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Draft

Italy's constitutional crisis
by

Sergio Romano

The wrong turn of Italian politics occurred in 1994. The
crossroad was in December 1993, after the success pf thelleft—wing
coalitions in some important municipal élections. The Democratic
Party of the Left (the former Communist Party) felt that the time
had come to go the polls and asked the President of the Republic to
dissolve Parliament. Scalfaro complied and the election date was
sét‘for the following March. Great mancuevres immediately began for
the creation of large elecoural coalitions. The most important
events of the period were the candidacy of Silvio Berlusconi and
the two separate alliances which he formed with the Northern League
and Alleanza Nazionale (a new label of the Movimento Sociale
Italiéno) to figt the progressive aliiance which was being built on

L

the left under the leadership' of the Democratic Party of the Left.
X ] :
Although divided on most issues the major competitors had a
% ’
common pe;shasﬁon: that new elections would create a new majority

, . : '
and that this would solve the problems of the country. In other

words they-demanded or accepted the elections because they felt the
. - ' e !?'. P . —-‘ o~ .

"
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crisis was political and could be met with the classical therapy of
early elections. This was the moment when the country took the
wrong turn. Italian politicians did dot understand, or prefered not
to admit, that the crisis had affected all the powers of the State
and that Italy had been 1living for many years with a dated
constitution, deformed and distorted by the political parties,
corporate interests and the constitutional powers themselves. Could
one really hope that a new majorit? would solve the problems of a
country when all constitutional powers neglect their original
. Functions and inrude in' each other's jurisdiction? Was it
reasonable to think that new elections, contested with a bad
electoral and ambiguous electoral law, Iwould be 'enough to
straiéhten Italy’'s constitutional mess?

The muddle, to begin with, is in the relationship between
Parliament and the Executive. Italian postwar democracy was born
"parliamentarian", but Ifaly's Parliament, unlike what happened
during the same period in other countries, kept absorbing new
prerogatives and écqﬁired, by mimicry, some features of the
American Congress. The trend goes back to the seventies when the
Communist Party decided that the best way to strengthen its own
role would be to strengthen Parliament and did so through the
reform of some crucialrparliamentary by-laws. Parliament as an
institution was quick to seize the opportunity and proceeded to
extend its prerogatives. Tﬁe result, twenty years later, is before
our eyes. The Chambers can submerge a budgetary law under a

.landslide ol emendments, employ most of their time to pass laws
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which in aﬁy other countries would go under the name of decrees,
regulations o¢f executive orders. They act as a superboard of
directors of the radio and television state corporation, they have
a right‘tolapprove the individual contracté of the ministry of
Defence. Thef have special commissions - on mafia, intelligence,
terrorism - whiqh have semiexecutive and semijudicial powers.
Paradoxically the decline of the political parties  has made
Parliament more "greedy" and feadier to do anything which may
attract the radar of public opinion. The commissions have become
stages where members play a noisy ﬁarody of parliamentary
democracy. Let me give a recent example. When a football fan was
killed in the proximity of Genoa's stadion before a match, the
competent commission of the Chamber of deputies summoned the
representatives of the major sport institutions and opened a hasty
debate.'lt did so only to cater to the emotions of public opinion
and gain éome minutes of prime Tv time.

Parliament's intrusiveness has forced the government‘to make
a growing use of legislative décrees, i.e. of a proviéion which is
immediately valid but loses its wvalidity if the Chambers do not
ratify it within sixty days. Thanks to the hypertrophy of
parliamentary powers Italy has become a country of provisional laws
which produce transient and uncertain effects, of taxes which can
be exacted today and may have to be returned tomorrow if Parliément
refuses to turn the decre into law..

Another serious distortion has taken place in the field of

justice,. particularly in the role of the "procuratore della
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Repubblita". It is useless to remind an American audience that the
publié proéecutor is not a judgé: he is the lawyer of the State or,
better vet, o©of the executivé power. In continental Europe he
traditionally belongs to the judiciary, but in other countries he
is simply an attorney and may be elected by the peoplé. To make
sure that he would bg docile and understanding some political
regimes have placed him undef the authority of the Minister of
Justice. In Italy, after faspism, the Constituent Assembly set ou
to protect him fromlthe ihterference of the executivé and thought
that it could achieve the purpose by stating that criminal actions
are "compulsory" (art. 112 of the Charter). Obviously this does not
mean that criminal actions have become an obligation which the
"procuratore" cannot forego. No prosecutor could pursué with equal
commitment and zeal all the crimes committed in his ju:isdiction.
He is forced to make choices and place them in qrder of priority.-
"Compulsory criminal action" means, en clair, that discretionary
power has been removed from the minister and conferred upon the
procuratore.

Here, however, a problem arises. When the choice is in the

" hands of the government, it inévitably coincides with its policy
and comes, sooner or later, under the scrutiny the voters. When the
choice belongs to the procurateore it is fair to inquire as to the
criteria with which hé will exercise his discretionary power. In
Italy the prqblem has been magnified by the three périods during
which prosecutors were confronted with a great national threat:

terrorism in the seventies, mafia in the eighties, corruption in
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the ninenties. The weakness and in some cases the complicity of the
political establishment‘ have conferred upon the procuratori a
national role, a leading function and extraordinary visibility.
Many have specialized in one of the crucial areas in which the
iﬁterests 0of the state were at stake, have made politically
relevant choices, have acguired a political connotation. Thanks to
the fight against terrorism, mafia and corruption, the prosecutor
has ceased to be the lawyer of the executive and has become the
lawyer or the people or, better yet, a tribunus plebis, a tribune
of the plebeians. Nalturally all discretionary power should be
exercised on the basis of a mandate. After Tangentopoli the mandate
of the procuratori comes from the media, from public opinion, from
demonstrations in 'front of the courts. To wonder why the
procuratori speak on television, give interviews or leak to the
press the news which may give their work greater wvisibily, is
naive. They inevitably'do what may trengthen, and widen the mandate
which they need to pursue what they consider and their mission;

The first conclusion to be drawn is that we should not define
all this by the word "justice". Justice belongs to the judges, not
to the attornes, whether public or private. The second conclusion
is that we might as well get used to the idea that the phenomenon
is going to last. Although the Italian version of it haé assumed
extraordinary dimensions, it belongs to the evolutions Qf western
democracies and is tied to the widespread dissatisfaction of
citizens for their representatives. We go to the polls because we

are all convinced that representative democracy is the least bad of
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all possible regimes, but we feel little respect and confidence for
the people we are eiecting. From this general lack of confidence
for politicians comes a tendency to set great hopes in anybody -
magistrate or technocrat - who will promise justic and good
government "without politics"; as if seclutions could Dbe
"technical", neutral, dictated exclusively by common sense. It is
an illusion which the newcomer will inevitably betray as scon as he
Will be recruited in the ranks of the political class. These
illusions however are the daily fare of the most important western
democracies.

If the prosecutor is not a judge and the phenomenon is bound
to last, we should define the mandate on the basis of which the
procuratori mai use their discrétionary power. Americans have done
it long age making the job of the district attorney, in some cases,
an elected one and by placing it squarely among the itineraries
which may be followed to enter politics. It is the case of Rudolh
Giuliani and many other American politicians. In Italy as well the
job has become the springbeoard into Parliament for people such
Giuseppe Avala, Giuseppe Di Lelleo, Tiziana Parenti, Lﬁigi Saraceni,
Claudio Vitalone, Luciano Violante e tomorrow, presumably, Antonio
Di Pietro. But we need greater transparency. If public prosecution
is a road into politics, somebody will necessarily wonder as to the
criteria which have inspired the prosecuntor before he decided to
become a politician. The only possible answer is that all ambitions
are legitimate as long as they are openly declared and do not hide

behind the rhetoric of the common good and civic duties. I do not
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know whether the best way to achieve clarity is to imitate the
United States and to . transform the "procurateori della Repubblica "
in so many dustrict attorneys, elected by the people. Bu I do not
think that a country can indefinitely accept a state of judicial
emergency or allow State officials, chosen through public exams, to
have a right of supervision and veto on the policy of the
governement. And I think that the preblem can only be sclved within
the framework of a far reaching constitutional reform of the
judiciary.

I could go on recalling other distortions éf Italian
constituional practice. Trade Unions have become the
"plenipotentiaries"” of Italian society. They have a right to
negotiate with the government any reform which may have social
repercussions and are doing in fact what should be done, according
to the constitution, by the National Council for Economy- and Labour
(art. 99 of the Charter). The‘High Council of the Judiciary has
become a parliament, in the style of the assemblies which
représented social and professional orders in Europe during the
Ancien Régime. The Constitﬁtional Court has become, for many of his
mempers, an intermediate stage in the "cursus honorum" of a public
man, a passage beyond which there may be other openings in public
life. One may say about the judges of the Court what I have élready
said ébout the procuratori: if they come from politics and go back
to politics, many will undoubtedly wonder, not without reasdn, with
which spirit and criteria they have exercised their functions while

at the court. Finally the president of the Republic, particularly
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in recent months, has assumed responsabilities which do not fit the
letter and the spirit of the constitution. From the Amato

government of 1992 to the Dini government of last January Scalfaro

- has made choices which have personally engaged him and have evident

political consequences. The "technical" government formed by
Lamberto Dini was in fact, from the start, the government of the
president; and it is difficult to conceive how a cabinet may be
responsable to a man who is "not responsible of any action
accomplished in the exercice of his functions" (art. 90 of the
Charter).

Each of these tears and rents demand mending. But it is absurd

to think than any error or malfunction of the Italian constitution

.could be isolated from the others and treated separately. We must

strengthen the Executive, liberate it from the tyranny of political
pParties and parliamentary assemblies, decide which president -~ the
head of the staﬁe or the Prime minister - should be elected by the
people. A stronger Exeéutives calls for a reexamination of regional
powers. It is impossible to ignore the call for federalism advanced
by the. League and to allow the present Regions td .spend
irresponsibly money which is exacted and distributed by the central
state. But you cannot envisage some kind of federalism without
granting to‘one of the Chambers the representation of the regions
and without redesigning the functions of Parliament. The
distinction between +the two Chambers ({cne federal,‘ the other
national) must entail a different competence, so that the laws may

stop shuttling back and forth between the two Assemblies. That is
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not all. We must use the reform to correct an anomaly which has had
a growing importance in the pathological growth of public debt.
Italy 1is the only great parliamentary democracy in which the
executive is not responsable for the financial policy of the
country, in which the budget can be deformed.and submerged by a
landslide of emendments, in which the parliamentary debate on the
the state's budget is a‘market where each pary, each faction, each
parliamentarian tries to cash his "ious” and letters 6f credit. The
worse crime of the First Républic is the creation of an
irresponsible regime, a system in which laws have no parents. When
a decision is invariably negotiated and watered down, who is to
take the blame for the consequences?

In a new republic new laws will be necessary on the
concentration of economic interests and the media, on conflicts of
interests, on the status and the independence of public television.
By his decision to enter politics Silvio Berlusconi has magnified
some fundamental problems of a meodern democracy. It is not
admissible for a company to own roughly haif of the television

networks of the country and it is not admissible, for a politician

with responsabilites in the Executive, to own one, or worse vet,

three television networks. We need a new law to dismantle the
ducpoly between Ral and Berlusconi's Finivest. We need a law on
"ethics and politics" to define the obligations of a politician
when he enters parliament or ﬁecomes a member of the Executive. And
we need rules to keep the political parties and the Executive out

of public television. None of +these laws 1is necessarily
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constitutional. But the importance of these problems in the life of
the country demands that they be dealt with within the framwork of
a radical reform of the political system.

Much of this has been debated in the course of 1994 and‘1995.
But after the wrong turn of January all constitutional issues - the
reform of the electoral law, federalism, the judiciary, conflict of
interests - have been discussed in political ferums where political
parties fought to overcome each other and have been necessarily
polluted by their contingent fears or ambitions. As a result the
great problems of the state have quickly disappeared from the
national stage as soon as political parties felt that they could
derive no immediate advantage from their solution. As a result all
political parties have frequently reversed their positions as soon
as a solution appeared, under the circumstances, useful for their
enemies. Having fallen to the lowest level of political life the
constitutional issues have become mere trading items or pretexts
for rhetorical statements. Instead of coming closer the solution of
the crisis we have constantly moved away from it.

I am personally conviced that the country needs a Constituent
Assembly to be elected with a law based on proportional
representation which should be able to work next to the ordinary
Parliament for reform of a part of the Italian constitution. But
even now, after the Mancuso affair, the ultimate ambition of
political parties is to survive the next electoral challenge. This
does not meén that Italy is at a standstill. Like a house without

foundations the political system is sliding down the hill and
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becomes less and less inhabitable. There may be political elections
in the near future and they may hopefully break the stalemate of
1995. But it remains to be seen whether they will set in motion the
process of constitutional reforms.

A few words, to conclude, on Italy's position in Europe.
Italy's political crisis has coincided with the Signature of the
Maastricht treaty and the creation a European Monetary Union. Was
it a mere coincidence? I think the treaty had the extraordinary
effect of bringing to the surface all the sins of the Italian
political system. The criteria for membership, which the Italian
government has lightheadely accepted in February 1992, have made
clear for all informed Italians that the country could not be be-
admitted. What is not universally clear however is that membership
does not only depend on the elimination of our colossal public debt
and the speedy reduction of the budgetary deficit. To be a member
of Eurcope Italy must adopt a political system which allows a stable
government, clear and long lasting political strategies, reasonably
gquick decisions. A system based on endless, and costly,
negotiations, designed to bring on board the largest possible
number of political partners and accomplices, is not compatible
with the political pace and administrative efficiency of the
European Union. The moment therefore 1s crucial. On Italy's
constitutional cheoice depends Italy's ability to stay in Eurcpe.
The stake at play is not only political reform, but the country's
status ‘and cultural outlook. If the reform fails Italy may be

forced to sever its links with Europe and fall back, as before
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uﬁification, into tﬁé Mediterranean. It‘ié difficult to imaginé
that the more advancéd regions bf northern Italy‘will accept what
will inevitably result in a,loss of proSperitf and status. There,

much - more than in the‘League's-muddled political programme, lies

thé danger of national division.




%-m,‘ ISTITUTO AFFARI o
1B [NTERNAZIONALL -ROMA

n® lnv, ALI8D

e e -

|
L Q2 mARZ0 1915
1

EH3LIOTECA




WETEIAL AL e
L

MAASTRICHT II. CAN ITALY KEEP UPR?
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1. Introductiqn

The process of European integration is at a turning point.
Recent discussions about the future of monetary union seem to
suggest that progress towards further deepening of the European
Union may be in question and that more than one model of Europe
may develop in the future. It is against this background that an
answer to the question thisg paper asks should be sought. To keep
up with the next phase of European integration, Italy -as all the
other members of the EU, both current and future- is asked to
undertake relevant adjustment policies producing heavy costs in
the short run in exchange for expected future benefits. While
costs are clear benefits are perceived as distant in the future
and often unclear.

The state of uncertainty Europe is currently going through
reflects deep rooted problems. The strategy Europe has chosen to
follow at the end of Ithe past decade, captured in the "“one
market one money" formula, has -so far at least- failed to
deliver its promises, and this failure has disclosed two old
weaknesses, a macroecbnomic and a competitive weakness, and
produced a new one, an enlargement/cohesion weakness.

This paper considers these three weaknesses and discusses
Italy’s position within each of them, to single out costs and
benefits of her partecipation to the process of european
integration. It then describes the evoluticon of the italian
political economy after the crisis of the Ems in september 1992
and the adjustment process Italy’s governments have implemented
to face the deep financial crises that had erupted. It finally
looks at the current situation and considers the possibility that
a "winning coalition" be established in the italian political
economy to proceed further in the convergence towards Eurcpe. It
suggests that such.a coalition 1s the one that has made it
possible to undertake the severe adjustment following the crisis

of 1992. It also argues that, in order for adjustment policies be




successful, in Italy and elsewhere, Europe must define her
priorities and offer clear opportunities of growth and welfare to

her citizens.

2. One market, one money? New promises, o0ld weaknesses

In the second half of the past decade Europe’s future was
resting on one clear project, itself based on two pillars: the
Single Market and wmonetary unification. The slogan of the
European Community -one market, one money- (CEC 1990) well
accounted for the basic economic rationale of the project. The
completion of the integrated market, through higher competition
and the exploitation of the economies of scale of a very large
‘market, would provide higher growth and employment, along with
lower inflation, while a single currency would further increase
the benefits of integration through the elimination of exchange
risks and monetary transaction c¢osts. Conversely, market
flexibility and factor mobility would provide the underlying
conditions for the succesful implementation of a continent-wide
currency area. While the elimination of remaining barriers should
have been completed by january 1, 1993, the gradual, yet
relatively rapid, evolution of the European Monetary System
should have led to a full wmonetary union by the end of the
century.

As of now, the exchange rate agreements of the EMS have
collapsed to a little more than formal wide-band agreement of a
limited number of european currencies, while two large eurocopean
countries, Italy and the United Kingdom, have left the exchange
rate mechanism (Exm) in the aftermath of the september 1992
crisis, and only few european countries are currently meeting, or
expected to fulfill in the near future, the Maastricht
convergence requirements. In a word, the strategy of gradual
convergence towards monetary union envisaged in the Maastricht
Treaty has -so far- failed. As far as the single market 1is
concerned the sign of its failure as a strategy towards improved

welfare in Europe is summarized in one figure: 20 million people




unemployed.

It is tempting to blame both failures on the consequences of
the fall of the Berlin Wall. It cannot be denied that Gerwan
reunification has generated a dramatic shock on macroeconomic
relations in Europe while the collapse of the CMEA agreements has
-at least as dramatically- raised the issue of enlargement to
Central and Eastern European countries and of its adjustment
consequences. These events, however, cannot account for the two
main economic weaknesses that Europe has been suffering from for
quite a longer period -a macroeconomic weakness and a competitive
weakness- that are at the roots of the failure of the "one market

one money wmodel".

-3 .Europe’s macroceconomic weakness

The crisis of the EMS has highlighted Europe’s macroeconomic
weakness, i.e. her inability to generate a common expansionary
policy, or rather her ability to engineer, at best,. a continent-
wide deflationary policy.

To understand this point let us look briefly at the way the
EMS has worked, as the EMS represents the most ambitious program
of macroeconomic coordination Europe has implémented after the
breakdown of the Bretton Woods system. '

The EMS was launched, in 1979, to establish an area of
menetary stability in a period of high and rising inflation in
the industrialized world. Looking back at the past fifteen years
one cannot deny that inflation has considerably declined in
Europe -see table 1- . The question is to what extent this result
is to be attributed to the EMS (Gros and Thygesen 1992). Two not
nutually exclusive interpretations can be advanced. The most
widely accepted is the ‘"credibility" interpretation (see e.g.
Giavazzi and Giovannini 1989) which can be summarized as follows.
Through the exchange rate constraint high inflation countries,
such as France and Italy and later Spain and Portugal, have been
able to import discipline from the core country -Germany- whose

tight monetary policy provided a nominal anchor to the system.




Such an external constraint would have been much more credible
than a domestic committment to disinflation in the
"undisciplined"® countries and would have defeated the
inflationary behaviour of both unions and firms without severe
costs in terms of output and unemployment.

Another interpretation (see e.g. Egebo and Englander
1992,1993) , offers a more traditional explanation which allows
to better understand how the new macroeconomic discipline
actually worked. The disinflationary process in Europe has been
much more the consequence of the - -rise in unemployment -see table
2- following a period of prolonged recession, rather then the
effect of the credibility of a new policy regime introduced by
the EMS. In reviewing the abundant literature and through their
own analysis Egebo and Englander find some evidence of the
credibility effect of the new monetary regime in financial
markets but very little or no evidence of such effects in labour
markets.

While this issue deserves further scrutiny it points at one
aspect of the macroeconomic weakness of Europe. There is a trade
off between unemployment and inflation in the European economy
which has been only partially improved by the EMS and which sets
a limit to the possibility of pursuing expansionary policies. In
addition, given the antiinflationary preferences of the core
country, any attempt by a single member of the EMS to implement
independent expansionary policy is inconsistent with the target
of exchange rate stability. (Blanchard and Muet 1993)

The experience of the past ten years, on the other hand,
indicates that the deflationationary bias of the EMS has been
mitigated by two distinct, and sometimes reinforcing, mechanisms.
The first 1is external to the European economy and 1is quite
obvious: the export opportunities provided by the combination of
expansionary fiscal policies .in the United States and the
appreciation of the dollar in the first part of the previous
decade; the second is related to the specific relations among
European countries.

Table 3 reports the evolution of current balances as

percentages of Gnp of the major European economies since the




inception of the EMS. Table 4 reports the lead in the US growth
rate with respect tg Ehé con££;£££;1 economies: The figures
highlight twe facts : a) the expansionary effect of the US
current deficit on european economies -whose current account
improve- in the central part of the 80's ; b) the opposite signs
of the current account in Germany (positive) on one side and the
three other major european countries (negative) on the other.

This second feature is particularly evident in the period
of increasing tightness of the EMS, since the beginning of 1987,
and indicates that nominal exchange rate stability did allow
diverging real behaviour, with inflationary countries witnessing
real appreciation -see table 5- . Current account.disequilibria
were financed. through capital flowing towards high inflation
countries as financial markets were increasingly convinced of the
commitment of the latter to fixed parities . This evidence is
consistent with the idea —éupported by empirical evidence {Egebo
and Englander 1992) - that some credibility effect did work
through financial markets. It also suggests, however, that such a
change was made possible by a distribution of current
disequilibria within Europe that considerably helped to ease the
costs of disinflation. In other words Germany played the role of
residual country in the EMS from a double perspectives: by
providing a nominal anchor to monetary policies and by providing
finance to the funding to trade disequilibria . Recent empirical
anlaysis (CER 1995) also highlights the fact that european
countries have shown an increasing convergence in their
macroeconomic performance towards the german macroeconomic cycle
and that this ‘has contributed to the disinflation process athough
at a high cost in terms of unemployment. '

The way in which German reunification was financed reverted,
dramatically and very rapidly, this pattern of trade
disequilibria, while adverse cyclical conditions in the US failec
to provide external relief to the European recession. Quickly the
markets began to realize that the fulfillment of the Maastricht
convergence criteria would have raiséd the already high
unemployment costs of monetary convergence to politically
unbearable levels. The credibility of the EMS, and what is more
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important, of the convergence apprcoach to monetary union, was
irreversibly shaken. (Eichengreen and Wyplosz 1993)

4, Europe’s competitive weakness

The White Paper on Growth, Competitiveness and Employment, (CEC
1993) locks at the three components of unemployment ih Europe:
cyclical, structural, and technological. While the elimination of
the first component requires that Europe’s macroeconomic weakness
be overcome, structural unemployment requires that labour market
rigidities be eliminated. Technological unemployment hides the
most problematic aspects. Europe needs to fill her technological
gap vis a vis the United States and Asia to compete and grow in
global markets even if this will lead to an increase of
unemployment in the medium run.

The competitive position of Europe can be improved 1f the
comparative advantages -both static and dynamic- of her national
economies are fully exploited. Indeed the success of an
integration pfocess, such as the single market, can be measured
against this presepective: the region as a whole will benefit if
all its parts partecipate in full.

The evidence presented in table 6 suggests that there are
relevant differences in the specialization patterns of the major
european economies. The disappointing aspect of this process is
that declining positions, in- terms of shrinking marketAshares,
are concentrated in sectors where the role of scale economies and
the productién of knowledge are more relevant for a competitive
performance in global markets. If this tendency were to be
consolidated two negative consequences would follow for the
european economy as a whole: Europe would loose positions in
faster growing sectors in world markets ; the relatively more
favourable performance of sectors (and countries) which have to
import new knowledge from outside would be increasingly
dependent on ﬁon european sourcing and perpetuate the technology
gap vis-a-vis other regions.

Differences in national performances are clear and highlight
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the decrease in market” Sharés for Fisiie, Germany and the United
Kingdom and increases for Italy and Spain. What is perhaps more
interesting is sectoral behaviour. Substantial gains for all
countries can be observed only in the food processing industries,
notably a consequence of Europe’s Common Agricultural Policy.
Losses are concentrated in electronics, computers, chemicals
(with the exception of France and Spain) and, with the exception
of Italy and Spain (whose market shares increase), in wmachine
tools, textiles, construction and transport equipment.

This evidence suggests that the poor performance of European
trade in high technology sectors reflects a substantial
weaknening of national economies whose comparative advantages are
-or have been- relatively stronger in those sectors, and that
their relative decline has not been matched by strenghtening

comparative advantages in the same sectors in other countries.

5.Enlargement and Cchesion

A new model for Europe must be built 1in the perspective of

further enlargement, towards Central and Eastern Europe in the
first place. This adds a new dimension to the problem as
enlargement requires adjustment of the economies of both old and
new members of the EU. To understand the point let us take a
gquick look at the évidence below. Table 7 offers an
impressionistic view of the specialization patterns in an
enlarged Europe drawing on revealed comparative advantages . If
we assume that a process of integration in - Europe would deepen
national specialization patterns in the direction of existing
comparative advantages, the information summarized in table 7
offers a first indication of the mutual consistencies and/or
inconsistencies implicit in such a process.

The first point to note is that the comparative advantages
of the three largest western european economies, Germany, United
Kingdom and France, are located in the sectors where the
comparative disadvantages of Eastern European countries lie, and
viceversa. From this point of view these two groups of countries

are in a favourable position as far as the process of integration



is concerned. The comparative advantage that the former enjoy in
the science based and specialized suppliers sectors suggest that
they are in the position to produce and export the technology
and equipment Eastern European countries need to upgrade their
competitive position, while they would become importers of the
goods for which Eastern Europe enjoys a comparative advantage.
Also note that, while the entrance of Efta countries into EU can
be considered only a limited source of adjustment pressures -if
not for reasons of specialization at least for a question of
market size  (Norman 1991) these countries also present a
specialization pattern which is complementary to that of Eastern
European countries

Let us now turn to the conflicting part of the scenario,
i.e. at those cases in which eastern and western countries reveal
comparative advantages in the same sectors. France has a
comparative advantage in agriculture while the UK has one in the
energy sector. On the eastern side the Czeck and Slovak republics
reveal a comparative advantage in the scale intensive sector.

Problems are possibly more severe if we turn to the position
of Italy and of the southern members o©of the European Community,
Greece, Portugal and Spain. Their comparative advantage lies in
the traditional and agricultural sectors {with Spain acquiring
one 1in the scale intensive gector), and also in the specialized
suppliers in the case of Italy.

In order to accomplish full integration into the EU,
markets will have to be liberalized for access of Eastern
European trade in three crucial areas: agriculture, textiles
and clothing, and steel, i.e. those sectors where protectionist
resistance is the fiercest and where the action of the
Community has been able, so far, to produce only a moderate
amount of liberalization. The evidence suggests that only in few
EU countries comparative advantages would not represent a source
cf conflict to a iiberal policy viv-a-vis Eastern Europe. The
crucial point, however, is not whether a specific country would
gain or loose but rather that benefits and costs of enlargement
are bound to be asymmetrical. Asymmetry increases the political

costs of enlargement, especially in times of severe unemployment,



and highlights Europe’e third weakness: the difficulty to expand
her boundaries without severely affecting her internal cohesion.
Coping with cohesion, in turn, requires that redistribution
mechanisms be deeply modified both in terms of new resources and
of new institutions to the benefits of peripheral countries and

regions, mostly located in the south of the EU.

6.Italy’s position in the European economy

In this paragraph we congider Italy’s position in the three areas
discussed above: macroeconomics, competitiveness, enlargement

and cohesion issues.

Macroeconomics Partecipationrin the exchange rate agreements of
the EMS (Erm) has produced dramatic changes in Italy’s political
economy. Over the past decade Italy’s macroeconomic policy has
moved away from the accomodating stance of the 70’s, which led to
perverge inflation devaluation spirals, to follow a clear
antiinflation priority driven by the exchange rate committment.
At first softheartedly the new course assumed increasingly tight
contours as it adapted to the new "external constraint" provided
by the European macroeconomic regime. What eventually produced a
substantial turnaround,- however, were dramatic changes in the
domestic political and economic arena. A major breakthrough in
the fight against inflation was the abandonment of the wage-
indexation mechanism (scala mobile) which marked a political as
well as economic defeat of the trade unions and of the left wing
parties supporting them when the referendum they called against
the abolishment of scala mobile was clearly rejected.

The social and political background to the new economic
course was the consequence of the weakening of workers’s
political and trade organizations. The weak macroeconomic regime
Europe was developing, however, did have some effect. The deep
internatiocal recession of the early ‘80’s had contributed to the
weakening of labour militancy while the subsequent pick up of

growth, supported by the peculiar contour of the american cycle -
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see above- provide some relief to economic activity and hence to
employmént which, contrary to previous attitudes, was increasingy
considered as a primary target and altérnative to wage increases
by trade unions.

More importantly, the reaction of industry to the new
environment was explicitly forced upon them by the new monetary
policy stance followed by the Bank of Italy. The discipline
effect generated by the Erm was transmitted onto industry by a
policy of gradual but firm real appreciation of the exchange rate
(as the nominal exchange rate was allowed to depreciate less than
the inflation differential). The wmessage to entrepreneurs was
clear: competitiveness could not be obtained any more through
devaluation, rather it was to be sought through productivity
gains and resistance to excessive real wage increases. Industrial
relations had to adapt to the new macroeconomic regime in Europe
not so much because of credibility but because of new relative
power distributions (Chiorazzo, Ginebri, Padoan, Pittaluga 1994).

That, in brief, was the "success side" of the discipline
story during Italy’s partecipation to the Erm. However the very
mechanism of monetary discipline produced undesired side effects
on the behaviour of the sheltered sectors of the economy and,
above all, of public finance. The Bank of Italy was well aware
that no permanent success over inflation could be obtained as
long as public debt and deficit were scaring. (See table 8). From
this point of view the strategy not only failed but was, to some
extent, undermined by the exchange rate discipline itself: as of
1987 the EMS became de facto a fixed exchange regimé, making it
impossible to lower interest -rate levels for high inflation
countries such as Italy, high interest paymentsg, as a consequence
built up on the government’s debt service.

The other disturbing effect of the fixed exchange rate
regime was the increasing weight of the shelterd sector in the
economy ({(see Barca, Visco 1992) that, while not affected by the
loss of competitiveness, became itself a source of inflationary
pressures, contributing to the appreciation of the real exchange
rate.

The most relevant change in the macroeconmic picture,
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however, was the move to full capital liberalization which was
completed by the summer of 1990 (ironically when German
unification was beginning to work its effects through the
European economy). This event was hailed as the demonstration
that Italy was clearly on the way to fulfill her European
obligations, and as such was indeed received by financial warkets
as capital inflows sustained the currency when the lira entered
the narrow band of the Erm in early 1990. '

At the beginning of the new decade Italy’'s macroeconmic
profile apparently resembled that of the United States:
relatively high real growth, a trade deficit sustained by capital
inflows, high interest rates, an overvalued currency. This
scenario, indeed the reflection of a highly imbalancd system, -an
apparently healthy ecdnomy in a substantially weak european
environment- was to become shocked by the wave of wmonetary
turmoil which was soon to mount in international financial

markets.

Competitiveness A similar story, of apparently good performance
and underlying structural problems, can be told with respect to
the position of italian industry in the process of European
integration. As we have seen above Italy appears as one of the
few "success stories" among EU members as far as international
competitiveness 1is concerned. Indeed while such performance 1is
the reflection of the "Italian miracle" it also highlights the
fact that Italian industry has substantially failed to improve
her competitive position in high value added and technology
intensive sectors.

It 1is interesting to confront such performance with
different exchange rate behaviours. Devaluationary exchange rate
policies did not create substantial incentives to upgrade
productivity through innovation in the 70‘’s and such incentives
did not emerge as a response to the real appreciation of the past
decade.

It would be misleading to blame such a performance on
exchange rate policies alone. The failure of italian industry to

upgrade her innovation efforts with respect to other major
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european economies is documented both by the amount of innovation
efforts and their limited success in terms of patenting (see
table 9) suggesting depeer structural problems. In any case
evidence shows (Amendola Guerrieri, Padoan 1992) that, again
contrary to the case of other major industrialized countries,
italian export specialization and performance are not linked to
technological specialization.

The structural weakness of italian industry is not just
reflected in limited innovative activity. When the single
market initiative was announced other countries reacted by
speeding up their investment activities, in terms of wmergers
and aguisitions, joint ventures as well as plant relocations so
as to increase the degree of concentration and achieve a minimum
size necessary to compete in larger markets. Jacquemin A. (1982),
Italian firms, largely because of their small size, have produced
only limited efforts in such a direction (see table 10)
suggesting that the much celebrated flexibility of Italian
industry hides a substantial inability to produce the quality
jump necessary to compete in the new european and global
environment. It also indicates that adjustment margins available
to the industrial sector oscillate between the possibility to
gain productivity increases at firm level and the request of

policies to accomodate a *favourable" macroeconomic environment.

Enlargement and cohesion We then come to the third aspect of
Italy‘s position within the challenges faced by the EBuropean
economy: the consequences of enlargement and the problems of
cohesion. It- is generally believed that, in spite of her
structural weakness Italian industry will benefit from future
enlargements both towards the East and the Socuth. While there is
some evidence that this may be the case (CEC, 1994,) aggregate
data, for the Italian as well as for other member states |,
conceal the fact that these positive effects will probably worsern
the regional consequences of the asymmetric distribution of
costs and benefits of enlargement (Padoan 1994). This is =
particularly severe problem for Italy as it highlights the

dramatic features of the Mezzogiorno issue, which may be
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summarized as follows: as Italy’s unemployment rate remains high
on a national aVerage (above 10 per cent) the northern part of
the country is now operating close to "full" employment while the
rate of unemployment in the south is near 30 per cent, most of it
being youth unemployment. This reflects the fact that most of the
dynamic, export oriented part of industry is located in the North
central regions of the country and, what is wmore important, this
trend has been deepening over the recent past. The Mezzogiorno
economy, on the contrary has, more than any oher region in the
EU, (CEC 1995) "specialized" in services and in activities
concentrated in the sheltered sectors. This implies,
paradoxically that the Mezzogiornoc has benefited from the period
of overvaluation of the lira and that the sectoral distribution
consequences of the "strong currency policy" have also a clear
regional dimension. The policy, and political, implications are
obvious. Such a situation has produced a redistribution of
resources from the North the South which, not surprisingly, has
ignited separatist tendencies in Italian society.

Trends towards increasing globalization and capital mobility
add a new strain to Mezzogiorno, given its structural inability
to attract investment and given the increasing limitation of

resource implied in financial adjustment.

7. The crisis of 1992

Ironically, the financial adjustment which partecipation to the
Erm required and never delivered was brought about as a
consequence of Italy’s exit of the Erm in september 19%2. The
fioating and devaluation of the lira marked much more than a
currency crisis. It was a full fledged financial c¢risis which
erupted as a consequence of tensions which had mounted in the
entire economy: the appreciation of the 1lira had become
increasingly unbearable for the exposed sector of industry,
further interest rises would have been at best counterproductive
given their consequences on already deteriorated public finances.

When international markets realized that the degree of monetary
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cooperation in Europe was eroding and that social consensus for
Emu was rapidly fading speculative attacks targeted, first of
all, the weak components of the monetary chain, and obviuosly the
lira was one. |

A plunging currency and soaring interest rates accelerated
the political and social consesus for the most severe fiscal
adjustment Italy had witnessed since the post war reconstruction,
The Amato and then the Ciampi governments, in the eruption of the
"tangentopoli" events, implemeted measures which eventually
faced the emergency and‘set the course for a slow but finally
materializing adjustment in public finances.

In 1993 the Italian aconomy presented a text book picture.
The devaluation of the lira had more than compensated the loss in
competitiveness cumulated over five years of fixed nominal
exchange rates. The drastic fiscal adjustment had compressed
domestic demand producing, for the first time after the war, a
decrease in real household consumption and severely hitting
investment behaviour. Conditions were ideal for a rebound of
growth through export led recovery, in spite of the weak
international demand. The trade balance sharply improved in 1993
and 1994 (see table 3) and, to the surprise of most observers, -
including monetary authorities- the huge nominal devaluation did
not produce significant inflationary consequences. As 1t later
became clear the initially virtuous price behaviour was the
result of three. factors (Chiorazzo et al 1994): the weakness of
domestic demand, which had forced importing firms to resist to
market share losses at the expense of severe profits cuts after
the devaluation of the lira; the moderate wage beahaviour which
was the result of the july 1992 agreementg between industry and
trade unions, and which had cancelled any remaining indexation
clause; a deep restructuring of the sheltered sectors which had
just begun to develop at the beginning of the decade, especially
within commercial distribution sectors and which had weakened the -
g0 called "structural component" of internal iﬁflation (Barca and
Visco 1992)

The latter two elements have structural characteristicg and
the

point to the few positive indications of the capacity of
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italian political economy to adjust to the new international
environment. The negative, and dominating, aspects reflect the
inability of a financial system -exposed to fully liberalized
capital warkets- to find a new equilibrium in a context were
monetary policy is left without an anchor. This eventually
produced a divergence between the "real" economy, on 1ts costly
way to adjustment, and the “financial" economy, where the burden
of the huge public debt has put any policy action under the
scrutiny of international financial markets.

How deep this divergence was -and still is- became clear
when political uncertainty which followed the political elections
in early 1994 rapidly led to the destruction of the limited, yet
encouraging, results that the policy management ¢f the previous
government had obtained. Foreign investors which had generously
granted credibility to the adjustment path , encouraged by an
aggressive policy of placement of italian public paper 1in
international markets, had reached the point of holding more than
15 per cent of italian public debt. In the summer of 1994, in the
face of mounting political conflicts, foreign investors changed
direction. Huge capital outflows rapidly materialized producing a
deterioration of the overall balance of payments, 1in spite of
exceptionally good trade performance, cutting the holdings of
italian bonds by more than half, interest rates soared and the
lira plunged again. Italy was still on the verge of a financial
Crisis.

The behaviour of the lira clearly illustrates the situation.
Both private and official observers agreed, by mid 1994, that an
equilibrium exchange rate of the currency was to be located below
1000 lire per D-mark as this reflected the course of fundamentals
after the crisis of 1992. Yet financial markets were driving the -
currency towards, and beyond, 1200 lire per D-mark. Apparently
the currency had two (or more) egquilibria: one reflecting the
behaviour of 'real fundamentals and the other reflecting the
assessment of financial wmarkets of the policy stance and
perspectives. It was not obvious that the first -virtuous-
equilibrium would eventually dominate the second one as this

required not only that the adjustment of the real economy should
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continue, but that it would not be eventually undermined by a
precipitating political environment which would push the lira
onto the second -higher- equilibrium. If the 1lira would
eventually be locked in the latter the wmain piilar of the
adjustment process in the real economy -the cooperative agreement
between industry and trade unions to control price behaviour
through the incomes policy set up in the july 13992 agreements-
would be overthrown, opening the way to an inflation devaluation
spiral in many ways similar to the one the country had witnessed
in the seccond half of the seventies.

This, in short, is the picture we are'very much facing now,
where the crucial target is to match the adjustment in the real
economy following the devaluation, with the adjustment in public
finance. Before we ask whether this target can be met we must
briefly look at what Eurcpe is offering as a reward for such an

effort

‘8. A new model for Europe?

As I have argued elsewhere (Padoan 1995) the demand for
support that domestic political economies direct on their
national governments decreases when the international regime is
strong, i.e. when it can and will provide stable and sustained
growth and hence resources that can be redistributed within the
national economies. On the contrary, when the international
regime is weak, in that it cannot offer the above, demands from
international institutions to adjust and "converge" will be
resisted more severely within the national economies and stronger
demands for support and resources will be put on national
governments.

This conjecture puts the perspectives of adjustment to
"Maastricht" in Europe under a contradictory light. While the EU
is requesting increasing efforts to meet the Maastricht criteria,
Europe’s weaknesses make it increasingly less desirable for
national political economies to proceed in the adjustments.

A new European regime , to be strong and credible, requires that
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the three weaknesses be eliminated. i.e. that Europe be in a
position: of engineering an autonomous, growth oriented,
macroeconcomic policy, of £illing her competitiveness gap, of
sustaining the enlargement process.

The three weaknessess rise and fall together. A single
currency would help Europe to overcome her macroeconomic weakness
as .it would allow to engineer autonomous region-wide
macroeconomic policies and or. to insulate T(partially} European
interest rates from the rest of the world. Benefits of a single
currency would increase with the degree of economic integration
(Eichengreen 1994). '

This, in turn, would be strenghtened by a more favourable
performance in high growth and high technology sectors. The
elimination of rigidities in labour markets would greatly improve
the inflation-growth trade off. Perspectives of stable and high
growth would eliminate or dramatically diminish resistances to
enlargement.

A new European regime requires a virtuous circle that
"exploits the sgelf reinforcing mechanisms between the three
components . The problem with such a perspective is that the
transition to new model may be as difficult and disappointing as
the old one and eventually the consensus to the new project would
vanish, turning the circle from virtuous to vicious. Let us
summarize the major difficulties.

As the EMS experiénce has shown the risks associated with a
convergence process to the final stage of monetary union may be
very large, not only because of the high costs in terms of
foregone output and growth, but also because of the fact that the
degree of cooperation among national wmonetary authorities falls
dramatically when a crisis erupts. This implies - as Papadia and
Saccomanni have suggested (1994) - that before any f£final jump
towards monetary union is attempted the appropriate institution
building process must be completed, i.e. the elements of a common
payment system and of a Europen Central Bank must already be in
place. Only when such a process is completed the political
decision to monetary union can be taken. In the meantime the

political consensus and tension wmust be maintained and
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reinforced.

As far as the issue of competitiveness is concerned -as the
White Bock on Competitiveness, Growth and Employwent has
stressed- this target requires an intensive effort to provide
Europe with an appropriate infrastructural network tc maximize
the diffusion of innovation , a strong effort in the investment
in human capital as well as the elmination of the strong
rigidities and barriers which are present in eurcpean 1labour
markets,

A problem remains open. As it has been recently reiterated
(Krugman and Venables 1993) a region with low transport costs
and high opportunities for the exploitation of scale economies -
which closely resembles the model of Europe portrayed in the
White Paper- might lead to increasing regional disparities as
fast growing industries will concentrate in those, few, locations
where "forward" {(via large availability of resources such as
human capital) and "backward" linkages (via proximity to product
markets) are present . In other words the advantages of greater
competitiveness and growth and their benefits in terms of new
employment risk to be concentrated only in a few regions and thus
increasing the asymmetries within the Union. Success in
competitiveness as a basis for a new model for Europe will then
require an appropriate diffusion of its benefits especially once
monetary union will have eliminated the exchénge rate as an
adjustment instrument.

Similar problems could emerge as enlargement towards
eastern and central european countries progresses. As we have
seen above the structure of comparative advantages in an enlargec
Eurcpe is bound to redistribute unevenly the benefits of
integration with the major net benefits (costs) concentrated in
the mnorthern (southern) part of the Union. '

In sum, the search of a new model for Europe is bound tc
create new tensions within and among european nations. If
specific interest are not resisted a possibile outcome is that =z
new Europe is either bound tc become less open and more
aggressive wvis-a-vis the rest of a the world and/or increass

disparities between ‘“rich" and "poor" regions within the Uniox
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which would rapidly translate into political obstacles to change
as the level of social cohesion would fail to reach a minimum
level

9. Can Italy make it?

We are now in the position to try to answer the question
this paper asks, which we would like to reformulate as follows.
Assuming that Furope keeps up with her promises, i.e. that a
new model will be robust enough to overcome the three weaknesses,
will a "winning coalition" emerge in Italy to complete the
adjustment process now under way SsoO as to bring the economy
towards the virtuous equilibrium point?

That attention should be focused on the formation of a
winning coalition should be clear from the discussion of the
crisis of 1992 developed above. The positive results obtained by
Italy in the immediate aftermath of the crisis of the lira were

made possible by a virtuous interaction between industry, trade

~unions, the government, and monetary authorities which,

exploiting the relative weakening of the sheltered sectors, were
able to set up an agreement to protect the economy £from the
inflationary consequences of the devaluation and set the base for
the recovery . The dramatic financial picture, in addition,
gained (or forced) the consensus for heavy fiscal adjustment.

The point we face now 1is whether such a coalition can
lenghten and strenghten'her life beyond the emergency and work
through the long process towards a new phase of european
integration. '

Recent research (Garrett and Way 1995) has made it clear
that success against inflation, which is a basic prerequisite for
financial stability given its effects on interest rate behaviour,
requires not only central bank independence, as wuch of the
literature has reiterated over the past decade, but appropriate
labor market institutions so as to make an antiinflation

committment on the part of monetary authorities effective anc
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credible. In particulér macroeconomic benefits, in terwms of lower
inflation and higher growth, delivered by central bank
independence are an increasing function of labor’s capacity for
collective action. The latter, in turn, should be understood, not
only in terms of having *strong" trade unions, but also of
reaching a stable agreements between trade unions and employers
organizations (Hall 1995)

A European central bank would by definition be independent
(from pressures of national fiscal policies). Once such an
institution were to be in place'an agreement between trade unions
and employers organization, such as the one struck in july 1992
would provide the '"core" of a winning ccalition, i.e a necessary
condition for Italy to proceed in her adjustment process towards
Europe.

It would be necessary but not sufficient, however. Lacking
deeper adjustment the winning coalition would eventually collapse
under the pressure of the structural imbalances which still
remain to be tackled: mass, especially youth, unemployment, the
Mezzogiorneo, the adjustment of the Sheltered sector, on which the
burden of providing the majority of job opportunities will in any
case rest. These structural imbalances would soon lead industry
to resort to devaluation as a response to deeper unsolved
issues.

At the end of 1995 it became clear that Italy‘’s financial
position had dramatically improved. For the first time after
several years the debt to GDP ratio had started to decline (see
table 8) and the primary surplus, amounting to more than 3 per
cent of GDP, was five times larger than the EU average. However
this had, at the beginning of 1996, produced only modest
cuts in the level of interest rates and hence on debt service.
Such a situation has opened up a debate on the opportunity to
implement a yet stronger fiscal squeeze (ranging around 70.000
billion lire) to "convince the markets" of the willingness of the
country to complete the adjustment.

The Kkey political issue then becomes whether a government
can be set up, resting on winning coalition robust enough to

implement such an adjustment. For such a strategy to be
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successful two conditions must be met: a) the groups supporting
the coalition must have a long time horizon, i.e; an horizon
where the future benefits of.today’s stabilization . can be
clearly transformed in higher growth and ewployment; b) that
Europe present herself in a more benign picture. One example in
this respect would be the definition, at the Inter Governémentai
Conference opening in Turin, of transition rules for those
countries not joining the first group of EU member states in the
single currency that are effectvely conducive to a cooperative
management of such a phase. In the definition of such rules the
main lessons from the 1992 crisis of the Ems should be kept in
mind: that a severe cooperation deficit emerged among the
parteciéants to the Erm; that the Ems has proved not be
recession-proof, i.e that the markets have judged very negatively
the unemployment costs aésociated with the deflationary
consequences of the fixed exchange rate regime in Europe.

It must be clear, however, that while fiscal adjustment may
not be completed in time to catch the first train to Euro it must
be pursued all the same if Italy does not wish to drift away in
the rapidly changing european environment.

To achieve irreversible committﬁent to monetary stability,
but, more importantly, to regain flexibility in fiscal policy, a
totally new role for the state in the economy must be defined, so
as to ilmprove competitiveness through authentic structural
adjustment. That is to gay financial adjustment not only will
have to tackle the size and the dynamics of debt but also the
composition and quality of state expenditure and taxation. A
"light government" does not necessarely imply that the state
should give up some forms of allocative role. This is demanding
not only because of Maastficht but, more importantly, because the
features of global competition.

While some important goals have been achieved, such as the
reform of the pension system, and others are under way, such as
the string of privatizations, the state must define new policy
guidelines in crucial areas such as the formation of human
capital, the provision of adequate infrastructure, the support of

research and development. In a word the italian state must
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contribute to provide Italy with the basic elements of what is
now known as a "national system of innovation", (Nelson 1993) i.e
that system of institutional and infrastructural networks that
generate the forms of cooperation and interaction between the
market and the state without which employment and growth
opportunities will decline, and any support for adjustment for
"Europe" ‘will inevitably fade. This strategy would be in line
with the one Europe as a whole should pursue, along the lines
recalled in para. 8.

The political debate going on in Italy clearly shows that
the potential for an anti-Maastricht coalition to materialize,
and even become dominant, is there. It is not difficult to
imégine which groups and political parties could line up behind
the flag: public employees ﬁhreatened by the perspective of
additional substantial cuts in public expenditure; unemployed
(especially in the Mezzogiorno) threatened by the perspective of
loosing unemployment benefits; a (large?) part of the small
entreprises (both managers and workers) afraid to give up the
opportunity of resorting to devaluation once structural
constraints depress the export profit cycle. Some, possibly
several, italians belonging to these groups are today still part
of the winning coalition supporting the Maastricht perspective.
This state of affairs, however, might turn out to be extremely
unstable in the near future.

To conclude. Italy can keep up to Maastricht II because the
underlying political economy has all the energy and resources
that are necessary. for the task. One condition for this to
happen, however, is that Maastricht is not perceived as the only
thing Europe can offer in the imagination of the Italian voter,
i.e. budget cuts and higher vulnerability, out of which only a
few and privileged can take advantage from. Not surprisingly, the
latter are highly vocal among those who actively work against the
adjustment. To obtain this, as we have argued above, Europe toc
should adjust to Maastricht.
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Tables
Table 1. Consumer price inflation. Major EU countries

Italy Germany France UK

1980 21.2 5.5 13.5 18
1981 19.5 6.3 13.3 11.9
1982 16.5 5.3 12 .6
1983 . 14.7 3.3 9.5 4.6
1984 10.8 2.4 7.6 5
1985 9.2 2.1 5.8 6.1
1986 5.8 -0.1 2.6 3.4
1987 4.7 0.2 3.3 4.2
1988 5.1 1.3 2.7 4.8
1989 6.3 2.8 3.5 7.9
1990 6.5 2.7 3.5 9.5
1991 6.3 3.5 3.2 5.8
1992 5.2 4 2.4 3.7
1993 4.5 4.1 2.1 1.6
1994 4 3 1.7 2.5

Source CEC
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Table 2 Unemployment rate. European Union

1980 6
1981 7.7
1982 9

1983 9.9
1984  10.6
1985 10.8
1986  10.7
1987  10.3
1988 5.8
1989 8.9
1990. 8.3
1991 8.8
1992 9.4
1993 . 10.7

3

1954 11.

Source CEC
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Table 3 Current account as percentage of Gdp.

1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994

Italy

71
.34
.46
.52
.27
.27
.34
.01
.07
.47
.29
.34
.73
.23
.70
94
.34
.29
.76
.36
.55
.05
.28
.16
.34

Germany France

| | I B
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1 | \
=R R

.71
.44
.46
.46
.78
.03
.83
.78
.39
.71
.71
.52
.78
.81
.60
.65
.46
.14
.24
.86
.12
.22
.22
.13
.23
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.05
.33
.15
.58
.44
.78
.96
.11
.45
.89
.63
.81
.22
.91
.23
.06
.25
.56
.50
.48
.82
.51
.29
.74
.74

UK

.54
.89
.30
.34
.80
.44
.62
.04
.67
.23
.23
.65
.67
.16
.45
.63
.22
.14
.49
34
.50
.48
.59
.75
.25

Major EU countries
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Table 4 Gdp growth

1971
1872
1973
1974
1975
1976
1977
1978
19789
1980
1881
1982
1983
1984
1985
1986
1887
1988
1989
1990
1991
1992
1993
15994

Source CEC

Italy

3 T

NORE O HE NN R WM NN R O OO e Wi ;

NP

o o

N NN R W R R W] O N oY 0oyt W

rates. US and major EU countries

B W N O RN RN WO W N RO N R

27

"UsA

H o W N W O WwWNN Y NN oUW o RN W

France UK

4.8

4.4

3.1

N

5.4

1
<
)

H RO NS B NN HE R O NKRE R W W WA
Ul W 00 1 WU WU W0 W N oM W NN

O N O N U R W N W R NN W NN

2.0
3.5
7.4
-1.7
0.

[ NS]

(8]

93]

Wt o R N O W W ] WU s D

H R D W W kNN N RO O O bW NN D,

[\]
NS

Germany

3.1

4.2

4.6
0.2

f

'_.I

Lo T B o - T < R + ) B S e T e > I N e

N = o W



Table 5 Real Effective Exchange Rates. Major Industrialized
Countries (1987=100)

1589 1990 1991 1992 1993

1988

United States 94.1 99.7 98.0 95.8. 94.6 96.9
canada " 107.4 110.5  107.1  106.6 99.8 96.1
Japan 107.1 99.6 89.0 96 .2 99.4 115.5
Belgium 97.7 99.2 102.1 98.9 99.9 97.8
France 99.0 97.3 100.7 98.2 100.0 101 .4
Germany 98.5 96.6 100.3 99.7 103 .4 105.0
United Kingdom 108.0 104.9 107.2  112.3 111.1 104.2
Netherlands 98.0 97.6  ~99.0 96.6 96.8 96 .4
Italy 97.2 99.6 103.6 104.1 101.8 88.2
Ireland 97.3 95.8 97.1 93.4 96.6 94.4
Denmark 99.0 97.9 103.1 100.4 100.8 101.1
Austria 97.3 94.8 98.0 96.4 96.6 97.1
Spain 103.2 108.0  112.4  111.6 109.6 96 .6

Source: Bank of Italy
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Table 6. Percentage change in market shares on world exports.

Five european countries. (19?9-90)

Total Food Pr. Chemic. Electr. Machin t. Comput.
Fr -0.85 2.10 0.65 -0.97 -1.41 -2.27
Ge -1.20 2.96 -1.82 -4.31 -4 .15 -7.73
It 0.22 1.16 -0.58 -0.99 -4.15 -1.52
Uk -1.47 0.71 -0.73 -2.44 - -2.24 -1.44
Sp 0.54 0.22 0.74 0.46 0.26 0.11

Metals  -Transp. Mining Textil. Constr. Others
Fr -0.44 -1.10 -0.43 -2.11 -1.14 -1.61
Ge -1.15 1.38 -0.38 -1.15 -2.57 -0.36
It 1.55 -0.71 -3.14 1.88 2.63 0.92
Uk -1.14 -2.45 -0.09 -2.97 -2.85 -2.43
Sp 1.14 1.37 : 1.42 0.39 1.70 -0.11

Source (Guerrieri,'Manzocchi, Padoan 199%3)
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Table 7. Revealed comparative advantages. European countries.

SB SI SS T Ag RI B

Germ. - .+ + - - - -
UK + - + - - - +
Fran. + + + - + - -
It ' - - + + + - -
.Sp - -{+) - + + - -
Efta - + + - -

Ptag,Gr - - - + + - -
Cksl - + - + - + -
Hung : - - - + + + -
Pol - - - + + + +

Source. Authors’ calculations and adapted from Guerrieri (1992)
and Padoan and Pericoli (1993)

SB= science based; SI= scale intensive; S5= specialiZéd suppliers
T= traditional; Ag: agriculture; RI= resource,intensive; E= energy
‘Table g Ttaly. Government-budgetary position (as percentage of
GDP) '

General government net borrowing

1990 1991 - 1992 1993 1994 1995 (*)
-10.9 . -10.2 -9.5 -9.6 -9.0 ~7.4

General government gross debt
97.9 101.3 -108.4 115.4 125.4 124.98
(*) forecast

Source: Commission of the European Communities
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Table 9. (a) Patents registred in the US per million of US$
(b)

private R&D expenditure;

percentege of GDP

{a)

France 6.27
Germany 7.62
Italy ' 5.40

Source CNR {1992)

Table 10 Mergers and acquisitions by country .

Total BE DK D GR

1986/87 303 3 1 69 -
1987/88 383 11 2 51 -
1988/89 492 18 2 90 -
1989/90 622 21 16 124
1990/91 455 9 14 111

Source. Commission of the European Communities.
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"Italy and the US: National Interests and Shared Values"
A CSIS-IAI-SAIS Project
Paper on
EUROPEAN SECURITY AS SEEN FROM THE ITALIAN ANGLE

The New Outliook of European Sectrity ,

While the trend toward globalization of the economy has not been affected by
the end of the Cold War - if anything, it has been accelerated - intemational security,
European security above all, has been profoundly affected. Before, it was to a large
extent global. Now, it is divided both conceptually and in geopolitical terms.

Conceptually, we can distinguish three orders of security problems:

1. Local conflicts: Fragmentation of European security is particularly visible because
of the number of actual and potential conflicts that are of a mixed nature, being both
ethnic and national, civil and military.

2. The residual military threat, Russian in the first instance: Russua has inherited -with
the deliberate enoouragement of the West - the entire nuclear capability and most of
the conventional military capability of the Soviet Union. Both are declining because
of either the treaties in force or the rotting military-industriat complex, but they remain
formidable by European standards.

3. Continuing or emerging "alobal” threats: There is a global dimension to the threat
to security which has survived the end of the Cold War; indeed, it is being
complemented by new challenges as a consequence of the globalization of the
economy. Some of the continuing problems We can point out are: 1) the proliferation
of weapons of mass destruction, and 2) terrorism. Some of the emerging problems
are: 3) organized crime, 4) migration, 5) threats to the environment, and.6) the
vulnerability of information and telecommunications systems. All six affect European
security.




We will come back to the above three types of threats. Let us now tum to the
geopolitical changes. At the beginning of this century a number of European powers
were the main actors performing on the intemational scene. By 1945 they had lost
this dominant role to the US and the USSR, which became the super-powers. Europe
remained the central theater of East-West confrontation, indeed, its main stake.
Despite the terminal crisis of the British and French empires, the Westemn European
states have not dedlined further during the Cold War; in fact, they have recovered
substantially, in economic terms above all. This is because of: 1) the uncharacteristic
- by historical European standards - line of conduct adopted by the US: leadership
and multilateralism instead of imperialism and unilateralism; and 2) the process of
European integration.

Has the collapse of the Soviet empire generated an opportunity for a political
recovery of Europe via a comeback of the nation-states that were at the core of
Europe's past centrality? Or can the demise of the "central theater” position represent
a further step in the decline of the Old Continent unless the process of integration is
confirmed and expanded? Those who answer the first question affirmatively tend to
undesline the new freedom of movement the European states may now enjoy. Both |
transatlantic relations and European integration, they think, must be reviewed and
adapted to the new situation, where bilateralism and multi-bilateralism may serve
national interests better than suffocating institutions, where neither the US is willing to
lead any longer nor are the European states inclined to yield more bits of their
sovereignty.

Those who answer "yes" to the second question tend to stress that growing
intemational interdependence and the complex security outiook noted above require
adaptation but not discontinuity in the amray of multilateral arrangements and
institutions the West has been developing. Such amrangements and institutions may
even serve as a model elsewhere. A retumn to the centrality of the nation-state would
be a fuite en arriére.

The author concurs with the latter school of thought and suggests the following
two considerations, which cannot be developed in any detail here but are mentioned
because they are salient to the theme of this paper.

a) The nation-state is neither retuming nor disappearing. It is simply losing its
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past nature as the sole subject of authority and object of loyalty of the citizens.
Increasingly, the "res publica” is being distributed at different levels (more than two =
a federal state). In Europe we can discem three, even four, such levels: the region
(Land), the nation, the Union (and appendices) and, in embryo, the supra-European
level. In particular, the nation-state finds it increasingly difficult to justify its monopoly
of the use of force. This has relevant implications for who is doing what in organizing
the future of European security.

b} While Europe has been declining during this century, Asia is emerging at its
end. Besides the traditional reference to the growth of practically all economic
indicators (GNPs, frade, investment, financial flows, etc.), the highest military
expenditures, the nuclear proliferation hot spots, indeed, the major examples of
balance of power problems, are all located nowadays in what | would call the
"geopolitical" Asia, which stretches somewhat further West with respect to the standard
geographical definition to include some of Eastem Europe and North Africa. This is
not to say that any Euro-Asian continental confrontation is to be expected: Asiais not
even the modest and partial political subject that Europe is; nor has the "clash of
civilizations" model been adopted. What seerms relevant here is that in this picture of
global economic interdependence and fragmented intemational security several Asian
actors are decisive players and that the Europeans cannot confine themselves to the
regional dimension of security.

This having been said, let us go back to the three sets of challenges facing

European security.

Local Conflicts ,

The authoritarian Communist system was able to control or suffocate ethnic
tensions after having created or exacerbated a number of them. So far only a few,
above all those in the former Yugoslavia, have tumed into open conflict. But many
others are at the stage of potential conflict. Most come from important ethnic
minerities, for example: the approximately two million Hungarians in Transylvania
(Rumania); the other Hungarians living in the southem part of Slovakia (600,000, more
that 10% of the population); the minorities of Moravians, Silesians and Sudeten
Germans in the Czech Republic; the approximately 350,000 Hungarians who live in
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the Serb-dominated province of Vojvodina; the Albanian population, indeed, the large
majority in the other province of Kosovo; the Rumanian ethnic minerity in Moldova; the
Russians in Estonia (30% of the population) and in Latvia (more than 30% of the
population); and others.

The problems arising from these ethnic minorities, often different one from the
other, are such as to generate tensions between and within nations or, conversely, to
be exploited by national rivalries. As such, they represent a major threat to European
security as they can initiate a series of conflicts that may spread and generate masses
of refugees, although, in general, they are not a direct threat to the physical security
of any of the Westemn European states.

Prevention is the name of the game, i.e., preventing conflicts from: a) arising;
b) tuming (very) violent; c) spreading or generating dominos. Ex-Yugoslavia is an
example of the failure of Westemn action as far as a) and b) are concemed, but not as
far as c) is concemned. Fire prevention has not worked, fire confinement has. To
extinguish the fire the action of the US has been decisive, to the dismay of the
Europeans.

The outcome of the peace process now being attempted in Bosnia will have an
impact on other preventive efforts, one way or the other. If the divergences between
extemal powers remain contained within acceptable limits, if the conflict is definitely
prevented from spreading, if the aggressors are kept from reaping benefits that are
commensurate with the human and economic costs they have incurred, and if the
reconstruction process is credibly started, the effect is bound to be positive.

In addition, the West has a number of instruments at hand to prevent the
outburst of new conflicts now at the latent stage, such as skiliful diplomacy and
economic incentives characterized by strong conditionality. Moreovér, there is the
prospect of eventual integration in various forms (sometimes a double-edged
instrument, as excessive expedtations can later generate frustration in the minorities).

Actual or potential conflicts in North Africa (leaving aside the attempts to stop
the peace process by Palestinian and Israeli extremists) are partly different in nature.
Possibly the most important differentiating factor, in our eyes, is the cultural rejection
of Westem values by the Islamic fundamentalists. Local religious and social conflicts
have been affected and the problem of migration from the South is perceived

4




T TR by e’ " e

ST e TERT S ey e e

differently from that from the East because of religious differences.

Crises in North Africa can only remotely generate a direct threat to Italy,
Khaddafi's two missiles fired on Lampedusa notwithstanding. But important national
interests such as energy supply are at stake. Preventive intemational diplomacy is
active in two directions: a) to try to include North Africa in the broader Middle East
peace process (the Casablanca-Amman approach) and b) to help build some sort of
a cooperative area between Europe and North Africa and the Middle East (the
Barcelona approach). Either approach makes sense but neither seems to be able to
master the economic resources that appear to be necessary to make such preventive
action decisive.

The Residual (Russian) Military Threat and the Case for "Some" Deterrence

When "local conflicts” occur in Russia or affect Russia directly insofar as they
concem important Russian ethnic groups, they are bound to be treated somewhat
differently by the West, as has been the case with Chechnya. Although no longer a
super power, Russia remains a great power. In a way, Russia might be more of a
threat not being a super power anymore, because it is more unpredictable. We

- ourselves find it difficult to define the threat. Were Russia to become an efficient state,

we would be concemed with a resurgent military-industrial complex, a huge nuclear
arsenal and memories of past Russian conquests. If, on the other hand, the
Federation were to fall apart, with factions and provinces fighting each cther to the
end, the concem would be different, but it would still be a concern, a very serious one.

The "Russian threat" to the West, mostly potential at this stage, is implicitly the
main, though not the only, reason for maintaining both conventional defense (including
some 100,000 US troops in Europe) and nuclear deterrence capability, even if at a
reduced scale. This justification applies in particular to the existence of the British and
French deterrents, the latter having received new emphasis with the massive
resumption of nuclear testing by President Chirac. More openly than the British, the
French say that what appears to be a reduced American commitment to the defense
of Europe is one more reason to keep their nuclear arsenal efficient.

The broader subject of the future purpose of nuclear weapons will not be dealt
with here, except to mention that the idea of a "counter-proliferation” that might go as
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far as contemplating the use, or threat of use, of nuclear weapons against a
proliferator has attracted some attentionin ltaly because of the proliferation risks in the
Mediterranean.

To come back to Russia, the real "risk” (to use the more polite word adopted
by NATO) is not so much a direct one for the West as it is for countries that find
themselves in a gray area that stretches from the Baltic to the Balkans. Should a
"security guarantee” be extended to these countries? What kind of guarantee? By
whom? Where do we draw the line? These are the usual question marks in the
debate on the future of NATO and on the identity of European security, as we will see
later in this paper. What is clear is that the stronger the guarantee, the closer the
indirect threat comes to being a direct one.

It is particularly relevant for ltaly that the "Russian threat”, including the indirect
one, has disappeared from the Mediterranean more radically than it has from Eastemn
Europe. The scenario of some sort of alliance between a nationalist Russia and
Islamic fundamentalism in order to destabilize Turkey and regain influence in the
broader Middle Eastern area is, however, quite plausible.

Global Threats |

The six kinds of global threats the author felt could be put in the same basket
(proliferation, terrorism, crime, migration, pollution and "informatics wars") cannot,
again, be discussed here in any detail. it may, however, be useful to underiine that
they have the following in common:

1) that military instruments - the usual instruments to deal with security threats,
at least as extrema ratio - have limited, if any, prospects of playing a relevant role
(with the possible, already mentioned, exception of counter-proliferation);

2) that internal security instruments are likely to be more useful - indeed, these
threats are as pervasive as they are global and make the distinction between foreign
and domestic issues almost invisible; ,
| 3) that the private sphere is significantly affected, both at the level of the
individual and at the level of enterprises; and

4) that the tools that make intemational economic competition possible and
foster cooperation must be adapted to deal with these threats sooner, not later.
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These problems concem all countries, even if they become particularly acute
for some in certain moments, as was terrorism for France recently. But Italy is
particularly vulnerable to these "global” threats both because of its geopolitical position
close to: a) proliferation hot spots, b) migration sources, c) intemational terrorism
headquarters, d) drug markets and e) polluting oil routes, and because of its intemal
weaknesses, such as insufficiently effective police and justice systems facing a
pervasive, though weakened Mafia, and its long and permeable coasts. Moreover, the
[talian economy and spirit of enterprise are active intemationally, often through small-
and medium-size businesses.

It is not surprising, then, that ltaly has been encouraging the G-7 to focus their
attention on the problem of controlling intemational flows of "dirty money”.

Collective Security, Common Security, National Security b etk o
The different kinds of threats discussed above affect security at three levelsfp Awi-
at the level of the nation; ) mf;«

b) at the level of those groups of nations that have come to share perceptions
and instruments fo protect their security; and |

c) at the level of the broader, possibly global, dimension, where nations or
groups of nations share an interest to prevent, to control, or to stop crises, conflicts
and wars.

There is sometimes confusion among these levels.

National security has been the traditional purpose of foreign policy. It presumes
that there is a national security identity which is determined by the size, economic
strength, and power projection capability (or propensity) of a country, and by the
geostrategic context in which it is placed. The change that is taking place in the role
of the nation-state, mentioned above, affects the national security identity, particularly
in Europe.

While it was engaged in East-West confrontation, the Atlantic Alliance generated
" the perception and the reality of a common security. For most European states, ltaly
in the first instance, national security became almost entirely identified with common
security, French rhetoric on national independence notwithstanding. With the end of
Cold War, the Alliance remarkably survived but the identity has been shaken. With
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the failure of the EDC in 1954, the attempt to build a common defense among six
European countries also failed. It was not revived until the Maastricht Treaty, which
conhtains provisions for a common (foreign and) security policy, and also, in the longer
term, for a common defense. To a large extent, the CFSP has remained on paper;
one exception to this is non-proliferation policies.

The deterrence-cum-détente system that was developed over the decades
within the Cold War generated some sort of a collective security. Today many tend
to idealize it, forgetting all the tensions and conflicts and wars we experienced during
those years. It is true that the scale of crises was far smaller than the scale of military
capabilities (even if only conventional capabilities) available. That system of collective
security has now collapsed. _

The design to substitute it with a "new world order” that developed in the wake
of the Guif War - an order guaranteed by the US, with the participation of those
countries willing to do so, with some sort of support from Russia and with the
legitimation of the UN - lasted the time the French call "/'éspace d'un matin’.

While the prospect of being the "world cop" was tuming into a nightmare in the
US, the previous line that the Americans had been in Europe only to defend the |
Europeans (and in the Pacific to defend the Japanese) against the Soviet threat
started to backfire when such threat no longer existed and generated the opposite line
that "now" national (vital?) interests had to be given priority (as if they had been
neglected "before). National security interests had to be defined and the implicit
message to friends and foes (if any were left) was that not only collective, but also
common, security interests would be subordinated to such definition.

The near disaster in Somalia started a process of divorce with the UN, which
has subsequently been made more and more acrimonious by the political
developments in the US and by the poor handling of Bosnia by the UN. The hands-off
line adopted by the Clinton administration during the first phase of the Balkan crisis
denoted an increasingly tense relationship with Europe. While the Yugoslav federation
was falling apart, the Edropeans, having started on the wrong foot thanks to Geman
(and Vatican) pressure (the hasty and premature recognition of the republics), hardly
patched up differences, but their common negotiators never had the authority to
perform effectively. The US, via NATO, was called in. Clinton found that, contrary to
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previous estimates, inaction may have cost him more than action. The Dayton
agreement, with the back-up of NATO, has shown that if collective security instruments
fail, common security instruments play a supplemental role, hopefully a more
successful one. For ltaly this has been a welcome development, not only for its
intrinsic value, but also because the so-called "contact group”, in which it was not a
fully accepted member, has tumed out to be a fagade of the American leadership and
because significant ltalian troops have been called in for implementation.

Chirac's strong stand on Bosnia contributed to the change in the US
perceptions of the crisis, but it did not come alone. In the worst moment possible - the
50th anniversary of Hiroshima - the French president announced the resumption of
nuclear testing in the Pacific. This may be seen as yet another example of the new
priority given to national security interests on this side of the Atlantic as well. in the
same way, the scale of the international uproar, for which French authorities were
apparently unprepared, may also be seen as a sign that such priority is not without its
costs. To contain such costs Chirac had, in fact, to take two steps, which we cannot
say were planned in advance. One step moved in the direction of collective security,
with Chirac announcing that France would drop its previous reservations about the |
CTBT; the other step moved in the direction of common (European) security, with the
acknowledgment that France was willing to open a dialogue with its EU partners on
possible partial and selective "Europeanization” of its nudlear deterrent

The fact is that the emphasis on the national dmension of security, which is
seen as inevitable and legitimate in the post-Cold War environment, is bound to
generate pressure towards renationalization of security policies by states that have
been partners in common security. At the same time, all seem to agree that such
renationalization would be negative, indeed, disastrous. The trend, in other words, is
épparently ineluctable and undesirable.

The Institufions Relevant fo European Security

If we accept the above distinction between common security and collective security,
the intemational institutions concerned with European security can be categorized
accordingly. Broadly speaking, the UN and the OSCE are concemned with collective
security and NATO and the UE/WEU with common security. In practice, NATO has
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acquired a pivotal role in the European security architecture that stretches into the field
of collective security because of two developments. First, NATO proposed to former
Warsaw Pact members to enter a cooperative framework such as NACC in order to
reinforce European collective security provisions with respect to those provided for in
the then CSCE and to make NATO its central institution. A further step in this
direction was the proposal of a Partnership for Peace. PfP was actually launched in
order to dispel the negative reaction generated by the suggestion to expand NATO
membership that came after NACC, under the pressure of some German leaders who
want to move the West's secunty border eastward, and of the Central Eastem
Europeans, who feel they are being left in a security vacuum. The latter claim in
particular had some resonance in the US and enlargement has now become a
commitment of the Alliance, though how many countries are involved and when it will
take place have been deliberately left undefined.

The prospect of broadening the West's area of common security was bound to
affect Russian perceptions about its own national security. Despite the effort of PfP
to infroduce stronger collective security provisions, the trend in Moscow seems to be
towards less cooperativeness. 1t may be argued that NATO enlargement has not yet
made a new member but has already created a drop-out, Kozyrev. The Russian
presidential election campaign is likely to see the anti-NATO rhetoric mount. |

The second development that puts NATO at the center of European security is
its growing role in Bosnia. The substitution of a collective security organization, the
UN, which had failed to the point of being humiliated, by a common security
organization was an unprecedented piece of evidence for public opinion at large. The
American commitment in Bosnia does have a time limit that US officials say must be
taken very seriously. After the equation of NATO enlargement versus Russian
resentment, the second variable in the future of European security will be assuring
implementation of the Dayton agreement by whoever will be willing to take over if and
when the Americans leave.

| The third variable concems the degree to which EU members will be able to
achieve some consistency and credibility in their common security organizations. The
issue will be central to the IGC as far as the institutional set up is concerned, but it wilt
not be limited to the IGC. As has already been mentioned, consultations are
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scheduled to take place on the new horizons of European security, probably at the
initiative of France. Chirac's decision to formalize and extend French participation in
NATO's military structure contributed to solving the problem of consistency between
a European security identity and a European pillar in NATO.

| The ltalian views on the three variables mentioned above will be discussed in
the next chapter. It will only be noted here en passant that reconciling European
integration and Atlantic integration in the field of defense has long been an Italian
policy that has occasionally put Rome at odds with Paris. Is Italy now going to be in
the uncomfortable shoes of the faithful son while the fattest calf is slaughtered for the
banquet in honor of the prodigal son?

Before closing this chapter, we should mention the role of OSCE as an
instrument of collective security. Past experiences in Hungary and the Baltic countries
suggest that, though weak, this institution should not be neglected for purposes of
preventive diplomacy, confidence building and the definition of accepted standards of
behavior.

The italian Debate on Security

In the above rather confused and confusing picture of European security a few
aspects of particular interest to Italy have been hinted at here and there. As We now
tum to the Italian debate on these matters, it is appropriate to note first of all that such
debate is very limited.

The 1979 ltalian decision to have some 120 Cruise missiles or Intermediate
Nudear Forces (INFs) deployed on ltalian soil (a decision of major significance for
NATO, as it fulfilled Germany's condition that it not be the only continental country to
host them) was rather innovative with respect to previous ones. Indeed, by that time
there were already some 1,000-1 ,200 nuclear warheads stationed on NATO ground,
air or sea bases located throughout the country. But the corresponding deployments
had been smuggled through the decision-making process as “technical”
implementations deriving from membership in the alliance. Paradoxically, both the
government and the opposition converged in considering the Atlantic Alliance as
embodying italy's choice of the West - thus to be endorsed or refused in tofo - and did
not pay much attention to allied strategic and military measures. In short, until 1979,
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| italy’s role in NATO had been useful but passive.

The deployment of Cruise missiles was, instead, accompanied by an
unprecedented degree of analysis of the impact of tactical nuclear weapons on
detemrence and arms control. If the parliamentary vote was not fundamentally different
with respect to the past, all observers noted that new attention was being paid to
security matters - something for which ltalians certainly have no particular inclinétion,.
No wonder then that since 1979 Italy has played a more active Italian role in NATO
and elsewhere. For instance, when in 1987 Spain asked for the removal of the NATO
F-16s deployed at Torrejon, near Madrid, Italy was quick to make Aviano in the Veneto
region available in its place.

Italian military contingents of various kinds and sizes have been part of UN
humanitarian and peacekeeping operations inthe Red Sea, Lebanon, Southeast Asia,
Angola, and, subsequently, in Mozambique, Somalia and the Balkans. Air force and
naval groups were engaged against Iraq in 1990-91 and, although they played a
marginal role in the conflict, the two pilots who were captured, mistreated and shown
on TV by the Iragis attracted worldwide aitention to Italian participation in the Guif War.
When the conflict in the former Yugoslavia became more acute, Italy’s offer to the UN |
to provide ground troops (1992) was tumed down. Its contribution continued through
logistic, maritime and air support and became central when NATO air strikes began.
Despite these oomﬁtments, the ltalian govemment has not been made é member of
the "contact group” and this has been a source of frustration and recrimination in the
<_§ountry. .

However, the political and institutional crisis in Italy, to which other sessions of
this conference are devoted, has again diverted public attention from foreign policy
issues and tumed it towards domestic developments, hectic and inconclusive though
they are. In the particularly restricted circle of those who pay attention to intemational
security (not necessarily a sign of generalized and helpless parochialism, since good
Italian scholars and practitioners in international economics are not Iécking), we may
identify a few trends, although not always clearly defined and consistent. Let us first
consider the one that seems more innovative with respect to the past and is in line,
broadly speaking, with what was termed above the "national interests rhetoric”.
This line of thought says that Italy has been a passive, at times submissive,
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member of European and Atlantic institutions, that this might have been justified by a
serious external threat which no longer exists, that now national interests, including
security inferests, have to be looked at on their own merits and that foreign policy
behavior must confom to the defense of those interests rather than being delegated
to others, common institutions included.

Priority attention is given to the fragmentation of security, thus to the first basket
discussed above: local conflicts. For these local conflicts, a proximity criterion must
be taken into account, because of the end of ideological bloc-to-bloc confrontation in
bringing about a retum of geopolitics. Some proponents of this school of thought tend
to be very critical of Maastricht, which is seen as ignoring the changes brought about
by the end of the Cold War. Reservations about Maastricht, however, tend to focus
more on the EMU side of the treaty, and now receive new momentum since other
important European countries find it hard to conform to treaty requirements.

To an extent this trend of thought has acted as a kind of cultural liberation force.
The sense of nation has never been strong in a country that as a nation-state is
relatively young. The vaccination provided by the disastrous period of Fascist
nationalism has done the rest, so that references to patria, to national independence,
pride and interests have been scarce in ltalian political discourse. The ltalian
constitution explicitly allows for some relinquishment of sovereignty, which has made
some steps in the European integration process easier.

But, besides this cultural liberation there has been little innovation. One does
not act on national interests by talking about them. Identification of a new set of
national interests and goals has not occurred, particularly in the field of security. And
the first test case for asserting national interests did not work well. As this school of
thought had a certain influence in the center-right coalition that won the elections in
March 1994, it was partly identified with the government that grew out of it. Also under
pressure from Alleanza Nazionale, which in its previous neo-Fascist incamation had
been supporting nationalist ¢laims on ltaly's northeastem borders, ltaly subordinated
the opening of EU negotiations with Slovenia for an association agreement to the
solution of a bilateral issue. This first in ltalian post-war foreign policy was reversed
by the following government.

Just as the Bourgeois Gentithomme was creating prose without knowing it,
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hasn't Italian foreign policy been serving national interests during the past four
decades? Possibly the country never enjoyed as much security at as low a cost as
during the Cold War. This perception explains the existence of a different school of
thought, one that is often tinged with nostalgia. As Sgt. Snorkel in a Beetle Bailey strip
says, "l sorta miss old Communist Europe”, so do a number of Italians, among the
military first and foremost, because of a concem that NATO may lose its status as the
number one instrument of common (and national) security as a consequence of a
reduced US military commitment and of the enlargement to former Warsaw Pact
members. Enlargement is seen with wariness for two other reasons as well. First, it
antagonizes Russia, feeding adversely into the political debate in that country; second,
priority is once more given to countries such as Poland and the Czech Republic rather
than to those in the southem part of Eastem Europe, which are closer to areas of
potential crisis in the Balkans and in the Mediterranean. The official position has been
one of support for NATO enfargement, but in a process that must be open, well
prepared and such as not to create new demarcations in Europe.

This school of thought tends to subordinate WEU to NATO. But others think
that the disappointing outcome of the EUNVVEU action in the Bosnian crisis should |
stimulate reinforcement of CFSP, rather than nipping it in the bud. They feel that a
reduced American commitment to European security is a fact, that NATO enlargement
will happen and that a security and defense identity must be built within the Union, into
which WEU should be merged according to a procedure that the coming IGC should
define. This course of action, they argue, is likely to be welcome in the US, since it
shows that the Europeans are serious when they say they will contribute substantially
to security. |

The ltalian govemmenf is an advocate of the need to give CFSP high profile
leadership in the form of a secrétary general. This position should not be separated
from the other Union institutions, indeed, it should have a vocation to merge into one
system together with the other "legs" of the treaty to be reformed. This would also
respond to the need for consistency between economic and military means. But the
latter view is questioned in some circles, particularly among diplomats, who feel that
Italy should not shut itself out of some mediating role between the federalist Germans
and the French, namely Jacques Chirac, who favors the intergovernmental approach
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to CFSP, particularly as far as security and defense are concermned. Any
rapprochement with the uncompromising British positions seems unlikely at this stage,
despite the past successful joint Anglo-ltalian initiative to develop political cooperation
with the Eastemn European countries in advance of their eventual membership.

The decision not to join (or, if you wish, the non-decision to join) the Franco-
German Eurocorps went unnoticed by public opinion some years ago. It was felf that
these ad hoc bilateral initiatives were bound to weaken WEU, while ltaly was
committed to strengthening it. This choice, ill-advised according to the author, was
partly compensated for last year by the establishment of two new joint military forces
(EuroForce and Euro-Mar-Force), together with the French and the Spaniards (who
have meanwhile joined the Eurocorps), to prepare for eventual action in the
Mediterranean. Moreover, a joint German-italian unit is about to become active within
the framework of WEU. All the same, there were no Italian troops marching in Paris
on July 14th from the Arc de Triomphe together with the other symbolic contingents
of the Eurocorps, including a German one.

Frustration is very high among the military because of the continuing restrictions
and cuts to the defense budget and the repeated postponement by Parliament of a bill |
that would define the purpose, and the guidelines for reform, of the national armed
forces, the so-called nuovo modelio di difesa.

It is interesting to note, however, that the developments in the former
Yugoslavia have been accompanied by a decline in the pacifist attitudes that have
traditionally been important in the Italian debate on intemational security. Pacifism, for
instance, prevented the govemment from participating with ground troops in the Gulf
War. The change has taken place both among Catholics (with the help of the Pope's
new positions on peace-making) and among the left, since only Rifondazione
Comunista keeps opposing Italian participation in the NATO operations in Bosnia.
How deep-rooted such change is will have to be checked in the coming months
against possible adverse éontingencies during such operations.

Mediterranean security, particularly insofar as the cultural, political and terrorist
activities of the Islamic fundamentalist movements are concermned, attracts Italian public
attention, though not to the degree one might expect. Some sympathize with the
French position of support for tough action by the Algerian govemment to crack down
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on terrorist activities. Since this attitude seem to prevail on the center-right of the
political spectrum, the statement of then Foreign Minister Martino of Forza Italia,
openly questioning the legitimacy of that govemment (this was before, of course, the
last presidential elections) came as a surprise. Others favor the opening of a dialogue
with the Islamic forces which, though fundamentalist, reject terrorism. Of pa&iwlar
relevance was the agreement among a number of Algerian political groups, including
the Islamic one, brokered by the Comunita di S. Egidio, which had also been active
in fostering a successful political compromise in Mozambique. This time, however, the
c_iraft agreement was tured down by the Algerian govermment.

The Htalian government has taken an intermediate position similar to the
American one. It aims at maintaining goed relations with the established authorities
in order to protect ltalian investments in North Africa, but also at keeping the lines of
communication with those societies and cultures open, and not neglecting the corollary
of reducing the physical risks to Italian pefsonnel working in these countries.

Of particular cost to Italy is participation in the intemational embargo against
Libya, where there is a substantial Italian population and economic interests. The
increasing differentiatibn of the national energy supply originating abroad that has
taken place over the last decade or two has reduced senéitivity about North African
developments. |

To retum to the evasive and narrow debate on security, we can conclude that
Italians, entirely absorbed by political infighting, mostly on domestic issues, still find it
hard to grasp what their contribute to European security might be. While the national
interests rhetoric has enjoyed some popularity among the cultural élite, the
renationalization of security policy doeé_ not find open advocates. There is near
unanimous support for continuing shared security policies both in the Atlantic and the
European frameworks, with some giving more importance to the former, others to the
latter. The inclination to see these institutions and the major countries leading them
as a substitute for a national role still exists.

The main problem remains that of avoiding either renationalization or
delegation, and of building, ihétead, a capability to contribute to common and collective
security, to continue the trend that was initiated in the late '70s in today's changed |
world scene.
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Introduction

The aim of this paper is to deepen the relations between the
Italian debate on the European issues and the developments linked
to the goal of the single currency and to the present enlargement
process,

The relevance of this linkage has strongly influenced recent
Italian internal politics, even if Europe has not received the
attention that need the delicate issues we want here examine., But
it is also a fact that an European evolution over the completion of
the EMU third phase, without Italy, or with Italy in an official
secondary position, substituted by others members, will create new
balances in Europe that have to be carefully evaluated in Italy, in
Europe and in the United States.

To approach these topics, is necessary to take a look, from one
hand, at some specific aspects of the italian political and istitutional
life evolution, and, on the other hand, at the consequences that big
political international changes produced in the graduated evolution
from the European Community to the European Union, foreseen
with the signature of Maastricht Treaty.

1) Italy and the European Union: the takeoff of the
debate about the currency, the presidency semestier, the
disinterest in the topics concerning the IGC.

In the last months, Europe has become one of the main issues
in the Italian political debate. In particular there are two points on
wich attention has been focused by the politicians and, at the same
time, by the press and the public opinion.

On the one hand, the approach of the Italian turn to the EU
Council presidency, now in course, together with the contemporary
unusual political situation of the nation, made Europe one of the
issues which  have strongly influenced home politics.

The main protagonists in the foreign and comunitarian
politics of the European countries have already taken an interest in
the Italian semester. Because of the particular rule of rotation of
the presidency, which hag to follow the alphabetical order, between
the signature of the Maastricht Treaty and the date of the
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beginning of the IGC, fixed in 1996 by the Treaty (1), a singular
succession has occurred, so that is possible to notice a break in two
parts of the last four years and a half.

The first part has been characterised by the presidency of
“small” or “euroskeptic” countries, that is to say Portugal, Great
Britain, Denmark, Belgium and Greece. In the second two-year
period, on the contrary, the presidency was held by the four
“great”, traditionally favourable to a higher degree of the
integration, Germany, France, Spain and Italy.

The approaching of the second two-year period had increased
the expectations for the last four presidencies before the beginning
of the IGC, so that an initiative for coordination among them has
been taken, in order to prepare the gestation, in those two years, of
that European Political Union, which could have taken shape with
the 1996 IGC, to allow full development of the third phase of EMU.

This strategy was particularly favoured by the German
Government and by the political parties linked to it, which thought
that it was necessary to link the development of the second
Maastricht pillar, on the Foreign Common Security Policy, and the
European institutions reform, strictly with the procedure stated in
the article 109 of the Treaty, to complete the thitd phase of EMU.

In anticipation of this hard program, and due to the fact that
the Italian presidency was to lead the first part of the Conference,
the attention about the semester has grown. In particular there
was & real possibility for Italy to negotiate and to manage to
approve a first draft of the Treaty, whose procedure would have
been completed later, The aim was to leave an indelible mark on
the path towards the new European Union, taking as example what
happened with the Maastricht Treaty, whose structure had heen
traced by the Luxemburg Presidency, which preceded the Dutch
one,

Some concurrent elements contributed to lower the ambitions
of the project of the four presidencies, wich, consequently, could
not prepare the Conference “in crescendo”, as the final text of the
Westendorp Report shows.

This result was mainly provoked by reasons of home politics,
reasons wich have conditioned all the four presidencies of the
“great” countries: the elections for the Parliament in Germany, the
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presidential eléctions in France, the crisis of the Gonzales
Government in Spain “and the Italian government crisis culminated
in the dissolution of Parliament. _

But in addition to these elements, the political troubles which
concerned some current and important issues of the european
policy in these years, in particular referred to the problem of EMU
completion, also must to be stated.

The issue of the single currency was the second aspect which
brought Europe to the haert of the Italian political debate. In
particular, about the perspectives decided in Maastricht in view of
the EMU third phase, the discussione started suddenly, after having
been reserved to experts for a long time, on the political elections
on 27-28 March 1994, and with the discontiuity in the European
monetary policy operated by the Berlusconi Government and by
the Minister for Foreign Affairs, Antonio Martino.

The consequences of the choices which will be made in the
European context, with the engagement of the home budget
policies, provoked a harsh debate in Italy about these themes, in
the last two years, particularly about the financial measures, a
necessity required to fulfill the convergence criteria, and about the
criticism produced by the social conflicts in France and in other
european countries, consequent to the commitment to Maastricht.

It is difficult to define the terms of this discussion and the
groups wich are debating, is & mixture of elements mainly linked
with the comunitarian policy and of choices which regards
exclusively home affairs.

The demonstration of this mixture is also the result of the
swinging attention to the semester and to the currency issues given
by the major part of italian politicians, linked to the changing
conveniences about the putting european matters in home choises
or not.

Nevertheless, the electoral campaign for the clections of the
new Parliament, next 21 April, will be necessarily a moment of
truth, because, beginning from the next budget law, all the most
important decisions about the budget will be linked to the political
choises that the two coalitions and the parties will have operated
about the “if” and the “how” of the return of Italy in those economic
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criteria which Maastricht declared necessary in o-rder to join the
single currency. | -

If the terms of this debate, although three years later than
other members, have come to interest the public opinion and the
vital parts of the country, we cannot say the same for the
development of the “other” integration, the European Political
union, whose climax should be the IGC. Around these issues, the
debate in Italy has been left only to experts and to small parts of
the political world and of the press; Maastricht has definitively
become the synonym of the single currency.

And on this semplification, the issue that, as happened in
France, is likely to monopolize the attention in Italy too, can be
resumed in the call “We won’t die for Maastricht”, wich is one of
the slogans wich will resume the position of the centre-right
coalition led by Silvio Berlusconi for Forza Italia and Gianfranco Fini
for Alleanza Nazionale.

Particularely, the center right coalition, coherently with the
line chosen at the time of the Berlusconi government by the
Foreign Minister Martino, questions the path taken by the Central
Bank Presidents and by Prime Ministers in Maastricht, based on
the forced convergence over criteria wich the italian center-right
coalition has alwaiys questioned, doubitng of their adequacy in
expressing the real economic power of a counry.

On the other hand, the centre-left alliance led by Romano
Prodi and its main parties, the Democratic Party of the Left and the
Popular Party have in the strongest commitment to return as soon
as possible in the convergence criteria, one of the priorities in the
electoral program of government.

But if this semplification, imposed by the approaching
elections, could suggest a clarity of perspectives however
admirable, the links of this political ideas with the italian
institutional economic and social world, make the whole thing much
more complex.

Infact, keeping on focusing our attention on the specific but
decisive issue of “if” and “how" return in the criteria, the opinion of
who, with the aim of being accepted in 1998, in the first group of
the single currency, proposes for 1996 a big budget correction, like
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the one made in Belgium last year, is backed particularely by the
Bank of Italy and by Confindustria.

The possible delays which have been foreseen by them are
only those linked to the already severe margins of flexibility as
stated in the text of the Maastricht Treaty and whose application
has been recently backed in Europe, authoritatively, by Valery
Giscard d’Estaing.

In particular, the newspaper “Sole 24 Ore” has supported the
opinion of the “return to 1998"” as a year of reference and not as an
year in which to take decisions based on the data of the previous
year (2). So that Italy could have twenty four months, instead of
twleve, to lighten the burden of the public expenses reduction and
of the fiscal measures which will be necessary.

In all of these positions, the common thing is the commitment
to make every possible effort not to obstacle, at the EU level the
first project of EMU and to allow Italy to partecipate immediately
in it.

The various sections of the Italian trade-unions are instead
oriented towards divergent opinions, and just those sectors are
expressing authoritative opinions against any correction of the
public finances at the extent stated by the top of Bank of Italy. So
that is difficult to foresee the future events, considering that the
trade unions are favourable to the center left coalition.

In this context, the line taken by the Dini Government seemed
to be characterised by a certain degree of autonomy from the
opinions previously described, because the Prime Minister has
often looked with favour on a limited postponement, at a
comunitary level, of the general beginning of the third EMU phase
and has often expressed favourable opinions towards some Italian
budget cuts, but wich should not weaken the force of the Italian
economy, that represents one of the elements which should,
according to these thesis, be crucial to obtain, with the reduction of
the interest rate, a decreasing of the National Debt.

It is easy, examing all the various positions, to foresee that
there will be some degree of uncertainty about the future choices
which will be taken., Two reflections, not secondary, must to be
made, in order to complete and to explain the whole problem.
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The first one comes (o the widespmad view based more on
reason rather than feeling that, at last, th: path and the timing as
stated in the Article 109 of the Maastricht Treaty will be modified
by the Fifteen, because of the problems and of the growing
objections wich are being raised from all awer Europe. Emphatically,
all the opinions, coming from Germeny, Fmace and from Bruxelles,
favourable to changes or postponements, are being reported and
amplified, and without hiding any satisfacicn, there are some who
are saying that, after all, according to the last reports, today not
even Germany would fulfill the Maastricht criteria.

But there is a second reflection wich must be added, a
reflection based on the the economic indicators, and which should
represent the guideline on which should b2 based every discussion
about the future of Italy in Europe and about the future of
European Union itself.

That is to say the statement that Maastricht has already
brought positive effects to Italy. Since the greject of EMU has been
created, the course of the financial nationsl policy has undoubtedly
changed and the cut policy has already shmwn its beneficial effect,
if we consider that the last Governmex~ Economic Financial
rogram Document has shown that the aim «f the 3% in the ratio of

to Deficit, could be reached not later timmx 1998.

A structural link between political decisions and budget
compatibility has been created, whick migh: start a positive cycle.
And this is already an actual step forward for a country like Italy,
which had tried to resolve the political an® social conflicts of the
pre-Maastricht period simply increesing @z National Debt. The
most important thing is to consider the cdizeria of the Treaty for
what they really are; not like magic wich cenld generate the single
currency, but like indices wich, as & thermmzeter, can measure the
normality and the abnormality of the swmz of the country ‘s
economic and financial situation.

It would be already a good step forweZ if this vision of the
problem could take the place of the other uzz. more widespread, of
the “slikpnot” arbitrarily created by the Eir:iurocrats and by the
German bankers. The latter vision reveals zuiite often an alibi for
who refuses to face all the consequences of Zue choices necessary to
put the country in order.
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2) The future of European architecture. The
enlargement, the role of the IGC and the prevalence of the
debate on the Single Currency

In december 1991 in Maastricht, when the twelve members
of the European Community, after a “marathon” of negotiations,
concluded the Treaty about the European Union, one of the crucial
elements for the conclusion of the compromise was the
predisposition of mechanisms, whose use could verify and complete
the realization of the many innovations introduced.

One of the reasons which provoked perplexity and
apprehension in the sectors and in the capital more disposed to a
federal solution, was the different method used to regulate the
different parts of the Treaty.

For each of the main Titles, infact, had been a different
synthesis of elements of supranationality - with a more important
role of the European institutions which do not depend on the
national governements and with the prevailing of the majority rule
- and intergovernemental method - with voting procedures which )
fend to the unanimity vote and power given to the Commission, >
which is the more sypranational European organ. j

This has been the result of compromises between different
ideas, ideas which expressed integration theories so different that
they almost seemed incompatible, at least in some specific and
delicate sectors.

Elements with & higher degree of supranationality regulated
the part about the Economic and Monetary Unjon, while the other
two “pillars” were more charaterized by an intergovernamental
method.

It is natural that the result came to be characterized by a
general complexity  in the terms and, in particular, in the
institutional structure. It is easy to interpret this aspect as one of
the causes which have provoked the weakening of the European
feeling in the citizens of the members, so that, in some cases, the
possibility of a future integration has become less and less
attractive, as shown by the difficulties of the long and troubled
course of the national ratification of the Treaty.
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The Maastricht protagonists soon realized the consequences
which would have come later on, since the way they had regulated
this issue in the Treaty.

That is why, in the text was stated the introduction of
instruments for a permanent check of the first steps of the Treaty
implementation. Particularly, with the article N of the Final
Provisions of the Treaty, it has been decided the convocation of an
Intergovernamental Conference in order to review and to improve
the parts of the Treaty, whose running had requied a verify.
Literally, the issues which should be the object of this review are
the use of the codecision power of the European Parliament, the
FSCP and the sectors of energy, tourism and civil defence.

But the article N, which convenes the Conference, adds, with
the words “according to the aims stated in the articles A and B of
the Common Dispositions”, a strong impulse to discretionary power
in widening the field of intervention of the Conference, given that,
for example, one of the key-aims reported is the principle of
subsidiarity. Morover the twelve decided to solve the question of
the rearrangement of the comunitary legislation, setting this
delicate task, as written in one of the Statements enclosed to the
Treaty, to the future Conference. ,

The other aspect which suggested the convocation of a sort of
“Maastricht 2", as the IGC was later called, regards the moment in
which Maastricht I took place.

The complex events which brought to the making of the
Economic and Monetary Union, began iri the second half of the
cighties, after the approval of the European Single Act and took off
in an international background which has completely changed in
few years. The fall of the socialist regimes, the vanishing of the
Warsaw Pact and of Comecon brought automatically and suddenly
new economic and political responsabilities to the European
Community,

Bruxelles became centre of attraction, not only for the States
of the Central-eastern Europe, but also for all those States that, in
the cold war years, had to, or wanted to keep positions of
neutrality, and that, after the geopolitcal revolutionary changes,
wanted a strong tie with the Community.
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In parallel with elaboration of the Treaty about the Union,
both these potential ties were reinforced, and during the three-
year-period ‘90-'92, the Association Treaties between Bruxelles
and the Central-eastern European countries and, at the same time,
the creation of the Buropean Single Space which linked the seven
States of EFTA (Austria, Finland, Iceland, Lichtenstein, Norway,
Sweden and Switzerland) to the European Market, was founded.

Both these facts were processes in progress to which, both the
Association Treaties and the European Single Space were stages,
important of course, but however introductory to future further
developments. |

During the Maastricht debate, these further developments
were foreseen, and the convocation of a new Intergovernamental
Conference, to be held in 1996, considered these facts, whose
influence grew, when, in 1993, the negotiations began since four
States of EFTA (Finland, Austria, Sweden and Norway) wanted to
join the European Union.

Indeed the adherence of the three new States (the
referendum in Norway was unsuccesful) obliged the twelve, in the
Bruxelles European Council in Decembrer 1993 (3 and in the
Ioannina Informal Council in March 1994, to set a new task to the
1996 Intergovernative Conference, that's to say to reform the
European Institution in the light of the enlargement.

All these developments have given great importance to the
IGC agenda, It will have the task to reform the EU institutional set-
up in the light of the last enlargement, and in anticipation of the
next, it will have to take decisions on the development of the
integration in the field of Foreign Affairs and Defence, and will
have to rearrange the Community legislation.

But the sensation of a substantial marginality characterizes, in
spite of the dramatic facts caused by the european impotence in
the war of the former yugoslavian republic, the debate about the
integration of the Foreign Affairs and the Defence policy of the
States, compared to the EMU issue.

Althought it is not in the IGC agenda, the issue of the single
currency represents the theme which could influence the future of
the european building. On the contrary, the absence of this theme
in the agenda, because of the heated discussion about the time
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limits and about the merits of the convergence criteria, could erase
the importance of the méeting that will take place in Turin, next 29
march, This could spoil the strategy of the political rebalancing, a
strategy contained in the Scheauble-Lames papers and backed soon
after Maastricht by the German Government and by Bundesbank
which were disposed to keep on walking towards the EMU, but only
after the institutional development of the instruments necessary to
an integrated administration of the economic and monetary policy,
and of the Foreign Affairs and Defence policy.

3) The pguidelinés drawn up by the Italian

Government and the political debate about the mnext
Italian choices in Europe

The facts above mentioned about the coordination of the
four presidencies and about the preliminary work for the IGC, have
happened in a period during which the Italian government with its
procedures, has worked out an overall view about the issues of the
Conference, | |

This view, expressed by the present Government and
approved by the Parliament (4), is the result of a process which has
involved the previous governments, and which has developed the
ideas elaborated, during these years, by the Farnesina,
undoubtedly the centre of the e¢laboration and of the
implementation of the Italian foreign policies.

The course in question, after Maastricht, had no substantial
interruptions, even if with some partial changes during the
Berlusconi Government, since the disagreement about the European
issues, in that phase, referred to the future of the single currency,
instead of the issues which have been enclosed in the IGC approved
agenda.

The view which nowadays seems to have been completely
developed, and that will be the official position of Italy at the
opening of the Turin Conference, can be examined in three parts,
each linked with the three key-poi of the agenda: the
institutional revision, the pillars of FSCP/and of internal security,
and finally the rearrangement of thelaWw sources.
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As far as the institutional revision is regarded, the line (hat
will be backed, can easily be defined “delorsian”. Infact, the aims
are, above all the extension of the majority rule wherever it is
possible, with the introduction of a different weight of the votes
according to the populations of the states. So could be introduced a
“double majority” of states and of the population. In the second
place, there is the attempt to reinforce the role of European
Parliament, changing the law procedure of the co-decision ex art.
189 B, par. 8. And finally, there is the commitment of the Italian
presidency to defend the role and the authority of the Commission,
even if its composition and its appointment system should be
changed in order to make this organ, in expectation of new States,
more efficient and more supranational,

As regards the two “pillars” which Maastricht introduced,
without a complete comunitarization of thern, the italian opinion is
more gradual than the more proeuropean ideas emerged in
comunitary circles.

As for the pillar of the FSCP, the position of the Italian
government has been, for a long time, in favour of the creation of a
General Secretariat which, with the centralization in what has been
nicknamed, in the “comunitary jargon” as “Mister FSCP", should be
the only organ authorized to operate and to be representive, a
condition for effectiveness in the EU political-military relations. A
‘further condition to reach these aims is, according to the Italian
Government, the arrangement of a future fusion of the functions of
the FSCP General Secretary and of the WEU General Secretary, and
the result would be the operative hand, in cooperation with the
structures of the Atlantic Alliance, in order to implement the
political decision taken by the institutions of the Union.

The Italian Government emphasizes & second important
aspect of an hoped development of the second pillar, represented
by the previous achievement of the member States consent to the
principles and to the contents of outer representatives of the
Community. A kind of FSCP Agenda, as is stated in the documents
of Farnesina, approved by the Council and by European Parliament,
which sets permanently the task of being responsible for certain
issues and arcas of international politics, applying criteria accepted
by all the member States, According to the italian position, this
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could be a way to satisfy the demand of many, to mantain formally
the intergovernamental system, although, actually, it is a way to
overcome the obstacle of the unanimity rule.

Using the comparision above mentioned, in this case, the
ideas of the Italian Government are different from the proposals,
which Jacques Delors has recently reintroduced in favour of a
“comunitarization” of the second pillar, with the assignement to a
Commissioner, of what would become a real Ministry of Foreign
Affairs and of Common Security,

As regards the part with a more precise juridical
characterization, the position of the Italian Governement consists of
three parts. The commitment for a correct interpretation of the
principle of subsidiarity has been emphasized, in order to avoid a
misrepresentation which, after Maastricht, could have derived from
the assignement of residual tasks to the European institutions.
Secondly, agreeing with the opinion expressed by the European
Parliament on the 17 May 1995 Session. opinion in favour of an
“unity in the flexibility”, there is an obvious reference to the need
to keep together the institutional unity and the respect of the
“acquis communautaire”, with the increase of the procedures of
differentiated integrations, which is the only applicable scheme in
view of new enlargements of the Union. Finally is underlined the
necessity of a general simplifying, with a “reductioc ad unum” of the
treaties,

But, except for these official meetings, there have been, in
all, few circumstances and contributions out of the political-
institutional frame, and this shows a scarce interest for the future
of single currency and for the efforts the taxpayers will have to
make to get through it.

On the contrary, we would like to highlight that it would be
better for Italy if attention were focused on the political aspects of
the integration, working to restore the balance between the
economic-commercial sectors and the ones regarding the political
“integration. For Italy, it is not a question of diverting the attention
of the other members from those economic indices which show the
economic state of a nation which is not in the conditions to be
accepted in the single currency yet.

Italian Views on organizing the New Europe - 12

I . e N B A A i e T piprie-isk
T R A I R A R R T T, T T R e S B i P B et
UL T 7 L =

e T e e e T




The problem regards the different views of the european
prospects. The idea that so important a stage, like the introduction
of the single currency, could be reached with a mere technical
decision, and without a general political direction, seem unrealistic.
Morover, that is the same thing stated by Bundesbank, on the day
after the signing of the Maastricht Treaty. So the prospects for the
construction of institutions for the common direction of the
economic policies and of the foreign affairs, seem to be a necessary
condition so that the whole construction, based on the internal
market and on the single currency, can exist,

Just when the height of integration has been reached, the
framework seems to be at stake, unless it is not developped in a
balanced way. And the success of the European construction,
together with its balanced development, is in Italy’s interest.

Moreover there is another important fact, which is actually
influencing the progress of the european integration, that is to say
the admission of new members. It is defined, by the Conclusions of
Madrid European Council on 15 and 16 december 1995 as “a
political necessity and an historic opportunity for Europe”.

Althought it is possible to foreshadow those stages of the
political evolution. which will be conditioned by economic-social
factors now difficult to anticipate, the issu¢ of the “enlargement”
seems to be crucial for the future of the european comnstruction.

There are two blocs of nations that, after some years, seem
to have all the necessary requirements to be admitted. They are, at
East, the Czech Republic, Poland and Hungary, and at South, Malta
and Cyprus. . Immediately behind there seem to be Slovakia,
Rumania, Bulgaria and Slovenija. Finally a third group is that of the
Baltics States, already linked with forms of regional integration, to
the countries of the Northern Council, three of which are today
members of the Union,

There is awareness of the serious implications which the
entry of these countries could cause, on the european integration,
consequences on the institutional framework and on the economic
and monetary aspects, Would the original ideas of United Europe
survive in a context of twenty seven countries, so different among
them? The IGC has this historic task, and that is why it cannot limit
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itself to making small institutional changes, just because the
extension is “a political necessity and an historic opportunity”.

The position which is prevailing in Italy seems to be
favourably oriented towards this perspective, given the close links
between Italy, and its economy, and the Eastern and Central
Burope countries, and Malta as well. On the other hand, there is a
consideration which is spreading more and more, that a chaotic
development of those countries could be, for Italy and Europe,
much more detrimental in comparision to the problems which
could come, if those countries joined the Union. And today there is
still the time and the awareness necessary (but not forever} to
prepare, from the istitutional and the economic point of view, the
Union for so deep a change.

That is why the IGC must achieve tangible results on
institutional reforms, so as to find a better balance between
effectiveness and representativeness, and on security policies.
From this point of view, it is necessary that the EU members, which
are at the same time NATO members, give the Eastern countries
¢lear answers and solutions complementary to the ones given by
the EU institutions. And other big issues which are not in the IGC
agenda are to be underlined, because, in this enlargement
perspective, important sectors should be reformed, for example
the common agricultural policies which, according to the surveys of
the European Commission, would be damaged by an umprepared
entry of Eastern-Central Europe countries.

All that has a particular importance for Italy, and the issue
of Europe, not only is a traditional guideline of the Italian foreign
policy, but also, it represents a necessary perspective for Italy,
which, without it, would risk losing that prominent position which
several geopolitical conditions had given to it, during the years of
the East-West confrontation.

All the debate which has been conducted about the
necessity, for Italy, to define and to pursue its national aims, as a
guiding principle for new foreign policies, is sensible if it is part of
reinforcement of those multilateral perspectives, which are vital
for a country like Italy, in which the bilateral views has always
given some, hardly solvable, historical and cultural problems.
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In conclusion, the aim of the european political Union seems
to be a national priority for Italy, whose leading role in europeism
must be kept and improved. That is why it could be in the interest
of, and a priority for Italy, an high-level role in the preparations
and in the course of the 'Intergovernamental Conference, a
potentially good opportunity for the rebalancement and for the
relaunching of the European project.

4) Conclusions

The reflection upon the forms and the procedures to
elaborate the next stages of the European building depends on the
connection between the evolution of the european policies and the
developments of the italian home policies.

This issue seems, morover, to present new problems,
because of the dynamics of enlargement and of deepening which
have characterized the European integration during these years.
The high number of member countries and the different view they
express about the most important issues for Europe, draws our
attention on the decision-making process inside the European
Council and inside the Councils of the next Intergovernamental
Conference.

In this sense we can evaluate one of the IGC main issues that
is FSCP, and the differences which, for historical and political
reasons, characterize the views of many member states in
evaluating the possibility of creating a single european foreign
policy and, above all, & single policy of defense,

And the conflict between those comunitary countries which
have joined WEU and the others EU members wich have not, and
which are maintainig neutralist positions, is the perfect example of
the difficulty, which is first of all procedural of decision making,
affecting the Fifteen when they have to take quite important
decisions.

This kind of tendency, linked to the more heterogeneity that
the recent and the future enlargements put in the Buropean
decision-making process is one of the aspects which suggest to
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underline as a decisive choise in the IGC agenda the topics on the
European istitutional reform.

The Union has to prepare itself to continue its strengthening
without fearing the unavoidable enlargement processes. To rich
this goal is perhaps advisable to take a Jook at a deep
reorganization of the balances between the single member state
and the Bruxelles istitutions. It is necessary, in this way, the
increasing of the intermediate regional istitutional level, which is
the only possibility to make possible the cohexistence of the
principle of the representativity of each member in the common

/\ istitutions with the capability of the entire Union to decide and to
f,n move forward. The possibility to have regional subeuropean frame

/ » N .
: (Visegrad, Benelux, Mediterraneans, Baﬁics, Nordics...) could give
e possibility to look trustfully at the new enlargements.
- Another final evaluation push in this direction, that is the

consideration of an objective transition that we are living in the
European balance form the big French-German axis of the past, to
the always more clear German centrality of the future. This kind of
evolution is regarding not only the economic side of the integration
process, as happened also in the past, but is now concerning
diffusely all the political aspects of the European frame. The need
to have a balanced Union is, for the future of the EMU project,
linked also to the capability of the Fifteen to build new European
istitutions, without working in the IGC just for introducing little
useéless arrangements,

Notes

1) Article N, 2 of the Maastricht Treaty,

2} The new issue about the year of reference and the year of decision is
introduced by the Council of Finance Ministers which took place in Valencia
in septemeber 1995.

3) Declaration n. 4 of the Conclusions of the European Council of Bruxelles,
10-11 dicember 1993.

-4) The debate of the poltical forces about these issues, took place in two
sessions, in which the two branch of the Parliament have discussed the
Conference, the first to prepare the Messina meeting on the 2 June 1995,
held by the Reflection Group, and the second in december, shortly before
the beginning of the presidency semester.
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ITALY AND THE INTERNATIONAL ECONOMY
Marcello de Cecco

Universita di Roma “La Sapienza”

1. Post-war reconstruction and adaptatioh to the “Western”
economic space

The economic rebirth of Italy in the post-war period was driven by the
international political situation, but also by the Italian productive structure,
particularly as- far as manufacturing industry was concerned. It is.necessary_
to recall that Italian industrial capacity, which had been remarkably beeféd
up in the five years before Italy entered the war, emerged practically
unscathed at ehe end of it. Bombing and other war destruction cqncentrated

on infrastructures, and those were rebuilt very rapidly. By 1946 railways

‘had been brought back to pre-war efficiency. By siding with the Allies in _

Sept.1943, Italy was given access to industrial raw materials, and as soon as

the North was freed from Nazi-Fascist occupation, Italian industry, which was
mostly located there, could return to peacetime production. The following ten.
years were thus spent in rationalising production out of a capacity which did
not require much adding to.
Industriarl rationalisation was induced by the need to cqqcéntrate_ efforts on

the penetration of Western. European and North ‘American markets,

following the precise guidelines indicated by US foreign policy which,

——



through he Marshall Plan and the generalised devqluation imposed on

European currencies in 1949, had generated a powerful push to economic
integration of the Western world, meant to unify and reconcile former

enemies and to create an economic area impenetrable to the "Eastern wind". -

The productive structure of Italian industry was thus adgpted to available
markets. This™ meant: abandoning. all hopes Italian -industrialists had nurtured
of replacing German industry in exports of durable consume-r and especially
investment goods to Central and Eastern Europe, whose markets were closed
by the division of Europe into blocs. Those who prdduccd those goods had to
choose between supplying the small Italian domestic market and closing
down. The Atlantic choice also meant for Italian industry the need to
specialise in productive sectors which would allow it to penetrate
technogically advanced markets where extremely strong domestic producers
existed for- most sophisticated industrial products.

As a result, in the Fifties, Italian industry specialised in "mature” sectors and
progressively receded from the “"advanced" sectors where it had made

remarkable strides under the blanket protection of fascist "autarky"”.

There were exceptions. The steel industry became self sufficient in flat
products by constructing a huge brand-new continuous-casting plant in
Genova, with US financial help and US industrial patents and machinery. A

whole new oil-refining capacity was installed, again with US financial and
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technological help, which used the flow of middle- eastern oil, and from that

a petrochemical industry emerged. In both cases, however, the exceptions

were negotiated with, and approved by, the OEEC.

The rest of Italian industry showed a remarkable ability to adapt to its new
role. The "rationalisation™ of the 1950s is stil awaiting an histofian who will
thoroughly .study it.. Some of its features are already clear, however. It was,
like the rationalisations which would occur in the 1960s and 1980s, the
phase which followed a tipically Italian investment spurt. After an initial
capacity-widening period, which lasts three or four years, a much longer
period follows when, -almost without the application of new capital, and wirth
the net subtraction of labour, output and productivity keep increas.ing at
rates which put Italian industry at the top of the world league. In all cases,
productivity was increased by changing organisationall-methodé' and by |
putting pressure on workers.-

In all cases, the rationalisation period presents problems for Italian economic
policy-makers. They have to deal with a structural labour surplus while
industry keeps getting rid of wdrkers. Industrial restructuring, moreover,
does not allow domestic demand to reach Isatisfactory levels. A structural
surplus in the balance of payments appears, induced by emigra;nts'
remittances and tourist income. That surplus is only reduced on the occasion
of. short investment booms in 1960-62, 1969-70, 1979-81, Which are

followed by pressure on the labur market, wage contracts favourable to



workers, capital flight on the expectation that the lira will be devalued,

restrictive monetary policy to stem it.

Those short investment booms can be precisely linked to international
economic booms. Thus the international market comes to completely
dominate . Ttalian' economic policy. As a result, after short investment booms,
and after: : expectation-confirming devaluations coupled with deflation, or just
deflation, the depressed conditions of domestic demand allov& industrial
managers to introduce 1'ationalisatidn, according to a script fifst written in
1926, and repeated in the 1950s. Labour costs are acordingly reduced within
limits which allow industry to successfully compete on ipternational markets
and to realise profit margins satisfactory to [talian industrialists. lDepreésed
domestic demand reduces imports and capital which flew abroad expecting
devaluation returns home to reap its profits. The Italian balance of payments.
returns once: again~to- giant* surpluses, ‘and ‘the international press can once

again speak of.an " Italian miracle”.

2. Consequences of being a founding member of the EEC

Italy's participation in the international economy according to rules fixed in

Athe 1940s and again in the 1950s, induced first of all an obligation to choose

export markets and products acceptable in the reduced playing ground of the
"West" and subsequently an obligation .to compete on equal .terms with mu;h‘

more advanced countries in the EEC, accepting a volume of trade maximised
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by hugely improved transportation and communication (just remember the

new European motorway network built in the 1960s). And renouncing all

traditional trade barriers.

To make things even more complicated, the Common Agricultural Policy of
the EEC was introduced, which worked according to rules whiqh fostered self
sufficiency at EEC. level. in those .products; like wheat and meat, which Italy
produced at higher costs than its northern partners, and traditionally
imported from the t-ransatlantlic producers. As fast industrialisation occurred
in Ttaly, a very large number of agricultural workers migrated to town, much

higher than the number-that could be absorbed by éxporting industries. An

‘agricultural import surplus was thus inevitable, which would have benefitted

from the ability to purchase commodities from the cheapest producers. Being
part of the EEC'ss CAP meant, on the contrary, an obligation to purchase in the
most expensive markets without being able to. sell advanced industrial goods

to agricultural suppliers like Argentina and Brasil.

Thus the double "choice" Italy made in the late forties and in the fifties had
serious consequences- for the country. First of all, because of.the
concentration of Italian industry in the North, the boost which being a
founding member of the EEC gave Italian industry was rapidly throttled by
fast-growing. wages, as exhausted labour supply in the North could .not be

supplementd by sufficient southern immigration, ( Germany was successfully



competing for the same workers, as it couid offer much higher wages) and by
the trade deficit which arose as demand.overstepped supply, as workers left
the countryside and output did not match the increased demand.

Secondly, and perhaps even more importantly, Italian industry became
increasingly specialised in mature sectors, and progressively lost all its
advanced technology sectors. This occurred while Japan and Germany‘ were
able to reconquer much -of :the 'place.-' they -had lost in advanced technology.
because of the war and defeat. It must not be forgotten that, in order to
reacquire a presence in world trade immediately .after their defeat, Germany
and Japan had been pushed towards exporting to the " West" consumer
durables which thay had not been used to exporting before the war. The
incentive to do so was the ridiculous exchange rates with the Dollar which
had been imposed on Yen and Mark.

But there was also the prohibition, contained ‘in the respective Peace Treaties,
to engage in advanced:research and -production related to the military sector
( including the aircraft industry).

And, above all, there existed the chance, unknown in the thirties, to export
to the United States, where consumer durables produced in Germany and
Japan enjoyed a much better cost-price relationship than advanced

technology products, where US industry was still the undisputed leader.

With return to detente between the US and the USSR, the EEC subset became

the area of greatest absorption for German industrial products, while the



Soviet market was re-opened. Thus German industry, which still possessed

the excellence levels reached before and during the war, could again
specialise in the congenial production.of investment goods, while mature.
sectors were kept going through the massive inflow of gastarbeiter from
Southern Europe. Germany thus moved back from its occasional dependence

on the US market to its traditional markets.

~In the case of Japan, as the Chinese market was not yet availablé, the US
market ( traditionally the largest outlet for Japanese industry) was used to
the full. Japanese industry could therefore move to higher technological
levels because of continuing - consumer durable exports to the US, which
provided the needed foreign exchange, but especially because the country
was allowed to pursue self sufficiency in technology-intensive pfoducts in a
context of total protection and dirigisme. The long Vietnam war, which
lmassively,involved:gthe US 'in the ten years beginning in the mid—sixties,'
meant for Japanese industry an enormous injection of effective demand, as
it brought death and destruction, but also billions of dollars, to the countries
of South East Asia. In the Vietnam War Japan was the staging post, and that
also meant that Japanese industry was directly involved in repairs and re-

supply for the US war machine.

Thus for Germany, detente meant a permission to go back to its-old industrial

haunts., While, for Japan, the Vietnam War meant receiving the decisive
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American help which allowed it to move, in complete defiance of the

principles of free trade, to a higher stage of industrial and technical

development.

AT the beginning of the 1960s also Italy tried to move to a higher stage of
industrial developmehf, to enlarge its industrial matrix to include technically
advanced - sectors. The- attempt, was -made selectively, trying to enter sectors
like petrochemicals, nuclear engineering, electronics. But the foreseable
reaction of international ‘competition led Italian industry to backtrack as fast
as possible, leaving a lot of dead and wounded on the ground. The fierce and
prolonged credit squeeze of 1963-64 killed the most innovative and

therefore riskier, investment projects in the bud.

When the usual foreign constraint was hit by the Italian. economy, about
1963, the Lira could have-been devalued,:xa's the French Fra-nc had been. But
those were exactly the years when the US economic aﬁthofities were most
worried about dollar weakness, and any tilting of the .precarious B1'¢tton
Woods system balance made them extremely nervous. In 1964 they
seriously threatened the newly elected British Labour government, which
wanted to devallue Sterling, with a cut-off of nuclear supplies. Thc Italian
political leadership, wary of openly challenging the US, renounced

devaluation and fell .back. on subsidising existing industrial sectors, creating



, 9 ,
jobs in the state welfare and education sectors and promoting rationalisation

of existing industrial capacity, on the same lines of the 1950s.

Throughout the sixties, the: consequences of thé EEC's CAP were being felt in
the Italian countryside, inducing a continous ﬂigh; of workers from the land.
But industrial rationalisation did not ailow them to be absorbed by. industry,
and the giant migration to the North ended up in a complete ethnic change in
thé Northern .labour-force, - - Ageing- Northern workers were. eased -out and
replaced by young Southern workers, (who are in turn being pénsioned of f
at the present time). It was this new and much more rebellious labor force
which, having been submitted to faster and faster assembly lines, and.
stationary wages, finally exploded in the famous strikes and industrial unrest

of the" autunno caldo" of 1969 and following years.

3.Consequences of the “ autunno caldo” and of the oil crises: the .

emergence of ~ small scale industry

Most of the former agricultural labour force was, however, absorbed by the
tertiary sector, especially by government -financed welfare activities, like
education and health, which were enormously increased in the same period.
Starting in the mid-sixties, Italian public debt, which had been practically
extinguished by early post-war devaluation, began to pile up again, as public
sector- deficits were not financed. exclusively out of increased taxation..

Taxation, and especially social security charges, kept all the same. increasing
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in those years at a very brisk pace. Taxes fell mostly on dependent workers,

as the pay as you earn system was introduced. Social security charges fell
mostly on employers, and convinced them to be even more sparing in their
additions to their workforces. As a result of high social security charges and
of continuos industrial unrest Italian employers became addicted to the
pursuit of the ideal of the "workerless factory”. Massive automation was
introduced: on ?production: lines, and outsourcing. became a rule, where it had
previously been an exception. All this happened while a very large potential
supply of workers still existed, especially in the South. It took Italian large
scale industry a very long time to decide to move some of its plants South.
They eventually did, but not before they had created in the traditional
industrial regions and in those adjoining them a very large network of
subcontractors, and had pushed automation to incredible limits in their
central assembly lines. These decisions had momentous consequences. They
gave rise to a very large industrial automation -producing sector and
induced the- modernization and growth of the Italian machine tool industry.
They also induced the birth of a "second industrial revolution" based mainly
in the center of Italy and on small industrial producers, who started out as

subcontractors for the big firms, but later began to diversify.

Italy thus started to be characterised by small scale industry, while before,
like all latecomers in industrialisation, its industrial structure had centered

around very large producers and very large plants. The decentralisation of
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production which has since the early seventies béen the defining! feature of

Italian industry has had the beneficial consequences of boosting 'the

mechanical industry and extending industry to the center and near-south

~regions of the country. Had this happened while large scale industry

remained strong, we would have followed in fhe footsteps of Germany and
Japan.

On the contrary, large scale industry-started in-the middle of the sixties a
long decline to which there seems to be no end in sight.

That decline, however, began to appear clearly only after a last remarkable
investment boom was effected in the years 1969-73 in the steel,
petrochemical, and automobile industries. Thanks to it total fixed investment
rose, in those years , almost as much as it had in the course of the boom
years 1959-63. In that case, however, investment growth had induced a later
export boom. While the later investment boom was also meant to boost
exports rather than to reduce imports, it proved unable to keep its promise
in the following decade. Investment incentives, which directed those
investments to the South, were thus to prove ill-spent. But any incentive
scheme directed to maximise fixed investment in a backward area will fail if
it 1s managed by an elite of °= entrepreneurs, managers and burcaucrats who
share the same national goals. After the labour unrest of 1969 and later
years, on the contrary, Italian private entrepreneurs seemed to be engaged
in a holding operation at home which permitted the fast export of capital

abroad, at all costs, and without any clear industrial strategy. Thus for the
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whole of the seventies, Italian industry progressively abandoned most

advanced sectors, wasting the billions ofr dollars which had previously been
invested there. Almost no exports from those sectors ever materialised.

At the end of the seventies, the "new look” of the Italian industrial structure,
which was to remain in the following fifteen years, was already in place. Its
main feature was the prevalence of traditional sectors in production and
exports, and a tendency .to .reduce ‘the. scale..of plant and the number of
workers employed in each plant.

The new state of affairs was also helped to come about by the traumas which
afflicted the international economy at the same time, in particular by the two
oil crises.

Having to pay for much more expensive oil imports, developed countries
reverted to massive state intervention in economic and industrial affairs, in
order to maximise exports. Those measures had previously been left to
industrial late comers, including Italy. When leading industrial nations
started again to play the game, the inadequacy of Italian industrial policy
was starkly revealed. And, as starkly, the lack of a convincing strategy by
Italian large scale enterprise was also revealed, as well as the backwardness
of the Italian financial system, which was in no way able to offer itself as
active intermediary of oil-funds, and was relegated to the role of final
borrower of t-hose. funds, like any other underdeveloped country's financial

system.
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In the new unstable conditions of the world monetary system, the fact that

the Italian export structure had become exg)emely dispersed, acted as a
powerful negative factor. As firms had to take foreign exchange positions to
protect their future ‘export proceeds, the fact that many thousand‘ industrial
exporters had come about in Italy meant an active recourse to leads and lags,
under and overinvoicing, and an impossibility, on the part of monetary
authorities, to act:without the protection of stiff capital controls.

As the capital account began to weigh on the trade account in every country,
the pulverization of economic actors in Italy meant that no agreement
between great players could be reached by industry, government and
monetary authorities ‘to design a credible  exchange rate policy. The punitive
capital controls which were imposed because of that impossibility meant that
the Italian financial system was further removed from the international
scene, and became practically unable to play the international markets with
skill. At the sametime,; the diffusion of industry meant that the tax collection
system became unable to look after so many independent producers, while it

had become used to relying on the “pay as you earn” system.

Thus, at the beginning of the 1980s, while many thousands of new exporters
had appeared on the Italian scene, many thousands of tax-dodgers and
capital exporters had also been created. The economy maintained its ability
to earn foeign currency, but the state lost a large part of its capacity to collect

taxes. The relative eclipse of Italian large firms reinforced these trends. The
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sectors where huge sums had been invested showed no ability to export,

while exports were increasingly earned by the small firms which tended to

pay very few taxes and dodge social security legislation.

As a result, the gap between public receipts and payments started widening
alarmingly, and it was filled to an increasing extent by new issues of public
debt, whose service -costs:soared -after.the US Fed inaugurated its high

interest policy to curb US inflation and to attract capital to the United States.

Twin deficits appeared in Italy at the same time as they appeared in the US.
Public accounts fell prey to-the inescapable logic of compound interest, while
all the industrial sectors where large investment had been sunk and large
scale industry preavailed ceased to be net foreign exchange earners : large
trac_ie deficits appeared in the chemical, steel, and automobile sectors, while
the traditional deficits in the energy and -agricultural sectors kept growing.
This in spite of a continuous devaluaﬁon of the Lira, which brought it to lose
100% against the French Franc and over 200% against DMark, Schilling,

Florin, and Swiss Franc.

‘4. Adjusting to the second oil shock, Dollar oscillations and high
interest rates: the EMS
It therefore appears rather- clearly that the new conditions. prevailing in the

international economy in the 1970s brought about a harsher ‘competitive
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climate where Italy could somehow balance its international accounts by

continuous and - drastic deprgciatibn of its cﬁrrency and by replacing large
scale with small scale producers as its net exporters. The country changed its
specialisation from large scale to specialty and traditional products, and in so
doing it lost a good part of its ability to collect sufficient taxes and tax
avoidance became a sort of hiddenm subsidy to Italian exporters. In order to
close the trade deficit; .the. conditions:of: the the public accounts deficit

became worse.

This was the situation prevailing when Italy became a founding member of

the Eui‘opean Monetary System, in 1979. By accepting to deflate the economy

through an avoidance of competitive devaluations against its EMS partners,
while unpegging interest rates on public bonds, which had been hitherto
supported by the Central Bank , and by maintaining the>same rate of net
public expenditure,’ the -country was: able at one and the same time to bolster
public expenditure, especially by inflating the numbers of public employees,
to deflate industry by restrictive monetary policy, which induced a new bout
of extensive industrial rationalisation, to overvalue the exchange rate with
respect to the EMS partners. As public accounts worsened, italian industry
turned -inwards because of unfavourable exchange rates, and attempted also
a flight to quality, producing and exporting greater unit value products. The
attempt proved successful exactly in those sectors where Italy had found its

new international specialisation, while it failed miserably in the téchnology
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and scale intensive sectors. Those were the years when Torino went into an

industrial decline from which it has not yef erﬁerged, and Milano became the
fashion capital of Europe, as its technology intensive industries declined or
closed down.

The new specialisation pattern managed to create a few large scale producers
and- exporters, who base the_mselves on extensive outsourcing and keep only
strategic functions :inthe -core factories. They_) expanded by relying on the
longish period when the Dollar was overvalued, in the first half of the 1980s,
and used the US market as a strategic provider of bulk demand for their
products. By fully exploiting the new system of flexible and lean production,
these firms managed to establish themselves as world leaders in their fields,
creating trade names which command instant recognition everywhere, a feat
which Italian car, electronics or chemical manufacturers never managed to
achieve. They valiantly survived the years of Lira overvaluétion, while more
long-established producersj -entered a . grave crisis from which they have

partly emerged only by the massive Lira devaluation of the early 1990s.

As an agreement to ban beggar thy neighbour policies from the EEC, the EMS
was quite successful. It managed to freeze market shares where they were in
the late 1970s, and to stop the bleeding of German and French traditional
sectors, which was proving extremely disruptive in terms of loss of jobs in
critical regions. This. meant that countries like Italy and Spain could not push

their specialization patterns to the extent they might have, while being
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unable to invade technology-intensive sectors where the established French

‘and German producers prevailed. It also meant that accumulation by large
scale- producers like chemicals, steel, automobiles, tyres, virtually stopped in
Italy. They survived by strenuous and extensive rationalisation of existing
capacity, drastically cutting jobs, but could not devote enough resources to
investment, and fell to the bottom of the world top league. They also took to
increasingly use their cash. flows .as. financial intermediaries, borrowing short
to lend long and practising increasingly sophisticated forms of financial
arbitrage. There were years, in the late 1980s, when profits from. financial
activities replaced industrial profits in the balance sheets of large Italian

firms.

5. German reunification, the end of the Soviet Union, and the 'EM

L]

crisis: navigation' without compass

When the new boom, fired by the re-unification of Germany, hit Europe at
the end of the 1980s, Italian large scale producers were thus caught by
éurprise, and did not have the right products and the quantities available to
sell at. home and abroad. Trade deficits thus swelled but were. hidden by the
inflow of hot money which was induced by the so called -"convergence game"
which international investors began to play when they expected that, after
the passage of the Maastricht Treaty, monetary Linificatioﬁ wquld occur in.

Europe and would imply the lowering of interest rates to German levels even
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in high-yielding countries like Italy and Spain. In the last three years of the

EMS the Lira was increasingly overvalued, as a result of capital inflows, and
industry began to suffer a serious squeeze of profits. Large debts started -
being incurred with banks, also on the assumption that interest rates were
going to fall, and a very large foreign debt piled up, as firms borrowed hard
currencies and re-lent the proceeds in Lire on the assumption that prevailing
exchange rates were: going :tostick, and uncovered interest arbitrage was

thus riskless.

The international financial crisis of September, 1992 thus came truly
unexpéctedly for most Italians, including the majority of small firms.
Evidence is the huge private foreign debt that had been accumulated in the
last two years before the crisis of the EMS. In the summer months of 1992
several’cle?er people read the results of the Danish referendum correctly
and exported large.amounts -of . currency, hastily repaying foreign currency
debt. But the large majority of the Italian operators were caught by surprise.
The deflationary impact of foreign debt fell on the Italian public with full
force after the massive devaluation of the Autumn, when the Lira and
Sterling left the EMS.

This is not the place to comment on-the events leading to the demise of the
EMS. It 1s howev)er useful to note that the German central bank's reneging on
the Basle Nyborg Agreement and refusing to unconditionally suppoit the

Lira has done permanent damage to Italian-German relations. It will be
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decades before the atmosphere of trust which had come about in the 1980s

and which was destroyed in a few days in Sept. 1992, is recreated. German
political and economic authorities appeared to be too domestically motivated, -
and incapable of decisive European leadership. Italy has been unwillingly

1"

pushed towards a foreign economic policy " a tous azimouts" for which it is
thoroughly unprepared, and the potential danger a Gaullist Italy can
represent seems to ‘have been discounted: by -both France and Germany,

although an inkling of it ominously appeared in the seven months of the

Berlusconi Government.

Most of what I wrote above is an almost literal translation of a paper I wrote
in TItalian and published in 1980. It is striking to re-read it today and see
how little the terms of the problem have changed  after fifteen years. The
intervening period: of almost ‘fixed European 'exchange rates was not foreseen
in 1980. The EMS appgared ag a crawling peg system, and France and Italy
had not relinquished capital controls.

After the rude awakening of September, 1992 Europeans have oscillated
between periods of hope in complete monetary union and bouts of thorough
sceptcism about it. It seems, however, that the Italian situation vis-a-vis the
international economy is still what appeared to have been defined by the
end of the 1970s. Large scale industry has had a respite -because of the

drastic devaluation of the Lira, but the lack of investment in key sectors in
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the previous decade meant that devaluation  was more important to redress
the balance sheets of large Itzﬂ‘iém l(‘;ompanies tilan to allow them to make
dents in established international market shares. Since 1992, in fact, deep
domestic demand deflation, brought about by restrictive monetary policy
and tough fiscal policy, the latter a shocking novelty to most Italians, has |
managed to shift resources towards exports and to drastically reduce
imports. A 30% devaluationhas.not:been,-as.a result, followed by inflation to
anything as the extent most people expected. But even that has happened
before, and the economic policy which Italian authorities have ad0pted
follows rather closely the so-called IMF recipe, of domestic deflation,

devaluation and export-led growth.

After the lean export years preceding devaluation, the export bonanza which
has followed devaluation seems exceptional to Italfan firms and -Italian
public opinion. But-a -close- analyéis- of trade performance before and after
‘devaluation reveals details thatl are extremely worrying for the future of
Italian industry and for Italy's place in the world economy. To this I now

turn.

As it will be remembered, the victims of the Sept.1992 international
financial crisis were four main currencies, the Lira, Sterling, the Peseta and
the Swedish Kronor. The Escudo and the Dracma also fell heavily on the

exchanges. It is therefore rather interesting to sece how these depreciated
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currencies have affected the trade of their respective countries, and to

compare the trade performance of thvese coﬁun‘t‘riés with that of the countries
whose currencies were pushed up as a result of the same curl'enéy crisis and
further turmoil. |

A study by thé Commissioners for Economic Affairs and Internal Market of
the European Union, which examined the possibility that 7art.104 of the
Treaty of Rome might have:been .violated as depreciating countries engaged
in competitive devaluations, seems to have concluded, according to press
reports (the official report has not yet appeared) that devaluation were
totally involuntary and imposed by markets on the authorities of the
depreciating" currencies, and as a result that they cannot be in any way
considered as competitive.

it is, however, still to be ascertained what sorts of benefits accrued to the
devaluing countries, and what costs they had to bear because of currency

depreciation.

What'happened to intra-European trade between 1987 and 1992, thta is to
say, in the period when intra-EU exchange rates were almost fixed, is of
special interest to us. With Fabrizio Perri, I have done a study of this, which
is due to be published in the next months. I can advance its main findings
here, and refer interested people to the paper. We found that, in the absence
of currency movements, -and in the presence of a large event like German re-

unification, there seemed to appear in Europe a trade bloc whose center is
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united Germany, around which there is a periphery formed by Southern

European countries, the UK -and italj;/. The thrée Visegrad countries H CZ and
PL seem to have become part of the core, with countries like Austria and
Switzerland, which in the years considered by the analysis were not part of
the EU eifher. A detailed analysis of bilateral trade led us to conclude that
France has become part. of the core, while Italy and the UK are definitely not-
part of it. A special mention- must: be =ﬁ1ade of the remarkable rise in trade in
automobiles, which occurred between 1987 and 1992 and which seems to be
responsible for a considerable part of the trade integration that has occurred

in Europe in those years.

Having ascertained that the years of currency stability coincided at least
with, or even contributed to bring abf)ut , the sort of division of Europe into a
Germano-centric core and a periphery, where half of Eastern Europe seems to
have become part of the core and Southern Europe plus the UK has become
the periphery, it does not seem strange that the 1992 crisis fissured the EU
exactly along those lines. Those who devalued against Germany were the
countries who could afford to do so, not having too close trade relations with
that country. The others stuck. with Germany.

This probably supports the strong conclusion that the EU is not an optimum
currency area, and that two currency areas can live side by side in Europe,
without bringing about a decline .in trade integration, but only a faster rate of

further trade integration in the core. We are, however, not sure that the
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North East regions of [taly should not be included in the core, as their trade

since 1992 seems to have groWnp especially with Germany, and they seem to
trade more in part and components than in finished products with that
country, i.e. to have been fully integrated into the German production
system, as is increasingly the case of countries like Hungary and the Czech
Republic, Slovenia and Croatia, Austria and Switzerland, and even the regions

of Poland which have a border with- Germany..

Currency depreciation seems to have meant very little in this process, which
has carried on in devaluing countries like the Polish regions, Hungary and the
Italian North East as well as in countries which have kept their currencies
tied to the Dmark. Currency depreciation, however, has in the case of Italy
been extremély important in widening profit margins for the exporting
sectors, which had narrowed very considerably in the years of currency
stability. And bigger profits have also meant that Italian banks have been
able to look at their assets with greater tranquillity, after having gone almost
to the brink because of the high loan-delinquency ratios brought about by
overvaluation followed by severe domestic demand slump.

A look at post-devaluation trade shares in Europe reaveals that very little
has changed, in spite of massive fall in the values of depreciating currencies.
Demand levels seem to have had a much bigger impact on trade than relative
prices expressed in domestic currencies. In the case of Italy, the customary

huge trade surplus has appeared, as in previous devaluvations, but it was
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brought about as much by severe domestic demand contraction, which

drastically reduced imports, asA b)‘f- elxport -growth which has occurred, but
does not seem to have brought the Italian export share back to the level it
had attained before devaluation. Export growth thus replaces domestic
demand , but Italian firms do not seem able to exploit economies of scale to
the full because of the slump in domestic demand. The “similarity .index” of
Italiz‘m trade with French:and German +trade does not seem  to have been
affected by devaluation. The profound dissimilarity that has come about
since the war and persisted through the decades and even increased in the
last twenty years has resisted three successive devaluations. If anything, the
years of currency stability seemed to have sligﬁtly reduced the dissimilarity
of Italian exports compared to French and German ones. But devaluation has

certainly reaffirmed it.

The regionalisation of trade which seems to-be occurring in the core of
Europe, involving even some Italian regions like the North-Eastern ones, has
caused a further phenomenon to come about after the massive depreciation
of the Lira which occurred since 1992 . A dual exchange rate system seems
to have come about for the Lira. The large and erratic capital flows drive the
official rate at which currency is exchanged to effect financial transactions
and to obtain currency for individual tourist expenditﬁre. Commerciél
transactions involving visible trade seem, on the contrary, to be struck -at

exchange rates that are agreed between the contracting parties, with German
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importers, for instance requesting Italian exporters to value the Lira much

higher than its official rate , and thus quote much lower prices. In other
words German importers want to share some of the gains Italian exporters
are getting from the Lira devaluation,rwhich is considered artificial and not
reflecting actual costs. Of course, deals are struck according to the relative
bargaining powers of the two parts involved. Thus a very peculiar -dual
exchange market. has.,emerged, .with. .the financial - -and tourist lira rate. -
determined- on the market and the comimercial lira rate determined by
private bargaining. A very peculiar situation indeed, and one which
issymmetric with normal dual exchange market cases. This experience
proves, if anything, how the free market may not be able to. bring acceptable
equilibrium solutions, when visible trade occurs in imperfectly competitive

markets, as seems to be the case in all except bulk commodity trade cases.

The very large trade. surplus- Italy.is at present, as in previous cases,
experiencing, is allowing the country to get rid of its large foreign debt,
which had , by 1992, reached the alarming level of 11% of GDP. We are now
back to 5% and the authorities expect to see the country back in credit by
1997.

The availability of a large trade surplus has pushed back the traditional
Italian external constraint, but it is almost certain that a return to full
capacity utilization in all sectors of the economy, and not just the éxporting

ones, might send the country back towards its traditional constraint. Fuller
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capacity utilization, including a higher level of employment, is also required

because of the difficulty of generating a primary public surplus large enough
to service the .internal public debt, if foreign markets appear in the near
future less eager to absorb Italian exports. This, as was abundantly proved
by many studie.s, -depends on the rate of growth of demand in each absorbing
country. Since the cyclical phase we are moving towards is probably one of
falling demand,:home demand. must. be: reflated in Italy to keep production at
levels which will allow a favourable cost situation because of full plant
utilization. This might be a virtuous move, as higher home demand might

also generate higher tax receipts.

In spite of the lull that has come about because of the drastic Lira
depreciation, the structural situation of Italian largé scale industry' does not
seem to be very favourable. The old large scale industries. s-how no signs of
an improved future, .as competition .in. Europe and in the world grows apace
and innovation and technology do not appear to be produced in Italy at
anything like the rate required to keep large scale industry going at a pace

sufficient to survive in a context of global competition.

As we said above, in spite of a large and still gl'owing literature which
glorifies the development of small scale firms in the Center and North-East of
Italy as an original phenomenon, destined to grow horizontally, small firms

which have enjoyed success seem to have gone the way they always went.
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THey have, in other words, grown into bigger firms, even if they seem to

prefer keeping the organizational structure which has been compared tio a
solar system, with a core represented by the defining functions of the firm,
like design, administration, finance, and the most complex production
processes, performed in-house, and a large out-sourcing, providing a good
part of total production. When this particular organizationai structure is
accounted; for; there'seem:.to- have .appeared in: Italy.a very considerable
number of medium sized firms, about four thousand in all, with
approximately one thousand workers employed, directiy and especially
indirectly, by each of them. How to foster the transformation of as many as
possible of these firms into large groups like Benetton, Del Vecchio, and their
like, should be the main task which the Italian economic authorities ought
to set themeselves in the near future.

Should they leave them to their own devices, as they seem to have done in
the last twenty -years, and just devalue the currency every- ten years. and
maintain a virtual fiscal holiday to keep them from moving somewhere else?
This means, however, that, for instance, the Italian Stock Exchange renounces
all hopes of seeing the most successful among Italian firms quoted in Milano.
In the recent past, in fact, most of these firms have preferred to get quoted
on the NYSE, issuing ADRs, apparently with very satisfactory results.
Another consequence of leaving things as they are is that the most successful
firms also userthe Italian banking. system just for their domestic payments,

and get advice and high value added services from foreign merchant and
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investment banks. Again, if we have to extrapolate recent trends, this seems

to become the norm, rather than the exception.

In. other words, if nothing is done, Italy will find itself with a service sector
catering only for the most backward part of its economy. Then, if present
trends are extrapolated,- also the design function will migrate, or foreign
designers: will “be: employed by Italian: -firms. . Mest.(top. .fashion. designers .

1
working in Milan are now foreign born and bred, and both top designers at
Fiat are foreign citizens. Thus Italian professional schools seem also to be
destined to cater for the lesser parts of Italian industry. And the same will
happen to lawyers. A category of service préviders ‘which does not seem to
fear replacement by foreigners are the ubiquitous "commercialisti" who
perform the most delicate advisory functions for Italian firms and know
their most intimate secrets. But it seems rather an exception to a rule that
sees Italy-lose -pregressively -the:. most s'interestinge,,,servi.ce, functions to core
countrieslof the de\}eloped world and retain only the main manufacturing
and organizational functions of industrial productions, while outsourcing will
stay within the country only if there are progressive de\%aluatiohs not caten

up by price rises.

Full employment equilibrium for the Italian economy seems, under these
conditions, problematical, to say the least. Things seem to have gone in a way

to render permanence in the core of Europe almost impossible, unless we
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want to -sacrifice."the. country's remaining chances of growing at a decent rate

for a sufficient number of years in the future. On the other hand, if
devaluations occur every ten years or so, there seems to be enough collcetive
loss of memory to ‘In‘lake them capable of bringing about a powerful income
redistribution which will guarantee a level of accumulation sufficient to bring
abolut a decent level of employment. And, if we have to judge by. the last
devaluationsy: the «ktalian: share. of -world, : or- even. European,..exports; does not
seem to be affected by devaluation, which means that Italy's main
competitors have no reason to fear from Italian devaluations, which seem to

have become an almost exclusively domestic matter.

It is not impossible to foresce that the country look after its service sector
and reform it in a way which will render it better able to compete with
foreign equivalents. This is more likely to happen in the most developed part

of the:courtry.

The _biggest problem, as usuval, is whether foreseable developments will push
the South even further away from the Center-North of the country, or
whether the growth process will extend progressively to Southern regions.
Here, I am afraid, we have noticed that each devaluation has made the
cxlg-ibrtiﬁg 'r.egioh's-'mofe' remote with respect to the non-exporting ones, even

if some migration still takes place between North and ‘South. This is the most

" worrysome conclusion of our analysis of Italy's place in the world economy.
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THE COSTS AND BENEFITS OF INTERNATIONAL LIBERALISATION
AND DEREGULATICN: AN ITALIAN PERSPECTIVE

(by Riccardo Perissich)

Overview

I would like to start by stressing how strong the link
is between trade liberalisation and deregulation, two
terms which have in recent years been at the forefront
of the economic debate and literature in all major
industrial countries.

The lowering of trade barriers and the opening up of
markets are arguably the two most striking developments
to have spread throughout western economies and western

societies in the last fifty years.

Massive expansion of world trade, along with
unprecedented growth in foreign investment, has changed
the face of relations between countries and has given
rise to that process of integration of national
economies which has, in turn, led to far more ambitious

undertakings, such as the European Union.

. Bretton Woods (19244) and Havana (1947) may thus be seen

as important milestones in contemporary .western
history. 1In both cases it was the United States which
played the main role. Nevertheless, all the countries
involved benefited, however difficult it may be to
quantify the advantages that they gained.
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As I mentioned earlier, the liberalisation of
international trade has given rise to a series of
successive phenomena which have had significant impact

on economic growth:

e the deregulation in many countries of those
activities, especially services, previously
considered the exclusive domain of the public sector,
which private operators are able to deliver at lower

prices and with higher quality;

e the break-up of monopolies, again mainly managed by
public sector organisations and based on markets
defined in terms of national {or regional) territory.
The eighties saw a gradual withdrawal of the state
from the direct management of many manufacturing and
service industries, and widespread privatisation in

~ Europe and other continents;

e the globalisation of markets, which has forced
companies to seek out those locations which can
provide them the highest efficiency gains and the
lowest possible unit costs. Having to compete with
countries where labour costs are low, such as the
nations of South East Asia, has forced Western
European and Us companies, especially manufacturing
concerns, to move production facilities out to such
countries. In some cases they have also transferred

non-manufacturing functions, such as accounting;

¢ the delocalisation of operations, as a result of
globalisation, has brought about its own set of

consequences. It is often perceived as a threat to
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employment, and is thus a development which Europe
and North 2America have found hard to 1live with.
However it represents an opportunity both for
developing countries and for those advanced
industrial systems which are forced to speed up
proceéses of rationalisation and technological
change. Lastly, it has proved to be of great
benefit to consumers all over the world, making
available to them higher quality goods at lower
prices.

Liberalisation, privatisation, deregulation,
globalisation and delocalisation are all terms which in
different historical periods have meant the same: the
freadom of the entrepréneur to seek out optimum
manufacturing condifions, wherever they might be in the
world, and the freedom of the consumer to choose, from
among different products, those which represent the
best value for money. '

It is practically impossible to assess these
developments simply in cost/benefit terms. There are
so many factors which cannot be gquantified and so many
variables to take intoraccount.

What is indisputable, as the last fifty years have
shown, is that nothing has equalled internaticnal trade
as a driving force for economic and social advancement.
It is enough to look at the annual rate of growth- of
international trade, 6% in volume terms, against 4% for .

production.



Italy has played a small but meaningful role at all
stages of the process. Today Italy is an important, if
occasionally somewhat recalcitrant, player in the
process of domestic deregulation and privatisation,
Italy's economic recovery after World War II is linked
to the development of the manufacturing sector, which
managed to find ever greater openings for its products
on international markets. The decision then taken by
the Italian Government to open Italy up to
international trade was both decisive and enlightened.

The changes brought by liberalisation on the country's
industrial and social system were considerable,
especially as far as manufacturing industries were
concerned. They were the main driving force in the
push towards international markets; exports of
manufactured goods grew consistently, by an average 6-
7% per year, and in some periods reached much higher
peaks. In the early days of liberalisation, Italian
industry's main points of strength were the low cost
(but well developed skills) of its work-force and the

strong entrepreneurial spirit of its companies.

There can be no doubt that these changes brought with
them considerable costs, in terms of the decline of
some industrial sectors. However, these and other
disadvantages could be remedied in a relatively short

time, while the benefits were no less than enormous.

In the fifties Italy could boast very few
internationally-oriented companies of 1its own and

foreign-owned manufacturing facilities were rare. As



the country opened up, it started to attract the
attention of large and medium-sized international
concerns; Italy was geographically well-positioned,
production costs were low and the country had all the
necessary basic skills for manufacturing and service-
sector activities.

This led to a large-scale flow of investment from
abroad which, along with domestic driven growth,
contributed to the expansion of Italy's manufacturing
base. In the front 1line there were large US
manufacturing groups, such as IBM, Texas ‘Instruments
and 3M, to quote just a few, but there were also German
and French groups.which found in Italy fertile ground
for local operations.

The late fifties, however, also saw the beginnings of a
more gradual, more modest, deliberate move towards
internationalisation by Italian industry. Italian
groups started to set up manufacturing and sales
operations abroad; revenues generated outside Italy
grew and exports accounted for an ever-greater
percentage of business.

As far as 'industry was concerned, there was strong
growth bkoth in production and employment, along with
significant diversification away from low-technology
sectors and towards medium and medium-high technology
sectors.

Outside the industrial sector, agriculture suffered
from a rapid reduction in work-force. Besides this,

conservative Italian legislation prevented agricultural



concerns from implementing much-needed modernisation
measures quickly enough.

Worse still, government bodies and state institutions
proved unable to answer industry's continuing call for
infrastructures and services that could keep pace with

economic growth.

Italy's decision to open up to internaticonal trade took
a major step forward when the country joined, as a
founding member, the European Common Market in 1857.

The dismantling of customs barriers and the creation of
the Common External Tariff had a greater impact on
Italy'sleconomic and social life than any other event
of the post-war period. Different sectors were at
first affected in different ways. Manufacturing
industry was already largely accustomed to competing in
foreign markets, and the impact was significant but not
traumatic. Agriculture was hit hard and this led to
the need to create special price-support and revenue-
support mechanisms. The service sector was not
affected at all, as it was still mainly the domain of
public-sector organisations and of companies which

operated exclusively in local markets.

Italy's pro-Europe choice allowed the country to play a
full role in making decisions which have since proved
crucial for economic growth. Following the example set
by Europe, other regional economic groupings have
gradually taken form in different parts of the world:
NAFTA in North BAmerica, Mercosur in Latin America,
ASEAN in South East Asia and APEC, which includes many



countries around the Pacific Rim, from the USA to

Australia.

The creation of these regional organisations
automatically means that no country can afford to
remain on the outside, unless it has continental
dimensions, as 1is the <case of China, India and,
perhaps, the USA. The USA have in any case felt the
need to formalise the boundaries of their own primary
sphere of influence by the setting up of NAFTA.

The same may be said of the negotiations taking place
within the World Trade Organisation on the subjects of
telecommunications, liberalisation of investments,
financial services and competition. They are based
more on the confrontation of large groupings than on
"individual nations. This 1is particularly true of
Europe, where no single country has such a dominant
position that it can afford to ignore the strength of
the whole.

Italy has so far benefited from taking an active part
in the liberalisation of markets. Nevertheless, much
remains to be done before Italy can fully enjoy the
benefits of this distant and far-sighted decision.

Above all, TItaly needs to take whatever steps are
necessary to take part 1in European Monetary Union,
This means persisting with those policies which aim at

reducing the public deficit and containing public debt.

This alsc requires going ahead on schedule with the

deregulation measures and setting up in good time the



necessary requlating Authorities and, above all, making
them work. '

At the same time the privatisation process has to be
completéd; so far it has only partly touched key
sectors such as banks, power, telecommunications and
transport.

Lastly, it is time that Italy took action to review and
reform the many government and state institutions which
are unable to meet the needs of the more advanced
sectors of the country.

Speaking as a representative of the most truly
multinational Italian corporation, which embarked on
its own process of internationalisation no less than a
century ago, I can state that, while these issues are
important for the country as a whole, they are of
absolutely wvital importance for Italian industry. The
uncompetitive structures and systems which the country
provides are a dead weight, a burden on the backs of
companies‘competing for major contracts or setting up
manufacturing or marketing joint ventures in remote
countries; to succeed in these ventures companies need
access to in-depth economic, legal and political data
and more efficient finéncial and organisaticnal
support. '

Whoever competes day by day on the world's markets
needs the backing of a system which works on the basis
of rules which are at least similar to those operating
in other countries. If this is not the case, we take a

"surcharge" on unit costs which makes it very difficult



for us to operate in markets where competition is ever
ftougher.

We need to work on this "surcharge". It is made up of
higher than average interests rates; inefficient
transport systems, the slowness of government agencies;
inadequate . export financing and/or inadequate
assistance and support in foreign markets; public
research networks which are unable to provide companies
with the support they need; perennial political
uncertaintyf

To compete in international markets, industry needs to
be able to excel in a number of areas. Put simply,
they are the following: overall strength of the
national economy; availability of capabie skilled human
-resources; scientific and technological expertise;
suitable management resources; a modern infrastructure;
efficient financial markets and high-quality services;
government policlies which encourage and promote

competitiveness; a high degree of internalisation.

This discrepancy between private dynamism and public
inefficiency <can be overstated. Although still
inadequate, some modernisation of Italian state
structures has indeed taken place. ©On the other hand,
it would be wrong to describe Italian private industry
only as an homogeneous group of dynamic entrepreneurs
fully married to free-market principles. The history
of Italian capitalism has its fair share of
protectionism and monopolistic culture as well as of

complicity with the political system.
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When, 1in the fifties, a minority of enlightened
peliticians, who were acting in exceptional peolitical
circumstances, decided the first measures of trade
liberalisation, and later to Jjoin the European
Community, they were confronted with a position of
Italian industry that was, to say the least, lukewarm,
if not negative. The same happened in 1979, when the

country decided to join the European Monetary System.

Industry’s position was motivated by a pessimistic
assessment of its own structural weakness as well as by
a high degree of scepticism about the capacity of
politicians to adapt the country’s public structures.
By the mid—eighties this attitude had changed. First,
the biggest, and most' powerful, part of Italian
industry realised that the instinctive pessimism about
its capacity to adapt had been, as I explained earlier,
exaggerated and that; in reality, it had done rather
well in an open world. Furthermore, it realised that
the country’s integration with Europe had reached a
point o©of non-return and that an acceleration of
European integration was the only option available to
force an acceleration of political changes within the
country. Thus industry became an enthusiastic
suppcrter of the single market program and, later, of
the Maastricht Treaty. This evoclution is not limited
to European integration. From the Kennedy Round to the
Tokyo Round, the attitude of 1Italian industry was
rather defensive, more preoccupied with the prospect of

increased imports than with the new opportunities

..
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resulting from the dismantlement of barriers in other
countries. The position changed radically with the
Uruguay Round in which Italy pléyed a very active role
to seek the maximum of trade 1liberalisation in all"

areas.

Today, the Itallian private sector does perceive itself
as more “European” than the rest of the country, and
this, to some extent, explains why it is so attached‘to
European integration. The constraints coming from
supranational or multinational organisations to which
the country belongs, particularly the European ones,
have proved to be the most powerful instrument to force
the state to modernise. Indeed, it can be argued that
key changes in Italian society that have happened in
the last 15 years, from the abolition of wage
indexation, to the pressures to reduce public spending,
to gradual liberalisation and privatisation of state
monopolies, even “mani pulite”, would not have happened
without the impact of membership of the European
Monetary System, o©of the completion of the European
single markét, as well as of the globalisation of the

werld’s economy.

To complete this analysis of Italy’s position within an
integrated Europe and a global economy, three
additional 4issues have to be examined: that of
European Monetary Union, that of the future of the
glcbal economy and that of the reform of the welfare

state.
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Like the majority of European industry, Italian
industrialists warmly support the objective of Monetary
Union. It is the logical complement to the single
market, adding stability and predictability to
transnational trade and investments. Furthermore,
fiscal disciplines that are necessary to meet the
criteria are a useful instrument to oblige Governments
to' reduce spending, in a situation where there 1is
hardly any room of manceuvre for increase in taxation

(already toc heavy in comparison with our main

competitors): in Mrs. Thatcher’s words, to roll back
the frontiers of the state. Within this context,
Italy’'s position is special 1In two ways. First, the

country had a long tradition of engaging in periodical
vicious circle of devaluation followed by wage
inflation. During the EMS experience, both industry
and Trade Unions came to appreciate the positive impact
of a stable currency. This position,Jonly temporarily
changed 1in the early nineties, Wheh a significant
overvaluation of the 1lira induced by higher-than-
average inflation in the protected sector of the
economy, put increasing strain on the competitivity of
those industries operating in the sectors exposed to
international competition. ~ Industry, therefore,
welcomed the 1992 devaluation. HoWever, the emerging
political instability also led to a devaluation well
beyond what was required by the fundamentals of the
economy. Industry then felt that the temporary
competitive advantages of an undervalued 1lira were

outstripped by the threat of a new inflation spiral and
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by the prospect of being left out of Europe. At the
same time, industry was also engaged in a restructuring
process focused on regaining competitivity through

productivity gains.

The fiscal -discipline necessary to meet the Maastricht
criteria is also paradoxically supported, at least in
principle, by the Trade Unions. The massive public
deficit of the Italian state is not only due, like in
other Eurcpean countries, primarily by a welfare state
that has run out of contrecl, but alsc by widespread
corruption and by a distorted fiscal system. As a
result, a case perhaps unique in the Western world,
increased public spending is often perceived as going
against solidarity and fiscal discipline is perceived

as a step towards more fairness.

This consensus 1is Thowever fragile Dbecause while
potential savings coming from the rationalisation and
moralisation of taxation and public spending can be
massive, they can only be achieved grédually and on the
basis of a political stability that is still laéking.
In the short to medium term, the Maastricht criteria
can only be met, 1like in other European countries,

through a radical reform of the welfare state.

The Maastricht debate is also focused, as in the rest
of Europe, on the deflationary dangers, particularly
acute in a period of slow growth, resulting from the

efforts necessary to meet the convergence criteria.
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The fact is that the Italian government, like all
others, has made the fatal mistake of letting public
opinion believe that the economic disciplines that are
necessary to meet the Maastricht criteria are the
result of an external diktat from Brussels. In fact,
they are measufes that should have been taken in all
cases, independently of Maastricht. This is
particularly true for Italy, where decades of fiscal
“irresponsibility and accumulated public debt have
created a situation in which the drain of private
resources by the state 1s probably the single most
impertant factor that prevents the country from growing

and modernising itself.

Recent events in France and Italy (now also in Germany)
have highlighted the close link between the Maastricht
induced control of public deficits and the structural
reforms, particularly that of the welfare state.
Exclusive focus on this latter aspect is a political as
well as a conceptual mistake. Thé inability of Europe
to create jobs even in periods of growth is certainly
linked with the inefficiencies and rigidities of the
labour market and of the welfare state, namely in
relation to the less skilled workforce and the lower
end of the wage structure. However, Europe’s declining
competitiveness and unemployment problems are also due,
.probably in an equal degree, to corporatism, excessive
state intervention and existing monopolies. All these
factors contribute to Eurcpe’s inability to stimulate
new activities to meet emerging needs in the domestic

as well as international markets; they therefore

R
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depress potential growth and make existing industries
even less competitive. It is important to mention this
point because to concentrate the debate exclusivély on
the labour market and welfare state reinforces a
defensive attitude by the Trade Unions who are led to
believe that they are the only scapegoat for
distortions and imbalances of a much wider and deeper
nature. Having said this, there is no doubt that the
welfare state 1is one of the key issues to tackle if
Europe has to enter the 21st century without being
threatened with an irreversible decline. In this,
Italy’s position, indeed 1Italy’s debate, is not
different from that of other Eurcpean continental

countries,

In some sectors of society, strong is temptation to
follow what is generally described, often with a degree
of oversimplification, as “the BAnglo-Saxon way”.
People tend to describe the issue of the welfare state
in terms that implicitly lead to its dismantlement.
However, unlike (may be?)} the United States, this line
of thinking is more prominent in the intellectual
debate than in society itself. I am convinced that the
overwhelming majority of voters as well as politicians,
wants gradual reforms rather than dismantlement. The
culture of consensus and o¢f social <cohesion has
probably become a permanent feature of European
society. While we admire the job—creaﬁing performance
of the United States, and are abandoning our
traditional contempt for “hamburger’s Jjobs”, the

display of extreme poverty and extreme affluence,
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accompanied by high crime, violencé, social and racial
conflict that 1is associated with American cities, 1is
something the Europeans instinctively reject. While
the dream of a competitive society is étrong, fear of a
barbarian one 1is even stronger; Europeans seem to
believe that . the savings that could be made in
dismantling the welfare state may be outstripped by the
costs (not only in terms of increased police forces)
that would emerge from the break up of social
consensus. The. threat of a barbarian society, so
present in the minds of those who lived through the
experience of the first half of the 20th century, is
still strong enough for people to be attached to the

achievements of the second half.

This explains why many people react with anguish when
they see the emergence, in our cities, of exactly the
type of barbarism that we thought to be an exclusive
privilege of the United States. While this produces
some radicalisation of-attitudes, on balance it seems
to be a factor that supports reforms rather than
revolution. Europe is therefore likely to experience,
in the next few years, a multitude of social
experiments, all rooted in specific national cultures,
but all sharing the same objective of reconciling
competitiveness with solidarity. During the cold war,
the defenders of free markets scored a very important
point when they argued that human beings are
complicated and don't conform to abstract models. New
right—wing radicals seem to make the same mistake.

People are not only “homo economicus”. They have
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passions, fears, prejudices. When they think they are
unfairly deprived and see all roads blocked, they react
violently, however irrational this could be. The
social market economy was not only a reaction to
communism; it was the natural development of a
capitalist society. Its short comings do not Jjustify
swinging the pendulum back to a 19th century “laissez
faire”. As Europeans learned only too well from that
very 19th century now described as a golden age, when
conflicts emerging in a market economy are not solved
through broad consensus, they tend to be solved at the
expense of foreigners, through additional nationalism,

protectionism and state intervention.

That 1leads me to the third and final peoint: the
attitude of 1Italians and Europeans, society to the
world order. In the last decades, the debate between
the United States and Europe has been characterised by
continuous mutual accusations of protectionism. Facts
give a different picture. In reality,'both systems,
the United States and the European Union, are
relatively open economies that still include strong
islands of protecticnism. The difference, in so far as
it exists, is not in the attitude towards international
trade. It is rather in the degree of liberalisation
and competition existing in the respective domestic
markets. In this respect, there is no doubt that the
United States are several steps ahead in comparison
with Eurépe. This makes them easier to penetrate by
those that are prepared to fight the American market

playing the very tough BAmerican rules, but it also
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makes the American economy more dynamic and more

competitive on world markets.

In the last few decades Europeans have come to live
with, and appreciate, an international trading system
that is open but alsc structured and institutionalised.
Their own 'experience with the development of the
European Community has helped them to learn, in many
cases to invent, new rules of co-operation among
countries of different cultures and traditions. Their
natural instinct is to transpose their experience to
the world scene. For this effort to succeed,
particularly with the World Trade Organisation,
Europeans will have to accelerate the process of
domestic integration and 1liberalisation.: They will
alsoc have +to accept that the complicated web of
regionalism and preferential agreements that they have
created around the EU will have to be simplified and

made compatible with a world order.

The United States face a different challenge: to accept
that the functioning of a world system requires that -
also the biggest economic power of the planet, despite
the strength of its domestic market, and the unique
privilege of controlling the dominant currency, has to
bow to international disciplines and accept the
implicit limitations of sovereignty. The
acknowledgement of this need, within Congress and

American society in general, still seems to be low,
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There seems to be é strange physical law that dominates
relations across the Atlantic. While bad ideas cross
the water with the speed of light, good ideas travel in
a thirty feet sailing boat and often reach the other
side slowly and shaken by adverse winds. That is why
Europeans tend. to be so dismayed by the perceived wave
of protectionism that is rising in the United States.

If successful, it would readily find many enthusiastic

followers also on this side.

27.02.1996
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Italy's American Connection: Past, Present, Future

by John L. Harper, The Johns Hopkins University Bologna Center

Introduction

This paper will describe Italy's pdstwar relationship with
America ffom an historical point of view, and then try to assess
the pfospects for the.relationship in light of the end of the
cold war. The U.S.-Italian‘connection ought‘ffrst to be seen in
relation to Italian foreign ﬁolicy before 1945. At_the risk of_
6ver—simplification, one-can-say that Italian foreign policy.
since unification has been marked by three constants or
tendencies: the search for security and independence through a

connection with the dominant Mediterranean pdwer {let us call

this “realism“);_the impﬁlse to fare da sé in pursuit of national
interests narrowly defined or of an autonomous hission (let,us_
call this "particularism”); the desire to play a part in a
political project larger than itself (let us call this
"universalism"). Realism, particularism, and universalism are
rooted in the country's fragmented political culture‘andll
geographic dualism.' During the fortunate periods df Italian
history these tendencies have been compatible, even
complementary, with each other; at other times, mostAnotablyf
during the 1930s, they haveﬂcome into irreconcilable conflict.

| Italy's foreign minister in the 1870s, Emilio Visconti

Venosta, rejected permanent alliances in favor of a flexible non-
AR



alignment that allowed Italy to shift ité weight in favor of the
bigger powers. Sentiment inclined him toward Ffance, while a
basic real;sm led him to cultivate good relations with Great
Britain, the leading Mediterranean power. He wrote, "I do nét see
where nor when the interests of Italy are not in accord with the

interests of England."’ At the same time, memories of Rome and

Venice inspired designs for an Italian empire. Italy's alliance

. with Germany and Austria-~Hungary followed the French seizure of

Tunis and the passage of power to the Historic Left. Anticipating
Mussolini, the Left saw alliance with Germany as a way of
allowing Italy to pursue its expansionist aims. The Sicilian
Francesco Crispi despised the Francophilism of the Northern
Moderates and saw African empire as a remedy for poverty and
unrest. Crispi's fall after the battle of Adowa in 1896, led to a

more prudent foreign policy, with Visconti Venosta back in office

“after twenty years.

Again at the risk of over-simplification, one could say that
Italian fdreign policy between 1896 and 1940 reflected the
conflict between Viscohti Venosta's prudence and Crispi's dream
of power. The shifting pendulum of Fascist fore;gn policy
reflected the conflict between the realism of Contarini and
Grandi (and Mussolini himself who got U.5. financial support in
the 1920s) and the the Mediterranean-African ambitions of the
later years.’ The abandonment of the former course led to the
catastrophe of 1940-45. |

The desire to participate in the prevailling system of
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European state cooperation is a third constant. To Visconti
Venosta, "Europe" meant the post-1815 concert. This notion=
competed with the more radical ideas of Mazzini and Cattaneo.®
After 1918 the liberal economist Luigi Einaudi and the car
manufacturer Giovanni Agnelli combined tﬁe message of Cavour and
the Moderates, free trade and Europe's cultural unity, with
Cattaneo's federalism.® The failure of Mussolini's extreme
version of particularism placed the idea of European unity on the
agenda once again. Not surprisingly ltaly's collapse also marked
a return to realism, and it was only fitting that Carlo Sforza,
(foreign minister, 1947-1951), had begun his career as secretary
to Emilio Visconti Venosta.® Italy's connection with the new
dominant ?ower in the Mediterranean represents, in other words,
the revival of an earlier tradition--~even if, under the
profoundly chariged circumstances of the postwar period, the
"special relationship” with the United States acquired a
centrality which makes it difficult to compare to the

"traditional friendship" with Great Britain.

The Italian-American Relationship after 1945

The disgrace of the military and the discrediting of
nationalist ideology, the emergence of a party-dominated
political system with a weak executive, thé-preoccupation with
material improvement after years of hardship: these factors

contributed to a postwar "process of introversion" with regard to



foreign affairs, and to a sense of dependéncy on the United
States.” The 1943 Armistice, followed by the Peace Treaty of
1947, reduced italy to the status of a fouréh'rate military
power, while the presence of a large and well-organized Communist
Party overshadowed internal pélitical life.® Tﬁe "process of
introversion" no doubt received further impetus from the
disappearance of forceful personalities like De Gasperi, éforza,
and Einaudi (one could add Mattei) accustomed to thinking of
their_cduntry as a great power. Finally, the new American
connection offered a kind of low-cost vacation from the cares of
national sovereignty. Under these circumstances, Italy's foreign
policy behavior eventually acquired a degree of passivity that De
Gasperi's generationﬂno doubt would have deplored.

What, specifically, did the United States provide Italy, and
what did it receive in return? During the occupation and the
eérly postwar yvears, the U.S. provided the emergency aid, loans,
and credits that helped Italy to maintain minimum levels of
civilian consumption (of bread and cocal), to reconstruct
shattered infrastructure, revive exports (beginning with
textiles), modernize heavy indusfry (steel, cars, electricity,
0il refining)}, and to stabilize the lira (though in defiance of
American advice).’ The U.S. promise to withhold Marshall Plan aid
in the case of a Popular Front victory was no doubt an important
fa&tor in the victory of the center-right forceslin 1948. The
-Americans revived the Italian armed forces and assumed formal

responsibility for protecting Italy from ocutside attack'after



1949.

America's protective mantle must, of course, be understood
in a broader sense. Pietro Quaroni (Italian ambassador at Paris)
told Sforza in 1948 that the élterﬁative to American protection
was to become "another Egypt." Italy must accept (at least éay
lip service to) the controversial Marshall Plan bilateral
agreement and other American "bestialita," "not for general

reasons of principle but exclusively for our interests. The

Americans and only the Americansg can protect us."!" Quaroni was

not talking about the Russians, but Italy's Western European
"friends." After all Roosevelt had'forced British to swallow the
liberalization of occupation regime (during the 1944 presidential
campaign) and Truman had forced the French to withdraw from the
Val 4'Aosta in 1945. Secretary of State Byrnes alone had risen to
shake De Gasperi's hand at the Parié peace conference in 1946.
Thanks to State Department sponsoréhip Italy became a charter
member of the North Atlantic Alliance in 1949 (to be sure with a
strong push from France, acting in its own interest). The
Americans, in other words, helped to guarantee Italy's presenza
and diplomatic status. Being present and treated--at least in a
formal sense--as an equal in international councils was important
for the self—esteem and internal prestige of the elite of a
defeated, humiliated country seeking rehabilitation, just as it
had been to the elite of a weak and marginal "great power"” after
1861. In the early 1960s, the Italian political class (withrthe

possible exception of Pacciardi, and a few others) looked with
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approvai as the Americans mdved to block the emergehce of a
Franco-German pillar that might have devalued NATO and
marginalized Italy's position in Eurcope. In the 1980s, the
Italian Government looked to the U.S. for support to gain entry
to the so-called Group of Five.

To this should be added the various subsidiary benefits of
the Pax Americana that Italy, along wifh all Western countries to
varying degrees, has enjoyed:‘the incalculable fiscal savings
over the years from not having seriously to prepare for one's own
defense, access to Middle East oil and to the Americaﬁ market,
the benefits in general of an open world trading system fostered-
—-and in the final analysis guaranteed--by the‘U.S. From the
standpoint of the moderate political forces, it can be argued,
Italy has enjoyed these benefits for a pittance: first, exclusion
of the Communists from power--ceoinciding, except for brief
moments, with the interests of the same moderate forces—-aﬁd
second, access to Italian territory--a kind of limited
sovereignty which never became an issue of principle for the
center-right, as it did in France. 1t did not become such an
issue for at least two reasons: the Catholic, anti-nationalist
outlook of the Christian Democrats, and Italy's military weakness
and exposed position compared to that of France. The French could
assume that NATO would help to defend them after U.S. forces and
bases had been removed. Italy-~like Germany——could not make that
assumption. The price of American protection might be said to

inciude outside meddling in Italian politics, but this was



usually solicited by the local forces ahdw—unless the
dietrologists manage to prove otherwise--had marginal effects. It

would be a mistake to minimize the effects of the extended

freezing of the political system--or lack of alternanza. But part.
of-the responsibility for this lies with £he PCI, which, manf
former communists would admit, should have tried to follow the
~example of the SPD long before it did. Part also lies with the
electoral system, freely chosen in 1947-48.

All told, it might be asked, when has a country-ever paid so
little for so much?' In order to meésure the full henefit of the
postwar system, however, it has to be pointed out that ffiendship
with the dominant Mediterranean power did not force ltaly to
sacrifice its other historic impulses. Italy, in this sense, has
been able to have its cake and eat it. The center-right forces
were eager to participate in the new'proceés of European
integration——partly in order to transform Italy's problems
{under-development and over-population) into common‘European'
problems.” The Americans encouraged a European project including
Italy, while exerting the pressure and providing the guarantees
that allowed Franco-German reconciliation to proceed. At the same
time, Italy has always been wary of a "Europe" that would stand
as an alternative to the U.S. umbrella and thus encourage the
Ameriéans to go home. De Gasperi was initially cool toward the
_ European Defense Community, just as his protegé Andreotti was
sﬁspicious of a "European defense identity" that might create

tension between Atlantic and European ties. The virtue of the
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postwar system is, precisely, that Itaiy hés not had to choose,'?
Since World War-II the "particulariét" urge has not been a
strong one for obvicus reasons, but it did find expression in
left-wing Catholicism, and later in Craxian Socialism. La Pira
saw Italy as a special partner ¢f the Islamic peoples seeking to
free themselves from French and Britiéh colonialism. As head of
ENI, Mattei conducted his own foreign pplicy including éupport‘
for Moroccan independence and the Algerian FLN. As long as he did
not intend to lead Italy out of the Western camp--something he
could not and did not want to do--Mattei found that the postwar
situation afforded an Italian with a senée of initiative
_ considerable space to roam.'* What was true of Mattei's exploité
in the 1950s was true of Fiat's dealings with the USSR in the

1960s and of Andreotti's scappatelle with the Arabs in the 1980s.

(Andreotti, of course, should never be confused with quasi-
neutralists like La Pira or Moro, since he came from the pro-
American right of the DC.)

All this suggesté that Italy, despite its pove;ty (it had no
market to offer) and lack of military power (many considered it a
liability in case of war), held strong cards in its dealings with
the U.S. Italy's strategic importance to Washington lay in its
location along the lines of communication to the Middle East, and
as a glacis or forward defensive position against land attack
from Eastern Europe. Thus Italf became "the home" of The 1.S.
Sixth Fleet and of a host of American and NATO air and naval

. bases. At least in the early postwar period, the apparent
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vulnerability of this priceless piece of territory to neutralism
or Communism became the Italian Government's main asset in
dealing with the U.S. (When the Prince of Mcnaco offered to take
a few Communist workers off hislhands, De Gasperi is said to have
replied, "Thank—you, but I need every Communist I can get."'®)
Though Italy's politicians have frequently exasperated and
worried the U.S., few people looking at the last 45 years would
gquestion Italy's basic loyalty and usefulness as an ally. As
- suggested above, Italy also added a certain leverage to U.S.
diplomacy in intra—European pelitics: Italy has tended to oppose
exclusive arrangements based on French-German cooperation
hitherto opposed by the U.5. To a marginal degree at least Italy‘
has counterbalanced German econcmic influence in Eastern Europe
in recent years. To put it somewhat unflatteringly, Italy has
been an available pawn when the U.S. has decided to play divide
and rule. |

The postwar Italian~American relationship has been, this
discussion suggests, fundamentally a marriage of convenience for
both sides. But that is not all that it has been. The attachment
of the two éountries to each]other cannot be understood solely in
terms of calculations of national interests by two elites.
Popular sentiment, the sense of belonging to a common
civilization, and blood ties bind certain states together. For
U.S. public opinion, Italy has never been a stationary aircraft
carrier but the center of Roman Catholicism, the sanctuary (if

that's the right word) of 40 percent of the West's artistic
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patrimony, and the ancestral home of millions of Americans. For
Italian public opinion {including mach of the-left), America has
never been simply the latest imperial power on the block.
Feelings of friendship, gratitude, and admiration for the U.S.
are widespread among older Italians. For better or worse the
influence of U.S. popular culture--music, sports, film,
television, fashion--is pervasive (a subject which merits a paper
in itself) among youth. Italians of all ages vicariously follow
the lives cof Italian-Americans from Cuémo to Louise Ciccone. The
Italian political, academic, and business elites have developed
strong personal ties with the United States, stronger in many

cases than with Ftance, Germany, or the U.K.'

Italyv's Options after the Cold War

A study of U.8.-Italian relations‘published ten years ago
concluded: |
A commanding plurality of Italian voters have consistently
endorsed the bargain struck by their political leaders that
cedes a degree of national sovereigntyland digﬁity for
American leadership and physical protection. Yet the value
and reliability of the American cénnection becomes
problematical as U.S. behavior grows more erratic and self-
centered and U.S. and European interests diverge. The
response of the reigning political class to the consequent

ervsion of their internal position will no doubt provide a
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rich fieid of study for future observers of the Italian

scene .’
Those words reflected my assumption (and I conféss my hope) that
Italy's chickens would sooner or later come home to roost. The
pro-American elite would face a crisis, and Italy's postwar
vacation from having to take care of its own security would be
cut short. In 1996 we can see that the crisis has occurred--
though not exactly in the way that I had anticipated. We also see
that Italy has had, and will have, to take more responsibility
for itself-~though that development now looks less dramatic and
less inevitable to me thén it once did.

This is not the place to try to explain Tangentopoli and the

break-~up of the DC and the PS8I. Suffice it to say that those
developments were partly the result of the end of the cold war
and the collapse of communism, including the transformatiqn of
the PCI into the PDS. Under the new circumstances, the anti-
commuanist parties lost legitimacy and became vulnerablé to.
magistrates investigating corrupt practices that had flourished
thanks to the lack of political alternation during the cold war.
During the East-West confrontation the magistrates would not have
enjoyed the same degree of public support. Undoubtedly they would
have been denounced by the péliticians (and depistati by the
secret services) in the name of the security of the state.

Not surprisingly, from Italian discussion of the post-cold
war world and its implications has emerged a range of positions

corresponding roughly to the historical tendepcies.outlined
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above. One group of commentators has argued that "Italian
security is ever more an exclusively Italian problem." This is
basically the message of Carlo Maria Santoro's 1991 study, of
many military officers, and of the editors of LiMes, the "journal
of geopclitics” launched in 1993. According to Liﬂggfs first
editorial, Atlanticism and Europeanism have "anesthetized Italian
geopolitical thought" and sense of nationhood and national
~interest. Italy has an "important and specific role to play" in
the new context and must accept its new responsibility.'® Another
group stresses the supreme importahce of Italy's European
identity and commitment and condemns the "deviant orientations”
of unilateralism, proteCtionism, belief in an Italian
specificity, and neo-neutralism. One writer argues that
membership in Europe alone can guérantee "international
legitimacy" and status to Italy now that the end of the East-West
confrontation has led to a radical reduction in the strategic
value of its territory.?” With the end of the USSR-and the PCI,

in other words, Italy no longer matters to the U.S. There are
those, finally, who see the American connection as anything but
obsolete. It is argued, for example, that the rise of German or
Franco-German power and the shift of the EU's center of gravity
to the north and east will accentuate Itaiy's marginality and
vulnerability in Eurcopean decision-making and thus its dependency
on U.S5. friendship and protection. To this can be added growing
cultural Americanization, leadiﬁg one analfst to take pro-

Atlantic realism to its logical extreme: the next century may

s
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witness Italy's "pure and simple annexation by the United
States."?® (Or maybe just the old Kingdom of Naples with the rest
of Italy remaining in the EU!)

It should be emphasized that no impertant sector of opinion-
~including the new pafties, AN, Forza Italia, and the PDS--sees
"renationalization" of foreign policy, Europe, and the American
cohnection as stark alternatives to each other. Practically
everyone recognizes that Italy's'fundamental interest is in
maiﬁtaining the status\quo, or at least a situation in whigh
expensive; mutually-exclusive choices do not have to be made. The
question is in what direction circumstances will force Italy to
move, and where the country's limited energies and resources
should go. Let us assess the various positions in turn.

The call for a more active defense of Italian national
interésts and contribution to the "public good" of security began
in the late seventies and early eighties, and can be traced to
several factors: a) the sensation of an emerging "southern"
threat to Italian sécurity in the context of the apparent decline
of U.S. influence in the Middle East (the fall of the Shah, the
oil shock of 1979) b) unilateral and reckless U.S. behavior that
puf Italian interests at risk (e.g., the bombing raids on Libya;
the attempt to "extradite" Abu Abbas from Italian territory at
gunpoint) ¢) the "neo-Crispian" inclinations of Bettino Craxi,
who sought a more autonomous Italian role in the Middle Eastern
peace process, and saw that foreign policy could be used to

reinforce his domestic position. During the early eighties Italy
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formally guaranteed the neutrality of Malta, while the Italian
army participated in two delicate missiéns in Lebanon--(the first
of a number of such operations including Somalia, Mozambique, and
Bosnia). During the same period, the air force received its first
strike aircraft, the navy acquired a small carrier, and the
defehée ministry elaborated the "new defense model, "including the
idea of a rapid intervention force.®*

While there is no turning back the clock to the period of
passivity before 1980, there are limits to any attempt to adopt a
more assertive défense‘and foreign policy. As 19805 experience
illustrates, first of all, the political and institutional
premises do not now exist. If "[T]lhe ingredients, which
constitute energy in the exacutive, are first unity, secondly
du:ation, thirdly an adequate provision for its suppoft, fourthly
competent powers"--then the Italian first republic is a perfect
anti-model.? Craxi could have told Berlusconi that there was no
"steering wheel"” at Palazzo Chigi. (It was recently learned that
a prime minister cannot even fire a rebellious minister.) Since
Craxi's coalition was a product of the proportiomal
representation system, moreover, a small party (the PRI) was able
to bring it down after the Abu Abbas incident and force it to
change its Libyan policy. Craxi's resignation in March 1987 was
followed by a fifty-six day government crisis after which
anticipated elections led to months of political infighting. (A
scenario for 19967?) The attention of Italy's leaders was fizxed on

internal questions even before the present period of total
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introversion that began in 1992,

Strengthening the executive and reforming the electoral
system would allow Italian leaders pursue a more continuous and
focused foreign policy--and to avoid embarassments like the
present one. Even so, however, "renationalization" would still
face another basic obstécle. Italy lacks military power to -
project on its own, to contribute to international initiatives,
or even to defend itself. 1f military power is a guestion of
tradition, public attitudes, and resoufces, conditions are
unlikely to change very much. Savoy, Venice, and Genoa had
respectable military or naval traditions, but the same cannot be
‘said of united Italy. Fascism did not help. Postwar Catholic and
left-wing political culture have been strongly pacifist. The
pacifist argument that there never was a good war or a bad peace
is at least understandable in light of Italian experience.
Italian territory figured in the major wars of the last five
centuries and few of thosé wars produced happy results for the
people living there. Only an Italian general could say of his men
{specifically the all-volunteer unit now in Bosnia): "The
Italiané, as is commonly believed, may not have a great fighting
spirit, but they certainly have a great humanitarian spirit . .
."?* Humanitarian spirit will be useful in Bosnia, but even it
costs money to deploy, and Italian military spending is more
likely to be reduced than to bé increased. Italy will never
develop its own nuclear deterrent.?* It cannot at the moment

defend its own air space (if the publié knows this, it is not
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overly concerned).®® As long as it is possible to do so, Italy

will be inclined to remain dependent on its allies to defend it--
rent%ng its God-given asset, its ferritory, to them in 6rder to
do sc--as it has done since the war.

The question arises, which allies? In theory a WEU (with its
own nuclear umbrella, anti-missile defense, sateilite capability,
étc.) could perform NATO's functions. This seems unlikely to
develop except under conditions of necessity (such as an American
withdrawal) which do not now exist, conditiomns which if they do
emerge will not necessarily produce greater cohesion in Europe.
Italy's attitude seems likely to remain ambivalent in any event.
It is worth recalling that a realist like Andreotti had limited
use for a more autonomous Eurcpean defense because he feared that
Italy's role would be marginal with respect t§ military powers
like Germany and France and that by interfering with NATO or
raising unrealistic expectations about European capabilities,
such schemes would lead to isolationism in the U.S.?® This
conservative position reflected memories of the American threat
to leave Europe during the agony of the EDC in 1953-54, but also
the nightmare of realism since the days of Visconti Venosta: that
Italy would be isolated from its chief ally, or forced to choose
between the traditional friendship with Mediterraﬁean.naval power
and its continental links. During the post-Gulf war-pre-
Maastricht phase of the controversy the Andreotti government
positioned itself with the pro-Atlanticist British, rather than

with the Gerhans and the French. The Italian government had few
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problems in accepting the Rome declaration of 1991--which
Washington insisted that the Europeans sign beforethe Maastricht
Treaty--according to which NATO remains the locus of discussion
and decision-making in the area of security.” |

Andreotti is now ancient hiétory. The Amato and Ciampi
governments tock a more pro-European position on the issue. (In
particular with Andreatta as foreign minister.) In theory, a
strong pro-European defense consensus could emerge. The
successful adcoption of Européan Monetary Union, with Italy
included in the core group, could generate a new wave of Euro-
optimism and positive sPillover for a common defense and foreign'
policy. But how probable is such a develcopment? If the current
EMU schedule and criteria are maintained, Italy seems unlikely to
be included in the core group. Italian pubiic support for EMU is
still remarkably high (68%, compared to 58% in France, 34% in
Germany, 32% in the U.K:)28 But this could change once the
Italian public¢ begins to make-—as Fini, Martino, Larizza, etc.
are helping them to make--the connection between EMU and personal
pain. Italy's failure to.join the core group can only accentuate
a feeling of vulnerability and resentment, vis-a-vis France and
Germany, and of dependency on the U.S. The importance of the
recent diplomatic spat between France and Italy should not be
exaggerated but it reflects an underlying tension.?” If on the
other hand--as now seems more likely--the schedule and criteria
are relaxed by general agreement, EMU risks indefinite

postponement or collapse, with obvious political and
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psychélogical consequences for the EU and its prospective CSFP.
It bardly needs to be pointed out that a nationalistic Germany,
free of EU restraints, would cause most of Europe to look more to
the U.S.

The impression persists that‘for both diplomatic and
military reasons, Italy will have to rely--and ﬁill even prefer
to rely--on the U.S. as the basic guarantor of its security--as

long as the U.S. is there to be relied on. The "bottom line"®

question (that awful expression seems rather appropriate in this

case) would thus seem to be will the U.S. be "there"?

Whither the U.5.7

The Bush administration paid lip service to a European
defense identity, while in fact discouraging either a European
"caucus" within NATO or. purely European structures, and
expressing its determination that the U.S. would remain "a
European power" (meaning number one). The Europeans were warned
to be careful lest preparing for the day when the Americans would
be gone did not actually prdmpt them to pull out. The Clinton
‘administration at first sent the opposite message,Athat gfeater
European autohomy and initiative was a good thing and that the
Americans could not be expected to stay in Europe unless the f
Europeans gid moré for themselves. Given its domestic
preoccupations and its ﬁilsoﬁian preference for other ﬁarts of

the world, the Clinton administration'gave only sporadic and
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con&escending attention to the "0ld WOrld."

For reasons which are familiar {e.g., domestic pressure on
Clinton to do something about Bosnia, Europe's inability to
impose a solution), the situation has now changed, and the basic
approaches of Bush and Clinton do not look so different. Clinton,
like Bush, seems determined to maintain U.S. leadership in
Europe--given the apparent lack of an alternative--and to try to

preserve the viabiiity of NATQO by expanding it to the east. The

possibility of new tensions with Russia--in part provoked by NATO

expansion--seems greater now than it did when Clinton came to
power, and such a development. would cbviously accentuate Europe's
feeling of dependency on the U.S. That Europe will decay
economically, thus shifting U.S. attention to thé Far East in
some epochal way, is only a recurrent fantasy inspired by the old
lines, "Westward the course of empire takes its sway . . ."*° The
chances are good that Europe will remain a‘vital market and locus
of investment-for the United States. The American elites, at
least influential sectors thereof, will continue to see a U.5.
interest in maintaining a balance of power in Europe--as they
have since the Napoleonic wars.

How likely is it that political and budgetary pressure§ will
force a U.S. geopolitical retreat? The answer is less than seemed
the case several years ago. Real U.S. defense Spending has
declined by 35 percent since 1985 and is a mere 4 percent of GNP
(the lowest in 70 years). Nonetheless the U.S. currently spends

three times the amount spent by Russia (the world's number two
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budget) and alone accounts for 37 percent of global military
expenditures.'The-Republican‘Congress and the White House have
agreed that not only will the U.S. defense budget not be touched
in the on-going struggle to balance the budget, it will actually
increase for the rest of the decade. Clinton's defense program
(including 1.5 million active personnel, 19 ground divisions, 12
carrier groups, 20 air wings, 184 bombérs, backed by 3,500
strategic nuclear weapons) reflects the usual domestic political
pressures, but also the determination to continue to play a
military role in Europe, East Asia, and the Middle East.?' Though
Clinton's social Darwinism has more of a human face than
Gingrich's, both major parties seem strongly committed to
promoting the interests of American businesg in a world of
cutthroat competition, while at the same time maintaining
America's military‘power.

How important is Italy, then, to the U.5. after the cold
war? With the withdrawal (temporary?) of Russia from Eastern
Europe and the Mediterranean, Italy has certainly lost some of
its strategic value to the U.S., but it remains far from
unimportant. Italian air and naval bases have served as staging
areas for operations in the Balkans. With or without the cold
war, the U.S. is more deeply entrenched in the Middle East than
ever, and staying there is facilitated by Italian bases and
logistical support. In a West versus Islam "clash of
civilizations" scenario (however farfetched) in which hostilef

forces take over key parts of the the Middle East, or in which
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[
"pivotal states" (thé-latest jargon) collapse, Italy's importance
would only increase. Italy will confinue toc be a useful ally in
North Atlantic councils, generally supporting U.S. positions or

seeking compromises satisfactorﬁ to the U.S. Even if NATO were to

|
break up and/or U.S. troops to Leave Europe, the U.S., would want
. to keep a presence in the Mediterranean, and would require bases.

U.S5. warships operated there under Thomas Jefferson, when

political entanglement with Europe was tabu.

Conclusion

i

It has been said that histdry is full of surprises, and that
when they happen, the people most surprised are usually the
historians.?® Historians, in other words, are bad prophets. As
the foregoing analysis suggests, they are pfobably more inclined
to see the elements'ﬁf continuity in a given situation, than the
elements of change. So let me hédge my bets.

It is clear that Italy canﬂot muddle through indefinitely
while avoiding basic institutioﬂal reform. It may be that the
country is now entering its third extended period of "national
solidarity" since the war, out of which healthy constitutional
changes will emerge.?*® (By the wéy what political scientist or
journalist predicted Berlusconifs transformation into Forlani fhe
fireman?) But the prospects are &ery much in doubt as of this
writing. It may be that things #ill have to get still worse

before they can get better, with the risks that this entails. As
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Machiavelli said, since a situation must become dangeroﬁs before
the collectivity will agree fo do something about it, "it is an
easy thing that the republic be ruined before it can be perfectly
reordered."* What are the implications for the U.S.? A strong
Italian government, emerging from clear-cut institutionallreforms
is clearly in the American interest. Such a government might
demand closer Italian supervision over U.S. aétivities on Italian
soil, something that Washington could accept with good grace. A
populist, néo—Crispian government coming to power amidst public
anger over political paralysis, unemploYmeﬁt, taxes, and
emigration could conceivablylprovoke a controversy (a la _
Papandreu) over U.S. base rights, or even flout realism and order
~the Americans to go home.

Meanwhile, a populist-isolationist government in the U.s.,
supported by the growing numbher 6f losers from "globalization,"
might decide to turn its back on Europe. Cheap fusion energy
might some day render Amerida's interest in the Middle East
obsolete. If control of the Mediterranean is once again up for
grabs, Italy will obviously have no choiée but to rely more on
its European allies and itself. An aggressive, unilateralist U.S.
policy in the Mediterranean and Middle East (recall the early
1980s) could alienate Italian opinion and eventually produce the
same result. Iflan unforeseen war in Asia led to the
establishment of the U.8. as a major military power on the
European continent in the early 1950s, an expensive campaign in

Asia in the future {(the defense of Taiwan against China?) might
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oblige a U.S withdrawal from Europe.

Certainly, it seéms improbable that the U.S. will lcose its
position as premier world power except as the result of a costly
war or wars. Until thatlday comes (as history indicates it will),
practically any Italian government under practically any
institutional set-up, will want to have close relations with the
U.S5. The cultural and sentimental ties mentioned above, while not
decisive in themselves, will tend to magnify the sense of commoﬁ
national interests as they have in the past. Egidio Ortona asked,
"What two peoples genuinely feel more affection for each
other?"*® Ortona was not exactly an objective observer and he
- probably attended too many Waldorf-Astoria friendship banquets
for his own good. But he had a point. Simpatia does carry some

weight in relations among states.

{February 5, 1996)
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