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Italy: weak labour productivity challenges
medium-term growth perspectives

Italian labour productivity has deteriorated over the past 20 years, running persistently
below the euro area average during periods of economic expansion and contraction.
Productivity growth declined since the second half of the 1990s, when it was close to
1%, to stagnate around 0% on average since 2010. This record casts doubt on the
government’s ability to achieve its implicit target of average productivity growth of
1.4% for the period 2025-2050 which also underpins targets for medium-term growth.

Looking at ltaly’s past labour productivity dynamics from 1995 to 2019, we highlight the
differences in productivity and productivity growth between northern, central and southern
Italian regions. We also look at the effective increase in productivity growth that the three
regions should achieve over the next 30 years to reach the long-term average productivity
growth rate assumed by the government in its baseline macro-economic scenario
underpinning medium- to long-term pension and health-care projections.

Figure 1: Italy’s annual labour productivity vs euro area, values indexed to 1995
GDP-per person-employed
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Source: Istat, DG ECFIN AMECO, Scope Ratings

The main takeaways from our analysis are:

» The north-south and north-centre productivity gaps have continued to widen since 1995.
Conversely, productivity levels of central and southern regions have converged, mostly
due to the centre becoming relatively less productive rather than the south catching up.

» Growth rates have not exceeded 1.0% over five years since the 1990s. They remained,
on average, around 0% for the 10 years pre-Covid in all three regions. Italy’s productivity
growth averaged 0.84pp less than that of the euro area over the past 20 years.

» Achieving the government’s assumed long-term productivity growth of around 1.4%
would require a persistent productivity increase between 1.2pp and 1.4pp, on average,
over the next 30 years for all regions; a level not observed since the 1990s.

» While Next Generation EU funds of EUR 192bn over 2021-26 could provide an
important boost, together with the European structural and cohesion funds, the scale of
the challenge and the need to sustain the reform momentum after next year’s election,
cast doubt over the realisation of the ambitious productivity assumptions.
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Italy: weak labour productivity challenges medium-term
growth perspectives

“Three Italy’s”: High productivity levels, but slow growth in the
north, while levels and growth are low in the centre and south

National and regional levels of GDP-per-person employed were higher in 1995 compared
to 2019 (Figure 2). However, the regional developments varied greatly, and disparities
persist, even increased, over timel. In the north, labour productivity has remained the
highest, with the gap to the rest of Italy higher today compared to 20 years ago. In fact, the
north-south gap in GDP per person employed widened from EUR 17.500 in 1995 to EUR
20.100 in 2019, while the north-centre gap also widened from EUR 5.100 to EUR 8.200.
Critically, this widening gap is not because the north improved its productivity levels, but
rather due to productivity declining in the rest of Italy (Figure 2).

Similarly, productivity levels of central and southern regions converged somewhat, due to
the centre becoming relatively less productive, rather than the south increasing its levels
of productivity. This reflects weaknesses related to infrastructural gaps, the inefficiency of
the public administration, labour market rigidities and low investments in human capital that
weigh more heavily on the centre and south, despite reforms attempted over past decades.

Looking at productivity growth rates, they were at or above 1% on very few occasions over
a five-year period only, specifically, in the late 1990s when southern productivity growth
was boosted by significant regional policy interventions conducted in the previous years by
the state-owned agency Cassa del Mezzogiorno?. Since 2010, however, with institutional,
social and economic challenges still not addressed, productivity rates in all three Italian
geographical areas have stagnated at around 0%, including in the north (Figure 3).

Figure 2: Italy’s labour productivity levels by geographical Figure 3: Italy’s five-year labour productivity growth rates
area, 1995 vs. 2019
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Estimated long-term productivity rates challenging to achieve

According to the latest long-term growth projections of the Italian Ministry of Finance, higher
productivity in the next years will result in a moderate economic growth rate. Long-term
spending forecasts for pensions and healthcare?, in fact, are based on an estimated
average productivity rate of 1.4% over 2025-2050, gradually stabilising around 1.5% from
2050 onwards. This implied productivity growth is needed to reach an average 1.3% GDP
growth over the same horizon given ltaly’s declining working age population (Figure 4).

1 EU Commission, “2022 Country Report — Italy”, Staff Working document, 23 May 2022
2 Foundation for European Progressive Studies (FEPS), “Unequal Italy: Regional socio-economic disparities in Italy” (2017)
¥ MEF-Ragioneria dello Stato, “Le tendenze di medio-lungo periodo del sistema pensionistico e socio sanitario”, Rapporto n.22 — Nota di aggiornamento dicembre 2021
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Such an ambitious implicit productivity target seems at odds with the historical trends
observed for the Italian labour productivity over the past 20 years: northern, central and
southern regions, in fact, did not show signals of improvement during the last five years,
when they continued recording labour productivity growth of around 0% or slightly higher.

Reaching an average 1.4% long-term productivity growth remains challenging for Italy:
Specifically, this would imply an average annual increase in productivity growth by 1.2pp
for the north, 1.4pp for the centre and 1.2pp for the south over the next 30 years. As stated,
these growth rates were last observed in the 1990s.

Figure 4: Italy’s real GDP and productivity growth rates’ long-term forecasts, %
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Nb. Refers to 5-year growth projections. Source: MEF, Scope Ratings

RRF: a historical opportunity facing political constraints

The implementation of the National Recovery Plan endorsed by the EU will provide Italy
with EUR 191.5bn of resources to facilitate a more stable and long-lasting recovery. Italy
thus has the opportunity and incentive to implement several reforms and investments to
address its challenges, including the green and digital transitions, but also to strengthen
its economic and social resilience while addressing long-standing structural problems.

More cohesive and homogeneous economic growth, reversing a history of poor
productivity and overcoming regional divergences are fundamental for Italy to meet long-
term challenges, including adverse demographic trends and sustaining high public debt.
About 40% of the Recovery Plan’s funds are earmarked for the economic and social
development of southern regions. However, the government cannot rely only on the
Recovery Plan to boost southern economic growth and productivity. Continued central
government intervention and investment are vital as is deploying European structural and
cohesion funds estimated at around EUR 43bn over a multi-year period.

The EU Commission expects Italy’s real GDP to be around 1.5%-2.5% higher by 2026 and
about 1% higher in 2040 in its baseline scenario, and still 0.5% in its weak productivity
scenario, under the stimulus of NGEU funds*. Even if the funds contribute to growth,
particularly in tandem with planned reforms, Italy faces the near-term adverse
consequences of Russia’s war in Ukraine, set to offset some of the growth momentum.
Finally, the recovery plan’s success is subject to Italy meeting milestones and targets to
receive the agreed resources. Here, a continued political commitment and ability to
implement reforms after next year’s elections are key.

4 EU Commission, “Analysis of the recovery and resilience plan of Italy”, Staff Working document, 22 June 2021
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Annex

Annual labour productivity levels per region, EUR ‘000

_.. 1996 | 1997 | 1998 | 1999 03 |

Italy 68.43 | 68.88 | 69.91 | 70.46 | 70.83 | 7210 | 72.09 | 71.08 | 7015 | 7071 | 70.89 | 70.77 | 70.94 | 70.10 69.41 6749 | 67.44 | 6752 | 67.48 | 67.81 | 67.81 | 67.74
Piemonte 7376 | 7350 | 74.97 | 7549 | 7550 | 7591 | 76.66 | 7554 | 74.82 | 7509 | 74.86 | 74.85 | 74.68 | 72.80 | 67.43 | 7041 | 7067 | 67.17 | 68.39 | 68.09 | 68.65 | 69.13 | 70.36 | 70.39 | 69.99
Valle d’Aosta 8457 | 8299 | 8001 | 8270 | 8171 | 80.04 | 8090 | 79.76 | 8358 | 84.62 | 86.03 | 8505 | 83.89 | 84.94 | 79.92 | 8151 | 81.67 | 79.78 | 77.62 | 76.47 | 7698 | 7571 | 7676 | 76.92 | 77.35
Liguria 7569 | 7585 | 7670 | 7693 | 78.35 | 80.86 | 8204 | 79.80 | 8175 | 8251 | 81.64 | 79.27 | 79.63 | 7959 | 7492 | 7515 | 7428 | 71.62 | 7106 | 7144 | 7141 | 7104 | 7130 | 7132 | 70.94
Lombardia 7714 | 77.83 | 7874 | 79.02 | 7850 | 8005 | 7952 | 7951 | 78.45 | 78.63 | 79.37 | 79.10 | 79.75 | 80.33 | 76.64 | 80.96 | 81.43 | 7881 | 7855 | 78.83 | 7872 | 79.00 | 7958 | 79.31 | 79.04
Kjeigg’}osﬁgg o | 7765 | 7782 | 77.25 | 7853 | 7850 | 8024 | 80.30 | 7803 | 77.93 | 7807 | 78.09 | 7827 | 7845 | 77.49 | 7525 | 7636 | 7701 | 77.50 | 77.86 | 7833 | 78.44 | 77.97 | 77.97 | 77.80 | 78.14
Veneto 7199 | 7262 | 7353 | 7382 | 7369 | 7523 | 7424 | 7271 | 7211 | 7367 | 7418 | 7362 | 7374 | 7158 | 68.87 | 69.79 | 7027 | 68.05 | 68.90 | 68.76 | 69.16 | 69.34 | 69.59 | 68.87 | 68.86
g’iL“l'i;VE”EZia 69.47 | 6871 | 69.42 | 68.62 | 6951 | 71.83 | 71.92 | 7112 | 68.82 | 6951 | 71.02 | 7057 | 71.00 | 68.98 | 6580 | 67.99 | 68.09 | 6540 | 66.79 | 66.66 | 67.65 | 67.56 | 68.13 | 68.33 | 68.93
EmiliaRomagna, 70.30 | 71.31 | 7171 | 72.76 | 72.89 | 7506 | 7472 | 7346 | 7312 | 74.96 | 74.86 | 7532 | 7523 | 7382 | 6959 | 71.88 | 7294 | 70.65 | 7080 | 71.76 | 7213 | 7270 | 72.84 | 7277 | 7201
Toscana 67.60 | 6843 | 69.14 | 70.06 | 70.60 | 7172 | 71.80 | 71.38 | 69.61 | 70.70 | 70.15 | 69.95 | 69.93 | 68.90 | 66.99 | 6853 | 69.42 | 68.08 | 6754 | 67.92 | 67.45 | 66.80 | 66.99 | 67.13 | 68.80
Umbria 7055 | 7042 | 7117 | 7126 | 70.99 | 7056 | 70.06 | 70.19 | 6954 | 6850 | 67.62 | 67.30 | 66.06 | 6457 | 61.63 | 6293 | 6214 | 59.65 | 59.09 | 58.39 | 59.48 | 58.79 | 59.10 | 59.60 | 59.34
Marche 63.38 | 64.09 | 6515 | 6477 | 6534 | 66.60 | 66.93 | 67.49 | 6524 | 6540 | 6538 | 66.34 | 66.71 | 64.41 | 6212 | 6219 | 6274 | 60.96 | 60.60 | 6152 | 61.73 | 61.40 | 61.42 | 60.74 | 60.96
Lazio 7816 | 77.99 | 79.97 | 8147 | 81.08 | 8193 | 8314 | 8275 | 8037 | 80.37 | 8042 | 8091 | 79.84 | 7872 | 7679 | 7629 | 7717 | 7423 | 7323 | 7220 | 7125 | 71.49 | 71.38 | 7095 | 70.75
Abruzzo 63.04 | 6299 | 6427 | 6393 | 6570 | 67.00 | 66.01 | 6458 | 63.84 | 63.88 | 6352 | 6349 | 6413 | 62.87 | 6095 | 6220 | 6264 | 6200 | 6155 | 61.41 | 61.07 | 6118 | 61.23 | 61.18 | 61.38
Molise 6547 | 6542 | 66.95 | 67.97 | 6813 | 67.28 | 67.81 | 66.82 | 6591 | 6540 | 6598 | 6579 | 64.64 | 6199 | 6153 | 61.68 | 61.05 | 59.87 | 56.76 | 56.28 | 57.23 | 5695 | 56.98 | 57.53 | 58.36
Campania 5439 | 5443 | 5582 | 5597 | 57.21 | 5851 | 5837 | 57.00 | 56.07 | 56.20 | 56.85 | 57.45 | 59.14 | 5858 | 57.88 | 57.89 | 57.73 | 57.02 | 56.70 | 5631 | 56.73 | 55.94 | 56.08 | 56.45 | 56.33
Puglia 5372 | 5437 | 5557 | 5671 | 5839 | 58.82 | 5843 | 56.63 | 56.10 | 56.78 | 57.20 | 56.79 | 5559 | 5428 | 53.80 | 5429 | 53.73 | 5306 | 5286 | 52.79 | 52.67 | 5226 | 51.99 | 5247 | 5220
Basilicata 55.80 | 57.40 | 58.10 | 5854 | 60.99 | 60.86 | 60.72 | 59.47 | 56.47 | 56.95 | 57.33 | 57.74 | 5837 | 57.70 | 56.38 | 56.04 | 57.02 | 56.66 | 58.30 | 58.05 | 61.13 | 6122 | 61.34 | 6253 | 61.33
Calabria 50.50 | 51.85 | 53.16 | 54.33 | 57.04 | 56.89 | 56.49 | 53.67 | 52.46 | 5298 | 5291 | 5271 | 5341 | 5318 | 5227 | 52.84 | 51.34 | 50.37 | 50.13 | 50.06 | 50.56 | 49.93 | 50.34 | 51.12 | 51.40
Sicilia 58.80 | 59.18 | 59.91 | 60.24 | 6042 | 6215 | 6315 | 6178 | 61.13 | 60.74 | 60.34 | 59.44 | 59.67 | 59.12 | 57.45 | 5820 | 57.84 | 57.44 | 57.35 | 56.30 | 56.37 | 56.00 | 5656 | 56.55 | 56.37
Sardegna 58.75 | 5823 | 50.07 | 59.52 | 59.91 | 61.02 | 60.49 | 5824 | 5828 | 59.34 | 58.88 | 58.15 | 57.47 | 57.33 | 56.65 | 56.61 | 56.74 | 56.26 | 55.58 | 5528 | 56.36 | 54.48 | 54.16 | 54.29 | 54.43
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Average annual labour productivity levels for north, centre and south Italy, ‘000

- 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Italy 68.43

North 75.07

Centre 69.95

South 57.56

68.88

75.08

70.23

57.98

69.91 70.46 70.83 72.10 72.09 71.08 70.15 70.71 70.89 70.77 70.94 70.10 67.51 69.11 69.41 67.53 67.49 67.44 67.52 67.48 67.81 67.81 67.74

75.29 | 75.98 76.08 77.40 77.54 76.24 76.32 77.13 77.51 77.01 77.05 76.19 72.30 74.26 74.55 72.37 72.50 72.54 72.86 72.81 73.32 73.22 73.16

71.36 71.89 72.00 72.70 72.98 72.95 71.19 71.24 70.89 71.12 70.63 69.15 66.88 67.48 67.87 65.73 65.11 65.01 64.98 64.62 64.72 64.60 64.96

59.11 | 59.65 60.98 61.57 61.43 59.77 58.78 59.04 59.13 58.95 59.05 58.13 57.11 57.47 57.26 56.58 56.15 55.81 56.51 56.00 56.08 56.52 56.48

Istat, Scope Ratings GmbH

5-year average labour productivity growth rates for north, centre and south Italy, %

_ 1996 -1999 2000 - 2004 2005 - 2009 2010 - 2014 2015 - 2019

Italy, 5-year avg

North, 5-year avg

Centre, 5-year avg

South, 5-year avg

-0.03 -0.91 -0.01

0.36 0.28 -1.26 0.10 0.18
0.73 -0.27 -1.26 -0.54 0.00
1.50 -0.63 -0.63 -0.46 0.24

Istat, Scope Ratings GmbH
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Annual labour productivity growth rates per region, %

_ 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2014 2015 ---

Italy 179 | 001 | -140 | -131 -0.18 118 | -3.69 272 | -005 | -0.08 -0.06 -0.10
Piemonte -0.36 200 | 070 0.02 0.54 099 | -146 | 095 | 035 | -030 | -001 | -023 | -252 | -7.38 | 4.43 036 | -495 | 182 | -045 | 082 0.70 1.79 004 | -058
Valle d’Aosta -1.86 360 | 337 | -120 | -205 | 109 | -1.41 | 478 1.25 166 | -113 | -1.37 | 126 | 592 | 1.99 020 | -231 | -271 | -149 | o067 | -165 | 1.39 0.20 0.56
Liguria 0.21 111 | 030 1.85 3.21 145 | 273 | 244 093 | -106 | 290 | 046 | 006 | 58 | 030 | -1.16 | -358 | 079 | 055 | -005 | -051 | 0.36 003 | -054
Lombardia 0.90 117 | 036 | -066 | 198 | -066 | 002 | -132 | 023 094 | -033 | 082 073 | -460 | 563 059 | -322 | -033 | 035 | -013 | 035 074 | -034 | -033
e Ao 0.23 ' 165 | 004 | 222 008 | 283 | 013 | o018 0.03 0.23 023 | -123 | 289 | 148 0.85 0.63 0.47 060 | -024 | -021 | -001 | 009 | 031
Adige / Sudetirol 0.73
Veneto 0.87 125 | 040 | -017 | 208 | -132 | -205 | -083 | 217 069 | -075 | 016 | 293 | 379 | 1.34 069 | -316 | 126 | -021 | 058 0.26 036 | -1.04 | -0.01
Z’iL"l'i;VE"EZia -1.09 1.03 | -115 131 3.33 0.13 112 | -3.24 1.01 2.17 0.64 0.60 284 | -461 3.32 0.16 3.96 213 0.20 1.49 013 0.84 0.28 0.89
Emilia Romagna 1.43 056 | 1.47 0.18 297 | 045 | 169 | -046 | 252 | -014 | 062 | 012 | -188 | -573 | 3.28 148 | 314 | o021 1.36 0.52 0.79 019 | -008 | -1.05
Toscana 1.09 104 | 1.33 0.78 158 011 | 059 | -248 | 157 | -078 | -029 | -003 | -147 | 277 | 230 130 | 192 | 080 | 057 | -069 | -096 | 0.28 0.20 2.49
Umbria 0.19 107 | 012 | -038 | -060 | 072 | 019 | -093 | -149 | -128 | -047 | -184 | 225 | -455 | 210 | -1.26 | -400 | 094 | -119 | 18 | -1.16 | 052 085 | -044
Marche 112 166 | -058 | 0.88 1.93 0.50 082 | -333 | 025 | -002 | 145 056 | -345 | -355 | o011 089 | -285 | -059 | 152 034 | -054 | 003 | -111 | o036
Lazio 023 255 | 188 | -049 | 1.05 148 | 046 | -288 | 001 0.05 062 | -133 | -141 | -245 | 066 | 116 | -381 | -1.35 | -140 | -1.32 | 033 | -015 | -060 | -0.28
Abruzzo 0.09 204 | -053 | 277 197 | -147 | 217 | -124 | o007 | 057 | 005 | 101 | -1.96 | -306 | 205 070 | -103 | 072 | 022 | 056 | 019 008 | -008 | 033
Molise 0.08 233 | 152 024 | -125 | o080 | -147 | -136 | -077 | 088 | -028 | -175 | -411 | 074 | 025 | -103 | -1.94 | -518 | -085 | 169 | -049 | 005 0.96 1.44
Campania 0.07 256 | 028 2.21 226 | 024 | 234 | -162 | 023 1.16 1.05 2094 | -095 | -120 | o001 | -027 | -123 | -056 | -068 | 074 | -1.39 | 0.25 066 | -0.20
Puglia 1.22 220 | 204 2.98 073 | -067 | 308 | 093 | 122 073 | -072 | -211 | 236 | 087 | 090 | -102 | -125 | -037 | -014 | -023 | 077 | 051 | 092 | -051
Basilicata 2.86 123 | 076 418 | -022 | 023 | 205 | 505 | 086 0.67 0.71 108 | 115 | 220 | 059 | 173 | -063 | 289 | -042 | 529 0.16 0.19 195 | -1.92
Calabria 2.66 253 | 220 499 | -026 | 071 | -499 | 226 | 100 | -013 | -038 | 132 | -044 | -171 | 109 | -283 | -1.89 | -048 | -014 | 100 | -124 | 082 1.56 0.54
Sicilia 0.65 124 | o055 0.30 2.87 160 | 217 | -105 | -064 | -065 | -149 | 039 | 092 | -284 | 131 | -061 | -070 | 015 | -182 | 012 | -065 | 099 | -001 | -0.32
Sardegna -0.88 145 | 076 0.66 184 | 086 | 372 | o007 182 | 078 | -124 | -118 | 025 | -1.18 | -008 | 024 | -085 | -121 | 054 | 194 | -333 | -059 | 024 0.26

Istat, Scope Ratings GmbH
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