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ITALY

BACKGROUND: Italy is a charter member of NATO and the European Union. Prime Minister Giuseppe 
Conte has led a coalition government comprising the populist Five Star Movement and the center-left 
Democratic Party since September 2019. The Five Star Movement’s former coalition partner, Lega, favors 
strict controls on immigration and remains the most politically popular party. Italy is expected to be a chief 
beneficiary of the EU’s coronavirus recovery fund. Italy’s diversified economy is bifurcated between the 
highly developed industrial North, dominated by private companies, and a less-developed, highly subsi-
dized agricultural South where unemployment is higher. Tourism accounts for 13 percent of GDP, and its 
current struggles are an economic albatross. Migration, which remains the most highly charged political 
issue, surged in 2020.

I taly’s economic freedom score is 64.9, making its economy the 68th 
freest in the 2021 Index. Its overall score has increased by 1.1 points, 

primarily because of an improvement in judicial effectiveness. Italy is 
ranked 36th among 45 countries in the Europe region, and its overall 
score is below the regional average but above the world average.

The Italian economy has been in the moderately free category in most 
years since the inception of the Index in 1995, dragged down by one 
consistently very low-scoring indicator: government spending. The vast 
majority of that spending consists of politically motivated funding of 
programs that do little to increase the overall performance of the coun-
try’s economy.

IMPACT OF COVID-19: As of December 1, 2020, 56,361 deaths had been 
attributed to the pandemic in Italy, and the economy was forecast to 
contract by 10.6 percent for the year.

POPULATION: 
60.3 million

GDP (PPP): 
$2.5 trillion
0.3% growth in 2019
5-year compound 
annual growth 1.0%
$44,197 per capita

UNEMPLOYMENT: 
9.9%

INFLATION (CPI): 
0.6%

FDI INFLOW: 
$26.6 billion

PUBLIC DEBT: 
134.8% of GDP
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Property rights and contracts are secure, but delays in court 
procedures undermine enforcement. The legal system is cum-
bersome and vulnerable to political interference. A bloated 
and self-interested bureaucracy slows efforts to enforce 
anticorruption laws. Corruption and organized crime remain 
significant impediments to investment and economic growth 
in parts of Italy despite efforts by successive governments to 
reduce risks.

The top individual income tax rate is 43 percent, and the top 
standard corporate tax rate is 24 percent, with qualifying 
banks and financial institutions taxed at 27.5 percent. The 
overall tax burden equals 42.1 percent of total domestic 
income. Government spending has amounted to 48.7 percent 
of total output (GDP) over the past three years, and budget 
deficits have averaged 2.1 percent of GDP. Public debt is 
equivalent to 134.8 percent of GDP.

Processes for starting a business and obtaining construc-
tion permits have become more complicated and lengthy. 
Amended regulations regarding fixed-term contracts have 
reduced labor freedom. The government allows most prices 
to be set by the market except for electricity, transporta-
tion, pharmaceuticals, telecommunications, water, and gas 
networks. Funding for subsidies in the government’s 2020 
budget is equivalent to 1.4 percent of GDP.

As a member of the EU, Italy has 45 preferential trade 
agreements in force. The trade-weighted average tariff 
rate (common among EU members) is 3 percent, with 639 
EU-mandated nontariff measures in force. There is no general 
screening of foreign investment, and most sectors of the 
economy are open. The financial sector remains stable. Bank 
recapitalization has been underway, but nonperforming loans 
remain problematic.
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