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Italy: GDP growth has been cooled by intensifying headwinds
■

Italy’s real GDP rose by 0.6% qoq in the fourth quarter of 2021, a slowdown compared to the previous two quarters. GDP in
4Q21 was 0.5% below its pre-pandemic level (4Q19). Due also to revisions of previous data, Italy posted 6.5% growth in 2021,
after a drop of 9.0% in 2020. This confirms the country’s improved ability to recover from crisis compared to previous episodes.
On the one hand, the bold monetary and fiscal policy (at national and EU level) response has probably mitigated permanent
damage to economic activity induced by the COVID-19 shock, especially for the most exposed services sectors. On the other
hand, manufacturing firms benefited particularly from the strong rebound in global trade, expanding production, exports and
investments.

■

According to preliminary indications from Italian National Institute of Statistics (Istat), the more-contained GDP expansion in
4Q21 was driven by an increase in the value added of both industry (including construction) and the services sector, while
value added declined in the agriculture sector. More details will become available in about a month’s time. We expect growth
in activity of the services sector, and especially in the hospitality sector, to have slowed significantly in 4Q21 compared to the
previous quarter, again taking this sector away from recovering to its pre-pandemic level. Although good progress on the
vaccination campaign allowed most Italian regions to limit the introduction of restrictions compared to previous pandemic
waves, the ongoing extension of the use of the green pass for access to inside activity, and voluntary distancing, induced by
the surge in new infections, progressively reduced recourse to consumer-facing services over the quarter. This trend is likely
to have worsened at the beginning of 1Q22 due to the still-high level of infections.

■

In industry, support to 4Q21 GDP growth most probably came from the construction sector, where activity accelerated
compared to 3Q21, incentivized by the superbonus and by new public works. In contrast, the value added of industry, excluding
construction, probably increased at a mild pace, visibly slowing compared to the previous quarters. Still, despite ongoing
supply issues and a surge in input costs, outright contraction was probably avoided as firms attempted to fill orders after a
strong expansion of order books. The Markit manufacturing PMI indicates that the rate of increase in new orders accelerated
in 4Q21 compared to the third quarter, with respondents attributing the uplift to strong client demand.

■

We expect the slowdown in economic activity to have intensified in 1Q22, and our expectation for very modest growth (+0.3%
qoq) is subject to downside risks. We are already projecting that there will be a contraction in manufacturing activity. While
support provided by healthy demand has been encouraging so far, the prospects for manufacturing production at the beginning
of this year remain clouded by supply constraints and the negative impact of a significant surge in energy costs, as well as
weakening demand due to the deterioration of household purchasing power amid surging inflation. For the services sector, in
the absence of a renewed increase in Italy’s infection rate, the consumption of services might resume supporting activity in
this sector. Still, there is likely to have been a significant slowdown in services activity already in January, as suggested by a
deterioration in confidence indicators. This will probably negatively affect figures for the entire quarter, meaning that, a strong
recovery in services activity may not become apparent until the second quarter. For full-year 2022, our GDP-growth forecast
for Italy is currently 4.1%.

In greater detail:
Real GDP in Italy rose by 0.6% qoq in 4Q21, following strong increases in the previous two quarters (about +2.7% qoq on
average). For 2021 as a whole, GDP increased by 6.5%. This is its highest pace of growth since the mid-1970s.
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CHART 1: STRONG 2021 GDP GROWTH IN HISTORICAL TERMS
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We expect to see a further slowdown in manufacturing activity, following good performance so far. In 4Q21 (as an average of
figures from October and November), manufacturing production was about 2.5% above its pre-pandemic level. In comparison, in
Spain, manufacturing output was slightly below its pre-pandemic level, while it was more than 5% below pre-pandemic levels in
France and Germany.
CHART 2: INDUSTRIAL ACTIVITY HAS BEEN STRONG SO FAR, BUT IT IS SLOWING
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At the beginning of the year, we observed a deterioration in confidence indicators for manufacturing and services firms. The latter
likely reflects a progressively reduced recourse to consumer-facing services due to a persistently high number of infections in
Italy at the beginning of 1Q22.
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CHART 3: THERE HAS BEEN A VISIBLE DETERIORATION IN BUSINESS CONFIDENCE

Istat business-confidence indicators (index 2010=100)
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