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Summary’

The outbreak of conflict in the Middle East has once again disrupted the global economic
equilibria, with potentially significant outcomes. The war has led to the destruction or
damage of key energy infrastructure and imposed severe restrictions on transit along
strategic routes, particularly through the Strait of Hormuz. This has led to major increases
in commodity prices and disruptions to global supply chains. Considerable impacts on
imported inflation are expected, particularly in Europe, where rising price pressures and
inflation expectations will influence upcoming monetary policy decisions. At the same
time, recent developments in the US legislative framework governing tariffs have led to a
provisional tariff regime, thereby increasing uncertainty over how international trade will
be taxed from the summer onwards.

Before the war, the global landscape appeared fragmented but was experiencing
moderate growth. In the United States, growth had slowed in the latter part of 2025,
though it remained more dynamic than in the euro area. China maintained robust
production, driven also by exports despite the tariffs imposed by the United States. In its
latest forecasts, the International Monetary Fund (IMF) has revised downwards its growth
estimates for 2026, particularly for emerging economies and the euro area; the risks to
the forecasts, mainly attributable to geopolitical tensions, are assessed as tilted to the
downside.

In 2025, Italian GDP grew by 0.5 per cent, as forecasted last year by the Parliamentary
Budget Office (UPB). Economic activity was supported by domestic demand, whilst the
contribution from foreign trade was negative for the first time since 2023. Growth was
weaker than the euro area average, as had already been the case in 2024. The labour
market continued to expand, but with signs of a slowdown in the second half of the year.
Wages recovered only partially, remaining significantly below the 2020 levels in real
terms. Inflation, although rising slightly, remained consistently lower than that of the euro
area in 2025. However, last month households’ expectations regarding price trends
surged, reflecting consumers’ fears about the repercussions of the war in the Middle East.

Business confidence held up in March, particularly in construction and market services.
Taking other leading indicators into account, the UPB estimates that GDP would have risen
in the first quarter, albeit moderately; however, the effects of the conflict in the Middle
East are expected to show up in economic activity data for subsequent quarters.

*

This report was prepared by the Macroeconomic Analysis Department, and coordinated by Monteforte L.
with contributions from Caterini G., Fantozzi D., Frale C., Girardi A., Fioramanti M. and Pappalardo C.; It is
based on information available as of 14 April 2026.



The international context
The war in the Middle East has worsened the global outlook

The international macroeconomic picture is shaped by geopolitical uncertainty, which has
recently intensified due to the conflict in the Middle East. Since late February, the war
waged by the United States and Israel against Iran, which has also drawn in other
neighbouring countries, has rapidly affected the balance of the global economy. Attacks
on energy infrastructure and strategic logistics hubs are fuelling significant tensions in
energy commodity markets. The total blockade of the Strait of Hormuz in recent weeks
has led to disruptions in supply chains. This has resulted in increased volatility in energy
prices and heightened downside risks for international trade and security of supply. In
addition to the repercussions on major shipping routes, an impact on air transport is also
expected in the coming months, due to reduced fuel availability.

In addition to the tensions stemming from the war, recent developments in US trade
policy are also contributing to uncertainty. Last February, the US Supreme Court ruled
that most of the tariffs introduced in previous years were unlawful, creating legal and
operational uncertainty for businesses and raising the prospect of significant refunds. In
response, the US Administration has introduced new tariff measures, including a general
10 per cent tariff on imports, with some selective exemptions (energy, pharmaceuticals,
and certain strategic goods such as aircraft), and the possibility of further increases up to
15 per cent. (. The tariffs currently in force are temporary, with a maximum duration of
150 days, and the new tariff regime has not yet been defined. Uncertainty therefore
remains very high regarding restrictions on international trade, which are fuelling
inflationary pressures, particularly in light of possible retaliatory measures by major
trading partners.

Rising energy prices and supply-side bottlenecks are contributing to a more complex
environment for monetary policy, which must balance the containment of inflationary
pressures with the risk of a slowdown in economic activity. For the European economy,
these developments translate into greater external inflationary pressures and a possible
weakening of growth; in general, countries importing energy commodities are exposed to
rising energy and transport costs, as well as to supply chain disruptions, a slowdown in
foreign demand and a deterioration in confidence.

International geopolitical risk is fuelling the already high level of economic uncertainty,
reflected in greater volatility in energy prices and financial conditions and in the
deterioration of market participants’ expectations. This trend is also reflected in
composite indicators of uncertainty, including the Economic Policy Uncertainty (EPU)
Index? , which has shown high volatility over the past year. Since April 2025, the

2 The EPU index is a monthly index based on words derived from “uncertain” and “uncertainty” extracted
from the main daily newspapers in each country. The index is calculated as a weighted average of news



uncertainty index for the United States has recorded a significant peak, coinciding with
announcements regarding trade policy restrictions; in Europe too, high uncertainty has
been observed since last September, linked mainly to the implementation of new trade
agreements with the US administration, as well as to geopolitical tensions and conflicts in
neighbouring countries. Unlike the United States and Europe, the uncertainty index for
Italy has shown less volatility since last spring.

In March, the global EPU index (Fig. 1) was affected by the severe instability caused by the
new conflict in the Middle East. A sharp increase in the index was recorded for Italy, with
a monthly change of over 60 per cent; the rise in the EPU was lower for Europe as a whole
(32 per cent in March) and was very modest for the United States (2.1 per cent).

Expectations regarding the short-term global outlook deteriorated following the conflict
in the Middle East. The global Purchasing Managers’ Index (PMI) for purchasing managers
in the early months of 2026 had remained steadily above the 50-point threshold, a figure
indicating an expansion of economic activity. In March, the global composite PMI fell to
51 (from 53.3 in February; Fig. 2), a level not seen since December 2023; both the services
and manufacturing components weakened, with the decline being more pronounced in
the former (50.8 in March from 53.4).

Figure1 — Economic Policy Uncertainty Index (EPU Index)

Source: https://www.policyuncertainty.com.

volumes and other information. The global index is a monthly weighted average across the main countries.
For further information on the methodology, see_https://www.policyuncertainty.com/global _monthly.html.
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Figure2 — JP Morgan Global PMI Index

Source: LSEG.

At the start of 2026, the trend in trade indicators appeared mixed, but nevertheless
painted a picture of resilience (Fig. 3). International trade had recovered, whilst the Baltic
Dry Index (BDI), which measures the cost of shipping dry bulk commodities and is often
regarded as a leading indicator of global demand for commodities, stood at lower levels
than at the end of 2025. In the early months of the year, the Bloomberg Commodities
Index (BCl) had, by contrast, shown a gradual strengthening, reflecting a rise in commodity
prices on international markets. The recent rise in the BCl (a 7.6 per cent month-on-month
increase in March) signals a phase in which geopolitical tensions and supply-side
constraints are currently having a greater impact on prices, costs and transport times than
on trade volumes. Rising commodity prices are exerting upward pressure on input costs,
partly due to the disruption to energy supplies caused by the closure of the Strait of
Hormuz.

In the United States, following a temporary slowdown in the first three months of 2025,
the economy recovered in the subsequent quarters. In particular, in the third quarter,
GDP grew at an annualised rate of 4.4 per cent, a pace exceeding expectations, supported
by consumer spending, investment — particularly in advanced technologies — and, the
contribution of foreign trade, which was also boosted by a reduction in imports. In the
latter part of the year, growth slowed sharply to 0.5 per cent on an annualised basis, partly
due to the prolonged shutdown of government activities between October and
November, as well as the negative contribution from net exports resulting from a greater
reduction in exports than in imports.



Figure 3 — Global Activity Indices
(index numbers, 2021 = 100)
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In the fourth quarter of 2025, the Chinese economy grew by 4.5 per cent year-on-year, a
slight slowdown from the 4.8 per cent recorded in the previous quarter, but still sufficient
to enable the government’s target of growth ‘around 5 per cent’ for the whole year to be
met. In the early months of 2026, economic activity remained on a moderately
expansionary trajectory, supported by industrial production and exports, particularly to
Asian economies, against a backdrop of persistent weakness in the property sector and
consumer spending. The authorities have indicated a growth target for 2026 of between
4.5 and 5 per cent, reflecting the gradual rebalancing of the development model and the
continuing uncertainties in the domestic and international environment.

Euro area GDP in the final quarter of 2025 rose by 0.2 per cent compared with the
previous quarter and by 1.2 per cent year-on-year, confirming a moderate pace of growth
broadly in line with that of previous quarters. Growth was supported by a continued
positive contribution from consumption, underpinned by the recovery in real income, but
was held back by weak investment, which was affected by high uncertainty. The
contribution from foreign trade remained modest, against a backdrop of weak global
demand, whilst the industrial sector continued to show signs of fragility. The cyclical phase
remained uneven across the main countries of the area; Spain remains the main growth
economy, with a 0.8 per cent quarter-on-quarter increase in GDP, whilst France, Germany
and Italy show more subdued growth, between 0.2 and 0.3 percentage points, reflecting
weaker domestic demand and, in Germany’s case, the persistent weakness of the
industrial sector; in Germany, the strong stimulus to demand expected from fiscal policy
has not yet materialised.



The global growth outlook according to the International Monetary Fund is fragile and
highly mixed

In its April 2026 forecasts, the IMF has slightly revised downwards its expectations for the
current year for the major advanced and emerging economies compared with last January
(Table 1). The IMF’s new scenario incorporates the impact of the war, assuming that the
conflict will continue for a few more weeks and that a recovery will subsequently begin
gradually. Economic activity in the regions involved in the conflict is expected to normalise
during 2026; however, uncertainty regarding trade policies, other economic policies and
geopolitical developments is expected to remain high until 2027.

Overall, compared with January, global output estimates have been revised downwards
by two-tenths of a percentage point for 2026 and left unchanged for 2027. Growth
forecasts for the United States have been trimmed for the current year and raised slightly
for 2027. In the euro area, by contrast, growth remains modest (1.1 per cent in 2026 and
1.2 per cent in 2027), revised downwards by two-tenths of a percentage point for the
current year and for next year. Across emerging and developing economies as a whole,
GDP growth is expected to be just under 4 per cent in 2026, with a downward revision of
0.3 percentage points. In particular, compared with the January estimates, China’s
forecast for 2026 has been marginally revised downwards to 4.4 per cent, due to the
persistent weakness of domestic demand; in 2027, Chinese growth is forecast to slow to
4.0 per cent. World trade is expected to decelerate sharply, from 5.1 per cent in 2025 to
2.8 per cent in 2026, with a significant strengthening in 2027 (to 3.8 per cent, 0.7
percentage points higher than the previous forecast).

Overall, the macroeconomic estimates for 2026 and 2027 suggest that, despite the
uncertainty, global growth would show some resilience, but with risks that the IMF
describes as strongly tilted to the downside; in addition to the risk of escalating conflicts,
the IMF also cites risks relating to restrictive trade policies, the potential overestimation
of returns from artificial intelligence, interest rate rises in the event of excessive debt, and
the credibility of central banks.

Tablel - |IMF forecasts
WEO Update April 2026 Differences from WEO
paate Aprt October 2025

2025 2026 2027 2026 2027

World product 3.4 3.1 3.2 -0.2 0.0
Advanced economies 1.9 1.8 1.7 0.0 0.0
United States 2.1 2.3 2.1 -0.1 0.1

Euro area 1.4 1.1 1.2 -0.2 -0.2
Emerging economies 4.4 3.9 4.2 -0.3 0.1
China 5.0 4.4 4.0 -0.1 0.0
World trade 5.1 2.8 3.8 0.2 0.7

Source: International Monetary Fund, World Economic Outlook, April 2026.



Energy prices have risen following the war in the Middle East

Throughout 2025, energy commodity prices had shown an overall downward trend (Fig.
4), affected by a relatively abundant global supply and weaker-than-expected demand. By
the end of the year, Brent crude was trading above 60 dollars per barrel. However, this
trend reversed abruptly following the launch of military operations against Iran on 28
February. The conflict disrupted maritime traffic in the Strait of Hormuz, through which
around a fifth of the world’s oil trade passes. The price of Brent soared, exceeding the
$100-per-barrel threshold from 12 March, peaking at $118.4 per barrel by the end of the
month — levels not seen since the outbreak of the war in Ukraine in 2022. In March,
compared with the February average, crude oil prices rose by over 40 per cent; following
the outbreak of the war in Ukraine in the same month of 2022, the increase had been
more modest (19.3 per cent) although it occurred within an already rising trend in
previous months. By contrast, the price of WTI on the US market, following the rises in
early March, remained at lower and less volatile levels; the price differential with Brent
therefore widened, rising from $4.7 per barrel in January to $7.1 in March. The surge in
Brent prices reflects above all the sharp rise in the geopolitical risk premium and concerns
over possible disruptions to global supply, rather than an immediate change in the
fundamentals of demand and production, although extraction sites have also been
damaged in recent weeks.

Figure4 — OQil and gas prices and exchange rates
(oil prices in dollars and gas prices in euros)

Source: LSEG.



Natural gas prices in Europe, unlike those on the US market, which are historically around
S8 per MBTU (million British thermal units), have risen significantly in recent weeks,
affected by both tensions on international energy markets and persistent uncertainties
regarding supply routes (around a third of Italy’s liquefied gas imports come from Qatar).
The surge in March, following the attacks in Iran, exceeded 63 per cent compared to the
average February prices, surpassing 61 euros per MWh in mid-month; the price rise in
March was, however, lower than that observed in the same period of 2022, following the
outbreak of the Russia-Ukraine conflict (60.4 per cent).

At the same time, since the start of military hostilities against Iran, the euro has weakened
against the dollar (by 2.3 percentage points in March). While the depreciation makes
European products more competitive, it has also amplified the rise in energy commodity
prices denominated in dollars, contributing to greater uncertainty regarding inflation
prospects and future monetary policy decisions.

Inflation expectations have reacted to the conflict in the Middle East, particularly in
Europe

In 2025, inflation in the euro area rose to 2.5 per cent in March, up from 1.9 per cent in
February, due to the surge in energy prices, which returned to growth after 12 months.
Further increases are expected in the coming months as a result of tensions in the Middle
East, in line with consumer and manufacturing price expectations, which rose sharply in
March (Fig. 5). Price dynamics across components remain uneven; services and food
prices continue to grow at a relatively sustained pace, contributing significantly to the
persistence of core inflation, which stood at 2.3 per cent in March, broadly in line with
February’s figure. By contrast, changes in the prices of non-energy industrial goods remain
more moderate.

At the European Central Bank’s (ECB) March meeting, the three main reference rates were
kept unchanged (between 2.0 and 2.4 per cent), as analysts had predicted. This decision
reflects the current monetary policy stance, with inflation in the euro area close to the 2
per cent target. However, the central bank has paid close attention to the conflict in the
Middle East, outlining a scenario that suggests possible rate increases over the course of
the year, despite weak growth in the euro area. ‘The medium-term implications will
depend on the intensity and duration of the war, as well as on how energy prices affect
consumer prices and the economy’ (ECB press release of 19 March 2026).



Figure5 — Euro area inflation (1)
(vear-on-year percentage changes and contributions)

Source: calculations based on Eurostat data.
(1) The sum of the contributions may not correspond to the trend in the total index, as it is chained and
calculated at a finer level of detail.

In line with analysts’ forecasts, the US Federal Reserve also decided at its March meeting
to leave rates unchanged in the 3.50-3.75 per cent range, taking into account positive
assessments of growth and a relatively stable inflation rate. The decision to keep interest
rates unchanged was interpreted by analysts as a sign of caution in a context
characterised by high uncertainty, although at least one rate hike is expected during the
year. The persistence of inflationary pressures, partly linked to rising energy prices, is in
fact accompanied by signs of a weakening economy, making the direction of monetary
policy more complex as it prepares to face a potential stagflationary shock.

In the United States, the Personal Consumption Expenditures (PCE) price index, which is
also monitored by the Federal Reserve for monetary policy purposes, rose to 2.9 per cent
in the fourth quarter; the index excluding the most volatile components stood at a slightly
lower level (2.7 per cent). Towards the end of the year, price trends therefore remained
relatively strong, with headline and core inflation still above the 2.0 per cent target.

In the euro area, market participants’ inflation expectations remained around 2.0 per cent
in 2025, in line with the ECB'’s target. However, the March survey shows a marked increase
in market expectations across all maturities, particularly for the 2-year horizon (up 6.5 per
cent compared with February); there is also an increase in the risk premium, against a
backdrop of geopolitical tensions, greater volatility in energy prices and persistent
uncertainty regarding international trade and supply bottlenecks.



In the United States, by contrast, the inflation expectations implied by the swap markets
(Fig. 6) have shown a moderate decline in recent weeks across all maturities, and
particularly for medium- to long-term maturities (a percentage change of -2.9 and -2.8 in
March compared with February for 5- and 10-year maturities). Overall, market
participants appear to expect that US price dynamics will be less affected by the war in
the Middle East than those in Europe.

Figure 6 — Implied inflation expectations in euro area and US inflation-linked swaps
(percentage points)

Source: LSEG.
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The Italian economy
The business cycle strengthened slightly in the final part of 2025

In 2025, Italy’s GDP grew by 0.5 per cent (0.8 per cent in 2024), at a faster pace than
Germany (0.2 per cent) but slower than Spain and France (2.8 and 0.8 per cent,
respectively). As in 2024, Italy’s GDP growth last year was weaker than the euro area
average (1.4 per cent). National demand (excluding changes in inventories) contributed
1.5 percentage points to GDP growth, equally attributable to consumption and
investment; nevertheless, net external demand and changes in inventories detracted 0.7
and 0.2 percentage points, respectively, from GDP growth. On the supply side, the 0.4
percentage point increase in value added resulted from mixed sectoral trends; growth in
construction and services (2.4 and 0.3 per cent, respectively) was offset by declines in
agriculture (-0.1 per cent) and manufacturing (-0.3 per cent).

Output growth was weak in the first half of last year and slightly stronger in the second
half. GDP accelerated to 0.3 per cent in the autumn, when the decline in net exports was
more than offset by the contribution to growth from investment (0.2 percentage points)
and changes in inventories (0.7 percentage points). Over the course of the year, the
contribution from consumption (Fig. 7) was concentrated in the two middle quarters,
whilst that from investment was slightly more pronounced in the first two quarters
compared with the second half. Conversely, the contribution of net external demand was
uneven, dampening growth in spring and autumn (-0.7 percentage points) and
contributing positively in winter and summer (0.4 and 0.1 percentage points,
respectively).

Figure 7 — Change in GDP and contributions of demand components
(quarter-on-quarter percentage changes and contributions in percentage points)

Source: Istat.
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In the national accounts published by Istat in March, the 2023’s GDP was revised
downwards by one-tenth of a percentage point (from the 1.0 per cent estimated in
September), whilst a similar but opposite correction was made for 2024 (from 0.7 to 0.8
per cent). Based on the ‘Economy and Environment’ report published by Istat in February
this year, GDP growth for the two-year period 2023-24 was accompanied by a reduction
in climate-changing gas emissions of 5.9 per cent and 2.8 per cent respectively.

Household spending is very cautious and confidence is deteriorating

Last year, household consumption rose by 1.0 per cent compared with 2024. Based on
the quarterly accounts, the trend in household consumption strengthened in the middle
two quarters of the year (0.3 per cent), before slowing in the autumn (0.1 per cent). In the
fourth quarter, the substantial stagnation in consumption resulted from slight increases
in purchases of durable, semi-durable goods and services (0.3, 0.1 and 0.1 per cent,
respectively), against decreases for non-durable goods (by one-tenth of a percentage
point).

The gross disposable income of consumer households in the fourth quarter of last year
fell (-0.4 per cent), leading to a contraction in purchasing power of almost one percentage
point. Nevertheless, household consumption expenditure in nominal terms increased by
half a percentage point, showing the first decline in the saving ratio (to 7.8 per cent from
8.6 per cent; Fig. 8) in over a year.

Figure8 — Household purchasing power, consumption and savings
(millions of euros, chained values for 2020 and percentage shares)
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According to the most recent data, retail sales (by volume) recovered slightly in the fourth
quarter (0.3 per cent), offsetting the summer decline, before stabilising on average
between January and February. Based on UPB’s analysis of Confcommercio’s volume-
based consumption indicator, the seasonally adjusted quarterly change for the first
quarter of this year is slightly positive (up by two-tenths of a percentage point) and
entirely attributable to the goods component.

The Italian household confidence index fell by around one percentage point on a quarterly
basis last quarter. In March, in the first survey since the start of the war in the Middle
East, confidence deteriorated sharply: in particular, the indices for future expectations
and assessments of the economic climate worsened by around ten points.

Capital accumulation dynamics are heterogeneous

The annual national accounts data released by Istat in March highlighted a significant
downward revision of capital accumulation for 2024 (from 0.5 to -3.1 per cent), largely
attributable to the decline in construction (-5.7 per cent), which can be due to the
counter-shock caused by the withdrawal of incentives for residential construction.
Nevertheless, last year investment recovered to 3.5 per cent, driven by the rebound in
construction (to 3.3 per cent) and the machinery component (to 2.2 per cent, from -2.5
per cent).

In the final quarter of 2025, investment grew by 0.9 per cent; the housing sector
strengthened (to 7.1 per cent, from 5.8 per cent in the previous quarter), whilst the other
main sectors showed signs of weakness: -1.8 per cent for non-residential construction —
the third consecutive quarterly decline —and -0.2 per cent for plant and machinery. In the
fourth quarter of last year, the profit margin (measured as gross operating profit as a
percentage of value added at basic prices for non-financial corporations) rose marginally,
reaching 43.2 per cent. In the final quarter of 2025, the mark-up for the economy as a
whole and in the major sectors remained virtually stable, as had been the case in the
previous quarter.

According to the Bank of Italy’s latest quarterly survey on inflation and growth
expectations — conducted partly after the outbreak of the conflict in the Middle East —
businesses’ views on the general economic situation have deteriorated in the early
months of this year. Investment conditions appear unfavourable and are clearly
worsening, but businesses are largely sticking to their plans for 2026. As regards the real
estate sector, the Bank of Italy’s February survey of the housing market indicates that
selling times were short in the final quarter of last year; furthermore, the proportion of
purchases financed by mortgages and the loan-to-value ratio are at historically high levels.
Consistently, in February 2026 the yearly growth in bank loans to households (2.6 per
cent) and resident non-financial corporations (1.8 per cent) continued, having been on
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the rise since the second half of last year. The UPB indicator of credit crunch confirms
recent signs of easing, moving into expansionary territory in the early months of 2026 (in
Figure 9, the area below the 50 threshold). On the funding side, in the first few months of
the year the bond component slowed further (to 1.6 per cent in February, from 1.9 per

cent the previous month) and the deposit component accelerated to over 4 per cent year-
on-year.

Figure 9 — UPB indicator of difficulties in accessing credit (1)
(diffusion index; threshold between restrictive and expansionary conditions = 50)
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Source: calculations based on Istat data.
(1) For methodological details, please refer to the UPB’s October 2023 Economic Report.

Exports remain highly volatile

Inautumn, exports by volume suffered a further quarterly decline (-1.2 per cent) following
the rebound recorded in the previous period. For 2025 as a whole, exports increased by
1.2 per cent, as the average result of highly variable quarterly trends, reflecting regulatory
and geopolitical uncertainty triggered largely by the policies of the US administration. In
the fourth quarter of 2025, Italian exports by volume stood almost 10 percentage points

above the level observed at the end of 2019, in line with the euro area and France and
well above Germany (Fig. 10).

In 2025, exports of goods (by value) increased to the euro area (by 4.6 per cent compared
with the previous year), particularly to France (5.4 per cent) and Germany (2.5 per cent),
whilst there were declines to the United Kingdom (-8.7 per cent) and Japan (-7.3 per cent);
the value of goods sold to China rose by 7.9 per cent, and those to the United States by
7.2 per cent, bucking the trend seen in the main economies of the euro area. With regard
to overseas sales flows, the negative impact of tariffs by product group varied, being,
according to recent Istat estimates, more pronounced for mineral products, precious
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metals and jewellery, and more limited for certain manufacturing sectors (machinery and
electrical equipment), whilst sales of vegetable fats and oils, footwear, and plastics and
rubber are on the rise.

In January, exports by value recorded a year-on-year change of 0.4 per cent for the first
quarter; by contrast, imports saw a decline of over two percentage points (-2.4 per cent).

Istat’s qualitative surveys maintain a negative outlook regarding assessments of exports,
confirming the continuation of the trend that has been in place since 2024. Businesses’
views on the negative factors affecting exports, which had improved in the autumn,
deteriorated slightly in the first quarter of the year following an increase in the proportion
of firms reporting rises in costs and delivery times.

In autumn, imports by volume recorded a 1.0 per cent increase on a quarterly basis,
continuing along the growth path that characterised the previous quarters of last year.
This resulted in a negative contribution from net foreign demand to quarterly GDP growth
in the fourth quarter (0.7 percentage points). With regard to the balance of payments, in
2025 the current account recorded a surplus of €27.4 billion (1.2 per cent of GDP), up
from €23.8 billion the previous year. The improvement reflects the strong recovery in
primary income, which returned to positive territory (€3.4 billion, from -€7.6 billion),
against a smaller trade surplus in goods (€51.7 billion, down from €55.0 billion) and a
worsening of the deficits in services (-€6.0 billion, down from -€4.9 billion) and secondary
income (-€21.6 billion, down from -€18.7 billion).

Figure 10 — Exports of the euro area and its three largest economies
(index numbers, 2019Q4=100)

Source: calculations based on Eurostat data.
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Recent indicators point to a mixed cyclical phase across sectors

The picture emerging from the available economic indicators is uneven across sectors.
Industrial activity remains weak, whilst services show moderate but positive trends; in
construction, divergent trends are evident between the residential and non-residential
sectors.

Industrial production fell slightly last year (-0.3 per cent), after suffering more substantial
declines in the previous two years. In January of this year, a further cyclical decline was
recorded (-0.6 per cent), followed by a substantial stagnation in February (0.1 per cent),
at levels of activity similar to those of the first quarter of 2025. By contrast, the index of
industrial turnover in volume terms ended the year with a modest cyclical recovery (0.6
per cent in the autumn), as did value added (0.8 per cent). The growth in turnover by
volume and value added, despite a contraction in production, may reflect both the
gradual fulfilment of previously accumulated orders through the use of stock, and the
increase in sales of goods characterised by reduced use of intermediate inputs and higher
production efficiency. The Istat manufacturing business confidence index recorded an
increase between January and March compared with the previous quarter’s average,
whilst remaining significantly below post-pandemic average levels. The March figure, the
first data available since the start of the conflict in the Middle East, suggests that
businesses are currently adopting a largely wait-and-see approach. The manufacturing
PMI remains in positive territory, standing at 51.3 in March (up from 50.6 in February); in
particular, for the second consecutive month, there was an increase in production levels
and orders, albeit at a modest pace, despite the context of high uncertainty linked to the
conflict in the Middle East and the related supply chain issues.

Following the strong post-pandemic boost, the construction sector appears to have
entered a phase of normalisation, feeling the impact in particular of the withdrawal of
incentives. Against this backdrop, output began to decline last October, with a negative
economic trend that continued into the start of this year (-1.3 per cent in January).
However, construction firms’ assessments remain moderately favourable: after two
consecutive declines, the Istat confidence index recorded a slight recovery at the end of
2025, before stabilising in the first quarter of this year. At a disaggregated level, civil
engineering works and specialised construction activities appear to be holding up well,
whilst the building sector continues to show signs of cyclical difficulties, despite the
rebound recorded in March. These findings point to a picture of weakness rather than
marked contraction for the coming quarters, consistent with a stabilisation of activity at
levels below the peaks of the previous two years. The construction PMI lost momentum in
March (falling to 46.8 from 50.4), due to both weaker demand and a decline in new orders.
Activity declined across all main segments: residential, commercial and civil engineering.

In the services sector, value added rose by 0.3 per cent in 2025, a slowdown compared with
the previous year; on average across the autumn months, it remained virtually stable (0.1 per
cent quarter-on-quarter), as growth in trade and communications was offset by a decline in
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the financial and insurance sectors. Surveys appear to reflect the geo-economic challenges; in
March, confidence among market services firms rose slightly, but that of firms in the trade
sector deteriorated significantly, reaching its lowest level in over two years. In the same
month, Italy’s PMI fell to 48.8 (from 51.0 in February), coming in below market expectations
(52.3) and returning to contraction territory for the first time since November 2024.

As regards business demographics, according to Movimprese data, there was a net
increase of almost 57,000 businesses in 2025 as a whole, corresponding to an annual
growth rate of 1.0 per cent (in 2023-24, growth averaged 0.7 per cent). Despite a business
landscape predominantly made up of small and medium-sized enterprises, the
demographic trend was almost entirely driven by limited companies (with a quarterly net
increase of over 14,000 units), whilst the difference between registrations and closures
remained negative for partnerships. As for business start-ups, the supply of electricity, gas
and steam, financial and insurance activities, and construction continue to show greater
dynamism than trade, manufacturing and agriculture.

The composite business confidence index, calculated as a weighted average of sectoral
sentiment, rose by almost two points in winter compared with the October—-December
average. The uncertainty among households and businesses, as measured by the UPB
indicator, stabilised at the start of 2026 at high levels, close to those of the 2020-21 period
(Fig. 11).

Figure 11 — UPB Uncertainty Index
(index number, 1993Q1 = 100)
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Source: calculations based on Istat data.
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The latest indicators and short-term forecasts

Leading monthly indicators point to moderate growth for the first quarter. At the start of
the year, there is considerable variability among the most recent indicators: car
registrations appear to be recovering but slowed in March and remain below pre-
pandemic levels; electricity and gas consumption are broadly stable, and the number of
air passengers fell in January before recovering the following month (Fig. 12).

According to UPB estimates, GDP is expected to have slowed in the first quarter of this
year compared with the previous quarter, with an average change across the models
between one and two tenths of a percentage point (Fig. 13), though with relatively high
margins of uncertainty. Manufacturing is struggling to recover, services are showing
moderate growth and construction appears to be slowing down. Overall, therefore, a
positive but modest change in GDP is expected.

Figure 12 — Leading indicators of economic activity
(index figures; 2019=100)

Source: calculations based on data from ANFIA, Assaeroporti, Terna and SNAM.
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Figure 13 — Short-term GDP forecasts (1)
(index number 2024Q4=100)

(1) GDP forecasts are derived using the UPB’s short-term models (for further details, see “The UPB’s
macroeconomic forecasting tools”).

The labour market is slowing and real wages remain low

In 2025, the labour market continued to grow, though it showed a loss of momentum
compared with the previous year, partly reflecting the slowdown in GDP. The number of
people in employment rose by 1.1 per cent, with labour input increasing slightly more,
but both figures decelerated compared with 2024. The slowdown in hours worked mainly
reflected the contraction in activity in the manufacturing sector (-0.7 per cent), which
contrasted with the dynamism recorded in construction (2.9 per cent) and services (1.9
per cent).

On the labour demand side, there are signs of easing tensions: the vacancy rate for the
economy as a whole fell by three-tenths of a percentage point (1.8 per cent) and also
improved in the construction sector, where it fell to 2.6 per cent (from 3.0 per cent in
2024), whilst remaining at relatively high levels.

Last year, employment rose by around 170,000, according to data from the Labour Force
Survey. The increase was driven mainly by the self-employed (89,000), whilst among
employees, the growth in permanent employment was largely offset by the reduction in
fixed-term employment (-225,000) (Fig. 14). The overall increase in the number of people
in employment in 2025 affected women (92,000) to a greater extent than men, but was
concentrated exclusively among workers aged over 50; in fact, the number of people in
employment fell in all other age groups.
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Figure 14 — Employed and self-employed
(absolute quarter on quarter changes; figures in thousands)
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Source: Istat.

In 2025, the labour force (aged 15-64) underwent a gradual decline, ending the year with
a reduction of approximately 39,000 compared to 2024. This trend partly reflects the
gradual decline in the age groups under 50, which is also attributable to demographic
effects linked to the ageing of the population. During 2025, the participation rate in the
15-64 age group gradually declined, whilst remaining at historically high levels (66.7 per
cent on an annual average), albeit lower than European levels; in the second half of the
year, the decline was more pronounced than that of the labour force (-0.2 per cent
compared to the start of the year).

The decline in participation mainly affected the younger age group (15—-34 years), within
which the male population nevertheless recorded an increase (Fig. 15), mainly
attributable to migration trends. However, this increase in the male population was
associated with a rise in the number of economically inactive people (4.6 per cent in the
second half of last year compared to the 2024 average) rather than an expansion of the
labour force.

At the same time, the unemployment rate continues to fall, standing at an average of 6.2
per cent in 2025 and dropping to 5.8 per cent in the fourth quarter, reaching its lowest
level in the last twenty years. According to preliminary monthly data, the unemployment
rate is expected to have fallen further at the start of 2026. Based on administrative data
from the INPS Labour Market Observatory, on the non-agricultural private sector, job
creation in 2025 (including conversions and net of terminations) was predominantly in the
services sector, particularly on financial activities and tourism, but overall slowed
compared with the previous year. New hires fell (-1.3 per cent), especially in relation to
apprenticeship and permanent contracts. In 2025, the use of supplementary wage
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schemes continued to rise (10.4 per cent more authorised hours of CIG compared to
2024), following the significant increase already observed the previous year; in industry
in the strict sense, there was a particular rise in applications for extraordinary CIG (up 69.5
per cent compared to 2024) alongside a reduction in applications for ordinary CIG,
suggesting that structural adjustment processes in the manufacturing sector are
continuing. Solidarity Funds (FSI), which had been declining in 2024, also began to rise
again last year, particularly in the retail sector (15.4 per cent).

Figure 15 — Labour force participation and working-age population by age group
(percentage shares; figures in thousands)
15-64 years
68 38,200
&7 38,000
66
37,800
65
37,600
64
37,400
63
62 37,200
61 37,000
doodbood0do00dddodo0od00dodooad
hoch o hch & & 4o oSNt thh oo oo o thoth o L
L e D O B T I I IO T T O T T o T T O o O T o T O T T O o I o A |
o o o o o o o o o o o o o o o o o o o o o oo o oo oo
[ I B e I o I B o I A s o I A o B A I o I A I I e e I e s )
Activity rate = = == Population (right axis)
15-34 years
60 6,300
- 6,200
6,100
50
6,000
45
5,300
40 5,800
35 5,700
0030003000000 d000JDO0O0TITIO T
hoch dh th & & &S O oo o hth ot oo oo A oth o L
o e T B T o N o L O A T T O . O o T o A T I T T I T o O O O A o B B |
o o o o O o o O o o o o o o o O o o O O O o o O O O O O
Lo I N o T I o A o I o Y A I o A o N N T A o A T I A A O T A I O I I |

Activity rate male

= == Pppulation male (right axis)

Activity rate female

= = = Pppulation female (right axis)

Source: Istat.

21



In 2025, economic expansion was driven mainly by hours worked and employment; the
contribution of productivity, in fact, remained negative in all quarters of the year. Towards
the end of 2025, the contribution of labour participation to growth also deteriorated,
turning from zero to negative (Fig. 16). Over the course of the year, there was a gradual
reduction in the working-age population, due in part to the shift of the largest cohorts of
workers into older age groups and in part to the decline in the total population
(approximately 27,800 fewer people in 2025).

In 2025, contractual wages rose by 3.1 per cent across the economy as a whole, allowing
for a recovery in purchasing power for the second consecutive year. The trend was more
pronounced in industry, although it showed signs of slowing towards the end of the year.
Preliminary data for January 2026 suggest that this trend continued this year, with a pace
broadly similar to that of the preceding months. The growth in actual hourly wages across
the economy as a whole remained in 2025 lower than those recorded in 2024 (around 2.7
per cent). In real terms, actual hourly wages showed a recovery at the end of the year
compared with previous quarters, but for 2025 as a whole they remained more than 8 per
cent below the 2020 average, with a gap relative to other OECD countries® that could
prove critical in the event of a new surge in inflation.

Figure 16 — Real GDP growth and the labour market
(vear-on-year percentage changes; contributions to growth)

Source: analysis of Istat data.

3 See Chapter 1 in OECD Employment Outlook 2025: Can We Get Through the Demographic Crunch?.
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Inflation rose slightly in March

In 2025 inflation in Italy, as measured by the NIC index (1.5 per cent), showed a moderate
increase compared with 2024 (when it stood at 1.0 per cent); the fall in energy prices
mitigated the positive contribution from food and services.

In the first quarter of 2026, inflation continued to recover (1.4 per cent, up from 1.1 per
cent in December) and reached 1.7 per cent in March (1.5 per cent HICP); the increase is
due to the smaller fall in energy prices (-2.3 per cent from -6.6 per cent) and the
acceleration in food prices, particularly for unprocessed goods (4.4 per cent from 3.7 per
cent). Conversely, service prices slowed (2.8 per cent from 3.6 per cent), particularly in
recreational, cultural and personal care services, but also to some extent in transport-
related services (Fig. 17). This moderation was also reflected in core inflation, which fell
to 1.9 per cent in March from 2.4 per cent of the previous month (to 1.8 per cent from
2.6 per cent in the harmonised measure at European level). The carry-over inflation in
March (NIC) reached 1.5 per cent.

In 2025, the negative gap between Italian inflation and that of the euro area had narrowed
(-0.5 percentage points from -1.3 in 2024) (Fig. 18), but in March the gap widened again,
due to the slower recovery of energy prices in Italy and the slowdown in the services
sector.

Figure 17 — Consumer inflation in Italy (1)
(percentage changes and contributions)

Source: calculations based on Eurostat data relating to the Harmonised Index of Consumer Prices (HICP).

(1) The chart shows the contributions to the growth of the sectoral components of the general consumer
price index, as well as the change in the core component. The sum of the contributions may not correspond
to the trend of the total index, as it is chained and calculated at a greater level of disaggregation.
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Figure 18 — ltaly’s inflation differentials relative to the euro area (1)
(percentage points)
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(1) Differences in harmonised inflation (HICP).

In the detailed data for February, which do not include the possible effects linked to the
crisis in the Middle East, price rises in Italy remained confined to a limited number of
items, 60 per cent of which showed inflation below 2 per cent.

Upstream in the supply chain, the inflationary effects of the war are not yet apparent, as
no data is available for March. Following the decline recorded in 2025, import prices
recovered only slightly in January (0.2 per cent month-on-month), whilst remaining lower
than a year earlier (around -3.3 per cent). In February, industrial producer prices fell again
(-0.4 per cent compared with the previous month), following the temporary rise in January
linked to the energy component; overall, the trend over the last three months has been
moderate. In the construction sector, a month-on-month increase in prices was observed,
driven by rises in the cost of materials and fuel, whilst on a year-on-year basis there was
a slowdown for buildings and a substantial stability for roads. In the services sector,
producer prices rose less in 2025 than in the previous year (2.9 per cent from 3.7 per cent),
with a more marked slowdown for information and communication services and, above
all, for transport and storage services, which have been in deflation since last June.

Consumer and business expectations, on the other hand, have begun to include future
rises in inflation (Fig. 19). The proportion of firms surveyed in the Istat survey anticipating
a rise in prices in the coming months increased by three percentage points in March, to
18.5 per cent. At the same time, purchasing managers surveyed for the S&P PMI index
indicate that in March firms incurred higher costs for raw materials, transport and energy,
triggering initial increases in selling prices. Consumers surveyed in the Istat confidence
surveys drastically revised their expectations last month, mindful of the previous surge in
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inflation following the outbreak of the war in Ukraine. In 31.1 per cent of cases, they
expect prices to rise, whereas in the previous month’s survey this figure was almost half.

Figure 19 — Consumer price inflation (CPI) and price expectations from Istat surveys
(balances and percentage changes)

Source: Istat.

25



Box — The conflict in the Middle East and its repercussions for the Italian economy

The war in the Middle East represents yet another traumatic global event of this decade; the Covid-
19 pandemic crisis of 2020 was followed by the Russian invasion of Ukraine in 2022. The war,
launched in late February by the United States and lIsrael against Iran, is having significant
economic repercussions both due to Iran’s major role as an oil producer and its strategic
geographical position in the Middle East. The current ceasefire appears fragile and the post-
ceasefire situation uncertain.

Iran’s response, in addition to involving the Middle Eastern countries hosting US military bases, has
focused on maritime trade. The threat to sink merchant ships transiting through the Strait of
Hormuz, the stretch of sea linking the Persian Gulf with the Gulf of Oman, has meant that since the
start of the conflict, traffic through the strait has essentially ground to a halt (Fig. B1). The ceasefire
that began on 8 April has not yet led to a significant increase in transit.

According to data from the International Energy Agency*, approximately 20 million barrels per day
(mb/d) of oil and petroleum products passed through the Strait of Hormuz in 2025, representing a
quarter of all seaborne trade in petroleum products, with 80 per cent routed to Asia and just under
5 per cent for Europe. As for liquefied natural gas (LNG), produced mainly by the United Arab
Emirates and to a lesser extent by Qatar, the same Agency estimates that 112 billion cubic metres
(bcm/year) passed through the Strait of Hormuz, equivalent to around 20 per cent of total global
trade; a large proportion of the LNG, around 90 per cent, was destined for Asia and 10 per cent for
Europe. Asia therefore appears to be the geographical area most directly affected; however, as
reference prices are determined at an international level, the reduction in supply affects all
markets, penalising above all those states that lack energy autonomy, such as European countries.
The United States has become a net exporter of energy commodities and thus benefits from rising
oil prices; at the distributional level, however, it is not exempt from the transfer of resources from
energy-intensive citizens and businesses to energy companies. Asian countries that cannot meet
their energy needs through their usual suppliers are competing with other countries, including
European ones, to secure the limited supply of raw materials. In March, QatarEnergy notified
Edison of the cancellation, due to force majeure, of several LNG shipments destined for Italy, which
were subsequently diverted to other destinations, particularly in Asia, where a higher premium
was offered® .

Economic literature has focused on the macroeconomic effects of energy shocks, concentrating
primarily, until the last decade, on the price of 0il® . More recently, following Russia’s invasion of
Ukraine, attention has also shifted to the price of gas, especially in Europe, both because of the
growing importance of this raw material in final consumption and electricity generation, and
because its prices have become increasingly decoupled from those of oil” . Although energy
intensity—that is, the amount of energy per unit of GDP produced—has halved on average
worldwide since the 1970s (Fig. B2), energy shocks continue to have significant effects on
production and prices® . The macroeconomic impacts of an energy shock can vary greatly,
depending on numerous factors, such as its origin (demand, supply, stocks), duration (temporary

4 Strait of Hormuz Factsheet, February 2026, https://tinyurl.com/3xxejape.

5 https://tinyurl.com/3b3krpyv.

6 See, for example, Hamilton, James D. (1983), “Oil and the Macroeconomy since World War II,” Journal of
Political Economy, 91(2), 228-248; Barsky, Robert B., and Lutz Kilian (2004), “Oil and the Macroeconomy Since
the 1970s,” Journal of Economic Perspectives, 18(4), 115-134.

7 Lopez, Lucia, Florens Odendahl, Susana Parraga Rodriguez and Edgar Silgado-Gomez (2026) “The pass-
through to inflation of gas price shocks”, ECB Working Paper Series No. 2968.

8 Blanchard, Olivier J., and Marianna Riggi (2013), “Why are the 2000s so Different from the 1970s? A
Structural Interpretation of Changes in the Macroeconomic Effects of Qil Prices,” Journal of the European
Economic Association, 11(5), 1032—-1052.
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or permanent), a country’s relative dependence on specific energy sources, and the response of
monetary policy® .

Figure B1 — Daily merchant ship transits through the Strait of Hormuz (1)
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(1) Data updated to 12 April 2026.

Figure B2 — Energy intensity (kWh/dollar) (1)

Source: U.S. Energy Information Administration (2025); Energy Institute — Statistical Review of World Energy (2025); Bolt
and van Zanden — Maddison Project Database 2023 via QurWorldinData.org.
(1) Energy intensity is measured as primary energy consumption per unit of GDP.

9 Kilian, Lutz (2009), “Not All Oil Price Shocks Are Alike: Disentangling Demand and Supply Shocks in the
Crude Oil Market,” American Economic Review, 99(3), 1053-1069.
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For these reasons, it is difficult to quantify precisely the effects of the current Middle East conflict
on the Italian economy, but the use of some alternative scenarios can provide an indication of the
orders of magnitude. To this end, with the aid of the MeMo-It macroeconometric model, used at
the UPB, the trends in GDP and the consumption deflator were estimated in two alternative
scenarios regarding the evolution of the conflict. These estimates were then compared with those
published by the UPB in its Economic Outlook report last February, which can be taken as a baseline
scenario that would have materialised in the absence of war.

In the first scenario, it is assumed that the current truce continues and peace agreements are
reached, allowing for a gradual reopening of trade, primarily through the Strait of Hormuz. This
would result in a gradual restoration of supplies of energy raw materials and derivatives (such as
fertilisers) and a slow normalisation of market prices. Prices would return by the end of 2027 to
the average levels recorded in the final quarter of 2025; on average for 2026 and 2027, Brent crude
and natural gas would stand at $86.3 and $71.3 per barrel respectively, and €45.7 and €36.2 per
MWh respectively. This relatively favourable scenario, compared with the February forecasts,
would result in a net loss in GDP growth of two-tenths of a percentage point in both this year and
next. The impact on price trends would initially be stronger, amounting to 1.3 percentage points
for the consumer price deflator in 2026 and 0.5 percentage points in 2027 (Fig. B3).

In a less favourable scenario, but one without military escalation as well, a fragile truce is assumed,
with relations between the contending parties remaining strained, households and businesses
facing a high level of uncertainty, and energy prices remaining high for a longer period; in the
coming quarters, prices would be volatile but would remain at high levels on average; only from
spring 2027 onwards would there be a gradual normalisation of energy supply and commodity
prices, alongside a reduction in uncertainty. On average for 2026 and 2027, Brent crude and natural
gas would stand at $94.4 and $78.5 per barrel, and €47.5 and €42.5 per MWh, respectively. In this
context, the effects would be amplified compared to the first scenario, and the loss of GDP, relative
to pre-war forecasts, would amount to 0.4 percentage points of GDP in 2026 and 2027. As regards
prices, the consequences would be slightly more pronounced than those of the first scenario in the
current year, whilst in 2027 inflation is estimated to rise by roughly double (by 1.1 percentage
points compared with the baseline scenario).

These simulations, which are subject to a high degree of uncertainty, are purely indicative; they
may be useful for outlining the order of magnitude of the potential effects on the Italian economy
of non-extreme developments in the conflict and the international context. The range of possible
geopolitical scenarios is, however, broader, and the analyses will need to be updated gradually in
line with future developments.

Figure B3 — Scenarios on the impacts of the war in the Middle East on Italy
GDP Consumer price deflator
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