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Writing the history of Italy’s economic and political transformations in the 1970s and the early 1980s forces one to 

understand how the country’s main authorities – namely political parties, the government, the ruling economic and 

social institutions, and the central bank – dealt with the far-reaching shifts that the international economic and 

monetary systems experienced at that time1. The decade of ‘malaise’2 brought about the need to restore the very 

foundations of Western capitalism due to the unprecedented combination of swinging growth rates, inflation peaks, 

unemployment, and the dismantlement of a fixed exchange-rate mechanism which pivoted around the convertibility 

of the US dollar into gold. Despite significant divergences between the US and the EEC’s member states on how to 

cope with such issues3, Western governments and central banks started progressively to share the objective of curbing 

inflation spirals through the adoption of restrictive monetary policies. Italy, too, took part in this process: the country 

had experienced three intertwined ‘shocks’ (a sharp rise in salary provisions, the peaking of energy prices, and a 

massive increase in public spending) which resulted in long-lasting inflationary outbursts and led to the deterioration 

of the country’s overall economic stability4. Thus, this article aims at exploring how Italy dealt with the emergence 

of these transformations by understanding how and to what extent Rome embraced its own commitment to anti-

inflationary policies.  

This premise forces me to clarify a few preliminary methodological aspects. Firstly, when I will refer to ‘Italy’ or 

‘Rome’, I will be considering those public authorities which were mostly involved in the management of the 

country’s monetary policy, namely, the Bank of Italy5. Further mentions to other economic and political actors (i.e. 

prime ministers, political parties, trade unions) will be made in order to show the conflicting interests and alternative 

policy options that contributed to the making of the country’s economic policy programs as a whole. Secondly, I 

deem it crucial to focus on the central bank and its primary sources in order to understand the evolution of the 

monetary authorities’ attitude towards the 1970s’ turmoil from a historical perspective. Being the Bank of Italy the 

highest institutional actor as far as the management of Italy’s monetary policies was concerned, the implementation 

of anti-inflationary policies and the tools through which to achieve these policies’ objectives were mainly planned 

                                                           

1 B. Eichengreen, Globalizing Capital: A History of the International Monetary System (Princeton 1996); R. Abdelal, Capital 

Rules: The Construction of the Global Finance (Cambridge, MA 2009). 
2 C.S. Maier ‘“Malaise”. The Crisis of Capitalism in the 1970s’, in N. Ferguson, C.S. Maier, E. Manela, D. J. Sargent (eds), 

The Shock of the Global: The 1970s in Perspective (Cambridge, MA 2010), 25-48; G. Migani, A. Varsori (eds), Europe in the 

International Arena During the 1970s: Entering a Different World (Brussels 2011). For Jimmy Carter’s malaise speech, see J. 

Carter, ‘Address to the Nation on Energy and National Goals’, 15 July 1979, available at 

https://www.pbs.org/wgbh/americanexperience/features/carter-crisis/. 
3 D. Basosi, ‘The European Community and International Reaganomics’, 1981-1985, in K.K. Patel, K. Weisbrode (eds), 

European Integration and the Atlantic Community (Cambridge 2013),133-153. 
4 P. Ciocca, Ricchi per sempre? Una storia economica d’Italia (1796-2005) (Turin 2007), 285. 
5 The Treasury, too, played a significant role in the making of the country’s monetary policy, since it established the lira’s 

discount rate as suggested by the central bank. 
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and promoted by the central bank. Of course, the Bank of Italy, too, acted within a multi-layered framework of 

interdependencies (both in the national and European contexts) which implied a constant confrontation with other 

institutions (governmental and non-governmental political parties; economic ministries; European and the US central 

banks; EEC institutions) with regards to the implementation of Rome’s monetary measures. While the historical 

understanding of the rise in salary provisions would make it inevitable to highlight the role played by both the Italian 

largest trade unions (i.e. the Confederazione Generale Italiana del Lavoro, CGIL) and the industrialists’ organizations 

(Confindustria), this article provides a scrutiny of the Bank of Italy’s debates, proposals and sources in order to 

outline how and why the country’s highest monetary authority implemented its own plan to run Italy through the 

crisis of the post-Bretton Woods order6. Therefore, this paper aims at providing a contribution to a number of 

scholarly fields, which include not only the history of contemporary Italian politics and economics7, but also – given 

the relevance of the EEC’s interventions in the evolution of Italy’s attitude towards the crises of the 1970s – the 

history of European economic and monetary integration8, and the history of the central banks’ participation in the  

reorganization of Western economic and monetary policy programs in the second half of the 20th century9. 

Going beyond those (often a-historical) interpretations which draw on the categories of ‘exceptionalism’ or 

‘missed occasions’ to explain Italy’s economic events during the 20th century 10 , this study will examine the 

institutional climate of opinion within which Italy’s economic and monetary authorities changed or adapted their 

attitude towards the 1970s-early 1980s’ high inflation rates in accordance with an emergent international anti-

inflationary consensus11. This subject will be contextualized within the  framework of both Italy’s domestic factors 

(i.e. the rise in public expenditures and inflation and their relevance for workers’ claims) and the country’s 

international  involvement in events like the establishment of the European Monetary System (EMS, 1978) or the 

mid-1970s’ International Monetary Fund’s (IMF) aid programs12.  

                                                           

6 B. Eichengreen, Global Imbalances and the Lessons of Bretton Woods (Cambridge, MA 2006). 
7 A. Varsori, Dalla rinascita al declino. Storia internazionale dell’Italia repubblicana (Bologna 2022). 
8  H. James, Making the European Monetary Union (Cambridge, MA 2012); L. Warlouzet, Governing Europe in a 

Globalizing World: Neoliberalism and Its Alternatives Following the 1973 Oil crisis (London 2018). 
9 J. Singleton, Central Banking in the Twentieth Century (Cambridge 2010); P. Ciocca, Stabilising Capitalism: A Greater 

Role for Central Banks (London 2015). 
10 The conceptualization of Italy’s recent economic and political history as a sort of ‘exception’, if compared with other 

national cases or different paths towards capitalist ‘modernization’, is quite frequent in the literature. See G. Crainz, Il paese 

mancato. Dal miracolo economico agli anni Ottanta (Rome 2003); M. Salvati, Occasioni mancate. Economia e politica in Italia 

dagli anni ’60 a oggi (Rome-Bari 2003); F. Amatori (ed), L’approdo mancato. Economia, politica e società in Italia dopo il 

miracolo economic (Milan 2017). A critical recounting of such ‘exceptionalist’ historiography can be found in F. Petrini, ‘L’Italia 

nella trasformazione globale. Appunti per una lettura non eccezionalista della crisi’, in F. Balestracci, C. Papa (eds), L’Italia 

degli anni Settanta. Narrazioni e interpretazioni a confront (Soveria Mannelli 2019), 13-27. See also F. Benigno, I. Mineo (eds), 

L’Italia come storia. Primato, decadenza, eccezione (Rome 2020). 
11  L.N. Lindberg, C.S. Maier (eds), The Politics of Inflation and Economic Stagnation: Theoretical Approaches and 

International Case Studies (Washington 1985). 
12 E. Mourlon-Druol, A Europe Made of Money: The Emergence of the European Monetary System (Ithaca 2012); F. Petrini, 

‘The Politics of Inflation and Disinflation: The Italian Case,’ in M.P. Chélini, L. Warlouzet (eds), Slowing Down Prices. 

European Inflation in the 1970s (Paris 2016), 115-142. 



3 

With regards to this, the relevance of this topic is twofold. Firstly, as a founding member of both the EEC and – 

despite the earliest hesitations of some of its partners, such as France – the G6-G7 summit in 1975-7613, Italy took 

part in some of the most prominent fora of international policy discussion which aimed at handling the backlashes of 

the 1970s’ crises across the Western world14. During those years, the instability of Rome’s economic and political 

conditions led both the largest EEC’s countries and the US to be concerned about Italy’s ability to effectively deal 

with the intertwining of financial, monetary, and political (i.e. the electoral growth of the Italian Communist Party, 

PCI; the enduring intensity of shop-floor revolts; and the phenomenon of ‘terrorism’) domestic distresses15, which 

included the occurrence of the highest trends in inflation rates among the G7 countries (together with the UK and 

Japan16) between the mid-1970s and the early 1980s. For all these reasons, the historical  analysis of how Rome’s 

authorities conceptualized and implemented their responses to the threat of inflation and monetary disorder is crucial 

to understand what kind of policy options (and international constraints) were discussed, backed or even rejected 

within the broader circle of Western industrialized countries. Secondly, Italy’s economic, social and political 

backdrop during the late 1960s and the 1970s resulted in Rome’s anti-inflationary plans becoming the source of a 

harsh social and political confrontation at the national level17. In the wake of the long-term effects of Italy’s post-

WWII economic ‘miracle’18, the emergence of strong post-1968 protests and workers’ movements19, as well as the  

dawn of the ‘historic compromise’ agenda between the PCI and the Christian Democrats (DC) after 197320, the Italian 

authorities first responded to these growing ‘social demands’ – i.e. the call for increasing wage conditions, 

improvements in workplace rights, the reinforcement of welfare state provisions, and the overall strengthening of 

Italy’s democratic institutions21 – by boosting public expenditure, accommodating trade unions’ claims, and resorting 

to currency devaluations in order to support export flows without undermining the firms’ profitability22. Such a 

formula became progressively incompatible with the emergence of Europe’s post-Bretton Woods economic and 

monetary order, which would pivot around a fixed but adjustable exchange rate system – the EMS – that made the 

combination between non-restrictive monetary policy, growing public spending, and currency devaluations highly 

unworkable. 

This helps us grasp why the management of monetary policy and the following attempts to bridle (or not) inflation 

rates turned out to be some of the key-pillars in the overall making of Italy’s economic and social policies in the 

                                                           

13 M. Neri Gualdesi, Under a Multinational Mantle: Italy’s Participation in the G7 (1975–76), in A. Varsori, B. Zaccaria, 

Italy in the International System From Détente to the End of the Cold War: The Underrated Ally (Cham 2018), 69-94; H. James, 

Rambouillet, 15. November 1975. Die Globalisierung der Wirtschaft (Munich, 1997). 
14 E. Mourlon-Druol, F. Romero (eds), International Summitry and Global Governance: The Rise of the G7 and the European 

Council, 1974-1991 (London 2014). 
15 U. Gentiloni Silveri, L’Italia sospesa. La crisi degli anni Settanta vista da Washington (Turin 2009). 
16 See table 1. 
17 See the collection of newspaper articles on the topic of inflation and energy prices in Italy. G. Nardozzi (ed), I difficili anni 

Settanta. I problemi della politica economica italiana, 1973-1979 (Milan 1980), 377-411. 
18 R. Petri, Storia economica d’Italia. Dalla Grande guerra al miracolo economico (1918-1963) (Bologna 2002). 
19 G. R. Horn, The Spirit of ‘68: Rebellion in Western Europe and North America, 1956–1976 (Oxford 2007); M. Tolomelli, 

L’Italia dei movimenti. Politica e società nell’Italia della prima repubblica (Rome 2015). 
20 S.Pons, Berlinguer e la fine del comunismo (Turin 2006). 
21 M. Conway, Western Europe’s Democratic Age, 1945-1968 (Princeton 2020). 
22 S. Rossi, La politica economica italiana, 1968-2003 (Rome-Bari 2003), 8-9. 
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1970s-early 1980s23. The choice between expansive or restrictive monetary measures, together with the need to 

distribute the burden of price hikes among labour costs, prices of goods, currency devaluations, and public debt 

increases, clearly implied conflicting political visions among Italy’s economic and political authorities with regards 

to which social classes, policy goals, and broader political balances should be favored or discarded within a country 

that was strongly dominated by social conflict and Cold War constraints24. As it will be shown, the turn to anti-

inflationary measures was neither univocal, nor permanent. For example, both the central bank and governmental 

parties (i.e. the DC) were internally divided as far as the adoption of monetary restrictions were concerned. For the 

purpose of this article, three main reasons behind Italy’s anti-inflationary shift between 1975 and 1981 may be 

preliminarily singled out: a) the Bank of Italy acknowledged that providing further monetary accommodations to the 

government’s budgetary programs would both undermine the lira’s stability and lead the central bank to lose its 

control over the management of the country’s monetary base; b) the government and the industrialist organizations 

started looking at salary increases as the main (and actually the most manageable through ordinary economic policy 

tools) fuel for internal inflation. This had to be stopped in order to, on the one hand, downsize trade unions and 

workers’ claims, and, on the other, to prevent further losses in terms of  the firms’ profitability in the event that the 

lira’s devaluations would not equate the side effects of inflation; c) the trade unions and the opposition parties (i.e. 

the PCI) realized that further inflation peaks would damage the overall  stability of the Italian economy, thus pushing 

private companies to schedule massive layoffs. Therefore, I assume that the historicization of Italy’s anti-inflationary 

commitment represents an invaluable source to understand the social and political dimensions of Italy’s economic 

policy programs during the ‘long’ 1970s. 

This article will firstly explore the early steps that Italy took towards the prioritisation of anti-inflationary goals in 

the early 1970s. Specific attention will be given to the institutional and social implications of the policy measures 

adopted since then, as well as to the international actors (EEC, IMF) that supported the implementation of Italy’s 

restrictive economic policy measures. Secondly, this paper will retrace the process that led to the ‘divorce’ between 

the Bank of Italy and the Treasury in July 198125. Rather than being the mere by-product of Italy’s involvement in 

the EMS’ monetary framework, the ‘divorce’ is here presented as a counter-reaction of both the central bank and the 

Treasury minister  to what they deemed as the apparent ambiguity of Italy’s governmental parties regarding the need 

to restore the country’s financial stability. In the conclusion, this article will reflect upon the effects and the broader 

historical meaning of Italy’s anti-inflationary commitment as a part of the global emergence of stability-oriented 

policies26.  

                                                           

23 M. Salvati, ‘The Italian Inflation’, in Lindberg, Maier, The Politics, 509-564.   
24 S. Pons, ‘Cold War Republic: The External Constraint in Italy During the 1970s’, in Varsori, Zaccaria, Italy, 35-67. 
25 G.A. Epstein, J.B. Schor, ‘The Divorce of the Banca d’Italia and the Italian Treasury: A Case Study of Central Bank 

Independence’, in P. Lange, M. Regini (eds), State, Market, and Social Regulation: New Perspectives on Italy (Cambridge 1989), 

147-164; F. Passacantando, ‘Building an Institutional Framework for Monetary Stability: the Case of Italy’, Banca Nazionale 

del Lavoro Quarterly Review, n. 49 (1996), 83-132; G. Garavini, F. Petrini, ‘Il «divorzio» tra Tesoro e Banca d’Italia. Il vincolo 

interno e le origini del problema del debito pubblico italiano’, in D. Caviglia, S. Labbate (eds), Al governo del cambiamento. 

L’Italia di Craxi tra rinnovamento e obiettivi mancati (Soveria Mannelli 2014), 39-71; L. Tedoldi, ‘Il “divorzio” tra la Banca 

d’Italia e il Tesoro del 1981. La questione politico-istituzionale’, in D. Novarese, E. Pelleriti, V. Calabrò, P. De Salvo, C. 

Trimarchi (eds), Oltre l’università. Storia, istituzioni, diritto e società. Studi per Andrea Romano (Bologna 2020), 407-416. 
26 R. Gualtieri, ‘L’impatto di Reagan. Politica ed economia nella crisi della prima repubblica (1978-1992)’, in S. Colarizi et 

al. (eds), Gli anni Ottanta come storia (Soveria Mannelli 2004), 185-214. 
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Italy’s post-WWII economic reconstruction was primarily driven by an export-led growth model, supported by 

the combination of low salaries, the limitation of domestic consumption27, international trade liberalizations and the 

relative currency stability granted by the Bretton Woods system28. The following boom or ‘economic miracle’29 

lasted between 1958 and 1963-64, when the Bank of Italy turned to restrictive monetary policies due to the 

deterioration of the balance of payments, the declining profit margins of domestic firms, as well as the choice not to 

devalue the lira30 in order to avoid concerns among both the  EEC partners and the whole Bretton Woods system31. 

Despite the massive layoffs that followed the 1963-64 deflationist turn, this move went hand in hand with an 

increasing strengthening of workers and trade unions’ movements, which – following the effects of the boom – had 

nearly obtained full employment conditions and then contributed to the outbreak of Italy’s ‘long 1968’ (1968-1977)32. 

In the early 1970s, Cold War constraints, the strengthening of the PCI’s political consensus, and the following attempt 

to reach the ‘historic compromise’ (compromesso storico, that is, a political and parliamentary collaboration) between 

the Communists and the Christian Democrats brought Italy to the fore of Western (particularly US) concerns33. The 

effects of such political and social transformations were  represented by the growing demand for private consumption, 

welfare state provisions, as well as the broader call for the strengthening of ‘democratic institutions’ (i.e. the 

‘Workers' Status’ and the legalization of the divorce in 1970; the establishment of the National Healthcare System 

and the introduction of the abortion law in 1978) that  sprang out  from the post-1968 protests. These factors  reframed 

the relationship between the State, society and markets in the early 1970s’ Italy 34 , where the quest for the 

democratization of workplaces went hand in hand with the rising purchase of  BOTs (that is, the Italian T-bill) by 

State’s employees, small-sized entrepreneurs, or employees in the service sector, thus highlighting the changing 

financial – and to a certain extent symbolic –  attitude of the Italian middle-class towards the tools of financial 

capitalism 35 . Furthermore, both the establishment of the ‘regional system’ in 1970 (that is, local political-

administrative institutions which were progressively provided with spending autonomy36) and the 1973-74 fiscal 

reform (which introduced both direct and indirect forms of taxation, such as the National Progressive Income Tax, 

IRPEF, and the Valued Added Taxation, VAT37) had a significant impact on Italy’s budgetary trends. For example, 

                                                           

27 Petrini, Mercantilism, 129. 
28 B. Eichengreen, The European Economy Since 1945: Coordinated Capitalism and Beyond (Princeton 2007). 
29 Petri, Storia economica. 
30 A. Verde, ‘La crisi della lira del 1963-64, una crisi senza svalutazione: perché?’, Note e studi di economia, n. 1 (2002), 75-

95. 
31 Between 1963 and 1964 the US explicitly pushed the EEC partners to help Italy through a program of European-based 

loans, which however never came into being. The vice-president of the EEC commission, Robert Marjolin, went to Rome in 

June 1964 to exert further pressures on the Italian government so that it could take on sharper stability-oriented measures. See. 

E. Cavalieri, Il prestito della Cee all’Italia del 1964. Storia di un aiuto mai concesso, mimeo (2009). 
32 M. Tolomelli, Il Sessantotto. Una breve storia (Rome 2008). In 1971-1979 the index of ‘industrial conflict’, as it was 

calculated by combining the total amount of lost workdays and the number of people employed in the industrial sector, reached 

0,01 in Austria, 0,05 in Sweden and West Germany, 0, 22 in France, 0,58 in the UK, and 1,34 in Italy. L. Paggi, M. Angelillo, I 

comunisti italiani e il riformismo. Un confronto con le socialdemocrazie europee (Turin 1986), 22. 
33 Pons, ‘Cold War Republic’; Gentiloni Silveri, L’Italia sospesa. 
34 L. Baldissara, ‘Le radici della crisi. Un’introduzione’, in Id. (ed.), Le radici della crisi. L’Italia tra gli anni Sessanta e gli 

anni Settanta (Rome 2001), 26-29. 
35 L. Tedoldi, Il conto degli errori. Stato e debito pubblico in Italia (Rome-Bari 2015), 27-28 and 53. 
36 M. Salvati, L. Sciolla (eds), L’Italia e le sue regioni, 4 vol. (Rome 2015). 
37 G. Besevi, P. Onofri, ‘Uno sguardo retrospettivo alla politica economica italiana negli anni Settanta’, in M. Arcelli (ed.), 

Storia, economia e società in Italia, 1947-1997 (Rome-Bari 1998), 201-207. See also J. D’Attoma, ‘Explaining Italian Tax 
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one of the main pitfalls of the fiscal reform consisted in the incoherent and quantitively inadequate reconfiguration 

of tax collection amounts, especially when compared to the already high trends in state’s expenses (i.e. welfare 

system, social provisions, etc.) that had emerged in the early 1970s38. In addition, in light of the emergence of the 

first oil crisis’ inflationary effects and the decline in growth rates, in January 1975 the largest trade unions’ 

representatives – the  previously mentioned CGIL; the Christian-oriented Confederazione Italiana Sindacati 

Lavoratori, CISL; the moderate socialist-oriented Unione Italiana del Lavoro, UIL) and the main industrialists’ 

association, Confindustria –, agreed upon the establishment of a mechanism of direct indexing between inflation 

rates and salaries for all the workers’ categories39. While trade unions and workers’ goals on this topic were self-

evident, the industrialists’ acceptance of this agreement stemmed from two reasons: firstly, the need to prevent further 

strikes and long-lasting mobilizations within the shop floors; secondly, given Italy’s relatively relaxed monetary 

policy between 1968-69 and the mid-1970’s, Italian exporters believed that both the government and the central bank 

would  soften the increase in labour costs through further currency devaluations. Indeed, in 1973-74 Italy depreciated 

the lira by 12% against the dollar and by nearly 30% against the Deutsche Mark. This measure favored Italian exports 

since the US and West Germany were two of the main outlets for Italian foreign trade. At the same time, it did not 

bring about a relevant rise in import prices – such as energy and raw materials, which were largely paid in dollars –, 

since the US currency as well was being significantly devaluated at that time40. As said, the collapse of the Bretton 

Woods settlement in 1971-73 and the first oil crisis ignited the Italian inflation, which in 1971 and 1972 had swung 

from 4,8% to 5,8%, while in 1973 increased to 10,8% and then reached  19,2% in 197441, when the global recession 

and the decrease in most of the Western countries’ GDP rates (the fall in the Italian GDP amounted to -2,7% in 

197542) were coming into being. Consequently, in February 1973 Italy left the EEC’s semi-fixed exchange monetary 

agreement, the ‘snake’, which had come into force in 1972 and  introduced a relatively narrow range of fluctuations 

among EEC currencies43. After applying the monetary and financial restrictions in 1974 (see below), the subsequent 

rebound in the national GDP after the 1975 recession was supported by a relatively expansionary monetary policy44, 

the persistence of the lira’s devaluation and the support for internal demand via the indexing of salaries, which 

resulted in both the sustained – if compared to the performances of Britain, France and even the US45 – GDP growth 

average (around 4.7% between 1976 and 1980) and the rise in public debt (57% over the GDP in 1975)46. 

Table 1 

Average annual: GDP growth CPI change Unemployment 
 

                                                           

Compliance’, in S.H. Steinmo (ed), The Leap of Faith: The Fiscal Foundation of Successful Governments in America and Europe 

(Oxford 2018). 
38 Rossi, La politica economica, 50. 
39 This agreement established that salaries would increase by nearly 2.300 liras when inflation rates increased by one 

percentage point. This measure is also known as punto unico di contingenza. A. Graziani, Lo sviluppo dell’economia italiana. 

Dalla ricostruzione alla moneta unica (Turin 2000), 127. 
40 Gualteri, L’impatto, 187-188. However, Emanuele Felice stresses that the devaluation against the dollar led to an important 

rise in inflation rates and the worsening of the balance of payments. Felice, Ascesa, 285. 
41 See the figures on Italy’s prices index: https://www.istat.it/it/files//2019/03/cap_21.pdf (accessed 8 November 2021). 
42 Felice, Ascesa, 286. 
43 Mourlon-Druol, A Europe, 23-24. 
44 ASBI (Archivio storico della Banca d’Italia), Carte Baffi, Monte Oppio, pratt. 115, fasc. 5, ‘Il cigno nero della crisi’ (20 

July 1975). 
45 V. Zamagni, Introduzione alla storia economica d’Italia (Bologna 2005), 137. 
46 Petrini, The Politics, 118; Tedoldi, Il conto, 13-15. 
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Years averaged: 1960–69 1970–79  1960–69 1973–75 1970–79 1979–81  1967–73 1974–80 

France 5.5% 3.9%  3.8% 11.9% 8.8% 12.7%  2.4% 4.8% 

FRG 4.6% 2.9%  2.5% 6.2% 4.9% 5.7%  1.0% 3.2% 

Italy 5.8% 3.0%  3.8% 16.5% 12.2% 17.8%  5.7% 6.7% 

Japan 11.1% 5.4%  5.4% 16.5% 8.7% 6.2%  1.2% 1.9% 

UK 2.9% 2.3%  3.6% 18.2% 12.4% 13.9%  3.5% 5.6% 

USA 4.4% 3.4%  2.4% 9.6% 7.0% 11.3%  4.5% 6.7% 

Sources: IMF and OECD data taken from C.S. Maier, Malaise, p. 28. 

The looming split between the trend of public finances – including both the internal deficit and public debt – and 

the management of monetary policy – which also involved the balance of payments – became one of the  most 

prominent concerns among the Italian authorities. In 1973, the DC economist Beniamino  Andreatta47 (a prominent 

actor of the following 1981 ‘divorce’) recognized the need to apply price controls ‘not for the sake of dirigisme’, but 

rather to avoid ‘rough monetary interventions which give up on the goal of economic expansion to pursue stability-

oriented policies’48 In fact, after the first oil shock and the worsening of both inflation rates and the country’s balance 

of payments, restrictive measures were launched. In January 1974, the Italian government also called for the IMF’s 

support, which provided Italy with various lines of credit: $1.235 billion in April 1974 and a further 826 million 

dollars within the framework of the oil-facility line by the end of that year. Together with the IMF’s aid, Italy was 

granted $1.885 billion of short-term support by the EEC in March 1974 and $2 billion dollars by the Bundesbank in 

August49. The agreement between the IMF and the Italian policymakers led to the promotion of tight ceilings to 

private banks' loans; the setting up of a mandatory and non-interest bearing deposit to the Bank of Italy on the value 

of imports (in order to manage the creation of liquidity); the prohibition for commercial banks to increase their foreign 

liabilities over the levels already set up on the 19th of July 197450. The implementation of monetary and financial 

restrictions – which to some degree appeared  harsher than those requested by the IMF itself – contributed to the 

achievement of the main targets of the IMF program, such as the sharp reduction of Italy’s non-oil current deficit and 

the overall improvement of the balance of payments. However, the Italian authorities were well aware that these 

measures, together with the decline in world demand, were bound to result in a severe recession, which eventually 

took place in 1975. Italy’s ‘stabilization through recession’51 showed how the rules of the post-Bretton Woods era 

would make the policy goals of, on the one hand, domestic growth through public investments and State’s 

expenditures, and, on the other, monetary and financial stability increasingly unattainable. Even though when the 

recession seemed over the Italian Treasury relaxed financial restrictions, the ‘culture’ of monetary stability found a 

receptive interpreter in the new governor of the Bank of Italy, Paolo Baffi, who came into office in August 197552. 

Baffi aimed at overcoming inflation by retrieving the full management of the lira’s monetary base without further 

administrative controls, but through the management of interest rates. In his view, both public expenses and the 

                                                           

47 A. Gigliobianco, S. Rossi (eds), Andreatta economista (Bologna 2009). 
48 B. Andreatta, ‘Il controllo dei prezzi è un problema politico’, Corriere della sera (25 July 1973). 
49 L. Spaventa, ‘Two Letters of Intent: External Crises and Stabilization Policy, Italy, 1973-77’, in J. Williamson (ed), IMF 

Conditionality (Washington 1983), 443. 
50 Spaventa, ‘Two Letters’, 452. 
51 Spaventa, ‘Two Letters’, 454, quotation taken from G. Viciago, ‘Credito totale e offerta di moneta’, Rivista internazionale 

di scienze sociali, n. 5-6 (1975), 563-596. 
52  Alfredo Gigliobianco, Paolo Baffi, in Dizionario biografico degli italiani (Rome 2013). Available at 

https://www.treccani.it/enciclopedia/paolo-baffi_%28Dizionario-Biografico%29/ (last accessed 25 august 2022). 
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public deficit, following the cooling down of inflationary expectations in the international markets, would soften 

accordingly 53 . In those years, Baffi shared his positions with Franco Modigliani, the 1985 Nobel-Prize in 

economics54, who had worked at the Massachusetts Institute of Technology (MIT) since 1962 and mentored some of 

the most distinguished Italian economists (and then policymakers) of the following decades55. According to Baffi, it 

was not only the central bank, but Italian society as a whole (and its political system) that had to be concerned with 

the consequences of inflation56. In particular, Baffi firmly believed that monetary policies could no longer act as a 

‘surrogate of an inadequate [governmental] economic policy’57. In turn, in light of the domestic debates about the 

‘historic compromise’ agenda and the political grip that the Communists had on both leftist trade unions and the 

broader working-class movements, Modigliani called for the PCI’s full involvement – that is, its political 

‘normalization’58 – into governmental offices as the best way to contain the spiral between trade unions’ wage claims, 

inflation and prices.  This position triggered harsh criticisms within the DC’s most conservative sectors, as well as 

among the US Secretary of State59 and other Western European partners, as was clearly demonstrated at the G7 

meeting in Puerto Rico in 197660. From an intellectual point of view, Modigliani’s statement was also telling of how 

inflation was not necessarily considered the direct effect of monetary trends, as Milton Friedman’s monetarist school 

– which during the 1970s was all but hegemonic, let alone internally cohesive, even in the US and Western Europe 

as one might believe61 – preached at that time. While monetary policy was of course crucial in the management of 

inflation trends, these were conceptualized within the broader political framework of long-lasting confrontations 

between trade unions, industrialists and political parties in mid-1970s Italy. In both Baffi’s and Modigliani’s views, 

monetary authorities had to deepen their interaction with political actors so as to bridle inflation and try to put 

stability-oriented prescriptions at the heart of governmental economic strategies. 

In January 1976 the lira underwent a severe crisis due to the increasing financing of the Treasury by the Bank of 

Italy and the subsequent speculations on the currency value. The crisis hit the very stability of the lira, which led the 

Bank of Italy to withdraw the currency from the foreign exchange market for forty days62. As noticed by the US 
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Treasury, in the following months the Bank of Italy recognized how ineffective its large intervention to defend the 

lira’s exchange rate had been, thus now seeming prepared to let the market set the basic exchange rate even after the 

development of an economic program in the context of the formation of a new government. The Bank did not want 

to incur more debt to finance what would likely be an ineffective intervention’63. The need to reassess the relationship 

between the central bank and the Treasury became evident during a meeting held at the Bank of Italy on the 31st of 

January 1976,  during which Baffi criticized both the ‘government and the political class [classe politica]’  for their 

inability to  effectively and readily  react  to the currency crisis and  to adopt measures which could tame speculative 

maneuvers 64 . Earlier that day, another Bank of Italy’s directorate meeting – with the participation of the 

aforementioned DC economist Beniamino Andreatta – had taken place. On that occasion Andreatta outlined the need 

for the Bank of Italy to make a ‘resolute independence statement’ from the Treasury by fixing its monetary base 

targets. Beyond these targets, the Treasury should have financed its expenses autonomously, that is, through market 

operations. Those who attended the meeting also stressed how the EEC Monetary Committee was worried about the 

amount of Italy’s monetary circulation and they feared that this would trigger a spill-over process in Western Europe. 

In order to prevent such an outcome and redefine the political and economic relationship between the central bank 

and the Treasury, Baffi openly asked for Andreatta’s political help. The DC economist agreed to this, although he 

stressed the need not to abruptly cut the Bank of Italy’s support  of the Treasury’s expenses, since in his opinion the 

economic recovery was getting closer and the central bank should not adopt a ‘rough monetarist approach’65. As a 

matter of fact, Andreatta and the central bank seemed to share the need not to tackle the challenge of economic and 

monetary instability with a purely – and potentially naïve – monetarist-oriented attitude. According to both Baffi and 

Andreatta, the Bank of Italy’s goal should have been that of turning the practice of ‘sustainable’ (namely, based on 

the effective balance between scheduled public expenses and the Bank of Italy’s targets of monetary circulation) 

budgetary policies into a ‘common sense’ orientation among governmental policymakers. Additional calls for a 

‘sound’ management of Rome’s economic and monetary trends came from the IMF, with which since the early 1976 

the Italian government had been bargaining a new loan package to improve the country’s balance of payments. 

Negotiations were tough and lasted until the spring of 1977, since the Fund did not share Italy’s decision to apply ‘a 

tax on the purchase of foreign currency on top of the 50% deposit’, which was seen as a denial of the ‘principle of 

avoiding restrictions on current payments and transfers’66. If compared to the 1974 agreement, in 1976 the IMF’s 

attitude towards Italy seemed, on the one hand, more inflexible, since now the declining world economic conditions 

were not considered as crucial in the worsening of the Italian deficit as the ‘deficient economic policies’ promoted 

domestically. On the other hand, the 1976 IMF program foresaw the occurrence of a short-term recession so as to 

achieve the Fund’s policy targets. Furthermore, the IMF allowed the aid program to be extended for a longer period 

(twenty months) than usually agreed with other countries. The credit line of about $530 million, which was explicitly 

devised for developed countries undergoing severe financial distress, was also approved during the G7 summit in 
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Puerto Rico in June 1976, that is, a few days after the PCI’s exploit (34,37%) at the general political elections67. 

Beyond the fact that Western leaders aimed at linking the effective attribution of the IMF package to the commitment 

of the DC government to not allow the Communists to enter Italy’s governmental offices in the framework of the 

ongoing ‘historic compromise’ agenda, historians Basosi and Bernardini stressed that ‘the Italian loan was the first 

in the IMF’s history to include heavy structural conditions, [thus somehow representing] the forerunner of the much 

more burdensome “structural adjustment loans” to Third World countries in the 1980s68. The IMF targeted the rise 

in public deficit and the indexation between wages and inflation rates as the issues that Italian authorities should most 

urgently deal with. Italy’s 1976 currency crisis turned into a proper crisis of financial reliability, against which the 

government promoted fiscal and consumption constraints. However, while the formal ‘letter of intent’ between Italy 

and the Fund was signed in April 1977, most of the IMF’s targets – the increase in tax yielding; the softening of 

labour relations and trade union’s acceptance of both wages reduction and productivity improvements; a sharp rise 

in the lira’s interest rates – had already been achieved before that date. Both the IMF and the Italian authorities had 

not expected such favorable conditions, which resulted from a significant improvement in the current balance of 

payments (a surplus of about 2.100 billion lire), the international markets’ ‘approval’ of the Bank of Italy’s move 

towards higher interest rates, as well as the effects on foreign trade which were brought about by the fall in the dollar 

value and the parallel depreciation of the lira against stronger European currencies.69. Therefore, Italy’s preventive 

implementation of most of the IMF’s suggested policy prescriptions made the use of the Fund’s loan unnecessary, 

and, as a consequence, the 1976-77 IMF stand-by arrangement with Italy never came into being. 

Rome’s adoption of restrictive monetary and budgetary measures  following pressures from  the IMF’s  conditions  

was not an exception in Western Europe. As early as 1976, both Italy and Britain underwent severe and somehow  

similar crises as far as their balance of payments, inflation trends, exchange rate stability, and the  consequent market 

pressures on their national currencies were concerned70. In fact, in 1976 Callaghan’s Labour government applied for 

an IMF loan ($3,9 billion, ‘the largest amount ever requested’71) in order to curb the radical deterioration of its 

economic and monetary conditions72. Unlike Italy, the 1976 IMF stand-by arrangement was fully used by Britain, 

which in return was asked by the IMF delegation to reduce by 1979 the national budget deficit by about 2.5 billion 

pounds. The IMF’s cuts program was fulfilled and British economic trends actually improved. However, the 1976 

crisis had a great impact on the British public opinion and in many respects marked a paramount economic policy 

shift from the primacy of full employment to that of low inflation rates and the reduction of state’s expenditures. As 

Bentivoglio has shown, the 1976 IMF crisis ‘may be considered Britain’s economic Suez: if 1956 had rapidly 

diminished London’s global political role, twenty years later the United Kingdom experienced the weakening of its 
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economic stance, with the coup de grace to the sterling as a reserve currency’73. At that time, the ‘twin crises’ of Italy 

and the UK were seen as a common and somehow parallel threat to the stability of Western Europe and, to some 

extent, to the whole international monetary order. The two Foreign ministers, the Labourist Anthony Crosland and 

the Christian Democrat Arnaldo Forlani, recognized the need for both Italy and Britain to help each other in the 

management of their own crises and to work together within the EEC to find suitable solutions to their financial 

distress74. The US, too, looked at the economic and political conditions of both Italy and Britain with concern. The 

US feared that the size of Britain’s crisis, together with the need for the British government to impose largely 

unpopular cuts in welfare state provisions as a consequence of the IMF’s loan, would lead Callaghan’s cabinet to 

collapse75. Furthermore, Washington blamed ‘Italy, and to a certain degree the UK for their inability to borrow 

enough money from international capital markets to finance their fundamental disequilibrium’76. According to US’ 

views, any financial aid to both Italy and Britain should have been granted in exchange for the binding commitment 

to set up economic policy programs in line with the IMF’s requests77. Beyond Washington’s concerns, the outcomes 

of the IMF’s interventions in Italy and Britain clearly marked a further step forward  in the political  acceptance  – 

even within leftist organizations 78  – of the primacy of restrictive monetary and budgetary measures over full 

employment targets. With regards to labour and employment issues, it is a matter of fact from 1976 onwards a crucial 

contribution to the prioritization of anti-inflationary attitudes in Italy came from both the PCI and the CGIL. The 

PCI’s closer relation with governmental parties and its full acknowledgment of Italy’s international economic 

interdependencies79 led the Communists to progressively conceptualize the containment of inflation rates and the 

parallel reduction of manpower salaries as a cornerstone of their economic strategy. Despite their political autonomy, 

trade unions, too, were influenced by this scenario and gradually softened their foundational wage trends as an 

‘independent variable’ of the economic cycle. During a meeting held in Rome in February 1978 (the so-called ‘Eur’ 

conference), which gathered the steering boards of the CGIL, CISL and UIL, Italian trade unions accepted the rule 

of wage controls, and the consequent cooling down of salary claims, in exchange for the improvement of manpower 

conditions in the workplace, the decrease of unemployment and the scheduling of public investments (which 

nevertheless remained largely unattained)80.  

Although in 1977 Italy achieved significant improvements in the balance of payments (which however went hand 

in hand with the partial decline in the GDP), the concerns about inflation and the value of the lira would dominate 

the debates that took place in the EEC negotiations for the establishment of the European Monetary System (EMS). 

After intense multilevel negotiations, which pivoted around a Franco-German entente and the newly-born European 

council81, the EMS emerged as a zone of relatively stable exchange rates among EEC currencies, which were bound 
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to the exchange rate mechanism (ERM) and the European Currency Unit (ECU), that is, an accounting currency unit 

that incorporated the average value of the EMS currencies82. Currencies’ fluctuations could happen within the range 

of ± 2,25% against the pre-fixed exchange rate of the ECU. The negotiations about Rome’s entry into the EMS 

occurred at the same time of the domestic debates that stemmed from the issue of the Treasury’s three-year ‘Pandolfi 

plan’ on the 31st of August 197883. This plan – which in many respects included most of the measures required by 

the EEC to join the EMS – envisaged a mix of anti-inflationary measures and the support of growth rates as the 

solution for Italy’s financial and economic recovery. As observed by the economist Augusto Graziani, together with 

the need to intervene in the value of the lira, the ‘Pandolfi plan’ called for the reduction of inflation rates through a 

cut in labour costs rather than in the public deficit, since the plan considered wages’ indexation (the ‘sliding wage 

scale’, scala mobile) to inflation as the most damaging trigger behind Italy’s inflation84. In turn, the Bank of Italy – 

whose feelings regarding Italy’s entry into the EMS were, at first, all but supportive – feared that the EMS’ constraints 

would be too tight for the relatively weak Italian lira85. Therefore, Italy explicitly asked its EEC partners – first and 

foremost the Germans, in the hope that Bonn could persuade Paris – to let the lira fluctuate within a larger margin, 

which would allow the country to not damage its troubling process of financial and economic recovery86. The Italian 

central bank also recognized – as the UK and the Netherland’s representative did as well – that the EMS agreement 

had not foreseen any specific interventions to support less prosperous countries. According to the Dutch authorities, 

this might have also been linked to the ongoing Greek, Spanish and Portuguese applications to join the Community, 

which would probably lead the EMS negotiators not to introduce forms of support that would be too onerous for the 

EEC members as a whole87. In brief, Italy’s main goal before the actual establishment of the EMS was to obtain, 

primarily a larger range of fluctuation for its currency (and eventually the EEC Finance Council granted a ±6% 

margin88); and secondly, Rome aimed at establishing ‘an effective symmetry in the adjustment onus in order to avoid 

not only inflationary, but also deflationary risks’89. The academic and Bocconi-trained economist Mario Monti90 

outlined that the new EMS conditions, despite the ±6% margin of fluctuation, would not be ‘affordable’ for the Italian 

economy. While he hoped that both the government and the Bank of Italy would promote a ‘robust disinflation’ move 

in order to enter the EMS from the very beginning, Monti maintained that the potential anti-inflationary constraints 

which would derive from Italy’s participation in the system should have been seen ‘as a necessary preparation for a 

credible entry [into the EMS] rather than as an unsustainable consequence of a premature entry’91. Both Monti and 

the Bank of Italy, together with distinguished leftist-oriented economists, such as the aforementioned Spaventa92, 
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were primarily interested in preventing a short circuit between the EMS rules and Italy’s unstable economic and 

monetary conditions. On the contrary, the DC – including Andreatta – emphasized the need to join the system as a 

confirmation of Italy’s political involvement in the broader process of European integration93. In December 1978 the 

Parliament approved Rome’s participation in the EMS treaty, whereas the PCI voted against it and the socialists 

abstained. The Communists’ refusal to support Italy’s early participation in the EMS mainly originated from frictions 

with the DC and the Socialists on how (and if) to carry on the experience of the ‘national solidarity’ governments, 

rather than from technical discussions concerning the very mechanisms of the EMS94. Not surprisingly, a few months 

later the ‘national solidarity’ formula was abandoned and the Communists definitely left the governmental area95.  

The establishment of the EMS, together with the effects of the second oil crisis and the sharp increase in the 

dollar’s interest rates in 1979 – namely, the so-called ‘Volcker shock’96 –, increasingly forced the central bank and 

the government to find suitable plans for Italy’s own stand within the new international monetary order. As early as 

1979, Paolo Baffi resigned as governor of the central bank97 and was substituted by the Bank’s deputy director, Carlo 

Azeglio Ciampi98, who was deeply concerned with the inconsistency between the increase in the public deficit and 

the need for the Bank of Italy to support the Treasury’s expenses through monetary policies. In Ciampi’s view, the 

struggle against inflation was intimately linked to the downsizing of the public deficit99 , whose management 

depended upon the government’s ability to properly manage its expenses without letting them act as a political 

consensus-building tool for the party system. This would also soften the blatant split between the country’s public 

finance (under the Treasury’s control) and its monetary (which were supervised by the Bank of Italy) policies, which 

in turn resulted in the central bank losing control over Italy’s monetary base. However, the reduction of inflationary 

expectations via the rationalization of the public expenses could not result from the ‘spontaneous markets’ behaviors. 

Rather, in Ciampi’s words, the achievement of financial recovery needed strong political interventions100. However, 

despite the introduction of the current annual budget law (n. 468) in 1978 and the consequent binding commitment 

to ‘financial predictability’ (that is, the obligation to get financial coverage before expenditures would be approved) 

in the budget’s parliamentary drafting, the Parliament itself, most of the Treasury offices, as well as the Italian Court 
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of Audit101 continued to allow the organization of public expenses without prearranged financial coverage102. This of 

course made it hard to reduce the country’s deficit and led to an increase in the state’s indebtedness, which in turn 

exacerbated the political confrontation between the central bank and the Treasury. In 1979-1980, the central bank 

discussed several hypotheses on how to deal with the worsening of public finance conditions through existing or new 

monetary tools. These would range from the launch of indexed Treasury bonds – which would nevertheless postpone 

the burden of repayment while leaving no room for maneuver if inflation rates were to increase in the following 

years103 – to the remodulation of the scala mobile. Nonetheless, the cleavage between Ciampi’s monetary policy 

targets and the governmental and parliamentary management of public finances improved.  

Given the weakening of Italy’s balance of payments, in the summer of 1980 business circles (Confindustria) called 

for a sharp devaluation of the lira in order to support export flows. Ciampi rejected this request and instead pushed 

for a far-reaching reinvigoration of the Italian firms’ international competitiveness. This led the central bank to set 

up several measures to re-orientate the country’s financial recovery without fueling inflation. Firstly, Ciampi let the 

lira slightly devalue according to the EMS’ ranges. Since the rate of devaluation exceeded the current inflation rates, 

which in 1980 peaked to 21,2%, industrialists could not take advantage of this measure. Therefore, they largely 

retrieved the domestic firms’ competitiveness by shrinking labour costs, which resulted in significant layoffs and 

industrial restructuring. As a matter of fact, it was in this very context that the anti-trade unions FIAT’s cadres march 

(the marcia dei 40.000, which aimed at putting an end to the conflict between trade unions and Fiat’s board in order 

to resume the plants’ production) took place in Turin in October 1980104. Secondly, the central bank made use of 

both higher interest rates and other tools105 (i.e. the establishment of a mandatory and non-profitable deposit for those 

who made payments abroad106, which raised concerns among both exporters and EEC partners107) in order to 

implement Italy’s economic, financial and monetary policies in accordance with stability-oriented rules108.  

It was in this scenario that in the fall of 1980 the DC economist Beniamino Andreatta became the new Treasury 

minister. As previously mentioned, Andreatta’s ties with the Bank of Italy were strong and he started an ever-closer 
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collaboration with Ciampi. Andreatta, too, aimed at stopping what he would later consider ‘the dissociation between 

spending capability and coverage responsibility’109. In comparing the reasons behind the Italian boom and the 

ongoing country’s decline, he stressed that, should the 1950-1960s’ plans for deficit spending be adopted even in the 

early 1980s, this ‘would have not resulted in the support of the aggregate demand, but rather in inflationary effects, 

which would have forced [monetary authorities] to keep high inflation rates and have, in turn, a negative impact on 

investments’110. Such a paradigm shift was clearly embodied by the setting up of a joint study group between the 

Treasury and the central bank. This group was coordinated by a close collaborator of Andreatta, Maria Teresa 

Salvemini111, and Antonio Fazio, who would serve as the governor of the Bank of Italy between 1993 and 2005. The 

group’s task was to study how to reconfigure the central bank’s role in the purchase of the Treasury’s unsold bonds 

at auctions, thus arranging the technical tools to break the central bank’s semi-mandatory practice112 of buying 

Treasury bills with no legal concerns for its effects on inflation and the settlement of the monetary base. While this 

practice was conceived to keep interest rates at a relatively low level, both the EMS rules and the international 

pressure on bonds’ rates after the ‘Volcker shock’ put such a policy in a difficult position. This was particularly true 

for the Italian case, where domestic inflation amounted to 21,2% in 1980113. On a technical level, the principle of 

‘competitive auction’ was introduced as the best way to allocate Treasury bonds and contain – at least indirectly – 

the amount of monthly scheduled public expenditures114. Starting from the study group’s proposals, in February-

March 1981 Andreatta and Ciampi carried out what was later labelled as the ‘divorce’ between the Treasury and the 

central bank, namely, the establishment of the full independence of the Bank of Italy as far as the purchasing of 

Treasury bonds was concerned. The divorce came into being thanks to a simple exchange of letters – which Andreatta 

himself would later define as an ‘open conspiracy’115 – between the minister and the governor116. It was then finalized 

in June-July 1981 with further communications between the central bank and the government117, in which the issues 

of the preservation of the currency’s value and the need to adjust the Italian inflation to the EEC countries’ average 

were crucial118. As indicated by Garavini and Petrini119, the short-term effects of the divorce were threefold. Firstly, 

a rise in the interest rates – which had a negative impact until the first half of 1981 – took place; secondly, the sharp 

increase in the public debt’s interest repayments costs, whose origins dated back to the early 1970s, became of 

paramount relevance; thirdly, when market operators were unwilling or unable to get Treasury bills at the cost 
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imposed by the government in October-November 1982, and the central bank refused to cover public finance 

expenditures through massive BOT purchases, the very economic implications of the ‘divorce’ clearly emerged. 

Technicalities aside, it was probably the criticisms that came from the broader political system that most directly hit 

at Andreatta and Ciampi’s maneuver. Most of the DC and the Socialists harshly opposed a measure that they saw as 

a threat to their management of public finances as an important tool to gain electoral support. Furthermore, social 

actors, and trade unions in particular, experienced a decrease in their ability to manage and participate in the 

establishment of direct linkages between salaries, inflation and currency value. Although in 1981 Ciampi himself 

believed that the promotion of further monetary restrictions was too risky, given the low trends in GDP growth and 

the period of massive layoffs, he maintained that ‘monetary stability [was] the necessary counter-reaction that the 

government can offer to the needed willingness of trade unions and industrialists to accept a scheduled reduction of 

salary dynamics […] If these measures are taken, monetary policies will be able to support the country’s economic 

recovery in terms of inflation decreases and solutions to the trade deficit’120. In short, Ciampi aimed at providing the 

technical and institutional tools through which the management of both public finance and collective bargaining 

could cease to be nothing more than ‘instruments […] of money destruction’121. As early as the 1980s, the previous 

trade unions’ motto of wage as an ‘independent variable’ was definitely overturned by the goal of monetary stability 

and low inflation rates. The ‘open conspiracy’ gained momentum and the Italian road to the primacy of stability-

oriented policies was paved. 

In 1979, the chairman of the Federal Reserve, Arthur Burns, gave a lecture in Belgrade titled The Anguish of 

Central Banking122. One of the main topics of his speech concerned the issue of inflation and its political acceptability 

in Western countries. By reflecting on the foundations of the US post-WWII economic settlement, Burns outlined 

that 

the pursuit of costly social reforms often went hand in hand with the pursuit of full employment. In fact, much of the expanding range of 

government spending was prompted by the commitment to full employment. Inflation came to be widely viewed as a temporary phenomenon 

– or, provided it remained mild, as an acceptable condition. ‘Maximum’ or ‘full’ employment, after all, had become the nation’s major 

economic goal – not stability of the price level […] Fear of immediate unemployment – rather than fear of current or eventual inflation – thus 
came to dominate public policymaking123 

While the social implications of full employment had already been explored by Kalecki in 1943124, Burns’ 

reflection revealed how during the 1950s and the 1960s the ‘threat’ of inflation – regardless of what central bankers 

actually thought about this – was accepted (or at least tolerated) because policymakers considered employment as 

one of their main social and political concerns, as both the US employment act and the very mandate of the Federal 

Reserve implied125. Years later, several external shocks (1971, 1973 and 1979), the slowdown of GDP growth trends, 
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and the collapse of the fixed exchange rate monetary order, contributed to making this primacy – and to a certain 

extent its political and social supporters, too – no longer viable. 

This article has explored the institutional roots of Italy’s anti-inflationary commitment as it was conceptualized 

by the Bank of Italy between the 1970s and the early 1980s. The run up to the early 1980s showed how political, 

social, as well as technical issues – at both the national and international levels – intertwined with the making of Italy’s 

economic policy strategies. The 1981 ‘divorce’ between the central bank and the Treasury embodied the apex of the 

monetary authorities’ commitment to an open and enduring stability-oriented monetary policy, which mainly 

stemmed from three interlinked causes. Firstly, the establishment of the EMS and the broader EEC’s responses to 

the dissolution of the Bretton Woods system played a crucial role. However, far from being an ‘external constraint’ 

on Italy’s economic and monetary architecture, as Guido Carli would elaborate in his memoirs126, the ever-binding 

rules of the EMS were used by the Bank of Italy – in particular after Baffi’s mandate – as further propellers for the 

implementation of an anti-inflationary shifts at the domestic level, especially when the way-out provided by the 

currency’s ‘double’ exchange rate policies (the one against the dollar and the other against the Deutsche Mark) was 

no longer viable. Secondly, following its growing political and electoral consensus, the gradual acceptance of the 

PCI (and the largest trade unions) of considering inflation and its causes as a threat to both the goals of Italy’s working 

class and the general stability of the country’s economy increasingly mattered. The PCI and its trade union’s allies 

offered the relaxation of salary claims in return for the promise of higher public investments and the decrease in 

unemployment rates to demonstrate the leftist forces’ reliability as full-fledged members of the country’s 

‘establishment’, both as governmental actors (the PCI) and trustworthy agents in social negotiations between 

industrialists, the government and workers' representatives (CGIL)127. Accordingly, both the DC (at least those who 

supported the ‘historic compromise’ agenda, such as Aldo Moro) and the PCI aimed at providing a political solution 

to the mid-1970s economic, monetary and financial turmoil through the ‘national solidarity’ formula. However, Cold 

war anti-communist constraints, the PCI’s parliamentary vote against the EMS, the ensuing end of the ‘national 

solidarity’ formula, as well as the leftist trade unions’ defeats in the early 1980s (i.e. marcia dei 40.000), marked the 

beginning of a new political season, which was characterized by the emergence of the Socialists’ attempt to dominate 

Italy’s political scenario and the parallel decline of social unrests in the country128. Thirdly, the rationale of Italy’s 

road to restrictive monetary policies originated from the Bank of Italy’s aim to get back full control over the 

management of monetary circulation and to make use of interest rates and market operations (i.e. the introduction of 

competitive auctions in the BOT market) as tools to influence the country’s economic and financial trends by 

reducing inflationary expectations and imposing the preponderance of market-oriented solutions as far as the 

management of monetary policy was concerned. Baffi and Ciampi, together with Andreatta, tried to get rid of 

administrative controls on credit and sought to distance monetary policies from a seemingly loose management of 
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public finance by governmental actors. The Bank of Italy came to consider its autonomy from the Treasury not as an 

‘independence of mind during the very setting up of the country’s policies, but as an independence in the decision-

making process according to its own mandate’129. In the following years, further steps would be taken in the struggle 

against both inflation and what was deemed as one of its main (if not the most important) propellers: namely, wage 

claims, trade unions’ role, and the social conflict as a whole. In 1984-85, Craxi’s socialist-led cabinet would promote 

a far-reaching dismantlement of the scala mobile thanks to a law decree that would be subsequently confirmed by a 

popular referendum130. This shift did play a role in reducing inflation rates from 20% in 1980 to around 5% in 1987131. 

Nevertheless, after 1981 Italy’s public spending had to be increasingly financed – beyond the revenues resulting from 

GNP growth and taxation – through national and international market operations, which would ‘evaluate’ Italy’s 

financial reliability through the amount of BOT purchases. Indeed, between 1980 and 1987 Italy’s public debt grew 

from 70% to 90% of the GDP132. However, the institutionalization of the monetary policy’s independence led the 

government to foster, rather than – as expected by the central bank – reduce, Treasury bills and the public expenses 

in order to underpin the system of State-owned companies (partecipazioni statali) and support those private economic 

sectors which would hardly face the challenge of international competition. While, at first, Italy’s monetary 

authorities sought to ‘discipline’ the political system by claiming their own independence and making use of 

monetary tools (exchange rate policy and interest rates) to steer the country’s overall financial rebalancing, by the 

early 1980s a further and unintended bifurcation between the political system (the government and the governmental 

parties, such as the DC and the socialists) and the Bank of Italy’s monetary targets emerged. Only the implications 

of the Single European Act (1986), the Maastricht Treaty (1992), and the overall end of the Cold War would show 

to what extent such bifurcation could no longer be viable in the framework of post-1992 Europe. 
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