PR RSR N Ty
e ALK 5 3 &ubuw.ﬂ

e Ny

fidential
0C0

\

-,

)
.January 1981

,Copy

al

Political

=
3
=
=
L]
R
.=

inuing

: Conti
obilit
omic

Econ

Doldrums

ty an

mm

Ttaly:
I

D FOR' RELEASE

MAR 12004

L
!

“APPROVI

DATE




ical

it

inuing Poli

Cont

Italy:

.

)

pu—
..w - &
= £ 2
P = < £
L T k)
g =Ny < z
=S : 5=
< - g3
VvD - W mm
o C). g 5 27
o B T tiraounativiott =R € o
— &b £2
=8 2y £ 2
e.8 EEES g3
S E—rt 8%
.. RN " > I Wll £
s 9 -E 85 c3%

14

— ] £ &5 £ 8

o

-~ Western

ICs arc

Zurope

. Comments and quer

N

_welcomé




. lfaiy:ECohtinuing Political
Immobility and Probable
. Econemic Doldrum

Italy’s inability to establish a stable and effective governing coalition

“continues to block the implementation of medium-range economicand - 1
“energy policies and has relegated foreign policy issues to the backseat. '
- Efforts to strengthen Prime Minister Forlani's four-party government—

grounded in an alliance of Christian Democrats and Socialists—have been
*checked by conflicts between the two parties and by a Communist campaign

. ' to drive them apart. The failure of the partners in the coalition to reconcile

“these tensions may drive them toward an carly nationai election—perhaps

thls sprmg——m aref fort 10 clanf y theu: rclatlonshxps

Thc partncs Jjockeying for posmon has not markcdly affected the govern-
“ment’s ability to adopt short-term austerity measurcs. But competition
. “ within the coalition—primarily betwesn the Christian Democrats and So-
i cialists—has led to sharp disagreements on medium-term economic and
" - energy plans. Until now the resiliency of the economy has compensated for
. the government’s policy shortcomings. Italy achieved cconomic growth of 5
« | percent in 1979 and an estimated 3.4 percent in 1980, spurred by the highly
' productive, unregulated “submerged” sector of the economy. In 1981,
however, heavy losses in iie large state sector and the declining competitive-
ness of Italy’s exports probably will cut céonomic growth to about 1 percent.
Adding to the gloomy outlook are an overly generous wage indexation
sckiime, a heavy dcpcndcnce on imported oil, and a massive public-scctor
deficit—the engines of persistent doublc-dlglt inflation and the major
unfesolvcd structural problcms in the cconomy
iR o : i i
¥ In forngn affairs, Rome s ablhty to follow the US lead in NATO is
I . constrained by domestic criticism, particularly from the Communists. Dur-
. ing the past year the government has tried to undercut opposition by
dcmonstratmg that it has parlayed its links to Washington into full partici-

N

{ pation in Alliance consultations—political and otherwise. Rome also has
: - sought to placate its critics by balancing its Atlantic ties with a West

‘ European orientation—even though its association with Paris, Bonn, and
» * London has sometimes resulted in disagreement with the United States.
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Polmcal Semng R
[taly's political parties havc madc little progress during
the past year toward releasing the country from the
treadmill of unstable and ineffective coalitions that has
plagued it for most of the postwar period. In April, the
formation of the second Cossiga government—the first
coalition in scven years lo'wicld a clear parliamentary
ma)orlly-——sccmcd to be a ‘major step in this dircction.

~ But decp divisions among the coalition partners,

particularly the Christian Democrats and Socnahsts

- and stiff Communist opposition caused th to
g collapsc after bare'y ﬁvc months m ofﬁcc

| L
ln forgmg the currcnt coalmon govcrnmcnt Prime

: Mmlster Forlani sought to protec: himself from
' Cossxga s fate by adding lhc Social Democrats to his

predecussor’s coalition and securing promises of Lib-

. ; eral Party backing. Not even this solution has come to
' ~ grips with the underlying rnpedlmcnts toa firm Chris-
L tian Dcmocr«txc-—Socxahst alimnce. o
e IThc Socialists' efforts to put as much dxstance as
Lo possnble between thcmsclvcs and It weir Christian

i Democratic governing partners P

i Commumst dctcrmmatnon to dnvc a wcdge in thc

Chmtlan Democratic-Socialist alliance. :
The,  Christian Democrats’ inabxhty to choose be-

e twccn the Socialists and the Commumsts as thcnr

party s prmc:pal mtcrlocutor. i
B L Hyo:
e 1 t It : '

lt is unhkcly the’ parties will bc ablc to work out thesc

. difficulties among themselves and probably wxll resort

to an 'carly natlonal clccuon.
The Pivotal Socral:srs. Thc Socmhs(s——ltaly s third-
ranking party with 10 percent of the vote in the 1979
national election—remain the key to any governing
coalition excludinz the Communists. Socialist leader
Craxi is working to parlay this arithinetic leverage into
something more lasting. In the short term, he would
like to create the image of a cohesive, responsible
party, worthy of lcading the goverament; over the
longer run he wants to transform the party into the
corc of a small-party federation capable of competing
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on equal terms wuh the Chnsuan Democrats and

Communists|

Craxi has pursued this strategy in two distinct phascs'
corresponding roughly to his association with the sec-
ond Cossiga government in the first instance and the
Forlani government in the sccond:

e He “as used his party’s support for the government to
extract from the Christian Democrats greater influ-
ence and responsibility within the coalition and, trad-

“ing on this, to weaken opposition to his strategy
within his own'party.

He has tried to unite his party around a policy of
“differentiation™ from the Christian Democrats, in

- anticipation of an election performance that might
boost Craxi's own chanccs of bcmg appomtcd prime
mlﬂlStCl‘. :

The Soc1al|sts' efforts to disassociate ihemselves from
the Christian' Démocrats reached 2 peak recently with - .
the exposure of a politically explosive scheme— '
allegedly involving hizh-ranking Christian Democratic
par.y and government figures—to defraud the govern-

. ment of petroleum tax revenues. Craxi has led the
charge on this issue, claiming that widespread govern-
ment corruption is due to 30 years of uninterrupted
Christian Democratic political dominance and hinting
that the only way to reform the system would be to
establish the principle of alternation in power—
initiated by a Socialist-led coalition. Craxi also has
sought to make political capital out of bungled govern-
ment relic® cfforts following the recent carthquake,
although the Socialists' involvement in the government
has made this a delicate and risky business at best.

For the near future, the Socialists will-be striving to
avoid cither causing a prematurc goveramental col-
lapse for which they might be held responsibic or being
too closcly identified with Christian Democratic short-
comings and squandering the political mon.< .tum al-
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.. ‘ability to succeed at the polls: Socialist gains in the
. 7 'next election :would truly make him a figure to reckon
" & with. A loss of parliamentary seats, on the other hand,
* not only would jeopardize his grand design of a smali-
- party federation but also cculd threaten his party’s

; :

: ‘ready gcncmicd by Craxi's caref vily 'calcixlaicd strat-

egy. Ultimately, Craxi's future rides on his party's .

growing discontent, not only to recoup rcccnt losscs but

to register the gains nccmssary to achxcvc its objective.

i govcrnmcntal rolc and cven hlS comrol over thc party

o!"‘

RE

: ; : progress in tackling terrorism and’ llaly s chromc
I . H

¥

‘The Aggresswe Colrmum.m. Thc Commumsts. ltaly s
‘'second-largest party in terms of votes—30 percent in
,thc last clccuon-—-—conunuu to articulate their “historic

I .compromise strategy™—the goal of cooperating with -
;thc Christian Democrats and other parties in a coali-

:uon formula-——as A means of capturing a share of the
.govcrmng power m Italy. In the event the party should
iobtain a direct governing role, the strategy is cal- -
‘culated to avoid the isolation of important conservative
'forces, which might lead to the sort of backlash that
undcrmmcd A!Icnde in Ch|l<
Thls approa«.h has attracted a followmg among mod-
erates outside the party far in excess of actual party

i« | membership. Hardlmcrs in the party are at once grati-
i ; fied by this suppon and concerned it could dilute the:
I Tl party’s central prmc:plcs. To kcup toth ends of the

spectrum happy. the party leadership has becn forccd
to show oontmuous progress toward its goal. Con-
sequently, itis constantly making tactlcal adjustmcnts

! alternating beiween two basic lmes”u IRER Rt

“Hard opposition™ to dcmonstmtc that Italy cannot
.be governed ef! fcctwely in the facc of dctcrmmed

Commumst opposition. |, | :; SR :
« “Soft opposition™ to prove that Commumst coopcr-
|| ation, in fact, permits the government to make -

| cconommproblcms o fi 'I i Lo

IR Eoy

gy Pubhc 6utragc over the petrolcum sca'\dal and the’
', government's earthquake relicf effort has convinced

. the Communists to step up their pressure on the gov-
f ernment partics. They obviously belicve thess two is-

i ' i :'sues give substance and focus to their longstanding
o 3 i charges of government corruption and inefficiency and

i lend credibility to their claims that only Communist
participation in the government could set politics back
on the right track. The party is looking ahead to an
clection in which it might be able to capitalize on this

The party’s continued sponsorship of a proposal floated
in early December that it be allowed to Icad a govern-
ment excluding the Christian Democrats with a man-

date to reform ltalian politics is a tactical ploy to

. maximize the party’s chances in an elcction by keeping

up pressure on the government, by setting the Chris-
tian Democrats and Socialists at each other’s throats,
and by ensuring that the Socialists do not benefit from
the turmoil. The Communist initiative creates a
particular dilemma for Craxi and the Socialists. It

challengcs them to follow their “differentiation™ policy

to its logical conclusion by totally disassociating them-
selves from the Christian Democrats or, failing that. to
make themselves fair game for Communist attacks on
the theme of guilt by association. The Comrunists
ultimately hope to put Craxt in a position where he has
no chance but to threaten an election. They would hope

‘thereby to pull the Christian Democrats into their own
‘arms, or at the very lcast exploit the issuc of ineffec- -

tiveness a r in government agamst both
_opponents S I A o
: Ppres olieh o

The Divided Christian Democrats. The Christian
Democrats—Italy’s dominant party with 38 percent of
the vote in the last election-—remains virtually immo-

‘ bilized by sharp internal conﬂlcts. The moderate-

i conservative majority favorsa preferential relationship
“with the Socialists and smaller partics to isolate the .

- Communists. Leftwing Cnristian Democrats, on the
“other hand, prefer reviving a cooperative relationship

- betwecn their party, the government as a whole, and

the Communists—-perhaps culminating in the appoint-

" ment of Communist cabinct ministers. Whatever their
. preferences, however, ali Christian Democrats feel

corstrained to abide by certain traditional party tenets:

« To protect its dominant role in Itaiiaa politics,

« To unite the party—if only by papering over dif-
ferences—when it comes under cxternal attack.

e To play the Socialists and Commuiists off against
cach other to undcrcut thc asplratnons of both

The cstabhshmcm of the Forlam govcrnmcnt brought
with it new hope that the party’s right-leit gap might
be bridged. Christian Democrats from all party cur-
rents labored to conclude an agreement that would
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gmntI the left wing a grcatcr rolc both in the party and
government and would rejigzer the party line—allow-
ing for an opening to the Communists. In return, the
left would make the party’s support for the coalition
unanimous. But the continued obstinacy of both Chris-
tian Democratic groups and their efforts—despite the
truce—to discredit each other’s position with dirt from
the petroleum scandal began unraveling the pact be-

The intensity of the Communist and Socialist attacks

on this issue and on the carthquake relief question
secms to have put this recongciliation process on icc.
There is some evidence that the scandals and their
aftermath may be forcing the party to think more
seriously than it has for some time ahaut how to deal
with its internal divisions. For the moment, however,
by decndmg on= again to postpont: the most divisive
aspects of their internal dcbatc, the Christian Demo-
crats have l'rccd thcmsclvcs to

| LN ;
« Fend off, thcxr cnu"s barbs wnh charges uf op-
:portunism and appeals for political solidarity to cope
I wnh Italy s prmssmg problems Eo

|I i ‘.:iEgi:!

:- Creatc at lcast the i impression of cleaning house by

supporting—in prmcnplc—mcasurcs to figit corrup-

A tlon and chcntcllsm m thc party.

||a'?'_=;~ l

« chp their opponents of f balancc by hcdgmg their

| reaffirmation of a coalition with the Socialists and
smallcr partics with a statement of their availaoility

| to ally with the Communists in extraordinary cir-

: cumstanccs at thc ;- al level
1 : l| ; L ]
Llcarly on thc dcfcnswc. the Chrlstlan Democrats in

_the short run will continue to focus their energies on

propping up the existing government, hoping that pub-
lic feclings against them will subside and permit them
to tackle internal problems later in relative peace. In
the meantime, it is virtually ~=1tain that the party will
approach with utmost caution cthe question of longer

termjor otherwi ced relations with the two
leftist partie P

Outlook for the Government

Given its inherent internal contradictions, there is little
chancce the Forlani governnient will be able to cope
effectively with substantive problems. In the short

'”‘l i

o .' l

L ‘Eﬂm La

term, the coalition probably will weather the current
storm of attacks. The Communists—in whose intcrest
it is to create problems for the government—most
likely will have difficulty sustaining the current high
level of tension. While the [talian public is casily
aroused by scandals, traditionally it has been just as’
casily distracted. Moreover, the pivotal Socialists now
secen prepared to allow the issucs to fade from view;
they have gained considerably from the Christian
Democrats’ plight, but to push further would threaten
Craxi’s carefully calculated strategy. The government
parties may shuffle the Cabinet to give at least the
appearance of a fresh start,

Despite whatever expedicnts are employed to keep the
Forlani government from collapsing, the center-left
formula it represents is unlikely to take root in the
Italian political system. Potent forces-—the Com-
munists and the Christian Democratic left —have large
stakes in secing that such a coalition fails cven if this

~ entails an election. While rightwing Christian Demo-

crats and Craxi's Socialists hav-: .:i:ned all their hopes
on an alliance betwaen their two parcties, they cannot
agree on the terms of the deal. The Socialists obviously
will not rest until the coalition is rebalanced in their
favor. While some Christian Democrats might ulti-
mately agree to this solution, the party as a whole
would be reluctant to concedc unless forced to d »so by
popular mandate. Consequently, it scems only a matter
of time—perhaps as early as the spring_—timil the
Italians once again make their way to the polls to try to
sort out conflicts that the parties cannot or will not

‘resolve themselves. If the past is any indicator, another

elcctora ill serve only to complicate matters
further. .

The Fconomlc Setting

The government's internal problcms find no clearer
expression than in its attempts to deal with the coun-
try's cconomic wocs. Although the Forlani government
hes pushed short-term austerity measures through
Parliament, policies t2 deal with structural cconomic
problems appear nowhere in sight. Bringing Italy’s 20-
perc:nt inflation rate into linc with other EC countrics
is especially important, now that Rome is a member of
the Europcan Community's joint currcncy float—the
European Monetary System. However, the current
coalition, created from parties with diverse cconomic
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i ! phllOSOpthS. is havmg trouble agrccmg on m‘.dlum-
R ! term palicies. The political fallout from both recent
b ‘scandals is creating additional obstacles to policy for-
t ‘mulation. As has been the case for many years, the
;{Bank of Italy will continue to fill the vaéuum in eco-
; I nomic policymaking crcated by weak, short-lwcd gov-
Rt crnm-nu g
] N N H
]

. Slower Growth Ahead. Despite the lack of a govern-
‘ment economir: program, Italy achieved the fastest
economic growth in the European Community in each
of the last two years. Italy recorded 5-percent real
growth of gross domestic product (GDP) in 1979, and
last year's grdwth was probably close to 3.5 percent.
-Highly productive, small manufacturers—often op-
crating in the “submerged sector,” which accounts for
at least 10 percent of GDP—have been primarily
:responsible for laly’s above-average performance in
“recent years. By contrast, the massive state enterprisc
: : network, which employs nearly 1 million Italians but is

“ pressure to have it act as the caretaker for dying firms,
has suffered losscs (otalmg an csumated 54 4 bllhon
i iunng thc past ltwo yeary
:E" ""‘l”i frooqocben
hahan cconomlc growth in 1981 will fall far short of
thc rates achieved in the preceding two years, probably

;5 time in first-half 1981, industrial productlon should
* again begin’ ‘edging upward By that time, however,

;. Export- lcd growth hkc that expcncnccd from 1976

;. through 1979. cannot be expected to pull the Italian
- economy out of the doldrums in 1981. Dim growth
.., prospects in the traditional export markets of West

t. Germany, France, the United States, and the United
‘Kingdom and the waning competitivencss of Italian
goods on international markets will limit export gains.
A 1.5-pereent increase in export volume is likely in

1981, well below recent performance

Nor can fixed investment on the same order of mag-
nitude that spurred growth in 1980 be counted on in
1981. A 10-ycar replacement cycle for capital goods,

. ~Cagfidential

'
H H

investment|

tcrnbly incfTicient in no smail part because of political’

1! reaching only 1 pcrccnl. Industrial production and real:

f§ GDP began shppmg in spring 1980 arid neither showed -
i any 5|gns of reviving through the thlrd quarler Some-
. domestic demand pushed up Italian inflation from 15.7

" Italy’s uncmploymcnt rate may have toppcd 9 pcrccnt.;

whick boosted investment in plant and equipment
starting in 1979, appeared to have run its course by the
summer of 1980. Stringent monctary policy, expected
to hold at least through the first half of 1981, aiso will
contribute (o a probable 1- to 3-percent drop in fixed

The big question mark for the economy in 1981 is the

- dircction and impact of fiscal policy. Concerned more

with the economy’s long-range health than with the
current recession, Budget Minister La Malfa and
Treasury Minister Andrcatta want Rome’s fiscal
policy in 1981 to be no more expansionary than it was
in 1980. The earthquake in the most ecconomically '

. depressed region of the country, however, is forcing a

rcassessment of the 1981 budget. Within the first week

~ after the disaster, the government madc $1.3 billion

available for relief operations. The Treasury is now |
estimating that $8 billion will be required for re-
construction this year, but the final price tag could be
$12-15 billion—or 3 to 4 percent of GDP. A project on
this scale would severely strain 1taly’s burcaucracy; it

. also would require either an expansionary budget or

sharp tax increases. The government has announced

* plans to use foreign loans to defray around $3 billion of
" the costs and has hlkcd gasoline taxes to raise about

$1.5 billion in new rcvcnue

Inflation. Rapidly rising bilpriccs, incrcases in in-
direct taxes and prices for public services, and brisk

percent.in 1979 to 21 percent in 1980. A prodigal wage
indexation scheme, heavy reliance on imported energy,
and massive government deficits are most to blame for
persistent double-digit inflation. Italy’s wage
indexation scheme (scala mobile) provides workers
with approximately 90-percent coverage against the
costs of inflation. Last summer the government tricd to
eliminate value-added taxcs and petroleum from the
basket uscd to calculate cost-of-living increases; but
had to withdraw the proposal in the face of union
opposition. Government deficits, averaging 12 percent
cf GDP during the period 1974-79, can be blamed
purtially on the pervasive patronage und clientelism of
Italian socicty. Pensions, for example, totaled $38 bil-
lion in 1979 and were received by onc in every three
Italians :
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i

1.
A R
[

. B
-1

H

| Given these constraints, the medium-term andi-in-

* flationary plan presented to the Cabinct last fall con-

i centrated on improving supply rather than on restrain-
. ing demand. To bring inflation down to 12 percent by

: -1983, Budget Minister La Malfa called for three-year
: - plans to help such troubled industrial scctors as auto-

- mobiles and chémicals, for approval of the energy plan

" drafted last sumimer, and for programs to improve the
. workings of labor and capital markets. To be success-

ful. industrial restructuring would require layof fs,
. especially in the south and in state enterprises. La

. Malfa argues that thisisan acceptable price to pay for

. lower inflation, but some Cabinet ministers from left-

“+ - of-center partics disagree. Lacking a common vision of

Table 1 S - BillionUS §

Italy: Current Account

19719 1980 1981

Trade balance . . =10 -185 —19.2

Exports T3 - 811 - 908
Imports S0 T23 - 996 109.9
Net services . ' 723 18 11.6
Net transfers : ©~-1.3 ~1.8 (4]
Current account balance ‘ 5.1 =125 -716
» Preliminary. . Lo
® Projected. R

i who should 'pay: for lowering Italy’s rate of inflation,
_ the political parties are unlikely to be able to devise
workable medium-term plans any time soon. Evenifa

- acceptable plan were drafted, the rapidity _with which -
. Italian governments come and go would surcly hamper
. implementation: And without an effective plan, itis

' : only a matter of time before the lira must be devalued

. within the European Monetary System

" inflationary pressurc: P R
DRI T i AR

thus increasing

- I o Lo

i italian officials belicve that inflationary pressures will
diminish somewhat in 1981, even if no new policics are
deviscd. Officials at ltaly’s government statistical in-
stitute insist that much of the acceleration in consumer
prices in s¢cond-half 1980 can be attributed to govern-
ment-dictated increases in gasoline prices and value- -

.'iadded taxes. Although further increases in public tar-

iffs are anticipated, official estimates assume they will
be lower than the ones instituted in 1980. The Bank of
ltaly’s optimistic goal for inflation in 1981 is 150 16
-percent. To réach this geal, monetary authorities will
- “try to limit total domestic credit growth to 16 pereent
.in 1981, Strict:limits on bank lending in lire will .

.y

trading partners, worsened terms of trade attributable
.. to oil price increases, and diminished export competi-
tiveness began to take a heavy toll on Italy’s trade

i " balance by fourth-quarter 1979, Trade swung from a

surplus of $1.4 billion in the final quarter of 1978 toa
deficit of $1.8 billion a year later. The forcign trade
deficit was probably around $19 billion in 1980 and

~ may be at about the same level in 1981. Assuming no
dramatic increascs in oil prices, the current account

deficit should decline fron;{nn estimated $12 billion in
1980 to $8 billion in 1981

Lacking natural resources, Italy is hard hit by in-
creases in raw material prices such as those experi-
enced in 1980. If export and import prices had re-
mained at January-August 1979 levels, Italy would
have registered a $3 billion trade surplus in the first
cight months of 1980. Instead, soaring import prices
drove nonscasonally adjusted trade $13.3 billion into
the red. Slow. growth in traditional export markets also
had a deleterious effect on Italy’s trade account in
1980. Average EC growth 2 percentage points below
that in Italy helps explain why Italy's trade balance
with the Community deteriorated bv $4 billion during
the first nine months of 1980

The sharp deterioration in Italy's foreign trade position

_has reawakened memories of the recurring balance-of-
payments crises during 1973-76. As one of the indus-
trialized countries hardest hit by the 1973-74 oil pricc
increases, Italy was forced in 1975 and.1976 to secure
International Monetary Fund (IMF), West German,
and EC loans. In addition, the lira slid from 653 to 832
against the dollar during 1976. Fears of a repeat of
1976 appear unfounded. Official forcign cxchange re-
serves (excluding gold) totaled $21 billion on 31 Octo-
ber 1980, compared with only $2 billion on 30 Scptem-
ber 1976. Italian rescrves actually rose $3 billion in the
first 10 months of 1980, despitc a massive trade deficit
and Bank of Italy intervention on behalf of the lira
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(Table2 0
lh\ly. Selected Energy lndlcators '

® Source for this data is the Bank of ualy Annual

. Energy Plans and Pohcles

totaling $4.2 billion. A $3 billion appreciation of Eu-
ropecan Currency Unit holdings agamst the dollar ex-
plains much of the paradoxical rise in reserves. In
addition, net foreign indebtedness of Italian banks
jumped $5.3 billion in January-—Novcmbcr 1980, prod-
ded by Bank of ltaly restrictions on 'cndmg in lire
RETRN BET RN

'

Government energy planmng in rcccnt years ‘has been

.~ almost as futile as long-term economic  planning. Past

planning has been most deficicnt in the production of

. electricity, where demand has grown rapidly. The

amount of electricity generated in oil-fired plants in-
creased from 90 billion kilowatthours in 1972 to 102
billion kWh in 1979. During the same period, ltaly was
forced to increase annual electricity imports from
neighboring countncs I'rom 1 bllhon kWh to 5.5 billion
kWh R

lnablhty to |mplcmcnt plans for. bulldmg nuclcar
power plants approved by Parliamentin 1975 and 1977
explains Italy's continued dependence on oil-fired
facilitics for nearly t0 percent of electricity produc-
tion. Regional authorities, who are usually more or-
ganized and in office longer than figures in the central
government, have blocked siting and construction of
the 20 nuclear plants originally scheduled. A new
energy plan for the 1980s, stressing increased use of
coal in electricity production, was drafted last summer
and is slowly moving through Parliament. Rome hopes

“that coal can meet 25 percent of clectrical nceds and

i C 5 o . .

i ; T 1970 1973 1976 1977 1978 1979 1980
Energy consumption per capﬂa (barrel: af oil equivalent 16.3 18.6 18. . 182 18.6 "19.0 19.6
per year) . . .

Enerzy consumption (thousand b/d oll equivalent) ® 2,402 2,796 2,846 2812 2,882 2,956 3,050
i Net oil imports (thousand b/d) - 1,770 2,090 1963 . 1,936 1,908 1,986 2,020
- Net oil imports (billion US 8} .* : 1.2 24 80 84 8.8 12.0 19.5
Net oil imports as share of energy consumption {percent) 73.7 74.7 69.0 68.8 66.2 37.2 66.2
s Preliminary. : i ’

more than 15 pcrccnt of total encrgy requu'cmcnts by

1990, up from 6 and 11 pcrccnt. rcspccuvely. 1979

Feeling vulncrable to mtcrrupt:on of energy supplics
and lacking faith in the [EA sharing mechanism,
Rome has tried to establish special relationships with
oil producers. Before the Iran-Iraq war, Italy was
working to develop one with Iraq, while trying to
distance itself from Libya. Rome's relations with its
largest oil supplier, Saudi Arabia, soured in 1979 when
the Saudis suspended a 100,000-b/d contract because
of allegations that massive commissiqns had been paid .
to mcmbcrs of 'hc Saudi royal famlly

Dcspne only lnmltcd suceess in boostmg nonoul elec-
trical gencrating capacny. net oil imports in 1980 were
about 3 percent less than in 1973. Industrial and
personal energy conservation appears (o be responsible
for the decline. Italy’s steel industry, for example,
reduced its oil requircments per ton of cast iron pro-
duced from 4.1 barrels in 1973 to 3.6 barrels in 1978;
among advanced industrial countrics, only Japan uscs
less oil—3.4 barrels—per ton of cast iron produced.
Italian automobile owners also have contributed to the
decline in oil imports; the cost of premium gasoline in .
November 1980 was five times greater than in March
197
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Italian Foreum Pohcy

“The two foundations of Rome's forclgn pollcy are
NATO and the European Community. Although Italy
is committed to [ull participation in both or-
ganizations, its role ol'tcn is constramcd by domestic
facto

‘In NATO, Italy is important to US interests for its

geographic position—the centerpicce in the Alliance’s
southern (lank—rather than its military, political, or
cconomic clout. During the past year, Rome has made
a concerted effort in NATO to express its solidarity
with US foreign policy initiatives. For example, the

_Italians have worked hard to hold economic sanctions
against Iran and measures against the Soviet Union

resulting from its invasion of Afghanistan. As a result,
however, Rome has been subjected to sharp domestic
criticism—charges that it has risked the country's

‘. lucrative trade and financial relations with Tehranand
! -~ . Moscow and that it has acquiesced in US-sponsored
"* actions. The government also has come under attack
_- . for allegedly acquiescing in US-dictated actions that
~threaten detente—widely popular in ltal

Ty

The Communist Party is at once the main beneficiary
of this positive Italian attitude toward detente and the

first to criticize government policies'that seem to be

- running counter to it. The Communists publicly accept
" Rome's participation in NATO as a dcfcnv veand

geographically limited alliance. The party has taken
great pains to associate its views on this matter with -
those of European socialists and social democrats who
seem to lean toward a more autonomous role for their
countries in the Alliance structure. At the same time,
the Italian Communists have been determined to
establish thcir own West European bona fides by
distancing themselves whcrc posmblc f rom thc Soviet
Uniot

One of Rome's defenses against charges of subser-
vicnce to the United States is to stake out a rolc as a
full participant in NATO. By ensuring its involvement
in NATO political consultations, Rome hopes to dem-
onstrate to its domestic critics that it has an important
and respected rolc in Alliance councils. The Italians,

" therefore, are highly sensitive to any moves that

threaten to exclude them from a West European
“directorate” that would act as the Alliance's principal
interlocutor with Washington. In Rome’s view, such
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exclusion would undermine its efforts to ti-ke politi-
cally risky decisions on such questions as NATO's

long-range th lcar force (TNF) moderniza-
tion program,

Romc's involvement in the TNF program is a casc
study of the government's vulnerability in the foreign
and defense policy ficlds, Italy's participation in the
TNF program initially was facilitated by the involve-
ment of the United Kingdom and West Germany. This
allowed Romc to “lose itself™ in a consensus and avoid
taking the lcad on the issuc. Rome also was able to
portray the arms control aspect of the decision as being
of equal importance to the modernization clement,
placing particular emphasis on the ratification of the
SALT Il treaty. By addressing two concerns shared by
the Communists, the government was derate
that party's opposition to the program.
Rome’s abiiity to follow through on its TNF pledge
also will depend on the resolution of the “two-key™
question—Italy’s role in controlling the missiles placed
on its territory. In the meantime, the recent Italian
carthquake has forced Rome to postpone temporarily
the announcement of its TNF siting plans for fcar that
its opponents might charge it with diverting scarce
funds to military expenditurces instead of using them to
rebuild the devastated areas
Sk :
Italy’s membership in the £C is much less subject to
internal criticism than the NATO connection because
it does not raise the same issues about the United
States and dovetails with the mood of the country and
the Communists. Italy perhaps is the leading propo-

nent of West European economic and political
cooperation. Italian participation in a strong, more

“unified Western Europe potentially could enhance

Rome's voice on a variety of international issues.

In the mcantime, Rome's association with other West
Europeans on some controversial international issues
remains an important factor in limiting domestic .
attacks on its policies. For instance, Italy supports the
results of the Camp David initiative, bu its depend-
ence on Arab oil makes Rome share the greater open-
ness of other West Europeans in dealings with the




Palestine Liberation Organization as well as their in-
terest in involving the PLO in the Middle East peace
process

On the Polish question, the Italians—Ilike other West
Europcans—are deeply concerned about the possibility
of Soviet military intervention, whether direct or in-
dircct. At the same time, Rome is reluctant to commit
itself to specific NATO retaliatory responses before
the fact, hoping to salvage whatever is left of the
tarnished concept of detente. Italy, in conjunction with
its West European neighbors, would niuch prefer to
-avoid a worsc-case scenario by joining to pump cco-
nomic aid into Poland with the aim of defusing the
political crisis. Although ltaly’s European “calling"—
as exemplified by these issues—sometimes seems at
odds with US interests, Rome often has shown a
willingncss, as when Italy was President of the EC for
six months last year, to act as a go-between in Wash-

o Sl

-

European Allies in the international arena, ltaly's po-
sition will be determined by the quality of its treatment
within NATO. If Reme feels it is perccived as a major
partncr, the Italians probably will work to minimize
differences between Washington and Western Europe,

ington’s rclations with Paris, Bonn,and * »don

Beset by domestic problems, the Forlani eovarnment

. probably will assign a low priority to forcign policy
issues. The coalition-will continue tu balance Italy's
Atlantic and European oricntations, but the rising
chorus of oppesition from both within and outside the
government will compel it to minimize the domestic
repercussions of its relationship with the United States
in NATO. On the other hand, in the cvent of an
international crisis—such as Sovict intervention in Po-
land—Forlani's Christian Democrats might scize on
their US tics to draw sharp distinctions betweer the
government and the Communist

This tactic also might shorc up the coalition by
convincing the Socialists—who have gone out of their
way to back the government on forcign policy this past
year-—to dampen down their newfound enthusiasm for
attacking their governing partners on the domestic
front. A! the same time, the Christian Democrats will
attempt to reduce potential conflicts with both leftist
partics by trying to associate the government more
closcly with its West Europcan Allies where a consen-
sus cxists in foreign policy. I» the event of a growing
divergence between the Utied States and its West




