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DOCUMENT SUMMARY

Despite the important achievements of the past years (the Euro, enlargement, the
drafting of the Constitutional Treaty, interventions in the Balkans and the growing
diplomatic role in the Middle East), Europe is at a standstill and experiencing
scepticism which, combined with prolonged economic stagnation, could deteriorate into
a serious crigis. In this difficult situation, Italy could suffer particularly negative
consequences. At the same time, however, it could — as in the past — play a prominent
role in providing the Union with new dynamism.

Italy’'s economic and political position and role in the twenty-first century will
depend on the outcome of the European crisis in the coming years. With respect to the
economy, our country has a structural weakness that will require whoever takes over
the government in the next five years to take decisions to address the central problems
of its development model and strenghten its position within the global system. In
international politics, Italy has lost or islosing its competitive advantage and will have
to re-examine its strategies to avoid being seriously marginalised in a world no longer
divided between two blocs and in which large new actors (China, India, Brazl, Russa
and Mexico) are coming onto the scene and pushing countries of medium importance
such asours aside.

Europe will inevitably be the framework for decisions on economic and
international policy.

Italy is confronted with this delicate situation at a time when its political system
is still searching for a balanced approach to the question of what should be ‘partisa’
and what should be ‘bi-partisan’ in a regime of alternating governments. When a
democracy shifts from no alternation (or a single party: think of Japan, Mexico, India,
France 1958-1981, Germany 1949-67, etc.) to alternating gover nments, the question of
continuity or change in its policies — above all foreign policy — becomes acute.
European policy is not only foreign policy; it isto a large extent domestic policy. But it
is always conducted in an institutional framework in which “ external” governments and
ingtitutions are present and in which sudden changes in direction can be particularly
costly.

It is clear that we are referring to continuity or change in the base-line policy
positions, not the whole range of issues on which a government is called upon to decide.
Some changes are in fact dictated by events or transformations beyond a government's
control.

For a long time, the bi-partisan base of the European agenda in Italy was very
broad. In some respects it was even too broad, with the result that automatic support for
any proposed integration project in some cases impeded serious debate on the
implications of such choices for the Italian economy and economic policy. The
pendulum changed direction at the beginning of the last legidature and, as frequently
occurs, has perhaps swung too far the other way.

On the eve of an election campaign that is predicted to be among the hotttest in
recent years, the International Affairs Institute would like to draw the attention of
Italian political parties and leadersto a map that it has prepared of the principal issues
on the European agenda likely to be debated during the coming campaign: a survey of
the various options and positions and a proposal for some stable positions in our
European policy.



The goal is to contribute to creating a consensus on those points — in the three
major fields of economic and social issues, foreign and security policy, and institutional
reform within the Union — on which it is in Italy’s (and the rival political parties’)
interest to maintain continuity. The assumption is that it is not only natural but
desirable for the programmes of the two coalitions to differ with respect to all other
aspects of European policy. The objective is to turn the 1Al document, possibly in a
revised edition incorporating the debate at the Conference, into a sort of handbook
politicians may find useful as a reference document during the election campaign and in
preparing their programmes to present to the electorate.

It should be noted that the degree of differentiation of the two coalitions
programmatic platformsis not the same in all three fields. Economic policy is the area
in which the degree of acceptable differentiation is presumably the highest. Indeed, the
other two fields are by their very nature, even in the ‘national’ policy of a given
country, characterised by greater policy stability.

The analysis highlights fifteen points of Italy’s European policy that, in the 1AI's
judgement, should remain firm no matter who wins the elections in the spring. The
proposals appear to coincide with the vital interests of the country and are, in the
drafters’ view, essential for its relaunch — which largely coincides with the relaunch of
Europe.

|. ECONOMIC AND SOCIAL ISSUES

1. Consolidate our participation in the Euro. It isnot simply a matter of stopping
the free-floating complaints about our entry in the Euro and the proposals to
withdraw. What is needed is a clearer awareness of the underlying choices that
must be made regarding the economy and economic policy in order for Italy to
adapt its development model to the competition of the single market and the
globalised economy.

2. Observe budget discipline. High public debt and the objective fragility of public
finances require a structural correction that can only be implemented over a
period of time that spans more than one legislature. Rigorous application of the
Pact is a bi-partisan element of our economic policy and must be an obligatory
choice for any future government. Choices concerning the scope and structure
of expenditures and revenues may, and indeed should, be partisan.

3. Complete the single market. Precisely because it is not as efficient as other
economies in the Union, the Italian economy has more to gain from completion
of the European single market in the service and utilities sectors. Bi-partisan
support for completion of the single market would also put the seal of approval
on the market economy as the essential element of credible strategies for
prosperity and devel opment.

4. Develop the community budget. Because it is less conditioned by predefined
positions, Italy is well placed to launch at the appropriate moment an initiative
to progressively overcome the logic of “fair return”. The goal is to make the
budget a key instrument in the relaunching of a European growth strategy, as
recently proposed in the Sapir Report.



5.

Make the Euro Group grow. Italy has an interest in strengthening the role of
the Euro Group both internally (greater coordination of economic policiesin the
Euro area) and internationally (adequate representation of the Euro area,
ultimately with a “ single voice” in the G7 finance, G20, and the Bretton Woods
ingtitutions). At the institutional level, this could lead to a *reinforced
cooperation” among countries in the Euro area with positive political
conseguences of a general nature.

1. INTERNATIONAL ROLE AND SECURITY

6.

9.

Promote multilateraliam and the role of the EU. Italy’s international role can
only grow in tandem with the strengthening of the major multilateral
organisations and the European Union. The recent return to a “ nationalist”

approach that tries to make up for the country’'s weaknesses by seeking
reinforcement through preferential alliances with external powers (such as the
United Sates) should be rejected. It isin Italy' s interest to promote a common
European policy in multilateral fora (OSCE, UN, IMF, World Bank, etc.) that
reinforces the Union’s international profile and limits the nationalist tendencies
emerging fromwithin.

Re-balance Union enlargement. Enlargement has tipped the EU to the north
and the east. It is strongly in our country’s interest to complete enlargement to
the southreast and strengthen the neighbourhood policies with the Middle East
and Africa. The political criteria for enlargement must be firmly maintained; the
efforts to increase ties with areas of potential ethnic or nationalist conflict (such
as the countries of the former Yugoslavia, Moldova, the Caucasus, etc.), must be
accompanied by policies aimed at preventing these conflicts from being
imported into the Union.

Increase security in the areas bordering the Union. Italy has an interest in
maintaining a strong European Union commitment to stability and security in
areas such as the Gulf, the Caspian Basin and Mediterranean Africa. These
regions play a key role not only in the supply of energy but also in the fight
against terrorism and organised crime, and control of illegal migratory flows; it
isin Italy's interest to promote the creation of a large extra-European area of
cooperation and control that should be defined at the European level in order to
harmonise it with common policies on security and the fight against crime.

Support and specialise Italian defence. Italy must avoid the risk of being
declassed in the European defence and security area due to its difficult
economic situation and the heavy cuts in the defence budget in the last five
years. The Italian defence industry needs a European policy initiative designed
to exploit niches of national excellence within a coherent framework of
European integration. Italy should continue its process of military integration
with a view to specialisation, abandoning technology areas where our partners
can provide more mature products and obtaining in return the use of Italian
products, where more valid, by other countriesin the Union.



10.

Integrate European security and defence. The military instrument can no
longer be considered as separate from other security or civilian instruments.
This means doing away with the distinction at European level between
commitments and expenditures "for defence” and "for security” and rethinking
the European military instruments being created to ensure greater
civilian/military integration. It is in Italy’s interest to promote a holistic
reconsideration and an advanced European debate on these issues in view of
defining a new “ model” that can no longer be only "for defence” but must be
"for defence, security and peace-building” .

[11. INSTITUTIONAL REFORM

11.

12.

13.

14.

Promote ratification of the Constitutional Treaty. This is an essential
prerequisite for enabling the governments to present definite positions that have
been confirmed by parliament or the electorate. It is important to create a link
between, and possibly coordinate actions among, the ratifying countries that
today represent more than half of the population of the Union. By acting
together in 2006, countries that have already ratified the treaty could effectively
stimulate the two countries where the "no" vote prevailed, and that have not yet
developed a strategy for recovering consensus among their citizens, as well as
countries that have not yet voted or where the government has chosen to wait.

Reinforce European democracy. Relaunching institutional reform will require
impetus from outside the inter-governmental arena, and this can be provided
only by the European Parliament. First of all, the Parliament is the strongest
expression of European democracy. In addition, the Commission has given up
playing a driving role and there is no link among national parliaments, even
those with a large majority in favour of reform. It will be important for the
countries most favourable towards and interested in reforms, like Italy, to work
to ensure that the initiatives coming from the European Parliament meet with
support and are heard at the inter-governmental level. The new treaty could be
submitted to the scrutiny of the electorate in a Europe-wide referendum
involving all member states during the next European Parliament elections
(2009).

Encourage pragmatic progress. The informal application of some of the
provisions of the treaty should be encouraged. At the same time, constant
attention should be paid to the impact of some of the changes, above all those
that involve the institutional sphere, on the Union’s overall constitutional
arrangement.

Support and become a part of the vanguard. The creation and consolidation of
“vanguard groups’, both inside and outside of the EU can provide an important
impetus not only to the integration process but also to the reform process itself.
A core group of Euro countries could be particularly effective in playing this
role.

15. Ally with those who want to see Europe go forward. It isin Italy’s interest to

avoid the formation of preferential axes or ‘directories’, and to support those
who endeavour with the greatest energy to strengthen the European



construction: common policies, a strong institutional framework, and a clear
democratic basis. In following this line, Italy can continue to achieve important
successes in European negotiations. Today it is likely that a convergence
between Italy and Germany, which has proven advantageous in institutional
matters many times in the past, could constitute the basis for relaunching the
Union.

Scientific coordination by Raffaello Matarazzo
Special thanks to Marco Buti and Nathalie Tocci



1. ECONOMIC AND SOCIAL ISSUES

1. 1 The European agenda

The man economic and socid policy issues on the European agenda for the coming
years can be grouped around two mgor themes i) economic stability and growth and
if) the Union’s budget and policies. Both have one dimenson that touches on ordinary
administration and one tha involves possible reforms to European instruments and
procedures. These issues are accompanied by another of an inditutiona nature: iii) the
performance of the Euro Group.

With respect to gability and growth, it can be said that despite modest sgns of
recovery, the European economy dill appears to be mired in the longest period of low
growth in the pogt-war period. While the comparison with the United States often omits
the fact that population growth “explains’ roughly one point in the growth differentid,
one cannot but agree with a concerned diagnosis of the economic future of the EU and,
in particular, the Euro area. Just as stability (of prices, exchanges, and public finances)
was the dominant theme of the eighties and nineties, growth has become and will
remain the dominant theme for the current decade.

Efforts to atan dability were based on the conviction — grounded both in economic
theory and recent higtorical experience — that this was a fundamenta prerequiste for
maximisng the economy’s growth potentid. The prolonged period of low growth we
ae expeiencing indicates a weekness in growth potentid and implies that the root
problems are dructurd and cannot therefore be cured by expansive macroeconomic
polices. In the medium- and long-term, it is equdly clear that Europe must take the
path of grester growth potentid in order to ensure the sustainability of its socid modd
and maintain macroeconomic gability, in particular the sugainability of public finances.
In the short-term, the difficulties encountered in implementing the Stability Pact — in
part as aresult of low growth — will keep attention focused on the issue of gability.

The seriousness and duration of Europes stagnaion has meant tha the impact on
growth itsdf has tended to become the measuring stick for a range of issues that were
examined from different angles in the past. There are five principal groups of issues:
the single market, the Lisbon Agenda, trade policy, the Stability and Growth Pact,
and the social model. These issues are deeply intertwined and in some cases represent
boxes with different labels but the same content.

The single market. The completion and drengthening of the sngle maket, in
paticular in the services, financid markets and public utilities sectors, will occupy
ggnificant gpace on the European agenda in the coming years. It is not yet clear how
much the EU will will want and be abdle to unify the market where it is gill dosed in
separate national markets and how energeticaly it will defend the acquis of the Delors
Commisson's period of reform. Among the issues in question are adoption of new
directives (eg. on services), implementation of projects that have aready been approved
(eg. the so-cdled ‘Lamfulassy process for financid integration), and enforcement of
competition policy directly by the Commission or by Member States.

The Lisbon Agenda. This refers to the project for intensfying policies for structura
reform of product and input markets. The Lisbon method — which means agreeing on a
st of objectives that each country pledges to pursue with its own policies — has proven



ineffective s0 far. An effort is now underway to rdaunch the Lisbon draegy by
redirecting it towads growth and employment and by emphaszing nationd
respongbility (ownership) for reforms. The responghbility of the EU is limited to those
aess in which community intervention offers vadue-added with respect to nationa
action (redirection of dructurd funds, reform of date subsdies, completion of the
sngle market, competition policy, trans-European networks, etc.).

Trade policy. Globdisation is both a chalenge and an opportunity for the European
economy. On the one hand, it increases the pressure of American competition in the
high-tech and financid services markets, of Adan competition in the manufacturing and
textile sectors, and of competition from the South in the agriculturd sector. On the other
hand, the opening of markets provides new opportunities for development, above dl in
sectors with highest added-vadue. Trade issues arise both during normd relations
(periodic disputes with the US, China, etc.) and in the mgor negotiations of the Doha
Round.

The Stability and Growth Pact. Following the reform approved in the soring of
2005, the Pact faces the chalenge of practical application. With the gradud adjustment
of the French and German accounts, Italy has found itsdf in a more exposed postion.
At the same time, the new Pact can congtitute an opportunity to reach greater coherence
between budget discipline and growth stimulation only if — aso as a result of the reform
— there is genuine adherence to the new rules. If, on the contrary, a collusve approach
prevals whereby the high-deficit countries cover each other and the increased
complexity of the rules becomes an opportunity for evading them, then the credibility d
the economic policy of the Monetary Union will be serioudy undermined.

The European social agenda. A number of circumstances have brought the socid
question back into the European debate. Among them are the accusation of ‘ultra
liberdism’ launched againg the Conditutiond Treaty by some of the supporters of the
"no" vote in the French referendum, the socid mdase underlying the criss in The
Netherlands and the riots in the French suburbs, fear that the oft-invoked Structurd
reforms will mean dismantling the wdfae dae, and competition from economies —
such as those in Ada — where labour safeguards are minima. Acceptance of the
principle whereby the market and deveopment fdl primarily under the aegis of the
Union, while solidarity and assstance correspond primarily to nationa governments,
seems to be widespread. But “primarily” does not mean “exclusvely,” and a Union
goparently insengtive to socid issues would not only not reflect the facts but would dso
risk being extremely unpopular. In the past, the specid attention paid to the substance
and the image of a European community attune to socid issues led to the development
of cetan fundamenta edements of the European socid modd: the socid charter,
fundamenta labour rights, dructurd and coheson funds, and the socid didogue
method. For the policies discussed in the three preceding groups of issues (single
market, the Lisbhon Agenda, and trade policy) to move ahead effectively and enjoy the
necessary level of acceptance in public opinion and politicd parties, new impetus and
vighility has to be given to the role of the EU in safeguarding the shared body of
inditutions, practices and provisons that, despite differences between countries, can be
caled the European socia model.

The second big issue concerns the budget and community policies. This should be
the key moment in the debate on the possble active role of the Union in economic



policy, above dl during a phase in which the priority is to provide new impetus for
growth. In this light, the EU budget should be the community flywhed for the Lisbon
drategy. Unfortunately, the recent negotiations were once agan dominated by
minimaist pogtions and by the focus on ‘wha | give, | should recaiveé (the so-cdled
‘far retun’), further accentuated by the controversy over the UK rebate. This is a
prospect that drips the common budget of both its politicad dgnificance and its
economic purpose. No country, except in part Germany, has deviated from the logic of
‘fair return’, waiting for some other country to make the first move.

The recent negotiations on the budget were marked by a short-term perspective,
dominated as they were by a highly resrictive gpproach to the overdl scope of
goending, polarisation over the s9ze and mechanisms of rembursement to the United
Kingdom and an unwillingness to consder the European budget as an active instrument
of common poalicies, in the economic fidd or beyond. A refusd to condder further
reform of agriculturd policdes following the one undetaken during the Prodi
Commisson, was dso predominant. This attitude of closure is dso the reason why
other community policies envisoned in the Treaty (research, but dso energy and
trangportation) have never received adequate resources for implementation.

Over the next five years it is likedy — and to be hoped for — that the issue of the
Union's budget be tabled once again, above and beyond the current arrangements
established by the 2007-2013 Financid Perspectives. The Union budget is not meant to
be responsble for ether cyclicd dabilisation policy or socid policy; both of these
belong to the national sphere, and here one can only hope for greater coordination and
affinity. But the Union budget could be entrused with powers of dlocation for
devdlopment. In addition to regiona policy, dready underway, interventions for
industrid policy could be envisaged as could the dlocation of resources to turn policies
like defence and security into common policies.

These objectives do not require a large budget, like that of a mature federd date.
In the European modd, Union resources are tied to an efficient use of regulatory
powers, in addition, co-financing modds make it possible, even with limited resources,
to exercise an effective leverage on other types of projects, both public and private.

A Union budget in the order of 1.5-2% of Product may be sufficient in the
immediate term; it should not be difficult to find this amount of own fiscd resources
clearly tagged as to the content and the benefits expected of a programme of spending
for Union development and congruction. There are taxation areas where the principle of
subgdiarity could apply (where raisng fiscd revenues could be done more efficiently at
the community level) and areas where the gpplicable principle could be the attribution
of a “dividend’” on the benefits obtained through the policies implemented. The idea of
an EU tax, discussed many times in the past, could be brought forward in a new context
and linked to the active role that the Union could be given in economic policy.

An important inditutiond issue is the per formance of the Euro Group and potentia
new initiatives to strengthen it. The Euro Group isthe key place for politica
negotiations and preparatory work for Ecofin decisonsin matters such as coordination
of economic policies and governance of the Stability Pact. It isaso apotentid placein
which to work out and launch new initiatives. One matter that has been discussed
periodicaly for years and on which an initiative could be undertaken concerns the
externd representation of the Euro.
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1.2 Alternatives and positions within the Union

For a number of reasons it is paticularly difficult a the moment to identify the
postions of important governments on the issues briefly summarised above. Above dl,
it is likdy tha the podtion of France, the key country for mgor European
developments, will reman unclear for some time This is due to the upcoming
presidential eections in 2007 and the gill uncertain response — in terms of economic
and European policy — to the "no" vote in the referendum and the riots in the suburbs.
Second, as reveded in the management of its semedre presdency, the “British
dterndtive’ to the traditional Franco-German axis does not present a credible option,
given the UK's lack of participation in the “heart” of the EU (the Euro), but dso the
progressve decline of Blarism on the domedtic and internationd scene. The
duggishness with which Great Britain managed its presdency and in paticular the line
it followed on the community budget may dso have undermined the sway Greet Britan
gppeared to exercise for some time over some of the new Union members. Third, these
new members are themsdves an dement of uncertainty as they are ill undergoing a
kind of gpprenticeship in the European game. Findly, and more generdly, the
methodology that will characterise European negotiations in a Union of twenty-five
(informd consultations, management of procedures, exercise of leadership and dliances
among countries with common interests) is till being defined.

It is for these reasons that only broad-stroke hypotheses can be formulated about the
scenario in which Itdy will find itsdlf.

In the short term, the most plausble scenario is the continuation of the current
phase of uncertainty and lack of major initiatives. This could last for a few years,
until after the French dections and the fird test of the French presdency. Contributing
factors include not only politicd uncertainty in France, but aso the weskness of the
economy and the fact that each country is primarily engaged in nationd policies, both to
attempt structural reforms to increase growth capacity and to respect budget discipline.

The mogst plaudble, and not necessarily incompatible, scenarios for ending this
phase can be summarised as follows:

- An attempt to renew the Franco-German partnership. The above
uncertainties notwithstanding, a some point France and Germany may attempt
to recover their leadership of the Union. It is difficult to imagine this occurring
before the presidentid eections in France. It is dso difficult to predict whether
the attempt will be primarily a defendave move or an effort to rdaunch. The
Merkel government’'s first European steps would seem to indicate that Berlin
may take on a dronger role than Paris It is likedy that some initiatives will
come from the countries in the Euro area through a srengthening of the Euro
Group.

- Continuation of the minimalismactivism conflict. The conflict between the
minimadig and activis postions concerning the role of the Union in economic
policy will continue to mark the Union. The conflict has two aspects. The firgt
sets economic policies based exclusvely on spontaneous market forces aganst
policies that give public authorities a role of simulus. The second is between
those for and againgt reinforcement of Europe€'s role in economic policy, for
example in public investment, research and energy. For severd years, Great
Britain has exercised the mogt effective leadership of dl European countries in
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both aspects of the minimaist gpproach. Today, however, the wegkening of
Prime Miniger Blar on the domedic scene, dong with the flagging economic
performance of the United Kingdom, ae beginning to undermine the
predominance of the minimaist gpproach. The question for the coming years is
whether the supporters of reinforcement of the European condruct will
resssume a pogtion of leadership. A sine qua non precondition for this will be
the popular perception of high qudity economic proposas for jump-sarting
growth. Over the last decade, countries traditiondly most in favour of
European integration (continental and Mediterranean) have not been able to
offer a convincing economic policy modd, while the countries favouring the
minimdist gpproach (Anglo-Saxon and Nordic) have had an easy time arguing
the superiority of their economic and socid system.

- Increasing competition among countries. By now, the mgor chapters on
cooperation have been written and conditute an indtitutional framework in
which economic dynamics were largey entrusted to competition, not only
between businesses but also between the different nations economic and socid
policies. This type of competition should be considered an dement of strength,
not weakness, of the European congruction. In this phase, the primary task of
the Union is to consolidate its economic conditution: complete the single
market, implement a serious competition policy, rigoroudy apply the new
Sability Pact, guarantee genuine competition rather than “economic wa” or
“colluson to avoid competition”. The Lison Agenda should remain a form of
soft coordination based on the definition of reference models, emulaion and
the exchange of information on best practices.

It is impossble to predict the course of events within this generd framework. The
ability and determination with which each country, including Itdy, formulaes its own
European policy will perhaps be the decisive factor.

It is likdy tha a decantation phase will precede any mgor initigives. In the pat,
highly innovative steps like the sngle market or the monetary union were preceded by
actions amed a cdearing the table of old conflicts that had paralysed the European
Council's capacity to adopt initiatives. Looking to the future, rdaunching the
coordination of economic policies by srengthening the role of the Euro Group could
dat a new phase consolidating the maor advances of the past years. This could be
achieved through specific initigtives not necessrily of high politicd vighility but
ggnificant from an operationd point of view (for example, a common agency for public
debt and the synchronisation of budget calendars).

1.3 Italian constraints and inter ests

Today, Ity is the country with the worst performance in terms of growth, as it was
in terms of dability over the twenty years that led up to the adoption of the Euro. But
while nobody a that time blamed our deviation on Europe, today some ingstent voices
attribute low growth to the European dratjacket: the Euro, the Stability Pect, trade
openness.

These voices must be countered with acknowledgement of the fact that the history of
Itay's paticipation in the EEC (and then the EU) is fundamentdly a history of
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economic successes. Through participation in Europe, Itdy receved the decisve
impetus needed to overcome its lagging development through exports, to modernise its
gpparatus for economic governance, to restore monetary dability and baance public
finances. During the fifties and gixties, Itdy was in the forefront for growth and
dability, and the macroeconomic dabilisation of the nineties (inflation and high deficit),
which alowed for adoption of the Euro, was exemplary.

It should adso be remembered that difficulties in participating in Europe and
discouraging voices coming from within the country are not new to Itay: just think of
the many clauses deferring application of community directives, the debated entrance
into the ERM and the wide band with which it entered, the dday in entry into the
Schengen area, and so forth.

Therefore, a broad consensus on the drategic Sgnificance of Italy's participation in
the economic and monetary Union must be re-established. The consensus should be
based on two key argumentsthat are difficult to ignore:

a) the chdlenge posad by globdisation and the emerging new economies is
inescgpable and would be even more difficult, not eesier, to meet without full insertion
in the European framework;

b) Itay has the resources required to meet the challenge.

Since the early nineties, Italy's growth has been inferior to that of the rest of the
Euro area and the difference has continued to increase. In particular, the failure to renew
the dructure of its productive apparatus, the weskness of its financid system, and
inadequate discipline in  production costs have caused a progressve loss of
competitiveness on the globa market. An exceptiond effort is required at the nationd
policy level to make the Itdian economy dynamic and competitive once again.

At the same time, it is difficult to imagine a relaunching of the Itdian economy that
is not anchored in a drategy for community growth. Here, definition of a bi-partisan
base seems to be an essentid prerequiste for mantaning credibility and negotiating
power in Brussels. Of coursg, it is norma and ussful to express the various dements of
different pogtions and to compare and assess different gpproaches within this common
framework.

In light of the preceding andyss, the following would seem to be the pillars of a
shared approach:

- Participation in the Euro. Recent governmenta datements criticd of Itay's
paticipation in the monetary union and minigerid proposds for withdrawing
from the Euro have shaken the markets and financid anadyss. A magor
international bank suggested that such a posshbility should not be excluded.
These gatements are mere ‘words in the wind’; in redity no government would
have the will and determination to take sich a decison and would immediatdy
face ruinous politicd and financia consequences if it did. But it is not Smply a
matter of stopping this kind of tak; wha is needed above dl is a greater
awareness of the choices the Itdian economy and economic plicy will have to
make to adapt its development modd to the competition of the sngle market
and the globalised economy.
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- Budget discipline. High public debt and the objective fragility of public finances
require a structura correction that can only be implemented over a timespan of
more than one legidature. Without a European anchor, this effort would be
even more aduous. The pressure from financid markets, anaesthetised by
participation in the Euro, would remerge with devedating effects With the
highest public debt in Europe, wel above the 100% of GDP threshold, and
with an unfavourable demogrgphic profile, fiscd prudence will reman an
inescapable duty of Italian economic policy for many years to come. It is in
this fiedd that community rules have helped Italy the most over the past decade
and will be of greatest service in the future. During the debete over reform of
the Stability Pact in the lagt few months, in which a dackening of the rules
loomed large, Italy was immediately identified as the wesk link by the markets
and rating agencies. Rigorous application of the reformed Pect, including the
part that envisons greater emphasis on public debt stock rather than on budget
deficit, is an obligatory choice for any future government codition; in this
sense, this is a hi-partisan dement of economic policy. Economic and socid
policy choices concerning the size and sructure of revenue and spending can
and should be partisan.

- Completion of the single market. The Itdian economy has more to gain han
other Union economies from the completion of the dngle maket in the
sarvices and utilities sectors, precisaly because it is gill has a longer way to go
to reach the threshold of efficiency. At the same time, the protected sectors that
would be exposed to foreign competition by market opening conditute well-
organized interests cgpable of influencing government choices. In  find
anadyss, economic policy must choose between the interests of the producers
and those of the user-consumers. Past experience in Itdy and other countries
suggest that these opposing interests divide both the left and the right. Bi-
partisan support for completion of the single market would aso put the sed of
goprova on the market economy as the essentia framework for credible
srategies for prosperity and devel opment.

- Development of the community budget. Because it is less conditioned by
predefined pogitions, Italy is in a better postion to put forward a proposa to do
away progressvely with the logic of “far return”. The god is to make the
budget a key instrument for relaunching a European growth drategy, as
recently proposed by the Sapir Report.

- Euro Group. Itdy has an interest in strengthening the role of the Euro Group
both interndly (greater coordination of economic policies in the Euro area) and
internationdly (adequate representation of the Euro area, ultimaey with a
“dngle voice’, in the G7 finance, G20, and the Bretton Woods inditutions). At
the inditutiond leve, this could lead to a "reinforced cooperaion” among
countries in the Euro area, which could have more generd pogtive politica
Consequences.
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2. INTERNATIONAL STATUSAND SECURITY

2.1 The European agenda

The European Union is a prime international actor: a protagonist in globd
trade negotiations, an autonomous monetary actor, a party to negotiations such as the
Road Map and nuclear non-proliferation with Iran as wel as present both paliticdly and
militarily in many crigs zones. Although it does not have a seat on the Security Council
(where there is only wesk consultation among EU countries), it has established
important operationd tieswith the UN.

Enlargement of the Union’s borders has been the most powerful expresson of
the Union's drong force of attraction. In only a few years, the EU enlarged to include
dl of the former communig European countries including three former Soviet
Republics (Estonia, Lavia and Lithuaniad). The daes born of the dissolution of
Yugodavia, with some difficulties and delay, have dso dated down ths road. This
rapid enlargement has brought to light some problems with respect to inditutions and
efficiency, but it has dso been an enormous success in terms of internationd politics
because it dlowed for the trangtion from communism and planed economies to
democracy and the market in aframework of stability and security.

Enlargement has drengthened the Union's internationd image and role,
increesing its influence and drengthening its daus in areas beyond Europe.
Enlargement has however dso posed several problems. The firss and perhaps most
important of these is that no one knows when and where this process should end. To
date, the Union (which has recently opened accesson negotiations with Turkey) has
avoided defining what its find borders will be. In fact, it is believed that to do so would
lead to a loss of credibility and efficacy in its policies for sabilisation and promotion of
democracy in critical areas, such as the former Soviet republics, and would generdly
weeken the EU’s force of attraction. The Union has therefore held itsdf to the letter of
the Treaty that leaves the door open to al “European” countries that respect democratic
principles and the rule of law, taking care not to define what is meant by “European’.
This does not pertain so much to Turkey (which has dready been implicitly accepted as
“European” from this point of view) as to Russa (which extends to Vladivostok), the
other former Soviet dtates in the Caucasus and Centrd Ada that are dready part of the
Council of Europe and the OSCE, Israd, and perhaps even others. The EU is both a
pogitive factor for development and stability and a magmatic redity whose limits are as
yet undefined and whose expanson may be difficult to contain. It is therefore seen as
both an opportunity and a threst.

The EU’s international reach goes well beyond enlargement. From its first
years, the Union esablished a preferentia relationship with African nations that has, in
different ways and forms, been consolidated and deepened, not only in the economic
aena, but dso in the politicd and security areas. Ten or 0 years ago, the Union
atempted to formdise its various forms of didogue and cooperation in the
Mediterranean area by inditutiondisng a framework for multilaterd reations with dl
of the countries in the area More recently, it launched the European Neighbourhood
Policy, which has more operationd flexibility and targets dl countries thet, a lesst for
now, are not in line to recave an offer of full accesson. Other initiatives, such as the
didogue with the Gulf Cooperation Council, dso fit into this framework. Bilatera and
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multilatera agreements on the management of migratory flows, border controls (which
enjoy dggnificant finencdng from the EU), and the fight agangt organised crime and
terrorism increese the importance of a wide and complex network of internationa
relations centred in the EU.

The Union has inadequate ingtitutional instruments for facing the implications
of the enlargement of its borders and its internationd reach Falure to reify the
Congitutiond Treety has had particularly damaging effects because it has prevented the
cregtion of a European Foreign Minister (who would aso have been the Vice-president
of the Commisson), thereby diminaing the possbility of conducting truly common
policies (given that the decison-making centres, respongbilities for the budget, the
procedures, etc., reman different and autonomous). Interna conflicts between the
policies and agencies under the Council and those under the Commisson are looming
over competencies and the budget, to the detriment of unity and coherence. This is
paticularly damaging with respect to issues such as criSs management, state-building
and security and defence.

The efficacy of pre-accesson, neighbourhood and criss management policies is
limited by a lack of adequate resources. The conflict between interna and externd
priorities will increese unless there is reform and a budget incresse. It is likdy tha
relations with the European former Soviet republics will tend to be more favourable
than those with countries in the Mediterranean area. This difference could become
increasingly decisive as the Union takes on, as gppears likey, more commitments on its
eastern borders. This could creste sSgnificant dissgreement over the dedination of
available resources.

There has been progress in the area of European Security and Defence Policy
(ESPD) despite the gtdling of the Condiitutional Treety. The European Defence Agency
has been established. Lacking a strong political reference point (like a presdent of the
Union or European Foreign Miniger) and adequate financia resources, however, the
Agency is obliged to engage in a sort of permanent guerrilla war with Member States
and the Commisson. Efforts to follow the path outlined in the ECAP (European
Capabilities Action Plan), induding the esablishment of European Combat Groups, are
expected to be completed by 2007. The European Military Police Force has been
created and both the European Military Committee and the Military Saff are now
operationa. Accords have been reached between the EU and NATO for future
European use of Shape (NATO's Supreme Headquarters Allied Powers Europe)
capabilities. Degpite this important progress, however, 4ill lacking are a coherent and
integrated European Grand Strategy, as wel as certainty about the lines of politica
command of the various missons.

The defence industry has made an effort to rationdise in recent years with the
cregtion of EADS in the aerospace sector as a sum of parts of the French and German
indugtries, and the birth of MBDA, which pools the resources of the principd European
missile producers. This has been a ‘bottom-up’ process with initigtives coming from the
entrepreneurid  level and politicAd approvad  ariving ex-post. What is lacking is an
overdl framework that evaduates and combines diverse cepacities and optimises
resource use; if it is true that, overdl, Union countries invest less than haf what the US
does in military research and supply, it is equdly true that the efficiency of this
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goending is undermined by the dmogt totd lack of coordination, with resources
dispersed in countless directions and much duplication.

Research on advanced technologies for defence and security is particularly important
and requires arationa and effective European indugtria policy. A few timid steps have
been taken, thanks above dl to the establishment of the above-mentioned European
Defence Agency, but for the time being the issue remains firmly in the hands of

individua netiona agendas.

2.2 Alternatives and postions within the Union

The mgority of Union Member States recognise the need to proceed with a
strengthening of the common foreign and security policy (CFSP) and the European
security and defence policy (ESDP). The prospect of further enlargement in the short
and long term, the launch of the new Neghbourhood Policy, and the EU's increasing
commitment in crids management dtuaions (the Bakans, Darfur, Aceh, Rafah, etc.) as
well as the need to face difficult cases such as Moldova, Chinag, Iran and others dill,
merely compound the demand for a more active European presence dready fdt for the
UN and the OSCE.

In the new globd scenario, internd and international security governance
(military, but dso politica, juridica, economic, environmentd, €tc) requires a
multiplicity of instruments and policies tha must be managed in a coherent fashion
Various competencies dready exist in the community sphere, but are not aways gpplied
effectivdly with a common vison. There is a growing need for a European Grand
Strategy based on the drategic document approved a the Thessadoniki European
Council to unify “communitarian” and “inter-governmental” competencies and
capacities and to ensure effective integraion among the various “pillars’ of the
“communitarian” redlity. A document is needed to define the drategic objectives to be
pursued, indicate the time-frame and geographicd scope, and specify the type of
missons to undertake beyond the Petersburg declaration. A logica course of action
must be adopted that leads on the one hand to a definition of the necessary military
resources, and on the other to the identification of the modalities and mechanisms of
reciprocal support between ‘hard power’ and ‘soft power’ indruments. Growing
commitments in Africa, the Middle Eadt, the Bakans, the Caucasus, and Centrd Ada,
in non-proliferation, the fight agang terrorism and organised crime, as wel as
interventions in countries in crigs, ec., canot be taken on without more effective ways
and means and without being able to manage the globa consequences of these
commitments.

Enlargement conditutes an important pat of the common draegy for the
Union's international datus. A part of public opinion seems to be opposed to further
enlargement even though this does not gppear to be motivated by a desire to strengthen
(deepen) common inditutions. On the contrary, the hogdility to further enlargement
seems to be accompanied by hodlility to or a the very least a lack of trust in the Union,
its cost and its policies. Unfortunatdly, the last “great enlargement” achieved before
rdification of the Conditutiond Treaty (which may never enter into force) dHarted,
severed the connection between enlargement and deepening, thereby upsetting the
EU's politica-inditutiond equilibrium.
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This makes it more difficult to oppose further enlargement for purey
ingtitutional reasons or to protect the internal coherence of the Union, but it makes it al
the more urgent to find a solution to other politica problems, such as the definition of a
common foreign policy with bordering nations, and above dl Russa The basic lack of
European consensus on EU rdations with Russia, despite the growing doubts raised by
Putin’s actions, is an eement of weskness. It is aso a potentid security risk factor given
that country’s dggnificant military capabilities. Enlargement to Turkey dso raises
important problems for foreign and security policy in terms of rdations with the
Caucasus, the Middle East and Centrd Asa Enlargement should imply a greater
European commitment in these aress.

The need to define these policies has been recognized but not yet implemented.
The Congtitutional Treaty envisons a broad aray of possble commitments, ranging
from terrorig atacks to naturd disasters (in both cases a specific solidarity clause
among Member States is included), that broadens he so-cdled “Petersourg missons’ to
include, among others disamament, military assstance, post-conflict gabilisation
operations and the fight againgt terrorism. It would introduce forms of operationd
flexibility (formaly excluded from the Treaty of Nice currently in force), such as
taking a group of Member States with European missons, cregting permanent
dructures for reinforced cooperation among certain countries on the bass of precise
commitments and criteriay dosar forms of bilaed and multilaerd  military
cooperation, some budget forecasts, etc. In effect, al of this would only regulate and
include in the community framework formulas that have dready been tested externaly.

The absence of the new normaive framework envisaged by the Congitutiona
Treaty has fudled speculation about possble alternative models for managing CFSP
and ESDP. A cetan number of countries (including many recent Union members)
advocate forma respect for the Treaty of Nice, by which nothing can be done in the
ESDP area without unanimous consent of al Member States. Others, and in particular
the two mgor European military powers (France and the United Kingdom), with the
frequent support of Germany, argue for a sort of “directoire” of the biggest countries,
without which it would in any case be difficult to commit to any security and defence
endeavour. A more nuanced and politicaly acceptable option than a directory is
edablishing (in kesping with the Conditutiond Treaty) a nuceus of renforced
cooperation among countries that are “willing and able’: those that have both the
politicd will and the means to make a ggnificant commitment. Other ideas focus on
activating CFSP and ESDP through groupings such as the Euro Group or the Schengen
countries.

The future of transatlantic relations conditutes another central issue that is
intertwined with the above-mentioned inditutional debate. There are clear differences
between European and American pogitions in terms of interests and perceptions that call
upon Europe to focus its attention and take responsbility. The US decison to attack and
occupy Iraq provoked serious divisons within the EU and accentuated the difference in
views on wha role the United States should be given in Europe. This view usudly
corresponds to the importance the different countries attribute to their bilaterd relaions
with  Washington, seen as the ultimate guarantor of ther security, politicad dly,
counterweight to other Union Member States, etc. The highly ideologicd tone, striking
interventionism and marked unilaterdism brandished by the Bush adminidration have
aggravated European divisons.

18



It is unlikdy and undesrable for Europe to unite around an anti-American
postion or one of mgor conflict with the US. At the same time, the postion
traditiondly held by Itdy that, with possble minor exceptions, what is good for the US
is good for Europe and vice versa, dso increesngly lacks credibility. The end of the
Cold War dggnificantly eased the military threat to the world and to Europe tha
cemented transatlantic solidarity. Today Europe is no longer the essentid dly of the
United States, and the United States is no longer the necessary protector and guarantor
of European security.

Neverthdess, there is are broadly shared analyses on both sides of the Atlantic
about the new set of threats and risks, though it lacks the same aggregating force as in
the past. The fight agang internationa terrorism and organised crime, countering the
proliferation of wegpons of mass dedruction, management of the serious problems
posed by “faled” dates (ranging from cleptocracies to areas lacking acceptable levels of
governability or those fdling gpat), defence of human rights, control and reduction of
mass migraion and illegd immigration are a the top of the agenda of adl mgor
indudridised nations and form the basis for a broad and dgnificant “shared view” both
a the transalantic and globd levd. Moving from this andyticd levd a which
problems are identified to the practicd levd a which agreements are reached on the
priorities for intervention and the Strategies to be adopted has proven far more difficult.

In Europe, the fight (not “war”) agangt terrorismand organised crime and the
issues of mass migration and illegd immigration are predominant problems. Growing
attention is being turned to the control of common borders (in particular those of the
Schengen area) with a specidised Agency established to this end. Cooperation on home
affairs, justice, police and intelligence has been reinforced. The EU dso operates
interntiondlly in these fidds with multilateral and bilateral agreements, as wel as
financiad and technical cooperation designed to edtablish a wide area of control over
areas beyond the Union and for joint response to crises. Significant politica differences
between Member States remain, however, and these are further complicated by the fact
that the rdevant competencies are hdd a the nationd decison-meking levd. This is
paticularly evident in judicid maiters, but differences dso pose sgnificant obstacles in
the field of intelligence cooperation, despite the new figure of a European coordinator.

It is essentid that the political leadership teke up its prerogetive to define
defence industrial and technology policy to prevent indudria leaders from taking a
kind of vicarious action. Steps in this direction would lower the barrier between the
Council and the Commisson, which should definitively abandon the now purdy virtud
diginction between research for civilian ad for militay uses This would dso
encourage businesses to undertake genuine rationdisation and would contribute to
resolving the old questions about intellectud property rights and a sngle defence
market, which continues to be precarious, if not impossible, due to the use and abuse of
Art. 296 of the treaty (which makes it possble to get around internal market rules for
means and sarvices reatling to national security). Decisve impetus is required. So far
the European Defence Agency has not gone beyond a voluntary non-binding ‘Code of
Conduct’ that some countries have already rejected.

There appears to be a tendency to develop a la carte integration formsamong
variable groups of countries, more or less directly tied to the common indituiona
sting. In the absence of srong guidance from the Council and/or the Commisson
(made more difficult by the continued exisence of the rules established by the Nice
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Treety), the inclination of the largest countries to exercise leadership finds expresson in
the forma or infoomd cregtion of directories that are presented as redricted
mechanisms for prior consultation. This does not resolve the problems of consensus
within the Union, nor does it guarantee drategic coherence in the many European
initiatives because the veto right remans and the large countries are in turn divided
amongs themsdlves. Hence the risk of pardyss in Europe€'s internationd initiatives. If
ways were found to make these mechanisms work, however, the EU could act with
notable efficiency and serve asamultiplier of nationa capabilities.

2.3 Italian constraints and interests

Italy has asserted its international role in paralle with the strengthening of
the major multilateral organisations and the alliances in which Italy is a member.
At the same time, the more drictly bilaterd aspect of Itdy's foreign policy has certainly
played a sgnificant role, for example in the opening up of trade with the USSR or in its
autonomous energy policy conducted through ENI. But it has never taken on the
characterigtics or the importance of great power policies due, perhaps, to the insufficient
dimensons and capacity of a country that has neither the resources nor the ambition to
compete with the mgor powers. On the contrary, Itay’s greatest successes have been
achieved when it was adle to influence important multilaterd choices in a decisve
manner (for example, the European declaration of Venice on the Middle East in 1980 or
the decison to proceed with the deployment of Euromissiles in the same period). Itdy’s
mogt important internationa profile in the fidd of criss management and security has
generdly been achieved within well-defined multilateral frameworks.

This reflects a redidic view of the interests and capacities of a medium-szed
European power that has the dubious honour of being the smdlest of the “big” and the
biggest of the “andl”. Itdy had to druggle for a long time to overcome such strong
initid handicaps as its datus as a “defeated nation” (which excluded it for many years
from the United Nations) or its nature as both a European and a Mediterranean nation,
indudridlised but ill developing, characterised by the presence of the srongest
Communist Party in Western Europe.

Its “long march” within the multilateral ingitutions has certanly met with
suceess in terms of increasing the country’s internationd role and status and affording it
a pogtion of regpect within the mgor international decison-making bodies, so much so
as to create oppodtion. Today the greatest risk, linked to the globdisation of
international politics and the emergence on the scene of many other large countries,
comes from the attempt to redefine the role of “medium” or “borderling’ powers — like
Italy — to make room for new actors such as China, India, Brazil and others. A creeping
process of “re-nationdisaion” of internationa politics, exemplified by the new
American unilaterdism or the rediscovery of a nationd dimenson in German poalitics,
makes thisrisk even greeter.

Mog of Itay's politicians redise tha Itdy has no hope of competing
successtully on this “netiondist” scae and that its chances lie indead in the rdlaunching
and improved efficency of multilaterd organisations and, in the find andyss in the
progressive assertion of a solid governance of globalisation.
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Yet there has been a return to nationalist discourse in Itdian society as wel,
which appears to take past successes for granted and sees them as capitd to spend in
assarting greater independence from the very multilateral organisations in which those
successes were achieved. This tendency is dso influenced by the process of
globdisation of internationd politics, but it is far more sceptical about (if not opposed
to) the role of internationa inditutions and multilatera dliances. Those who subscribe
to this andyss apparently do not lay any weight on a modd of sysem governance
different from that which may be temporarily achieved through power palitics. Indeed,
this “nationaist” tendency takes into account the country’s weeknesses and deficiencies
by looking for assurances and reinforcements from an externd power (preferably the
United States).

It may be difficult to reconcile the direction and choices of these two different
tendencies in Itdian politics. However, it is cetainly possible to conceive of points of
convergence for those who intend to pursue, dbeit with differing emphasis and tone, the
traditiond route of multilateral engagement. Here we limit oursdves to indicating a few
of the mgor guiddines for those who fdl into this category.

- Promote multilateralism and the EU. Itay's internaiond role can only grow
in tandem with a drengthening of the mgor multilateral organisations and the
European Union. Nationdist tendencies among European powers that could
weaken the EU and isolate Italy should be opposed and the recent return to a
“nationdist” gpproach that tries to make up for the country’s weaknesses by
seeking renforcement from preferentid  dliances  with  externa  powers
(preferably the United States) should be rgected. It is in Itay’s interest to
promote a common European policy in multilateral fora (OSCE, UN, IMF,
World Bank, etc.) that reinforces the Union's internaional profile. The bitter
debate about Security Council reform has opened wounds that should be
heded by rdaunching the idea of the so-cdled “European seat” (which could
take different forms), or a the very least the need for a grester and more cogent
coordination of ESDP in multilateral fora

- Re-balancing Union enlargement. Enlargement has tipped the EU towards the
north and the east. The political direction emerging in France, Germany, The
Netherlands, etc., could block important future enlargement in the Balkans
(with the posshle exceptions of Bulgaria and Rumania) and Turkey. This
would wesgken the podtion of southern European countries and could fud a
politicd dynamic of confrontation between North-South, Christianity-1dam,
Europe-Mediterranean and Middle East that would be very dangerous for the
EU and for Itady in paticular. It is therefore of dgnificant interest to our
country that enlaagement to the southeast be completed and that
neighbourhood policies towards the Middle East and Africa be strengthened.
Here is it essentid that politicad criteria for enlargement be drictly enforced.
As enlargement moves towards aress of potentia ethnic or nationdist conflict
(such as the countries of the former Yugodavia, Moldova, the Caucasus, etc.),
it is paamount to sop the logic of conflict from being imported into the
Union. The formation of sub-regiond coditions or preferentid axes should be
avoided, as these could not only harm Itdy but are dso incompatible with the
harmonious development of the European integration project and wesken its
Security.
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Increase security in areas bordering the Union. Ity has an interest in
maintaning a srong European Union commitment to dability and security in
areas such as the Gulf, the Caspian basn and Mediterranean Africa. These
regions play a key role not only in the supply of energy but dso in the fight
agang terrorism, organised crime and illegd migratory flows. It is therefore
desrable that our foreign policy seek to promote the cregtion of a large area of
cooperation and contral in the regions surrounding the Union. This cooperation
should be determined a the European levd in order to harmonise it with
common policies on security and the fight againg crime. As concerns energy
supply in particular, security can no longer be based on preferentia bilaterd
accords but must be based instead on the maintenance of dability and security
in trangport and extraction areas. An increased Union commitment in these
areas and with respect to Russia should be encouraged despite the difficulties
posed by the Iragi and Iranian crises and the uncertain developments in the
Russan regime. These are dso the regions where the fight agang terrorism
and organised crime, and efforts to improve control of illegd migratory flows
are being played out. It is difficult to negotiate on the basis of hilaterd accords
in these aress, as they risk being negatively perceived by the other paty and
may create dangerous differences between EU countries. There is therefore a
drong interest in moving these negotiations to the European leve in order to
define a reference framework and guiddines for additiona bilaterd
ingruments and to harmonise them with common policies on security and the
fight againgt crime.

Support and specialise Italian defence. Itdy must avoid a diminution of its
influence in the European defence and security fidd brought about by the
heavy cuts in the defence budget, in order to mantan a sgnificant role in
Europe. At the moment we enjoy a “resdud advantage’” that permits us to
reman in the most important groupings (Occar, Lol, Mic etc.). However, the
likelihood of grester cooperation among the larger European countries
folowing a “Sant Mdo logic’ will have immediate financid consequences
and will accentuate the gap between commitments that have been undertaken
and red nationd capacities to meet them: thus the risk of decline for Itay. One
response could be to make the best of a bad stuation, to give greater politica
priority and a greater budget share to the defence sector, or to make sdective
decisons about present and future commitments based on a clearer and more
coherent industrid and technology <trategy. The worst scenario would be
condant oscillation between different options resulting in the lack of any
drategic choice. Nationa decisons must in any event be accompanied by
consstent behaviour in the European arena in order to reinforce ther
impact and limit the negative consequences. In a country like Itay that is not
used to debating these issues, this could inevitably lead to certain divisons and
to different pogtions in the maority and the oppostion. The Itdian defence
industry has a notable capacity but it must resolve the drategic dilemmas posed
by the thorny didogue with the French and Germans, the effort to establish a
base in Great Britain (Finmeccanica has over 10,000 employees in the United
Kingdom), and its long collaboration with US industry, which has been very
podtive in tems of employment but less so in terms of technology. The
inability of the internd market to ensure competitive production levels makes
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it essentid to adopt a European politicd initiative designed to exploit the
niches of national excellence in a coherent framework of European
integration. Thus far, the empheds has been on lage multinationa
programmes that have produced vaid products, but with unacceptable codts
and time-frames. It would be preferable to pursue an integration process with a
view to specialisation. This woud imply abandoning areas of technology
where our partners can provide more mature products and obtaining in return
the use of Itdian products, when more vdid, by other Union countries. No
more compartmentdisation and fragmentation of individud progranmes, but
rather a competition policy accompanied by public choices to avoid
duplication.

Integrate European security and defence. It is no longer possible to view the
military indrument as separae from other civilian and security instruments.
Experience from dl the missons undertaken over the past twenty years has
reveded both the inadequacy of a soldy humanitarian or “observation”
goproach and the impossbility of resolving a crigs soldy by militay means.
The Armed forces have had to adapt themsalves to security and state-building
tasks, and have developed increasng and important ties to civilian intervention
Sructures. It does not even seem possble to separate, srategicdly and
operationdly, the two phases of “war-winning” and “peace-building” in order
to provide specidly trained forces for each phase because, in redity, they form
a political and operationd continuum. Such a distinction would not only creste
irresolvable “threshold” problems (When do you go from the firg to the second
phase? What are the respective responshilities of the two operationd
indruments? etc.), but would aso incresse the risk of contradictions and
confuson within the misson. In practice, this means doing away with the
current digtinction between commitments and spending “for defence’ and
“for security” and rethinking European military indruments in terms of
gregter civilia/military integration. This contrasts with the current Stuation in
which the Commisson, which does not have competence in defence matters,
adopts politicd, indudtrid, and research and development programmes in the
aea of security on the condition that these reman totdly separate from
defence programmes. This didtinction leads to usdess and codtly duplication
and is dearly in contradiction with red needs. Needed technological renewal
of military insruments should be addressed on a European scale. Even putting
asde ltdy's specific deficiencies, no European country has sufficient nationd
resources to develop and autonomoudy acquire the needed technologies. The
European Defence Agency should play a coordinating role, but it is unlikely
that it can do so without acceptance of greater European interdependence and
without dabilisation of the Union's inditutiond framework. A corollary tha
cannot be ignored is the transatlantic relationship. NATO has recently
edablished the High Command for the trandformation of dliance military
ingruments;, the need for greaster coordination between the Agency and the
Command is evident. It will be important, however, to keep this transformation
from leading to acriticad implementation in Europe of American organisationd,
operationd and technological modes, both to safeguard autonomous European
indugtrial and technological capacities and because the American modd does
not appear to be paticulaly effective. In the caiticd fidd of dviliavmilitary
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integration and the reationship between defence and security, the European
approach pursued to date, though fragmented, appears to be more effective.
Proceeding dong the lines described here means ingsting on the need for a
comprehensve reassessment and an advanced European debate in view of
drawing up a new model that can no longer be just “for defence’, but must be
“for defence, security and peace-building’.

3. INSTITUTIONAL REFORM
3.1 European agenda

The French and Dutch “nos’ to the Condtitutional Treaty have crested a Stuation
of great uncertainty about the future of inditutiond reform in the EU. This uncertanty
has in turn had a negetive impact on deliberations on economic and socid policies, the
EU’s internationd role, and issues related to internal and externd security. It dso risks
renforcing the sense of distrus and disance vis-avis European inditutions that
underlay — along with purdy internd factors that should not be ignored — the French
and Dutch no votes.

The ratification process has been hadted for the moment. The “pause for
reflection” agreed upon at the European Council of June 2005 has not so far given way
to any debate among Member States about possible ways out of the impasse.
Diplomatic discussons are dill where they were sx months ago, dthough they are
expected to be revived under the Austrian presidency.

After the two referenda, governments have adopted different approaches to the
ratification process in their respective countries some have completed it while others
have chosen to suspend it. To date, the treaty has been ratified by 13 out of 25 countries,
which together represent over haf of the Union’s population.

Institutional actors have thus far given little impetus to a relaunch. The
British presdency carefully avoided the subject. Smilarly, the European Commisson
has chosen to concentrate on other issues deemed to have a more immediate impact on
European citizens. The Commisson is trying smultaneoudy to improve the Union's
public image through the so-cadled Plan D in preparation for renewed national debates
on the future of reform. To this end, a European conference on the future of the Union is
expected in May. Only the European Parliament has shown some initigtive: in the Fal it
began to debate drategies for ending the impasse on the bass of an articulated
resolution project.

At the same time, occasional initiatives demondrate that the problem of the
inadequecy of the Union's inditutiond indruments has not vanished nor is beng
ignored. Albeit in a rather disorderly fashion, attempts are being made to address the
problem in the absence of the Condtitutiond Treaty. Four trends are worth noting.

In the firgt place, informal application of some of the Treaty's provisons has
continued. In the area of foreign and security policy, for example, work continues, abelt
cautioudy, towards the creation of the External Action Service and the Defence Agency
was established in July 2004. Furthermore, the solidarity clause againgt terrorism and
natural disasters has been gpproved. The decison to set up a stable presidency for the
Euro Group isdso sgnificant.
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Second, efforts have been intendfied to create ad hoc ingitutional
ingruments, beyond those envisoned in the Conditutiona Treaty, capable of
implementing increesingly important Union policies more effectively. For example, in
the area of judice and home affars a Counter-Terrorism Coordinator has been
appointed and an Agency for External Borders has been created. In the defence field, an
indtitutional gpparatus is being progressvely developed to give the Union an increased
autonomous cgpacity for planning and command of military operations.

Third, the tendency to form restricted groups of countries with a view to
promoting greater cooperation in certain sectors has been reinforced. This confirms the
need for grester flexibility in integration projects and creates the conditions for these
projects to devdop without the paticipation of adl Member Sates. While the
mechanism for reinforced cooperation has not yet been utilised — the EU treaty in force
imposes rules tha are too rigid — there is a growing tendency to promote closer
cooperation in certain politicad sectors, such as management of migratory flows and
defence, among countries that periodicaly decide on how to proceed. This phenomenon
should be seen as both a reaction to the vacuum crested by the falure to ratify the
Condtitutional Treety and a dgn that the dynamism of European cooperation continues
to seek away forward.

Ladly, the problem of how to reconcile enlargement and the Union's
ingtitutions has been given growing emphass. Indeed, the need to adapt the Union's
politicd and inditutiond instruments in order to be ade to continue the process of
enlargement is incressingly being recognised. For example, it is likey that “absorption
cgpacity” will become increesngly important as a criterion for proceeding with new
enlagements. Already dearly enunciated in Copenhagen in 1993, the “absorption
capacity” criterion was given particular emphass during approva of the mandate to
engage in accesson negotiations with Turkey and Croatia. It is a fact that the new
accessions the Union is pursuing pose a series of problems that have a direct impact on
ingtitutions and decison-making mechanisms.

Ingtitutional reform in the Union therefore remains a very topica matter. The
critical question is how to address it effectively.

A period of inactivity after the shock of the French and Dutch “no” votes was
inevitable and it would be short-dghted to interpret this as indicative of what will
happen in the medium term. The issue of inditutiond reform remains on the table
because these reforms are vitd to the performance of the Union, and the vast mgority of
countries (including Italy) are in favour of them. Furthermore, the “Eurosceptic’ front
has proven itsdf incgpable of exploiting its success in the Sx months since the French
and Dutch "nos'. In France, it has not been able to pogtion itsdf as a political force
capable of reorienting the country’s European policy as de Gaulle did after his return to
power. Blar missed his opportunity to take on genuine European leadership. And it
should be noted that among the first acts of the Merkel government was to request that
the ratification process continue; Merkd’s persond success a the European Council in
pursuing a highly Europeanig line dready didinguishes her chancdlorship from
Schroeder's.

Thus it would be a grave mistake to adopt the postion that “the Treaty is
dead” or acquiesce in the proposal that the ratification process should be stopped.
Cesstion would be a downright violation of a ‘pefect’ internationa commitment. It
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should be recdled that while the dgnature of the Conditutiond Tresty by 25
governments is not sufficient to bring it into force, it does impose a clear obligation on
governments to see the treaty rdified in their respective countries. The fina count can
only be taken once the process has been concluded, and only then can the will of those
who rdified the Treaty (arguable the mgority of countries) be measured againgt the will
of those who did not.

At the same time, it is naturd and opportune to explore whether and how it
might be possble to improve the Union's peformance subgantivdy and make its
policies more effective even usng methods beyond treaty modification. Ways are not
lacking (informa application of the Conditutiona Treaty, formation of so-caled
“vanguard groups’ and so on) and gppear to be more easily implemented because they
do not require consent from parliaments or dectorates, and do not involve al Member
States. On the other hand, it is obvious that these expedient measures do not alow for
criticaly important needs to be addressed, such as reviewing decison-making
procedures and dsrengthening the inditutions democratic legitimacy. In addition, they
aso rik beng disorganised and incoherent. Without a unified design, they could give
rise to contradictions and inditutional imbaances tha might be difficult to correct even
with a subsequent organic reform.

3.2 Alternatives and positions within the Union

An assortment of diverse opinions exist in Europe today on the future of
inditutional  reform. To a cetain extent, they reflect dAternative conceptions of the
Union that have been in conflict for decades, sometimes reconciled through
compromises and sometimes reaulting in periods of stdemate. And while European
policy in no country has been exempt from oscillations and mutations, the different
conceptions and opinions that have been in conflict in the past and are in conflict today
can be traced back largely to the lagting, if not permanent, nature of the drategies of
different countries with respect to European unification.

Four principa pogtions can be schematically identified.

a) Inter-governmental retreat. Taking ther cue from the rexults of the
referenda, some European leaders propose renouncing dl efforts a conditutiond
reform and focusing on inter-governmental cooperation. This would imply, among other
things, giving up on increesng the powers of the European Parliament and reducing the
role of the European Commission with respect to that of the Council.

Some European leaders have dso expressed a pogtion that is contrary in
principal to the degpening of the integration process as such, cdling into open question
the objective of an “ever closer union” &t out in the current Treaty. Ther thess is that
integration has dready gone too far and that is why it has progressvely lost support, as
the results of the French and Dutch referenda demondrate. Insstence on an overdl
reform, which has dready been rgected, could not but provoke even greater opposition
from European citizens.

Positions such as those described enjoy consderable support in some older
Member States such as Great Britain and Denmark, but have adso been expressed
recently by the new Polish government and some leaders of Sovakia and the Czech
Republic.
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b) Pragmatic progress. A second postion, which can be defined as “pragmatic
Europe’, beieves that given the difficulties in ratifying the treaty, it mekes sense to
concentrate on sectoria policies that have a more immediate impact on citizens, such as
economic and socid policies. If in doing so tangible results can be obtaned, for
example in teems of economic growth, this would re-establish a cdimae of trust in
European inditutions. Putting treaty reform back on the agenda could, on the other
hand, generate new tensons. The pogtion is that it makes sense to keep reforms frozen
while leaving the door open to the posshility of addressng them in the future in a
cimate that is more favourable to the creation of consensus, for example if the
European economy were to begin to grow a a more sustained rate. In the meantime,
some minor reforms could be implemented through informd application of some of the
Tresty provisons.

This pragmatic agpproach, authoritatively supported by the presdent of the
Commisson, is shared by the governments of Greet Britain and other Nordic countries
which, though they do not go so far as to declare the Condtitutiona Treaty dead, want
the emphass to turn to issues such as the common agriculturd policy, the budget,
liberdisation of services, etc.

¢) Vanguard Groups. The difficulties in rdaunching the treaty reform project
have led some to argue that the best road to take is to implement grester flexibility
through the creation of “vanguard groups’ among Member States tha want more
advanced forms of cooperation or integration in this or that sector.

“Vanguard groups’ are presented as the only plausble aterndive to reform of
inditutions and, in particular, of decison-making procedures, and as the only way to
prevent the willing and able from being congtantly subjected to the veto of countries
focused on defending nationd prerogatives. The supporters of this podgtion underline
how some integration projects have aready successfully developed from vanguard
groups, for example, the Euro and Schengen. These groups aso demondrated a notable
evolutionary cgpacity, progressively opening up to countries tha were not initidly
members (no less sgnificant is the fact that the Schengen accord, born outsde of the
tregties, was successvely integrated into them). Furthermore, the current tresties
provide for an inditutiond way to creste vanguard groups the reinforced cooperation
mechanism.

An important variant of this postion is advocated by those who want to see the
formation of a cohesve nucleus of countries intent on closer integration in a sysematic
way. This would avoid the risk of excessive “varidble geometries’ through the
formation of different vanguard groups for different policies and would provide a more
organic centra motor for integration. With respect to the compodtion of this nucleus,
one looks above dl to Euro countries, with the idea that they might eventudly create
their own inditutiona structures aongsde those of the Union.

French Presdent Jacques Chirac has recently said he was in favour of creating
mechaniams that adlow for greater politicd coordination within the Euro-zone. The
Bdgian premier Guy Verhofdadt went further, caling for the cregtion of a “federd
Europe’ beginning with the twelve Euro countries. Other founding nations, such as
Luxembourg and Germany, appear interested in exploring the idea of a progressve
political and ingtitutiona strengthening of the Euro-zone.
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d) Treaty Ratification. Formad and substantive reasons lead others to maintain
the need for completing the cycle of ratifications.

On the formd dde, there is the commitment that al Member States undertook in
dgning the tresty and setting a deadline of two years from sgnature for review of the
results of nationa ratifications. Giving each country the chance to express itsdf on the
treety in the manner provided in its Conditution is not only a duty but adso
indigpensable for taking pondered collective decisons. On the subdtantive Side,
supporters  argue that the innovations envisoned in the Conditutiond Treaty ae
essential to avoid decisond paralysis — especidly after the recent enlargement and in
light of possble future ones — and to give the Union an inditutiond dructure that is
more efficient and democrétic.

Putting some of the provisons of the treaty into practice in an informa manner,
while useful, is condgdered insufficient to reach these objectives because they concern
only limited aspects of the Union's performance and because they do not remove the
condraints of the existing juridicd framework. Some supporters of this pogtion are dso
highly scepticad of the contribution the “vanguard groups’ could make to integration in
the absence of a new inditutiona arrangement for the Union, that is they fear that these
groups could bregk the Union's palitica and ingtitutiona equilibrium.

The new German government has declared its support for renewing the reform
process and has committed itself to promoting it during its presidency of the Union in
the firg hdf of 2007. Other European countries that have ratified the treaty, such as
Luxembourg and Spain (both did so through popular referendum) aso back this
approach.

Each of the four gpproaches illustrated here has different nuances and it cannot
be sad that they ae incompaible. In fact it is likdy that some of them are
complementary. For example, the pragmatic approach does not exclude per se the
rdaunch of the treaty reform process. Andogoudy, many supporters of the vanguard
groups argue that once consolidated, these groups — in paticular the Euro area group —
could provide a decisve impetus to the overal strengthening of the Union’singtitutions.

3.3 Italian constraints and inter ests

Since the 1950s, Ity has consdered support for the ingitutional
srengthening of the Union a primay interet. Governments with ggnificantly
different podtions on other politicd issues have mantaned this gpproach, gving it
continuity and coherence for two fundamentd ressons. Firs, a wél-functioning
Community is condgdered a favourable framework for Itdy’'s internationa profile, its
economic devdopment and the drengthening of its own politicd and indtitutiord
sysem. Second, a robust European inditutional system is consdered indispensable for
protecting Itdian interests within the European Community (now Union) and for
enauring its good operation. Broad agreement on this agpproach was underscored
recently by the pogtions adopted by the Itdian members of the European Convention
and the ovewheming bi-partisan vote in the House in favour of rdification of the
Condtitutional Tresaty.

Stronger  inditutions and  decisonr-making procedures  permit  effective
development of Union polices and ther efficent implementation in sectors of vitd
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interest to Itay, such as immigration, interna security, foreign affairs and the economy.
It would be difficult to develop these policies without stronger indtitutiond instruments
and additionad resources. Inditutional srengthening is dso needed to avoid decisort
making pardyss, which has become more likedy with the progressve enlargement of
the Union. Findly, it dso makes the formation of preferentiad axes or directories from
which Italy, as has occurred even recently, tends to be excluded, more difficult — or less

necessary.

One of Itdy’'s mgor drengths in its European and internationd role is its
particularly srong public support for more efficient European policies and inditutiona
drengthening. During the next legidature, this support will once again put whoever
governs Itay in a podtion to play a leading role in diplomatic discussons over the
future of inditutiona reform.

Decades of experience have taught us that a divided, contentious, dow Europe
that is unable to take quick decisons or act efficiently cannot but aggravate the crisis of
consensus from which it suffers. Overcoming the limitations on the Union's capacity for
action imposed by the curent inditutiona arrangements and procedures thus becomes
crucid to defending what has been built so far. And overcoming those limitations cals
for the modification of the tregties.

It is clear that renewing the debate about treaty reform will cause ension. But no
progress has ever been achieved without it, and Ity has many times in the past made
the difference between immobility and progress. Furthermore, one cannot underestimate
the increasng difficulties the Union will face in the coming years if it is unadle to
undertake incdve reform  of its inditutions.  Any initistive that opens up
contentiousnessis arisk. But leaving the matter pending involves even greeter risks.

Striking a good badance between enlargement and deepening is dso in ltdy’'s
interest. To be credible, a policy in support of enlargement, as has been taking root in
Italy, must be accompanied by a corollary commitment to reform within the Union. It
seems contradictory to support, as do certain countries such as Great Britain, a broad
and quick enlargement while a the same time ingging that inditutiond reform be put
aside or suspended sine die.

One immediate need is to recover the Union’s dynamism. Today, it suffers
from a negative dimae crested by the French and Dutch no votes, the enduring
economic duggishness, and the divisons tha emerged over critical issues in foreign
policy such asthe intervention in Irag and transatlantic reations.

The entire higory of European unification shows that its dynamic has been
based on a postive interaction between the exercise of politica leadership, the crestion
of vanguard groups, and the condruction of an inditutiond architecture open to those
who accept its rules and principles. Guided by its @mmitment to support them in o far
as they furthered the building of Europe, Itdy has over time consgently supported dl
three of these dements. It often provided a decisive contribution. The government of the
next legidaure should maintain a postive attitude towards them.

Ity should therefore reman in favour of forming and consolidating vanguard
groups — both within and outsde the EU framework — that help to further cooperation
and integration, and should seek to paticipate in them. The countries in the Euro area
could conditute a more cohesve vanguard group with the potentid to exet a
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locomotive effect on the others, and Itay, as a member of that group, has an interest in
working towards its strengthening.

However, to be effective, this potentid core group will have to find an adequate
inditutiond bass  The future government should therefore support any initidtive
desgned to drengthen institutions and inditutiond actors by giving them greater
democratic legitimacy and grester power of initiative. This is what is envisoned in the
Condtitutiond Treaty through, for example, the creation of a stable presdency of the
European Council and a Union Miniger of Foreign Affars, the adoption of a new
sysem for nominating the presdent of the Commission, and granting the European
Parliament greater powers.

Third, leadership exercised by naiond governments ather individudly or
through groups or dliances, should not be opposed when it is undertaken with a view to
developing common policies and contributing to a stronger European congtruct.

Ity should drive for a rdaunching of the reform process, with the god of
bringing the Conditutiond Tregty into force. The sine die extensgon of the “pause for
reflection” on the future of the Conditutiona Treety looks like a trap that should be
avoided. Those who have wanted to block European unification have aways begun by
suggesting a pause.

Findly, Ity has increesngly fdt the need to strengthen the European
democracy. The aguments againg the Conditutiond Tresty in France and The
Netherlands largdly referred to the democratic deficit and the lack of transparency and
democratic control in a Union with much greaster scope and power of intervention than
before. It is worrisome that certain nationd governments tend to ded with this problem
with initigtives such as nationd referenda — the French and Audrian governments
promise to organize popular consultations on the accesson of Turkey is emblematic —
that reinforce the nationd veto on projects for internd transformation and Union
enlargement. An exclusvely or predominantly nationd response to the problem of
democratic deficit is inappropriate and even counter-productive. What is needed instead
are common policies that encourage the creation of a real European public space in
which people can identify themsdves and paticipants as European citizens. Certain
reforms move in this direction, in paticular those promoting the introduction of new
election or nominaion procedures for inditutiond organs (eg. the presdent of the
Commission), the reinforcement of the European Parliament's powers, the crestion of
new inditutiona figures in the inter-governmenta domain that are subject to democratic
control, as well as mechanisms for popular initiatives a the European leve, and the
grengthening of the role of European parties.

The lagt st of condderations concerns what could be caled the politics of
internal alliancesin the Union.

Though with some pauses and exceptions, Itay has traditiondly avoided dable
dliances, not sought the creation of preferentid axes and not opposed the leadership
often exercised in tandem by France and Germany by trying to form an dternative bloc,
such as an Anglo-ltdian dliance. At the same time, however, it has dways objected
grongly to any notion of a ‘directory’, even when it would have been included, as in a
directory of the larger nations or the founding countries.
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Instead, the Itdian approach has dways been to support those who endeavoured
with greater force to drengthen the European construct: common policies, a strong
indtitutional framework, and a clear democratic base. In following this approach, Itay
has on different occasons worked in close collaboration with Germany (one thinks of
the Genscher-Colombo Act), France and the Bendlux countries; Italy’s role was decisve
in enlargement to Greece, Spain and Portugd. In some cases — as in the cregtion of the
monetary union — it operated in a decisve way within the Franco-German relationship.

Today it is likdy tha a new phase will begin in which collaboration between
Ity and Germany, which has proven advantageous on inditutiond métters in the pad,
could form the bass of a relaunching of the Union. The result of the referendum and the
imminent presdentid dections place France on hold. But the Union needs to recover its
dynamism in the short term. Ity and Germany continue to be more interested than
others in inditutiond drengthening and have both ratified the Tresty with large
paliamentaly mgorities. The new Geman government, which will hold the Union
presdency in the first haf of 2007, incuded an explicit commitment to promoting the
reform processin its programme.

Given the arguments presented above, the Itaian drategy on inditutiona reform
should be based on the following points:.

- Promote ratification of the Constitutional Treaty. This is the essentid
prerequiste for the governments of the member countries to present defined
positions that have dready been confirmed by parliament or the dectorate. It is
important to create a link between, and possbly coordinate actions among, the
ratifying countries that today represent more than hdf of the Union's
population. By acting in concert in 2006, countries that have dready rdified
the tresty could effectively simulate the two countries where the no vote
prevailed and that have not yet developed a drategy for recovering consensus,
as wdl as countries that have not yet voted or where the government has
chosen to wait.

- Strengthen European democracy. Only the European Parliament can provide
the impetus required for rdaunching inditutionad reform from outsde the inter-
governmentd aena In the fird place, the paliament is the strongest
expresson of European democracy. Furthermore, the Commission has given
up playing a driving role and there are no links between nationa parliaments,
even those with a large mgority in favour of reform. It will be important for
countries favourable to and interested in reforms, such as Itay, to work to
ensure that any initigtives coming from the European Parliament are met with
support and heard a the inter-governmenta level. The new treaty could be
submitted to the scrutiny of the eectorate in a European referendum involving
al Member States during the next European Parliament elections (2009).

- Encourage pragmatic progress. The informd application of some of the
provisons of the treaty should be encouraged, while congtant attention should
be pad to the impact of the changes, above al those that involve the
indtitutiona sphere, on the Union’s overdl conditutiona arrangement.

- Support and become a part of the vanguard. The creation and consolidation
of “vanguard groups’ both ingde and outsde the EU can provide important
impetus not only for the integration process but dso for the reform process
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itsdf. A core group of Euro countries could play this role in a paticularly
effective way.

Ally with those who want to see Europe go forward. It isin Italy’'s interest to
avoid stable aliances, counter any idea of a ‘directory’ and support those who
work with the grester energy to drengthen the European construct: common
policies, a drong inditutiond framework, and a clear democratic basis. In
following this line Itdy can continue to achieve important successes in
European negotiations. Today it is likdy that a codition between Itdy and
Germany, which has proven advantageous in inditutiona meaiters many times
in the past, could congtitute the basis for ardlaunching of the Union.
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