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Q U I C K  FAC T S 

How Do We Measure Economic Freedom? See Chapter 
3 (page 37) for an explanation of the methodology or 
visit the Index Web site at heritage.org/index.

ITALY

Population:  57.6 million

GDP (PPP):   $1.6 trillion
0.9% growth in 2004
1.2% 5-yr. comp. ann. growth
$28,180 per capita

Unemployment:  8.0%

Inflation (CPI):  2.2%

FDI (net inflow):  –$2.5 billion

Official Development Assistance: 
Multilateral:  None
Bilateral:  None

External Debt:  $922.5 billion (2005 
estimate)

Exports:  $435.9 billion
Primarily engineering products, textiles 
and clothing, machinery, vehicles, trans-
port equipment, chemicals, food

Imports:  $423.2 billion
Primarily engineering products, chemi-
cals, transport equipment, energy prod-
ucts, minerals, nonferrous metals, tex-
tiles, clothing, food, beverages, tobacco

I
taly’s economy is 63.4 percent free, according to our 
2007 assessment, which makes it the world’s 60th freest 

economy. Its overall score is 0.7 percentage point higher 
than last year, partially reflecting new methodological 
detail. Italy is ranked 28th out of 41 countries in the Euro-
pean region, and its overall score is equal to the regional 
average.

Italy scores highly in business freedom, trade freedom, 
investment freedom, and monetary freedom. Starting a 
business takes about 13 days, which is far below the world 
average. The tariff rate is low, although the country’s inef-
ficient bureaucracy implements some non-trade barriers 
that also deter foreign investment. As an EU member, Italy 
has a standardized monetary policy that yields relatively 
low inflation, despite government distortion in the agri-
cultural sector.

Freedom from government, property rights, and freedom 
from corruption are relatively weak. As in many other 
European social democracies, government spending 
and tax rates are exceptionally high in order to support 
an extensive welfare state. Corruption is not severe rela-
tive to some other nations, but it is high for an advanced 
economy. Enforcement of government regulations and 
judicial decisions are further impeded by an inefficient 
civil service.

BACKGROUND: Since World War II, Italy has been a central 
force in European integration and the military structure 
of NATO. Italy faces some serious economic challenges, 
however. The state’s large pension liabilities, labor market 
rigidities, and bureaucratic burdens remain unaddressed, 
and it remains to be seen whether the limited reforms 
made by former Prime Minister Silvio Berlusconi will be 
repealed or augmented by his successor, Romano Prodi. 
Despite strong international competition, small and medi-
um-sized enterprises continue to thrive in manufacturing 
and high design, particularly in the northern regions. Tour-
ism and services are among the most important sectors.

The economy is 63.4% free

Rank: 60
Regional Rank: 28 of 41
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BUSINESS FREEDOM — 73.7%
Starting a business takes an average of 13 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation and economic growth. 

Obtaining a business license and closing a business are 

relatively simple. The overall freedom to start, operate, and 

close a business is relatively well protected by the national 

regulatory environment.

TRADE FREEDOM — 76.6%
Italy’s trade policy is the same as those of other members 

of the European Union. The common EU weighted aver-

age tariff rate was 1.7 percent in 2005. Various non-tariff 

barriers are reflected in EU and Italian government policy, 

including agricultural and manufacturing subsidies, regu-

latory and licensing restrictions, and other market access 

restrictions. The government implements restrictive phar-

maceutical and biotechnology regulations, and enforce-

ment of intellectual property is weak. Consequently, an 

additional 20 percent is deducted from Italy’s trade free-

dom score to account for non-tariff barriers.

FISCAL FREEDOM — 68.5%
Italy has high tax rates. The top income tax rate is 43 per-

cent, and the top corporate tax rate is 33 percent. Other 

taxes include a value-added tax (VAT), a tax on interest, 

and an advertising tax. In the most recent year, overall tax 

revenue as a percentage of GDP was 42.2 percent.

FREEDOM FROM GOVERNMENT — 46.4%
Total government expenditures in Italy, including con-

sumption and transfer payments, are very high. In the most 

recent year, government spending equaled 47.8 percent of 

GDP, and the government received 0.9 percent of its total 

revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 80.8%
Italy is a member of the euro zone. Inflation in Italy is rela-

tively low, averaging 2.1 percent between 2003 and 2005. 

Relatively stable prices explain most of the monetary free-

dom score. As a participant in the EU’s Common Agri-

cultural Policy, the government subsidizes agricultural 

production, distorting agricultural prices. The government 

also retains the power to introduce price controls. Items 

subject to rate setting at the national level include drinking 

water, electricity, gas, highway tolls, prescription drugs, 

telecommunications, and domestic travel. Consequently, 

an additional 10 percent is deducted from Italy’s monetary 

freedom score to account for these policies.

INVESTMENT FREEDOM — 70%
Italy welcomes foreign investment, although the govern-

ment can veto acquisitions involving foreign investors. The 

government does not block foreign investment, and the 

tax code does not discriminate against foreign investments. 

Foreign investment is closely regulated in the defense, 

aircraft manufacturing, domestic airline, and shipping 

sectors. Investors cite excessive bureaucracy, inadequate 

infrastructure, and a rigid labor market as major disincen-

tives. Foreigners may not buy land along the Italian border. 

There are no barriers to repatriation of profits, transfers, 

payments, or current transfers.

FINANCIAL FREEDOM — 60%
In Italy’s modern financial sector, credit is allocated on 

market terms, and foreign participation is welcome. Ita-

ly’s banking sector was dominated by the state until a 

recent series of privatizations and consolidations. Gov-

ernment ownership of banks has fallen sharply, and only 

two major financial institutions (Cassa Depositi e Prestiti 

and Bancoposta) remain state-controlled. The six largest 

banks account for over 54.6 percent of total assets. Regula-

tions and prohibitions can be burdensome, and approval is 

required to gain control of a financial institution. Italy has 

the EU’s fourth-largest insurance market. The government 

has adopted reforms, including privatization of the stock 

exchange, that are intended to revitalize Italy’s underde-

veloped capital markets.

PROPERTY RIGHTS — 50%
Property rights and contracts are secure, but the delivery 

of justice is extremely slow, and many companies choose 

to settle out of court. Corruption is more common than in 

other European countries, and many judges are politically 

oriented.

FREEDOM FROM CORRUPTION — 50%
Corruption is perceived as present. Italy ranks 40th out of 

158 countries in Transparency International’s Corruption 

Perceptions Index for 2005.

LABOR FREEDOM — 57.6%
The labor market operates under restrictive employment 

regulations that hinder employment and productivity 

growth. The non-salary cost of employing a worker is very 

high, and dismissing a redundant employee can be costly. 

Rules on expanding or contracting the number of work 

hours are rigid. Unemployed individuals receive benefits 

for up to 180 days (270 days if over 50 years of age), and 

an average worker receives about 40 percent of his or her 

salary in benefits.

ITALY’S TEN ECONOMIC FREEDOMS
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