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LAST MONTH IN BRIEF

The Ministry for Enterprises and Made in Italy organises the first technical
meeting between ltaly’s TIM and Elon Musk's Starlink to facilitate the
coexistence in ltaly of Starlink’s high-speed internet service with TIM’s
existing activity, and overcome issues related to potential signal interference

The Council of Ministers approves the “Documento di Economia e Finanza
(DEF)”, which forecasts an increase in the budget deficit by 1.9 percent due to
a costly, Covid-era fiscal bonus for refitting buildings (“superbonus”) (see
Deep Dive 1)

Tensions mount between car manufacturer Stellantis and the Ministry of
Enterprise and Made in ltaly in relation to the company's reluctance to
increase production in ltaly (see Deep Dive 2)

The EU’s Chips Joint Undertaking approves the Linea Pilota project in the

Etna Valley (Catania), a research centre for advanced microchips to be
launched in the framework of the EU Chips Act, another step in ltaly’s
semiconductor strategy after the recent announcement of Silicon Box’s
investment (see Deep Dive 1in our March brief)

The ltalian Parliament approves the latest NRRP bill, introducing some
governance changes and the new Transition 5.0 plan to boost digitalisation

and innovation in ltalian industry

The Council of Ministers introduces a draft law on Artificial Intelligence that
contains further details on ltaly’s approach to Al and the provisions to
implement the EU’s Al Act (see Deep Dive 2 in the March brief). The text must

now undergo Parliamentary examination

The Council of Ministers approves a decree to align the use of EU cohesion

funds to the changes in the NRRP and another one to offer fiscal benefits for

low-salary employees with at least one child


https://www.mimit.gov.it/it/notizie-stampa/concluso-il-primo-tavolo-di-confronto-tra-tim-e-starlink
https://www.gruppotim.it/en.html
https://www.starlink.com/
https://www.bloomberg.com/news/articles/2024-04-01/musk-s-starlink-faces-obstruction-from-phone-carrier-in-italy-high-speed-rollout?embedded-checkout=true
https://www.mef.gov.it/inevidenza/Approvato-il-Def-2024.-Giorgetti-debito-pubblico-condizionato-dai-riflessi-del-superbonus/
https://commission.europa.eu/projects/superbonus-strengthening-ecobonus-and-sismabonus-energy-efficiency-and-building-safety_en
https://www.reuters.com/business/autos-transportation/italy-government-chides-stellantis-over-polish-made-alfa-romeo-milano-2024-04-11/
https://www.chips-ju.europa.eu/
https://www.mimit.gov.it/it/notizie-stampa/chips-urso-ok-ue-a-linea-pilota-a-catania-italia-conferma-leadership-sui-semiconduttori
https://leap.luiss.it/wp-content/uploads/2024/04/Monthly-Brief-on-the-Italian-Political-Economy-March-2024.pdf
https://leap.luiss.it/wp-content/uploads/2024/04/Monthly-Brief-on-the-Italian-Political-Economy-March-2024.pdf
https://www.senato.it/attualita/archivio-notizie?nid=85353
https://www.italiadomani.gov.it/content/sogei-ng/it/en/Interventi/investimenti/transizione-5-0.html
https://www.governo.it/it/articolo/comunicato-stampa-del-consiglio-dei-ministri-n-78/25501
https://leap.luiss.it/wp-content/uploads/2024/04/Monthly-Brief-on-the-Italian-Political-Economy-March-2024.pdf
https://www.governo.it/it/articolo/comunicato-stampa-del-consiglio-dei-ministri-n-79/25547
https://www.ilsole24ore.com/art/oggi-cdm-misure-lavoro-e-bonus-100-euro-AFKa2snD
https://www.ansa.it/sito/notizie/politica/2024/04/30/il-cdm-approva-la-riforma-della-coesione-e-il-decreto-ires-irpef_49813e8e-d6dc-47b7-9fc2-4b980a7eb39f.html
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DEEP DIVE1

The Government’s DEF and the constraints from the Superbonus
expenditures

In April, the Italian government published its Economic and Financial document (“DEF”),
the country’s version of the Stability Programmes. These economic documents contain
countries’ fiscal plans and play a central role in the EU’s economic and fiscal governance
as they signal their compliance with the EU’s fiscal rules. Italy’s April DEF came in a
“light” version: it only updated macroeconomic projections plus estimates of the effects
of measures already in place. It did not provide the usual policy scenario covering the
effects on the budget of measures expected to be approved over the course of the year.
The government increased the 2023 deficit estimate by 1.9 percentage points of GDP (to
7.2%). This was largely due to higher-than-expected costs from a tradable tax credit
incentive to promote improvements in buildings’ energy efficiency (so-called
“superbonus”).? Nevertheless, the deficit trajectory for the following years remained
unchanged, with an expected 4.3% for 2024 and down to a 3% target in 2026.

Commentary

ltaly’s plan was highly anticipated insofar as it signals the executive’s willingness to
comply with the new European Stability and Growth Pact (SGP) rules. The SGP
maintains - although with various changes - the Treaty’s 60% debt/GDP ratio and 3%
deficit targets (see the December 2023 brief). Three considerations stand out.

The first relates to the decision not to publish a policy scenario. Officially, this was
motivated by the fact that the new EU governance will require governments to present
detailed fiscal and structural plans only at a later stage, in September 2024. For now,
instead, the Italian government can cherish a higher-than-peers real GDP growth (0.9%
vs e.g. Germany's -0.3%). The concern, however, is the deficit. At 7.2%, it is significantly
higher than previously forecast (see the November 2023 brief)and may require corrective
measures in the short term to be brought back on track to follow the SGP’s new rules.

Second, fiscal projections reveal some optimism. A policy scenario would have to include
other announced interventions, notably the extension of income tax cuts. The choice not
to publish this scenario avoided the need to take an official stance on the impact of these
measures on the deficit. Other risks on the horizon relate to further revisions of the
superbonus’ costs and potentially slower real GDP growth (the government’s +1% 2024
forecast is in the top range of a set of economic forecasters). Even if these were not to

2 A later estimate by ISTAT - the National Statistical Institute - further worsened 2023 deficit estimates, now measured at
7.4%



https://economy-finance.ec.europa.eu/economic-and-fiscal-governance/stability-and-growth-pact/stability-and-convergence-programmes_en?prefLang=it
https://www.dt.mef.gov.it/export/sites/sitodt/modules/documenti_it/analisi_progammazione/documenti_programmatici/def_2024/DEF-2024_PDS.pdf
https://commission.europa.eu/projects/superbonus-strengthening-ecobonus-and-sismabonus-energy-efficiency-and-building-safety_en
https://economy-finance.ec.europa.eu/economic-and-fiscal-governance/stability-and-growth-pact_en
https://ec.europa.eu/commission/presscorner/detail/en/ip_24_711
https://leap.luiss.it/wp-content/uploads/2024/01/Monthly-brief-on-the-Italian-economy-December-2023.pdf
https://www.europarl.europa.eu/news/en/press-room/20240419IPR20583/new-eu-fiscal-rules-approved-by-meps
https://www.europarl.europa.eu/news/en/press-room/20240419IPR20583/new-eu-fiscal-rules-approved-by-meps
https://leap.luiss.it/wp-content/uploads/2023/12/Monthly-brief-on-the-Italian-Economy-November-2023good.pdf
https://economy-finance.ec.europa.eu/economic-and-fiscal-governance/stability-and-growth-pact_en
https://www.upbilancio.it/audizione-nellambito-dellesame-del-def-2024/
https://www.istat.it/it/files/2024/04/Istat-DEF-2024-22-aprile-2024.pdf
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materialise, the Parliamentary Budget Office warns that the current fiscal trajectory is
likely already sufficient to motivate the Commission to recommend the opening of an
Excessive Deficit Procedure.

Lastly, doubts persist as to the costs and benefits of the superbonus scheme and
therefore its medium-term impact on the country’s finances. In general, the lack of
reliable official cost estimates complicates the assessment of the measure. On the one
hand, some independent analysis, such as that from the Public Budget Observatory at
the Catholic University of Milan (published before the DEF), estimated a net cost for
public finances of over €90 billions (€114 billion gross cost, 20% of which recovered via
extra revenues). On the other hand, a proper evaluation of the measure would have to
estimate multiplier effects on economic growth, especially via larger construction
investment.® However, some considerations can already be made: 1) it is likely that the
superbonus will have limited benefits in terms of energy efficiency as it affected a small
proportion (4%) of the residential real estate stock; 2) the scheme was indeed associated
with an overperformance of the construction sector (see Figure 1) but, as it is being
phased out, it is yet to be seen whether the sector will remain resilient or experience a
contraction; 3) estimates of the multiplier effect are rather uncertain for now, but
preliminary analyses by the Bank of Italy suggest it may be lower than typically expected
for public investments. Either way, the lack of reliable measurements and forecasts on
this policy, which has received broad support across the political spectrum in the ltalian
Parliament, could arouse suspicions among international investors about ltaly’s
approach to public spending.

Figure 1: The construction sector has overperformed in ltaly
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Sources: OECD Annual National Accounts. The chart displays the excess contribution of the construction sector
to real GDP growth compared to its average contribution over the 2013-2019 period in ltaly and in the broader
Euro Area.

* Preliminary analyses by the Bank of Italy suggest that just about half of the investments which benefited from the tax
credit scheme are additional, in the sense that they would not have been undertaken absent the Superbonus.


https://www.upbilancio.it/audizione-nellambito-dellesame-del-def-2024/
https://ec.europa.eu/eurostat/statistics-explained/index.php?title=Glossary:Excessive_deficit_procedure_(EDP)
https://osservatoriocpi.unicatt.it/ocpi-Post%20mortem%20per%20il%20Superbonus.pdf
https://osservatoriocpi.unicatt.it/ocpi-Post%20mortem%20per%20il%20Superbonus.pdf
https://osservatoriocpi.unicatt.it/ocpi-Post%20mortem%20per%20il%20Superbonus.pdf
https://www.ucl.ac.uk/bartlett/public-purpose/publications/2019/aug/public-investment-fiscal-multipliers-empirical-assessment-european-countries
https://www.bancaditalia.it/pubblicazioni/interventi-vari/int-var-2023/Tommasino_audizione_29032023.pdf
https://www.oecd.org/sdd/na/
https://www.bancaditalia.it/pubblicazioni/interventi-vari/int-var-2023/Tommasino_audizione_29032023.pdf
https://www.bancaditalia.it/pubblicazioni/interventi-vari/int-var-2023/Tommasino_audizione_29032023.pdf
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DEEP DIVE 2

Italy’s challenges in the automotive industry

On 15 April, Stellantis announced that, after being put in the spotlight by the Italian
Ministry of Enterprises and Made in Italy for infringing ltaly's laws on “Italian sounding”
products, the automotive company would change the name of its new electric SUV
produced in Poland from “Milano” to “Junior”. Although apparently trivial, the episode
signals the challenges of ltaly's automotive industry and the tensions between the
Government and the main domestic producer Stellantis, formerly FIAT. The future of the
automotive industry has been central for the Ministry for Enterprises and Made in ltaly,
which has organised various initiatives to engage in a dialogue with the sector’s
stakeholders, especially Stellantis. In October 2023, the Ministry launched the so-called
Automotive Development Table, a technical advisory body involving the company. At the
beginning of April, in a series of technical meetings, Stellantis and the government
discussed the situation and prospects of the company’s key production sites. The general
goal of these institutional meetings is to find a way to enhance the industry in its entirety
and bring Stellantis back to producing at least T million cars per year in ltaly.

Commentary

Until the 2000s, Italy was among Europe’s top 5 car producers. During the last two
decades, car production in the country has plummeted. As Figure 2 shows, ltaly’s levels
of production more than halved between 2000 and 2023, despite a rising global trend in
car production until the mid-2010s. In this context, the transition towards electric
vehicles is posing further pressure to the Italian automotive sector, possibly accelerating
the trend. ltaly is facing a fundamental industrial policy challenge and strategic choice.

Figure 2: Italian vs. global car production
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Sources: Anfia and O|CA.



https://www.stellantis.com/en
https://www.reuters.com/business/autos-transportation/alfa-romeo-changes-name-new-milano-model-ease-tensions-with-italy-2024-04-15/#:~:text=MILAN%2C%20April%2015%20(Reuters),a%20vehicle%20built%20in%20Poland.
https://www.reuters.com/business/autos-transportation/italy-government-chides-stellantis-over-polish-made-alfa-romeo-milano-2024-04-11/
https://www.fiat.it/
https://www.mimit.gov.it/it/notizie-stampa/mimit-a-palazzo-piacentini-il-primo-incontro-del-tavolo-sviluppo-automotive
https://www.mimit.gov.it/it/notizie-stampa/stellantis-al-via-la-seconda-fase-del-tavolo-con-melfi-oggi-prima-riunione-per-lanalisi-dei-siti-produttivi
https://www.mimit.gov.it/it/notizie-stampa/stellantis-mirafiori-al-centro-della-seconda-riunione-per-lanalisi-dei-siti-produttivi
https://www.milanofinanza.it/news/stellantis-mimit-istituito-il-tavolo-sviluppo-automotive-con-regioni-sindacati-e-anfia-per-rilanciare-202311201146558589
https://www.oica.net/category/production-statistics/2000-statistics/
https://www.anfia.it/it/attivita/studi-e-statistiche/dati-statistici/produzione
https://www.oica.net/production-statistics/
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The core industrial policy challenge is that Italy’s automotive industrial base is still
anchored to the internal combustion engine (ICE). As such, the transition threatens two
pillars of Italy’s automotive industry. First, electric vehicles require significantly fewer
moving components than ICE due to the simpler powertrains. Without a specialisation
adjustment, therefore, weaker demand for these products will undermine ltaly’s
industrial base, which is historically specialised in developing sophisticated components
for European car producers, especially Germany. Estimates warn of around 70 thousand
jobs at risk among those producing car components. To anticipate the unfolding
scenario, the government and industry representatives should develop a pre-emptive
reconversion strategy to shield the workers and maintain a strategic position in the
sector.

Second, the government is faced with the choice of potentially revisiting the long-
standing dominant role of Stellantis in Italy. Being the only large car manufacturer in the
country, Stellantis has for a long time been a special interlocutor for the government and
the main beneficiary of public policy and economic incentives offered to the automotive
industry. However, the accelerating EV transition may change this long-standing
partnership. On the one hand, cheap Chinese EVs are putting increasing pressure on
European producers, including Stellantis, to relocate production to cheaper countries.
The decision to produce the electric SUV Junior in Poland goes in this direction.
Stellantis’ CEO Carlos Tavares also openly declared that lItaly, in order to be more
competitive, needs to further incentivise the purchase of European electric vehicles (in
February, the government launched a €950 million scheme). On the other hand, the
government’s ambition to bring back production to over 1 million vehicles per year means
that it might need to look at additional, foreign producers to bring automotive
manufacturing jobs back to Italy. The Minister of Enterprise and Made in Italy is already
in talks with Tesla and three Chinese manufacturers. In particular, the Chinese Dongfeng
Motor Group currently seems to be the player in closest contact with the ltalian
government, with a plan to bring the production of around 100 thousand cars to ltaly.
Yet, the arrival of direct Chinese competitors to Stellantis might further alienate the
European giant.” The next months will say more on whether Italy will “switch gears” on
its automotive strategy.

“ Note that Dongfeng Motor Group might be less problematic than other Chinese competitors as it already has a joint
venture with Stellantis


https://www.ft.com/content/e7e9ca0d-06a4-4710-9547-49cde48fd4b5
https://www.faistgroup.com/news/germany-largest-importer-italian-automotive-parts/
https://www.ilsole24ore.com/art/auto-attenti-transizione-rischio-20mila-posti-lavoro-AEXoXdwC
https://www.ft.com/content/72343865-d665-4803-8a3d-90b840b45684
https://www.ansa.it/english/news/business/2024/04/02/govt-has-delivered-now-stellantis-must-respond-urso_5172b47e-4fff-45a0-96e5-e69fd5250933.html
https://www.reuters.com/business/autos-transportation/italy-plans-car-sales-incentive-scheme-worth-almost-1-billion-euros-2024-2024-02-01/
https://www.bloomberg.com/news/articles/2024-02-01/stellantis-ceo-hits-back-at-meloni-saying-italy-ev-jobs-at-risk
https://www.mimit.gov.it/it/notizie-stampa/mimit-presentato-al-tavolo-automotive-il-nuovo-piano-ecobonus-per-lanno-2024
https://www.ansa.it/english/news/business/2024/04/11/stellantis-to-make-1mn-cars-or-another-maker-inevitable_e2b2277f-d628-44c3-8073-0c0b5ec99d28.html
https://www.bloomberg.com/news/articles/2024-04-16/china-s-dongfeng-in-talks-with-italy-to-make-cars-to-build-europe-hub?embedded-checkout=true
https://www.reuters.com/business/autos-transportation/stellantis-extend-production-ice-fiat-panda-city-car-2030-ceo-days-2024-04-10/
https://www.bloomberg.com/news/articles/2024-04-16/china-s-dongfeng-in-talks-with-italy-to-make-cars-to-build-europe-hub?embedded-checkout=true
https://www.bloomberg.com/news/articles/2024-04-16/china-s-dongfeng-in-talks-with-italy-to-make-cars-to-build-europe-hub?embedded-checkout=true
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GRAPH OF THE MONTH

Contributions to Real GDP growth in Italy
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Source: Istat.

ltaly’s economic growth in the post-pandemic years has been driven by two main growth
factors: investment (gross fixed capital formation) and household consumption. This
marks a net discontinuity with the past decade, both in terms of overall GDP growth and
its composition. Overall, data indicates that ltaly has outgrown the other major European
economies, largely due to the country’s expansionary fiscal policies. Investment-led
growth is associated with the effects of the government’s subsidies for building
renovations (the “superbonus”, see Deep Dive Tabove for a discussion), and the stimulus
on public investment by the Next Generation EU funds. At the same time, private
consumption has bolstered economic growth, despite losses in purchasing power,
thanks to households consuming out of the high savings accumulated during the
lockdowns in the pandemic year 2020 (during 2023 ltaly’s savings rate dropped to a
record low below 9%). As highlighted in Deep Dive 1, however, the phasing out of the
renovation bonus will likely coincide with the end of the construction sector’s strong
performance, while ltaly’s growth potential will still be limited by its structural
weaknesses in the medium term.


https://www.istat.it/en/national-accounts?data-and-indicators
https://www.ft.com/content/378ab955-eda2-4922-93aa-8eb0f8a6b7c6
https://www.ft.com/content/378ab955-eda2-4922-93aa-8eb0f8a6b7c6
https://ec.europa.eu/eurostat/databrowser/view/teina500/default/table?lang=en
https://economy-finance.ec.europa.eu/system/files/2023-05/ip214_en.pdf
https://economy-finance.ec.europa.eu/system/files/2023-05/ip214_en.pdf

