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STAFF REPORT FOR THE 2020 ARTICLE IV CONSULTATION—
SUPPLEMENTARY INFORMATION

prepared by European Department
(In consultation with other departments)

This supplement provides information that became available after the staff report was
issued on February 28, 2020.

A. Developments Related to COVID-19

1. There has been a notable rise in the number of COVID-19 cases in Italy
since mid-February. As of March 9, Italy ranked second behind China in the number of
COVID-19 cases worldwide. Over 9,000 people contracted the virus, up from three in
mid-February. The daily net inflow has been positive, exceeding 1,000 net new cases in
recent days; hence, the number of cases has risen quickly. About 80 percent of cases
are concentrated in the three largest economic regions in the North—Lombardy,
Veneto, and Emilia Romagna—constituting close to 40 percent of national GDP,
although cases have been diagnosed across ltaly.

2. The authorities moved resolutely with containment measures.
Immediately following the outbreak, some localities were quarantined, and public
health safety measures were taken. Emergency measures were expanded as the
infection spread. On March 7, in response to a further escalation in cases, several
provinces were put in lockdown. Schools and universities, various public offices, and
public gathering spaces are to be closed until early April. Companies in the services
sectors have asked their employees to work from home. As with some other countries,
a ban on exports of personal protective equipment was also imposed. On March 9, a
nation-wide lockdown was announced.

3. The authorities also announced a package of fiscal measures. On

March 5, Minister Gualtieri noted the government'’s plan to legislate one-off measures
that would increase the overall deficit by €6.3 billion in 2020. Measures include
additional funds for healthcare and civil protection, income support for workers who
have been laid off, suspension of tax payments for small- and medium-size enterprises,
and state guarantees for banks to support credit. The European Commission has been
fully supportive and acknowledged the need for flexibility in the fiscal framework.
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4. Mirroring the action in global financial markets, Italian asset valuations have fallen
sharply. As of March 9, the 10-year sovereign spread vis-a-vis German bunds rose to 228 basis
points, over 90 basis points above pre-outbreak levels (February 21). The 10-year sovereign yield
increased to around 1.4 percent. The stock market index fell 25 percent, while bank stocks fell
around 30 percent.

B. Fiscal and Economic Data Revisions for 2019

5. The 2019 fiscal deficit came in at 1.6 percent of GDP while real GDP growth was
marginally higher than preliminary estimates. These data were released after the staff report was
issued. The fiscal outcome was significantly better than the authorities’ estimate of 2.2 percent of
GDP last November. It reflects improved revenue collection, notably tax compliance efforts. As a
result, the public debt/GDP ratio remained constant, albeit through a higher tax burden. Social
benefit and public capital spending were also higher than previously estimated. Meanwhile, national
accounts revisions confirmed the contraction at end-2019. Real GDP growth in 2019 was 0.3 percent,
marginally higher than preliminary estimates and mainly reflecting a weaker contribution of imports.

C. Staff's Updated Projections

6. In view of the above developments, it is clear that growth will be lower although the
extent is likely to remain highly uncertain for some time. The spread of COVID-19 poses a major
economic challenge, including through business and public service closures, fewer working days and
lower labor supply, cutbacks in service activities such as those linked to tourism, and reduced
demand from lower consumer and business confidence. Preliminary indicators show sharp
reductions in the number of flights and travel bookings. The external environment has also
weakened. Compared to the staff report, staff have revised the growth forecast for 2020 down from
about 2 percent to about -2 percent. Given the escalated lockdown measures and the wider
outbreak across Europe, there is a high risk of a notably weaker outturn. Growth over the medium
term is projected at around 0.7 percent, although this too is subject to uncertainty about the
duration and extent of the crisis.

7. The fiscal balance projections are moderately weaker, owing to the necessary response
to, and the economic effects of, the COVID-19 outbreak. For 2020, this reflects two partially
offsetting effects. On one hand, better revenue collection that contributed to the improved 2019
outturn would, all else equal, improve the 2020 projection. On the other hand, the government’s
planned support measures and the weaker economic environment would deteriorate the fiscal
position. Altogether, staff projects an overall deficit of 2.6 percent of GDP in 2020. The deficit could be
higher, if the impact of the virus is prolonged and growth is substantially weaker. The deficit improves
slightly over the medium term, consistent with the government'’s previously announced plans.

8. Uncertainty is very high and risks to the outlook are sharply to the downside. While the
revised forecast reflects materialization of some downside risks, uncertainty remains very high on
the potential spread and impact of COVID-19. If infections continue to rise, prolonged business
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disruptions and deterioration in confidence would likely follow, resulting in a further sharp
contraction in economic activity and potentially reigniting the sovereign-bank nexus. Prolonged
weakness in key trading partners as a result of the broader global outbreak would also further
impact on the economy, just as Italy’s weakness will affect its trading partners. Correspondingly, the
public debt/GDP ratio would also worsen.

9. While the thrust of staff’s appraisal remains unchanged, staff strongly supports
the authorities’ prompt response to this health crisis. The authorities’ near-term efforts are
rightly focused on limiting and containing the deleterious human and economic effects of the
COVID-19 outbreak.

INTERNATIONAL MONETARY FUND 3



ITALY

Table 1. Italy: Summary of Economic Indicators, 2017-25
(Annual percentage change, unless noted otherwise)

Projections

2017 2018 2019 2020 2021 2022 2023 2024 2025
Real GDP 17 08 03 -06 08 0.8 0.8 0.7 0.6
Real domestic demand 1.8 1.1 -02 -06 06 0.7 0.7 038 0.6
Final domestic demand 1.5 12 04 -0.1 0.7 0.7 0.7 0.7 0.6
Private consumption 1.5 09 04 -04 08 0.7 0.7 0.7 0.6
Public consumption -0.1 01 -04 04 -0.1 0.2 03 0.3 0.3
Gross fixed capital formation 32 31 14 0.2 13 14 13 13 1.1
Stock building 1/ 02 -01 -06 -05 -0.1 0.0 0.0 0.0 0.0
Net exports 1/ 00 -03 05 00 02 0.1 0.1 0.0 0.0
Exports of goods and services 54 2.3 1.2 -1.9 53 32 3.0 28 2.8
Imports of goods and services 6.1 34 -04 20 49 3.1 29 3.1 3.0
Savings 2/ 207 209 210 208 209 211 212 213 214
Investment 2/ 181 183 180 177 177 180 182 185 187
Resource utilization
Potential GDP 04 03 03 0.1 0.3 0.5 0.5 0.6 0.6
Output gap (percent of potential) -12 -07 -07 -14 -10 -06 -04 -02 -01
Employment 12 08 06 -02 04 0.2 0.2 0.1 0.1
Unemployment rate (percent) 113 106 100 104 102 101 100 100 100
Prices
GDP deflator 07 09 09 08 09 12 14 15 15
Consumer prices 13 1.2 0.6 0.7 1.0 1.2 14 15 15
Hourly compensation 3/ 2.6 17 25 1.7 1.8 1.8 19 19 2.0
Productivity 3/ 27 04 02 -0.1 0.6 0.8 038 0.8 0.7
Unit labor costs 3/ -0.2 13 23 18 1.2 1.1 1.1 1.2 13
Fiscal indicators
General government net lending/borrowing 2/ 5/ 24 22 -16 26 24 23 22 22  -21
General government primary balance 2/ 4/ 12 15 17 07 09 0.9 0.9 0.9 0.9
Structural overall balance (percent of potential GDP) 5/ -1.8 -19 -13 -5 -18 -18 -18 -18 -17
Structural primary balance (percent of potential GDP) 4/ 1.7 17 2.1 1.8 14 13 13 13 1.2
General government gross debt 2/ 1341 1348 1348 1370 1369 136.2 1354 1343 1328
Exchange rate regime Member of the EMU
Exchange rate (national currency per U.S. dollar) 0.9 0.8 09
Nominal effective rate: CPl based (2000=100) 1009 103.8 102.8
External sector 2/
Current account balance 27 26 3.0 31 32 3.0 3.0 238 2.7
Trade balance 3.0 25 33 33 33 32 3.0 29 2.7

Sources: National Authorities; and IMF staff estimates.
1/ Contribution to growth.

2/ Percent of GDP.

3/ Inindustry (including construction).

4/ Primary revenue minus primary expenditure.

5/ For 2020, it includes a package of one-off measures (0.4 percent of GDP) in the face of the COVID-19 outbreak.

4

INTERNATIONAL MONETARY FUND




ITALY

Table 2. Italy: Statement of Operations—General Government (GFSM 2001 format), 2012-25

Projections

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025
(Billions of euros)

Revenue 7739 7757 779.5 790.7 7915 8043 8185 8414 8458 8579 8757 8939 9145 9355
Taxes 4874 4844 486.6 4903 4955 501.1 5049 5165 517.6 5260 5372 5492 5622 5753
Social contributions 2159 2154 2144 2191 2206 2256 2345 2420 241.7 2442 249.1 2542 2599 2655
Grants 29 42 52 58 13 27 18 18 18 18 18 18 18 18
Other revenue 678 717 734 754 741 750 773 810 846 859 876 887 907 929

Expenditure 821.8 8217 827.6 8329 8323 846.8 8573 870.7 893.0 9013 9182 9357 956.7 9773
Expense 8215 8213 827.0 8324 8319 8467 857.2 870.6 8929 901.2 918.1 9356 956.6 977.2

Compensation of employees 168.0 166.8 1652 1639 1664 167.2 1725 1733 1746 1776 181.1 1851 189.1 193.1

Use of goods and services 909 919 918 928 964 988 1012 100.5 101.5 102.0 103.0 1052 1075 109.6
Consumption of fixed capital 478 478 480 481 479 481 473 478 501 514 539 551 580 610

Interest 838 779 745 681 664 655 646 603 601 589 590 583 590 589

Social benefits 355.0 3634 371.3 3769 380.8 386.5 3945 4089 419.6 4288 4373 4467 456.6 466.6

Other expense 759 735 761 827 740 806 77.1 798 870 824 838 852 863 881

Net acquisition of nonfinancial assets 03 04 06 05 03 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1
Net lending/borrowing -47.8 -460 -48.1 -422 -408 -425 -388 -293 -472 -433 -425 -418 -422 -418

(Percent of GDP, unless otherwise indicated)

Revenue 476 481 479 478 467 463 463 471 472 471 472 471 472 472
Taxes 300 300 299 296 292 289 286 289 289 289 289 289 290 290
Social contributions 133 134 132 132 130 130 133 135 135 134 134 134 134 134
Grants 02 03 03 03 01 02 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1
Other revenue 42 44 45 46 44 43 44 45 47 47 47 47 47 417

Expenditure 506 510 509 503 491 488 485 487 499 495 494 493 493 493
Expense 506 509 508 503 49.1 488 485 487 499 495 494 493 493 493

Compensation of employees 103 103 102 99 98 96 938 97 98 98 9.8 9.8 9.8 9.7
Use of goods and services 5.6 5.7 5.6 5.6 5.7 5.7 5.7 5.6 5.7 5.6 55 5.5 5.5 55
Consumption of fixed capital 29 30 30 29 28 28 27 27 28 28 29 29 3.0 31
Interest 52 48 46 441 39 38 37 34 34 32 32 3.1 3.0 3.0
Social benefits 219 225 228 228 225 223 223 229 234 235 235 235 235 235
Other expense 47 46 47 50 44 46 44 45 49 45 45 45 45 44
Net acquisition of nonfinancial assets 00 00 00 00 00 00 00 00 00 00 0.0 0.0 0.0 0.0

Net lending/borrowing 29 -29 -30 -26 -24 -24 -22 -6 -26 -24 -23 22 22 -21

Memorandum items:

Primary balance 1/ 20 18 14 14 13 12 15 17 07 09 0.9 0.9 0.9 0.9
Structural primary balance 1/ 33 41 32 32 23 17 17 2.1 18 14 13 13 13 12
Change in structural primary balance 2/ 29 08 -09 00 -09 -06 00 04 -03 -04 0.0 0.0 0.0 0.0
Structural balance 2/ -16 -05 -10 -06 -13 -18 -19 -3 -15 -18 -18 -18 -18 -17
Change in structural balance 2/ 24 10 -05 04 -07 -05 -01 06 -03 -03 0.0 0.0 0.0 0.0
General government gross debt 1265 1324 1353 1353 1348 134.1 1348 1348 1370 1369 1362 1354 1343 13238

Sources: National Authorities; and IMF staff estimates.

1/ Primary revenue minus primary expenditure.

2/ Percent of potential GDP.
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