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Official name : Italian Republic (Repubblica Italiana)
Date of joining the European Union : 1957
Population (2003) : 57.497.000

Government type : Republic

Capital: Rome

Time: +1 GMT

Area: 301,230 sq km (Slightly larger than Arizona)
Currency: Euro

Form of government: republic; bicameral Parliament consists of the
Senate(326 seats, members serve five-year terms) and the Chamber of
deputies (630 seats, members serve five-year terms); President elected
by an electoral college consisting of both houses of Parliament and 58
regional representatives for seven-year term; Prime Minister is appointed
by the President

Official language: Italian
Religion: Roman Catholic (98%), Other (2%)




Ahead of the European Parliament and
local elections in June, Mr. Berlusconi
has launched an aggressive election
campaign, promising to introduce
drastic tax cuts in 2005 and 2006.

New effort in passing a new legislation
giving more power to each region.

The center-right coalition has begun to
push through long-overdue labor
market reforms, and two of the key
labor unions have pledged to work with
Berlusconi’s coalition to address
liberalization.




Region (geographical order)
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Piedmont

Aosta Valley
Lombardy
Trentino A.A.
Veneto

Friuli V.G.
Liguria

Emilia Romagna
Tuscany

. Umbria

. Marche

. Latium

. Abruzzi

. Molise

. Campania
. Apulia

. Basilicata
. Calabria

. Sicily

. Sardinia




The focus of current economic policy is on cutting
taxes, tackling unemployment (mainly
concentrated in the southern third of the country),
enhancing competitiveness and reducing the
budget deficit and debit.

The financing of Italy’s pension system, particularly
ItS generous provisions for early retirement,
continues to be the subject of controversy.

Other highly sensitive domestic issues are judicial
reform and devolution.




Italy has a diversified industrial economy with roughly the same
total and per capita output as France and the UK. This capitalistic
economy remains divided into a developed industrial north,
dominated by private companies, and a less developed, welfare-
dependent agricultural south, with 20% unemployment.

Most raw materials needed by industry and more than 75% of
energy requirements are imported. Over the past decade, ltaly
has pursued a tight fiscal policy in order to meet the
requirements of the Economic and Monetary Unions and has
benefited from lower interest and inflation rates.

The current government has enacted numerous short-term
reforms aimed at improving competitiveness and long-term
growth. Italy has moved slowly, however, on implementing
needed structural reforms, such as lightening the high tax burden
and overhauling Italy® rigid labor market and over-generous
pension system, because of the current economic slowdown and
opposition from labor unions




GDP - real growth rate:
0.4% (2002 est.)

GDP - per capita:
\bpurchasing power parity - $25,100 (2002 est.)

GDP - composition by sector:

agriculture: 2.4%

industry: 30%

ervices: 67.6% (2001 est.)

Electricity - production by source:

fossil fuel: 78.6%

hydro: 18.4%

other: 3% (2001)

nuclear: 0%

Electricity - consumption:
289.1 billion kWh (2001)

Electricity - exports:
556 million kWh (2001)

Electricity - imports:
48.93 billion kwh (2001)

Oil - production:
79,460 bbl/day (2001 est.)

Oil - consumption:
1.866 million bbl/day (2001 est.)

\ Exports - partners:
Germany 13.7%, France 12.2%, US 9.8%, UK 6.9%, Spain 6.4% (2002)

\ Imports - partners:
?ermz):my 17.8%, France 11.3%, Netherlands 5.9%, UK 5%, US 4.9%, Spain 4.6%, Belgium 4.4%
2002 i




In 2002 the value of exports of goods amounted to US$253.7bn (fob) and
imports US$237.1bn (fob), giving a foreign trade surplus of US$16.5bn. In
2002 the current-account balance recorded a deficit of US$6.7bn,
equivalent to 0.6% of GDP.

The United States remains the top non-European investor in Italy, with more
than $15.3 billion invested as of the end of 2002.

More than 1,000 multinational companies operate in Italy, about ¥4 of which
are American.

Franchising continues to grow at a satisfactory pace. Latest figures indicate
that in 2002 Italy had 621 franchisers, an increase of 2.5 percent over 2001,
and 39,000 franchisees, up 7.6 percent over the previous year.




Machinery and transport equipment 31.2 | Machinery and transport equipment 23.0
Textiles, clothing & leather 15.3 | Electrical equipment 13.3
Chemicals 13.1 | Chemicals 104
Electrical equipment 9.3 | Energy materials 9.4

[/

Germany 13.7 Germany 17.8
France 12.2 France 11.3
US 9.7 Netherlands 6.2
UK 6.9 UK 5.0
EU 53.1 |EU 56.9




The 2003 budget included personal income tax cuts for low-
Income groups, but the top rate is to remain unchanged at 44%.
The corporation tax rate was cut from 36% to 34% in 2003. Since
1998 a lower rate of 19% applies on a proportion of reinvested
profits and capital raised from new stock market issues. The
application of these incentives was restricted in November 2002.

A regional tax of 4-5% is levied on business value added (IRAP).
The current government wants to abolish IRAP but it has not yet
explained how it will replace the revenue. The basic rate of
capital gains tax is 12.5%, but a rate of 27% applies for “short-
term” investments.

Taxes on charitable donations and inheritance were abolished in
2002.




MEDIUM-TERM MACROECONOMIC FRAMEWORK

(per centage change)

Items 2002 2003 2004 2005

Quantity (1990 prices)

CDP 23 M 3.1

Domestic demand 2.6 3.2 3.1 3
Household consumption 25 3 3 2.8
Gross fixed investments 4.8 6.2 54 5.6
Exports sm\ 7.4
Imports 7.6 8.6 8 74
Prices 2 15 14 14

Household expenditure deflator

Exports 0.9 1.3 15 15
Imports 0.1 0.8 15 15
L abor 2.7 2.6 24 2.3
Unit labor cost

Productivity 1.2 15 14 1.6
Employment 1.2 15 16 15

Other indicators -0.3 -0.4 -0.2 0




Target and actual inflation rates
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Treasury Bonds gross interest rate trend (maturity at 12 month)
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» Currency before euro : Italian Lira (1 EUR = 1936.27 ITL)

*The rise in per capita income in recent years has also made the Italian
market more receptive to American-origin pet products and accessories,
pleasure boats, and franchises in various areas.

* Italy’s economy slipped into a technical recession in the first six months of
2003, weakened by low domestic demand and a strong euro that has had a
negative impact on ltalian exports.
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Italian exporters need to streamline operations to reduce production costs,
which likely will entail moderate investment in labor-saving equipment and
technology.

Small and medium sized enterprises, especially in the North, have
contributed heavily in terms of output, exports and job creation. These are
called ‘Zone Industriali’.

Zone Industriali give the communities:
tools to plan joint activities
national and regional financing for projects

service contracts - with research institutes and universities, and otherwise
maximize public and private resources for the success of their industry and local
development -.




The Italian market for U.S. agricultural exports in 2002 totaled more than
$754 million.

The media has had a major role in this increased interest in organic/natural
foods, particularly by constant reporting on food safety problems such as
BSE (bovine spongiform encephalitis, or “mad cow”) , dioxin, and other food
safety problems.

U.S. participation in this market continues to face limitations due to strict
Import certification requirements, allowing EU competitors an advantage in
market access.

While recognized globally as a first class exporter of high quality
foods—Parmesan cheese, olive oil, Prosciutto ham—Italy perennially runs
an overall agricultural trade deficit of nearly $6 billion.

96 percent of Italian agricultural exports to the United States are processed,
consumer-ready food items.

According to U.S. Department of Commerce statistics, the top five U.S.
agricultural exports to Italy in 2002 were wheat ($117 million), soybeans
($87 million), hardwood lumber ($82 million), hides & skins ($80 million),
and tree nuts ($59 million).
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Italy offers a well-diversified, receptive market for U.S. exporters in a variety
of higher technology sectors.

Major U.S. exports to Italy consist of aircraft and parts, computer software
and services, electrical machinery, optical and optometry equipment,
pharmaceuticals and chemical products.

Other sectors offering good prospects for U.S. exports include automotive

parts and services, medical equipment, telecommunication services, airport
and ground service equipment, and pollution control equipment and

services.
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o Italy ranks fourth among the world’s top tourism destinations and fourth in
total receipts.

* Italy has become the sixth largest spender in international travel.

* The tourism infrastructure sector is to receive some 800 million euro from
Regional Governments.



Did you know...

« Italy is the biggest producer of kiwi in the entire world?

» That Vespa and Ducati was sold to an American company?
» That Ferrari is owned by Fiat?

» That cork and sunflower oil are highly produced in Italy?

» That Italy is number one in the treatment of silk for clothing?

» That design is everything?
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In terms of existing points of sale, there is a gradual trend away from the family type
stores and street vendors to the distribution chains.

Hours of operation can led to some logistic problems if ‘siesta’ and festivity days are
not considered. One of the major is based on transportation, especially the road one.

Among the various regions the distribution of franchising is disparate, with franchising
networks concentrated in northern Italy. However, there are recent indications that
franchising is also gaining momentum in southern Italy, where it is perceived as a
way to alleviate the effects of chronic unemployment.

Scanners, electronic cash registers, and display management systems are now
common while computerized stock control systems, customer databases, and
inventory control programs are being used only by the large distribution
networks.
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The present retail system survives mainly due to the complexity and
protective nature of existing regulations.

However, there is now a noticeable move towards concentration in retall
distribution, which creates economies of scale and more efficient
management.

The development of the European Union has stimulated harmonization of
trade, tariffs, legal requirements, standards and procedures. There are no
trade barriers or limitations to the importation of US franchise business
methods in Italy.

Part time employment is presently restricted, although there are now some
moves to liberalize regulations governing part-time employment.

Mail order marketing has been in Italy for approximate 15 years. Although
direct marketing is considered a very effective marketing technique, it still
remains a modest channel of distribution for Italian companies.
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Italian Internet users are relatively less mature in the use of this medium
with respect to the European and American average.

Many smaller Italian companies with a web site still only use it to create
brand awareness, offer product information, and generate leads.

Marketing and advertising are critical to succeed in the Italian market due to
the sophisticated nature of Italian consumers.

Advertising media include newspapers (35 percent of total advertising),
magazines (35 percent), radio and television (22 percent), movie theaters (2
percent), and other methods (6 percent).

The customary terms of sale in Italy are either cash on delivery (which is
rare) or settlement 60-120 days after invoice date (more common).

Italian firms indicate that some American suppliers are too rigid in their
payment terms and have thus lost business to other suppliers.
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Technical manuals and promotional literature should be in Italian. Italy is a
competitive market where reliability is important.

Promising areas for American firms include franchising of lodging facilities,
airport expansion projects, theme parks, and golf course developments.

Opportunities are also available for firms with advanced know-how in the
security sector, environmental technologies for waste disposal and soil and
water clean up.

The pension system is costly, in large part because it encourages early
retirement, resulting in inefficient public spending and low employment rates.

Various textile, apparel, and controlled products (such as arms and
munitions), are the most frequently regulated items.



CIA World Fact book http://www.cia.gov/cia/publications/factbook/geos/it.html
Nicoletta Postiglione Department of Commerce in Milan

Ministero del Tesoro Italiano
http://www .tesoro.it/Documentazione/AreeDoc/Dipartimenti/rgs/2002/bilanciolNGL.

pdf
Country Commercial Guide
http://www.buyusa.gov/italy/en/countrycommercialquide.html

Italian Tourism Survey http://www.buyusa.gov/italy/en/its2003.html

Demographic Data
hitp://www.mtholyoke.edu/courses/nvaqget/eurst/europe/italy/

Mario Daniele, Honorary Vice Consul of Italy. 2740 Monroe Ave, Rochester, NY.
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