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Motivations and research questions

 Italy is the third-largest economy in the European Union after Germany and France. Italy has also the second-
highest government debt-to-GDP ratio in the EU after Greece

 Italian economy has been under close scrutiny since the 2007-2008 Global Financial Crisis (GFC)

 Italy has struggled to comply with the budgetary discipline recommended by the European Commission

 The Covid-19 crisis has depressed the Italian economy further

 The surge of inflation in 2022 due to the rising costs of energy sources has had a significant negative impact on 
the Italian economy

 We assess the impact of the energy crisis on the Italian economy in terms of long-run sustainability of both its 
government debt/GDP ratio and economic growth

 We speculate the implications of the analysis in terms of social norms 
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Methodology

Medium-scale Stock 
Flow Consistent 

(SFC) macro-
econometric model

Approach: theory to 
data (TTD)

Structure: six 
sectors (households, 

firms, banks, 
government, ECB, 

foreign)

Size: 110 equations, 
52 identities, 36 
behavioural, 22 

auxiliary

Data: Eurostat, FA 
and NFA, annual, 

1998-2022

Software: R, Bimets 
package (Bank of 

Italy)
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Methodology

 Theoretical framework, behavioural equations

 Reclassification of Eurostat data

 Create Transactions-Flow Matrix (TFM) and Balance-Sheet Matrix (BSM)  

 Bimets package to estimate coefficients and produce in-sample predictions, 

out-of-sample predictions (up to 2028) 

 Baseline in line with prediction of national and international institutions

 Alternative scenarios, compared with baseline dynamics 5



Balance-sheet matrix of Italian 

economy 
(million euro, current prices)
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Transactions-flow matrix of Italian 

economy, (million euro, current prices)
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Sankey diagram of transactions
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Economic Forecasts of GDP components, 

inflation, and government balances in Italy, 
(2023-2028)
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Baseline and Alternative Scenarios

#Scenario 1: PERSISTENT INFLATION

This is the baseline with the assumption 

that the energy-led price shock has a more 

persistent effect on inflation

#Baseline: 

Energy price level

ECB main refinancing rate
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Alternative scenarios

#Scenario 2: PERSISTENT INFLATION + HIGHER 

POLICY RATE

The baseline is hit by two shocks, namely a 

persistent inflation rate and a robust policy 

response by the ECB, which keeps the policy 

rate at 4.5% over the 2024-2028 period

#Scenario 3: AUSTERITY (FROM BASELINE)

This simulates policy austerity measures 

implemented by the fiscal authorities in 

Italy. 

Deficit at 3%
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Results: Overall Economy (1995-2028)
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Results: Public Finance (1995-2028) 
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Final remarks

 Italy is the third-largest economy in the EU after Germany and France. Italy has also 
the second-highest government debt-to-GDP ratio in the EU after Greece. The 
Italian economy was hit hard by the 2007-2008 GFC and by the Covid-19 pandemic

 This paper has assessed the impact of the current energy crisis on the Italian 
economy

 It has used an original methodology, i.e. a medium-scale, stock-flow consistent 
(SFC), structural macro-econometric model. Estimations and in-sample simulations 
cover 1995 to 2022 period, whereas (out-of-sample) predictions up to 2028

 Given its structural features and the current energy crisis, the Italian economy is on 
the edge of a precipice

 Soft landing (baseline): low inflation environment ( 2%), but at the cost of anaemic 
growth ( 1%) and dire public finance (GovDebt/GDP  145%, GovDef/GDP  6%)

 This may trigger punitive measures by the EU authorities

 Hard landing: moderate inflation environment ( 5%) or tolerable GovDef/GDP (
3%), but at the cost of severe and prolonged recession and ballooning GovDebt/GDP

 This may trigger domestic politic unrest and anti-EU policies 14


