
Italy: Where has all the 
productivity gone?

Giuseppe Nicoletti
LUISS Lab of economic and energy transition



The productivity meltdown and its consequences

• Slowdown mid-
70s to mid-90s

• Complete stall 
end-90s to now

Strong GDP p.c. 
divergence
Negative 

spillovers on EA 
growth

Productivity stagnation GDP p.c. divergence

Worst performance in EA



Proximate causes and non-causes

Causes:
• Zero or negative growth in MFP
• Weak contribution of ICT-tangibles and, especially, intangibles
• Dismal contribution of services, especially knowledge-intensive ones
• Rapid ageing and young/highly-educated migration deficit (?)

Non-causes
• Industrial structure – mostly within-sector productivity weakness
• Between sector reallocation – contribution nil or positive
• Within-sector reallocation – contribution positive (although declining)



The demise of services

• Subpar growth 
in services

• Weak services 
contribution 
(especially KIS)

• Divergence 
from frontier

Decoupling from both France and Germany 

KIS contribution almost nil

Well below frontier and laggards drag down

Some hope from professional services?

Source: EUKLEMS&INTANProd Source: Orbis data, frontier computed on 11 EU countries

Source: Orbis data, frontier computed on  all  OECD countries



The three structural traps

• Italy found itself 
trapped in the context 
of accelerated  
globalization and 
digitalization… 

• … requiring high skills, 
upscaling, risk-taking 
innovation and GVC 
repositioning
Tragic missed 

opportunity



Low skills, small size, little innovation

Source: EUKLEMS&INTANProdSource: OECD and Eurostat

Source: Estimates  from Eurostat data, Pagano & Schivardi (2003) co-worker  approach

General and digital skills

Average firm size
(ratio to EU27)

Key intangibles



Whither productivity policies?

• Mismatch between policy settings and global developments
• Italy entered computer age with policies still in developmental mode: SOEs 

everywhere, public banks, dirigisme, little competition
• Subsequent changes in global trade and digital transition found Italy ill-

equipped and with little support from policies (e.g. education, R&D, service 
regulation, business dynamics)

• Still, Italy underwent an age of reforms since mid-90s: why wasn’t this 
reflected in productivity?

• Reforms did too little and too late (e.g. justice, competition laws, incentives, 
insolvency, education)

• Reforms suffered from flaws in design and implementation gaps (e.g. 
administrative burdens, retail trade, ALMPs, startups)



What’s next?

• Make sure NRRP will not be the next missed opportunity
• Focus of plan is on right areas: education/skills, digital adoption/innovation, 

PA efficiency, infrastructure, South
• Milestones formally achieved, however 65% of funds still to be spent by 2026!

• Are policy-makers in the right mood?
• No clear vision on how to break out of the structural traps (e.g. little focus on 

financial markets)
• No clear strategy on how to reposition Italy in technological and global 

context (e.g. emphasis on tourism…)
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