Zakaria: Four hot spots to watch in 2012
By Fareed Zakaria, CNN

At the start of 2012, here are the four countries we all need to watch closely: Italy, Iran, Pakistan and North Korea.

Let me explain:

Italy: Linchpin of the euro
The most important country to watch in 2012 is Italy. Italy needs to successfully institute reforms that give the markets confidence. It needs to do more than just deal with its budget deficit and debt - it needs to reignite growth. For the past ten years, the Italian economy has not grown at all.

If Italy manages to stimulate economic growth, it will send a very positive signal to the markets. Italy’s new Prime Minister Mario Monti is bravely and boldly advocating longer work hours and the reform of archaic laws that have made Italian businesses unproductive and uncompetitive.

If Monti succeeds, it will vindicate Germany’s strategy, which has been not to bail out the eurozone countries, but to instead pressure them to reform. Germany knows that the only solution to the crisis of Europe’s Southern economies is for them to become more competitive.

If that starts to happen, two things follow: First, the markets will place less pressure on these Southern European countries because it will be clear that their reforms are working. Second, the Germans will become increasingly willing to accept what would be, in effect, a secret bailout. Germany will not back Eurobonds, which are a public bailout, but it would be willing to let the European Central Bank and the Bundesbank quietly ease a lot of the pressure on the Southern European economies.

Italy’s success is of paramount importance because it has the potential to stave off - or even alleviate - the eurozone crisis. On the flipside, if Italy fails, it is equally significant because the markets will likely start substantially raising Italian interest rates.

Read: Can Italy be saved?
Of the Southern economies, Italy’s actions will have the greatest impact on the rest of Europe. Italy has to refinance $500 billion euros worth of debt in the next 18 months. Even the Germans don’t have the checkbook to bail them out. So if the markets lose confidence in Italy, it’s difficult to see how the euro can survive in its current form.

Keep your eye on Italy because this whole game is going to be played in Rome over the next year.

