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. Dﬁplte Political Tu;monl S :

v,thn the Vemoe Sumrmt convenes in latc J une thc present Itahan o
Government probably will have fallen, the victim of deep differences among
the political parties over Communist participation in a future government.
Prime Minister Cossiga may still be ‘n office, but only as a caretaker. The

_ Socialists effectively have withdrawn their support for Cossiga because the

. - Christian Democrats have refused to sanctxon a coalition including both

o lcftxst partm

. Cosslga wxll rcma'in in office as long as he can avoid a vote of confidence.

- Even if Cossiga’s government collapses, none of the parties would likely be
" willing to make the concessions necessary to create a more viable successor
- " prior to the nationwide local elections scheduled for May or June. Cossiga
" probably will be in office until the elections are over and the parties can
" begin serious négotiations on what to do next. If Italy’s previous record
~ holds, the clections themselves will be inconclusive and the negotiations to
; form a new govcrnmcnt protracted o o

Smcc hls govcmmcnt was mstallcd last August, Cos51ga has becn unable to
", obtain the parliamentary support to deal effectively with Italy’s persistent
... . economic, institutional, and public order problems. He has enacted some

-* emergency measures, but only one—a special antiterrorism n easure—has
yet received parliamenitary ratification. It is unlikely that any policies of
- note will emerge from Parliament between now and the Sumnut, partxcu—
larly if Cossxga is reduced to carctakcr status : :

,Tl\cre was 1o slowdown m thc Italxan wonomy in 1979 dspttc wxdc
" predictions to the oontrary. Rapid economic growth took place thhout
" substantial worsening in the forcxgn accounts; but inflation did reach -
worrisome levels, with consumer pnm rising at an annual rate cx_wcdmg
20 pcrocnt by ymrcnd - oo I

_Thc Cosmga gov“mmcnt ongmally premxsed its fisml pollcy for 1980 0n -
“forecasts of a slump in real growth and a slowdown in inflation. Secking to
“forestall recession, the government designed a package of measures to have a
net stimulative effect on real gross domestic product in 1980 of about

= - 1 percent. But the measures are stalled in Parliament and may have to bc

e rcevaluated in hght of new eoonomlc oondmo

"""hc strcngth of economic actmty toward thc cnd of last year has caused
govemmcnt formstcrs to raise thcxr growth pro;octxon for 1980 t0 2.5

i - *‘M




pctecnt,aratc wcbchcvewill bcaccecdcd.lfthcgovunmcnt’smmic
mcasummmplcmcntodataﬂ,tbeywﬂ!bccamedmmhnd

: Preoompahouthhpoﬁﬁalaifans!nsalsoausdkomctopmaasumtc
mmqm&mf«mw@ngﬁmldimmm
rcmmedcsentnﬂrw" I mlchznged' smccl973.i

" 'tls,goéémmcntoﬁ'mlsbavcbmmmungonmmgm
_adcqvntcshmt-tetmsxpplyofolkmngmﬂmmmbm:dwnk
govcrnmentmtailpncccciﬁngshadcr&tedsomsupp!ypmbkms,buta
hangcmthcociﬁngsaloagmthmﬂdwath«havemdc;hcsmnnm
'managable. T T




' :_i.poﬁcrmcfsztbcranvdvmtofthc(:ommu-

o including the Socialiuts and some of the smaller

“ ; 'Tﬁccnfteutst‘alamtcohtbcCommnnistqnstion
:mﬁmthcmcon:pan'ﬁmyohthunmmmand
- ’.Soaaﬁstpmmumwuhthatoﬂhcﬂmstmbcno-

cratss -

i . Tthommnmststcfusetosupponamnmmt

.. from which they areexcluded. - . :
ommvmmh&ammdby
the Communists.
-TbcClmsmannoaaxswillnotmnuthommu-
. »m&bmammdtboughthcymxghtbe
.. willing to consider some very limited cooperation

* - pists in the governiag process, others prefer a coalition
. cratis Party congress in February to soften the party’s
.-'hmrqoaed:pmpmlloackno-lcdgcmtbe
" . possibility of a futwre government incloding the

. LCanmmsts—mrf&cCommnnutscbangcmm e
K __-‘:'poﬁasoa yotitml,cmnomnc.andmtamml

: _'mcmm«nmmmmwof

_hvmg&ed«x nrtosomcmlefortthanmu— o
. mists—perhaps agreement 0 a program the party

”Soaaﬁststopamcmatcmnq:omnonsdn:mght

. influence.

lfCossiadocmaintainatmmholdonpow,it
* " will be because the impasse over direct Communist

. gxtend Cosiga’s temere ol after the spring clections.

Despite Joss of Socialist support, Cossiga will continue
r_in office as long as he can avoid a confidence vete. The
- Socialists are reluctant to put any more pressurcon - -
- him for the time being in large part because of the decp

split in the Socialist Party about what to do next. The
left wing apparently intends to coordinate its moves
with the Communists, while the right wing probably
wouald participate in a government without the Com-
manists if a Socialist were granted the prime ministry.
This latter group also might be willing to participate in

" proposed interparty talksthatwuldkccpCossxgam

place, boping that a program agreement mi
an acceptable goverpment formula.

might lead to

The Communists have refused to participate in the
proposed interrarty constltations unless the Christian -
Democrats conceiie that a program agreement could

. Jead to 2 governmceat including tne Communists—very

unlikely ir view of the party congress vote. Communist
leaders seem convinced that their party’s losses in last
year's general election were a result of cupportinga -~
government and program over which it had little or no
Ebacforc. they are reluctant to become
involved in 2 similar situation prior 10 the spring vote

* and may be hoping to improve their owp chances with

the voters by going into the election opposing a sitting

participation in a future government that has pro-

" weated the parties from agrecing to a more stable

. gaverning formula also restrains them from plunging
- intoa “crisis in the dark.” Noaetheless, Cossiga’s
- tenure will probably be near an end by midyear. The

" parties will be sorting out the results of nationwide

./ local elections scheduled for cither May or Junc and

" reevaluating their respective positions on the “Com--

) mumnmh&mmmma

munist question” prior to what al:nost certainly will be
‘protracted negotiaty makeuyp and program of
a new government. o




Electoral Prospects
- In the spring vote, the advantages and disadvantages of
" the three major partics on key local, national, and
~international issues scem likely to cancel each other
: out. This being s9, the « ‘ection results may prove to be
inconclusive to the talks to form a new government—
' talks that alrcady promnsc to bc pmlongod

.On the loml lcvcl, tlusc electxons pmbably w:ll serve as
teferendums on the Communists® poor performance in
_governing their most recent eonquests—-such as Turin,
'Reme, and Naples. Since, in most cases, the Socialists
have bzzked these Commuinist-led governinents, the
Socialists can be expected only to suffer from this
association. The Christian Democrats undoubtedly
will try to capitalize on Communist and Socialist

. shortcomings in this regard. But they will be equally
_vulnerable to attacks from the two leftist partics in

£ - the Communists into the ruling'administrations has
.. immobilized these govcmmcn .

- Onthe qucstlon of Communist pamcxpauon in the
” national government, the Communists’ prospects could
. improve significantly if the party can capitalize on its
~ arguments that Cossma s tenure has proven that -
" effective government in Rome is impossible without
RS " the Communists. At the same time, the continuation of
" .. ado-nothing Cossiga government, dominated by the
Christian Democra‘s, can hardly fail to dampen that
“~ . party's hopes of success. Itisnotclear how the ~
*.". Socialists will fare on this issuc. Their abrupt shift
""" from an apparent willingness to join a five-party non-
;5. Communist majority to 2 refusal to back a government
- without the Communists is likely to alicnate veters on
both sides of the quctm|1——L| : _

. The Sov:ct invasion of Afghamstan has once again
" saised the issue of the Italian Communist Party’s

* relationship with Moscow. In the course of the election
campaign, the Christian Democrats can be expected to
argue that the Communists have not cut their ties to
Moscow, berating the Communists for coupling their
condemnation of the Soviet action with criticism of US
countermeasures and for their calls for independent
European initiatives to mediate between the two
~ superpowers. However, this issue could cut both ways

- if the Communiste attempt t exploit the Italian
public’s fears about the future of detente by linking the

" focalities where Christian Democratic refusal to allow

Christian Democrats and the government to an uncriti-
ca! adherence to US polictl

. Domestic Priorities and Plans '

Since his government was installed last August. Prime
Minister Cossiga has been unable to obtain the
pariiamentary support required to deal effectively with.

. Italy’s persistent economic, inistituticnal, 2nd public

order problems. Theoretically, the government has
commanded a parliamentary majority as a result of the
Socialist pledg= to abstain on key votes. But, in )
practice, disagreements among the Christian Demo-
crats and the other members and supporters of the
govcmmcnt—-lhc Social Democrats, Liberals, Repub-
licans, and Socialists—have stymied the legistative

* process. Hence, Cossiga seems to have abandoned the

emphasis of his immediate predecessors on cnrrecting
such basic economic problems as high public sector
deficits, low productivity growth, and rising labor

- Costs.

Cossiga has enacted some cmcrgcncy cnergy conservas
ticn policies, raising the price of petroleum and electric
power, increasing the oil stock requirement, unposmg
residential heating limitations, and altering school -
schedules to allow for longer winter vacations. But
none of these measures have thus far seceived parlia-
mentary approval, and some, established by decree
law, will expire soon unless ratified by Parliament. The
government recently obtained padxameutary suppart

 for its decree laws on extraordinary antiterrorist

measur s but only by making the test a vote of
confidence. iga was certain that this particular
issue enjoyed widcspread popular support and that
Communists and Socialists would vote in l'avor to avmd ]
appearing soft on tcrroris'm

In the unsettled political atmosphere that is almost

«ertain to prevail between now and this summer,

economic considerations will tzke a back seat to
virtually everything else in the minds of pelicymakers.
No new policy initiatives seem likely. Nor docs the
government have any reason to believe that a parlia-
mentary consensus will develop in support of any of its
already stated goals. Consequently, it is unlikely that
any policies of note will emerge from Pacliament,

‘particularly if th iga government is reduced to
saretaker status, -
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Ecovomic Enviroament and Outlook

Despite the lack of attention ta it, the economy's
~outlook for 1980 is not bad, in part because 1979 was
much better than expected. In fact, economic activity
picked up remarkably in the fourth quarter, with
expocts, consumption, and investment all scoring large

- year, A strong advance from the 2.0 and 2.6 nt
. growth rates of 1977 and 1978, respectivel

The novelty of 1979 was the strength of internal

" demand. Private consumption, huoyed by higher real
wage rates, rose 6.0 percent. With productivity in-

. creases helping firms generate cash, investment recov-
ered from a four-year slump; plant and equipment

~ expenditures jumped 5.4 pcrcent.l:l

- gains. We estimate that real GDP grew 4.4 percent last

Although economic growth was rapid, the forcign
accounts remained in good shape. Last year’s current

“account surplus of $5.4 billion was down only about

. $220 million from the record level of 1978. Tourism— "
which earned $6 billion in 1979—and an improved
government transfers balance were responsible for the
strong current accouat showing. The trade balancz was
slightly in deficit last year, in contrast to a $2.8 billion
surplus in 1978 ' '

The sour note in Italy’s recent economic performance

- has been inflation. Consumer price increases acceler-
ated almost continuously in 1979, ending the yearatan
annual rate in excess of 20 percent. While special
factors such as the relaxation of reat controls and hikes
in excise taxes undoubtedly contributed to inflation,




:.  tee and the various provisions arc being dealt with
piccemeal. Government opcrations are bcuw ﬁnaneed A

'l'able 1.

Billioa US $
“ltaly: Cnrmtt Account
1978 - 1979 : 1980 -
" 28,7 —05 . =15
550 - 689 - 819
. 522 69.4 89.4
38 4.1 4.4
Transfers balaace L =04 18 1.8
Curreat account belaace 62 54 -13.

'. » _ underlying’ prasuws remained strong. Growth of the
* . money supply is approaching annual rates of 25

..  pereent. Increased government transfer expenditures

", have pusaed up consumer demand, Some industrics arc
" now working close to capacity; bottlcnecks. especially
. for skilled labor and semifinished goods, are dcvelop-
. ing

" " The Cossiga government originally based its fiscal -
=" policy for 1580 on forecasts of weak aggregate demand
. and an easing in inflation. The Cossiga fiscal program
* - is detailed in the 1980 budget and an omnibus finance
“law, which were submitted to Parliament last fall for
" passage before the yearend budget deadline. But
- debate over economic policy proved so acrimonious
" that both documents stalled in parliamentary commit-

under conunuancc lczxslauo

In order to fomtall recession, thc zovcrnmcnt pro-
" posed a combination of fiscal measures designed to
" " have a net stimulative effect on real GDP of about 1
percentage noint. Proposed legislation calls for cutting
- tax burdens on low income groups by raising personal .
 excmptions, and on firms by reducing social security
~ charges. Special pablic works and houscbuilding pro-
* grams are planned. At the same time, ceilings would be
placed on spending by local and rcglonal govcmmcnts
and on twasury borromn

- probably would be counteracted to a consi

o

Budget Minister Andreatta conténds that a $50 billion .
fimit on public sector borrowing in $980 is still valid.
Other economists are more skeptical, noting that

- political pressure is rising for costly welfare projects

and more spending by local authorities. Large capital :
infusions will be required for loss-ridden state corpora-

. tions. Mcanwhile, the unions are pressing for greater
o ux rcducuons. ) '

. The premiscs of Cossxza s ﬁscal program may have to .

be rcthought in view of new economic conditions. If it

_is iraplemented at all, it will be issuc by issuc and will -

have only a small net impact, and this concentrated in
the second half of this year. The tax reductions would
give the main lift to aggregate demand; proposals to
increase public works spending are likely to become
bogged down in the perennial mires of underfunding -
and bureaucratic red tape. Expansionary fiscal pol-cy

degree by the actions of the Bank of Italy,

historical maximu i edly considering ~
other adjustments. B : : o

With the lira above its parity in the European
Monetary System, the government's exchange rate
policy has come under fire. Andreatta in particular,”
however, values a strong lira as a useful anti-inflation
tool. Calls for devaluation are conung from firms that
find their competitiveness croded by ricing costs.

" Inflation differentials already have worsened enough

10 wipe out the advantage gained by previous lira

_* depreciation, and exporters are insisting that some sort

of devaluation bc carried out thns

The strength of cconomic actmty towatd the cad of

" last year has caused government forecasters to raise

their growth projections for 1980. When the budget
was submitted in October, real growth of 1.5 percent

" was expected this year. Government spokesmen now

foresee growth of 2.5 percent, a figure which is 0.7 ~
percentage point shy of our estimate. ltaly, the only
major European country to be stimulating its coononty,
will continue to bea leader in economic growth



One unpleasant concomitant of stroager than pre-
viously expected demand will be worséning inflation.
We expect a yearly increase in consumer prices of 17.2
percent in 1980—close to the postwar record of 19.1
percent in 1974. Price increases will be particularly
pronouanced in the early part of the year due to hikes in
the government-coatrolled prices of clectricity, tele-
phone services, and petroleum products]

More rapid inflation and economic growth in [taly .
_ than in the economics of its tradirg partners are likely
. todrop the curreat account $1.3 billion into deficit this

year. A deficit this large should be of minor concern to
policymakers; Italy has had three consecutive years of
big surpluses. With ample reserves available, this
current accoent showing shoald permit Rome to hold
the line on the lira if desired |

In 1981, real GDP growth is likely to slow—to pechaps

l.SpctcanConmmp(jongrmhsbouldwakmaslh:
stimulus provided by this year’s tax cuts wears off. No
major basic wage increases are in prospect for private
sectwr employecs, although larger cost-of-living adjust-
ments for civil servants protably will drive up public
coasumption. Despite the slowdown, the current
account could slip deeper into the red as the competi-
tiveness of Italian exporters declines further]

switching from oil to natural gas, Italy’s energy

_balance has not ctanged miuch since 1973. Further fuel
‘substitution will not be feasible for s>veral years. until
" pipeline and until plans for coal-fucled electricity
gencration are realized. The Nationat Energy Plan still
- < projects that nuclear power will play a central role,
-ahhoughsitingpmb!cnnmnamnnsohtdandpobual
oppoauonlsgmvm

Government encrgy officials bavcbcenpmoompicd'in
past months with securing an adequate short-term
supply of oil. Caught between rising world crude prices
" and retail price ceilings, Italy’s independeat il com-
panics, which traditionally sepply onc-third of the
domestic market, threatened large catbacks. At one
time, Rome was publicly predicting a 25-percent oil

shortfall in 1980. Fearing a shortage-induced reces-
sion, the government granted the companies price
relicf at yearend arnd has promised to keep retail
petrolcum prices more closely in line with world crude
prices. This together with mild weather, has made the
supply situation far less critical: any shortfalls that
may develop can probably be covered in the spot
market. The oil import ceiling adopted for 1980

- _implies no actr.al mtramt on domestic consumption.

Petroleum consumption rose by 3.2 percent in 1979,
with oil used by thermal plants and industry rising less
than real output. Gasoline usage shot up almost 8

" . percent but scems to be leveling off. Increased excise

taxes, coupled with a raised price ceiling, have resulted
in a jump in retail gasoline prices of about 30 percent

“since the start of 'ast year. The excise tax structure is
encouraging a switch from gasoline to diesel fuel; auto
diesel consumption jumped 18.4 percent in 1979,

ENEL, the national electric utility, recently published
a 10-year investment program aimed at averting
threatened blackouts. The program, involving the
construction of a series of nuclear, hydroelectric,
thermul, 2and geothermal _ints, is designed to raise by
abouat 70 percent ENEL's present capacity of 40,000
megawatts (MW) and to reduce dependence on oil in
clectricity generation from roughly 60 !o 40 percent
over the decade. Despite reservations about the trans-
port sector’s ability to import and deliver coal, the
government has approved the immediate construction
of three new coal-fired plants. Coal-burning thermal
plants are to supply 13,500 MW of the 27,000 MW of

- planned new capacity. Cual consumption is expected to

risc from 1-2 million tons annually to 25-30 million
tons by 199G

In line with the National Encrgy Plan, the ENEL
program calls for the construction of 10 nuclear
reactors of 1,000-MW capacity—in addition to the
two already sited and under developn. ¢, The govern-

. ment has recently cleared one obstacle to nuclear

power by resolving competition among contractors in
favor of a single tyne of reactor, the Westinghouse

light water design,




. 'Se!ected cators

~_ But ENEL’s plans for nuclear power may clash with
5, political realities. Two years ago, the government

- gverrode Socialist opposition to parliamentary en- .
" dorsement of nuclear power by soliciting support from
. the Communists. The Communists have since returned

ted Energy
’ 1970 1973 1976 19717 1978 1979 1953
‘Enerzyconsumpdon per capita? (barrelsoll 169 186 18.5 » 18.6 19.1 194 NA
Encrey consumptica * (thousand b/d oi: equivalent) 2,479 2,796 2840 2875 2951 3,020 NA
Net oil imports (thousand b/d) 1770 2090 1963 1936 1508 2049  20M°'
. Net ol imports (billion US $) 12 24 - - 80 8.4 9.9 134 NA
Net oil imports as share of energy consumption (pereeat) k1! 75 69 67 65 63 NA
L 1 OECD data, including bunkers planned.
- Na indicates Not Available.

.ona prcfcfrcd basis. Cossiga has tried to forestal this

development and to demons irate Italy's reliability as
an ally@y associating Rome very closely with the
United States on theat izt
Iran, and Afghanistan,

. to the opposition and are becoming increasingly leery
“ of the nuclear issue. The tiny Radical Party is trying to
" force a national referendum on nuclear power. Local
governments, until they are bought off by promises of

1 reduced power rates or special public works invest-
- ment, staunchly oppose nuclear plant siting in their
- regions{taly will probably reach 1990 with no more
.. .than3
Foreign Policy Attitudes and Objectives :
During his tenure in office, Cossiga has shaped his
- government's foreign policy to improve Italy's interna-

Twﬁl‘ its clcqtricily coming from nuclear

I

Domesticaliy, these moves have contributed to
Cousiga’s prestige by creating for him the publicimage .
of a trusted interlocutor in both Washington and major

. European capitals. Cossiga may also be hoping to
obtain tactical Communist support for his policies.{is
determination to tic Italy more closely to the Usited

 States and the EC may be calculated to dispel Western
fears and to remove external vetoes on Communist

* tional standing, as well as to enhance his own domestic  participation in any future Italian government, thereby
 image as a statesman, Prime Minister apparently persuading the Communists to be more cooperative on
is convinoed that these Twin objectives can be achieved _current foreign policy issucs)
by demonstrating Italy’s solidarity with the United T ’

B Cossiga'é ability to trinsfdrm his country’s symbolic

. States in the context of the Atlantic Allianceand by
;- " using the Italian EC Presidency—which expires in

" June—toinfluence a European corisensus supportive of
Washington on a variety of international issu

Traditionally, Italy has been Smsitfvc to the cration of
- a “European directorate™—from which it would be
- excluded—that would consult viith the United States

_ support of US policies into more substantive backing is
contingent, however, on domestic political and
Economic conditions@n the theater nuclear forces
question, for example, the government was ableto opt
for participation largely because the Communists did
not fully attempt to exploit nascent opposition to the
program. Parliamentary approval turned out tobe




.

closer than expected, apparently because ¢f the defec-
tion of some Socialists and members of Cossiga’s own-
Christian Democratic Party.

"In the cases of Iran and Afghanistan, Cossiéa has been

reluctant to impose economic sanctions against either
Tehran or Moscow Secause of the importance of
Rome's commercy-.. .ics with these countries. The
government also is vulnerable to charges from the

" Communists and some Socialists that by adopting

thesc countermeasures Rome would be contributing to
mounting international tensions and blindly following
US policics. For these reasons, Italy has tried to-

develop its positions on these issues in conjunction with-

its Community colleagu

If Cossiga survives in a caretaker capccity, it is almost

certain he will become more cautious on foreign policy
- issues. He is likely to be particularly circumspect in his

support of US policies. example, Rome probably
will avoid making a final decision on the choice of sites
for ground launched cruise missiles scheduled to be
based in Italy as part of the theater nuclear forces

ogra
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