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FOREIGN INVESTORS REWARD ITALY’S REFORM EFFORT 
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The AT Kearney Foreign Direct Investment 
(FDI) Confidence index 2018 ranks our 
country among its top ten investment 
destinations. Italy has moved up three 
positions since last year’s ranking, a few 
years ago it was not even included in 
the Index.
Foreign investment, in its broadest 
definition, has indeed picked up in 
Italy:  multinational corporations have in-
vested in green/brownfield projects (Audi 
in Modena, GE in Turin, Hitachi in Tuscany/ 
Southern Italy, Novartis near Naples); insti-
tutional funds have flowed back into Italian 
equity and fixed income markets; alterna-
tive funds are scaling up business in Italy.
 
This did not happen by chance. 
Starting from “Destinazione Italia”, a com-
prehensive plan adopted in 2013 to attract 
foreign investment, Italian Governments 
have worked hard to improve the coun-
try’s business environment. A better 
business environment attracts foreign in-
vestors and is a boost for Italian compa-
nies: what is good for international inves-
tors is good for Italian entrepreneurs.
The effort has been part of a structural 
reform programme which led to a labour 
market overhaul, a reform of the banking 
sector, modernisation of the tax adminis-
tration system and other key initiatives. All 
these measures have been implement-
ed as part of a fiscal policy framework 
that is in line with European rules and 
Italy’s EU commitments and has en-
abled the Government to reduce taxa-
tion, especially corporate taxes, such as 
the labour tax wedge and the corporate 
tax rate that passed from 27.5 to 24 per 
cent. Today the effective tax rate for 
Italian businesses is well below the Eu-
ropean average.
The key to attract investment is provid-

ing certainty and clarity on rules, proce-
dures and timeframes.
Thanks to the 2015 Jobs Act, Italy expe-
rienced a dramatic reduction in em-
ployment contract litigation as well as 
dismissals. A new framework is now in 
place for employment contracts and for 
severance pay with statutory caps, which 
has made life easier for employees and 
employers alike. This reform package, in-
cluding tax incentives for companies hiring 
employees with permanent employment 
contracts, has produced tangible results 
through the creation of more than a mil-

lion jobs and has become an international 
benchmark. 
A banking reform was long overdue. 
Over the past three years, the Govern-
ment has abolished old-fashioned gover-
nance in the banking system, addressed 
the problem of ailing banks and facilitated 
NPL (non-performing loans) resolution. 
Also thanks to a Government guarantee 
scheme, nowadays banks and investors 
have developed a buoyant NPL market 
with transactions of up to €100 billion in 
2107.
Italy has reformed its tax administra-
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enhancing external scrutiny. The vitality of 
Italian entrepreneurship is being further 
leveraged by equity infusions and perma-
nent dialogue with professional investors. 
Targeted efforts have also been made 
to attract human capital. Professionals 
moving to Italy can benefit from an inter-
esting set of tax breaks; in addition, fast-
track visa application procedures for inves-
tors, philanthropists and start-uppers have 
been envisaged.  
In some cases, foreign investment can set 
alarm bells ringing: Italy now has a com-
plete toolbox to deal with anti-market 
practices, challenges to national security 
and lack of reciprocity, which the Govern-
ment has been willing to use, as recent 
cases have shown.  
Italy’s FDI stock still remains below that of 
European peers. It will be up to future Gov-
ernments to keep up this reform effort by 
further reducing the business tax burden, 
simplifying public administration, shorten 
the duration of legal proceedings and ad-
ministrative procedures as well as remov-
ing bottlenecks in the labour market.

Fabrizio Pagani
Head of the Office of the Minister

tion to improve tax compliance and 
provide certainty to investors. Today tax 
ruling schemes enable investors to inter-
act with the Revenue Agency to discuss the 
treatment of significant investment, so as 
to plan accordingly over several years. 
Although improvements in civil justice 
performance have been significant, 
investors want more progress in this 
area. Indeed, the average length of civil 
and commercial proceedings is still con-
siderable. However, disposition time de-
creased by 13% in 2 years (2017 data) and 
the total backlog has been reduced by 34% 
since 2009.
Through the Industry 4.0 programme, au-
tomatic tax credits are granted for invest-
ment schemes, such as super-depreciation 
and hyper-depreciation for high tech in-
vestment.
More specifically, with regard to capi-
tal market tools, existing instruments 
have been revamped and new ones 
have been introduced: the lending mar-
ket has been deregulated, taxation for 
private debt and private equity funds 
clarified, minibond and securitisation leg-
islation improved, corporate governance 

reformed and tools such as project bonds, 
REITS (Real Estate Investment Trusts) and 
PIR (Piani Individuali di Risparmio - Individu-
al Savings Plans) introduced. 
Today the country has a lively capi-
tal market with a strong domestic as-

set management industry and foreign 
funds enjoy a level playing field. Ac-
cess to capital markets is very beneficial 
for Italian SMEs which traditionally lack 
capital and are not subject to competition-

TAX BURDEN ON A DOWNWARD TREND

In 2016 Italy’s tax burden reached 
42.9% of GDP, recording a 0.4% de-
crease compared with the previous 
year. This result follows a cumulated 
reduction of 1.2 percentage points 
between 2013 and 2016 and is con-
sistent with a downward trend in 
the tax burden on households and 
companies, which started in 2013.

Italy ranked 6th out of 35 OECD coun-
tries in terms of  the tax –to- GDP ratio 
both in 2016 and 2015. OECD analyses 
show that - over the same time span 
(2013-2016) - in Spain (+0.7%), Portu-
gal (+0.3%) and the United Kingdom 
(+0.7%) the tax burden increased. 
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FURTHER INFORMATION

Italy’s Justice System Has Quite Long Road Ahead But Already Scores Better

The Italian Banking System at a Turning Point

http://www.mef.gov.it/en/thenarrowpath/thenarrowpath-3.html#cont0
http://www.mef.gov.it/en/thenarrowpath/thenarrowpath-2.html#cont0

