OECD Economic Surveys

ITALY

Volume 2009/8
June 2009







OECD
Economic Surveys

Italy

2009



ORGANISATION FOR ECONOMIC CO-OPERATION
AND DEVELOPMENT

The OECD is a unique forum where the governments of 30 democracies work together to
address the economic, social and environmental challenges of globalisation. The OECD is also at
the forefront of efforts to understand and to help governments respond to new developments and
concerns, such as corporate governance, the information economy and the challenges of an
ageing population. The Organisation provides a setting where governments can compare policy
experiences, seek answers to common problems, identify good practice and work to co-ordinate
domestic and international policies.

The OECD member countries are: Australia, Austria, Belgium, Canada, the Czech Republic,
Denmark, Finland, France, Germany, Greece, Hungary, Iceland, Ireland, Italy, Japan, Korea,
Luxembourg, Mexico, the Netherlands, New Zealand, Norway, Poland, Portugal, the Slovak Republic,
Spain, Sweden, Switzerland, Turkey, the United Kingdom and the United States. The Commission of
the European Communities takes part in the work of the OECD.

OECD Publishing disseminates widely the results of the Organisation’s statistics gathering and
research on economic, social and environmental issues, as well as the conventions, guidelines and
standards agreed by its members.

Also available in French

Cover illustration: © Pat O’'Hara/The Image Bank/Getty Images.
Corrigenda to OECD publications may be found on line at: www.oecd.org/publishing/corrigenda.
© OECD 2009

You can copy, download or print OECD content for your own use, and you can include excerpts from OECD publications, databases and multimedia
products in your own documents, presentations, blogs, websites and teaching materials, provided that suitable acknowledgment of OECD as source
and copyright owner is given. All requests for public or commercial use and translation rights should be submitted to rights@oecd.org. Requests for
permission to photocopy portions of this material for public or commercial use shall be addressed directly to the Copyright Clearance Center (CCC)
at info@copyright.com or the Centre francais d'exploitation du droit de copie (CFC) at contact@cfcopies.com.



http://www.oecd.org/publishing/corrigenda
mailto:rights@oecd.org
mailto:info@copyright.com
mailto:contact@cfcopies.com

TABLE OF CONTENTS

Table of contents

EXeCUtiVe SUMIMATIY . ... ..ottt ettt et ettt e 8
Assessment and recommendations ............ ... ... i i i 11
Chapter 1. The impact of the crisis and the potential for fiscal stimulus . .......... 19
The impact of the crisisonItaly ......... .. .. i 20
The outlook. . . .. o 24
Fiscal policy and the macroeConomy . ... .......uuueinii et 27
Fiscal federalism . ...... ..ot e 30
N SUML... L 31
NOtES .. e 32
Bibliography . . ..o 33
Annex 1.A1. Taking stock of structuralreforms ............... ... . ... .. .... 34
Chapter 2. Weathering the storm: the financial systeminltaly................... 37
Italian banks provide financing to the corporate sector, in particular small
and medium sized eNterPriSes. . . . ..ottt 38
The impact of the Crisis. . ... ... e 42
Recent developments .. ...... ..ottt e 50
RISKS . .t 53
Policy measures by [talian authorities ........... .. ... .. i, 55
Recommendations. ... ...ttt e 56
NOtES .. 59
Bibliography . ... ..o 60
Chapter 3. Supporting regulatoryreform. ........... ... ... ... .. ... ... 63
Low growth and the structure of the economy .......... ... .. ... ... ... ... 64
Progress in regulatory reform, 1998-2008 . . . ... ..ottt 78
Quantifying the effects of liberalisation.......... ... ... ... .. .. .. ... 80
The OECD Review of Regulatory Reform. ............ ... ... . ... . ... . ..... 82
NOtES . . 88
Bibliography . . ..o 89
Chapter 4. Towards better schools and more equal opportunities for learning. . . . .. 93
The main challenges facing Italian education. . . ........... ... ... .. oo .. 94
Containing spending in primary and secondary education .................... 106
The main drivers of educational outcomes . ........ ... ... ... i .. 111
Introducing schools’ incentives to performance. ............. ... ... .. ... .. 116
Improving teaching quality ......... .. ... 120

OECD ECONOMIC SURVEYS: ITALY - ISBN 978-92-64-05435-6 — © OECD 2009 3



TABLE OF CONTENTS

Improving transition from upper-secondary school to the labour market

and tertiary education. . . . ... ottt e 129
CONCIUSIONS. . . ¢ ettt e e e e e e 130
NOtES . . 132
Bibliography . . ... ... 133
Annex 4.A1. The determinants of PISA scores: the cross-country perspective
and a study of drivers of disparities across Italian regions.......... 137
Boxes
1.1. Spending measures in the anti-crisis packages. ........................... 30
1.2. Summary of recommendations on fiscal policy ........... ... ... ... ... .... 32
2.1. Measures to support the financial system........... ... ... .. ... ... .. ... 57
2.2. Summary of recommendations on the financial system.................... 58
3.1. The model used for the simulations .......... ... ... ... . ... 81
3.2. Key recommendations on growth-promoting regulatory reform ............. 88
4.1. Institutional responsibilities in the Italian education system:
current setting and changes under fiscal federalism . ...................... 102
4.2. The 2007 White Paper on Italian schools ......... .. .. .. .. .. ... ... .. 104
4.3. Planned legislation on schools. ........ ... .. .. i 106
4.4. An empirical analysis of determinants of educational outcomes in Italy. .. ... 111
4.5. Relation between feedback arrangements and schooling outcomes,
some results from the literature ....... ... .. ... .. i 117
4.6. Results and lessons from the first national external standard-based exam
at the end of lower-secondary education . ............c.ouuiiueinnennen... 119
4.7. Can education reform further the interests of teachers?.................... 128
4.8. Summary of the recommendations on Education. ......................... 130
Tables
1.1. Demand, outputand prices ............. ... i 26
2.1. Asset shares in the Italian financial system .......... ... .. ... .. ... ... .. 39
2.2. Assets and liabilities of the household sector . ........... ... ... . ... . ... 41
2.3. Net interest, per cent of total income; loans to customers,
percent Of @sSets . ... ..ottt 45
2.4. Funding structure of the banking system, selected countries................ 46
2.5. Italian banks assets in Central and Eastern Europe ........................ 54
3.1. Productivity growth by sector, period annual averages ..................... 69
3.2. The potential effects of improving regulation in the future ................. 82
3.3. Indicators of legal system efficiency.......... ... ... o i 84
4.1. Education expenditureinItaly........ ... .. .. 107
4.2. Determinants of teacher per studentratioltaly ............ ... ... ... ...... 108
4.3. Italy has few school or pupil evaluationtools ............................. 118
4.4. Teachers in Italy are not subject to any kind of evaluation.................. 124
4.A1.1. Descriptive statistics of the variables used in the empirical model........... 139
4.A1.2. The determinants of educational achievements, cross-country
and within country analysis.......... ... . ... . 140
4.A1.3. Robustness analysis of within country regression ......................... 143

4 OECD ECONOMIC SURVEYS: ITALY - ISBN 978-92-64-05435-6 — © OECD 2009



TABLE OF CONTENTS

Figures

1.1. Decomposition of potential growth: an international comparison ........... 21
1.2. Italian competitiVenesS . . . . oottt 22
1.3. Industrial Production has fallen steeply........ ... ... .. .. o it 22
1.4. House prices, selected countries ........... ... ... . it 23
1.5. Italian recessions since 1974. . ... ... ittt 25
1.6. Publicdebtandinterestrates. ......... ...ttt 27
2.1. Stock and bond market capitalisation as a per cent of GDP, 2007............. 38
2.2. Financial debt of non-financial corporations, % of GDP..................... 40
2.3. Bank credit default swaprates. ... ... ...t 43
2.4. Indices of regulatory oversight and restrictions ........................... 47
2.5. Growth rate of loans to non-financial corporations . ....................... 51
2.6. Credit conditions according to the Bank Lending Survey.................... 51
2.7. Average interest rates for mortgages, consumer credit and business loans.... 52
2.8. Maturity structure, bankbonds .......... ... ... 55
3.1. Measures of per capita GDP ... ... ..ttt 65
3.2. Employmentratebyage, 2007 .. ... ... ... 66
3.3. Regular and temporary employment protection legislation (EPL), 2006. . . ... .. 67
3.4. EXports in the @CONOMY. . . . .ottt e e e e 69
3.5. The stock of foreign direct investment, 2006.............c..cooviniinnen. . 70
3.6. Venture Capital as a % of GDP in OECD countries, 2007 .. ...........c..c.... 72
3.7. Business demographics, average 1998-2005. ... ... ...ttt 73
3.8. Indicators of R&D effort in OECD countries . .........c..oouuviennneunnn .. 75
3.9. Aggregate regulation (integrated PMR) and its dispersion across countries

OVET TIINIE . o .ttt e e e e 78
4.1. Ttaly has below-average PISA SCOTES ... ...ttt ittt 96
4.2. Strong disparities in educational outcomes across regions. ................. 97
4.3. Social segregation between schools may hinder social mobility

laterin life. .. ..o o 98
4.4. High expenditure per student and low educational outcomes............... 100
4.5. Efficiency in provision of education services across regions, 2003............ 101
4.6. Low completion rates in higher education and a difficult transition

tothelabourmarket . ... ... 105
4.7. Small schools and small class sizeinItaly............. ... .. .. ... ... .. 109
4.8. What matters for educational outcomes? ............ ... ..., 112
4.9. Explaining educational outcomes: the North and South are not

SO different .. ... ..o 113

4.10. Italian schools have relatively little autonomy and accountability ........... 115
4.11. Italian teachers’ wages are lower than the OECD average,
butthegap hasbeenclosing ........... .. . i 122

OECD ECONOMIC SURVEYS: ITALY - ISBN 978-92-64-05435-6 — © OECD 2009 5



This Survey is published on the responsibility of the Economic and Development
Review Committee of the OECD, which is charged with the examination of the
economic situation of member countries.

The economic situation and policies of Italy were reviewed by the Committee on
22 April 2009. The draft report was then revised in the light of the discussions and
given final approval as the agreed report of the whole Committee on 5 May 2009.

The Secretariat’s draft report was prepared for the Committee by Paul O’Brien,
Romina Boarini and Enrico Sette with statistical assistance from Annette Panzera,
Margherita Comola, Serena Fumagalli and Jens Arnold under the supervision of
Patrick Lenain.

The previous Survey of Italy was issued in June 2007.

This book has...

<< StatlLinks s

A service that delivers Excel® files
from the printed page!

Look for the StatLinks at the bottom right-hand corner of the tables or graphs in this book.
To download the matching Excel® spreadsheet, just type the link into your Internet browser,
starting with the http://dx.doi.org prefix.

If you're reading the PDF e-book edition, and your PC is connected to the Internet, simply
click on the link. You'll find StatLinks appearing in more OECD books.



http://dx.doi.org

BASIC STATISTICS OF ITALY

Area (thousand sq. km)
Agricultural area (thousand sq. km, 1995)

Population, 2007 (in thousands)
Number of inhabitants per sq. km

Population growth rate (annual growth rate, %) in 2007

Fertility rate in 2006
Life expectancy in 2006

Gross domestic product in 2008, billions €
GDP per head (2008, USD)
Gross fixed capital formation (% of GDP in 2008)

Current expenditure in 2008 (% of GDP)
Current revenue in 2008 (% of GDP)

Export of goods and services in 2006 (% of GDP)

Main export categories in 2006, as a % of total exports:

Manufactured goods
Fabric and textile goods
Chemical products
Transport equipment
Mineral fuels

Monetary unit: Euro (€)

THE LAND
301.3 Population of major cities (thousands, 20.10.2001):
165.2 Rome
Milan
Naples
Turin
THE PEOPLE
59 336 Labour force, 2008, thousands
197 Employment, 2007, thousands
0.69 In agriculture
1.35 In industry
69.8 In services

THE PRODUCTION

1572.2
30 315.6
17.0

Origin of gross domestic product in 2008
at market prices, % of total:

Agriculture

Industry

Construction

Other

THE PUBLIC SECTOR

48.7
45.8

Gross financial liabilities in 2007 (% of GDP)
General government investment in 2003
(% of total investment)

THE FOREIGN TRADE

27.9

34.6
12.5
9.7
4.7
0.3

Imports of goods and services in 2006 (% of GDP)

Main import categories in 2006, as a % of total imports:
Foodstuffs
Manufactured goods
Metal, ores and scraps
Chemical products

THE CURENCY

Currency units per USD ($), average of daily figures
2008
2009 (March)

2547
1256
1005

865

24 854
24 492
895

6 954
15 809

1.6
31.8
6.7
60

112

10.7

28.7

6.3
225
15.0
12.7

0.68
0.77



EXECUTIVE SUMMARY

Executive summary

I taly is facing a difficult period. The economy is in a sharp recession, mainly because of external
developments linked to the global financial crisis, and there is great uncertainty about the strength
and timing of the recovery. Despite a relatively healthy banking system Italy seems particularly
sensitive to both the credit tightening which has occurred in line with that in other countries and the
weakness in external demand. This sensitivity has probably been accentuated both by the poor
productivity and aggregate profitability performance of the economy over the past decade or more,
and by the weak underlying fiscal situation. An array of budget neutral measures have been taken
in the short term, but economic performance can be enhanced over the longer term by both
macroeconomic and structural policy reforms.

Fiscal policy needs to focus on two areas: improving the efficiency with which current
spending achieves its aims, and ensuring that long run trends in spending commitments are
contained. For the time being, there is no space to increase the public sector deficit beyond what is
implied by the operation of automatic stabilisers. But measures such as recent efforts to redirect
spending towards the unemployed and poorer families can both help to increase somewhat the effect
of automatic stabilisers and do something to relieve the impact of the recession on those likely to be
hardest hit. In the longer term, fiscal trends are less problematic than in many other countries thanks
to several pension reforms introduced in the past; nonetheless, the fact that full implementation of
the pension reform will need considerable determination and Italy’s high-debt starting point mean
that continuing efforts are needed.

In the financial sector, Italy’s relatively conservative banks and cautious regulation seem to
have helped avoid serious domestic problems for the banking sector in the crisis so far. But credit has
tightened nevertheless and risks remain, as in all countries. Efforts to find ways to recapitalise the
banks should continue, preferably through private finance, domestic or foreign, but not excluding
provision of public capital, although there is understandable reluctance to envisage even partial
public ownership.

Structural policies should not be forgotten, even in a crisis period. Italy can build on previous
progress in areas such as liberalisation in services. This liberalisation should be completed and
extended to other areas, for example in transport and other local services, to increase the extent to
which competition is used to improve services to customers and to raise overall efficiency. Different
parts of the public administration provide key services to the economy, whether in drafting and
implementing regulations, collecting taxes or enforcing contracts in the courts. Plans to improve
efficiency in public administration should be pursued and the use of various audit mechanisms, such
as regulatory impact analysis and public spending reviews, should be an integral part of this.

The education system in Italy is facing major change as the government has announced its
intention to rationalise expenditure in the sector and to reinforce the evaluation system; it also
intends to introduce new recruiting, initial training and incentive schemes for teachers, but definitive
measures in this area have yet to be adopted. Lack of clear information for evaluating pupil and
school performance is indeed a weakness of the current system, as is the fact that few actors in the
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EXECUTIVE SUMMARY

system, from teachers to the central administration, are held to account for poor performance.
Accountability needs to be introduced at several levels, notably for school principals and budget
managers, but also for teachers, so that those responsible for key decisions such as teacher
recruitment, class formation and teaching methods have both appropriate information on which to
judge outcomes and incentives to improve. But if principals are to be held to account, they must have
appropriate autonomy and powers of management, contrasting with the current almost complete
lack of autonomy at the school level. Given the interrelated nature of these reforms, it would be best
to introduce them as a self-contained package, rather than in a piecemeal fashion.
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