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Italy: Household spending will be key to recovering pre-crisis GDP levels
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■

This week, Istat published its updated estimate and details of Italy’s 1Q21 GDP. The good news is that GDP growth was revised
upwards to 0.1% qoq, compared to -0.4% in the flash estimate. At the end of 1Q21, real GDP was 6.4% below its pre-pandemic
level in 4Q19, with Italy between France (-4.7%) and Germany (-5.0%) on the one hand and Spain (-9.4%) on the other.

■

Our Chart of the Week breaks down the GDP loss from the pre-crisis peaks in the four largest eurozone countries1. The
reduction of economic activity in Italy can mainly be explained by a collapse in private consumption, which declined much
more than overall GDP. A significant contraction in private consumption is a common feature of this crisis and it is related to
the fact that household spending on services was significantly hampered by COVID-19-related restrictions, voluntary social
distancing and precautionary behavior. The relatively smaller negative contribution of private consumption to GDP loss in
France, compared to Italy, can be explained by the fact that, despite the savings rate significantly exceeding that of the precrisis period in both countries, French households benefitted from an improvement in their gross disposable income, which
contracted in Italy, albeit moderately. Household disposable income fell much more in Spain, but here households reduced
their savings rate in both 3Q20 and 4Q20, somewhat cushioning the decline in their spending.

■

The chart also shows that real GDP in Italy was dragged down by a negative contribution from net exports. This was mainly
due to a decline in exports of services as a result of the restrictions on tourism. Exports of goods held up relatively well.
However, given the comparatively larger weighting of exports of goods in total Italian exports (in volume terms), the impact
of the fall in exports of services was much lower than, for example, in Spain, which has one of the highest weightings of
exports of services among the four countries. On the other hand, investments recovered quickly from the impact of the
COVID-19 crisis, with Italy in particular (but also Germany) benefitting from good performance of construction investment, as
opposed to France and Spain.

1

Others” captures the contribution of public consumption and inventories.
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■

Our key takeaway is that the recovery of pre-crisis GDP levels will largely hinge on the speed with which households boost
their spending now that restrictions have gradually been eased thanks to the progress of the vaccination campaign and the
warmer weather. In Italy, the strong improvement in consumer confidence in May – the indicator is almost back to its
February 2020 level – is surely an encouraging sign and might prompt households to start reducing some of their
accumulated savings. However, as fiscal support for incomes will gradually fade over the coming quarters, a recovery in
household income will greatly depend on a recovery in labor compensation and thus on a recovery in employment.
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