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			OVERVIEW

			
				
					The global recovery continues but supply constraints emerge

				

			

			The global recovery continues at a strong pace, although there are uncertainties over the progress of vaccination campaigns and the spread of new variants of the virus. Trade has returned to the levels prior to the outbreak of the pandemic, but tensions have emerged over supplies of commodities and intermediate inputs, partly due to the rapidity of the recovery. The increase in inflation in the United States has come to a halt; however, the bottlenecks in supply could affect prices for longer than initially expected. 

			
				
					ECB monetary policy remains expansionary  

				

			

			In the euro area, growth continues to be robust, although the consequences of the public health emergency have not all been reabsorbed. The significant rise in inflation is attributable to the increases in energy prices and to temporary factors. Pressure on prices will build over the next few months, also because of the marked increase in natural gas prices; nevertheless, the key determinants, such as wage growth, have not so far pointed to high inflation persisting in the medium term. The ECB Governing Council has confirmed the strongly expansionary stance of monetary policy: it believes that maintaining favourable financial conditions is essential to support the recovery. 

			
				
					Growth exceeds expectations in Italy 

				

			

			GDP growth in Italy, which in the second quarter far exceeded expectations, ap-peared to continue during the summer months. According to the available indicators, industrial production grew by around 1 percentage point in the third quarter and GDP by more than 2 per cent. Wider vaccination coverage and the increase in mobility have allowed households’ consumption of services to resume, which has accompanied the ongoing recovery in investment.

			
				
					Households and firms’ confidence improves ...  

				

			

			Our surveys show that households’ expectations concerning the general state of the Italian economy have improved overall; the propensity to spend in the sectors hardest hit by the pandemic, including hotels, bars and restaurants, is also picking up. Nevertheless, caution still persists in the outlook for spending, especially in less well-off households. Firms reiterated their very favourable assessments of investment conditions.  

			
				
					...  as does the performance of exports 

				

			

			The growth in Italian exports, which was robust and greater than that of world trade in the second quarter, continued in the third quarter. Foreign tourists’ spending in the summer was significantly higher than in the year-earlier period, though still below 2019 levels. Purchases of Italian securities as portfolio investments by non-residents continued. 

			
				
					Employment rises but there is still labour market slack 

				

			

			In the spring, the improvement in the economic situation translated into considerable growth in employment, especially for fixed-term contracts, and in hours worked. The number of employed persons rose again in July and August, albeit at a slower pace. The effects of the pandemic crisis have not been entirely overcome, and there are still signs of labour market slack: recourse to wage supplementation schemes remains widespread, though much lower than the peak levels of 2020, and the labour market participation rate is below the levels of two years ago. 

			
				
					Energy costs drive up inflation  

				

			

			Inflation reached 2.9 per cent in September, driven up by the strong growth in energy prices. According to the macroeconomic projections, the rise is not expected to extend over the medium term: the recent contractual agreements do not suggest any strong upturn in wage growth so far. Firms report that they have revised upwards their growth expectations for their selling prices, which nevertheless still remain below 2 per cent a year. 

			
				
					Growth in lending weakens 

				

			

			The growth in lending to non-financial corporations declined over the summer, owing to less request for funding by firms. This was influenced by both the abundant liquidity accumulated and the brighter economic situation, which led to a recovery in cash flows. Credit supply conditions remain relaxed.

			
				
					Growth forecasts for 2021 have been revised upwards 

				

			

			Overall, these data have led most observers to revise their forecasts for growth in Italy upwards for the current year. Based on our current assessments, the increase in GDP should be around 6 per cent, considerably higher than was estimated in the Economic Bulletin in July. 

			
				
					The Government updates the 2021 public accounts estimates … 

				

			

			The Government has updated the public accounts estimates and the budget objectives for the next three years. In 2021, it is expected that net borrowing will reach 9.4 per cent of GDP (from 9.6 per cent in 2020) and the debt-to-GDP ratio will stand at 153.5 per cent (from 155.6 per cent). In contrast to what was planned in the spring, this scenario foresees an improvement in the accounts compared with 2020. The new estimates reflect higher than expected GDP growth and considers, among other things, some favourable elements that have emerged from the monitoring of general government’s revenue and expenditure.

			
				
					… and the objectives for the next three years

				

			

			The Government’s plans indicate that the ratios of net borrowing and debt to GDP will continue to decline gradually over the next few years, albeit less so than in the current legislation scenario owing to expansionary measures that will be set out in the next budgetary package. Compared with the current legislation scenario, the budget would raise the deficit by 1.3 percentage points of GDP on average in the next three years. In 2024, the deficit and the public debt are expected to come down to 3.3 and 146.1 per cent of GDP respectively. 

		

	
		
			1	THE WORLD ECONOMY

			1.1	The global cycle

			The global recovery continues, despite the risks linked to the new variants of the virus. Trade has returned to pre-pandemic levels, but tensions have emerged over supplies of commodities and intermediate inputs, partly due to the rapidity of the recovery. The increase in inflation in the United States has come to a halt, although bottlenecks in supply could affect prices for longer than initially expected. The prices of natural gas have gone up significantly, especially in Europe.

			
				
					Vaccinations mitigate the effects of the Delta variant

				

			

			In summer, the spread of the Delta variant at first led to a growth in infection on a global scale, but the increase in deaths was less marked in areas with high vaccination rates. Infection rates have gradually declined since September, falling below the levels of early July. Mobility has continued to increase everywhere, returning close to pre-pandemic levels (Figure 1). Vaccination campaigns have slowed down in the areas where they were at a more advanced stage (United States, United Kingdom and the euro area); they have accelerated considerably in Japan; and they are still lagging behind greatly in low-income economies.

			
				
					[image: ]
				

			

			
				
					A robust global recovery continues in the second quarter ...

				

			

			In the second quarter, GDP continued to grow at a steady pace in the United States. It recorded a strong recovery in the United Kingdom, with the easing of restrictions, and it rose moderately in Japan (Table 1). Economic activity recouped its level at end-2019 in the United States, while it is still below this level in Japan and the United Kingdom, by 1.4 and 3.3 percentage points respectively. 
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					... but with signs of a slowdown in the third quarter 

				

			

			The purchasing managers’ indices (PMIs) suggest that growth was still strong in the United States and the United Kingdom in the third quarter, although it was slowing down (Figure 2). For Japan, they indicate a weak recovery in the manufacturing sector and a contraction in services, the latter being affected by the extension of the restrictive measures. In China, GDP growth slackened considerably, in part because of the decline in the real estate sector, which was affected by the default of the Evergrande group (see Section 1.3).
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					Trade increases,but supply constraints emerge 

				

			

			Trade in goods and services continued to expand in the second quarter, returning to the levels observed before the start of the public health emergency (Figure 3). However, significant bottlenecks emerged on the supply side – caused in part by the very speed of the recovery – mainly connected with the scarcity of semiconductors and with logistical and transport issues. Our estimates show that trade will increase by 11.2 per cent in 2021, owing to a considerable slowdown in the second half of the year; downside risks remain, linked above all to the course of the pandemic, which could lead to further interruptions in global supply chains.
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					The increase in inflation comes to a halt in the United States

				

			

			The marked rise in inflation in the United States came to a halt (Figure 4); it has stabilized at high levels (5.4 per cent in September). This was influenced by the mitigation of the main temporary pressure factors, such as the sharp increase in used car prices. Inflation expectations have risen; those implied by financial market prices over a five-year horizon stood at around 2.7 per cent in mid-October. Bottlenecks on the supply side could continue to have repercussions on prices for longer than was initially expected, although the Federal Reserve believes it will be transitory. After rising significantly in the previous month, inflation fell slightly in the United Kingdom, to 3.1 per cent in September. The twelve-month change in consumer prices remained negative in Japan, at -0.4 per cent in August. 
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					The outlook for recovery is confirmed

				

			

			According to the projections released by the International Monetary Fund in October, global GDP will grow by 5.9 per cent in 2021, exceeding pre-pandemic levels (Table 2). Compared with the assessments made in July, the projections for global economic activity have been revised slightly downwards for 2021, by 0.1 per cent, and remain unchanged for 2022. The outlook remains varied across countries: GDP will return in line with pre-pandemic trends in the advanced economies next year; the effects of the health crisis will instead last longer in the emerging economies. The delays in vaccination campaigns in emerging countries and the appearance of possible new and more contagious variants of the virus are pushing risks to the downside.
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					Prices rise for oil …

				

			

			After falling in August, oil prices returned to growth, exceeding the levels of the beginning of July and driving up global inflation (Figure 5.a). Futures indicate a decline in prices in the medium term. On the supply side, at the meeting of the OPEC+ countries at the beginning of October, it was decided not to increase production further. Volatility remains high, reflecting the uncertainty of demand linked to the course of the pandemic.
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					... and especially for gas  

				

			

			The price of natural gas has gone up considerably, especially in Europe (Figure 5.b). The factors determining its supply include the particularly hard winter, which gave rise to a reduction in inventories for the second half of 2021, the lower production in Norway because of infrastructure maintenance work, and delays in activating the Nord Stream 2 gas pipeline that connects Russia and Germany. On the demand side, the faster than expected recovery and the marked increase in Chinese imports from Russia pushed prices upwards. Futures prices point to this trend partially subsiding in 2022. Nevertheless, some medium-term factors – the rise in global demand for gas and the decline in European production – suggest that part of the increase in prices may be permanent. 

			
				
					Monetary policies remain expansionary 

				

			

			Despite confirming their expansionary monetary stance, given the improvement in cyclical conditions, the Federal Reserve and the Bank of England began to set down the evaluations that will shape the time frames and ways to reduce monetary stimulus (Figure 6). In the meeting held on 22 and 23 September, the Federal Reserve announced that a moderation in the pace of purchases would soon become necessary, should the economic conditions continue to evolve positively. Half of the members of the Federal Open Market Committee (FOMC) envisage an initial increase in the target range for the federal funds rate in 2022. In its meeting on 22 September, the Bank of England communicated that, if the economy progressed as expected, there would be greater need for a modest monetary restriction over the next few months. The monetary policy stance is still expansionary in Japan. In China, the reference rates remained unchanged, at historically low levels.
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			1.2	The euro area

			Based on the information available, there was considerable growth in the euro area in the summer months too. The marked increases in energy prices and some temporary factors led to a sharp rise in inflation, which could persist over the next few months but should not extend to the medium term. The ECB Governing Council confirmed its strongly expansionary monetary policy stance.

			
				
					Growth continues in the third quarter too …

				

			

			In the second quarter of 2021, economic activity in the euro area returned to solid growth (2.1 per cent; Table 3), driven by the recovery in consumption and investment. GDP increased in the leading economies, more markedly so in Italy. According to the available indicators, GDP continued to rise strongly in the third quarter too; the €-coin indicator, which declined slightly in September, remains at high levels (Figure 7).  
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					... despite the emergence of supply problems 

				

			

			Manufacturing activity, especially in the automotive sector, has been curbed by the shortage of semiconductors at global level. Difficulties have been particularly acute in Germany, because of both the greater use of these components in production and of the higher foreign dependence on their supply. The lengthening of delivery times for intermediate inputs is shown by the changes in the corresponding PMI (Figure 8), which has declined markedly since the second half of 2020, although it recovered considerably in the summer quarter.
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			The ECB staff projections released at the beginning of September indicate that GDP will grow by 5.0 per cent in 2021, and by 4.6 and 2.1 per cent in the next two years respectively. Compared with last June, these projections have been revised upwards by 0.4 percentage points for 2021, above all because of the better than expected results in the second quarter; GDP is expected to return to above pre-pandemic levels by the end of this year.  

			
				
					The rise in inflation reflects temporary factors and increases in energy prices

				

			

			Consumer price inflation reached 3.4 per cent in September over the twelve months (Figure 9). The core component rose to 1.9 per cent. The acceleration in prices is due above all to the extremely marked growth in the energy component, as well as to temporary factors connected to the fiscal measures adopted in Germany in 2020,1 the effects of which will last until the end of the current year.
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					Producer price pressures have not passed through to salaries 

				

			

			The pressure on prices associated with higher prices for raw materials and intermediate inputs should be of a temporary nature. There have been no signs of any amplification caused by wage growth as yet, although they may emerge in the future: price pressure is very low at the moment (0.9 per cent in July), also owing to the ample margins of spare capacity. 

			According to the Eurosystem staff projections, harmonized inflation will reach 2.2 per cent in 2021, 1.7 per cent in 2022 and 1.5 per cent in 2023, higher values than those predicted last June (by 0.3, 0.2 and 0.1 percentage points respectively), but still not in line with the price stability objective.

			Inflation expectations indicate the clear fading of fears of deflation, while the risks of inflation being above the medium-term objective still remain very low. Inflation expectations as implied by inflation swaps have increased over the two- and five-year horizons; in mid-October, they stood at 2.4 and 2.0 per cent respectively, up from 1.5 per cent for both at the beginning of July (Figure 10.a). The five-year, five years forward expectations rose more modestly, to 1.9 per cent from 1.6 per cent. Based on options prices, the probability of inflation being lower than or equal to 1.5 per cent on average over the next five years has reduced considerably (to around 25 per cent), and is slightly greater than the probability of inflation being higher than 2.5 per cent (Figure 10.b). 
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					Purchases under the PEPP continue ...

				

			

			The ECB Governing Council believes that maintaining favourable financing conditions (Figure 11) remains essential to ensure that the recovery continues. To this end, it will continue to carry out purchases under the pandemic emergency purchase programme (PEPP) in a flexible way. Based on a joint assessment of financing conditions and the inflation outlook, the Council has decided that in the last three months of the year, the pace of purchases can be moderately lower than in the previous two quarters, but reiterated that the resources available under the PEPP can be increased if necessary.
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					... and the ECB’s key interest rates remain low 

				

			

			In light of the results of the monetary policy strategy review (see Economic Bulletin, 3, 2021),2 the ECB Governing Council expects to keep the key interest rates at levels equal to or below the current ones until the outlook is for inflation to reach 2 per cent well ahead of the end of its three-year projection horizon and in a durable way, and until the progress made by underlying inflation is sufficiently advanced as to be consistent with inflation stabilizing at 2 per cent over the medium term.3

			The Eurosystem’s net asset purchases of public and private sector securities under the asset purchase programme (APP) continued regularly, and at the end of September, the book value stood at €3,068 billion (Table 4). In the same period, net purchases under the PEPP brought the total book value of the portfolio of public and private sector securities purchased under this programme to €1,400 billion. 
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			On 29 September, the ninth auction of the third series of targeted longer-term refinancing operations (TLTRO III) was settled, allocating €98 billion to euro-area counterparties, of which €42 billion to Italian counterparties (Table 5). The total value of the funds disbursed under these operations rose to €2,206 billion for the euro area and €447 billion for Italy. 
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					Lending growth strengthens

				

			

			During the summer months, the increase in lending to non-financial corporations and households in the euro area continued, reaching an annualized quarterly rate of 2.8 per cent in August on the previous three months (from 1.1 per cent in May, adjusted for seasonal factors and the accounting effect of securitizations; Figure 12.a). These dynamics mainly benefited from the improvement in the economic outlook. Lending to households picked up again, reaching 4.6 per cent on average in the euro area.
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			Between May and August, the interest rates on new loans to non-financial corporations decreased slightly, to 1.4 per cent (Figure 12.b); the cost of credit to households for house purchases remained unchanged, at 1.3 per cent. 

			
				
					The first Next Generation EU funds have been disbursed 

				

			

			Between the end of July and October, upon a proposal of the European Commission, the Council of the EU approved another seven national investment and reform plans under the Recovery and Resilience Facility,4 the main instrument of the Next Generation EU programme. The Commission has begun to disburse the first tranche of resources in the form of pre-financing, equal to more than €52 billion, of which just under half to Italy.5 For this purpose, over €85 billion have been raised on capital markets so far.

			1.3	Global financial markets

			Since mid-July, yields on long-term government bonds have increased in the leading advanced economies. Concerns over the Evergrande case did not significantly influence market volatility in the third quarter. The euro depreciated against the dollar, in line with the ECB’s relatively more expansionary monetary stance. 

			
				
					Long-term yields increase

				

			

			The announcement in September of an upcoming monetary restriction on the part of the Federal Reserve and the Bank of England (see Section 1.1) contributed to long-term yields in the United States and the United Kingdom increasing by around 20 and 40 basis points respectively (Figure 13). Interest rates rose in the euro area too, albeit to a lesser extent, and remained stable in Japan. At the beginning of October, the yields on ten-year public sector securities stood at 1.6 per cent in the United States, 1.1 per cent in the United Kingdom, -0.2 per cent in Germany, and 0.1 per cent in Japan. In the main euro-area countries, the yield spread with the corresponding German Bund remained essentially stable (Figure 14). 
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			Share prices have gone up in the leading advanced economies since mid-July (Figure 15); since the beginning of the year, they have increased by about 20 per cent in the United States, by 15 per cent in the euro area, by about 10 per cent in the United Kingdom and by 5 per cent in Japan. 
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					Tensions emerge over the Evergrande case 

				

			

			In September, the non-payment of coupons on two international issues by Evergrande, a Chinese real estate group, triggered tensions on local and international financial markets. The fears over the repercussions on the entire real estate sector of the possible default of this group – China’s second biggest in the sector – were not reflected in a rise in the volatility of shares, however, in either the United States or the euro area (Figure 16). A potential default could slow growth in China in the medium term, with possible effects on economic activity in the rest of the world. The risks for global financial stability are low, however, given the limited exposure of international investors to Evergrande and its creditors.
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					The euro depreciates 

				

			

			Since the beginning of July, the euro has depreciated against the dollar, in line with expectations of a relatively more expansionary monetary stance over the next few months on the part of the ECB (Figure 17). The single currency has also weakened in nominal effective terms, by 1.4 per cent. The indicators derived from the financial markets do not point to expectations of significant changes in the euro/dollar exchange rate (Figure 18).  
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					1	In September, inflation increased by 4.1 per cent in Germany. In 2020, the German government had introduced some measures included in the Climate Action Programme 2030 (such as carbon tax, incentives for using energy from sustainable sources, and the increase in taxes on new vehicle registrations based on their CO2 emissions) and had decided on a cut in the value-added tax rate, limited to the second quarter.

				

				
					2	For further details and a more in-depth analysis of the new monetary policy strategy, see the Bank of Italy’s website: ‘Outcome of the monetary policy strategy review’, 8 July 2021, as well as, in particular, ‘The ECB’s monetary policy strategy statement’ and ‘An overview of the ECB’s monetary policy strategy’.

				

				
					3	ECB, ‘Monetary policy decisions’, press release, 22 July 2021. 

				

				
					4	On 26 July, the Council adopted the plans for Croatia, Cyprus, Lithuania and Slovenia, on 6 September those for Ireland and the Czech Republic and on 5 October that for Malta; a further 12 plans had previously been approved (see Economic Bulletin, 3, 2021). 

				

				
					5	Other than to Italy, resources in the form of pre-financing have been disbursed to Austria, Belgium, Croatia, Cyprus, the Czech Republic, Denmark, France, Germany, Greece, Latvia, Lithuania, Luxembourg, Portugal, Slovakia, Slovenia and Spain. 

				

			

		

	
		
			2	THE ITALIAN ECONOMY

			2.1	Cyclical developments

			Growth picked up considerably in the second quarter of 2021, driven primarily by national demand. The increasing vaccination coverage was reflected in the confidence and behaviour of businesses and consumers. Our assessments, based on high-frequency indicators, suggest that GDP continued to expand by more than 2 per cent in the third quarter. 

			
				
					GDP rises above expectations in the second quarter

				

			

			In the spring, GDP rose more than had been expected by all the observers1 (by 2.7 per cent compared with the first quarter; Figure 19), driven by the strong upswing in household spending, especially on services. Investment by firms continued to expand and foreign trade returned to providing a positive contribution to growth (Table 6).  
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			The wide-ranging recovery in value added in services, especially in the sectors hardest hit by the containment measures (retail, transport and accommodation services), was connected to the continuing upturn in industry excluding construction and, to a greater extent, in construction (Figure 20).

			
				
					The recovery continues in the third quarter

				

			

			Based on the available indicators, we estimate that in the third quarter GPD grew by over 2 per cent, owing to further sustained recovery in services alongside continuing expansion in industry (see the box ‘Economic activity in the third quarter of 2021’). The PMIs (Figure 20) and the business and consumer confidence indices, though weakening slightly, remain favourable overall, standing at historically very high levels. The Ita-coin indicator dropped in September, but remains broadly positive; its performance was in part affected by the supply problems facing manufacturing firms, while demand made a positive contribution (Figure 21).  

			
			

			
				Economic activity in the third quarter of 2021

				During the summer months, the Italian economy continued to benefit from the progress made in vaccinating the public and the full resumption of mobility. Based on the set of models used by the Bank of Italy, it is estimated that GDP grew by more than 2 per cent in the third quarter compared with the previous three months, reflecting a further improvement in value added in services and the continuing expansion in industry. 

				The Italian weekly economic index (ITWEI; Figure A)1 confirms that there was a sustained rise in GDP, averaging around 2 per cent, with an upper bound for the estimates of about 3 per cent, in the third quarter.
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				Industrial production, which has been above pre-pandemic levels since June, fell slightly in August (-0.2 per cent on the previous month); taking into account our estimates for September, it rose by around 1 per cent in the third quarter, in line with what was observed in the second quarter. This is consistent with the signals from the high-frequency indicators (Figure B), the index of confidence among industrial firms and the purchasing managers’ index (PMI) for the manufacturing sector (see Figure 23.b).
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				The service sector, benefiting from the easing of restrictions on mobility, continued to grow robustly in the third quarter. This performance is confirmed by the level of the relative PMI, which was well above the threshold compatible with expansion, despite the drop in September (see Figure 20). During the summer, there continued to be improvement in confidence in services and retail trade, which is now higher than the long-term average. 

				Value added in construction basically remained stationary in the third quarter, after the sharp increases in the previous periods. These signs were confirmed by the data available on production; the sector’s confidence improved in September, however, driven by expectations of a strong upturn in employment.

				
					
						1	The indicator monitors GDP growth by including a wide variety of information, including high-frequency data on payment flows and motorway traffic, as well as on consumption of electricity and of gas for industrial use. For further details, see D. Delle Monache, S. Emiliozzi and A. Nobili, ‘Tracking economic growth during Covid-19: a weekly indicator for Italy, Banca d’Italia, Note Covid-19, 27 January 2021.
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					Mobility rises thanks to vaccines

				

			

			 The return of mobility towards pre-pandemic levels, made possible by the distribution of vaccines, contributed to the ongoing recovery. According to the Google Mobility Index, in the third quarter there continued to be an uptick in trips to grocery stores and pharmacies and to other retail outlets and recreational activities, which had been more greatly affected by the administrative restrictions previously imposed (Figure 22).
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					GDP forecasts improve

				

			

			The GPD growth estimates for this year, formulated by leading international institutions and private forecasters, have been progressively revised upward (Table 7). Based on the most recent data, our updated projections also suggest that growth could be about 6 per cent, more than expected in the July Economic Bulletin.
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			2.2	Firms

			According to the latest high-frequency data, industrial production continued to rise in the third quarter, firmly regaining pre-pandemic levels. In the assessment of the firms, surveyed between August and September, the investment plans for 2021 remain favourable overall.

			
				
					Industrial production rises

				

			

			In industry, economic activity rose in July before dropping off slightly in August. Based on our estimates, in the third quarter as a whole, it went on expanding by around 1 per cent, in line with the previous quarter (Figure 23.a; see the box ‘Economic activity in the third quarter of 2021’). The latest qualitative indicators are also consistent with a further increase in manufacturing output (Figure 23.b).
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					Investment continues to expand 

				

			

			In the second quarter, firms’ spending on capital goods rose once again (1.8 per cent compared with the previous quarter), narrowing the gap with end-2019 levels to 1.3 percentage points. The reduction in the value of leasing contracts recorded by Assilea, the Italian leasing association, is compatible with a slight deceleration in investment in the third quarter compared with the spring months. Our surveys conducted between August and September also indicate that firms expect investment to grow in the second half of the year, but slightly less markedly than predicted in the previous survey. Investment conditions continue to be very favourable (see the box ‘Italian firms’ assessments reported in the Bank of Italy’s surveys’).

			
			

			
				Italian firms’ assessments reported in the Bank of Italy’s surveys

				Between 26 August and 16 September, the Bank of Italy conducted its quarterly survey on inflation and growth expectations on a sample of about 1,500 firms with 50 or more employees active in industry excluding construction, services and construction (see ‘Survey on Inflation and Growth Expectations’, Banca d’Italia, Statistics Series, 11 October 2021). 

				Over 50 per cent of the firms, an historically high figure, deem that the general economic situation has improved compared with late spring. The balance between the percentage of responses of an increase and that of a decrease in current sales rose further for the economy as a whole by around 5 percentage points (to 49 points for industry excluding construction, 36 points for services and 37 points for construction). The number of firms expecting demand for their products to expand over the next three months far exceeds that anticipating a reduction, also taking into account foreign markets. 

				According to the responses, economic activity will benefit from the increase in demand, while the uncertainty arising from economic and political factors continues to be the main dampener, along with rising oil prices. The non-availability of intermediate inputs is viewed as the most significant obstacle for industry excluding construction, especially for large firms. The majority of firms expect there to be an increase in the number of COVID-19 cases, albeit less severe than in autumn 2020, in the three months following the survey.

				The balance between the share of responses pointing to an improvement in investment conditions and those indicating a worsening – which had significantly increased in the previous survey and turned positive again for the first time in three years – has stabilized around historic highs (24 percentage points; see panel (a) of the figure).
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				Firms in industry excluding construction and in services expect an analogous increase in total investment in the second half of the year, albeit somewhat less marked than was anticipated in the previous survey. As regards 2021 as a whole, the balance between firms expecting capital accumulation to grow compared with 2020 and those expecting it to decline has remained fairly stable at around 32 percentage points (panel (b) of the figure).

				The positive developments in investment for this year is also confirmed by the opinions expressed in the economic survey conducted between September and October by the Bank of Italy’s branches on a sample of over 4,500 non-construction industry and service firms with at least 20 employees and construction firms with at least 10 employees (‘Business Outlook Survey of Industrial and Service Firms’, Banca d’Italia, Statistics Series, forthcoming).

				Two thirds of the firms confirm that actual investments in 2021 are basically in line with those planned as at the end of 2020, which were expansionary on average. The balance between the share of firms that reported having spent more than planned and those that reported having spent less is positive across all sectors and size classes, primarily thanks to the small percentage of assessments of a contraction, which was very low by historical standards. As for planned investment for 2022, the expectations of an increase compared with this year comfortably exceed those of a decrease.

				Investment was supported both by the recovery in sales in the first nine months of the year compared with the same period of the previous year and by expectations of a further increase over the next six months. Around 60 per cent of the service firms and 70 per cent of those in industry excluding construction report that their turnover in 2021 will equal or surpass pre-pandemic levels; however, more than half of the firms in the textiles, clothing and footwear industry do not expect to return to 2019 levels by the end of the year. The assessments are uniform across the various size classes.

				A significant share of the firms encountered problems procuring production inputs in the first nine months of 2021, specifically about 20 per cent of firms in the service sectors and 60 per cent of those in industry, especially those in the chemical, rubber and plastics, and metal and engineering sectors. Among the firms with procurement issues, 80 per cent reported that the prices of inputs had increased, around 70 per cent indicated that they were unavailable and a similar share stated that they experienced delays connected with suppliers’ processing times or transport times; in particular, the unavailability of semiconductors and other electronic components mainly affected the metal and engineering sector. Difficulties in purchasing production inputs were worse among those firms with favourable turnover projections; these problems, according to the firms affected by procurement problems, are being reflected mainly in an increase in selling prices (for 34 per cent) and delivery times (30 per cent) and in a reduction in profit margins (23 per cent).

				The pickup in activity has also had a positive impact on employment: the firms report a sharp uptick in hours worked in the first nine months of the year and an overall increase in staffing by the end of 2021. 

				Additional data collected by the Bank of Italy’s branches through informal contacts with the firms indicate that expectations concerning the implementation of the National Recovery and Resilience Plan (NRRP) are having a positive effect on firms’ investment plans. The firms have mitigated the impact of intermediate input procurement problems on processing and delivery times by reorganizing production and adjusting supply contracts.

				The construction firms interviewed also had overall positive assessments of their activity: the balance between the share of expectations of an increase and those of a decrease in employment returned broadly positive in 2021, as did that for total production, supported in part by the public works sector. In firms’ opinion, production will continue to expand in 2022. Informal discussions between the firms and the Bank of Italy’s branches suggest that, according to businesses, the Superbonus introduced by Decree Law 34/2020 (‘Relaunch Decree’) is having a very positive impact on the construction firms’ business, especially after the entry into force of Decree Law 77/2021 (‘Simplification Decree’), which has made it significantly more effective.

			

			
				
					The outlook for the real estate market improves 

				

			

			In the second quarter, in the construction sector investment rose by more than 3 per cent in both the residential and commercial components. In the third quarter, building industry output was still well above pre-pandemic levels. The volume of residential property sales rose sharply in the spring (6.0 per cent). Based on our calculations using the listings on the Immobiliare.it online platform, in the summer, too, demand for residential properties reached levels higher than those recorded in the quarter prior to the outbreak of the pandemic. House prices, especially those for new housing, continued to rise in the second quarter of 2021; in the first half of the year, prices increased by 1.0 per cent year-on-year (Figure 24). According to the Italian Housing Market Survey conducted in June and July on a sample of real estate agents, the outlook for the domestic market improved, in part owing to the effect of the pandemic, deemed on the whole to have strengthened demand for housing;2 the balance between expectations of an increase and those of a decrease in prices continued to improve.
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					Firms’ liquidity remains high

				

			

			Compared with the previous period, the debt of Italian non-financial corporations fell in the second quarter, to 74.1 per cent of GDP (112.3 per cent in the euro area; Figure 25). The amount of liquidity held by firms in their deposit and current accounts continues to be high (see Section 2.7) although lower than in the first quarter. These developments resulted in a positive financial balance.
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			2.3	Households

			Based on the available indicators, the bounce-back in consumption continued in the summer, thanks to the progress made in the vaccination campaign, which permitted greater mobility and eased hesitation surrounding purchases. Nonetheless, households continue to exercise caution in making consumption decisions. The propensity to save decreased in the second quarter.

			
				
					Consumption rises in the spring ...

				

			

			In the second quarter, household consumption rose by 5.0 per cent, more than expected by the main forecasters and amply offsetting the cumulative decline over the previous six months. Spending increased on both goods and, especially, services; however, given the marked decrease recorded since the start of the crisis, spending on services was still 14 per cent lower than at the end of 2019 (compared with 6.4 per cent for total consumption). Disposable income in real terms remained basically the same as in the previous quarter (Figure 26.a). The propensity to save therefore fell to 12.9 per cent, 5 percentage points above pre-pandemic levels (Figure 26.b).
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					… and increases over the summer

				

			

			The latest cyclical indicators point to a further sharp expansion in consumption in the third quarter, encouraged by the easing of the restrictions due to the progress made in administering vaccinations. Confcommercio’s indicator rose compared with the second quarter, driven by the sharp increase in services. The high-frequency data on withdrawals and electronic payments are also consistent with the continued rise in consumption in the summer months (Figure 27). Consumer confidence improved greatly in September, reaching its highest level since the time series began, thanks to much more favourable assessments of the general state of Italy’s economy (Figure 28). 
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			The Bank of Italy’s Special Survey of Italian Households, carried out between the end of August and the start of September, indicates that households’ expectations concerning the state of the economy and of the labour market turned positive for the first time since the survey was launched in spring 2020. The negative impact on consumption patterns linked to the health emergency were significantly eased by the progress in the vaccination campaign (see the box ‘Italian households during the pandemic: the Bank of Italy’s survey’).

			
			

			
				Italian households during the pandemic: the Bank of Italy’s survey

				Between the end of August and the start of September the Bank of Italy conducted the sixth edition of its Special Survey of Italian Households to collect information on the financial situation and expectations of households.1 Compared with the survey conducted last spring (see Economic Bulletin, 3, 2021), households’ expectations concerning the general state of the Italian economy have improved overall, thanks to assessments of the progress made in administering vaccines and to the more encouraging view of the epidemiological picture going forward.

				The balance between expectations of an improvement and those of a deterioration regarding the general state of the economy and the labour market in the next twelve months turned positive for the first time since the survey began in spring 2020 (panel (a) of Figure A). The percentage of households that expect a deterioration of these aspects fell by more than 10 percentage points to 27 per cent and 31 per cent respectively; these are the lowest figures since the survey began. 
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				Expectations concerning household income are essentially stable compared with the spring survey: three out of four households expect their income for this year to be similar to that of 2020; 15 per cent expect it to be lower. The assessments by households whose head is self-employed, which were those hardest hit during the most acute phases of the pandemic, gradually improved in the course of the year: the balance between expectations of an increase and those of a decrease in household income rose by 7 percentage points compared with April, bringing it in line with the average for the total population for the first time since last autumn (panel (b) of Figure A). 

				Around one third of households state that they have been able to put aside some savings since the start of the pandemic; the share is larger for households whose head holds a university degree. The percentage of households that expect to be able to save over the next twelve months has remained fairly stable, at 44 per cent (most of which are households that have already accumulated some savings since the crisis began). Households that indicate they have some difficulty making it to the end of the month also expect to be able to save (panel (a) of Figure B).
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				Consumer behaviour is still affected by the health emergency, but seems to be gradually improving. Compared with the April survey, the percentage of households declaring that they are spending less on hotels, cafés and restaurants than prior to the pandemic fell by 15 percentage points, although it remains high (at 71 per cent, having reached almost 90 per cent during the most acute phases of the pandemic); the share for households that are easily able to make it to the end of the month fell by about 30 points (to 55 per cent). The percentage of households that have reduced purchases in clothing stores and on beauty and personal care services also declined significantly, to 63 per cent and 57 per cent respectively.2 Among the reasons for the slowdown in spending, the importance attached to the fear of infection was stable, while the weight given to the containment measures dropped significantly owing to the easing of restrictions starting in the spring. However, there continues to be some caution concerning expected expenditure in the three months following the interview, especially among households facing greater financial difficulties and among those whose income, in the month prior to the interview, was lower than it had been before the pandemic (panel (a) of Figure B). 

				Two thirds of the households indicated that, during the period in which the survey was conducted, the vaccination campaign was proceeding better than or as well as they had expected. At the time of the interviews, 64 per cent of households stated that they would increase their spending on hotels, cafés and restaurants to at least the levels recorded prior to the health crisis if three quarters of the Italian population had completed the vaccine cycle;3 this figure exceeds 80 per cent for households that say they easily make it to the end of the month, but is below 60 per cent for those that are struggling financially (panel (b) of Figure B). 

				Just over half of the households expect there to be an increase in the number of COVID-19 cases in the three months following the survey, though to a lesser extent than in autumn 2020, and 20 per cent do not think that there will be a rise in infections. The households most optimistic about the epidemiological situation also expressed more favourable views about the general state of the economy and their own financial situation.

				
					
						1	The interviews were conducted remotely between 23 August and 3 September using a multimedia touchscreen device on a sample of over 2,000 households that had also taken part in the fifth edition of the survey. Since April 2020, six editions of the survey have been carried out. The main findings and the methodology used in the fifth edition are described in C. Rondinelli and F. Zanichelli, ‘The main results of the fifth wave of the Special Survey of Italian Households’, Banca d’Italia, Note Covid-19, 7 September 2021 (only in Italian).

					

					
						2	The households were asked how often they spent money on hotels, cafés and restaurants, in clothing stores and on beauty and personal care services in the last month compared with before the pandemic.

					

					
						3	According to the data published by the Government, as at 20 October, 74.5 per cent of Italians had completed the vaccination cycle (81.7 per cent if only persons over 12 years of age are considered).

					

				

			

			
				
					Household debt remains stable 

				

			

			In the second quarter of 2021, household debt as a percentage of disposable income remained stable at 65 per cent (Figure 29), although it was still below the euro-area average (97.9 per cent).
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			Debt servicing costs (interest plus repayment of principal) rose compared with the previous quarter to 10.2 per cent of disposable income (Figure 29), mainly due to the repayment of principal. As a share of GDP, household debt fell slightly, to 44.1 per cent (61.2 per cent in the euro area), following the rise in GDP.

			2.4	Foreign trade and the balance of payments

			In the second quarter, Italian exports recorded strong growth, outpacing that of world trade. The recovery in international tourist flows intensified during the summer months. Purchases of Italian public and private sector securities by non-residents continued. Both the current account surplus and the positive net international investment position widened.

			
				
					Exports accelerate during the spring ...

				

			

			In the second quarter, there was a marked increase in exports of goods and services (Table 8). Exports of goods rose by 3.4 per cent, more than for the major European partners, with almost all the main economic sectors making a positive contribution. The increase was more pronounced with respect to non-euro area markets, especially the United States and the United Kingdom. In the latter case, the decrease that followed the entry into force of the new trade and cooperation agreement with the European Union was largely reabsorbed. Exports of services also rose, buoyed by the gradual recovery in international tourism.
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			Imports grew, especially the goods component, against the backdrop of a further recovery in investment (see Section 2.1).

			
				
					… and increase further over the summer

				

			

			In the two-month period July-August, goods exports (valued at current prices and seasonally adjusted) increased, also owing to some high-value transactions in the shipbuilding sector. Manufacturing firms’ assessments of foreign orders, as recorded by Istat, and the corresponding PMI remain compatible, on average, with an expansion in sales in the third quarter (Figure 30). 
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			The recovery in tourism flows underway since the spring strengthened further: between July and August, foreign travellers’ spending in Italy was significantly higher compared with the year-earlier period, though still below 2019 levels (Figure 31). 
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			On average, for the four quarters ending in September, Italian firms’ overall and export-weighted price competitiveness remained practically unchanged compared with the same period of 2020 (Figure 32).
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					The current account surplus widens

				

			

			The current account surplus of the balance of payments was €38.4 billion in the first eight months of 2021 (Table 9), higher by €7.4 billion compared with the same period a year earlier. The increase was ascribable above all to the larger merchandise trade surplus, which was recorded despite the worsening in the energy balance. The current account surplus reached 4.3 per cent of GDP, calculated based on the average for the four quarters ending in June (Figure 33). 
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					Foreign demand for Italian securities remains strong

				

			

			Purchases of Italian securities as portfolio investments by non-residents continued, totalling €45.2 billion in the first eight months of the year (of which €28.8 billion in public sector securities, accounting for around one fourth of net issues). According to data from Emerging Portfolio Fund Research (EPFR) for a sample of international funds, investments in Italian financial assets continued in September.

			Between January and August, residents invested €75.5 billion in foreign portfolio assets: most of the purchases were made by households and insurance companies, and almost three fourths of them concerned investment fund shares. During the same period, Italian banks’ net funding on international markets via loans and deposits increased by €11.2 billion. The public sector received inflows from abroad totalling €35.5 billion in connection with the share of loans disbursed by the European Commission under its instrument for temporary Support to mitigate Unemployment Risks in an Emergency (SURE) and the pre-financing payments relating to the first share of funding envisaged by the National Recovery and Resilience Plan (NRRP; see Section 2.9).3 

			In the summer months, the Bank of Italy’s debit balance on the TARGET2 European payment system narrowed, benefiting from the capital inflows and the current account surplus (Figure 34 and Table 10). In September, the balance widened, to €514 billion at the end of the month, reflecting substantial net redemptions of Treasury bonds. 
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					The positive net international investment position increases

				

			

			At the end of last June, Italy’s net international investment position was positive by €89.6 billion (5.2 per cent of GDP), up by €39.1 billion compared with the end of March. The improvement is attributable to the current account surplus and, to a greater extent, positive valuation adjustments concerning assets, particularly foreign investment fund shares.

			2.5	The labour market

			In the spring, the recovery in the service sector translated into a greater than expected increase in the number of people employed – especially those with fixed-term contracts – and in hours worked. Employment continued to rise in July and August, albeit at a slower pace. However, persistent labour market slack is suggested by the take-up of wage supplementation schemes, still widespread, and by the labour market participation rate, which is below pre-pandemic levels. The recent contractual agreements do not suggest that price tensions are being passed on to wages.

			
				
					Employment is driven by the recovery in services ... 

				

			

			Following the contraction in the winter months, the number of persons employed increased in the spring by 1.5 per cent compared with the previous quarter (Figure 35.a and Table 11). The strong growth was due above all to the recovery of employment in retail trade and tourism (private sector employment as a whole expanded by 2.2 per cent), facilitated by the easing of restrictions on mobility and activity. Employment continued to grow in construction (1.7 per cent) and held stable in industry excluding construction. 
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					... but the use of wage supplementation remains widespread 

				

			

			The number of hours worked rose by 3.0 per cent, but remained below pre-pandemic levels (-4.7 per cent compared with the last quarter of 2019), also on account of the widespread use of wage supplementation schemes. The number of hours of wage supplementation (cassa integrazione guadagni, CIG) and solidarity funds authorized decreased during the spring4 and, especially, the summer, and is now well below the peak recorded last year; however, on average they remained above the levels recorded during the recessionary phase of 2009-2012 (Figure 36).
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					The recovery in employment is driven by fixed-term contracts

				

			

			According to preliminary data from Istat’s labour force survey, in the two-month period July-August, the total number of people employed rose slightly (0.2 per cent on the previous two-month period), but was still 1.6 per cent lower than in December 2019. This reflects the still weak dynamics recorded for self-employment. By contrast, payroll employment has almost fully recovered: according to the data drawn from mandatory reporting, it was driven by the tourism sector and by fixed-term contracts (Figure 37). 
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			The dynamics of permanent employment are affected above all by the low number of new hires and of conversions of fixed-term contracts. Following the lifting of the freeze last July on economically motivated layoffs in the construction and industrial sectors,5 dismissals increased in July, though they remained close to the figures recorded in the same month of 2019. In August, they returned to moderate levels, also owing to the confirmation of the favourable terms for accessing wage supplementation schemes that accompanied the lifting of the freeze.6

			The recovery in private services benefited female and youth employment, which had been especially affected at the height of the pandemic: in the two months July and August, the employment rate of women and of people under the age of 35 reached levels that are close to, though still below, those recorded before the health emergency (Figure 38).
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					Labour market participation remains low

				

			

			The unemployment rate declined to 9.3 per cent on average in July and August, 0.6 percentage points lower than at end-2019 (Figure 35.b). Besides the cyclical improvement, another factor contributing to keeping the unemployment rate low is the fact that the participation rate has not yet returned to pre-crisis levels. The latter reached 64.3 per cent in the two-month period July-August, still 1 percentage point lower than it was in December 2019. 

			
				
					Wage growth is moderate

				

			

			Contractual earnings in the non-farm private sector grew moderately (1.0 per cent year-on-year in both July and August), despite the slight acceleration due to the payment, in some segments,7 of scheduled raises (Figure 39). The share of employees whose collective bargaining agreements are pending renewal reached 39 per cent in August (from 76 per cent in 2020 on average) thanks to the renewals of some important agreements in the industrial sector, most of which provide for the payment of the first tranches between the end of this year and the beginning of next year.
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			As the recent agreements provide for wage increases based on the currently still relatively small expected changes in the HIPC – net of the prices of imported energy products8 – they will not lead to a significant acceleration in contractual earnings in the coming months.

			In the second quarter, hourly labour costs for the non-farm private sector fell sharply year-on-year (-2.5 per cent), in part reflecting the composition of labour demand, which was concentrated in the sectors with the lowest average wages. This was also due to the decrease in social security contributions to be paid by employers, likely owing to the introduction, in the second half of 2020, of social security contribution relief granted on the hiring of some types of workers.

			2.6	Price developments

			Inflation reached 2.9 per cent in September, driven by strong growth in energy prices, which may continue in the coming months but is not expected to extend into the medium term. There was an only moderate upward adjustment in firms’ expectations regarding their selling prices.

			
				
					Inflation is driven by the exceptional increase in energy prices

				

			

			Twelve-month harmonized consumer price inflation rose to 2.9 per cent in September (from 2.5 per cent in August; Figure 40 and Table 12). Energy prices accelerated, reaching 20.5 per cent. The core component rose to 1.4 per cent (from 0.8 per cent), reflecting the increase in service prices. Air freight rates were the main contributory factor. In recent months, non-energy industrial goods inflation has been affected by the base effect of the postponement of the end-of-season summer sales in 2020, which led to large temporary fluctuations; in September, it decreased slightly, to 1.6 per cent. 
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					Supply constraints push up production costs ...

				

			

			Shortages in the supply of commodities and intermediate goods, the restrictions and increased costs affecting transport, and the consequent lengthening of delivery times continue to exert growing pressures in the initial stages of price formation. In August, the rise in producer prices (13.8 per cent on a twelve-month basis; Table 12) was due above all to the energy component (32.3 per cent) and, to a lesser extent, the intermediate goods component (12.9 per cent). Conversely, the selling prices of final consumption goods continued to display moderate growth (2.8 per cent). The PMI referring to the cost of production inputs decreased in manufacturing in August and September, though it remained at historically high levels.

			
				
					... but the increase has not yet passed through to prices  

				

			

			However, the risks of a strong and generalized increase in the prices of the components that are likely to be most affected by supply constraints (appliances, IT goods, transport equipment) did not materialize. Wage growth in the non-farm private sector remained very low in August (see Section 2.5). In the second quarter, unit labour costs rose slightly in the economy as a whole (by 0.7 per cent compared with the year-earlier period), reflecting the fact that the drop in productivity outpaced the fall in hourly wages.

			
				
					The inflation expectations of firms and households increase but remain low 

				

			

			In the Bank of Italy’s quarterly Survey on Inflation and Growth Expectations conducted in September, firms revised upwards their expectations regarding inflation and the increase in their selling prices; however, both remain below 2 per cent on an annual basis (Figure 41). The Bank of Italy’s Special Survey of Italian Households, carried out between the end of August and the start of September, indicates that the percentage of households interviewed that expect prices to increase over the next twelve months remained low, at just under 20 per cent, the same share recorded in last spring’s survey. The professional forecasters surveyed in October by Consensus Economics expect inflation to average 1.7 per cent in 2021, 0.5 percentage points higher than they anticipated in June.
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			2.7	Banks

			During the summer months, growth in loans to non-financial corporations lost momentum, reflecting weaker demand for funds, given the abundant liquidity accumulated over the last year and a half and the improvement in cash flows driven by positive cyclical developments. Credit supply conditions remain relaxed.

			
				
					Abundant liquidity contributes to the slowdown in lending

				

			

			In August, growth in lending to the non-financial private sector declined to a three-month rate of nil (on a seasonally adjusted and annualized basis; Table 13 and Figure 42.a), from 2.1 per cent in May. Growth in loans to non-financial corporations turned negative (-2.9 per cent), owing to lower demand for loans backed by public guarantees; likely contributory factors included the considerable liquidity overhang from the pandemic crisis and the recovery in cash flows in line with the improvement in economic activity. The twelve-month rate of lending experienced a slowdown across all sectors and was more pronounced for manufacturing firms (Figure 42.b). 
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			Lending to households increased at a robust pace (3.4 per cent over the three months), mostly driven by the expansion in loans for house purchase. Growth in consumer credit slowed slightly, with net flows hovering around zero in the three months ending in August.

			
				
					Banks’ funding continues to expand

				

			

			From May through August, Italian banks’ funding continued to increase, mostly due to the rise in deposits by residents (Table 14) and, in particular, by households (7.0 per cent over the twelve months, from 6.4 per cent in May). Liabilities to the Eurosystem also rose, following Italy’s participation in the eighth auction of the third series of quarterly targeted longer-term refinancing operations (TLTRO III), settled on 24 June (see Economic Bulletin, 3, 2021).
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			The cost of funding remains at very low levels: in mid-October, yields on bank bonds in the secondary market stood at 1.1 per cent and the yield spread with respect to the euro-area average at around 60 basis points. The level of both indicators is nearly in line with that preceding the public health emergency.

			
				
					The cost of loans to firms and households remains low

				

			

			The average interest rate on new bank loans to firms was unchanged in August (1.1 per cent; Table 15 and Figure 43). In the same month, the rate on new mortgage loans to households rose by 0.1 per cent, to 1.5 per cent. 
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			According to the Italian banks that took part in the euro-area bank lending survey in the second quarter of 2021, their credit supply policies for households and firms remained favourable; they were expected to stay largely unchanged in the third quarter as well, with a slight easing of consumer credit standards (see the box ‘Credit supply and demand’). 

			
			

			
				Credit supply and demand

				The Italian banks that took part in last June’s euro area bank lending survey (BLS),1 referring to the second quarter of 2021, continued to report generally relaxed credit supply policies. Banks indicated that the credit standards for loans to firms (Figure A) were basically unchanged, although they did cite competitive pressure and lower perceived risk regarding the general economic outlook among the factors contributing to an easing. They expected supply policies to remain the same for the third quarter of this year as well. For loans to households, neither credit standards nor terms and conditions recorded variations in the second quarter; for the third quarter, banks anticipated unchanged credit standards for loans for house purchase and a moderate easing for consumer credit.
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				In the second quarter, growth in demand for loans on the part of firms, registered since the start of the pandemic crisis, came to a halt; this was partly attributable to fewer financing needs connected with inventory and working capital. For the third quarter, banks expected demand to increase slightly.

				Following the modest fall reported by the banks in the first three months of 2021, in the second quarter, demand for mortgage and consumer credit loans by households increased, boosted by the brighter outlook for the real estate market, stronger consumer confidence and low interest rates. Banks said that they expected loan requests for house purchase to remain unchanged in the third quarter, while those for consumer credit would increase slightly. 

				As part of the survey, banks were asked to assess, for the first six months of 2021, the impact of the public guarantee schemes connected with the pandemic emergency. The responses point to a further easing of credit standards applied to loans backed by guarantees disbursed to firms.  Demand for these loans has continued to expand, though at a slower pace compared with the previous six months. Banks anticipate similar trends in this quarter as well.  

				Banks were also asked to assess the impact on supply conditions of the share of non-performing loans (NPLs) in their balance sheets in the first half of 2021. Almost all responded that there had been no impact; this likely reflects both the relatively small increase in the volume of NPLs itself, and greater prudence in their management.  

				According to the Survey on Inflation and Growth Expectations conducted by the Bank of Italy in September, credit access conditions improved again in the third quarter of this year; during the same period, Istat’s business confidence survey instead indicated a slight worsening, especially for firms operating in the construction sector (Figure B).
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						1	Nine of the main Italian banking groups took part in the survey. The results for Italy are available on the Bank of Italy’s website, ‘Bank Lending Survey (BLS)’; for those relating to the euro area, see the ECB’s website, ‘July 2021 euro area bank lending survey, press release, 20 July 2021.

					

				

			

			
				
					New non-performing loans diminish ...

				

			

			In the second quarter, the flow of new non-performing loans in proportion to total loans fell to 1.0 per cent, on a seasonally adjusted and annualized basis (Figure 44). The indicator declined by 0.2 per cent for loans to non-financial corporations (to 1.3 per cent), benefiting from the reduction for firms in the construction and manufacturing sectors. The decline in the flow of non-performing loans to consumer households (to 0.9 per cent) was more marked. In the second quarter of 2021, the share of non-performing loans to total loans of the significant banking groups declined, both gross and net of loan loss provisions (Table 16), thanks to sales of bad and unlikely-to-pay positions. The coverage ratio (the ratio of loan loss provisions to total non-performing loans) rose slightly. 
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					... and profitability improves 

				

			

			In the first six months of 2021, the profitability of the significant groups increased significantly with respect to the same period in the previous year. Net of extraordinary components, growth in the annualized return on equity (ROE) was primarily driven by the decline in loan loss provisions.9 The increase in earnings was another contributory factor: gross income rose thanks to the notable contribution from fees and revenues from trading activities; the latter more than offset the decline in net interest income, which nevertheless staged a partial recovery in the second quarter. Costs fell and operating profit increased by more than one third.

			In the second quarter of this year, the average capitalization level of the significant banking groups declined slightly, owing to the growth in risk-weighted assets. 

			2.8	The financial markets

			Financial market conditions remained relaxed in Italy, especially following the improvement in the economic situation and confirmation that the accommodative monetary policy stance would be maintained. The risk factors include ongoing uncertainty about the strength of the recovery, in connection with the changing pandemic situation, and about inflation dynamics. 

			
				
					Government bond yields remain low

				

			

			From the second half of July, Italian government bond yields increased, especially over longer maturities (by 15 basis points for ten-year bonds), reflecting the upward revision of inflation and growth expectations for 2021; they nonetheless remain at low levels. Securities purchases by the Eurosystem helped to maintain favourable financial conditions (Figure 45; see Section 1.2). The yield spread between Italian and German ten-year government bonds remained stable, below end-2019 levels (Figure 46). The volatility implied by derivatives on Italian ten-year bonds stayed at very low levels (Figure 47).  
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					Equity prices rise

				

			

			Share prices rose more sharply in Italy than in the euro area from the second half of July (by 7.4 and 3.6 per cent respectively; Figure 48.a). The positive announcement effect of higher than expected earnings was partially offset by fears about potential increases in market rates and trends in energy prices. 

			The index for the banking sector rose in both Italy and the euro area, (by 13.4 and 9.6 per cent respectively; Figure 48.a), benefiting in particular from higher than anticipated second-quarter earnings, the removal of profit distribution restrictions previously recommended by the supervisory authorities, and expectations of higher net interest income. The prospects for consolidation in Italy’s banking sector also had a positive effect. The volatility of equity prices remained stable (Figure 48.b).
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			From mid-July, secondary market yields on bonds issued by Italian banks and non-financial corporations rose moderately for non-financial corporations while they were practically unchanged for banks, remaining nevertheless at very low levels (1.0 and 1.1 per cent respectively; Figure 49). The yields on bonds in both sectors recorded a small increase on average in the euro area.
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					Net issues by firms continue ...

				

			

			In the second quarter of 2021, net bond placements by non-financial corporations amounted to €6.6 billion (up from €6.3 billion in the first quarter); banks instead made net redemptions worth €2.0 billion (compared with €5.2 billion in the previous quarter). According to preliminary data from Bloomberg, gross bond issues by non-financial corporations decreased in the third quarter, while those by banks remained stable.

			
				
					… as do net subscriptions to investment funds 

				

			

			According to Assogestioni data, the net inflow of savings towards open-end investment funds contracted slightly in the second quarter, though it remained at high levels (€17.1 billion, from €18.7 billion in the previous quarter). This was mostly thanks to the contribution of foreign investment funds. Investors purchased equity funds (with net subscriptions amounting to €8.4 billion), balanced funds (€7.7 billion) and bond funds (€3.0 billion). Money market funds, hedge funds and flexible funds recorded net negative subscriptions (€-0.9, €-0.1 and -0.9  billion respectively). Net subscriptions to open-end investment funds increased in July and August, by €6.6 billion and €7.9 billion respectively, against €4.1 billion in June.

			2.9	The public finances

			The Government has updated the public accounts estimates and the budget objectives for the next three years. During the current year, it is estimated that net borrowing will decline to 9.4 per cent of GDP and that the debt-to-GDP ratio will start to come down, falling by more than 2 percentage points. With respect to April’s estimates, the improvement incorporates the upward revision of GDP growth expectations and takes into account the favourable data on trends in general government revenue and expenditure. In the Government’s plans, the ratios of borrowing and debt to GDP should continue to decline gradually in the next few years, reaching 3.3 and 146.1 per cent respectively in 2024. 

			
				
					The deficit estimate for 2021 improves

				

			

			In its Update to the 2021 Economic and Financial Document,10 the Government estimates general government net borrowing of 9.4 per cent of GDP for this year (Table 17), slightly down on 2020; the debt-to-GDP ratio is expected to fall by more than 2 percentage points, to 153.5 per cent (Table 18). In last April’s Economic and Financial Document, the Government had planned to increase both net borrowing (to 11.8 per cent of GDP) and debt (to 159.8 per cent) with respect to last year. The revision of the estimates takes account of the improvement in GDP growth forecasts compared with those formulated in April and, among other factors, considers several favourable indications that have emerged in the course of monitoring general government revenue and expenditure. 
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					The trend in the cash-basis figures is positive

				

			

			In the first nine months of 2021, the state sector borrowing requirement exceeded €85 billion, down by almost €43 billion compared with the corresponding period of 2020. For general government as a whole, for which data are available for the first eight months of the year, the borrowing requirement amounted to just over €60 billion, around €40 billion below what it was in the corresponding period of last year. This is also due to the postponement of several tax payments from 2020 to 2021 and to other extraordinary factors, including the receipt of a first tranche of grants in pre-financing payments under the Next Generation EU programme (€9 billion).11 In the twelve months ending in August 2021, the general government borrowing requirement stood at just over €115 billion (Figure 50). 
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			The tax revenue entered in the State’s budget, net of lottery and gaming receipts, increased by 12.7 per cent (over €36 billion) in the first nine months of 2021 compared with the same period of last year. This mostly reflects the brighter economic outlook and, in part, temporal lags in tax payments, including the abovementioned deferral to this year of several tax payments due in 2020.

			In the first eight months of 2021, the general government debt expanded by €161 billion, reflecting not only the borrowing requirement but also the increase in the Treasury’s liquid balance (more than €97 billion). The average residual maturity of the debt lengthened slightly, from 7.4 years at the end of last year to 7.6 years in August. The average cost of the debt was equal to 2.4 per cent at the end of June, in line with the figure recorded at the end of 2020 (Figure 51). 
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					Over the next few years, the Government plans a smaller reduction in the deficit and the debt than foreseen in the current legislation scenario

				

			

			According to the current legislation scenario in the Update to the 2021 Economic and Financial Document, in the three years 2022-24, both the deficit and the debt will gradually decline (reaching, in 2024, 2.1 and 143.3 per cent respectively of GDP). These outcomes would be significantly more favourable than what was hypothesized in April. 

			The Government plans to utilize most of the space for manoeuvre deriving from the improvement in the current legislation scenario for new expansionary measures that will be defined in the next budget law. Compared with the current legislation scenario, the budgetary package would in fact raise the deficit by 1.3 percentage points of GDP on average over the three years. In the policy scenario, the deficit would amount to 5.6 per cent next year, 3.9 per cent in 2023 and 3.3 per cent in 2024.

			According to the Government's projections, the debt-to-GDP ratio will fall by 7.4 percentage points in the next three years, reaching 146.1 per cent in 2024, around 3 percentage points higher than in the current legislation scenario. The progressive reduction in the ratio is being driven by the very favourable trend in the gap between nominal GDP growth and the average cost of the debt, which amply offsets the impact of the primary deficit. As shown in the Update, this favourable trend remains exposed to the risks surrounding the macroeconomic outlook. 

			
				
					The draft enabling law for the tax reform is approved

				

			

			In early October, the Council of Ministers approved the draft enabling law for the reform of the tax system, which is expected to be implemented in the 18 months subsequent to its approval by Parliament. The reform aims, in particular, to reduce the tax burden on the factors of production, to streamline and simplify the taxation system, to preserve its progressive nature, and to combat tax evasion and avoidance.

			On 19 October, the Government passed the 2022 Draft Budgetary Plan, in which it traced the broad outlines of the next budget.    

			
				
					1	Our July estimates (see Economic, 3, 2021) pointed to growth of more than 1 percentage point on the previous period; the average of the forecasts recorded by Consensus Economics and published on 19 July 2021 amounted to 1.3 per cent.

				

				
					2	For more details, see E. Guglielminetti, M. Loberto, G. Zevi and R. Zizza, ‘’, Banca d’Italia, Questioni di Economia e Finanza (Occasional Papers), 627, 2021.

				

				
					3	These payments include both loans and grants (€15.9 billion and €9.0 billion respectively), and both were recorded in the balance of payments referring to August as an increase in liabilities due to ‘other investment’ by general government.

				

				
					4	In June, the last month for which the data are available, almost one million workers benefited from the emergency wage supplementation scheme (CIG di emergenza) linked to the COVID-19 pandemic.

				

				
					5	The freeze, introduced by Decree Law 18/2020 (‘Cure Italy’ decree), suspended economically motivated dismissals initiated after 23 February 2020. In the industrial sector, the freeze was extended beyond 30 June 2021 only for firms in the textile, clothing and leather segment. It is still in force in the service sector.

				

				
					6	See Banca d’Italia and Ministry of Labour and Social Policies, ‘Il mercato del lavoro: dati e analisi. Le Comunicazioni obbligatorie’ (‘Labour market data and analyses. Mandatory Reporting’), 5, September 2021 (only in Italian).

				

				
					7	In July and August, tranches of the wage increases were paid under the agreements for the following segments: mining and quarrying, bricks and cement manufactures, airport ground services, and indoor cleaning services. Workers in the chemical sector were granted an adjustment in their specific allowance. 

				

				
					8	For the agreements already renewed, the figures released by Istat in its June forecast indicate that annual inflation measured by the HIPC, net of the prices of imported energy products, will average 1.1 per cent in the next three years.

				

				
					9	In the first six months of last year, loan loss provisions had risen sharply, following the significant deterioration in the macroeconomic outlook.

				

				
					10	‘Preliminary hearing on the Update to the 2021 Economic and Financial Document’, testimony by E. Gaiotti, Director General for Economics, Statistics and Research, before the Senate of the Republic, Rome, 5 October 2021 (only in Italian).

				

				
					11	On 13 August, the European Commission disbursed a first tranche of resources in pre-financing payments under the National Recovery and Resilience Plan (NRRP), equal to 13 per cent of the total amount (€24.9 billion, of which €15.9 billion in the form of loans and entered in the public debt; see Sections 1.2 and 2.4). 
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