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Italy weighs fiscal flexibility amid energy shock

30 April 2026

Ahead of today’s discussion of Italy’s 2026 Public Finance Document in
parliament, Italy’s baseline fiscal outlook remains broadly unchanged, but
rising energy costs are exerting pressure on the government to provide
additional fiscal support. As EU-wide flexibility appears unlikely, the
government may try to obtain a country-specific escape clause.

ITALY IS WELL PLACED TO MAINTAIN A PRIMARY SURPLUS
PRIMARY BALANCE, GENERAL GOVERNMENT (% OF GDP, 2025)
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Source: Eurostat, The Investment Institute by UniCredit

THE CONTEXT

Last week, the Italian government approved the 2026 Public Finance Document, which is due to be submitted to the
European Commission (EC) immediately following its parliamentary approval, scheduled for today. The document
updates the macroeconomic and fiscal outlook and, on this occasion, incorporates the impact of the Iran war. The
government now expects GDP growth of 0.6% both this year and next, broadly in line with our own forecast when
adjusted for working days. This projection factors in a nedative impact from higher energy prices of 0.2pp in 2026
and 0.3pp in 2027. An adverse scenario is also outlined, under which the drag on growth widens to 0.4pp in 2027,
compounded by a similarly sized effect from a deterioration in global trade.
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Under the baseline scenario, fiscal indicators remain broadly in line with those approved last autumn. However, given
the risks associated with the adverse scenario, the policy debate is intensifying, as the government faces the
challenge of identifying resources to cushion households and firms from rising energy costs linked to the conflict.
This is unfolding as the prospect of Italy exiting the Excessive Deficit Procedure (EDP) this year is becoming
increasingly uncertain.

THE DATA

Eurostat’s EDP notification shows Italy’s budget deficit at 3.1% of GDP in 2025, slightly above
the government’s 3.0% tardet, reflecting a somewhat weaker primary surplus (0.8% of GDP vs.
0.9% expected), and interest expenditure stabilising at 3.9% of GDP. The slippagde is largely
due to a stronder-than-expected impact from ledacy housing-incentives-related capital
spending, which is set to fade from this year. Despite slightly weaker growth, the government
still projects the primary surplus to rise to 1.2% of GDP in 2026 (with the buddet deficit at
2.9%) and to 1.5% in 2027 (deficit at 2.8%). Although the weaker starting point in 2025 may
delay Italy’s exit from the EDP, the broader picture remains relatively favourable. As our chart
shows, Italy has restored a primary surplus of close to 1% of GDP, comparing well with its large
euro area peers. Looking ahead, the EDP debate should focus less on marginal deviations and
more on the increasing difficulty of keeping buddet deficits below the 3% threshold in a weaker
growth environment, while preserving fiscal space to address the economic impact of the
ongoing conflict.

OUR VIEW

So far, the government has largely responded to soaring energy prices with budget-neutral,
temporary measures, allowing it to broadly confirm the expected improvement in the primary
balance. However, the debate within the governing coalition is intensifying, as additional
resources will likely be needed to support the most vulnerable parts of the private sector amid
rising energy costs. At the same time, the EC remains cautious about activating a general
escape clause — typically reserved for severe economic downturns — making a broad relaxation
of fiscal rules unlikely at this stage. Adainst this backdrop, the Italian government is considering
recourse to a country-specific escape clause to address the exceptional circumstances created
by the energy shock. As Finance Minister Giancarlo Giorgetti emphasised in his parliamentary
hearing on Tuesday, if country-specific flexibility can be dranted to accommodate higher
defence spending, a similar approach should be applied to mitigating the economic impact of
higher energy prices.

The government will test parliamentary support today to move in this direction. The key
uncertainty concerns the potential impact on the budget deficit, in our view. Under EU rules,
any deviation induced by activating the country-specific escape clause must not jeopardize
medium-term fiscal sustainability and must be discussed with the EC and ultimately endorsed
by the EU Council. While such a move would inevitably add a layer of political and fiscal
uncertainty, we think the government will remain cautious so as not to undermine the progress
achieved in strengthening Italy’s primary surplus, especially with the current legislature
entering its final phase.

OTHER THINGS TO NOTE

Fed on hold, with hawkish dissent

The Fed left interest rates unchanged at its meeting yesterday, as expected. Three members
dissented adainst the maintained easing bias in the post-meeting statement, preferring a
neutral stance. UST vyields, that had already risen during the day, closed higher, with the 2Y
yield increasing by more than 10bp and is now close to 4%. OIS forward rates currently
indicate no rate cuts in the foreseeable future.
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The hawkish Fed’s tones, together with US President Trump’s indication that the US naval
blockade might last for a long period, might accelerate the slide of EUR-USD below the
1.1650 support level and drag the pair closer to the 1.60 baseline. (D. Vernazza, F. Di Bella,
R. Mialich)

USD-JPY breaks above 160, making the BoJ’s response even more critical

USD-JPY has rallied above the key 160 threshold. In the absence of BoJ intervention to
squeeze investors, investors will likely be tempted to test new highs on USD-JPY towards
161.99, the peak touched on 3 July 2024. Notably: 1. the JPY is reaching record or multi-
year lows against the CHF, the GBP and the AUD and overall net-short positions on the JPY
have returned to 2Y record highs; 2. 1W implied volatility on USD-JPY is much lower today
compared to the highs above 20% reached nearly two years ago; 3. Despite a lower EUR-
USD, EUR-JPY is heading towards 190, i.e. record highs not seen since the launch of the euro
in 1999. This was not the case in July 2024, when EUR-JPY traded at around 175, and EUR-
USD was at around 1.07, ten big figures below current levels. We remain bearish on USD-
JPY over the medium term. We think that Japanese authorities will ultimately halt the fall
of their own currency, as a weaker yen might only increase the cost of rising energy price for
Japan. Moreover, we expect a de-escalation in the Middle East crisis, which would be USD
nedative, and more tightening by the BoJ, which should lift the JPY. Yet, the pair is likely to
remain volatile in the near term, mostly depending on the BoJ's actions and regardless of
the developments in US-Iran negdotiations. (R. Mialich)

ECB on hold (for now)

We expect the ECB to keep its depo rate at 2% today, awaiting more clarity regarding
inflation developments. A hawkish rhetoric is set to prevent rates from declining from
current levels while it could be supportive for the euro. For further details on the upcoming
meeting, see our ECB Preview — No action now, but hikes loom.

Key economic data in the limelight

In addition to central-bank meetings in the eurozone and the UK, investors will pay attention
to upcoming economic releases, which include 1Q GDP figures for both the eurozone and
the US and eurozone inflation data for April. For further details, please see our Bottom Line
— Central banks in a holding pattern.

TODAY'’S DATA RELEASES

Time (CET) Country Data Period UniCredit Consensus Previous
11:00 EZ Consumer price index, CPI (% yoy) Apr 3.0 3.0 2.6
11:00 EZ Core CPI (% yoy) Apr 2.1 2.2 2.3
11:00 4 Real GDP (% gog) 1Q 0.2 0.2 0.2
13:00 UK BoE announces key rate (%) - 3.75 3.75 3.75
14:15 4 ECB refi rate (%) - 2.15 2.15 2.15
14:15 EZ ECB depo rate (%) - 2.00 2.00 2.00
14:30 us Real GDP (% goq annualised) 1Q 2.4 2.2 0.5

Source: Bloomberg, The Investment Institute by UniCredit
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Ledal Notices

Glossary

Terms used in the report are available on our website: Our Glossary

Marketing Communication

This publication/video constitutes a marketing communication of UniCredit S.p.A., UniCredit Bank Austria AG, Schoellerbank AG and
UniCredit Bank GmbH (hereinafter jointly referred to as the “UniCredit Group”) is addressed to the general public and is provided free of
charge for information only. It does not constitute investment recommendation or consultancy activity by the UniCredit Group or, even
less, an offer to the public of any kind nor an invitation to buy or sell securities. The information contained herein does not constitute an
investment research or financial analysis since, in addition to the lack of content, it has not been prepared in accordance with legal
requirements designed to promote the independence of investment research, and it is not subject to any prohibition on dealing ahead
of the dissemination of investment research.

UniCredit Group, including all its group companies may have a specific interest in relation to the issuers, financial instruments or
transactions detailed herein. Relevant disclosures of interests and positions held by UniCredit Group are available at: Conflicts of Interest
Any estimates and/or assessments contained in this publication represent the independent opinion of the UniCredit Group and, like all
the information contained therein, are given in good faith on the basis of the data available at the date of publication, taken from reliable
sources, but having a purely indicative value and subject to change at any time after publication, on the completeness, correctness and
truthfulness of which the UniCredit Group makes no duarantees and assumes no responsibility. Interested parties must therefore carry
out their own investment assessments in a completely autonomous and independent manner, relying exclusively on their own
considerations of the market conditions and the information available overall, also in line with their risk profile and economic situation.
Investment involves risk. Before any transaction in financial instruments please refer to the relevant offering documents. It should also
be noted that:

1. Information relating to the past performance of a financial instrument, index or investment service is not indicative of future results.

2. Ifthe investment is denominated in a currency other than the investor’s currency, the value of the investment can fluctuate strongly
according to changes in exchande rates and have an undesirable effect on the profitability of the investment.

3. Investments that offer high returns can undergo significant price fluctuations following any downgrading of creditworthiness. In the
event of bankruptcy of the issuer, the investor may lose the entire capital.

4. High volatility investments can be subject to sudden and significant decreases in value, being able to generate significant losses at
the time of sale up to the entire capital invested.

5. In the presence of extraordinary events, it may be difficult for the investor to sell or liquidate certain investments or obtain reliable
information on their value.

6. If the information refers to a specific tax treatment, it should be noted that the tax treatment depends on the individual situation of
the customer and may be subject to change in the future.

7. If the information refers to future results, it should be noted that they do not constitute a reliable indicator of these results.

8. Diversification does not guarantee a profit or protect adainst a loss.

The UniCredit Group cannot in any way be held responsible for facts and/or damages that may arise to anyone from the use of this
document, including, but not limited to, damades due to losses, lost earnings or unrealised savings. The contents of the publication —
including data, news, information, imades, graphics, drawings, brands, and domain names — are owned by the UniCredit Group unless
otherwise indicated, covered by copyright and by the industrial property law. No license or right of use is granted and therefore it is not
allowed to reproduce its contents, in whole or in part, on any medium, copy them, publish them and use them for commercial purposes
without prior written authorisation from UniCredit Group unless if purposes of personal use only. E 25/1
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