Hearing of the PBO as part of the examination of the Update to the
2020 Economic and Financial Document
Summary
The Chairman of the Parliamentary Budget Office (PBO), Giuseppe Pisauro, testified today
at a hearing before the Budget Committees of the Chamber of Deputies and the Senate,
meeting in joint session, as part of the preliminary examination of the Update to the 2020
Economic and Financial Document (the Update) published on 5 October by the Ministry
for the Economy and Finance (MEF). The following outlines the salient issues addressed
in the memo submitted to the committees.
The macroeconomic scenario and the endorsement process – On 21 September the PBO
issued its endorsement letter for the Government’s trend macroeconomic scenario,
which contains a positive assessment for the two-year period subject to endorsement
(2020-2021), although it also notes a degree of excessive optimism with regard to the
subsequent period (2022-2023), which has an important impact on the public finance
forecasts and debt sustainability. After endorsing the trend macroeconomic scenario, the
PBO, again drawing on the analysis conducted by the panel of forecasters (in addition to
the PBO, this includes CER, Prometeia and Ref.Ricerche), also assessed the policy scenario,
which considers the budget measures envisaged in the Update and grants under the Next
Generation EU (NGEU) programme. With real GDP expected to contract by 9 per cent in
2020, the MEF forecasts an upturn in economic activity that would translate into real GDP
growth of 6 per cent in 2021. The increase in economic activity under the policy
framework is mainly fuelled by faster investment growth (3.2 percentage points more
than in the trend scenario) and, to a lesser extent, by consumption spending, both by
households and general government.
In its overall assessment of the Government’s forecast, the PBO also decided to endorse
the Update’s policy scenario for 2021, as it appears to fall within an acceptable range. The
plausibility of the Update’s policy macroeconomic scenario is supported: a) by forecasts
for growth in real and nominal GDP in 2021 (at 6.0 and 6.8 per cent respectively) lying
close to the lower bound of the panel estimates; b) by similar assessments in the Update
and by the PBO panel of the impact of the budget measures in 2021; and c) substantial
agreement among the members of the PBO panel (as well as other leading forecasters)
on the acceleration of GDP between 2020 and 2021.
While the MEF’s policy macroeconomic scenario for 2021 appears acceptable when
judged against the forecasts produced by the PBO panel, that for the following two years
– which is not subject to endorsement – retains and amplifies the issues already observed
with regard to the trend scenario. The forecasts for 2022-2023 appear optimistic. The
forecast for real GDP growth in the policy macroeconomic scenario exceeds the upper
bound of the PBO panel forecasts by 1.1 percentage points in 2022 and 0.3 points in 2023.

Risks associated with the forecast – The short- and medium-term outlook for the Italian
economy remains exposed to considerable risks, generally on the downside. The adverse
scenarios are mainly attributable to the evolution of the pandemic, in Italy and abroad, as
well as to financial strains.
The COVID-19 pandemic has begun to spread rapidly again in several European countries,
such as France and Spain, as well as in Asia (particularly India). In recent weeks Italy has
also experienced a resurgence of the disease, which has also produced an increase in
hospitalisations. At the moment, no new generalised lockdowns are envisaged, but even
targeted restrictions on production activities and movement would still have appreciable
consequences for both economic activity and firms, which were already hit by the past
recession.
Economic and monetary policy-makers are countering the crisis by expanding the balance
sheets of governments and central banks. When the pandemic is eradicated by effective
treatments or vaccines and the world economy returns to steady growth, it will be
necessary to reduce the accumulated financial imbalances. Any mismatches in the cycle
of recovery between countries could affect the risk premiums demanded by markets from
economies that are rebounding less rapidly. If this eventuality should involve Italy, which
has a large stock of public debt, financial tensions could quickly interact with the spending
decisions of households and firms.
An assessment of the endorsement of the macroeconomic forecasts presented in the
Update – The excessive optimism found by the PBO in the growth forecasts for the final
years of the forecast period calls for an assessment of the practice adopted since the start
of the PBO’s activity in the autumn of 2014 of using different periods for the endorsement
exercise between the spring and autumn sessions. Institutional developments in recent
years have in fact diverged from the original intentions. The programming contained in
the EFD in April has been regularly redesigned in the autumn, and the DBP has become
the document with which the Italian government transmits its medium-term plans to the
institutions of the European Union. This has been reflected in the progressive extension
of the temporal scope of the tables contained in Italy’s DBP. Accordingly, the PBO Board
feels that it would be advisable to extend the endorsement of macroeconomic forecasts
to the entire three-year forecast period in the Update as well, in order to reinforce
prudence in public finance scenarios.
The public finances – The Update updates the public finance trend forecasts given in the
EFD published the last April, extending the forecast period to include 2022-2023. The new
estimates incorporate the deterioration in the macroeconomic scenario as well as the
favourable developments in interest rates, as well as the financial effects of the decrees
issued after the EFD.
The fiscal policy reflected in the policy scenario of the Update seeks to support the
recovery in the context of the COVID-19 emergency within a process of gradual
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rebalancing of the public accounts. This strategy also takes account of the possibility of
using European Union (EU) funds under the NGEU programme (the measures for which
Italy will request funding are being drafted as part of the preparation of the National
Recovery and Resilience Plan, NRRP).
The effects of the budget and the use of European funds will worsen the public deficit
compared with the trend in 2021-2022 and improve it in 2023. The debt/GDP ratio should
improve in each year of the forecast period compared with the trend scenario,
accentuating the reduction (Table 1).
Table 1

– Public finance indicators (1)
(as a percentage of GDP; positive number = improvement in balance)
2020 Update
2018

2019

2020

2021

2022

2023

Trend net borrowing (a)

-2.2

-1.6

-10.8

-5.7

-4.1

-3.3

Change on previous year (a')

0.2

0.6

-9.2

5.1

1.6

0.8

Net budget impact (2) (b)
Impact of NGEU grants on balance (c=c'+c'')

-1.3

-0.6

0.3

0.0

0.0

0.0

Use of NGEU grants (3) (c')
Revenue from NGEU grants (c'')

-0.8

-1.1

-1.5

Policy net borrowing (d=a+b+c)
Change on previous year (d')
Net expansionary measures (e=b+c')

-2.2

-1.6

-10.8

0.2

0.6

-9.2

0.8

1.1

1.5

-7.0

-4.7

-3.0

3.8

2.3

1.7

-2.1

(*)

(*)

Source: based on 2020 Update data.
(1) Totals may not match sum of individual items due to rounding. – (2) The resources funding the budget
measures include the increase in tax revenue due to growth generated by budget measures for 2022-2023. –
(3) Next Generation EU. The use regards part of the grants under the RRF and the ReactEU, Just Transition
Fund and Rural Development programmes. – (*) Not possible to calculate without figures for increase in tax
revenue attributable to growth.

The net impact of the budget measures in the new policy scenario (Table 1, line b) worsens
the nominal trend deficit by 1.3 percentage points of GDP in 2021 and by 0.6 percentage
points in 2022 and improves it by 0.3 percentage points in 2023, including the favourable
feedback effects in 2022-2023 attributable to the improvement in the macroeconomic
scenario compared with the trend. The three-year budgetary policy is completed with the
use of NGEU grants in amounts equal to 0.8 per cent of GDP in 2021, 1.1 per cent in 2022
and 1.5 per cent in 2023, with no impact on the deficit – as the expenditure financed is
funded by transfers from the EU – but with a favourable impact on GDP (Table 1, line c).
The overall impact of net expansionary measures can only be calculated for 2021 (which
does not include the effects of feedback effects of growth on revenue) and amounts to
2.1 percentage points of GDP (Table 1, line e). In order to determine the impact of the
measures for the following two years, it would be necessary to separate the reduction
due to the feedback effects from the value of the net budget measures (Table 1, line b).

With regard to the content and composition of the budget package, the Update only
provides general indications and limited information, which do not enable an in-depth
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analysis of the policy scenario. A more exhaustive assessment can therefore only be
performed after the presentation of the Budget Bill. At this stage, only a few initial
observations can be made:
1) the evolution of the public finances seems to depend on GDP forecasts that
appear optimistic for 2022-2023 and remains exposed to very considerable risks
(unfavourable developments in the evolution of the pandemic in Italy and abroad;
financial tensions);
2) since much of the resources to cover the budget measures are relying on the
revenue generated by the feedback effects of growth – which by their nature are
uncertain – it is risky to depend on such revenue to finance measures that
permanently increase expenditure or reduce revenue, as they require structural
funding in the long term;
3) more generally, the complexity of implementing a policy framework that will
require the integration of NRRP funds within the budget process for a number of
years is evident. This will entail a considerable planning effort aimed at improving
economic growth and rebalancing the public finances thanks in part to the
reduction of interest spreads. The public administration will have to be upgraded
significantly in order to create a greater capacity for identifying measures to boost
growth, for planning and implementing expenditure and for cooperation between
the various levels of government – essentially enhancing the capacity of the
country to absorb European funds; moreover, adequate structures will have to be
established in order to monitor the execution and implementation of
expenditure.

Policy developments in the debt – According to the policy scenario in the Update, the
debt/GDP ratio should increase to 158 per cent this year (23.4 percentage points more
than in 2019) before turning downwards from 2021, falling to 151.5 per cent in 2023. This
estimate is 6.5 percentage points lower than the peak expected this year but it still nearly
17 percentage points higher than the level in 2019. Breaking down the dynamics of the
debt/GDP ratio, we find the primary surplus providing a negative contribution in the 20202022 period, which only becomes slightly positive in 2023 (0.1 per cent of GDP). The policy
debt/GDP ratio is expected to improve on the estimated end-of-period trend value by 2.6
percentage points to 154.1 per cent of GDP. The policy decline of 6.5 points is therefore
more attributable to the rapid trend growth in GDP in 2022-2023.
The impact of ECB purchases of government securities – Eurosystem purchases on the
government bond market have reached a high level: €143 billion in Italian government
bonds in the secondary market from the beginning of the year to the end of September,
of which €48 billion under the Asset Purchase Programme (APP) and €95 billion under the
Pandemic Emergency Purchase Programme (PEPP).
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Using a number of assumptions, it is possible to estimate the possible impact of the
Eurosystem’s purchase programme on the Italian government securities market for 2020
and 2021, i.e. the net flow of securities that will have to be absorbed by private investors.
On the basis of these assumptions, purchases of Italian government securities in the
secondary market this year would amount to about €210 billion (of which €34 billion from
the reinvestment of principal repayments on maturing securities), or 37 per cent of
expected gross Treasury issues on the primary market. In this scenario, gross issues of
government securities net of Eurosystem purchases would amount to €358 billion, which
is less than the volume registered in 2019, when estimated purchases amounted to €384
billion. The estimate of net issues of government securities net of Eurosystem purchases
on the secondary market would be positive and equal to about €25 billion. For 2021, the
total volume of Eurosystem purchases would fall to €134 billion (about €76 billion less
than in 2020), or 26 per cent of the total gross issues of the Treasury. In this scenario,
gross issues net of Eurosystem purchases on the secondary market would rise to €391
billion. However, thanks to the financing of part of the borrowing requirement with EU
loans, net issues net of Eurosystem purchases in the secondary market would increase
only marginally compared with 2020, reaching €27 billion. In both 2020 and 2021, the
share of government securities held by the private sector would decline at the end of the
year.
Examination of developments in the debt/GDP ratio – The PBO has assessed the
sensitivity of the policy developments in the debt/GDP ratio presented in the Update to
alternative assumptions for the inflation rate and real growth. The alternative scenario
(“PBO scenario”) is based on the forecasts for real GDP growth and the GDP deflator
developed by the PBO up to 2023. Using standard assumptions on the impact of these
variables on public finance aggregates, in the PBO scenario the debt/GDP ratio would
exceed that in the Update scenario over the entire 2020-2023 period (Figure 1). After an
initial decline in 2021, the debt/GDP ratio would start to rise again as early as 2022. At the
end of the period, the debt/GDP ratio would be around 6 percentage points higher than
the policy scenario in the Update.
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Figure 1

– Sensitivity of the debt/GDP ratio to growth and inflation assumptions
(percentages)

Source: based on 2020 Update data.

The 2020 Update presents a policy scenario for the evolution of the debt/GDP ratio up to
2026 that takes account of the impact of the use of the resources made available by the
EU under the NGEU programme. Between 2021 and 2026, Italy should receive total
transfers of over €75 billion (at 2018 prices), while the ceiling on loans – disbursed through
the Recovery and Resilience Facility (RRF) – can be put at just under €128 billion. To these
we can add about €27 billion in SURE loans. On the basis of the government’s policy
objectives and resources from the EU, the Update projects a declining debt/GDP ratio
over the 2020-2026 period, reaching 143.7 per cent in 2026. In the same year, the debt
net of EU loans should be more than 7 points lower than the total.
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