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$EULGJHG�4XDUWHUO\�5HSRUW
,1752'8&7,21�$1'�6800$5<

7KH�$XWXPQ�,6$(�4XDUWHUO\�5HSRUW�GHYRWHG�WR�SXEOLF�ILQDQFH�DQG

LQFRPH�UHGLVWULEXWLRQ��SURYLGHV���DV�XVXDO���WKH�,6$(�DQDO\VHV�RQ�WKH

HFRQRPLF� FRQMXQFWXUH�� RQ� WKH� GLVWULEXWLRQ� LPSDFW� RI� WKH� HFRQRPLF

SROLF\�PDQRHXYUH�RQ�ILUPV
�DQG�KRXVHKROGV
�ILQDQFLDO�VLWXDWLRQV��RQ�WKH

SXEOLF�GHEW�VXVWDLQDELOLW\�DQG�RQ�LQWHU�JHQHUDWLRQDO�HTXLW\��7KLV�WLPH

RXU�UHVHDUFK�LV�HQGRZHG�ZLWK�QHZ�LQVWUXPHQWV�OHDGLQJ�WR�RULJLQDO�DQG

LQ�GHSWK� HODERUDWLRQV�� ,Q� SDUWLFXODU� D� PLFUR�VLPXODWLRQ� PRGHO� LV

DSSOLHG� WR� FRPSDQLHV� EXGJHW� GDWD� VR� DV� WR� YHULI\� �� WKURXJK� D� ULFK

UHSUHVHQWDWLYH� VDPSOH� �� WKH� LPSOLFDWLRQV� RI� VRPH� ILVFDO� SURYLVLRQV

HQIRUFHG� E\� *RYHUQPHQW� DQG� D� JHQHUDWLRQDO� DFFRXQWLQJ� PRGHO� LV

DGRSWHG�WR�LQWURGXFH�D�QHZ�HYDOXDWLRQ�VFKHPH�WR�WHVW�WKH�LQWUD�FRKRUW

GLVWULEXWLRQ� HIIHFWV� EURXJKW� DERXW� E\� WKH� *HQHUDO� *RYHUQPHQW

&RQVROLGDWHG�$FFRXQWV��

%RWK� WUDGLWLRQDO� DQG� QHZ� VWDWLVWLFDO�HFRQRPHWULF� LQVWUXPHQWV

SURYH� OLPLWHG��JLYHQ� WKH�GLIILFXOW� WDVN� WR� IRUHFDVW� WKH�HYROXWLRQ�RI� WKH

,WDOLDQ�HFRQRP\�LQ�WKH�SUHVHQW�ZRUOG�VLWXDWLRQ�FKDUDFWHULVHG�E\�VXFK

LPSRUWDQW� VKRFNV� WR� LQWHUQDWLRQDO� UHODWLRQV�� 7KH� SUHVHQW� XQFHUWDLQW\

SURIRXQGO\� DIIHFWV� WKH� HFRQRPLF� V\VWHPV�� 7KH� LPSRVVLELOLW\� WR

VLJQLILFDQWO\�HYDOXDWH�WKH�H[WHQVLRQ�LQ�WLPH�DQG�VSDFH�RI�ZKDW�LV�NQRZQ

DV��ZDU�WR�WHUURULVP����DQG�WKHQ�WR�LPDJLQH�WKH�UHSHUFXVVLRQV�RQ�WKH

FRQILGHQFH�FOLPDWH���KDPSHUV�DQ\�DVVHVVPHQW�RI� WKH�FRQVHTXHQFHV�RI

WKH�PDUNHW�RSHUDWRUV
�EHKDYLRXUV�DQG�RI� WKH�LPSDFW�RI�PRQHWDU\�DQG

ILVFDO�PHDVXUHV�WR�SURPSW�WKH�HFRQRP\��LQFOXGLQJ�WKH�LPSOLFLW�VXSSRUW

WR�WKH�SURJUDPPHV� IRU�WKH�HQODUJHPHQW�RI�GHIHQVH��H[SHQGLWXUH���7KH

SRVVLELOLW\� WKDW� GUDPDWLF� VFHQDULRV� EHFRPH� WUXH� DQG� LQYROYH

LQGXVWULDOLVHG�FRXQWULHV�LV�LQGHHG�HFKRHG�LQ�WKH�IHDUV�IRU�HSLGHPLHV�DQG

VDERWDJHV� DQG�� LQ� WKLV� K\SRWKHVLV�� WKH� :HVWHUQ� ZRUOG� LV� PXFK� OHVV

LPPXQH� WKDQ�ZH� XVHG� WR� EHOLHYH��+RZHYHU�� ZLWKLQ� WKH� IUDPHZRUN� RI

SRWHQWLDO�HYHQWV���LW�LV�ZRUWK�DEDQGRQLQJ�WKH�PRVW�XQOLNHO\�VXJJHVWLRQV

DQG� WU\� WR� GHSLFW� WKH� IXWXUH� WKURXJK� DOWHUQDWLYH� �WKRXJK� UHDOLVWLF�

VFHQDULRV�� ,6$(� DVVXPHV� WZR� RI� WKHP�� ERWK� IRUHVHH� WKDW� QR� VHULRXV

WHQVLRQV� RQ� WKH� UDZ� PDWHULDOV
� SULFHV� WDNH� SODFH�� DV� LQGHHG� LW� KDV

KDSSHQHG� VR� IDU�� %DVHG� RQ� WKLV� DVVXPSWLRQ�� HYHQ� LQ� WKH� ZRUVW

K\SRWKHVLV�� FRPIRUWLQJ� IRUHFDVWV� HPHUJH�� ZLWK� JURZWK� UDWHV� IRU� ,WDO\

DOZD\V�H[FHHGLQJ�����ZKLFK�LV�FORVH�WR�WKH�QLQHWLHV
�DYHUDJH�WUHQG�
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$EULGJHG�4XDUWHUO\�5HSRUW
7KH�PRUH�RSWLPLVWLF� VFHQDULR� LV�DGRSWHG�DV�EDVLF� FDVH�DQG� LW� LV

FKDUDFWHULVHG�E\�D�VKRUW�VKRFN�RQ�GHPDQG��+HQFH��D�PRGHVW�UHFRYHU\

ZLOO�HPHUJH�DOUHDG\�VLQFH�������DW�OHDVW� LQ�(XURSH��DORQJVLGH�ZLWK�D

PRGHUDWH�UHFHVVLRQ�LQ�WKH�8�6�$��7KDW�VFHQDULR�PD\�EH�FRUURERUDWHG

E\�WKH�UHFRYHU\�LQ�WKH�(XURSHDQ�VWRFN�H[FKDQJHV�DQG��SDUWLDOO\��E\�WKH

LPSURYHPHQW�RI�WKH�8�6��VWRFN�H[FKDQJH��,Q�WKLV�IUDPHZRUN��WKH�,WDOLDQ

*'3�PLJKW�ULVH�E\������LQ������DQG�E\����LQ������

+RZHYHU�� VKRXOG� H[SHFWDWLRQV� VLJQLILFDQWO\� GHWHULRUDWH� �� DV� WKH

ODWHVW�,6$(�%XVLQHVV�6XUYH\��FDUULHG�RXW�EHWZHHQ�6HSW�����DQG�2FW�����

DQG�&RQVXPHU� 6XUYH\V� �SDUWLFXODUO\� WKRVH� FDUULHG� RXW�DIWHU� WKH�ZDU

RXWEUHDN�� VRPHKRZ� VXJJHVW�� DV� LQGHHG�GR� WKH�6HSWHPEHU�6XUYH\V�RQ

WKH� *HUPDQ� ILUPV� FDUULHG� RXW� E\� ,)2� ��� WKH� ODWWHU� VFHQDULR� PLJKW

HPHUJH��QDPHO\�D�ORQJ�UHFHVVLRQ�LQ�WKH�8�6�$���DQ�$PHULFDQ�VWDQGVWLOO

DYHUDJLQJ� WKH� ����� ILJXUHV�� ZLWK� D� QRQ�QHJOLJLEOH� LPSDFW� RQ� RWKHU

LQGXVWULDOLVHG�HFRQRPLHV��(YHQ�LQ�WKLV�OHVV�IDYRXUDEOH�SHUVSHFWLYH��WKH

JURZWK�LQ�,WDO\�ZRXOG�HTXDO������LQ������DQG������LQ������

7KH�FRQFHUQ�DQG�WKH�ULVNV�PDNLQJ�WKH�PDFUR�HFRQRPLF�IUDPHZRUN

XQFHUWDLQ�KDYH�QR�VLJQLILFDQW�LPSDFW�RQ�SXEOLF� ILQDQFH��7KH�6WDELOLW\

DQG�*URZWK�3DFW�ZLOO�EH�KRQRXUHG��HYHQ�WKRXJK�WKLV�GRHV�QRW�KROG�WUXH

IRU�WKH�6WDELOLW\�3URJUDPPH��DQG�WKH�GHILFLW�ZLOO�FRQWLQXH�WR�IDOO��WKXV

VKRZLQJ�D� OHVV�ZRUU\LQJ�VLWXDWLRQ�WKDQ�WKRVH�RI�WKH�PDMRU�(XUR�DUHD

SDUWQHUV� �)UDQFH� DQG� *HUPDQ\��� IRU� ZKLFK� UHFHQW� IRUHFDVWV� GR� QRW

H[FOXGH� D� GHILFLW� ULVH� DV� D� SHUFHQWDJH� RI� *'3�� VR� WKDW� WKH� *HUPDQ

GHILFLW��PLJKW�HYHQ�H[FHHG����

7KH�6WDWH�6HFWRU�ERUURZLQJ�UHTXLUHPHQWV�LQ��������ZKLFK�VKRZHG

ZRUU\LQJ�WUHQGV�LQ�HDUO\��������DUH�JUDGXDOO\�GHFUHDVLQJ��WKDQNV�WR�WKH

SRVLWLYH�WUHQG�RI�GLUHFW�WD[HV�DQG��WR�D�OHVVHU�H[WHQW��WR�WKH�SURYLVLRQV

HQIRUFHG�GXULQJ�������7KH�VHFXULWLVDWLRQ�RI�WKH�SURFHHGV�GHULYLQJ�IURP

WKH�GLVPLVVDO�RI�WKH�SXEOLF�UHDO�HVWDWH�SDWULPRQ\�PLJKW�SURPSW�IXUWKHU

LPSURYHPHQWV�� :LWK� UHIHUHQFH� WR� ������ WKH� LQWHUYHQWLRQV� DLPHG� DW

VXVWDLQLQJ� WKH� HFRQRP\� DUH� DOO� VWUXFWXUDO� LQ� QDWXUH�� EXW� SDUW� RI� WKH

LQWHUYHQWLRQV�PHDQW�WR�UHGXFH�WKH�GHILFLW����SDUWLFXODUO\�VHFXULWLVDWLRQ��

DUH� una tantum�� ZKLOH� RWKHUV� SURGXFH� GHFUHDVLQJ� FRQVHTXHQFHV

WKURXJK�WLPH�

7KLV� ODVW� SRLQW� LV� IXUWKHU� GHHSHQHG� WKURXJK� D� JHQHUDWLRQDO

DFFRXQWLQJ�H[HUFLVH�DSSOLHG�WR�WKH�SXEOLF�ILQDQFH�SODQQLQJ�IUDPHZRUN�

ZKLFK� VKRZV� WKDW� RQO\� LI� VWUXFWXUDO� SURYLVLRQV� UHSODFH� WHPSRUDU\

PHDVXUHV�XSRQ�WKHLU�IDOOLQJ�GXH��WKH�ORQJ�WHUP�VXVWDLQDELOLW\�WDUJHW�RI
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$EULGJHG�4XDUWHUO\�5HSRUW
WKH�GHEW�JHWV�FORVHU�DQG�PRUH�LQWHU�JHQHUDWLRQDO�HTXLW\�LV�UHDFKHG�

7KH� SUHVHQW� 5HSRUW� LQYHVWLJDWHV� WKH� SRWHQWLDO� RI� JHQHUDWLRQDO

DFFRXQWLQJ� QRW� RQO\� WKURXJK� D� WUDGLWLRQDO� DSSURDFK�� EXW� DOVR� E\� LWV

DSSOLFDWLRQ�WR�IDPLOLHV��ZKLFK�UHSUHVHQW���WRJHWKHU�ZLWK��ILUPV���RQH�RI

WKH�PDLQ� YLHZSRLQWV� ZKLOH� H[DPLQLQJ� WKH� LPSOLFDWLRQV� RI� WKH� EXGJHW

SROLFLHV�DGRSWHG�E\�*RYHUQPHQW�

7KH� UHVXOWV� REWDLQHG� WKURXJK� IDPLO\� JHQHUDWLRQDO� DFFRXQWLQJ

HQDEOH� WR�VWXG\� WKH� UROH�RI�EHQHILWV� LQ�NLQG�ZLWKLQ� WKH�SXEOLF� ILQDQFH

PHDVXUHV� DLPHG� DW� IDPLOLHV� ZLWK� GHSHQGDQWV�� 6RFLDO� EHQHILWV�

SDUWLFXODUO\� H[SHQGLWXUH� IRU� HGXFDWLRQ�DQG� KHDOWK� FDUH�� SOD\� D�PRUH

LPSRUWDQW�UROH�WKDQ�PRQHWDU\�WUDQVIHUV�ZLWKLQ�SXEOLF�SURJUDPPHV��7KH

QHHG�WR�LQFUHDVH�WKH�HIIHFWLYHQHVV�RI�KXPDQ�FDSLWDO�LQYHVWPHQWV��ZKLFK

DEVRUE� D� FRQVLGHUDEOH� VKDUH� RI� IDPLOLHV
� UHVRXUFHV�� LV� JDLQLQJ

LPSRUWDQFH��

:LWK� UHIHUHQFH� WR�PRQHWDU\� WUDQVIHUV�� JHQHUDWLRQDO� DFFRXQWLQJ� �

DSDUW�IURP�UHVFDOLQJ�LWV�UROH���RXWOLQHV�WKHLU�FDWHJRULDO�QDWXUH��ZKLFK�LV

OLQNHG� WR� WKH� SUHVHQFH� RI� IDPLO\� DOORZDQFHV� VXEVWDQWLDOO\� DLPHG� DW

HLWKHU�ZRUNLQJ�RU�UHWLUHG�HPSOR\HHV��7KH�UROH�RI�IDPLO\�DOORZDQFHV���

ZKLFK� DPELJXRXV� RVFLOODWH� EHWZHHQ� WKHLU� RULJLQ� DV� VRFLDO� LQVXUDQFH

LWHP�DQG�WKH�QHZ�ZHOIDUH�REMHFWLYHV�WKH\�KDYH�EHHQ�SXUVXLQJ���PDNHV

WKHP�K\EULGV��ZKLFK�MHRSDUGLVHV�WKHLU�YDOXHV��WKRXJK�WKH\�FDQ�SURPSW�D

VLJQLILFDQW�GLVWULEXWLRQ��WKRXJK�RQO\�ZLWKLQ�WKH�EHQHILWHG�FDWHJRU\���1RW

RQO\�ZRXOG�LW�EH�QHFHVVDU\�WR�DYRLG�SULYLOHJLQJ�VRPH��DQG�DOZD\V�WKH

VDPH��VRFLDO�JURXSV��LQVLGHUV���EXW�RQH�VKRXOG�WXUQ�WR�DFWLRQV�DLPHG�DW

HOLPLQDWLQJ� RU� UHGXFLQJ� VRFLDO� H[FOXVLRQ� DQG� SRYHUW\� �RI� RXWVLGHUV�

ZLWK�VSHFLILF��FRQVLVWHQW�DQG�HIIHFWLYH�SURYLVLRQV�

7KDW�FRQVLGHUDWLRQ�SHUIHFWO\�VXLWV�RWKHU�WUDQVIHUV�SURYLGHG�E\�RXU

ZHOIDUH� V\VWHP�� 7KLQN�� IRU� LQVWDQFH�� WR� WKH� LQWHUYHQWLRQV� DGRSWHG

WKURXJK�WD[�H[SHQGLWXUH�LQVWUXPHQWV��RI�ZKLFK�WKHUH�DUH�H[DPSOHV�DOVR

LQ�WKH�EXGJHW�PHDVXUHV�IRU�������%RWK�WKH�DQDO\VLV�RI�WKH�GLVWULEXWLRQ

HIIHFWV�RI�WKH�LQFUHDVHG�WD[�FXWV�IRU�GHSHQGDQW�FKLOGUHQ�HQYLVDJHG�LQ�WKH

%XGJHW�/DZ��DQG�WKH�H[DPLQDWLRQ�RI�VLPLODU�SURYLVLRQV�HQIRUFHG�LQ�WKH

SDVW�\HDUV��VKRZ�WKDW�WKRVH�PHDVXUHV�GR�QRW�UHDOO\�UHGXFH�SRYHUW\��HYHQ

WKRXJK�WKH\�DUH�SUHVHQWHG�DV�IXQGDPHQWDO�WR�WKLV�HQG��:LWK�UHJDUG�WR

SHQVLRQ� H[SHQGLWXUH�� UDLVLQJ�PLQLPXP� SHQVLRQV� WR� RQH�PLOOLRQ� OLUDV

PLJKW� HYHQ�ZLGHQ�� UDWKHU� WKDQ� UHGXFH�� WKH� FRQWUDGLFWLRQV� EHWZHHQ� D

VRFLDO�VHFXULW\�V\VWHP�ZKLFK�GRHV�QRW�VXSSRUW�WKH�HFRQRPLF�GLVFRPIRUW

DQG� D� SHQVLRQ� V\VWHP� JXDUDQWHHLQJ� SHQVLRQ� OHYHOV� H[FHHGLQJ� WKH
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$EULGJHG�4XDUWHUO\�5HSRUW
PLQLPXP�OLYLQJ�WKUHVKROG��ZKLFK�WRGD\�LV�QRW�JXDUDQWHHG�WR�DOO�,WDOLDQ

FLWL]HQV��:H�DUH�KRZHYHU�DZDUH�WKDW�DQ�DFFUXDO�EDVLV�FRPSXWDWLRQ�WR

FRPSXWH�PLQLPXP�SHQVLRQV� FDQQRW�EH� DSSOLHG��XQOHVV�RQH�ZLVKHV� WR

UHQRXQFH� WR�DQ� DFFHSWDEOH� LQFRPH� IRU� WKH�ROG�� ,W� ZRXOG�EH�EHWWHU� WR

RIIHU� WR� HDFK� ,WDOLDQ� FLWL]HQ� DQ� DPRXQW� RI� UHVRXUFHV� DGHTXDWH� WR

VXUYLYDO�

)LQDOO\�� HYHQ� LQ� WKH�KHDOWK�FDUH�DUHD��DQ� HIIHFWLYH�PHDQV�WHVWLQJ

PHFKDQLVP�LV�ODFNLQJ��DQG�WKLV�LV�RQH�RI�WKH�UHDVRQV�ZK\�LW�LV�GLIILFXOW

WR�PRGXODWH�WKH�FR�SDUWLFLSDWLRQ�RI�SHRSOH�WR�GLIIHUHQW�NLQGV�RI�EHQHILWV

DFFRUGLQJ�WR�HTXLW\�DQG�HIILFLHQF\�SULQFLSOHV�

,QGHHG��WKH�FKDOOHQJHV�WKH�SHQVLRQ�DQG�KHDOWK�FDUH�V\VWHPV�KDYH

WR�DFFHSW�JR�EH\RQG� WKH�DERYH�PHQWLRQHG�SUREOHP�RI� VXSSRUWLQJ� WKH

ORZHVW�LQFRPH�OHYHOV��:LWK�UHJDUG�WR�WKH�SHQVLRQ�V\VWHP��WKH�SUREOHPV

DUH�ZHOO�NQRZQ��QDPHO\�WKH�V\VWHP�LPEDODQFH� LV�ERXQG� WR�JURZ�DV�D

FRQVHTXHQFH�RI� WKH�ULVH� LQ� WKH�SRSXODWLRQ�GHSHQGHQFH�UDWH� �WKH�UDWLR

EHWZHHQ�WKH�ROG�DQG�FKLOGUHQ��RQ�WKH�RQH�VLGH��DQG�DGXOWV��RQ�WKH�RWKHU�

DQG��SDUWLFXODUO\��LQ�WKH�HFRQRPLF�GHSHQGHQFH�UDWH��WKH�UDWLR�EHWZHHQ

ZRUNLQJ� DQG� QRQ�ZRUNLQJ� SRSXODWLRQ��� ,QWHUYHQWLRQV� DLPHG� DW

GLPLQLVKLQJ� WKH� RYHUDOO� SHQVLRQ� H[SHQGLWXUH� DUH� QHFHVVDU\�� SRVVLEO\

ZLWKRXW�DIIHFWLQJ���RU�HYHQ�UDLVLQJ���XQLWDU\�EHQHILWV��WKH�RQO\�HIIHFWLYH

PHDVXUH�LV�WKH�LQFUHDVH�LQ�WKH�UHDO�UHWLUHPHQW�DJH���DV�DUH�WKRVH�DLPHG

DW� PRGLI\LQJ� WKH� HFRQRPLF� GHSHQGHQFH� UDWLR�� 7R� WKLV� HQG�� LW� LV

QHFHVVDU\� WR� UHDOLVH� QRW�RQO\� WKH� UROH�RI� LPPLJUDQWV� �ZKRVH�SRVLWLYH

DFWLRQ�LV�DW�OHDVW�EHJLQQLQJ�WR�EH�FOHDU���EXW�DOVR�WKH�JUHDW�RSSRUWXQLW\

SURYLGHG�E\�ZRPHQ��7KH�ODWWHU��WKURXJK�WKHLU�ODUJHU�SDUWLFLSDWLRQ�WR�WKH

ODERXU�PDUNHW��PLJKW�JXDUDQWHH�DW�WKH�VDPH� WLPH�PRUH�FRQWULEXWLRQV

QRZ�DQG�VPDOOHU�H[SHQGLWXUH� IRU�VXUYLYRUV
�DQQXLWHV� LQ� WKH� IXWXUH�� LQ

H[FKDQJH� IRU�KLJKHU�ROG�DJH�SHQVLRQV��RQFH�UHDFKHG� WKHLU�UHWLUHPHQW

DJH��7KH�SRWHQWLDO�DQG�PXFK�KRSHG�LQFUHDVH�LQ�WKH�IHPDOH�DFWLYLW\�UDWH

��ZKLFK� WRGD\� LV�VR�GLIIHUHQW� LQ�,WDO\� IURP� WKH�UHVW�RI�(XURSH���PLJKW

LPSURYH� VRFLDO� HTXLW\�� HFRQRPLF� HIILFLHQF\� DQG�� DW� WKH� VDPH� WLPH�

ZHOIDUH�VWDWH�VXVWDLQDELOLW\��7R�WKLV�HQG��DQG�WR�LPSDFW�RQ�SRYHUW\��LW�LV

IXQGDPHQWDO� WR� HYDOXDWH� DQG� UH�TXDOLI\� WKH� UROH� RI� DFWLYH� ODERXU

SROLFLHV��WKURXJK�SURYLVLRQV�DLPHG�DW�FUHDWLQJ�D�ZRUNIDUH�UDWKHU�WKDQ�D

ZHOIDUH� V\VWHP�� SDUWLFXODUO\� EDVHG� RQ� KXPDQ� FDSLWDO� LQYHVWPHQWV� LQ

WUDLQLQJ��HGXFDWLRQ�DQG�UHVHDUFK�

2Q� WKH� FRQWUDU\�� WKHUH� LV� D� ORZHU� FRQVHQVXV� DV� IRU� WKH

LQWHUYHQWLRQV�WR�EH�LQFOXGHG�LQ�WKH�1DWLRQDO�+HDOWK�&DUH�6\VWHP��7KH
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$EULGJHG�4XDUWHUO\�5HSRUW
SUREOHP� RI� H[SHQGLWXUH� FRQWURO� PXVW� EH� IDFHG� WRJHWKHU� ZLWK� WKH

GHILQLWLRQ�RI� WKH� �SDFNDJH��RI�EHQHILWV� WR�JXDUDQWHH��EXW� WKH�VROXWLRQ

GRHV� QRW� VHHP� DW� KDQG�� 7KH� DJUHHPHQW� UHDFKHG� LQ� WKH� 6WDWH�5HJLRQ

&RQIHUHQFH�RI�$XJXVW���� ����� ��ZKLFK� VHHPHG� WR� FOHDU� WKH� ILQDQFLDO

UHODWLRQV� EHWZHHQ� GLIIHUHQW� JRYHUQPHQW� OHYHOV� DQG� GHILQH� WKH� PXWXDO

FRPPLWPHQWV���ULVNV�WR�SURYH�XQVXFFHVVIXO��EHFDXVH�LW�WDNHV�IRU�JUDQWHG

VWHSV�ZKLFK�DUH�VWLOO�GLIILFXOW�WR�LPSOHPHQW��VWDUWLQJ�IURP�WKH�GHILQLWLRQ

RI� WKH�(VVHQWLDO�+HDOWK�&DUH�/HYHOV��7UDQVIRUPLQJ� WKH�HQWLWOHPHQW� WR

UHFHLYH� KHDOWK� FDUH� EHQHILWV� LQWR� D� GHWDLOHG� OLVW� RI� VHUYLFHV� DQG

HYDOXDWLQJ� LWV� FRVW� LV� D� FRPSOLFDWHG� RSHUDWLRQ�� SDUWLFXODUO\� EHFDXVH

FRQVLGHUDEOH� HFRQRPLF� LQWHUHVWV� DUH� DW� VWDNH�� 3HQGLQJ� D� FOHDU

FRQVHQVXV� RQ� ZKLFK� QDWLRQDO� VWDQGDUGV� VKRXOG� JXDUDQWHH�

GHFHQWUDOLVDWLRQ� PD\� FDXVH� VWURQJ� GLVSDULWLHV� EHWZHHQ� FLWL]HQV

DFFRUGLQJ� WR� WKHLU� UHVLGHQFH� DUHD� DQG� PLJKW� LPSO\� �� WKRXJK� LQ� WKH

SUHVHQFH�RI�PDVVLYH�H[SHQGLWXUH�HYHQ�ODUJHU�WKDQ�WKRVH�QHFHVVDU\�ZLWK

PRUH�FHQWUDOLVHG�VROXWLRQV���FRQVLGHUDEOH�UHGLVWULEXWLRQ�HIIHFWV�ZKLFK

QHHG�WR�EH�FDUHIXOO\�PRQLWRUHG�

$V� DOUHDG\�PHQWLRQHG�� WKH� RWKHU� FUXFLDO� VXEMHFWV� RI� WKH� SUHVHQW

5HSRUW�DUH� ILUPV�� �7KH� LQWURGXFWLRQ�RI�ZKDW� LV� NQRZQ�DV� WKH�6HFRQG

7UHPRQWL�/DZ�(Tremonti bis)�PDUNV�D�8�WXUQ�LQ�WKH�*RYHUQPHQW�ILVFDO
SROLFLHV� DLPHG� DW� WKH� SURGXFWLYH� VHFWRU�� ,QGHHG�� ZKLOH� SUHYLRXV

LQFHQWLYHV� �� L�H�� WKH� Visco Law� DQG� 'XDO� ,QFRPH� 7D[DWLRQ� �',7�� �

PDLQO\� WHQGHG� WR� VWLPXODWH� WKH� UHFRPSRVLWLRQ� RI� WKH� LQYHVWPHQW

ILQDQFLQJ�FKRLFHV�LQ�IDYRXU�RI�WKH�ILUP�RZQ�FDSLWDO���VR�DV�WR�RIIVHW�WKH

HIIHFWV� RI� SUHYLRXV� PHFKDQLVPV� ZKLFK� de facto� PDGH� LQGHEWHGQHVV
FRQYHQLHQW� �� WKH� QHZ� LQVWUXPHQWV� GHILQLWHO\� DLP� DW� LQFUHDVLQJ

LQYHVWPHQWV�� ZLWK� QR� ILQDQFLDO� FRQVWUDLQWV�� 7KH� Tremonti bis� VHHPV
PRUH� ZLGH�UDQJLQJ�� EXW�� � DW� WKH� VDPH� WLPH�� LW� VHHPV� SDUWLFXODUO\

H[SRVHG� WR� WKH� ULVN� RI� JXDUDQWHHLQJ� D� ILVFDO� EHQHILW� RQ� LQYHVWPHQWV

ZKLFK�ZRXOG�EH�PDGH�DQ\ZD\��7KLV�LV�WKH�UHVXOW�RI�D�VXUYH\�FDUULHG�RXW

E\�,6$(�ZLWKLQ�LWV�VXUYH\�RQ�PDQXIDFWXULQJ�ILUPV��7KH�GDWD�VKRZ�WKDW

FRPSDQLHV� UHSRUWLQJ� WKHLU� ZLVK� WR�EHQHILW� IURP� WKH�Tremonti bis� DUH
PXFK�PRUH�QXPHURXV�WKDQ�WKRVH�ZKLFK�ZRXOG�VXEVFULEH�WKH�Visco Law
RU�/DZ�Q����������WKRXJK�LW�SDUWLDOO\�GHSHQGV�RQ�WKH�WLPH�DQG�VSDFH

FRQVWUDLQWV�HQYLVDJHG�LQ�WKH�HQIRUFHPHQW��RI�WKRVH�WZR�SURYLVLRQV���EXW

PDQ\� RI� WKH� ILUPV� ZLVKLQJ� WR� EHQHILW� IURP� LW� �� PDLQO\� ODUJH�VL]HG

FRPSDQLHV�DQG�QRW�VPDOO�DQG�PHGLXP�VL]HG�ILUPV��DV�RULJLQDOO\�KRSHG

IRU���KDYH�QR�LQWHQWLRQV�WR�HQKDQFH�WKHLU�LQYHVWPHQW�SURJUDPPHV��7KH
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FKDUDFWHULVWLFV�RI�DGGLWLRQDOLW\�LV�ODFNLQJ�IRU�DERXW�KDOI�RI�WKH�DSSO\LQJ

ILUPV�� +RZHYHU�� WKH� QXPHURXV� DSSOLFDWLRQV� WR� EHQHILW� IURP� WKH� MXVW�

LQWURGXFHG� LQFHQWLYH�� WRJHWKHU� ZLWK� WKH� GLIIXVHG� LQIRUPDWLRQ� RQ� LWV

H[LVWHQFH�� VXJJHVW� WKDW� WKH� PHVVDJHV� ODXQFKHG� WR� HQWUHSUHQHXUV� DUH

ZHOO�XQGHUVWRRG�DQG�ZHOFRPH�

,QGHHG�� LQ� ������ WKH� UHGXFWLRQ� RI� WKH� ILVFDO� EXUGHQ� REWDLQDEOH

WKURXJK� WKH�7UHPRQWL�ELV�H[FHHGV�WKDW�GHULYLQJ�IURP�WKH�SUHYLRXV� WD[

UHOLHIV��H[FHSW� IRU�ILUPV�LQ�GLVDGYDQWDJHG�DUHDV�ZKLFK��UHQRXQFLQJ� WR

WKH� WD[� FUHGLW� IRU�GHSUHVVHG�DUHDV�� ORRVH�D�PXFK� ODUJHU�EHQHILW��7KLV

UHVXOW� GHULYHG� IURP� WKH� PLFUR�VLPXODWLRQV� RQ� WKH� EXGJHW� GDWD� RQ� D

SDQHO�RI�FRPSDQLHV��ZKLFK�,6$(�VKDOO�UHJXODUO\�PDNH�VWDUWLQJ�ZLWK�WKH

SUHVHQW�5HSRUW�� GUDZQ� IURP� WKH� DUFKLYH� RI� WKH�&HQWUDOH� GHL� %LODQFL�

LQWHJUDWHG�WKURXJK�&(59('�GDWD��IURP�ZKLFK�D�UHSUHVHQWDWLYH��������

ILUP�VDPSOH�LV�GUDZQ����


��
��


Turning to the detailed examination of the single Sections, Section
1 provides the ISAE forecasts on the evolution of the Italian economy
in 2001 and 2002, according to two alternative scenarios.  As already
mentioned, a crucial element in both is that no strong tensions on the
oil price take place, assuming an average price of 25 dollars per barrel
in 2002 in the basic (more favourable) scenario and about 22 dollars
per barrel in the alternative situation, given the smaller world demand.
In the more optimistic alternative, a (limited) U.S. economic recovery
is assumed ever since early-2002. The world trade expansion falls to
2.8% in 2001, but in 2002 it presents an acceleration (+4%). The Euro
is supposed to slightly strengthen against the dollar, thanks to the effect
of the currency changeover and to the persistence of a positive interest
rate differential on average in 2002. In 2002 the Euro quotation would
reach 0.95 dollars. In the more pessimistic scenario, the confidence
climate deterioration would further reduce consumption in the U.S.A.
The American recession would be more intense and would continue in
early-2002 (with a GDP standstill on average during the year). This,
together with a confidence fall in the Euro area, would cause a more
pronounced slowdown in the European countries. The world trade
dynamics would significantly diminish (1.8 and 3% respectively in
2001 and 2002, as against 2.8 and 4.3% in the basic scenario).
- 8 -
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In Italy, even according to the more optimistic projection, the
contraction  of the second half of 2001 would hamper the GDP from
exceeding 1.9% in 2001 and would negatively condition the 2002
evolution, when a recovery would emerge prompted both by an
improvement of the international situation and by the supporting
interventions adopted with the Government measures: the GDP growth
rate for 2002 would however not exceed 2%. Foreign trade would be
characterised by a smaller thrust from exports and by an import
acceleration, with a consequent negative net contribution of foreign
demand equalling 0.3%. Conversely, domestic demand would promote
the development through a 2.3% contribution both in terms of
consumption (thanks to the rise in the available income due to wage
bargaining in the public and private sectors, to larger employment, to
the household-supporting measures foreseen in the Budget Law and to
the inflation slowdown) and, in particular, in terms of investments
(+5% for investments in machinery, equipment and means of
transportation and +3.3% in construction, following upon the interest
rate reduction, the incentive measures foreseen and  the effort made to
thrust public works).

With regard to employment, the growth slowdown in the second
half of 2001 would be mirrored late, thus reducing below 1% the
unitary employment growth rate in 2002. However, unemployment
might still be reduced with a rate of 9.6% in 2001 and of 9.2% in 2002.
Both the foreign component - reduced by a slow dynamics of the raw
materials prices and by a slight Euro appreciation - and the domestic
component - thanks to the wage moderation and the accelerated labour
productivity, which brake the labour cost growth per production unit -
would have a positive impact on inflation (2.7% in 2001 and 1.7% in
2002).

Indeed, in the less favourable scenario, the Italian economy would
be almost still till June 2002 and would grow again only afterwards.
The GDP would witness growth rates equalling 1.8 and 1.3% in 2001
and 2002 respectively. All demand components will show a more
limited evolution explained both by the smaller world trade
development, and by the darker confidence climate of households and
firms, with a downward effect on consumption and investments. The
limited employment growth (0.5%) would stop the process of
unemployment absorption in 2002. Inflation would fall down to 1.6%.
 - 9 -
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With regard to public finance, the General Government net
borrowing in the basic scenario is foreseen equal to 1.2% of GDP in

2001 and to 0.8% in 2002, as against 1.1 and 0.5% indicated for 2001
and 2002 respectively in the Forecasting and Planning Report. The
debt decreases from 110.5% of GDP in 2000 to 104.8% in 2002. The
deficit contraction mainly depend on an interest rate reduction, as the
primary balance stabilises at 5% thanks to a parallel cut in expenditure
and revenues. The fiscal pressure contraction is limited to 0.3% in

ISAE FORECASTS: GENERAL SUMMARY
(Percentage changes, unless specified)

Source: ISTAT.
* ISAE forecasts, basic scenario
(1) In standard labour units�
(2) Current billions of lire.

2000 2001* 2002*

Gross Domestic Product 2.9 1.9 2.0

Imports of goods and services 8.3 3.9 5.1
Exports of goods and services 10.2 4.8 3.8

Resident households’ consumption 2.9 1.7 2.1
Gross fixed investments 6.1 1.7 4.6

GDP growth attributable to:
- domestic demand (net of changes in stocks) 3.2 1.5 2.3
- changes in stocks and valuable objects -1.0 0.1 0.0
- net exports 0.6 0.3 -0.3

Current account and capital account balances
 (as a percentage of GDP) -0.3 0.1 0.1

Dollar/Euro exchange rate (level) 0.924 0.902 0.950
It. Lira/Dollar exchange rate (level) 2,100 2,148 2,038

Consumer prices 2.5 2.7 1.7
Producer prices 6.0 2.2 0.2

-non-food and non-energy 3.3 1.6 0.8

Propensity to consume (% level) 88.4 89.0 89.1

3HU�FDSLWD gross earnings in the economy 3.1 3.4 2.7
Total employment (1) 1.5 1.4 0.8
Unemployment rate 10.6 9.6 9.2

General Government net borrowing  
(as a percentage of GDP) -1.5 -1.2 -0.8
General Government primary surplus
(as a percentage of GDP) 5.0 5.0 5.0
Fiscal pressure (as a percentage of GDP) 42.4 42.1 41.9
General Goverment debt (as a percentage of GDP) 110.5 107.6 104.8

P�S��Nominal GDP (2) 2,257,066 2,371,918 2,470,493
- 10 -
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2001 and to 2% in 2002, assuming that the fiscal reforms the
Government is accomplishing be enforced immediately after the
forecasting period. Obviously, should the interventions aimed at easing
the tax burden be anticipated to 2002, that would cause a heavier fiscal
pressure easing.

In the more pessimistic scenario, the net borrowing as a
percentage of GDP  would equal 1.1% in 2002, 0.3% more than in the
less pessimistic case. Admittedly, even in the worst hypothesis, the
public finance imbalances would be restored altogether, and -
according to ISAE - Italy is able to honour the Stability and Growth
Pact.

While examining the fiscal adjusting measures for 2002, it is
worth recalling that the provisions coincide with an official general
trend modified as against the DPEF, namely the deficit decreases by
about 12,000 billion liras (from 1.7 to 1.2% of GDP) thanks to the
reduction in the interest expenditure, to the effects on 2002 of the
provisions adopted by the present Government in 2001 and to a
forecast revision. The 33,000-billion measures (including those already
taken before September, but excluding those concerning structural
reforms which will be included in the budget law-connected Rules and
Regulations) would enable to fund the measures aimed at sustaining
the economy with about 15,300 billion liras and to further reduce the
net borrowing for the remaining 17,700 billion liras. Among the former
measures, it is worth mentioning the fiscal cuts for dependant children,
social security detaxations, including those for the new employed,
interventions on the V.A.T. and on INVIM (the tax paid on capital
gains accrued and actually realised on the sale of Italian properties up
to 1992), financing measures for new public employment contracts, the
raising of minimum pensions to one million liras and few provisions
affecting capital accounts. Turning to provisions aimed at restoring
balance in the General Government Consolidated Accounts, the most
important ones concern the securitisation of the public real estate
patrimony, measures to incentive the emersion from the shadow
economy and the re-entry of capitals held abroad. The main doubts on
the full materialisation of the effects foreseen by the provisions
concern the securitisation proceeds, with regard to the difficulties to
identify the properties to dismiss (particularly those belonging to the
State). Finally, a non-negligible portion of the manoeuvre is XQD
 - 11 -
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WDQWXP, which means other kinds of provisions should be adopted in
the future, if the improvement obtained in the General Government
Consolidated Accounts is to be maintained. 

Section 2 assesses the distribution impact of the main components
of the public finance measures concerning families and examines the
possible implications of the modifications which are about to be
introduced in the welfare state for the next months and years.

Firstly, through the ISAE micro-simulation model on families -
based on the Bank of Italy Survey on Households’ Income and Wealth
of 1998 - the distribution effects of the postponement  of the personal
income tax rate cuts, foreseen by the Budget Law for 2001, are
analysed together with the impact of the increased tax cuts for
dependant children granted to tax payers with income below 70 million
liras. Those measures, considered jointly, mainly benefit low-and
medium-income families, particularly those belonging to the second
and third income quintiles. Conversely, those who are  penalised -
compared to the situation in which they would be if the reform
foreseen by the previous Government had been enforced - are families
with higher incomes (fourth and fifth deciles). Looking at the balance
between benefited and non-benefited families, one observes that the
result is favourable for the first and second quintiles, though the
distribution impact is limited. The Gini index passes from 0.3573 to
0.3561. Besides, most families with smaller income - who do not pay
the tax rate or are not entitled to tax cuts - are left unaffected both by
the Budget Law for 2001 and by the present provision. Thus, the effect
on poverty is negligible.

Families resident in the North and in the Centre of Italy are more
hit than Southern families, while those drawing benefit from the
measure are homogeneously distributed in the different geographical
partitions. According to the ISAE estimates on the financial effects of
those measures, in absolute value and in percentage (as against the
households’ available income), benefited family units obtain on
average about 442,000 It. Liras, that is 0.7% of their income, and that
percentage decreases in the shift from lower to higher quintiles, as it
happens from the South to the Centre to the North. The average loss of
disadvantaged families equals around 142,000 It. Liras, and appears
constant as a proportion of the available income (0.2%).

If personal income tax modifications do not substantially vary the
- 12 -



$EULGJHG�4XDUWHUO\�5HSRUW
diffusion of economic discomfort among families, a significant effect
might derive from the rise to one million liras of minimum pensions.

Indeed, with a treatment of 13 million liras per year, the relative
poverty threshold adopted by the Surveying Commission on Social
Exclusion (&RPPLVVLRQH� GL� ,QGDJLQH� VXOO
(VFOXVLRQH� 6RFLDOH) is
exceeded (namely 11,794,000 It. Liras per year at 2002 prices),  while
at present minimum pensions and social pensions and benefits are
below that figure. However, those interventions have an impact on
people whose situation is very close to that enabling the exit from the
poverty situation - conventionally set while the threshold is exceeded.
In other words, the provision, apart from being limited to the category
of pensioners, produces negligible results on the intensity of poverty,
as the most serious cases of social exclusions are not tackled.

The monitoring of the trend of the pension expenditure envisaged
by the Dini Reform and carried out by the DG�KRF Commission set up
by Government, shows that, in spite of the savings obtained, the
forecasts on the pension burden remain worrying. The Commission
forecasts are more pessimistic than the previous official estimates, but
they confirm the figures ISAE has indicated more than once by
suggesting to intervene to bring back trends on a path of more
 - 13 -
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sustainability. That problem shall be faced in the forthcoming months,
maybe with a Budget Law-connected Decree. ISAE can but reiterate
that the structural reform guidelines to follow are mainly two. The
former implies an intervention on the labour market so as to favour the
entry of new labour forces and raise the number of those who, while
working, finance pension expenditure through their contributions. The
latter requires a revision of the computation rules for benefits and
eligibility criteria.

With regard to health care, the provision which immediately
impacts on the families’ economic situations is the postponement (and
subsequent abolition) of the reduction of the co-payment on specialised
medicine and diagnostics. In this case, co-payment may represent a
significant cost for economically disadvantaged citizens with health
problems. The whole mechanisms of co-payments and exemptions has
to be totally re-depicted, both to restore the equilibrium in the co-
payment required to patients for different kinds of medical benefits and
to introduce means-tested forms of exemptions which today might use
the electronic system and the archive set at INPS for the ULFFRPHWUR
(income test).

The effects of the August 8 agreement between Government and
Regions on the amount of the health care expenditure - mirrored in an
DG�KRF Decree (L.D. n. 347/01) and in the draft Budget Law - are more
uncertain in their implications for families and for the future of the
National Health Care System. The realistic increase  in  resources is
subordinate to the implementation of a series of conditions involving,
on the one hand, the State, which is committed to defining - in
agreement with Administrative Regions - the minimum health care
levels, i.e. indicating the package of benefits and performances to offer,
and, on the other, Administrative Regions, taking up the responsibility
to provide benefits and, at the same time, to monitor and limit
expenditure, by covering possible deficits not caused by central
decisions. If both levels of government  shall not carry out their tasks
and/or a non-cooperative game emerges, it will be difficult for the
August 8 agreement to give the new thrust  which is so necessary for
the National Health System.

Finally, an evaluation is proposed on the distribution effects of the
provision on the emersion of the shadow economy. Potential users of
those measure are identified through the joint examination of
- 14 -
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information on income and on workers reporting not to pay
contributions, provided by the  Bank of Italy Survey on Households’
Income and Wealth, which account for 890.000 workers.  Starting from
the survey data, the payments due - but evaded - from those workers
are computed according to the present rules and regulations, as well as
the payments necessary to emerge form the black economy. This is a
useful indication, given the extreme uncertainty enwrapping the
problem of the estimate of  the irregular economy. The elaborations
enable to highlight the average cost of emersion (4.8 million liras) and
the average estimate of fiscal saving per worker compared to the case
of regular payment (the discount equals slightly more than 7 million
liras). Notice that, in terms of distribution, the range by income bracket
of the incidence of taxes and contributions - which is wide owing to the
progressive taxation in the traditional system - narrows with provisions
for emersion, as these foresee substantially proportional tax rates. As
for the effects of emersion on the budget, ISAE estimates that its 2002
proceeds amount to 7,000 billion liras, as a result of the accounting of
the whole amount foreseen in the fiscal composition agreement and the
hypothesis of adhesion by 540,000 workers.

Section 3 concerns the evaluation of the impact of the 7UHPRQWL
ELV compared to the previous tax relief provisions for firms. It contains
the results of a survey on the firms’ resort to tax incentives carried out
within the ISAE Business Survey on manufacturing firms and of a
micro-simulation exercise on budget data of a significant panel of
companies.

The main conclusions emerging  from the two analyses may be
summarised as follows:
- firstly, doubts remain on the real additionality of the investments
which are entitled to tax relief as against those previously planned; 
- secondly, 2001 marks a year in which old and new tax relieves
may be hardly used, while 2002 will see an ampler recourse to the
7UHPRQWL�ELV; 
- thirdly, the incentive introduced with the 100-day manoeuvre may
be more attractive for large sized firms which, however, less than
others, intend to modify their investment programmes.

In detail, surveys show (with replies weighted through the number
of employees) that 87% of firms report to be informed on investment
incentives enforced in 2001-02, that 59% are not oriented to modify
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upwards their investment plans following upon the introduction of the
7UHPRQWL�ELV and that 52% think they can make use of the tax relief
offered by the present Government. The share of firms reporting their
intentions to resort to the 9LVFR�/DZ (23%) and to credit to depressed
areas (12%) is smaller.

With regard to the micro-simulation results, these provide an
indication on the percentage reduction of the overall tax proceeds
which may be derived through the different tax relief systems  in the
various years. For each exercise, the existing situation of rules and
regulations are reproduced as faithfully as possible, taking account also
of modifications introduced during the year. Notice that the DIT shows
growing effects through time and eventually reduces the tax proceeds
by more than 2 percentage points in 2000, thanks to the accumulation
mechanism of capital increases entitled to tax relief and the
introduction of the multiplier of the tax relief base, whose freezing
implies the subsequent impact stabilisation. The 9LVFR� /DZ was

introduced in 1999 and brought  the overall reduction of the corporate
income tax to 4.7%. In the second half of 2001, it was suppressed and
the impact of the provisions adopted by the previous Government fell
to 3.7% (2.6% in 2002). Please notice that credit to depressed areas has
a stronger impact but only in involved areas: it caused a reduction in
the tax proceeds in those areas  by 73 and 59% in 2001 and 2002
respectively. Conversely, the 7UHPRQWL�ELV has limited consequences in
2001, as it was enforced in the mid-year, but it has considerable effects
in 2002. Compared to the basic scenario, where there is no tax  relief,
the tax saving equals 7.6%.

An evaluation of the firms’ participation rate to the 7UHPRQWL�ELV

PERCENTAGE REDUCTION OF TAX PROCEEDS
COMPARED TO THE BENCHMARK SIMULATION

(percentage values)

Source: ISAE elaborations.
* The Visco Law was suppressed since the Il quarter 2001.

Financial Year
Dual Income Tax

(DIT) DIT + Visco Law
DIT + Visco  Law +

 Credit to
Depressed Areas

Tremonti bis

1997 1.17

1998 1.75

1999 2.12 4.66
2000 2.25 4.66

2001 2.40 3.71* 7.32* 2.12

2002 2.45 2.57* 5.46* 7.60
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obtained through the ISAE micro-simulations shows that about 20% of
companies might join in 2001 and 59% in 2002. In the current year, the
incentive is only enforced in the mid-year: it will thus be difficult to
make use of all the tax reliefs envisaged in the provisions preceding the
100 days as well as of those proposed by the present Government.
Looking at 2002, which seems to be the most significant year in
perspective, the micro-simulations show that the participation rate to
the Tremonti Law seems to be quite homogeneous by geographical
area  (while participation reported in the ISAE Surveys seems higher in
the North-West), and is higher for large-sized companies (in keeping
with the results of the ISAE Surveys), and for some services (real
estate, IT, research, hotels and restaurants), as well as for
manufacturing activities (rubber, chemistry and means of
transportation). The Survey confirms the role of chemical and car
industries and also points the food, textile and leather industries and
press as the area expressing wide intentions  to use the  facilitations
contained in the 7UHPRQWL�ELV.

Turning to Section 4, one observes that generational accounting
has, at least up to now, aimed at the evaluation of the long-run
sustainability of fiscal policies and of their inter-generational equity.
ISAE has been using a useful model to compute generational accounts
for the Italian citizens for a long time and can provide traditional
indicators with reference to Italy. The present Report provides
indicators updated to 2001-02 assuming that the underlying public
finance framework correponds to the scenario described in Section 1.
The results are then compared with those referring to the basic-case
situation in 2000. This shows that, to eliminate the inter-temporal
imbalance of the public budget in Italy, taxes paid by future
generations should be raised by about 17% or those paid by all present
and future generations should increase by 2.59% (or expenditures
should be reduced by 2,75%). This result is slightly better than that
obtained on the basis of the Balance for 2000 (+2.75%). However, by
excluding the real estate securitisation effect - which is an XQD�WDQWXP
operation - the situation is worsening and the tax rise for all
generations reaches 3.75%.

Abandoning conventional analyses and turning to "family"
generational accounts, these represent the present value of net taxes
(taxes paid minus transfers received) which families are expected to
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pay during their lifetime, under the assumption that the individuals
belonging to a family in a given year shall belong to that family -
according to the conventions adopted - during their whole lives. It is
necessary to point out that the family unit adopted as reference consists
of "minimum family unit", that is the smallest unit of people linked by
either kin or marriage relations regardless of their living, together or
not.

In particular, the present Report investigates the differences
induced by public finance on families having the same characteristics
relevant for the analysis (marital and occupational status, level of
education) but differing in the number of children, by using the
"marginal net subsidy", that is the difference between the amount of
transfers, net of taxes, granted to a certain kind of family unit, and
those which would be granted, had that unit one dependant less.

Elaborations made through family generational accounting show
that the net taxes are lower for families with more children till they
become negative, in some cases, due to the birth of the third child. If
one looks at single components, for some kinds of families, one
observes that one more child means a considerable increase in the tax
burden, mainly due to the increase in indirect taxes, according to the
rise in expenditure. On the other hand, the benefits obtained through
children-supporting programmes are relevant. They vary according to
the parents’ jobs, mirroring the category-linked nature of monetary
transfers (in particular, of family allowances). Admittedly, transfers in
kind have a heavier weight within benefits. They only depend on the
number of children, because in the profile construction one does not
assume, at this level of analysis, that  the opportunities to have access
to education and health care varies according to the parents’
characteristics  and indeed those programmes in Italy have universal
nature. Education is the source of most transfers in favour of families
with children and account for 56% of the net present value and for 51%
of the un-discounted value of the marginal net subsidy to the modal
family (non working wife, employee husband, two children). It is
followed by health care expenditure, the weight of which is smaller, as
the use of health care services for children is relatively less frequent or
limited to banal performances. For those families, the role of the
National Health Care System is more important as insurance against
risks rather than for the benefits offered in usual services. Monetary
- 18 -



$EULGJHG�4XDUWHUO\�5HSRUW
transfers take up a relevant dimension only when the share of wages
and salaries into family income exceeds 70%. In particular, when one

parent is an employee, the marginal net subsidy increases for the
presence of the second child and, in the case of the modal family, the
amount of monetary transfers is such that - once summed to other
benefits - it enables to offset the tax increase. If there are no employees
in the family, the marginal net subsidy decreases as the number of
children increases, children’s allowance and benefits in kind are not
sufficient to counterbalance tax increases. 

Those elaborations point to the different interventions

ITALIAN FAMILIES ACCOUNTS (1)
(thousands of lire)

Source: Based on data from ISTAT (2000), Bank of Italy (2000) and 0LQLVWHUR� GHO� 7HVRUR��%LODQFLR�H� GHOOD
3URJUDPPD]LRQH�(FRQRPLFD (2000).
(1) Notice that families here refer to minimal family units, namely the smallest unit of people linked by either kin
or marriage links irrespective of their living together.
(2) Net taxation is the balance between the taxes paid and the benefits received by families. Thus, if the sign is
negative, there is a net transfer from the State to families, otherwise the transfer goes from families to the
State.
(3) The marginal net subsidy is computed as the difference between the net taxation of a family with Q��
children and that of a family with Q children.

Number
of

children

TOTAL TAXES AND 
CONTRIBUTIONS 

TOTAL BENEFITS
NET

 TAXES 
(2)

 MARGINAL 
NET

 SUBSIDY 
(3)

of which: 
indirect 

of which:
benefits in 

kind  

of which:
monetary
 benefits 

Non-working undergraduate females married with undergraduate employees

0 270,319 92,850 -149,004 -23,279 -7,574 122,737

1 280,316 97,836 -208,536 -55,434 -13,248 71,834 -50,903

2 299,179 110,311 -278,883 -90,080 -21,531 20,827 -51,008

3 312,392 118,298 -332,969 -118,602 -27,850 -22,980 -43,807

Non-working undergraduate females married with undergraduate self-employed

0 211,914 95,751 -112,985 -23,279 -5,089 96,808

1 218,730 97,629 -169,480 -55,434 -6,087 47,400 -49,408

2 238,406 110,921 -232,239 -90,080 -7,512 4,061 -43,338

3 250,251 117,536 -284,030 -118,602 -8,863 -36,148 -40,209

Undergraduate female employees married with undergraduate employees

0 436,319 98,086 -197,643 -23,279 -1,100 246,553

1 446,703 103,166 -258,902 -55,434 -8,881 193,794 -52,759

2 464,864 114,714 -330,760 -90,080 -18,393 140,738 -53,056

3 481,215 125,960 -386,100 -118,602 -22,710 102,281 -38,458

Undergraduate single female employees

0 257,539 59,902 -106,408 -14,296 0 151,129

1 267,641 64,904 -172,478 -47,807 -9,885 95,016 -56,113

2 288,264 79,017 -241,480 -82,453 -17,637 46,592 -48,424

3 305,048 90,482 -298,583 -110,975 -24,319 6,232 -40,360
 - 19 -



$EULGJHG�4XDUWHUO\�5HSRUW
characteristics of universal and category-linked nature and the
distribution impact on different types of families. The Section contains
a short description of the main points of the debate on this subject.
ISAE confirms the opportunity to combine universality and selectivity
in the definition of benefit eligibility criteria which must be based on
means-testing.
- 20 -
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