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1.Premise

· Thanks for presenting here a report that is usually discussed in some secret room.. The questions at stake are, indeed, crucial: how the Italian economy works and what should be done to improve its performance?

· Exposing these facts/ideas to our students and to a faculty which is not made by economists only is a good occasion for showing that economics can address relevant issues, possibly helping to clarify endless policy debates…

· This year, the Survey  has been published late and its release almost coincided with the Economic Outlook  forecasting data for the current and the next 2006 year. 

· The recent, disappointing, GDP performance makes stronger the concern for Italy’s weak potential. The Survey addresses structural rather than cyclical problems: yet, the fact that current recession is to a large extent local rather than EMU-wide  is a further reason for evaluating the Survey in this perspective too.

2. Potential output, TFP and Reforms 

· the most important structural fact outlined in the Survey is the statement that Italy’s potential grows less than 1.5%  per annum.

· Similar numbers should not be a surprise: basically, if we take a smooth trend around the real GDP line we can see that this growth rate is actually slow and has also a tendency to be slower: slightly less than 1% at the end of the sample..

Suggestion: when things are complicated and empirics is weak, use the growth model!

Thus, instead of using the HP filter or alike,  just add to the neoclassical growth model a persistent technology shock (TFP = A):

(1) Y(t) = A(t)  [s/(n+θ+ δ)][a/(1-a)]  

where  s= S/Y is the saving rate, a is the capital share and where n and θ denote the population and   the TFP growth rates, respectively. Finally, δ denotes the fixed capital stock depreciation rate. 

Calibrating these parameters on the basis of the data we set: 

δ=0.1, s=1/7, a=1/3 and n= θ = 0 where the capital share parameter accounts for the fact that labor income includes the imputed self employment share (Fiorito-Padrini, 2001).

This implies that equation (1) becomes:

(2) Y(t)= A(t)  [s/δ)]1/2 ( Y(t)= A(t) √(s/ δ ).

Equation (2) implies then an 1.2% growth rate. Finally, if  θ is allowed to be slightly negative - as the actual TFP data show in the last period (see Fig. 3) - we obtain the same 0.9%-1% growth rate that is found via the HP filter in Fig. 1!

A few questions arise:

· What will happen if A(t) does not increase?

· What will happen if s falls because of negative government savings, i.e.

· because of current general government  deficit?

· What if δ  rises because of technology improvement or sector reallocation?

Fig. 1- Actual (LY) and Smoothed Real GDP (LYHP)
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Note the difference between the output gaps in the 82-84, 92-94 episodes and

the slowering growth in the 2002-04 case...

                                 Fig. 2
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Note that:

· the two saving rates move at the opposite
· household saving stops to decrease at the end of the sample

Fig. 3 -     TFP in industry (TFPIND) and private services (TFPSER)
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· TFPSER has a bigger scale since the service value added share  is bigger. 

· TFPSER has a slower growth than TFPIND 

· TFPIND  falls at the end of the sample. 

2. Mixing Macro and Micro

· A major reference for explaining growth differences in terms of different TFP levels  is Parente-Prescott (2000) where the adoption of the best available technology requires overcoming the barriers set by the  producers vested interests. 

· In a similar vein, the OECD research program stresses the importance of increasing productivity by reducing barriers in output, labor and financial markets. The OECD provides indicators for comparing market flexibility across countries. 

· Here, there is a number of proposals aiming at giving a more concrete sense of the possible interactions between institutions and macroeconomic performance. 

Namely, the analysis focuses on the following points:

· Fiscal reforms involving both the tax  and the spending side in the context of the new federal orientation

· Interventions to enhance competitiveness in the product (and service) market:

       corporate governance, higher competition for energy, retail trade, transportation etc.

· Interventions aiming at facilitating labor market accession (migration) and to increase labor productivity  in efficiency units (human capital and schooling, R&D expenditure).

An inner tension in the Survey?

· all policy prescriptions are devoted to increase the potential and the productivity growth in virtually all areas of the economy

yet…

· the macroeconomic analysis uses also a more eclectic approach, e.g. when it is mentioned as a paradox the fact that low real wages coexist  with low output gaps.. 

Actually, there is a paradox only if prices/wages are procyclical i.e. whenever a stable Phillips curve exists. 

· Can we still believe that? 

· Is this view consistent with the suggestion of increasing TFP improving the market efficiency conditions? 

In other words: if the major problem is enhancing potential growth trough productivity increases,  there is no surprise that low or no growth rates go together with low real wages. Similarly, if  productivity falls even if wages are low, competitiveness is lost: ULC increases lead to an increase in the real exchange rate which might largely account for Italy’s  bad export performance within the EMU area.   

· I agree with the Survey observation that the only good thing that happened in Italy’s recent times is the employment improvement in a badly performing phase. 

· I also agree with the Survey emphasis that the employment increase does not necessarily imply a productivity fall: there are several experiences (e.g., the US) showing that both variables can be increased

·  Actually, this positive comovement between productivity and employment requires,   that a TFP shock instigates an output increase that requires in turn a labor increase too. 

When this does not occur, employment and productivity paths diverge:

· productivity becomes acyclical or even countercyclical as a result of a stronger heterogeneity in the labor market (secondary workers, immigration, informal economy etc.).

3. A program for growth
The survey provides a detailed program for growth based on several microeconomic policies (reforms) aiming at increasing the TFP level and growth. 

Fiscal issues: consolidation via efficiency

· An important suggestion deals with the necessity of reducing tax rates whenever they are financed: there is no full coverage for tax reduction in 2005.

· Spending should be also reduced: however, rather than stressing once more the role of purchases as the Survey does, I would take their advice of considering the efficiency costs (not only the direct cost) of  Italy’s fiscal federalism.  

· Given the diminishing primary surpluses, privatisations are a necessary route. I think that one must take seriously the idea of privatising firms and sectors providing energy and transportation, mostly at the local level (on the contrary, gov.t emphasis is on selling apartments and buildings to be leased again..).

I agree on these statements and I simply would note that:

· It is disappointing that in Italy’s policy discussion the tax rates cuts are justified in order to “increase the demand” instead of stimulating labor participation, especially of women. 

· Abandoning fiscal federalism is the first step to be considered: similar regions sharing a border could be unified, this being the only realistic way for reducing the number of gov.t employees without cutting services (e.g. education) that might be growth inducing. 

Overall conditions for efficiency

· Corporate governance

· Bankruptcy laws (competitiveness decree?)

· More competitive banking and financial system.

General conclusion: If the problem is growth, policies should focus on improving the microeconomic efficiency rather than expecting miracles from macroeconomic adjustment that are both unfeasible and, in most cases, distortionary. 
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