PRIME MINISTER

VISIT TO ITALY : 1-2 OCTOBER 1984

I visited Rome on 1 and 2 October to have discussions on
UK-Italian industrial and commercial relations and EC issues
with members of the Italian Government and business

community.

2 This proved to be a useful visit. Despite Italy's
economic difficulties (with concern centring on unemployment,
running officially at just over 10 per cent; inflation at
11-12 per cent; and a high PSBR), and the political strains
inevitable in a five-party coalition (albeit a relatively

stable one), the market is large and well worth exploiting.

By any test, our export performance is disappointing:

=

we provide only some 4 per cent of Italy's visible

imports, compared with France's 13 per cent and the Federal
Republic of Germany's 16 per cent. Our deficit in visible
bilateral trade for 1983 was £895 million. There are

g —— n
structural problems for our exporters in penetrating a very

fragmented wholesale and retail market, which local business
people were convinced could only be solved if companies
employed locally-based represesntatives. I know that,
following his visit earlier this year, George Jellicoe and
the British Overseas Trade Board are pursuing a number of
valuable leads and I am sure our Posts in Italy - and
Ministers here and in other Departments - will do all they

can to support this.
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3 My discussions with Signor Altissimo, Minister of
Industry and Commerce, Signor Darida, Minister of State
Participation (an imposing and depressing portfolio covering
almost all Italy's state-owned enterprises) and Professor
Prodi, the President of IRI (one of the state holding
companies) ranged widely. An important theme was the

Italian enthusiasm for industrial collaboration, particularly

in the fields of defence and aerospace. There seemed

considerable goodwill, some of it based oh the conclusion of

the agreement between Westlands and Agusta on the EH 101
helicopter. We discussed a range of promising
possibilities, including UK-Italian collaboration on
development of their G222 aircraft and further helicopter
projects. I stressed the importance of collaboration as a
means to an end, rather than an end in itself: the problems
we have encountered in selling the Tornado to third markets
underline the need to establish that markets outside the
participating countries exist for such projects before they
get too far advanced. This point was well taken in respect
of the proposed five-nation collaboration on the European
Fighter Aircraft, about which the Italians are very keen. I
was able to visit two Italian electronics companies,
Elettronica and Selenia, both of which have concluded
important co-operative agreements with British companies
(Plessey and Racal respectively), and was impressed by their

sophisticated range of products.

4 I had encouraging discussions with Altissimo

on EC matters. He is beginning to focus on the themes he
would like to pursue during the forthcoming Italian
Presidency, and showed heartening signs of a desire to start
planning in advance. It would be unrealistic to expect any

significant progress under the Italians on internal market
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questions, but Altissimo expressed his particular interest in
reaching agreement on telecommunictions equipment standards,
with a view to liberalising the Community market for his
equipment. The Italians are concerned, as we are, about the
increasing dominance of US companies in this field, and
believe the answer is to develop viable European
alternatives. I am sure this is a course worth pursuing
(although it will not find favour with the French), and I
hope it can be touched upon in the Summit talks on 18/19

October.

5 On other Community matters, the Italians see eye to eye
with us on the shipbuilding intervention fund and on vehicle
emissions. On the enlargement discussions, the Italians are

as concerned as we are about unfair competition from

protected Spanish manufactured goods, and believe this is an

issue which has not received due attention in the talks to
date.

6 I was struck by the entrepreneurship of a number of the
Italian businessmen I met, including many of those in public
sector companies. Genuine efforts seemed to be being made
to run these companies more efficiently (for example, by
taking steps towards rationalisation and restructuring in the
steel industry), although Signor Darida showed absolutely no
enthusiasm for privatisation. Professor Prodi confirmed
that it was his objective to run the state-owned sector in

a cost-effective way, and impressed me as a thoughtful
economic liberal with a strong pragmatic streak. He showed
considerable scepticism about the importance of a common
company law regime as an engine of EC development, making it
clear that the prime movers of transnational co-operation
were a common commercial strategy and mutual benefits.

Interestingly, Professor Prodi was sympathetic to our aims of
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liberalising European air services, though he felt that Italy

would have to be cajoled into liberalisation gradually.

7 The main lessons from this visit were two: first, there
is scope for our exporters who will need to be actively
encouraged to regard Italy as a sophisticated and valuable
extension of our home market. This is something our Posts,

and our commercial staff at home, will need to pursue

imaginatively. Second, while we have a number of

differences with the Italians on questions of commercial and
industrial co-operation, there are substantial areas of
common interest which I believe can be exploited to our

advantage.

8 I am sending copies of this minute to Geoffrey Howe,

Michael Heseltine, Nicholas Ridley and Michael Jopling.

NP
8 October 1984

Department of Trade and Industry
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10 DOWNING STREET

From the Private Secretary ; 15 October 1984

Mr. debbit's Visit to Italy

The Prime Minister read with interest
your Secretary of State's note of 8 October on
his visit to Italy.

I am sending copies of this letter to
Colin Budd (FCO), Richard Mottram (Ministry
of Defence), Dinah Nichols (Department of
Transport) and Ivor Llewelyn (MAFF).

(C.D. POWELL)

M.C. McCarthy, Esq.,
Department of Trade and Industry
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CONSULATES IN ITALY

MONTHLY ECONOMIC REPORT FOR IT,LY: GERER/L
—
1. Mairn developments in August and September in the Italian economy

have been:

- the unveiling of a package of fiscal reforms by the Finance

y o . ’ ’ . v 3 ‘4
Mirister, Visentini, ou 3 August (in: the form of a draft Bill which

RIS V -
must now be approved by Parliament);

continuing edging down of the inflatiomn ratej

e ———et e

—_— ———
worsening outloock for the balarnce of paymeiits;
e ——————————— e
- a temporary interruption of the trend towards falling interest

e ————

a— e e

rates, with a 1% rise in the discournt rate omn 3 September (my telrio”
P y

a big surge in credit expansion to the private sector (+20% on
————f’ /____—_.._,.,
1923)

- the restoration of 3 measures of some ecoromic importance thrown

out by Parliament unexpectedly at the beginning of August as 2
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result of f lar~e numbers cof coalition MPs oi: holiday;
tough nezotiations for vi 11 e whole of the month of

September between the coalition partie and between spending

h ]

Ministries and the Treasury, ou the 19C5 budzet which was agreec

at the eleventh hour by the Cabinet o 28 September (my telrio 657)

k)

and presented to ament on 1 October.

clectricity consumption, suggest that
the recovery may be flattening out, with a slowdown in the rate of
increase in industrial productior. only partly accounted for by the
summer shut down. But it is clear ‘that e re is now much
more zenerzl, and the industrial mnorth i onf a will
cortinue well irtc 1935 There are continuinz sizns of recovery in
investments, but these are thouzht to bec mostly substitutive rather
than for new capacity. Unusually good results from the car jiant
Fiat, which has boosted its turnover, profits and return on capital
the half year %o June (benefitting from a record six months for
sales in Italy in the first half of this year) are talen as a
adigm of the chanxed outlool: for enterprises. Lven the ziant
state industry groups IRI and ENI are predicting sig snificant

reductions in expected lLosses over the year.

3. The recovery is also fuellinz the be

-

innings of a consumer boom,

afrer the remarkable fall in personal consumption in 1953, The boom *

is expected to zather pace imto 19¢5, particularly if inflation rate

r
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expectations continue downwarc. nflation by end September was down
to single figures (9.5%) for the first time for 12 years, thouzh
still expected to be 11% for the year as a whole.

account of the balance of payments is heading for

of some 2,500 billion lire ($l.4 billion) this year, partly beéausé

of the continﬁingvstre oth of the dollar, partly because of a
higher than eﬁpected stoék-buildinz of semi-finished products in
expectation of Further increase ir activity. The rate of srowth of
exports has also slaclened off, thoush it surged in the nofmally
quieter month of July. Tourist earnings, moreover, arc fractiomally

down on last yvear. The lira has wealiened slizhtly ir. the EMS, while
&) J b

falling almost 10% na3jainst the US dollar since the end of July alone.

4. In the labour field the PCI's campaizn for a referendum to revoke

the 4-poirt cut in wage indexatior. (scala mobile) caused by the

2
Government's pay Decree has been the mair. issue, although the
referendum itself would not tale place until late spring 1935 (a2ssum-
ing the proposal cleared a nurber of pdtentially hazardous political
and conétitutionai hurdles in the first place). The effect of the
PCI's move has been to deepen the rift within the trade union
movement between on the one hand the' supporters of the Decree, CISL
and UIL, who oppose the referendum, and on the other CGIL, who
foughtuﬁhe Tecree, have réservations about a référenduﬁ;‘bﬁt‘are’

; , !

unwilliny to oppose an important tactical ploy of ‘their political

allies the PCI. (CGIL support the aims of the referendum but have

-




collective barzaininz).
rcform of the wage
indexation formula has therefore been delayed. The employers, thoush
willinz to negotiate, sce no Doint ir coing so with divided unions and
under the threat of a2 referendum which, if successful, would add
1.5% - 27 to wage costs in 19055, wh?téver mizht be azreed with the

unior:s in the interim. The resumptior: in 1%%5 of local collective

barzaininz, after 2 2-year moratorium, andds to the complexity of the

situation, makirns the outlook for pay iu 1665 more than usually
uncertain. But these linled issues are unlikely to come to = head
before the end of the vear and spoil what has been by Italion

standards a remarkably strite-free year so far.

5. In the meantime the latest (June) fipures, showinz an 11.7%
increase in manufacturiny industry hourly wape rates over the previous
12 months (of which £.4% was attributable to wage indexation), bear
out the useful if unspectacular effect of the Pay Decree in bringing
the rise iﬁ wanes closer to (though still above) that of prices.
Together with 2 strong recovery in labour productivity in 1964 after
1223's unprecedented decline (Confindustria tall of an increase of
over 6% in per capita output in 1934) this should ensure that labour
costs per unit of output are contained this year. Uage rates in
Italy's large civil service, however, have risen by rather more (14.6%
in the 12 months to June), meinly because of a generous 3-year

contractual settlement conceded by the Government shortly before the

iy
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1983 elections, which, if implemented in full in 195, would breach
the 7% ceiling on public sector Day assumed in the Budg The

sizns are that worlir3 hours and mornthly earninzs are 2lso moving

ahead rapidly (hours by 2.27%, earninis by 17.3% iz largze scale

manufacturing industry in the 12 months to iMay). D3ut employment
nrospects show no sizn of benefitting from recovery: measured
unemployment remains above 10%, employment in manufacturingz continues
to fall and lay-offs supported by Italy's m~ssive short-time working
scheme (Cassa Intesraziomna) continue to zrow well above last year's
(record) levels. .\ pragmatic, if ambitious, <discussion document

on short and medium term employment policy produced by Le Michclis,

-
-2

the Minister of Labour, has been well received, but the process of

translatinz thoughts into deeds has yet to be7in.

6. Visentini's proposed tax reforms (details by bag) fulfil the
government's undertakiny to act on t=x evasion at the time of the
issue of their pay decree in February. They now joir. the 19¢5
Budset and Finance Bill in settin3 the framewor! for the Italiam
economy in 19¢5. VAT bands are reduced from the current & to 3¢
there are swingeing provisions for presumptive tax assessments from
shoplreepers and other self-employed. Many Christian Democrats

will offer fierce if covert parliamentary opposition, and Visentini

has many times threatened resignation if he does not get his way.
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7. The 1925 budget framewori. offers on » modest improvement on the
current year, nnd there is some distance between its promises and the
measures needed to realize them. GDP has been revised dowvmwards f£rom
the government's optimistic earlier assumption of 3% for 19.5 to 2.5%
in line with most recent outside forecasts. DBut the inflation target

is kept at 7% (which becomes the suide fisure for growth in

expenditure and wrzes) when few outside forecasters expect inflatiomn

to f£all below 9%. Indeed the INMF expects it to remain at around

this year's level of 11%. The mair . marks remair: on public
exnenditure where the ~overnment's intentions ~re still ill=-cefined,
thourh they ~im to reduce the from 15.7% of GIP this year to

Y4, 3% 401535,

3. At this stase the Govermment expect to be able to secure agree-=
ment of the Finance 3ill and associated measures before the end of
the year. The difficulty will be to leep the coalition together when
it comes to the chanter and verse necessary to put the intentiomns

described in the bud~et document into effect.

9., TFor details see MITST.
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GDP (corstant prices) Q2/QL

Industrial Production (July)
(unadjusted) 100.6%*

Unemployed (April) 2,34.,000

Txports (billion lire) (July) 12,01u*

Imports (billion lire) (July) 11,317%
Trade balance (billion lire) (July) +702%*
cumulative total (bLillion lire) (Jan-July) =9,433%

Balance on Current Account (billion lire)
(April)

cumulative total (billion lire) (Jan-
April)

Balance of Payments (billiou lire) :
(Auzust) +1,762%

sumulative total (billion lire)
(Jan=-AuTust) -7 4L0%

Exchanze Rate & 22/9 2,346.3
Exchance Rate § 23/9 . 1558325
Exchanse Rate DM 23/9 622.2

Official met reserves (billion lire)
August) 75,665%*

Year on year growth in money supply

(monetary base) excluding postal

deposits (June) R A
snnual rise in retail prices (September) %.3%
Annual rise in wholesale prices (July) 10.5%

Annual rise in hourly (irdustrial) pay
rates (June) 11 .3%

Interest rates:

1) 3-month Treasury 3ills (average yield,
simple interest)(end September) 24.55% 16.06%

2) Illustrative (average) bani® interest
charzes (July) 21.76% 23:2%

*Provisional




