of dividend payments and restructuring banks operations.
If public funds are needed to recapitalise distressed banks, take full advantage of EU regulations, imposing losses on equity and bondholders, and restructuring banks’ operations. Compensate retail bondholders for the losses they will incur.

	Small and poorly targeted cash transfers fail to reduce poverty rates among the young and children. 
	Fully legislate and implement the planned nationwide anti-poverty programme, target it towards the young and children and ensure it is sufficiently funded.

	Improving business conditions

	Low public administration efficiency hurts private sector productivity and social welfare.
	Continue efforts to enhance the efficiency and transparency of the public administration by: making further progress on e-services; fully implementing the broad public administration reform; amending the parts of public-administration reform blocked by the Constitutional Court and swiftly implementing them.

	Insolvency procedures are slow, costly and uncertain.
	Use debt-equity swaps more frequently by forcing creditors to share the burden of firm restructuring.

	Regulatory bottlenecks curb competition in key professional services holding back performance and reducing incentives to invest. 
	Approve the competition law under discussion by Parliament.

	Innovation and knowledge based capital are low, especially among small and medium enterprises. The venture capital industry is small. The Government has recently introduced a wide array of measures addressing these problems.
	Evaluate the effectiveness of recently introduced research and development tax credits and other fiscal incentives in terms of innovation outcomes and forgone tax receipts.
Foster the development of the venture capital industry by leveraging private funds and expertise.

	Enhancing skills and matching skills with labour market needs

	The unemployment rate is decreasing but remains high, especially among the young and long term unemployed.
	Employ more specialised counsellors and profiling tools in the public employment services.
Assess the labour market impact of job-search and training programmes and focus funding on those that are performing well.

	Workers skills are deficient. The early school leaving rate is decreasing yet remains high.
	Build partnerships between schools and businesses to create high quality work-based learning for students as envisaged by the Good School reform.

	The share of workers with tertiary education is low. Apprenticeships are underused and the share of students with working experience is low. Post-secondary vocational education and training (VET) is weak.
	Scale up post-secondary VET with strong involvement of the business sector, based on the example of Istituti Tecnici Superiori.
Establish a national body on VET involving the business sector and all key stakeholders to link the training component of VET with apprenticeships; ensure high-quality workplace training and identify skills needed in the labour market.






Assessment and recommendations1


Italy is emerging from a long and deep recession (Figure 1). Macroeconomic policies initiated by the Italian government and supportive monetary policy have contributed to the turnaround, along with lower commodity prices. The Jobs Act and social security contribution exemptions jolted the labour market, leading to rising employment and higher consumer spending. Mildly expansionary fiscal policy is supporting growth. Impressive progress has been made on the structural reform programme. Reforms in different areas, including the labour market, school system and public administration, have been passed and implemented or are in the course of implementation (Table 1). Greater focus has also been put on past reforms, with a sharp reduction in the backlog of decrees needed to implement them. The rejection of the constitutional reform in a referendum in December 2016 has heightened political uncertainty but the structural reform process must continue if Italy is to build a more inclusive society and improve growth prospects.



Figure 1. Output and productivity growth are recovering

[image: graphic]Source: OECD Economic Outlook 100 Database, projections revised as of 20 January 2017.
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Table 1. Main elements of the reform programme (cont.)



	Reforms

	Purpose of the reform

	Approved

	To be approved by





	Institutional reforms




	Electoral law

	Stronger and more stable parliamentary majority

	✓




	Constitutional reform (confirmatory referendum)

	End the perfect bicameralism and centralise local government responsibilities

	Rejected in December 2016 referendum




	Bill on the prevention of conflict of interest

	For deputies and government members

	March 2017




	Labour market and social policies




	Jobs Act

	Single open-ended contract, new unemployment benefit system (NASPI)

	✓




	ANPAL (National Agency)

	New ALMPs and agreements with regions

	✓




	Training voucher

	Conditionality of unemployment benefits on activation

	✓




	Youth Guarantee scheme

	Second phase

	✓




	Second level contractual bargaining

	Lower taxation on firm-level negotiated productivity premium

	✓




	Jobs Act for self-employed workers

	Strengthen social protection for the self-employed

	June 2017




	Single family code

	Coordination of legislation to support families

	June 2017




	Fight poverty and reorganise social services

	More funds to combat poverty (2016 and 2017 budget laws); introduction of a national anti-poverty programme 

	2017




	Law “Dopo di noi”

	Assistance for people with severe disabilities

	✓




	Plan for early-childhood educational services

	Refinancing the Plan

	✓




	Fiscal issues




	Revision of cadastral values

	Complete the reform of the cadastral system

	2017-18




	Combating tax evasion

	Monitoring of tax evasion, reorganisation of fiscal agencies

	✓




	Fiscal Federalism

	Standard requirements and fiscal rules for local governments

	✓




	Spending review

	Phase II of spending review; rationalisation of e-procurement and thresholds for independent tenders

	✓




	Privatisation




	ENAV, Poste Italiane and ENEL

	✓




	Other privatisations under consideration

	2017-18




	Justice




	Rules on corporate crisis and insolvency procedures

	Reorganisation of the insolvency law

	June 2017




	Reform of civil and criminal procedures

	Strengthening guarantees for defendants, lowering length of proceedings; reinforcing business and family courts

	June 2017




	Fighting organised crime

	Measures to fight organised crime and illicit wealth

	June 2017




	Infrastructure




	Reform of public procurement

	Strengthen ANAC role; update awarding criteria; qualification system of contracting authorities

	✓




	Ultra-Broadband Plan

	2020 target: 85% of population covered

	2017-20




	Competition and competitiveness




	2015 Annual law on competition

	2017




	2016 Annual law on competition

	2017




	Public administration




	Enabling Law on reforming the Public Administration

	Increase efficiency (through simplification and reorganisation procedures), transparency and anti-corruption

	✓




	Education – Good School Reform




	Legislative Decrees

	Review and simplification of the Single Code; training and access to secondary school teaching positions; review of vocational education courses and link them with education system; evaluation and certification of students skills; pre-school education; scholarships

	2017




	National Plan for digital school

	Digital education and innovation in education 

	✓




	Environment




	Green economy measures

	Crimes against the environment; measures for the containment of excessive use of natural resources

	✓




	Green Act Bill

	Environmental taxation; circular economy, renewables, mobility

	2017




	Waste management

	Regulatory authority and progressive transition from tax (Tarsu) to tariff

	2017




	Source: MEF (2016), National reform Programme.





Reforms, especially the Jobs Act and lower social security contributions, have started to reverse the damages the crisis inflicted on the economy and the social fabric of the country. Since the start of the crisis, real GDP per capita dropped by about 10% and is now at the same level as in 1997. Absolute poverty nearly doubled from its pre-crisis level, hitting especially hard youths and children. These developments have resulted in mixed well-being outcomes. Italy performs well in some dimensions, such as work-life balance, social connections and health status, while it ranks below the OECD average in others, such as subjective well-being, environmental quality, jobs and earnings, housing, and education and skills (Figure 2). Also, there is considerable heterogeneity across the population with some groups faring considerably better than others, especially with respect to income and wealth, and jobs and earnings. Regional dispersion in well-being is also high compared to other OECD countries (Figure 3).



Figure 2. Italy’s well-being outcomes are mixed

[image: graphic]Source: OECD Better Life Index 2016.
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Figure 3. Regional dispersion in well-being is high

[image: graphic]Note: The indicator measures the dispersion in well-being index across regions within a country; it is standardised between 0 and 1; 1 being maximum dispersion.

Source: OECD Regional Well-Being Database 2016.
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Addressing Italy’s economic and social challenges will require raising the public administration’s efficiency, improving the business environment and workers’ skills, and reducing poverty to deliver inclusive and sustainable economic growth. Against this background the main messages of this Survey are:


	A gradual recovery is underway. Changes in the fiscal-policy mix are required to boost investment and productivity and achieve a higher GDP growth rate.


	Italy has implemented many structural reforms in recent years, but raising chronically low productivity growth – which in the medium term is the only way to raise living standards – will require a more effective public administration, an improved business environment, increased innovation, stronger competition, and a better match between the demand and supply of skills.


	Prolonged weak growth and low productivity have eroded social inclusion, requiring renewed efforts to raise employment, especially of women and youth, reduce poverty, especially among youths and children, and improve skills.





The economy is recovering gradually from a deep and long recession

A self-reinforcing cycle between employment, household income and private consumption supported a modest recovery in 2015 and 2016 (Figure 4). The Jobs Act and the temporary exemptions in social security contributions for new permanent contracts, accompanied by accommodative monetary policy, have raised employment and participation rates (Figure 5). Real wage gains due to moderate nominal wage increases and persistent low consumer price inflation – reflecting the still sizeable output gap and subdued energy prices – have supported household purchasing power. Unemployment has declined and labour market participation has increased – especially among women. The youth unemployment rate has also fallen after having increased for most of the crisis, but remains high (Figure 6). Low growth in Italy’s main trade partners and geopolitical tensions in the Mediterranean area have hindered sales abroad, while weak investment has checked import growth. Overall, the pattern of the recovery differs from previous ones, which were usually driven by export growth following exchange rate devaluations (Figure 7, Panels A and B). Italy’s export performance has lagged that of other euro area countries, such as Portugal and Spain (Figure 7, Panels C and D), as a consequence of faster growth in unit labour costs, slower integration in global value chains (Figure 7, Panels E and F) and poor productivity growth.



Figure 4. Private consumption is driving the recovery

[image: graphic]Source: OECD Analytical Database; and OECD Economic Outlook Database.
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Figure 5. Labour market participation rates are increasing

[image: graphic]1. The labour force participation rate is defined as the ratio of the labour force to the working age population (15-64 year old), expressed in percentages.

Source: OECD Labour Force Statistics.
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Figure 6. The unemployment rate is declining

[image: graphic]Source: OECD Labour Force Statistics.
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Figure 7. Export is not adding to the recovery as in past recoveries

[image: graphic]Source: OECD Analytical Database; OECD Productivity Database; and Haugh, D. et al. (2016), “Cardiac Arrest or Dizzy Spell: Why is World Trade So Weak and What can Policy Do About It?”, OECD Economic Policy Papers, No. 18, OECD Publishing, Paris.
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In 2015, the Jobs Act and temporary social security contribution exemptions boosted the creation of jobs with open-ended contracts, which represented 36% of the new jobs, against 26% in 2014 (Figure 8, Panel A). Almost two-thirds of the new open-ended contracts benefited from social security contribution exemptions (Figure 8, Panel B). The reform also encouraged the transformation of temporary, atypical and apprenticeship contracts into permanent ones, reducing labour market duality. However, as social security contribution exemptions were more than halved in 2016, the number of new open ended contracts dropped markedly (Figure 8, Panel A). Sestito and Viviano (2016) show that the increase in new open-ended contracts is mostly attributable to the introduction of social security contribution exemptions.



Figure 8. The Jobs Act and social security contribution (SSC) exemptions
have jolted the labour market

[image: graphic]Source: Istituto nazionale della previdenza sociale (INPS), Osservatorio sul Precariato.
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Uncertainty and recently declining consumer confidence induced households to curtail consumption and increase savings (Figure 9, Panel A). Despite positive signs in early 2016, investment is 70% of its pre-crisis peak, and public investment has fallen to just above 2% of GDP (Figure 10). Lending to firms has been shrinking for some time (Figure 9, Panel B), especially in the construction sector whereas lending to manufacturing and services have levelled off and show some sign of improvement (Figure 9, Panel C). The latest Purchase Managers’ Index indicators for the service and manufacturing sectors indicate the perpetuation of modest output growth in the months ahead.



Figure 9. Confidence has declined but remains high while bank loan disbursements keep falling

[image: graphic]Source: OECD Economic Outlook 100 Database, projections revised as of 20 January 2017; ISTAT; and Thomson Reuters.
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Figure 10. The crisis hit investment hard and the productive capital stock is falling

[image: graphic]1. Total economy less housing.

Source: OECD Analytical Database and OECD National Accounts Database.
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The economy will continue to expand moderately

GDP is projected to grow by 0.9% in 2016 and edge up to 1% in 2017 and 2018. Uncertainties concerning the banking sector and Brexit could moderate private consumption growth in 2017. In 2018, the expiration of social security contribution exemptions for open-ended contracts will mitigate employment growth. The moderate economic expansion and credit supply constraints linked to bad loans will curb private investment. Expected low growth in the euro area and Italy’s main trading partners will keep restraining sales abroad (Table 2).


	
Table 2. Macroeconomic indicators and projections


	Annual percentage change, volume (2010 prices)



	
2013

Current prices (EUR billion)


	2014

	2015

	2016

	2017

	2018





	Gross domestic product (GDP)

	1 604

	0.2

	0.6

	0.9

	1.0

	1.0




	Private consumption

	981

	0.4

	1.5

	1.2

	0.8

	0.7




	Government consumption

	315

	-0.9

	-0.6

	0.5

	0.7

	0.5




	Gross fixed capital formation

	277

	-2.9

	1.1

	2.1

	1.7

	2.3




	Housing

	78

	-6.9

	0.3

	2.2

	0.7

	1.4




	Final domestic demand

	1 573

	-0.4

	1.0

	1.3

	0.9

	1.0




	Stockbuilding1

	-6

	0.7

	0.0

	-0.3

	0.1

	0.0




	Total domestic demand

	1 567

	0.3

	1.0

	1.0

	1.0

	0.9




	Exports of goods and services

	464

	2.6

	4.0

	1.7

	2.9

	2.9




	Imports of goods and services

	427

	3.2

	5.8

	2.2

	3.0

	2.9




	Net exports1

	37

	-0.1

	-0.4

	-0.1

	0.1

	0.1




	Other indicators (growth rates, unless specified)




	Potential GDP

	-0.2

	-0.2

	-0.1

	0.0

	0.1




	Output gap2

	-5.9

	-5.1

	-4.2

	-3.2

	-2.3




	Employment

	0.4

	0.8

	1.3

	0.9

	0.6




	Unemployment rate

	12.6

	11.9

	11.5

	11.1

	10.7




	GDP deflator

	0.9

	0.6

	0.6

	0.8

	1.0




	Consumer price index (harmonised)

	0.2

	0.1

	-0.1

	0.8

	1.2




	Core consumer prices (harmonised)

	0.7

	0.7

	0.5

	0.7

	1.2




	Household saving ratio, net3

	3.7

	3.0

	3.3

	3.5

	3.3




	Trade balance4

	2.9

	3.2




	Current account balance4

	1.9

	1.6

	3.0

	2.9

	3.1




	General government fiscal balance4

	-3.0

	-2.6

	-2.4

	-2.3

	-2.2




	Underlying general government fiscal balance2

	0.2

	0.4

	-0.1

	-0.6

	-1.0




	Underlying government primary fiscal balance2

	4.4

	4.1

	3.6

	3.0

	2.6




	General government gross debt (Maastricht)4

	131.8

	132.4

	132.8

	132.7

	132.1




	General government net debt4

	130.5

	132.6

	133.0

	132.9

	132.4




	Three-month money market rate, average

	0.2

	0.0

	-0.3

	-0.3

	-0.3




	Ten-year government bond yield, average

	2.9

	1.7

	1.5

	1.7

	1.7




	1. Contribution to changes in real GDP.


	2. As a percentage of potential GDP.


	3. As a percentage of household disposable income.


	4. As a percentage of GDP.


	Source: OECD Economic Outlook 100 Database, projections revised as of 20 January 2017.





The resolution of uncertainties surrounding the banking sector and Brexit could help restore consumer confidence, leading to faster private consumption growth than expected. Decisive progress on reducing bad loans could further improve credit-supply developments. The planned increase in public investment could also be faster and more effective than anticipated, while implementation delays would have the opposite effect. On the other hand, renewed financial market turmoil in the euro area or an aggravation of banks’ balance sheet problems could drive risk spreads higher, raise debt financing costs and require a fiscal retrenchment. Lower world trade growth would hinder exports. The refugee crisis could again intensify, straining government finance and capacity to deal with a larger influx of immigrants. Higher oil and energy prices would diminish household purchasing power, lowering private consumption. The rejection of the constitutional reform in the referendum risks slowing down the structural reform process, lowering growth prospects and making fiscal consolidation more of a challenge.


	
Table 3. Low probability events that could lead to major changes in the outlook



	Vulnerability

	Possible outcome





	Protracted political instability.

	A long period of political instability would risk halting the implementation of reforms already approved – such as the Jobs Act, for what concerns job search and training policies, the Good School and public administration reforms – and derailing the structural reform agenda.




	Intensification of geo-political tensions in the Mediterranean region and heightening of the refugee crisis.

	An increase in the already large influx of refugees would require additional resources to host them and might generate internal political tensions.




	Severe financial market and banking system crisis.

	The banking sector could require larger public support than what is already provisioned for in the context of limited fiscal space.




	Economic stagnation, higher interest rate and debt snowballing.

	Slowing down structural reforms in the context of renewed tensions and uncertainties in the euro area and slower growth in main trade partners could lead to economic stagnation and higher interest rate, resulting in a rising debt to GDP ratio.




	Further deterioration of the European banking system’s financial health.

	Aggravation of banks’ problems in some European countries could have ripple effects across the EU and beyond, engendering financial market turmoil and higher interest rates besides undermining confidence in Italian banks.




	Disorderly exit of the United Kingdom from the EU.

	A disorderly exit of the United Kingdom from the EU could erode trust in European institutions and severely hurt consumer and producer confidence, resulting in lower investment.







Stronger growth would help reduce public debt

The government is committed to fiscal sustainability and continues to reduce the deficit gradually. The 2017 budget provides diverse incentives to boost investment and innovation – especially through the Industry 4.0 Plan (Box 1) – and repeals a VAT hike that was previously scheduled for January 2017. It also lowers the corporate income tax rate from 27.5 to 24% and extends for two years social security contribution exemptions for new permanent contracts, but limits them to southern regions and to newly-hired students who have completed internships at the firm. Spending on low pensions and, to a much lesser extent, family benefits are increased. The government has asked the EU for additional fiscal leeway amounting to about 0.4% of GDP, reflecting exceptional economic circumstances linked to the recent earthquakes and the refugee crisis, which will result in a more gradual adjustment towards the Medium Term Objective of a balanced budget in 2019. In January 2017, the EU requested additional budget measures delivering a structural adjustment of at least 0.2% of GDP. The government subsequently announced it intends to adopt the necessary measures as part of a comprehensive fiscal strategy to be specified in the Economic and Financial Document to be published in early spring. Lower interest payments and the mild economic expansion will keep the headline budget deficit at 2.3% in 2017 and 2.2% in 2018, without considering the 0.2% structural adjustment requested by the European Commission.



Box 1. Main elements of the Industry 4.0 Plan

In 2016, the government launched the National Industry 4.0 Plan, which provides a range of incentives (for about EUR 13 billion) to boost innovation and skills in new technologies over 2017-20. This is the first national industry plan explicitly aiming at modernising the productive structure of the economy, following similar initiatives in other countries, such as France (Industrie du Futur), Germany (Industrie 4.0) and the United States (Manufacturing USA).

Its key elements to boost investment include:


	Hyper-depreciation scheme (introduced with the budget law of 2017): companies will be allowed to deduct 250% of the value of investments in industry 4.0 technologies which are instrumental to the digitalisation and innovation of their industrial processes.


	Super-depreciation (introduced in 2016 and enhanced in 2017): companies will be allowed to deduct from their taxable income a sum equal to 140% of the original cost of eligible equipment, machineries, software (if connected to investments in industry 4.0 technologies) and other eligible equipment.


	Strengthened R&D tax credits for 2017 by raising the share of internal R&D spending that is deductible from companies’ taxable income to 50% (from 25%) – the same as for external R&D spending – and raising the annual tax-credit celling to EUR 20 million (from EUR 5 million).


	Stronger incentives for investing in start-ups and innovative SMEs by: raising the tax credit to 30% (from 19%) of the invested capital in start-ups and innovative SMEs and raising the maximum eligible investment to EUR 1 million (from EUR 0.5 million); allowing companies to claim a tax credit equivalent to losses...
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