
2.12. ITALY 

Although Italy’s economy grew by 0.3% (q-o-q) in 2018-Q1, only slightly less than in the previous quarter, it did 

not fully escape the general loss of growth momentum in advanced countries. While private consumption and 

inventories continued to support the output expansion, weak investment and exports were a drag on growth. 

The near-term outlook for the manufacturing sector suggests some weakening ahead. A comprehensive view of 

leading indicators suggests that the current recovery should weaken but continue at above potential rates. Real 

GDP is expected to grow by 1.3% in 2018 before easing down to 1.1% in 2019. The forecast scenario is based 

on a no-policy-change assumption and does not incorporate the effects of legislated VAT and excise tax hikes 

envisaged for 2019 as a “safeguard clause” in the 2018 budget. 

Domestic demand is expected to remain the main growth driver amid a more challenging external environment. 

Investment is expected to pick-up, supported by favourable financing conditions and tax incentives, although 

financial market volatility reflecting global and domestic uncertainty is expected to delay some investment 

decisions in the short term. In 2019, the phase-out of tax incentives and gradually rising interest rates is forecast 

to dampen investment growth. The rise in household spending is set to continue in light of rising wages and 

employment. But higher oil prices are expected to weigh on disposable incomes and slightly dampen private 

consumption. Net exports are unlikely to make a positive contribution to growth due to the lagged impact of the 

euro’s appreciation and moderating growth in some of Italy’s main trading partners. 

Downside risks to the growth outlook have become more prominent amid heightened global and domestic policy 

uncertainty. At the domestic level, any re-emerging concerns or uncertainty about economic policies and the 

possible spillover of higher sovereign yields into corporate financing costs could worsen funding conditions and 

mute domestic demand. 

 

After averaging 1.3% in 2017, consumer price inflation is set to rise, mainly as a result of higher energy prices. 

The headline HICP index is expected to increase by 1.4% this year and by 1.6% in 2019, largely due to the effect 

of higher oil prices, which will be further amplified by a weaker euro. A stronger price increase in 2018 is 

unlikely given substantial base effects related to services. For 2019, consumer prices are expected to grow in line 

with rising commodity prices and wages, especially in the services sector. Core inflation is set to pick up 

gradually over the forecast period, in line with accelerating wage growth. 
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