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ECONOMIC DEVELOPMENTS AND KEY POLICY

CHALLENGES

Output growth decelerates, amid
international tensions

Trade barriers and uncertainty are
affecting Italy’s economic performance.
GDP growth slowed further to 0.5% in 2025.
Geopolitical uncertainty weighed on household
spending, while investment rebounded after
declining in 2024 due to the rollback of tax
credits for residential construction. Despite the
challenges posed by trade barriers and a
stronger euro, exports grew in 2025, reversing
two consecutive years of decline, although
imports grew even faster.

Employment continued to grow strongly.
Both headcount employment and hours
worked increased by 1.1% in 2025, rising in
the service and construction sectors but falling
in agriculture and manufacturing. Self-
employed workers and permanent employees
increased the most (by 2.0% and 1.9%,
respectively), whereas fixed-term employees
decreased by 7.9%. Part-time employment
also dropped by 7.1%. The fourth consecutive
annual fall brought the unemployment rate
down to 6.1%. Despite this progress, the
employment rate remained well below the EU
average, particularly for women and young
people. Wages also grew by 2.5%, particularly
in industry (3.5%) and construction (4.4%).
Real wages recovered some more of the
previously lost purchasing power.

Positive labour market performance has
not been matched by productivity growth.
Apart from the period after the COVID-19
pandemic, Italy’s GDP growth has consistently
lagged behind employment growth over the
past two decades: a productivity stagnation
that sets it apart from other EU countries (see
Graph 1.1). Both macro- and microeconomic
factors help explain Italy’s weak productivity

performance. Predominance of small firms
and specialisation in traditional, low value-
added sectors (see Annex 5) contribute to
chronically low investment in research and
innovation (see Annex 4). Persistent regional
gaps between north and south (see Annex 18),
high energy costs (see Annex 9), a still
unfavourable business environment, and the
absence of an innovation-driven industrial
policy vision with a clear territorial focus
continue to undermine the country’s growth
potential. Easier access to finance through
deeper capital markets would benefit
particularly the most innovative small firms.

Graph 1.1: Labour productivity
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Reduced energy price pressure kept
inflation down in 2025, but the outlook
worsened significantly due to the Middle
East conflict. In 2025, the harmonised index
of consumer prices (HICP) rose by 1.6%, with
energy import prices continuing to fall and
inflation remaining weak for non-energy
industrial goods, while food and services saw
stronger price growth, reflecting rising unit
labour costs. The protracted slump in labour
productivity in recent years makes even
moderate  wage dynamics weigh on
competitiveness.  Italy’s dependence on



imported energy and raw materials makes it those regions, accelerating depopulation.
highly vulnerable to spikes in commodity Productivity (~80% of EU levels vs ltaly’s
prices, like those occurred in the wake of the 999%), and R&D investment (1% of GDP vs
Middle East conflict, which pass rapidly 1.5% in the rest of the country) underscore
through to domestic prices and thus weigh on persistent underperformance. The share of
economic growth. women in the workforce (40%) trails far

UN Sustainable Development Goals (SDGs)

Italy is making progress on all the SDGs related to competitiveness (SDG 4, 8, 9) and
macroeconomic stability (SDGs 8, 16, 17), though overall performance remains below
the EU average. In particular, improvement on global partnerships (SDG 17) and innovation,
industry and resilient infrastructure (SDG 9) has been slow, largely due to low investment levels
and high public debt. This has resulted in limited freight transport infrastructure and a lower
share of households with high-speed internet. Stronger progress can be seen for indicators on
quality education (SDG 4), decent work and economic growth (SDG 8) and peace, justice and
strong institutions (SDG 16) due to improvement on indicators related to tertiary education,
skills, employment and crime.

Italy is improving on most of the SDGs related to sustainability (SDGs 2, 7, 9, 11, 12,
13, 14) and all those to social fairness (SDGs 1, 3, 4, 5, 7, 8, 10), but at the same time
the indicators on clean water and sanitation and life on land show negative trends
and a high need to catch up to the EU average (SDGs 6, 15). Water quality is declining, the
impact of droughts on ecosystems is increasing and the areas at risk of severe soil erosion are
expanding (SDGs 6 and 15). While health indicators remain above the EU average and self-
perceived health has improved slightly, obesity rates and antibiotic use are on the rise (SDG 3).
Although indicators on poverty risk (SDG 1) are improving, Italy still needs to catch up with the
EU average.

A sustained current account surplus behind northern Italy (66%) and the EU (71%),
improves Italy’s net international while inadequate transport infrastructure
investment position. The current account constrains economic activity. These challenges
surplus edged up to 1.2% of GDP in 2025, are compounded by weak fiscal autonomy and
further improving the NIIP to 15.4% of GDP. administrative inefficiencies, especially in
Net exports of both goods and services smaller municipalities, resulting in chronic
worsened marginally, while, the balance of service failures in healthcare and in water and

primary incomes turned slightly positive (0.1% waste management, and thus worsening the

from -0.3%), reflecting smaller premia on
domestic assets.

Regional gaps remain high despite some
recent improvement. Despite marginal
progress in recent years, the southern regions’
GDP per head (65% of the EU average in
purchasing power standards) lags well behind
the rest of the country, which is above the EU
average (ltaly’s total: 98%). Structural
weaknesses, including low competitiveness,
weak innovation, inadequate logistics,
demographic decline, and limited
administrative capacity tend to perpetuate the
gap (see Annex 18). Public service quality and
accessibility also remain severely limited in

competitiveness gap with the north and
territorial fragmentation.

Improving the quality of public
finances is key for a sustained
reduction of the high public debt

Government deficit is falling but
remained slightly above the EU reference
value in 2025. Italy’s general government
deficit fell further from 3.4% in 2024 to 3.1%
of GDP in 2025, supported mainly by stronger
revenue thanks to higher employment and



wages. For 2026, the deficit is expected to
decline further as fiscal consolidation
progresses under the framework of the
Medium-Term Fiscal-Structural Plan (MTFSP).
Until 2027, primary surpluses are expected to
remain insufficient to offset the debt-
increasing effects of the interest-growth
differential and the stock-flow adjustments
related to the delayed cash effect of the
housing renovation tax credits. As a result, the
debt-to-GDP ratio is projected to increase from
137.1% in 2025 to 138.5% in 2026 and
139.2% in 2027.

Bringing public debt on a sustained
downward trend remains a key challenge.
Italy’s debt-to-GDP ratio declined after the
COVID-19 pandemic peak but started rising
again in 2024 and remains above its pre-
pandemic level. The cost of servicing the high
level of public debt, combined with projected
increases in age-related spending, in particular
for pensions spending, is expected to continue
weighing on public finances in the coming
years. As a result, Italy is projected to face
high fiscal sustainability risks in the medium
term and low risks in the long term (see Annex
2). Ensuring a sustained reduction in the debt
ratio requires continued fiscal consolidation
and an improvement in the composition of
public finances together with the effective
implementation of structural reforms and
growth-enhancing investments to support
higher potential growth.

Italy continues to face vulnerabilities
related to high government debt and
weak productivity growth. The Commission
undertook an in-depth review of the Italian
economy as part of the Macroeconomic
Imbalance Procedure earlier in 2026 (). It
highlighted that despite improving primary
balances, Italy’s public debt-to-GDP ratio
reversed its downward trajectory in 2024 and
started rising again, driven mainly by the
lagged impact of the tax credits for housing
renovations. Sizeable debt servicing costs,
together with a public expenditure skewed

(1) SWD(2026) 139 final; European Commission,
Directorate-General for Economic and Financial Affairs,
In-Depth Review 2026 ltaly, Institutional Paper 335, 20
May 2026.

towards pensions, limit budgetary flexibility.
The adverse impact on the economic potential
is compounded by ltaly’s sluggish productivity
growth, a participation to the labour market
stubbornly below EU levels and a restrained
access to finance by firms, also linked to
banks’ holdings of sovereign bonds and
despite the falling stock of non-performing
loans. Fiscal sustainability risks remain high
over the medium term. The government has
implemented several policies to foster fiscal
sustainability, including enhancing the annual
spending reviews, permanently reducing the
tax wedge and revising tax expenditures.
Keeping a prudent fiscal stance and continuing
to effectively implement reforms and support
investments are crucial to boost productivity
growth.

Italy would benefit from a fairer and
growth-friendlier tax system, alongside
further efforts to curb tax evasion. There
is scope to shift part of the relatively high tax
burden on labour to other, currently underused
tax bases, including wealth and inheritance.
The widespread use of special regimes and the
large number of tax expenditures, including
reduced rates and exemptions in value added
tax as well as environmentally harmful
subsidies, contribute to making the tax system
highly complex and erode the tax base,
resulting in significant revenue losses. The
inequality of households’ disposable income is
relatively high and the redistributive effect of
the overall tax-and-benefit system could be
improved, including by expanding the tax base
of progressive income tax. In addition,
cadastral values are not aligned to market
values and main residences are exempted
from property tax (see Annex 3). In its MTFSP,
Italy committed to reforms in taxation and tax
compliance, including to further reduce the tax
wedge by 2026 and reduce tax expenditures
by around EUR 7.5 billion by 2028 compared
with 2019. Delivering on these commitments
would help broaden tax bases, improve the
efficiency and fairness of the tax system and
support growth over the medium term.

Further progressing on policy evaluation
and spending reviews is needed to
improve the efficiency and quality of
public spending. In 2024, total spending was


https://economy-finance.ec.europa.eu/publications/depth-review-2026-italy_en

504% of GDP, above the EU average of
49.1%, increasing by 2 pps compared with
2019 (48.4%). A significant share of the
budget is earmarked for social protection, in
particular pensions, and for debt-servicing
costs, limiting fiscal space for other priorities.
Public investment has risen significantly
compared with pre-pandemic levels, supported
in part by the Recovery and Resilience Facility
(RRF). At the same time, some growth-
enhancing spending, including education and
health, has declined compared with 2019.
Spending on education fell to 8.0% of total
spending in 2024 from 8.2% in 2019, while
health spending fell from 13.8% to 13.2% (?).
Italy conducted annual spending reviews in
2023-2025, in line with RRP commitments,
and its administrative capacity is being
strengthened. In line with the MTFSP
commitments, the 2026 Budget Law
established that each ministry is required to
evaluate at least one spending policy under its
responsibility by 30 June 2026 under the
framework of the Spending Analysis and
Evaluation Plans. This aims to strengthen
financial planning and budgetary responsibility
of central administrations, improve the
efficiency of public resource management, and
boost the monitoring and evaluation of public
policies.

Defence spending is increasing marginally
with additional support provided by the
EU. Total government spending on defence
amounted to 1.3% GDP in 2024 and is
forecast by the Commission at 1.3% GDP in
2025, 1.29% in 2026 and 1.4% in 2027 (see
Annex 2). Investment in defence is receiving
support from the EU. As part of the European
Commission’s ReArm Europe Plan, Italy has
requested EUR 14.9 bn in EU loans under SAFE
(Security Action for Europe) for defence
procurement. In addition, following the mid-
term review of cohesion policy, Italy has
allocated EUR 248 million to defence-related
priorities, including civil preparedness.

(3) COFOG data.

Growing demographic challenges

Italy faces long-standing demographic
challenges, including an ageing
population and a low fertility rate. By
2050, ltaly’s total population is expected to
decline by more than 4 million (). In 2024,
Italy had one of the lowest fertility rates in the
EU (IT: 1.18; EU: 1.34) and one of the highest
women’s average age at the birth of their first
child (IT: 31.9 years, EU: 29.9; see Graph 1.2).
This can also explain why Italy has one of the
highest gaps between desired and actual
fertility in the EU (%). The share of population
younger than 15 decreased from 14.2% in
2004 to 11.9% in 2025, more than in the EU
(from 16.2% to 14.4%) resulting in one of the
lowest shares of children in the EU (°). A long-
standing demographic decline, particularly in
the south, is itself a barrier to higher birth
rates. This trend is compounded by a rising
share of over-65s, which reached 24.7% in
2025 compared with an EU average of
22% (°).

Graph 1.2: Fertility rate and mean age of
women at birth
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Source: European Commission.

While net migration remains positive and
in 2025 almost offset the negative
natural balance, it only mitigates a
structural demographic decline, and the

(®) Population and household projections — Base 1/1/2024
— Istat.

(") Eertility policy and practice: a Toolkit for Europe —
Economist Impact.

(°) Eurostat, Demography of Europe — 2025 edition, Link.
(®) Ibidem.


https://www.istat.it/en/press-release/population-and-household-projections-base-1-1-2024/
https://www.istat.it/en/press-release/population-and-household-projections-base-1-1-2024/
https://impact.economist.com/health-society/fertility-policy-and-practice-toolkit-europe
https://ec.europa.eu/eurostat/web/interactive-publications/demography-2025#ageing-population

brain drain persists. In 2024, over 450 000
people migrated to Italy, but around 188 000
left the country (Y), while in 2025 440 000
people migrated to Italy and a lower amount
(around 144 000) left the country. This fall is
probably because the year 2024 saw an
exceptionally high number of registrations
with the registry of Italian citizens residing
abroad (AIRE), following the introduction of
stricter regulations in this field (]). Among
these, many young, highly qualified Italians
seek better opportunities abroad (see Annex
11). Italy struggles to attract and retain high-
skilled workers (°) (see Annex 13). The
situation is worse in the south of the country,
as young people in the southern regions move
not only abroad but also to the centre-
north (1°).

These trends point to a shrinking
workforce and weigh on social protection.
The shrinking workforce is further exacerbated
by persistently low labour market participation
among women and young people (see Annex
11). The working-age population, aged 15-64,
is projected to decrease to 54.3% of the total
by 2050 (from 63.5% in 2024) (*). Age-
related spending (pensions, followed by health
and long-term care) is projected to increase,
weighing on public finances. An increasing old-
age dependency ratio is expected to exert
significant upward pressure on pension
spending in the coming decades. In addition,
the higher prevalence of chronic diseases and
multimorbidity among older people is expected
to increase demand for hospital services,
pharmaceuticals, and long-term care (see
Annex 2).

While recent policy measures have had
only limited impact, a more integrated

(/) Istat, Trasferimenti di residenza, Tavola 3 - Iscritti e
cancellati per trasferimento di residenza da e per
l'estero per regione.

(8) Istat, Demographic Indicators, 2025.

(%) CNEL, Italy’s attractiveness to young people from
advanced countries, 2025.

(19 ibidem.

(11) Previsioni della popolazione residente e delle famiglie —
Base 1/1/2024 — Istat (under the median scenario, with
a potential range between 53.2% and 55.4%).

approach combining labour, migration,
and social policies would be far more
effective in addressing Italy’s
demographic challenges. In the area of
pensions, with the 2026 Budget Law, Italy has
not renewed the early retirement schemes
that had been annually renewed since 2019. In
addition, further measures have been adopted
to foster participation in supplementary
pension schemes (see Annex 2). At the same
time, while the automatic link between
retirement conditions and life expectancy is
set to resume, it will be phased in gradually.
Certain categories of workers remain exempt
from the adjustment mechanism. For the
period 2026-2028, the 2025 decree
establishing migration flows to Italy (“Decreto
Flussi’) has introduced a quota of 497 550
workers of all categories, higher than the
previous three-year cycle. The sectors
concerned have been identified in consultation
with social partners to better address labour
market needs. However, this instrument has a
limited role in countering population ageing
and in attracting high-quality workers, as only
a small share of total entry quotas is
converted into residence permits (7.9% in
2025) (*2). Migration can accelerate
demographic renewal in the short term, but in
the long term, to address Italy's low fertility
challenges, a structural approach is essential.
An approach that does not solely rely on
financial incentives but also promotes a
supportive environment for parenting through
stable jobs and labour policies especially for
young people (see Section 4). This should be
complemented by further comprehensive
measures to encourage more women and
young people into the workforce (see Section
4) and to attract and retain high-quality
workers, including through the establishment
of favourable conditions that grant young
talent the “right to stay” in Italy (**). Measures
to ease and encourage workers to remain in
the workforce for longer are needed, including

(12) Ero Straniero, IV rapporto di monitoraggio sugli ingressi
per lavoro, February 2026.

(1%) Demographic outlook on 'right to stay” - Beyond the
Letta report - Publications Office of the European
Union, Luxembourg, 2025.


https://demo.istat.it/tavole/?t=apr4&l=it
https://www.istat.it/en/press-release/demographic-indicators-year-2025/
https://www.cnel.it/Comunicazione-e-Stampa/Eventi/ArtMID/703/ArticleID/6115/CNEL-PRESENTS-FIRST-REPORT-%E2%80%9CITALY%E2%80%99S-ATTRACTIVENESS-TO-YOUNG-PEOPLE-FROM-ADVANCED-COUNTRIES%E2%80%9D
https://www.cnel.it/Comunicazione-e-Stampa/Eventi/ArtMID/703/ArticleID/6115/CNEL-PRESENTS-FIRST-REPORT-%E2%80%9CITALY%E2%80%99S-ATTRACTIVENESS-TO-YOUNG-PEOPLE-FROM-ADVANCED-COUNTRIES%E2%80%9D
https://www.istat.it/comunicato-stampa/previsioni-della-popolazione-residente-e-delle-famiglie-base-1-1-2024/
https://www.istat.it/comunicato-stampa/previsioni-della-popolazione-residente-e-delle-famiglie-base-1-1-2024/

through flexible working arrangements and
age-specific management policies.

EU funding instruments provide
considerable resources to Italy. They
support investments and structural reforms to
increase competitiveness, environmental
sustainability, skills, social fairness and
security, while helping to address challenges
identified in the CSRs. Key instruments include
the Recovery and Resilience Facility (see Box
2) and Cohesion policy funds (see Box 3). In
addition, the Common Agricultural Policy (CAP)
provides Italy with an EU contribution of EUR
28 billion under the CAP strategic plan for
2023-2027 (*), while EUR 518 million are
allocated under the Common Fisheries Policy
(CFP). A further EUR 1.5 billion are available
under the Asylum, Migration and Integration
Fund (AMIF), together with the Border
Management and Visa Instrument (BMVI) and
the Internal Security Fund (ISF). Other EU
programmes also support competitiveness in
Italy, for instance through open calls under
Horizon Europe and the Connecting Europe
Facility.

(1) An overview of Italy's formally approved strategy to
implement the EUs common agricultural policy
nationally can be found at
https://agriculture.ec.europa.eu/cap-my-country/cap-
strategic-plans/italy_en.



https://agriculture.ec.europa.eu/cap-my-country/cap-strategic-plans/italy_en
https://agriculture.ec.europa.eu/cap-my-country/cap-strategic-plans/italy_en

Key achievements of the recovery and resilience plan

Italy’s recovery and resilience plan (RRP) represents a total budget of EUR 194.4 billion,
corresponding to 9.13% of GDP. The plan is aimed at supporting reforms and investments
contributing to the green and digital transitions, strengthening economic resilience, and
addressing long-standing structural challenges identified in the European Semester.

As of 4 May 2026, EUR 153.2 billion (around 79% of the total allocation) have been disbursed
to Italy following the satisfactory fulfilment of 366 milestones and targets, of which EUR 99
billion in loans. Implementation has progressed steadily, with a growing number of reforms and
investments already fulfilled and delivering real results on the ground.

Highlights and impact of the plan

1

Public administration and digitalisation. Reforms of public employment and justice,
along with investments on civil servants’ upskilling and central and local public
administrations’ digitalisation have contributed to improving administrative capacity
and public services, including through the simplification/digitalisation of more than 260
administrative procedures for businesses and individuals, and the reduction of criminal
justice backlog by around 95% for cases pending since 31 January 2020.

Wider availability of renewables has been unlocked through a reform
consolidating the legal framework on renewable permitting as well as
investments on renewable plants (for example the installation of 1550 MW of solar
panels on agro-industrial structures) complemented by grid investments to improve
renewables integration (Tyrrhenian link ensuring electricity transmission between the
mainland, Sicily and Sardinia, or interventions on smart grids increasing hosting capacity
by 4 000 MW and enabling electrification of consumption for 1 730 000 residents).

Improved active labour market and skills policies underpinned by reforms and
investments to encourage labour market participation, up and re-skilling and
vocational training and improve the quality of public employment services,
resulting in more than 3 million jobseekers, notably women, benefiting from reformed
active labour market policy (ALMP) services, over 600 000 jobseekers trained, most of
them in digital skills, and other 200 000 people in skills for the green transition;
900 000 students participated in the dual system and more than 347 public
employment services supported to for instance improve their IT system, set-up labour
market observatories, train their staff or carry out communication campaigns.

Digital and inclusive education. Digital equipment delivered to more than 8 000
schools and 100 000 classrooms, complemented by training focused on school staff
and pupils at risk of early school leaving and dropping out.

Improved resilience of the national healthcare framework through the reform of
territorial healthcare and investments to digitise 281 medium and large hospitals.



Contribution of cohesion policy funds

EU cohesion policy funding supports Italy’s efforts to increase competitiveness,
territorial development, environmental sustainability as well as skills and social
fairness. In 2021-2027, EU cohesion policy funds (*°) are providing EUR 42.2 billion (amounting
to EUR 72.8 billion with national co-financing), or 1.9% of 2024 GDP, to Italy. This makes
cohesion policy one of the main sources of public investment in the country. The number of
selected projects corresponds to 55.2% of the total allocation as of March 2026, with additional
calls in the pipeline.

i Innovation, business environment and productivity. Nearly EUR 10.3 billion are
allocated for research and innovation and SMEs competitiveness EUR 2.8 billion for
investments in critical technologies under the Strategic Technologies for Europe Platform
(STEP) initiative. Around 76 715 firms have already seen their projects approved.

1 Decarbonisation, energy affordability and sustainability. EUR 9.1 billion are dedicated
to clean transition projects. Of these, more than EUR 1.7 billion to drinking water and
wastewater treatment projects, with expected improved water supply for 2.3 million people
and improved wastewater treatment for 1.5 million people. Another EUR 2.8 billion support
energy efficiency and renewables interventions, with over 7 000 households expected to have
an improved energy performance and an expected renewables new capacity of 888 MW.
Clean technologies under STEP are targeted with more than EUR 600 million.

1 Skills, quality jobs and social fairness. EUR 416 million are allocated to support the
labour market relevance of education and training systems, EUR 2.61 billion to improve
quality and for strengthening inclusive education and training and an additional EUR 731
million are dedicated to boosting lifelong learning. The European Social Fund Plus (ESF+) also
supports better access to employment with EUR 1.35 billion and tackling material deprivation
with EUR 747 million. Moreover, it also intervenes in fields such as healthcare (EUR 2.57
billion). By the end of 2025, almost four million participants have benefited from ESF+
funding.

The mid-term review (MTR)(*®) reinforced the cohesion policy’s contribution to emerging
strategic priorities, reallocating nearly EUR 7.1 billion. Two thirds of these reallocations support
competitiveness and the development of critical technologies, 15% to additional investments in
more affordable housing, 9% is dedicated to better water management, and 3% to energy
efficiency and investments in interconnectors and related infrastructures. Ringfenced resources
for the new MTR priorities will also target policies such as the adaptation of workers to
decarbonisation and the development of specialised skills for cyber security and civil
preparedness. However, almost 90% of this budget (more than 1 billion out of EUR 1.26 billion)
is allocated to promoting skills in the development of critical STEP technologies focusing on
access to employment, adaptation to change, improving of and access to the education and
training system. In addition to cohesion policy funding, Italy will be allocated up to EUR 7 billion
under the Social Climate Fund for the 2026-2032 programming period to help mitigate the
social impact of the new emissions trading system (ETS2), supporting vulnerable households and
small businesses.

(1°) ERDF, ESF+, CF and JTF.

(1%) The mid-term review is to be carried out halfway
through the 2021-2027 programming period. It is a
formal assessment process required under Article 18 of
the Common Provisions Regulation that aims to assess
the implementation of programmes and, where
necessary, propose adjustments to improve their
performance, ensure their relevance in light of new and
emerging needs and keep them aligned with other EU
policies.



INNOVATION, BUSINESS ENVIRONMENT AND

PRODUCTIVITY

In 2025, Italy received country-specific
recommendations (CSRs) to address the
challenges related to sluggish
productivity growth and competitiveness.
Italy was invited to make the tax system more
growth-friendly, fight tax evasion, support
research and innovation, promote business
growth, implement an industrial strategy,
including to reduce the territorial divide,
increase the efficiency of public administration
and justice system, and remove remaining
barriers to competition. With the support of
the recovery and resilience plan (RRP), several
measures have been implemented to address
these challenges, but more effort is needed.

Industrial strategy, territorial
divide and transport infrastructure

Productivity growth in Italy has remained
weak, also due to strong gaps between
northern and southern regions. Italy’s
productivity has been declining since the early
2000s. This is explained at micro level, among
other things, by a small average firm size and
a structural underinvestment in innovation and
firm specialisation in low value-added sectors.
This dynamic is even more pronounced in the
southern regions, where businesses are on
average smaller, more focused on traditional
sectors, and disproportionately affected by a
significant infrastructural gap compared with
the North (see Annex 18).

Italy took a first step in defining a
national industrial strategy, but
additional effort is needed to implement
and align it with the development
strategy for the South. In 2026, the
Ministry of Enterprises and Made in Italy
published the White Book “Made in Italy 20307,
which outlines development priorities for the

country. However, the White Book is not
aligned with the strategic plan for the Single
Special Economic Zone (SEZ) (*”) published in
2024 by the SEZ Mission Structure. Although
these two documents clearly identify the
challenges that the country faces, they fail to
provide clear policy actions, incorporate
infrastructural and research investment
planning, or ensure mutual alignment overall.
At the same time, the identification of a broad
range of 18 strategic sectors, many of them
low value-added, without clear strategic
prioritisation or a defined territorial scope,
risks making public efforts non-selective, and
consequently, ineffective in a context of
limited resources. The analysis provided in the
White Book shows a clear need for horizontal
measures aimed at addressing the five
weaknesses (*) identified in the industrial
strategy, as well as promoting the
competitiveness of Italian firms. There is also
a need for vertical measures to support high
value-added strategic sectors and
technologies in a context of renewed interest
in strategic autonomy. An example is Italy’s
investment in satellite constellations and
space technologies under its National Recovery
and Resilience Plan, reinforcing innovation-
driven industrial capabilities in  Earth
observation, telecommunications, and
advanced propulsion systems. In both cases, it
is important to identify clear measurable
objectives and actions that can be monitored.
The industrial strategy could also contribute
improve the coordination among ministries

(/) The Single Special Economic Zone (SEZ) is a
geographically defined area, encompassing the eight
southern Italian regions, where business and trade rules
are more favourable than the rest of the country. The
Single SEZ envisages an administrative simplification
tool (the Single Authorisation) and a tax credit for
investments in the area.

(*8) Low R&:D, firm size, human capital, energy costs, under-
capitalisation.



and across different governance levels (local
and national).

Streamlining and stabilising national and
regional tax incentives is key to promote
policy coordination and better focus
public actions towards growth-boosting
investments. As part of the RRP, the
government has recently adopted the Incentive
Code, a reform aimed at providing a single
rulebook to setup incentives. While this
represents a step forward in the creation of a
common framework, additional effort is
required to rationalise and stabilise national
and regional incentives and to earmark ad hoc
resources for the southern regions to address
their lower economic development (see Annex
18). To date, Italy counts 2 723 incentives, of
which 348 of national competence and 2 375
of regional one. The latter amount to only 18%
of the overall resources. This fragmentation
entails high administrative burdens for
businesses and allocation inefficiencies across
territories and ministries. The streamlining
actions should also be accompanied by a
better targeting of incentives, matching the
incentive type to the policy objective.

The Single SEZ represents the main policy
initiative to support the economic
development of the South, but more
targeted territorial measures and
incentives are needed. While the single
authorisation is speeding up permitting
procedures in the whole area, and the SEZ tax
credit is supporting investments in the South
and its extension from one year to three years
makes it a more predictable incentive, its
design does not promote industrial upgrading
in Southern Italy due to its non-selective
nature. Sectors such as pharmaceuticals,
renewables, microelectronics and aerospace
are present in the South, but their potential
remain underexploited. For this reason, using
locally targeted policy mixes (eg. a
combination of incentives, spatial planning,
and infrastructure  development), could

promote industrial growth and structural
transformation in Southern Italy (*°)(%).

The further development of transport
infrastructure beyond 2026 will be a key
condition for competitiveness. The RRP and
cohesion policy funds provided a significant
boost, particularly for railway and port
infrastructure. However, sustained effort will
be needed beyond the plan’s conclusion to
address Italy’s persistent infrastructural gaps.
In the railway sector, it will be essential to
finalise the large-scale projects initiated under
the RRP, while also accelerating the roll-out of
the European Rail Traffic Management System
(ERTMS) technology to boost operational
efficiency and prioritising the electrification of
key lines in support of decarbonisation
objectives. Road and port infrastructure and
multimodal logistic nodes also require greater
attention, given their critical role in
connectivity and logistics, particularly in
reducing regional gaps. Additionally, bridging
the infrastructure gap between northern and
southern regions must remain a strategic
priority, particularly on access to industrial
zones and improving last-mile connectivity. In
this sense further effort should be devoted to
ensure a multiannual and multimodal
Transport Strategy that is closely aligned with
industrial and regional development needs. It
could help maximise the impact of public
spending, avoid the duplication of unnecessary
investments, attract private capital, develop
public-private partnerships (PPP) and ensure
that infrastructure development is both
efficient and sustainable in the long term.

Businesses’ growth and research &
innovation

Italy’s business sector faces structural
weaknesses that limit business and

(19 OECD (2025). Place-based industrial policy. Lessons for
place transformation. OECD Local Economic and
Employment Development (LEED) Papers.

{?%) Incoronato, L. & Lattanzio, S. (2025). Place-based
industrial policies and local agglomeration in the long
run. Working papers. Banca d'ltalia.



productivity growth. In 2023, businesses
with fewer than 20 employees generate 34%
of value added, compared with 26.1% in the
EU, while businesses with 250 employees or
more account for only 38.4% compared with
49.1% in the EU. Although fragmentation has
declined in recent years, the average business
size remains small and continues to hold back
productivity growth (see Annex 5 and Section
1). Businesses are smaller in the South which
continues to limit productivity growth and
technological advancements (see Annex 18).
Low innovation, partly explained by a less
generous of public support for private R&D,
limited managerial professionalisation, modest
use of non-bank finance, and tax and
regulatory barriers prevent businesses from
growing. ltaly made some progress in
addressing the 2025 CSR to support research
and innovation and promote businesses’
growth. More specifically, Italy progressed with
the implementation of RRP investments under
Mission 4 Component 2, such as the support of
innovation agreements and the creation and
strengthening of R&l infrastructures and
networks, continued with the implementation
of the Scale Up Act, introduced and new three-
year funding plan for competitive project calls.
However, more effort is needed to close the
gap with best performing countries.

Italy’s tax system encourages businesses
to stay small and family-run. Family-run
businesses, which in Italy account for 83% of
micro-firms and a significant share of larger
businesses, tend to rely less on professional
management  practices, with  negative
implications for innovation and productivity.
The simplified lump-sum tax regime, with a
159% rate for businesses with a turnover below
EUR 85 000, creates a tax disincentive for
micro-firms to merge or expand. Similarly, the
favourable tax treatment of inherited
businesses encourages generational continuity
in ownership and management, rather than
aggregation or external succession (OECD,
2026).

More public support for low R&D spending
and a stronger framework for innovation
procurement, would help unlock Italy’s
innovation potential. Business R&D
spending stood at 0.79% of GDP in 2024, well

below the EU average of 1.499%, while SME
R&D spending amounted to 0.22% of GDP in
2023, around half the EU average of 0.43%.
Low business R&D intensity continues to limit
the shift towards more technology-intensive
activities (see Annex 4). There is a significant
regional divide in the South, with the North
and Centre regions showing a stronger R&D
performance combining higher R&D spending,
stronger patenting capacity, and higher
innovation intensity (see Annex 18). Moreover,
in 2023, public support for private R&D
remained low in ltaly, at 0.09% of GDP
compared with 0.23% across OECD
economies, limiting its capacity to crowd in
private investment (%!). Italy made limited
progress in addressing the relevant 2025 CSR
to support innovation by strengthening
business academia linkages and innovation
procurement. On the latter, a comprehensive
framework for innovation procurement, which
so far is limited to the defence and green
sectors, could support the demand for
innovation while making public spending more
efficient (see Annex 4). Additionally, in line
with Medium Term Fiscal Plan commitments,
increasing and rebalancing public support to
business R&D towards more predictable and
well-targeted direct instruments could help
crowd in private investment in innovation,
especially among SMEs.

Building on RRP efforts, links between
business and academia need to be
strengthened while existing initiatives
could be rationalised. Italy is classified as a
moderate innovator, with above EU average
results in scientific publications but below
average patent applications (%?). Despite
several RRP investments to promote links
between business and academia, Italy made
limited progress to address the related 2025
CSR. While some of these initiatives will be
continued (#), the overall fragmentation of

(1) OECD Country Report 2026.
(#2) 2025 European Innovation Scoreboard.

{#%) The 2025 budget law allocated EUR 300 million to
further support the National centres and the extended
partnerships financed by investments 1.3 and 1.4 of
Mission 4, Component 2, of the Italian RRP. The
allocation of resources will be based on specific Key
Performance Indicators (KPIs).



actors and investments favours a dispersion of
resources. (**). Assessing and integrating these
initiatives into a coherent national strategy,
as established by the annual competition law
no. 190/2025, could help rationalise and
increase their impact (). Some of these
initiatives, for example the competence
centres and technology transfer offices could
also play a role in stimulating demand for, and
raise awareness of, non-bank financing
opportunities, while supporting the upskilling
and professionalisation of managers and
employees. Moreover, the continuation and
improvement of innovative PhD scholarships
with companies, an important policy action
financed by the RRP, could also play a key role
in further fostering the alignment of research
with entrepreneurial needs.

Limited resources and incentives for
universities to focus on the
commercialisation of research continue
to hamper innovation. Resources for the
university system are limited, with Italy
showing one of the lowest figures in university
spending in the OECD countries (*6). According
to the Bank of Italy (¥/), resources are
insufficient to adequately reward best-
performing universities. Moreover, universities
and researchers continue to have limited
incentives to perform research valorisation
and technology transfer activities. As a result,
R&D spending by higher education institutions
is significantly lower than EU average (0.36%
of GDP compared with an EU average of
0.48% of GDP in 2024). While the adoption of
a three-year plan for the financing of research
activities can partially address inefficiencies in
the allocation of resources, further efforts are
needed to address the relevant 2025 CSR on

(%) Andini, M., Bertolotti, F., Citino, L., D’amuri, F., Linarello, A.
& Mattei, G. (2025). Ricerca, innovazione e
trasferimento tecnologico in ltalia (Occasional Papers
No. (954). Banca d'ltalia.

() CNR (2025). Relazione sulla ricerca e linnovazione.
Analisi e dati di politica della scienza e della tecnologia.
Quinta. Ottobre 2025.

(%6) OECD (2026). OECD economic surveys: Italy 2026.

(¢7) Andini, M., Bertolotti, F., Citino, L, D’Amuri, F., Linarello,
A, & Mattei, G. (2025). Ricerca, innovazione e
trasferimento tecnologico in Italia (Occasional Papers
No. 954). Banca d'ltalia.

supporting research and boosting the role of
universities in innovation. Strengthening and
institutionalising technology transfer and their
weight on university governance would be key
to increasing the supply of marketable and
innovative ideas. Moreover, reward
mechanisms for researchers and graduates to
pursue entrepreneurial activities would be
beneficial to turn research into spin off and
start-ups, fuelling the demand for venture
capital investment (see Annex 4).

A recent reform could further affect the
attractiveness of research careers, in
absence of an improved and long-term
recruitment planning. Short-term contracts
are widely used in the public research sector
while the hiring of tenure track researchers
and academic staff is contingent to the ad hoc
allocation of resources by the government
through extraordinary recruitment plans,
without stable and predictable multiannual
planning. Tenure track researchers and
academic staff tend to be older than
average (*®) and data show that around 10
years pass from the PhD completion date to
the achievement of a stable position in the
university system (°). A new reform in 2025
has increased the number of short-term non-
tenure track contractual tools to hire
researchers, with the risk of making the career
path of researchers more unpredictable and
unstable. Improving recruitment planning while
taking action to speed up the career path of
researchers is key to improving the
attractiveness of the public research
profession.

(?8) In 2023, 55% of academic staff had at least 50 years,
compared to OECD and EU average respectively 40.4%
and 40.6% This represented the highest figure in all
OECD countries. OECD (2025). Education at glance.
OECD indicators.

(%) ANVUR (2026). Rapporto sul sistema della formazione
superiore e della ricerca.



Channelling savings into growth-
boosting investments

While Italy’s high savings are key to
support growth-boosting investments,
capital markets remain undersized and
firms’ access to non-bank finance limited.
In 2024, households’ net financial wealth
amounted to approximately EUR 5 000 billion,
i.e. 226% of GDP, while non-financial wealth,
including real estate assets, to EUR 6 700
billion. In 2024, domestic savings were
distributed among banks, with total assets
amounting to 17549% of GDP, insurance
corporations (50% of GDP), investment funds
(24.5% of GDP), and occupational pension
funds (8.9% of GDP). At the same time, the
market capitalisation of Italian listed
companies stood at 394% of GDP in
September 2025, well below the EU average
of 70%. Non-financial corporations and state-
owned firms accounted respectively for around
60% of total market capitalisation. The bond
market, worth 156.7% of GDP at the end of
2024, is dominated by government bonds and
issuances by financial institutions (74% and
20% of the total market, respectively). Non-
financial corporations accounted for the
remaining 6%. The lack of depth in the Italian
capital markets reflects the relatively limited
role that listed shares and bonds play as
source of financing for domestic non-financial
firms, representing only 13.1% of their overall
financing vs 23.5% for the EU average.
Furthermore, ltalian private markets are very
limited. In the first half of 2025, real estate
funds managed the largest share of assets
(EUR 131 billion), while non-real-estate
alternative investment funds (AlFs) remained
much smaller (EUR 57 billion of which EUR
29.4 billion in private equity funds, i.e. 15.6%
of total AIF assets). Venture capital (VC) is
catching up but remains small, managing
assets for less than EUR 3 billion at the end of
2023. This leads successful local start-ups
that want to scale up to increasingly rely on
funding from abroad to fully meet their
financing needs.

Despite ongoing initiatives, demand for
capital market products remains limited.

Italy has launched several measures to
develop its equity and bond markets and
improve their depth and liquidity. The capital
markets reform, the ELITE programme, and
establishment of the Fondo Strategico
Nazionale as an anchor investor for initial
public offerings are steps in this direction.
Demand for non-bank finance is also limited
by the average small firm size and limited
professionalisation among managers. The low
participation of Italian non-financial
corporations in equity and bond markets is a
missed opportunity as financial institutions
and retail investors increasingly rely on asset
managers and exchange-traded funds (ETFs)
to ensure diversification and invest savings.
Efforts could include temporarily reducing
dividend and capital gains taxes on newly
listed stocks - both before and after listing - to
encourage firms to enter financial markets
and attract investor interest. Refocusing
existing guarantee schemes to prioritise
capital market instruments could also
incentivise corporate demand.

Several initiatives are in place to support
the development of venture capital and
private equity, but further efforts are
needed. Beyond the critical role played by
CDP Venture Capital and Fondo Italiano
d’Investimento in developing the venture
capital and private equity markets, Italy has
recently adopted additional measures. The
Capital Market Reform, the RRP’s Scale Up Act,
and the launch of the “Previdentia Fund” are
first steps to help institutional investors
familiarize themselves with these asset
classes and could be expanded to insurance,
banking, and corporate players. In this regard,
a further development of the market could
come from: i) supporting early-stage and
riskier market segments; ii) de-risking
institutional investors through guarantees,
first-loss provisions, or preferential treatment
in the distribution of returns; and iii)
supporting the consolidation of venture capital
funds. Similarly, developing the corporate
venture capital market could be important to
increase the demand for solutions offered by
startups, to support the diffusion of
breakthrough technologies to large firms, and
to improve the exit opportunities for investors.



Italy’s reform to strengthen auto-
enrolment will help grow its
supplementary pension sector. Insurers
and pension funds invest conservatively.
At the end of 2024, despite a gradual
consolidation, ltaly’s pension fund system
remained fragmented, with 291 funds
managing EUR 243 billion in assets, with a
predominant allocation to government and
other debt securities, and still limited
participation by Italian workers particularly
self-employed (see Annex 6). In September
2025, insurers held an investment portfolio of
EUR 1 070 billion, with large allocations to
government and corporate bonds, and,
according to Confindustria, with a high share
of assets invested abroad (56%) (see Annex
6). The 2026 Budget Law strengthened the
auto-enrolment of workers and introduced a
life cycle default investment strategy. The
reform shortened the period for opting out of
the transfer of severance pay to
supplementary pension funds and made
default investment options more age- and
horizon-sensitive; it also improved mobility
across pension funds and provided more
flexibility for plan holders in the pay-out
phase. The reform is a positive step forward,
and proper implementation will be important
to strengthen the collection of pension funds
and ensure better returns for employees.
Supplementary pension schemes could boost
the resilience of the pension system by
diversifying retirement income sources (see
Annex 2). On the investment side, improving
the ability of domestic institutional investors,
such as pension funds and insurers, to invest
more in asset classes with a longer investment
horizon, could improve access to non-bank
finance for companies and foster the
development of the venture capital and private
equity markets.

A more supportive business
environment

Italy’s business environment could
benefit from a more efficient public
administration and further administrative
simplification. The data show that 41% of

Italian firms report dissatisfaction with the
public administration, the highest share in the
EU and well above the EU average of 24%. For
example, a user-focused approach, the once-
only principle, clear data governance and
accountability for data reuse should be
strengthened (see Annex 7). The shortcomings
translate into delays in operations, increased
operational costs and difficulties in expanding
to new markets. Furthermore, Italy’s public
administration workforce is among the oldest
in the EU, with 53% of civil servants above 50
years of age (EU average: 40%). This is
coupled with limited participation of civil
servants in adult learning (15% vs EU average
of 19%) and a relatively low share of staff
with post-secondary education (38% vs EU
average of 549%). Moreover, administrative
capacity is characterised by significant
regional differences, the widest in the EU (see
Graph 2.1), with capacity constraints
particularly visible at local level, especially in
southern regions (see Annex 18). In 2024,
northern regions constantly scored higher than
southern ones in the European Quality of
Government Index (maximum of 0.72 for Friuli
Venezia Giulia vs minimum of -2.06 for Sicily).

Graph 2.1: 2024 EU Quality of government
index across countries and regions
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Italy has made progress in strengthening
public employment and simplification, but
more effort is needed on administrative
capacity, especially at local level and in
the South. Italy made some progress in
addressing the 2025 CSR that called for a



more efficient public administration, more
simplification and stronger administrative
capacity. Italy is keeping up the simplification
effort with the creation of a national
repository for simplified and/or digitalised
administrative procedures, and of a platform
that enables interoperability between one-
stop-shops at municipal level with all the
public administrations involved in
administrative procedures for businesses (see
Annex 7). Under the RRP's public
administration reform, all platforms for the
recruitment and management of civil servants
(i.e. HRM-Minerva, inPA, Syllabus) are expected
to be operational and interoperable within the
year. Boosting horizontal and vertical mobility
of public employees, further strengthening
upskilling and reskilling (including on Al), and
promoting equality and inclusion would further
support public administration’s effectiveness,
in line with objectives included in MTFSP. On
administrative capacity, while better-equipped
regions are building on the RRP experience,
less-resourced regions appear to lag behind
and would benefit from a more active support
from central administration. Targeted support,
tailored for small and southern
administrations, including through innovative
tools, and promoting forms of administrative
associations, could prove key to support local
administrations in implementing reforms and
investment. These actions go hand in hand
with an improvement of local finance
mechanisms to increase the tax capacity of
local public administration.

Despite recent improvements, there is
still ample room to further reduce the
length and backlog of trials in Italy.
Despite recent measures to reduce the backlog
and disposition time, the average duration of
[talian civil and commercial trials remains
among the highest in the EU (see Annex 7).
Under the RRP, Italy made some progress in
addressing the relevant CSR on reducing the
backlog and disposition time of the justice
system by adopting a comprehensive reform
to increase the efficiency of the civil, criminal,
insolvency and tax justice systems. Italy has
also heavily invested, through temporary
hirings, to support the activities of the courts
(trial office) and administrative staff. Further
progress could be achieved by making the trial
office, introduced by the RRP and very much

appreciated by practitioners, structural. Further
progress to address the severe shortages of
magistrates and courts staff and the full
digitalisation of the justice systems, especially
in criminal courts, could help. The adoption of
tailored measures to further reduce pressure
on courts and the average lengths of trials, for
example a targeted support for justice sectors
under pressure, such as the Justice of Peace,
whose jurisdiction has been expanded by
recent reforms without a corresponding
increase in resources, could also help to
alleviate pressures on the judicial system.

Regulatory and administrative barriers to
the EU single market persist in Italy,
affecting both trade in goods and
services as well as business operations.
These include packaging and labelling rules
and complex permitting and establishment
procedures. Easing administrative
requirements in the implementation of posting
of workers rules could reduce regulatory
fragmentation within the EU single market,
facilitate cross-border mobility and boost
competitiveness, without undermining workers’
protections (See Annex 5).

Fostering liberalisations and effective
sectoral regulation would benefit Italy’s
productivity growth. The RRP’s annual
competition laws are positive steps in
addressing the 2025 CSR on removing
remaining restrictions to competition,
increasing competition in a number of sectors,
including in local public services and energy.
Competition would benefit from ensuring that
the RRP reforms are properly implemented
and followed up, particularly for highways,
ports and local/regional transport services.
Ensuring the implementation of pro-
competitive measures in the railways sector to
strengthen contestability of the contracts,
quality of the service, accountability of the
operators and monitoring entities would also
be beneficial. The launch of open and
competitive tenders for the award of
concessions or service contracts in all
transport sectors would also help. The
electricity sector would benefit from more
competitive market structures and improved
regulatory frameworks that could reduce costs
for households and firms, facilitate



infrastructural investments and support the
energy transition (see Section 3). Similarly,
strengthening competition and efficiency in
the health sector - for instance with open
selection procedures for the accredited private
providers - remain crucial to improve medical
assistance quality and ensure fairer access to
healthcare across regions. New annual
Competition Laws could be instrumental to
ensure the timely tendering of expiring
concessions across all sectors, where
concessions are granted by public authorities
at central, regional or local level.

A more efficient, fair and growth-
friendly tax system

There is scope to improve Italy’s tax
system by shifting the tax mix to better
support growth and stepping up efforts
to fight tax evasion. Tax revenues to GDP
increased in 2024 and remain relatively high
compared with the EU average, with the
largest contribution coming from labour tax.
After a decrease in 2024, the labour tax
wedge increased in 2025, although for earners
of low wages at 50% of the average wage is
now below the EU average (see Annex 3).
Overall, despite the structural cuts
implemented in recent years, the tax wedge in
Italy remains above the EU average. Special
regimes for self-employed and the growing
use of temporary flat personal income
taxation make the tax system highly complex,
weakens progressivity and erodes the tax
base, resulting in significant revenue loss.
Furthermore, despite a significant reduction,
environmentally harmful subsidies remain
high, and tax expenditures, including on VAT,
are widely used. Shifting the current high tax
burden on labour to other underused sources
of revenue, which are less detrimental to
growth, would help to raise economic
potential. Moreover, taxes on energy are not
designed to sufficiently encourage the
transition to clean technologies, and taxation
of private vehicles does not directly take into
account CO; emission levels. Tax evasion
remains high, particularly in VAT and among
self-employed workers, despite the ambitious
countermeasures taken in recent vyears,

including under the RRP (see Annex 3). At the
same time, recent measures similar to tax
amnesties risk being counterproductive in
terms of tax compliance. Efforts to ensure that
the cadastre is complete and reflects up-to-
date values would improve the fairness and
efficiency of the property tax system. Overall,
while positive steps have been taken, more
effort is needed to further increase the overall
progressivity and fairness of the tax mix.



DECARBONISATION, ENERGY AFFORDABILITY AND

SUSTAINABILITY

In 2025, Italy received country-specific
recommendations (CSRs) to accelerate
the electrification and the deployment of
renewable energy, address climate-
related risks, and tackle the remaining
inefficiencies in water and waste
management. Under the recovery and
resilience plan (RRP), several measures were
implemented to address these challenges.
However, more effort is needed.

Structurally mitigating high
electricity prices

Italy’s retail electricity prices for both
households and industry remain among
the highest in the EU, largely due to the
dominance of gas in energy generation. In
the first semester of 2025, electricity prices in
Italy were the fourth highest in the EU for
households and the sixth highest for large
businesses (*°). This translates in a high
electricity-to-gas price ratio, equivalent to 2.7
for households (2.5 in the EU), while for large
businesses electricity was 3.7 times more
costly than gas (3 in the EU). This impacts the
competitiveness of Italy’s firms and reduces
their incentives to electrify, as compared to
peer countries (see Graph 3.1). Retail prices
are driven by high wholesale prices, in turn
caused mainly by Italy’s heavy reliance on gas.
Despite being typically the most expensive
source of electricity generation, gas maintains
a structural role as dominant and marginal

(*0) Firms here are defined as medium-sized consumers
with an annual consumption between 2-20 GWh (ID
consumption band), covering firms consuming large
amounts of electricity due to their size, or energy-
intensive SMEs. Household consumers are defined as
medium household annual consumption of 2,5-5 000
GWh (DC consumption band).

price-setting technology. It set the electricity
price in 61.4% of hours in Italy in 2024 (*%).
Fossil fuels represented 519% of the electricity
mix in ltaly in 2025, compared with 29% in
the EU (*?).

Despite falling daytime prices in recent
years owing to growing solar power, Italy
remains vulnerable to price spikes during
peak-demand hours when solar output is
low. Combined with limited non-fossil
flexibility (*3), this requires the increased use
of costly thermal power plants. Further
accelerating renewable deployment, along with
non-fossil  flexibility, would  structurally
mitigate prices by reducing reliance on gas, in
line with the 2025 CSR. However, ltaly has one
of the highest percentage gaps among EU
Member States between its 2030 renewable
energy targets and 2023 levels, despite
significant untapped renewable potential.
National energy and climate plan (NECP)
objectives  require additional 70GW  of
renewable capacity installation by 2030
compared with 2022. However, growth is slow:
solar capacity added around 5-7 GW annually
compared with the 54 GW needed in total,
while wind expansion has stalled, and
grid/permitting delays continue to hinder
deployment. Accelerating support to
renewables and storage through regularly
planned auctions, in line with and building on
FER X and the upcoming FER Z, would mitigate
electricity prices in the medium term and
contribute to meeting decarbonisation goals.
The RRP ‘Testo Unico’ reform also supported
renewable deployment by collecting and
simplifying legislation on permitting: full

(*1) GME, 2025, Relazione Annuale 2024, Link.
(32) Ember, 2026, data for Italy: Link; data for EU: Link.

(*3) The ability of the electricity system to adjust to the
variability of generation and consumption patterns and
to grid availability.


https://www.mercatoelettrico.org/Portals/0/Documents/it-IT/Gme_RelazioneAnnualeWeb_2024.pdf
https://ember-energy.org/countries-and-regions/italy/#:~:text=49%25,a%20decline%20in%20electricity%20demand.
https://ember-energy.org/latest-updates/wind-and-solar-generated-more-power-than-fossil-fuels-in-the-eu-for-the-first-time-in-2025/

implementation now requires the definition by
regions of renewable ‘acceleration’” and
‘suitable’ areas beyond the minimum set
established at national level. Strengthening
the capacity of local public administrations
could support faster permitting.

Graph 3.1: Electricity and gas prices for firms,
including taxes
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(1) For non-household consumers, the electricity
consumption band is ID (2 000 MWh to 19 999 MWh),
and the gas consumption band is [4 (100 000 GJ to 999
999 GJ).

(2) VAT and recoverable charges are not displayed as
these are typically recovered by businesses.

(3) The price net of taxes is the retail price excluding all
taxes and levies. It includes the energy/supply and
network cost components, which are not disaggregated
in Eurostat’s six-monthly price dataset.

Source: Eurostat.
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Final retail prices are also impacted by
taxes and levies disproportionately
skewed towards electricity compared
with gas, particularly for large firms. For
large firms, the electricity-to-gas price ratio is
3.7 including taxes and levies, but it would be
lower (3.1) without taxes and levies. While
taxes and levies paid by lItalian firms for
electricity as a share of prices was the third
highest in the EU in the first half of 2025, the
share follows the EU average for household
consumers (also due to a denominator effect,
as prices themselves are exceptionally high in
Italy). As shown also in Graph 3.1, prices are
also burdened by parafiscal levies which are
significantly higher for electricity compared
with gas, especially for firms (**). This
imbalance disincentivises electrification,

(3 ECCO think tank, 2025, Energy taxation and fossil fuel
subsidies in Italy, Link.

especially in industry, and could be adjusted in
a budget-neutral way.

Strengthening the power grid to
encourage decarbonisation

The electricity system would benefit from
strengthening Italy’s power grid and
flexibility through faster investments,
streamlined permitting, and deeper
market reforms. lItaly’s electricity system
faces persistent constraints from low
interconnection, grid bottlenecks, and limited
non-fossil flexibility, though recent reforms
and investment plans are beginning to address
them. With an interconnection rate expected
for this year slightly above 5% (**), among the
EU’s lowest and below the 15% target, Italy
experiences high wholesale prices and limited
renewable integration. Terna(**) manages over
75 000 km of high voltage lines and 30 cross-
border links. It plans to make more than
EUR 23 billion of investments by 2034 to
boost transfer capacity by 15GW and
integrate at least additional 65 GW of
renewables by 2030 and 94 GW by 2035 (*').
Decree Law No 21/2026 (“DL Bollette”) aims
to fast-track strategic projects and shorten
permitting to under 12 months. Distribution
networks need roughly EUR 6 billion annually
to modernise, digitise, and integrate
distributed renewables.  While  second
generation smart meters now reach over 95%
of households, local congestion still causes
curtailment and grid connection delays.
Heightened competition to be promoted
through open and competitive tenders for
concession awards would help attract new
investment to address these challenges while
limiting the impact on electricity bills. Recent
reforms favour renewing existing distribution
system operator (DSO) concessions. If
concession renewal/extension is deemed the

(*) of the electricity production capacity on its territory.
Source: European Commission, 2026, Electricity
interconnection targets, Link.

(*0) Terna S.p.A. is a transmission system operator (TSO).

(%) Terna, 2025, Esigenze di sviluppo: i nuovi progetti, Link.


https://eccoclimate.org/wp-content/uploads/2025/10/Policy-Briefing_Energy-taxation-and-fossil-fuel-subsidies-in-Italy.pdf
https://energy.ec.europa.eu/topics/infrastructure/electricity-interconnection-targets_en
https://en.wikipedia.org/wiki/Transmission_system_operator
https://download.terna.it/terna/Terna_Piano_Sviluppo_2025_Esigenze_sviluppo_nuovi_progetti_8dd62eca67348ba.pdf

only option to carry out urgent grid
investments, the renewal/extension should be
strictly limited to the period needed to carry
out the works and tied to investments being
additional, necessary and cost-efficient.
Unbundling obligations and monitoring should
also be reinforced. Non-fossil flexibility is
expanding through storage auctions (MACSE)
and the TIDE (*®) framework, which opens
provision of ancillary services to demand
response and aggregators. Dynamic contracts
cover 15-20% of households, supported by
1.2-1.5 million prosumers (**) and energy
communities, though electricity-to-gas price
imbalances and market barriers still limit
broader flexibility and electrification.

Specific measures targeted at industrial
players could accelerate their
decarbonisation while shielding them
from high and volatile energy prices.

However,
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