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1. Some broad macroeconomic
comparisons (a very short and 
incomplete overview)



India’s growth and openness
• With 17% of world population, India still generates less than 2% of 

world GDP and about 1% of world trade.

• Strong acceleration in GDP growth and openess (trade/GDP) since
end of 1990s, supported by increasing outsourcing in global supply
chains (Nordas, WTO DP 11, 2005).

• Huge potential for increase in formal employment and TFP, pulling
300-400 million people out of bottom poverty line, enlarging a 
middle-class market for modern consumer goods. Recent growth
accounting exercises (H.Oura, IMF WP/o7/224 for quick survey) put 
medium-term potential GDP growth in range 7.3-8.5 with risks on 
both sides. Growth favoured by declining dependency ratio and 
related increase in saving ratios. 

• Growing trade deficit (6% GDP), but manufacturing trade balance in 
equilibrium [Italy:manufacturing trade surplus, trade deficit fob-fob
less than 1% GDP]



• ITALY             INDIA

I T A L Y I N D I A

P o p u la t io n  (2 0 0 5 ,  m i l l . ) 5 8 . 1 1 , 0 9 1 . 0
P o p u la t io n  g r o w t h  r a t e  9 2 - 0 5 0 . 2 1 . 8
G D P  ( c u r r e n t  $  2 0 0 6 ) 1 , 8 5 3 . 0 9 2 3 . 0

G D P  ( P P P  2 0 0 5 ,  b n .  $ ) 1 , 6 4 4 4 , 2 8 0

G D P  p e r  c a p it a  ( c u r r e n t $  2 0 0 6 ) 3 1 , 9 5 0 8 4 6

G D P  p e r  c a p it a  (P P P  2 0 0 5 ,  $ ) 2 8 , 1 0 0 3 , 9 2 0
R e a l  G D P  G r o w t h  9 2 - 0 5 1 . 5 6 . 5

R e a l  G D P  G r o w t h  2 0 0 7 -0 8 1 . 7 / 1 . 3 8 . 9 / 8 . 4

T F P  a v e r a g e  a n n u a l g r o w t h

9 5 -0 0 0 . 4 6 . 5

0 0 -0 5 - 0 . 8 6 . 5

E x p o r t s  g o o d s  -  s e rv ic e s  ( %  G D P ) 2 7 . 9 2 3 . 0

I m p o r t s  g o o d s  -  s e r v ic e s  ( %  G D P ) 2 8 . 7 2 5 . 8
R e l a t iv e  g r o w t h  o f  g o o d s  e x p o r t s           
9 6 - 0 5  (O E C D  =  1 ) 0 . 6 5 2 . 2 0
R e l a t iv e  g r o w t h  o f  g o o d s  i m p o r t s          
9 6 - 0 5  (O E C D = 1 ) 0 . 9 5 2 . 0 5
R e l a t iv e  g r o w t h  o f  s e r v ic e s  e x p o r t s         
9 7 - 0 5  (O E C D  = 1 ) 0 . 6 5 2 . 2 5

G F C F / G D P 2 0 . 8  ( 2 0 0 6 ) 3 5 . 0 0
U n e m p l o y m e n t  r a t e  ( 2 0 0 5 ) 7 . 7 0 4 . 7 0



India vs. Asian countries, 2006



Italy vs. advanced countries, 2006



2. Main multilateral and bilateral
patterns of trade



India’s main exports-imports by sector



• Agriculture (still absorbing 60% of workforce and 
generating 22% of GDP): only 10% (falling) of exports.

• Textiles-clothing share on total export falling rapidly, 
from 22% to 16% in four years

• Jems and jewelry share slowly declining to 15% 
exports. With about 1 million workers, India has 80% of 
world diamonds and precious stones cutting and 
processing.
Fearing competition by China, based on leading
technology spurred by rising wages.

• Rapidly growing share of engineering goods, from 16% 
to 21% in four years



Increasing role of modern
manufacturing

• Manufacturing still today 16% GDP, 11% od India’s workforce: but
these shares are likely to double in the next two decades, or even
before. 

• Improvement in range and quality of exports, creating additional
China-India competition in world markets (GTAP exercise in Dimaranan et
al, WB Poly Research WP 4304, Aug. 2007)

.     Fast growth of scale-intensive and medium-high tech productions
by large size companies: auto vehicles and components (Tata 
Motors, Bharat Forge, Maruti-Suzuki, Mahindra),  pharmaceuticals
(Ranbaxy, Cipla..), energy and nuclear (Larsen&Toubro..), steel 
(Mattel..), DVDs (Moser Baer…)

.    Aside from apparel, India’s inherent strenght probably lies in low-
medium skill-intensive manufacturing exports, that could surge to
$300 billion creating 25-30 million jobs by 2015 (Adil Zainulbhai, 
director McKinsey Mumbai office, Oct. 2007) . Wide scope for auto 
components, electrical-electronic products, chemicals-
pharmaceuticals. 



Not only ICT and Software
• ICT services growing fast, but still provide 1% of GDP and less than 1 

million jobs over total labor force that will reach 450 million in 2010: 
hence need for fostering (besides ICT services) low and medium-tech
sectors capable to absorb abundant low-skill labor supply.

▪ Continental European countries still today mainly purchase “old
economy” products from India (apparel, jewelry, metal products, 
pharma…)

• Signals of supply shortage (and rapidly rising salaries) of engineers in 
cities like Hyderabad and Bangalore. Only 4% of total University-
educated workforce hold engineering degrees, vs, 20% in Germany
and 30% in China. (McKinsey Quarterly, August 20, 2007)

Shortage of computer science PhDs (35 out of 7000 PhDs per year in 
Science&Engineering. Only few of the 500.000 engineers graduating
each year go to post-graduate studies (Financial Times, October 11, 2007)



Top 20 exporters to India: Italy 18th supplier



EU-25 as a whole still is the first supplier, 
despite the growing intra-Asian integration



Within Europe, Italy is fifth exporter to India, far below
other major EU member countries. In 2000-05 the 

Italian share of total Indian imports fell slightly (1.4 
→1.2%) while France and Germany shares went up



Top Ten Indian imports



Machinery and Mechanical
Appliances



Optical-photo, precision-medical instruments, 
watches, musical instruments



Plastics



3. Italy: recent trends in 
international
competitiveness and 
structural characteristics



Lagging productivity

• Since 1980s total factor productivity (TFP) slowdown,  
more than other Centre-North-European countries. 
Together with demographic stagnation, it explains lagging
growth of actual and potential output (see 2 following
slides)

• In 2001-2005 Italy scored an annual rate of increase of 
0.27%, against 0.93% in Germany, 1.21% in France, 
1.60% in UK (DPEF 2007-2011, p. 45). During the 
decade 1995-2004 the cumulative growth of TFP has
been 1.3% on average, against 3.9% in Germany and 
8.5% in France (S.Rossi-Bank of Italy 2006)



TFP growth 1980-90, 1990-2000



Potential GDP growth

Source: OECD

2.52.72.2UK
2.52.62.9OECD

4.97.53.8Ireland
2.12.02.2Belgium
2.93.02.7Spain
1.21.42.2Italy
2.02.12.0France
1.51.43.8Germany
1.92.02.7Euroarea
1.51.43.6Japan
3.23.33.0USA

2006Average 1993-
2002

Average 1983-
92



• Among main explanations of lagging TFP 
growth:

- disproportionate weight of small size (family) business (risk
aversion, fear of losing corporate control, bank-dependence) 
(Pagano-Schivardi ScJE 2003, Caselli-Gennaioli NBER9442, 2003, 
De Nardis-Traù 2005, Onida 2004)
- Low propensity-ability to R&D by private firms
- Obstacles to efficient University-industry relations
- Lagging liberalization-modernization of some basic consumer and 
business  services (retail, local and long distance road-rail-sea-air
transport)
- Legislative and bureaucratic framework not market friendly, failure
to achieve effective fiscal federalism and  

Notice: some of these political challenges are shared with India!



• According to OECD cross-countries analyses, there is 
a rough negative correlation between changes in 
TFP  growth from the 1980s to the 1990s and some 
indicators of domestic product market regulation 
and administrative regulation.

• Italy belongs to the group of highly regulated 
European countries (together with France, Germany,
Belgium and Japan), against  countries with lower 
level of regulation (Ireland, Sweden, Denmark, 
Netherlands, Austria). 

• High heterogeneity within  Europe in this respect!



TFP and administrative regulation
(Change in TFP growth rate between 1980-90 and 1990-2000)

Index of regulation (growing from 0 to 6) on the horizontal axis

Source: Visco, “La crescita economica in Europa: ritardi e opportunità”, 2004 



Number of researchers per 1000 workers: high 
variance within EU, Italy at bottom ranking

(2003 or most recent year available)

Source: OECD, “Main science and technology indicators, 2005”
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However remember: European companies, especially
Italian SMEs, carry a lot of innovation activities beyond
the standard definition of R&D.

According to a regular Eurostat survey, in 1998-2000 on 
average 45% of EU-15 companies (61% of German
companies) have performed some product or process
innovation (technical project and design, prototypes, 
design and marketing of new products etc.)
(ISTAT 2005, p. 93-94)

But innovation activity is not only
R&D



Italian trade performance: adjusting
to changing competitive conditions

Without the artificial support of a weak
exchange rate of the lira, the Italian trade
balance and world export shares have
deteriorated since the mid-1990s: Euro as
a mixed blessing!



Current account balance and net 
external position, % GDP



Values vs. volumes of trade

• However since 2000 export shares at 
current prices or  values (green 
histograms) have shown greater resilience
than shares in quantities or   volumes (red
histograms): see below



Real exchange rate, export shares
in value and volume



Italian sectoral specialization
pattern

• At a rather high level of sectoral aggregation, the Italian
pattern of international specialization has been quite
stable in the last decades:

a) stable or even growing revealed comparative 
advantages in consumer traditional goods for
housing and personal care as well as in a large range
of  mechanical engineering equipment and 
components, often upstream suppliers of technology for
those same traditional goods

b) persisting disadvantages in most scale intensive 
and technology-intensive sectors (processed food, 
chemicals, passenger cars, power generation-
distribution, computers, electronic components, 
aerospace)



Italian sectoral trade



Not only goods for personal and 
housing care

• Impressive success of “made in Italy” in almost all
sectors related to personal care (apparel, shoes and 
leather goods, eyeware, jewelry, wines) and to housing
(furniture, ceramic tiles, cutlery, “white” domestic
appliances) mirrors ancient historical, artistic and cultural 
traditions

• But it must not hide the other even more important area 
of Italian excellent international performance, i.e. 
engineering goods (machine tools, specialized
machinery, mechanical and electrical components), as
well as some niches of medium-high tech sectors
(specialty steels, chemical construction
materials,telecom and energy cables, robots, 
helicopters…) 



Not only final goods, rather…

• At world level, intermediate goods have gained
increased weight, due to progressive fragmentation and 
“unbundling of tasks” (Blinder 2006, Baldwin 2007)

▪ Italy’s competitive advantage as “specialized
(customized) supplier” rests on a lot of intermediate 
components and materials for both consumer and 
producer durable goods: e.g.,processed leather, textiles, 
rubber and plastics, construction materials, engines, 
valves, transmissions, automobile and aero parts.



Specialization pattern is not
immobile! 

• Data at more disaggregated product groups within sectors
show some evidence of rapidly changing and highly
diversified horizontal and vertical intra-industry specialization
patterns,
The relatively high similarity between Italy’s and China’s 
sectoral composition of export largely disappears when
comparison is extended to product mix and export-import unit
values within each sector. 

Evidence of “high quality vertical intra-industry” and 
considerable market power of exporting firms specialization
within Italian traditional “made in Italy”. Increasing service 
content of merchandise export
(Amighini-Chiarlone 2005, De Nardis-Traù 2006, Bugamelli
2007, Lanza-Quintieri 2007).



Export UV and producer prices: 
aggregate manufacturing



Export UV and producer prices: 
textile and Clothing



Further micro evidence

• Bank of Italy (2007) survey of more than 4000 
manufacturing and service companies in 2000-
2006 points to significant qualitative 
improvements:  changing product varieties, 
investment in brand positioning and distributive 
networks, outward direct investments targeted at 
market penetration, international cooperative 
agreements, greater diffusion of modern
managerial practices, increasing share of highly
educated entrepreneurs.



• ISTAT (2007) panel data on 200.000 firms
show labor productivity positively
correlated to firm size, physical and 
knowledge capital intensity, service 
outsourcing, service and product
offshoring, lower debt-equity ratios



Employment by firm size: Italy as
European outlier in 1-49 classes

Classi di addetti 
Paese 1-9 10-49       50-249      <250 250 +    Totale 
Belgio 16,6 18,6 17,6 52,8 47,3 100% 
Danimarca 11,9 20,2 25,9 58,0 41,9 100% 
Germania 9,5 14,9 15,8 40,2 59,8 100% 
Grecia  16,0 29,5 28,3 73,8 26,2 100% 
Spagna 22,7 28,4 21,2 72,3 27,7 100% 
Francia 14,2 18,7 19,8 52,7 47,2 100% 
Irlanda 3,7 -- -- 3,7 -- 100% 
Italia 23,9 30,9 19,0 73,8 26,3 100% 
Lussemburgo 6,5 12,4 21,5 40,4 59,6 100% 
Olanda 11,6 17,4 21,4 50,4 49,6 100% 
Austria 10,6 18,2 -- 28,8 -- 100% 
Portogallo 17,5 28,7 29,1 75,3 24,7 100% 
Finalandia 10,2 14,5 20,3 45,0 55,0 100% 
Svezia 10,9 15,0 21,0 46,9 53,1 100% 
Regno Unito 13,4 14,3 20,4 48,1 51,9 100% 

      
EU-15 14,6 19,9 19,4 53,9 46,1 100% 
 

Fonte: “Enterprises in Europe” (1987-1997), Eurostat (2001)

“Small and Medium Enterprises Outlook”, OECD (2002) 



Firm size and labour productivity

• There is abundant agreement between theory
and empirical evidence about some “stylized
facts” concerning firm size and productivity in 
manufacturing. 

• Moving from smaller to larger manufacturing firm
size one finds higher levels of labour productivity
(value added per employee), higher wages, 
higher investment per employee, larger share of 
profits over value added, lower debt/equity
ratios, lower short-term debt/total debt



Productivity, wages and investment by firm
size
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Italy as a lagging partner in 
worldwide integration through FDIs

As an international investor Italy started late (mid-1980s) and is
handicapped by its scarcity of big business. Its stock of outward

FDI is less than half the stock of France and Germany.

As a country of destination of FDIs Italy has lost position in the 
world ranking: today is 10th on the stock (2.46% at end 2006), 
16th  on the recent flows (lagging behind China, Brazil, Mexico, 

Spain, Denmark, Ireland, Sweden)
Italy shares with India the uncomfortable position near the bottom

of respective rankings of developed and developing economies
in terms of the UNCTAD “transnationality index for host

economies”(*) (UNCTAD, WIR 2007)

(*)(average of four shares: FDI inflow/GFCF, FDI inward
stock/GDP, VA foreign affiliates/GDP, employment foreign

affiliates/total employment)



FDI outward stock
(% world total)

49,2

7,8 7,6 2,9

13,8

4,7

25,2

4,1 4,1
0,5

0

10

20

30

40

50

UE F G I UK O USA J HK CINA

Fonte: “World Investment Report”, UNCTAD (2004)



FDI inward stock
(% world total)
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But still some attractiveness…
Foreign multinationals still perceive attractiveness

of some Italian structural and cultural 
characteristics: 

● quality and flexibility of human capital 
● creativity and flexible practices of

engineers and technicians, 
● old-rooted mechanical engineering skills,

● reservoir of specialized suppliers,
● some niche of scientific competence,
● absence of NIMB syndrome…



• 4. Perspectives on bilateral
economic cooperation



Opportunities for bilateral
cooperation (1)

• Although China may be largely unchallenged as “world 
manufacturing workshop” spread over “global supply
chains”, India’s growing manufacturing base calls for
technological and organizational modernization → scope 
for partnerships with Italy’s strongly rooted
manufacturing culture

• Complementarity between Italy’s competitive advantages
in high-quality traditional consumer goods and 
specialized machinery and India’s comparative 
advantages in scale intensive productions and ICT 
integration with traditional manufacturing and services



Opportunities for bilateral
cooperation (2)

▪ University-industry partnerships in 
engineering, biotech, environmental
(eg.water), energy and management 
sciences

▪ Motor vehicles and components (Tata-Fiat!)
▪ Specialty steel
▪ Tourism development



• Thank you and all the best for future 
interactions and scientific-technological
cooperation! 


