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Abstract
[bookmark: _Hlk218261809]This paper analyzes the Italian labor market, highlighting the structural issues that have persisted for decades and remain largely unresolved despite various government reforms. Key challenges include stagnant real wages, significant regional disparities between the North and South, and gender inequalities that disproportionately affect women. Furthermore, the study addresses high youth unemployment—particularly in Southern Italy—the brain drain, and the prevalence of irregular work within the underground economy. Finally, the analysis examines recent employment trends, noting improvements in employment and unemployment rates over the last three years, even as productivity remains stagnant and economic growth stays modest. The study follows a descriptive-analytical approach. The analysis is largely theoretical but incorporates descriptive empirical evidence, drawing data from official national and international sources to ensure both relevance and credibility. In terms of theoretical contribution, this paper adds to the broad body of knowledge on the Italian labor market. An important purpose of this study is to provide the scientific community with novel perspectives on the intersection of youth unemployment, the underground economy, and the brain drain within an economy characterized by sluggish growth and low real wages.  Consequently, by deepening the understanding of these persistent structural challenges, this paper aims to offer novel insights for future research, suggests specific proposals for reform, and serves as a valuable reference for labor market policy discussions.
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1. Introduction
This paper analyzes the Italian labor market, focusing on its structural features and employment dynamics. For decades, the Italian labor market has been characterized by systemic issues that undermine productivity, economic growth, and social cohesion. These challenges stem from institutional rigidities, demographic pressures, and persistent regional disparities. Furthermore, Italy’s economic fabric is defined by a dichotomy: a manufacturing core of small and medium enterprises (SMEs) contrasted with a service sector led by large-scale corporations —such as banks, insurance companies, and public utilities—that benefit from privileged market positions. This study offers a comprehensive analysis of these structural barriers and their implications for employment over the last twenty years.
The study examines the relationship between employment and growth, alongside the impact of technological development on labor. Drawing on Solow’s growth theory (1956, 1957) and Romer’s endogenous growth models (1986, 1990)—which underscore technological progress as the engine of growth—this research addresses how emerging technologies transform production processes and the nature of work (Autor, 2022). This shift necessitates new organizational models and significant investment in training and digital transformation to cultivate entirely new professional roles. 
Additionally, the analysis argues for modernized wage bargaining frameworks to address the stagnation of real wages, which in Italy have long remained below the European average. Finally, the paper explores critical barriers for the younger generation, including the mismatch between skills and job requirements, the prevalence of precarious contracts, suppressed wages, and the resulting brain drain as talent emigrates abroad.
2. Methodology of the Study
The study adopts a descriptive-analytical approach. The scope of this research is to investigate more deeply the structural challenges and the current employment dynamics in the Italian labor market. Grounded in the significant existing literature, this study examines the hurdles and challenges of the market, without claiming to be exhaustive. By integrating classical and contemporary growth theories with employment dynamics the paper enhances the theoretical rigor of the research. The analysis is largely theoretical but incorporates descriptive empirical evidence, drawing data from official national (Istat) and international (Eurostat) sources to ensure both relevance and credibility. This study does not purport to offer definitive answers; rather, it seeks to provide new insights for future research by deepening the understanding of the structural challenges characterizing the Italian labor market. Furthermore, the paper advances potential policy solutions, contributing to the broader discourse within the scientific community.
3. Structural Features of the Italian Labor Market
The Italian labor market has faced deep-seated structural challenges for decades. Despite various legislative efforts by successive governments of differing political orientations, these issues remain largely unresolved.
According to Schilirò (2025), Italy’s primary structural obstacles are rooted in significant territorial disparities —most notably the stark divide between the North and South. While several Northern regions operate near full employment, parts of the Mezzogiorno continue to face unemployment rates exceeding 20%. This geographic dualism is compounded by a persistent youth unemployment and training gap. High unemployment among young people remains a critical issue nationwide, though it is particularly acute in the South. Furthermore, Italy’s vocational training and apprenticeship systems remain underdeveloped compared to the German dual-education model. Consequently, the school-to-work transition is exceptionally slow, delaying financial independence and family formation for the younger generation.  Schilirò (2018) also argues that the Italian labor market is further burdened by persistent gender exclusion and low labor participation. Female participation in Italy remains among the lowest in Europe, with unemployment rates for women staying significantly higher than those for men. This disparity is driven by a combination of traditional cultural norms, a shortage of affordable childcare, and a lack of flexible work arrangements. Consequently, when women and young people do enter the workforce, they are frequently relegated to precarious and atypical contracts characterized by low wages, weak social protections, and restricted career advancement. 
Last but not least, Italy suffers from a particularly high percentage of long-term unemployment: approximately 60% of the unemployed have been out of work for more than a year. Furthermore, the Italian labor market and its associated welfare system have been strained by an escalating demographic crisis. In 2024, Italy recorded a new record low in births, continuing a downward trend: only 370,000 children were born—a significant decrease from the 382,600 recorded in 2023. The fertility rate in 2024 fell to 1.18 children per woman, far below the "standard replacement rate" of 2.1 required to ensure population stability.
Provisional data from ISTAT for 2025 suggest the situation is worsening, with an estimated 7% further decrease in births, while the death rate is more than double the birth rate. This demographic collapse has severe implications for the future workforce: the coming years will see a shrinking pool of workers and contributors to the social security system, alongside a growing number of retirees. This imbalance will inevitably strain the social security and tax systems, exerting upward pressure on public spending and the Italian public debt.
Among the factors that stifle labor market dynamism and discourage investment are cumbersome administrative processes, complex compliance procedures, and significant delays in the judicial resolution of labor disputes. These barriers hinder entrepreneurial initiative and dampen the overall demand for labor.
Furthermore, a critical structural failure in the Italian labor market is the prevalence of undeclared work, which remains a profound socio-economic scourge. Irregular workers do not pay the social security contributions necessary to fund the current pension system; yet, in many instances, they continue to access welfare benefits and healthcare services. Consequently, they impose a "double burden" on the nation’s financial system without contributing to its sustainability.
In Italy, undeclared or irregular work involves approximately 3 million people, representing an irregularity rate of 12%, with domestic work accounting for one-quarter of this figure (Schilirò, 2025). This phenomenon is inextricably linked to the underground economy, which erodes systemic efficiency. It forces the economic system to operate outside the rule of law, results in precarious conditions and minimal protection for workers, and fosters unfair competition between businesses.
Efforts to reform the labor market—most notably the Jobs Act (Law No. 183 of December 10, 2014)—have largely failed to deliver their intended benefits. These reforms have not resolved the structural distortions within the Italian labor market, particularly regarding territorial and gender disparities. Furthermore, several economists (e.g., Garnero, 2018; Boeri & Garibaldi, 2019) argue that the Jobs Act has only partially succeeded in addressing Italy’s labor market dualism: the divide between protected older workers and precarious younger ones.
Critics argue that these measures facilitated an influx of low-productivity labor—defined by a low output-per-employee ratio—including a significant number of immigrant workers, while imposing severe wage moderation. While these factors contributed to a quantitative increase in employment, they did so without a corresponding rise in productivity or the overall economic growth rate. This resulted in "job-rich" but "productivity-poor" growth, leaving Italy’s underlying structural weaknesses unaddressed.
More generally, according to Moretti et al. (2021), the Italian labor market suffers from a significant misallocation of resources driven by its centralized bargaining system. By comparing Italy to Germany, the authors demonstrate that one-size-fits-all national wages are a primary driver of the persistent North-South divide. They argue that because Southern Italian firms cannot lower nominal wages to match their lower productivity, they simply stop hiring. This creates a "spatial equilibrium" where in the South workers queue for high-paying, rigid-wage jobs that don't exist in sufficient numbers, leading to chronic non-employment and a massive underground economy, while in the North high demand for labor pushes up housing prices, meaning that although Northern workers earn the same nominal wage as Southern workers, their real wages (purchasing power) are actually lower due to the high cost of living.
Furthermore, the large-scale use of emerging digital technologies, such as artificial intelligence, is causing significant changes in the labor market. These technologies often replace both manual and non-manual roles (Schilirò, 2023), requiring higher-quality, more complex work while simultaneously displacing workers from traditional positions. 
This shift is further contributing to labor market polarization (Autor and Dorn, 2013). In this challenging context, there is a growing awareness of institutions as a decisive factor in transforming the labor market and addressing structural issues. Consequently, the ability to reform institutions—understood as the 'rules of the game'—and the resulting impacts on employment have become a primary focus for scholars and policymakers alike.
4. The Employment Challenge
Employment is a central theme of this analysis; indeed, fostering employment growth and reducing unemployment are the primary objectives of any labor market study. In Italy, these challenges have become increasingly pressing over the last several years. Despite a significant improvement in the employment rate over the past three years, the Italian economy remains burdened by a low overall participation rate and high youth unemployment. Moreover, low productivity, stagnant wages, and increasing inequality characterize the labor market (Hoffmann et al., 2022). These structural fragilities persist despite the modest economic growth that has defined the country for nearly three decades.
This section begins by examining the relationship between labor market dynamics and economic growth. It then evaluates the impact of technological progress on employment levels. Finally, it analyzes recent labor market developments and structural challenges in Italy, identifying the primary obstacles that remain to be overcome.
4.2. The relationship between employment and growth
Existing literature underscores that the relationship between employment, productivity, and growth is inherently complex. Generally, higher productivity enhances competitiveness, thereby stimulating economic growth. The long-term impact on employment is consequently expected to be positive. Verdoorn (1949) argued that robust growth, driven by an expansion in aggregate demand, can catalyze productivity gains and increase employment while simultaneously facilitating structural change.  Sylos Labini (1967, 1972) utilized Verdoorn's Law to argue that Italy's stagnant productivity is not merely a supply-side constraint rooted in labor regulations, but primarily a demand-side phenomenon. He contended that if the economy fails to expand at a sufficient pace, firms lack the incentive to invest in the large-scale technological advancements necessary to trigger a virtuous cycle of productivity gains and employment growth.
Okun (1962) demonstrated an inverse correlation between the GDP growth rate and the unemployment rate, though this relationship is not strictly proportional. A one percent increase in GDP does not translate to a one percent decrease in unemployment or a corresponding one percent increase in employment. Specifically, Okun highlighted that this relationship is non-linear: unemployment typically decreases by significantly less than one percent point relative to growth. Similarly, employment increases less than proportionally, although its percentage gain often exceeds the percentage decline in unemployment. This discrepancy occurs because, during periods of economic expansion, Okun’s Law predicts that not all new positions are filled by the officially unemployed. A primary factor is the rise in the labor force participation rate; as the economy grows, inactive or discouraged workers re-enter the labor market to seek work. Additionally, firms maintain a core group of overhead labor—essential staff required regardless of production levels. Furthermore, because training costs are substantial, firms often prioritize increasing overtime for existing staff during demand surges rather than initiating new hires. Together, these factors explain the non-linear nature of the law and why employment growth is relatively greater than the observed reduction in unemployment. However, while Okun’s Law provides a framework for understanding short-term cyclical fluctuations in labor, its non-linear nature is increasingly influenced by structural shifts, where technological progress—the 'engine of growth'—does not merely expand output, but fundamentally alters the composition of the labor force.
As Schilirò (2018) emphasizes—drawing on the founding contributions of Sylos Labini—it is essential to consider the role of productivity. Paradoxically, productivity can act as a force contrary to employment growth and prevent the reduction of unemployment unless supported by an expansion of investment and consumption. A distinct trade-off is often observed between productivity and employment levels. Specifically, higher employment may fail to translate into sustained economic growth if it is driven by low-productivity jobs—a phenomenon that has characterized the Italian economy for over twenty years. 
Regarding the low productivity of jobs, Hoffman et al, (2022) demonstrate that the labor productivity in Italy has been stagnant for more than two decades, despite an overall increase in average years of schooling. These authors underscore that the structural labor market reforms may have contributed to the slowing down of labor productivity growth by reducing on-the-job training and the labor market experience of the new entrants. In addition, by shifting younger workers toward atypical contract featuring less attachment to the labor market, these labor market reforms contributed to a decline in their stock of human capital in the form of lower levels of general and firm-specific experience. The increases in schooling attainment have attenuated but not counteracted this decline in experience. 
3.2. Technological development and employment
Technological development is reordering the global labor market. Three major shifts are characterizing the current landscape: job displacement, skill transformation, and creation of new jobs.
Growth models analyze how various inputs and innovations drive economic expansion and output dynamics. 
Solow’s (1956, 1957) growth theory underscored the limited long-term significance of capital accumulation compared to the decisive role of technological progress in sustaining economic growth (Schilirò, 2017). Building on this, Romer’s endogenous growth theory (1986, 1990) internalized technological change by emphasizing the importance of increasing returns. Within this framework, knowledge is treated as a fundamental factor of production—a pivotal driver of economic expansion. Romer’s focus on knowledge-based growth implies a structural shift in labor demand, suggesting that human capital (highly skilled labor) serves as the primary engine of long-term growth.
Building on these fundamental contributions, both policymakers and economists have long prioritized technological progress and productivity growth. However, the relationship between technological development and employment remains a broad, complex, and highly relevant issue. While the automation of production processes is not new, the current stage of development possesses unique peculiarities.
Modern technologies are no longer limited to replicating basic human actions; rather, through advancements in generative artificial intelligence, they are increasingly capable of performing complex tasks with greater capacity and faster diffusion than in the past. Susskind (2020) argues that these breakthroughs put virtually all types of work at risk, as sophisticated machines learn to autonomously execute non-routine tasks. Consequently, functions previously deemed beyond the reach of computers—such as diagnosing diseases, drafting legal contracts, and composing music—are now within their capabilities. As the threat of technological unemployment intensifies, a future with a diminished demand for labor may become a reality, potentially exacerbating social and economic inequality in the coming decades.
Today, more than ever, we operate in an economic environment defined by continuous, rapid, and complex innovation. A vital response to the disruptions caused by such innovation is to prioritize investment in knowledge, education, and human capital training, as advocated by Acemoglu and Autor (2011). Focusing specifically on the European labor market, Piva and Vivarelli (2018) emphasize the necessity of active policy intervention in human capital, arguing that the job-creation effects of innovation—typically driven by lower prices and new products—are not automatic. Such strategies are essential for mitigating labor market imbalances and fostering sustainable, long-term employment growth.
4.3. Employment developments and problems in Italy
A marked improvement in employment levels and participation rates currently characterizes the Italian labor market. This trend might suggest that Italy’s long-standing labor challenges have been resolved; however, the reality is far more nuanced, and significant structural hurdles remain. 
Figure 1 illustrates the trends in employment rates for Italy (light blue line) and the European Union (green line) between 2000 and 2024, based on annual data for the population aged 20 to 64. Italy’s employment rate from 2021 onward has a positive trend. In 2024, this rate surpassed 65%, reaching a historic peak. However, when comparing this trajectory to the EU average (EU-20), Italy remains approximately 10 percentage points below its European peers.[footnoteRef:1] [1:  In October 2025, Italy's employment rate—defined by ISTAT as the ratio of employed individuals (aged 15–64) to the total population—continued its upward trend, reaching 62.7%. This represents the highest level recorded since the start of the current statistical series in 2004. In absolute terms, the number of employed persons rose to 24,208,000, reflecting a steady recovery and growth in the national labor market.
] 

Furthermore, the situation is less favorable than it initially appears. As noted by Brancati and Carboni (2024), between one-quarter and one-third of the Italian workforce is effectively underemployed. This is driven by systemic factors such as stagnant wages, a rise in involuntary part-time work, and a persistent skills mismatch. 
Figure 1 Annual Employment Rates (%) for the Population Aged 20–64.
[image: ]
Source: Eurostat[footnoteRef:2] [2:  https://ec.europa.eu/eurostat] 

The unemployment rate in Italy has also followed a downward trend in recent years, mirroring the growth in the employment rate.
Figure 2 shows the fluctuations in Italy's unemployment rate from January 2020 to January 2025, capturing the impacts of the pandemic and the subsequent recovery.
[bookmark: _GoBack]Figure 2 Italy's unemployment rate from January 2020 – January 2025 (seasonally adjusted).                           [image: ]
Source: ISTAT[footnoteRef:3] [3:  https://www.istat.it/en/statistical-themes/education-and-labour/labour-and-wages/
] 

This figure illustrates a steady decline in the unemployment rate over this period, signaling a resilient labor market that is recovering from the COVID-19 crisis, supported by relatively robust demand. However, the youth unemployment rate remains more than triple the national average; in 2024, it stood at approximately 20%, contrasted with an overall rate of just over 6%. This disparity underscores that the market's underlying structural issues remain largely unresolved.
Indeed, one of the most persistent issues within the Italian labor market is the stark contrast between the industrialized, high-productivity Northern regions and the less developed South (Mezzogiorno). In the latter, unemployment—particularly among the youth—remains significantly higher. This disparity is further exacerbated by lower labor market participation rates, a fragmented industrial base, and inadequate infrastructure, all of which hinder sustainable job creation. Furthermore, substantial differences in wage levels and productivity reflect deep-seated inequalities in economic opportunity. Ultimately, this territorial fragmentation undermines national competitiveness and fuels both internal and international migration. Consequently, high youth unemployment—which is disproportionately concentrated in the South—remains a critical economic and social challenge for Italy. In the context of a sharp demographic decline driven by record-low birth rates, the lack of professional opportunities for young people is triggering a massive brain drain. This migration of human capital toward more prosperous regions and foreign markets further depletes the nation's productive potential.[footnoteRef:4] [4:  Over the past decade, more than one million residents have emigrated from Italy; approximately one-quarter of these individuals held a university degree, with a significant portion originating from the North. Those leaving are typically aged between 25 and 34, and nearly half of this specific age group possesses a bachelor's degree or a higher education qualification (Schilirò, 2025).] 

A positive development in the employment rate is that growth has been driven primarily by an increase in permanent employees and self-employed workers. The latter category encompasses a broad spectrum, including entrepreneurs, freelancers, family business assistants, and gig economy collaborators. Conversely, the number of temporary (fixed-term) workers has decreased. However, it is important to note that a decline in the participation rate also occurred, which mechanically contributed to the lower unemployment figures. Another critical observation is the correlation between contract type and earnings: the share of permanent employees increases alongside income levels, whereas temporary workers are concentrated in lower-income brackets. This underscores how employment fragmentation and job insecurity tend to compress overall wage growth.
Barbini & De Novellis (2025) identify the modest wage response to price inflation in recent years as a decisive driver of Italy’s employment growth. The resulting decline in real labor costs appears to have incentivized a substitution effect, where firms favor labor over more expensive production inputs like capital or energy. Consequently, Italy has experienced significantly weaker wage growth compared to other major European economies—a factor that has bolstered hiring but simultaneously eroded workers' purchasing power. As Schilirò (2025) notes, this stagnation in real disposable income has exerted a substantial negative impact on domestic consumption, potentially limiting the long-term sustainability of the current economic expansion.
Closely linked to sluggish employment growth and low wages[footnoteRef:5] is low productivity, which acts as a primary constraint on economic expansion. Structural factors are significant here; for instance, the Italian economy is dominated by small and medium-sized enterprises (SMEs) that often struggle to achieve economies of scale or invest in innovation. Furthermore, a persistent skills gap in emerging technologies hinders the workforce’s ability to adapt to the organizational and production shifts required by digital transformation, further stifling productivity gains. [5:  According to Eurostat, real household income per capita in Italy declined by 4% between 2004 and 2024, highlighting a two-decade trend of stagnating purchasing power.] 

Furthermore, the tax burden on labor in Italy remains among the highest in Europe. This high tax wedge—comprising income taxes and social security contributions from both employers and employees—significantly reduces take-home pay. Additionally, the national collective bargaining process often results in agreements being reached several years after the expiration of previous contracts. This delay causes a substantial loss in real wages, as adjustments fail to keep pace with rising inflation.
Attempts to address low wages primarily through tax interventions yield only modest results and often create distorting effects on income redistribution. Furthermore, this approach fails to tackle the underlying causes of low real wages. Given Italy’s high public debt and the constraints of European fiscal rules, the state’s capacity to fund significant tax relief for workers remains severely limited. Therefore, as some economists suggest (e.g., Giavazzi, 2025) it is more appropriate to modernize wage bargaining frameworks to address the stagnation of real wages and ensure they adapt more quickly to current inflation levels.
In conclusion, while Italian employment continues to trend upward, the data reveal several specific structural shifts. Notably, the significant rise in workers over 50 highlights a graying workforce with an average age now nearing 45.[footnoteRef:6] This growth is primarily driven by permanent contracts, where older workers are outperforming the general employment average. Conversely, younger workers face scarce opportunities and wages that are uncompetitive by European standards. This creates a push factor for emigration, further complicating generational turnover within companies and deepening Italy's demographic challenges. While the decline in unemployment is a welcome development, it is tempered by a concerning rise in labor inactivity and a persistent youth brain drain. Ultimately, these employment gains are occurring within a fragile macroeconomic framework defined by sub-1% growth, stagnant productivity, and real wages that continue to lose purchasing power to inflation. [6:  As previously noted, Italy's low birth rate and aging workforce represent significant demographic headwinds, posing a critical risk to the long-term sustainability of the labor market.] 

Discussion and Conclusion
This study underscores that the structural deficiencies of the Italian labor market remain entrenched. A complex 'tangle' of issues—ranging from high youth unemployment and stark North-South disparities to gender gaps that drive female inactivity—continues to impede efficiency. These challenges are compounded by a persistent brain drain, a pervasive underground economy, and institutional rigidities. Furthermore, an economic landscape dominated by small, traditional firms—contrasted with a few large entities in finance and utilities with entrenched interests—stifles innovation. Collectively, these factors act as a drag on productivity and the broader growth of the Italian economy.
Furthermore, low real wages, driven by an outdated bargaining mechanism, continue to limit consumption. Although the reduction in unemployment should support a recovery in real wages, stagnant productivity is contributing to slowing wage growth. Unraveling all these structural issues requires time and continuous action by the multiple stakeholders interacting in the labor market. Training incentives and the financing of professional retraining programs are essential to meeting the needs of young people and workers; consequently, they are vital for improving employment and general labor market conditions. Unfortunately, active labor market policies have failed to deliver the expected impact, as training remains insufficient. This lack of investment is particularly critical for a country characterized by low levels of education, growing educational poverty, and a persistent, widening mismatch between skills and labor market demand. 

International experience, particularly with regard to youth employment challenge, shows that many countries have implemented active labor market programs. Kluve et al. (2019) demonstrates that programs that integrate multiple interventions and services are more likely to have a positive impact – in particular in low- and middle-income countries.

To remain competitive, Italy must design a clear strategy to improve the performance of its labor market and prioritize the development of a workforce that can manage technological transformation. Therefore, the Italian labor market requires targeted policies and investments to cultivate a workforce capable of steering innovation. 

Furthermore, as emerging technologies radically reshape organizational structures, the rapid advancement of artificial intelligence—particularly in manufacturing and services—necessitates urgent action. Stakeholders must be empowered to harness the benefits of AI while proactively mitigating its risks. Furthermore, fostering a more dynamic ecosystem for startups and innovative enterprises is essential for long-term growth. Finally, aggressively combating the informal economy remains a prerequisite for improving overall labor standards and ensuring fair employment conditions.

Institutional reform is also essential to modernize wage-bargaining mechanisms, ensuring that pay scales adjust more dynamically to inflationary pressures. Furthermore, fostering increased competition across the service sectors would help eliminate economic rents and drive down consumer prices, ultimately boosting the real purchasing power of households.

Ultimately, a comprehensive strategy to improve labor market conditions must prioritize the quality of human capital, the narrowing of the gender gap, and the reversal of declining birth rates. While the recent rise in employment and the decline in unemployment are welcome developments, these gains will remain fragile without coordinated action. Solving Italy’s entrenched structural inefficiencies requires a unified effort from all labor market stakeholders to improve bargaining mechanisms and restore the growth of real wages.
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