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Italy: The positive ‘reopening’ effect will
be temporary

We expect the Italian economy to enjoy temporary support from a
tourism-related reopening effect over the second and third quarters.
This will evaporate, however and we're likely to see a contraction in
the last three months of the year

[talian Prime Minister,
Mario Draghi

Investment helps Italy avoid a first-quarter contraction

The Italian economy just managed to post a modest 0.1% Quarter-on-Quarter growth in the first
three months of the year, with investment as the sole growth driver. Given the deteriorating
external background, the contraction of private consumption was far from surprising. Households,
notwithstanding improving employment conditions, had their disposable income eroded by an
unanticipated inflation wave already before the start of the war in Ukraine. Consumer confidence
declined accordingly, confirming a more cautious twist in consumer behaviour. This was mirrored
by an increase in household savings rates, which climbed to 14.6% in the first quarter, moving
further away from the 10% pre-Covid average.
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Consumption's changing and non-durables and tourism will
benefit

As we move into the second quarter, we're getting conflicting signals as far as confidence is
concerned. Consumer confidence has fallen further while business confidence broadly stabilised in
industry and improved markedly in services. How do we reconcile this? We suspect that the
measures put in place by the Italian government to help households weather the inflation shock,
such as temporary cuts to energy taxes and other fixed costs along with a lump sum to lower
earners, have not been sufficient to compensate enough and subsequently improve their mood. At
the same time, businesses have benefited from a continuous stream of incoming orders

(particularly in industry) and of a re-opening effect as the last anti-contagion restrictions were
lifted.

Mixed signals from confidence data
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Growth will be supported by a tourism recovery in the summer

The acceleration of inflation over the second quarter - headline HICP inflation reached 8.5% in June
and it doesn't look like it's going to fall anytime soon - has persuaded the Italian government to
extend the compensation measures until the end of the third quarter. Conditions are right for a
temporary modification in consumer behaviour, where budget-constrained households reduce
consumption of durables in favour of non-durables and services, particularly tourism. Indeed,
barring very negative surprises from the pandemic front, the summer of 2022 might mark a return
of tourism back to pre-Covid levels. Tentative evidence from recent surveys run by the
confederation of tourism operators and from balance of payments data seem to support this view.
The continued acceleration of “re-opening” inflation (at 5.4% in June) is also possibly signalling
that tourism-related demand already accelerated in the spring.

Industry should also be growth supportive

Another short-term factor temporarily supporting growth in the second quarter is the resilience of
Italian industry, which has consistently overperformed peer core countries since early 2021,
possibly thanks to a specialisation pattern less vulnerable to long-lasting supply chain disruptions.
With May data now in the bag, it seems highly likely that in the second quarter, industry will be
again a growth driver. In perspective, we should not forget that the inflowing European recovery
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and resilience funds will provide solid support to domestic industry, particularly at times when the
energy transition and related investments have become a national top priority to make the
country less dependent on Russian gas.

Italian manufacturing production resilience continues
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Public finances will likely enjoy temporary favourable
conditions, helped by inflation

In the meantime, the impact of unexpectedly high inflation and of the phasing out of one-off
Covid-related emergency measures is showing up in public accounts, which posted a substantial
YoY improvement of €44bn over the first six months of the year, notwithstanding the set of
temporary measures put in place by the government As the so-called inflation tax is also working
to reduce the real value of the debt, in 2022 the combined effect should be a reduction in the
debt/GDP ratio to around 147.5% (from 150.4% in 2021). But make no mistake: to keep such a
pace in less inflationary times, a combination of decent growth and sustained primary surpluses
will be needed, as in pre-Covid days.

The Italian economy in a Nutshell (YoY%)

2021 2022F 2023F 2024F
GDP 6.6 2.9 0.8 iLG)
Private consumption 52 18 0.4 16
Investment 17.0 109 44 2.4
Government consumption 0.6 0.5 08 05
Net trade contribution 0.0 -0.6 -0.2 0.3
Headline CPI 19 75 3.8 1LE)
Unemployment rate (%) 9.5 8.7 8.7 8.4
Budget balance as a % of GDP 7.2 =518 455 -4.1
Government debt as a % of GDP 150.4 147.4 1474 145.8

Source: Refinitiv Datastream, all forecasts ING estimates
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(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BRO00341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit http://www.ing.com.
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