
–2
0
2
4
6
8
10
12
14
16
18
20
22

1980 83 86 89 92 95 98 2001 04 07 10

–14

–10

–6

–2

2

6

10

14

–150

–100

–50

0

50

100

150

1980 83 86 89 92 95 98 2001 04 07 10

1. Debt and Growth Dynamics

3. Decomposition of Debt Dynamics
    (percent of GDP)

2. Deflation and Monetary Policy
    (percent)

–15

–10

–5

0

5

10

15

–15

–10

–5

0

5

10

15

1987–92
1992–97

1997–2002
2002–07

1992–2007

Nominal interest rate Primary balance
Inflation GDP growth
Residual

Real GDP growth (percent)
Primary balance (percent of GDP)
Gross debt (percent of GDP; right scale)

Inflation
Policy rate
Ten-year government bond yield

Change in debt

Sources: Abbas and others (2010); Bank of Italy; Thomson Reuters Datastream; 
Haver Analytics; and IMF staff calculations.
Note: The decomposition of debt dynamics is based on a linearized version of 

In order to meet the Maastricht criteria, Italy achieved large primary surpluses at 
the end of the 1990s. The debt ratio also started to decline thanks to the reduction 
in real interest rates. Fiscal consolidation efforts, however, waned during the 

Figure 3.10.  Italy: Fading Zeal


