Integration and Development of the Italian
Economy, 1951-1971: A Re-Examination”

1. « Cyclical » versus « Structural » Interpretations

Until the beginning of the rg6os the debate on structural and
growth problems was a very lively one in Ttaly. This was
patticularly true in the period of widespread reformist enthusiasm
which coincided with the launching of the “centre left” formula.
The crisis of 1964 and the slow recovery which followed shifted
much- analytical interest towards cyclical problems in general and
stabilization policies in particular. Well-known Italian growth
theoreticians strove, occasionally even in the strictly institutional
field, to help make better use of short-term instruments, including
monetary ones.*

A possible interpretation of this shift in emphasis is that, in
addition to an effective imitation of “Fellerian” models, the Italian
economists who were most sensitive to the country’s concrete
problems, became increasingly aware that only a very few of the
suggestions based on analyses of a stractural nature were translated
into planned measures of reform.

There is no doubt about the timeliness of their reaction, in view
of the fact that, in Italy, it took a long time for a Keynesian approach
to short-term problems to become accepted. However, prima facte,

# The authors would like to thank dr. C. Ciampi and their colleagues in the
Research Department who took part in the Working Group on Eurcpean ¥conomic
Integration; they would also like to thank Profs. F. Cafié, G. Conti, M. Salvati and
F. Silva for their comments on the first draft of this essay.

L The report by lzzo, Pedone, Spaventa, Volpi is an interesting example; the
frequent references of Graziani and others to the links between alms and instruments and
to the asymmetry of the effects of monetary policy is another; the almost weekly debates
in many newspapers on expenditure arrears, the trend of the lira etc. it a further example.
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diagnoses of an exclusively cyclical nature appear fairly unconvincing,
at least in the light of the following considerations:

(1) The Italian situation should be viewed within the larger
framework of what appears to be an international tendency towards
a reduction in the profit rate. This began in the early *60s and can
be ascribed to a state of tension in the labour market, in a climate
of growing international competition. It seems, in reality, undeniable
that *a fundamental shift in the labour market™ towards an excess
of demand is takinﬁ place in the majority of western economies.?
On the other hand, the relative increase in trade, the greater synchrony
in price trends in various countries, the international monetary crisis
itself > can all be considered aspects of more lively trade competition,
also because of the new forms which this tends to take.

Clearly it is not so easy to establish, on the statistical level,
whether the tendency for the profit rate to drop as a result of these
forces did in fact prevail, and to what extent, in the various western
countries’ However, in confirmation of the difficulties which for
some years now have characterised the capital accumulation procesé,
one can observe a tendency in these economies for thé investment/
income ratio to slacken or stagnate (Table 1)$.

(2) In Ttaly the accumulation rate in 1964-71 was 2.7 percentage
points lower than in 195963, the largest decrease among the
industrial countries. But one should recall, above all, that a drop

2 Cf. A. Lamparussy, | mereati finanziori curopei, Torino, Binaudi, 1972, p. 67
The main teference on this topic is still C,P. Kwoworesereer, Lo sviluppo economico
enropeo ¢ il mereato del lawore, Milano, Etas Kompass, 1969. The same topic has. been
discussed in a wider framework in M. Dons, Papers on Capitalism, Development and
Planning, London, Routledge and Kegan Paul, 1967, p. 42.

3 For these three phenomena we refer the reader to a recent and useful contribution
of the OECD in the July 1973 edition of “Feonomic Qutleok ”, in particular pp. 81-g6.

4 We refer, in particular, to the considerable growth of direct foreipn investments
— frequently independent of the differentials between current profit rates — and to the
spreading of multingtional enterprises, A new and ipteresting item added to the wvast
amount of available literature on this subject is a brief essay by B. Rowrmomw, Unitd o
rivaliza?, in “1l capitalismo negli anni ‘4o ”, var., Milano, Mazzotta, 1972, pp. 85-120.

5 For z recent attempt to analyse this problem, sce A. Guynw - B. SurcLires,
Brizisk Capitalism, Workers and the Profits Squeere, London, Penguin Books, 1972, in
particular Chap. 4. ‘

6 It should be recalled that during the three years 1g6g-yr gross fixed investment
at constant prices in the UK. remained practically unchanged (about xr,yeo billion lire,
at 1963 ptices), For this point, we again refer the reader to A. Gryw - B, SuToLIFEE,
op. cit,, pp. 120122, :
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ACCUMULATION RATE
(Gross Fixed [nvestment, Prices 1953/Gross National Product, Prices 1963)

TasLe 1

- 1959-63 1964-71
aly e e e e 22.2 19.5.
EEC (—Italy) . 20.8 25.5
UK. e e e 16.1 18.3
USA. . . . . 16.5 16.5

Sounce: ISTAT, dnmusario di Contabilith Nazionale,

in industrial profits, a mediocre trend for investments and employ-
ment, an increasing indebtedness of enterprises, a tendency to
underutilise productive capacity, continual surpluses in the balance
of payments on current account characterized the Iralian economy
for most of this period. Although compatisons with the preceding
period are ambiguous In that the five years 1959-63 were perhaps
exceptional, the suspicion that our difficulties were not of a cyclical
nature is reinforced by their persistence.

The two preceding considerations naturally do not exclude the
possibility that a more decisive and timely short-term policy could
have softened the negative aspects of the situation. However, they
do suggest that it is worth analysing the causes of the widely felt
stractural malaise which, apart from its present effects, could be the
prelude to far more serious difficulties.

A brief re-examination of the main phases of the Italian
cconomy’s development since the last war? can thus justifiably be
regarded as a useful and necessary part of a detailed study, the
need for which is becoming increasingly urgent.

For ease of interpretation and exposition, the period considered
(195171) has been divided into three sub-periods:

-~ 1951-58, when development factors were largely of domestic
origin; '

-~ 165963, the years characterised by rapid integration and
growth;

e T AL b

) 7 We have chosea to begin here mainly for convenience sake. In facr, a hypothesis
of continuity between the prewar and postwar economic-administrative structures appears,
from many points of view, to be well founded and worthy of detailed study.
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— 1964-71, the years of the “rationalization” of production,
but also the years when growth seemed more uncertain and more
blatantly contradictory.

2. 1951-58: Deve!opment of « Domestic » Origin

The conditions in Italy when the rg51-58 growth began were
mainly the following:

() When the Italian economy came out of the Fascist
period, it was characterised by a productive structure which was
feeling the effects of the mediocre degree of development achieved
and by a large agricultural sector, both in terms of value added and,
above all, in terms of employment (Tables 2 and 3). However, once

GROSS NATIONAIL PRODUCT AT FACTOR COST

TABLE 3
(1938 prices - Percentage breakdown)

1938 1946 1950

Agtlealture . . . . . . . . .. 26.6 2.6 230
Indastry . . . . . . . . . . . 30.3 28.8 32.8
light induseey (®» . . . . . . . (g-7) - (10.3)
comstruction . . . . . . . . . (2.1} (2.4) (2.1)
Other activities . . . . . . . . . 43.1 43.6 44.2
Public Administration (r1.4) (14-3) (9.3)
G.N.P. 100.0 100.0 100.0

(* Textiles and foadstufls,
Source: G. Fuk (ed): Lo sefluppe cconomico in ldlie, vol. III, Table XII 1.1,
page 403 and Table XII page 411 :

the reconstruction process, in the strict sense, had run itself out,
there was a fairly- wide industrial base, concentrated in the light
industries typical of the first phase of industrialization, but consi-
derably backward from the technological point of view when
compared with potential competitors; a defect which in all probability
had become more marked during the thirties? Estimates made in

B Sce If processo tecnologico ¢ la societd tialiana, var., Milano, Giuffré, 196z,




288 Banca Nazionale del Lavore
.- Tantg 3
STRUCTURE OF EMPLOYMENT BY PRODUCTIVE SECTORS
(Percentage breakdown)
rg38 1951
Agriculture . . . . . . . L. 49.0 439
Industry . . . A . . . .. 28.0 20.5
eonstruction . . . . . . . . . (4.9) ) {(5.6)
Other activities . . . . . . . . 230 26.6
Public Administeation . . . ., . . ' (r0.0) {5.8)
Total . . . 100.0 100.0

Source: G. Fuk: Formazione, distribuzione ¢ impicgo del reddito dal 1861: sinten
stapistica, Roma, 18CO, 1972, Table 2.8; ISTAT, Occupati presenti in Italia, anni 1954~
1977, Roma, 1g7a.

1951 reveal a gap (in terms of value added per employee) of between 1
and 2 vis-a-vis the United Kingdom and of between 1 and 5 vis-i-vis
the US.A. The largest gaps were registered in the consumer goods
sector — whose contribution to the total added value of all manu-
facturing industry was proportionately larger than that of other
countries — and in particular in the clothing, leather and wood-
working industries.

(b) Another constant of our economic history reappeared, this
time with more marked characteristics, after having been for a long
time hidden by “ruralism” and, in general, by the low mobility of
labour during the Fascist period: the abundant supply of manpower,
estimated at around 2 million officially unemployed persons, and,
in addition to this, hidden unemployment estimated at between a
minimum of 1 and a maximum of 4 million.®

9 Cf. B. Brampitra - 8. Gumorrt, Progresso economica ¢ disoccupazione tecnologica,
Commissione Patlamentare di Inchiesta sulla Disoccupazione, “La disoccupazions in
Tealia *, Roma, 1953, vel. II, tome 3, pp. 167-170, Substantially analogous values (1 to
2-2.5 vis-d-vis the United Kingdom and Getmany and of 1 to 3 vis-d-vis the United States,
even though the figures are for different prewar years) are provided by the Rapporto della
Commissione Ecohomica I - Industria, vol, 1, Roma, 1947, p. 211, In this case the-accent
is placed on techanisation (horse-powet per 1,000 inhabitants). Cf Rapporto della Com.
missione Economica I - Industria, vol. I, pp. 263-26a.

10 G, for example, G, Dz Mro, Asperi quantitativi dell’economiaz italiana in
rapporto wlls disoceupazione ed alla politica degli' scambi com Pestero, Commissione Parla-
mentate di-Inchiesta sulla Disoccupazione, op. e, vol. 1V, tome 4 PP 4I-42.
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(¢c) One must add to the two preceding structural facts the
relative constancy of domestic prices and the underutilisation of
productive capacity which followed the 1947 stabilisation. With
regard to the subsequcnt growth process, it seems to us that the
important aspect of this underutilisation was mainly the refusal to
accept development based on forcing aggregate demand. The short
Korean wave proved that “the house was in order” and that the
Italian authorities had definitely regained control over domestic
monetary conditions. For example, wholesale prices dropped in
1952, and then registered . a constant or slightly slackening trend,
whereas the cost of living increased for structural reasons.

Immediately after the war, two fundamental economic policy
choices were made within this framework :

— The first was the decision to include — and maintain,
despite serious difficulties ** — the Italian economy in the general
tendency towards free international trade. This decision led to both
the removal of import quotas (progressively carried out between 1949
and 1955), and the 1951 reductions of the 1950 customs tariffs which
were made cither autonomously or in relation to international
agreements, Within the framework of this strategy -— a more rapid
removal of quotas for European countries than for the dollar arca;
joining the E.CS.C. (1951) — it is apparent that from the very
start, steps were being taken towards a European customs union,
encouraged by the U.S.A., and sanctioned by the Treaty of Rome
in 1g57.12

It was a widely-held opinion ~- one also voiced at meetings of
the Commissione Economica della Costituente > — that a prompt
return to free trade was indispensable. At the time it was said that
only in this way could there be sufficient outlets for exports enabling
us to finance our import requirements and, in addition, to improve
plant capacity utilisation. This plant, although to some extent
technologically obsolete, had survived the war and it was even felt

11 Around 1952, many consideted these difficulties such as to justify a return to
forms of bilateralism. Cf, F. Maswns, La bilancia dei pagamenti nel dopoguerrs,
“Review of -the Economic Conditions of Italy *, 1956, pp. 179-180. )

12 For a discussion of the links between the EEC and the previous forms of
tnternational collaboration we refer the reader to ¥, Carrd, Sgreardi su un mondo economice

-in trasformazione, © Saggi critici di economia ®*, Roma, De Luca, 1958, pp. 615

13 Mrustero pinia Costirouwrs, Problenti moneiari ¢ commercio estero, Rapporto
della Commissione Beonémica 1947, vol. TII, torhe 1, pp. 362-372. :
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that it had increased considerably compared with the period im-
mediately preceding the Second World War. Thus, it scemed that
our enterprises could respond to potential world demand, which
was largely unsatisfied, by concentrating mainly on traditional
exports, such as textiles and foodstuffs. At the same time, foreign
competition was not cxpected to create serious problems because
— it was emphatically, and certainly too optimistically, stated —
only metallurgy and certain chemical industries were actually
protected, whereas ninety per cent of our industry belonged to
“basically” non-protected sectors.® Despite the progress made by
world industry, the Italian economy was expected to bridge this
gap, under the stimulus of free trade.

Moreover, historical analysis emphasized the fact that, even
at times of major tension in international markets (the second
half of the thirties), Italian exports had continued to gain ground,
whereas imports had dropped as a result of the policy of autarchy,
but not only for this reason. Thus it was concluded that exports
were not very vulnerable in international markets since demand
was relatively stable (thanks to substitution between various outlet
markets) and probably less eclastic than our demand for import
goods. Finally, it was assumed that complete freedom of movement
would also have benefited Italy as far as the flows of factors of
production were concerned. In fact, an upturn in emigration was
expected to increase remittances, a traditionally surplus item of
our balance of payments and incidentally, the only net source
of reserves at the end of the war. On the other hand, it was expected
that freedom for capital movernents would produce an increase in
capital stock -— a factor traditionally believed to be scarce and, for
this reason, carrying a higher yield than in competitor countries.

— The second choice was the decision to industrialize the
country, after twenty years of Fascism when economic policy was
still markedly agrarian and provincial. In our opinion the choice
was made in full awareness of the situation, even though it was
not deliberately planned in the various sectors, and represented the
natural follow-up to the decision to liberalise foreign trade relations.
The country sought, by means of investments aimed at substituting
imports, above all to weaken the old constraint of limited availability
and high cost of raw materials and sources of energy. Public. inter-

14 16id., p. 366. T

~&
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vention can, in fact, be seen to have been greater in these sectors;
as in the decision not to make LRI (Institute for Industrial
Reconstruction) a private concern and even to double its capital
funds (which rose from 60 to 120 billions in 1g50); as in the huge
investment projects cartied out by FINSIDER, FINELETTRICA
and then (in 1953) by EN.L; as in the channelling of investments
towards the basic sectors through selective use of ER.P. (and other) aid
and a qualitative control of the supply of domestic credit.”” In fact, out
of 255 billion dollars of ERP, aid for the purchase of equipment
ou the American market, 124 flowed to the metallurgy and electricity
industries. Understandably, Italy is abead of the other European
countries in the changeover from sources of energy based on solid
fuels to those based on liquid or gasseous fucls, and has found
favourable ground in an international policy (at O.EE.C. level)
which has given Italy the role of refiner for Europe. ‘Thus, Italy’s
refining capacity rose from 15 to 20 per cent of the European
potential during the period 195257, while the domestic market
absorbed only 50 per cent of production® At the same time, the
nearly century old problem of a balanced relationship between the
engineering and iron and steel industries was definitively solved by
directing the latter to meet the needs of the former.”

These two choices are behind the subsequent ‘development of
our economy, not only because of the directly activated multiplier
and accelerator mechanisms, the gradual stimulus to search for
cconomies of production given by foreign competition and the
import substitution which they caused, but also, more generally,
because they traced the outline of the growth process.

Industrialization and the freeing of trade interacted in this

15 Cf. C.LR. (Interministerial Committee for Reconstruction), Lo sviluppo dell’eco-
nomia italiana, Roma, 1952, p. 152; D). Munieneria, Le esperienze italiane circa il concorso
delle banche nella realiveozione dell’equilibrio monctario ¢ della stabilita economica,
“Bancaria 7, 1956, pp. 15-36; F. Mavrer, laly’s Postwar Indusiry, “ Review of the
Ecoromic Conditions of Iraly ®, “'T'en Years of Italian Fconomy, 1g47-1956%. Banco
di Roma, pp. 63-69.

16 C.LR., Politica 4i sviluppo, Roma, 1958, pp. 160-162.

17 Cf. O. Sivicasuia, The Futwre of the Italian Iron and Steel Industry, * BN,L,
Quarterly Review ”, January 1948; G. D Mro, Aspetti quantitativi..., op. eit., p. 8.
For the original relations between the two sectors see A. Geescuengron, I problema storico
della arvetratesza ecomomica, Torino, Binaudi, 1965, Chap. IV; S. Fenoaurea, Riflession
m:ll‘esperierzza industrisle fialiana dal Risorgimento alla -prima  guerra mondiale, “ Lo
sviluppo cgonomico italiano, 186r-1940*, edited by G. ‘Toniolo, Bari, Laterza; 1973,
pp. rar-136. c ’
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process. In fact capital formation benefited considerably from the
possibility that Ttalian industry had of supplying a huge, rich export
market as well as an expanding home market.

From the point of view of demand, development was then able
to proceed thanks to the exogenous stimulus of certain expenditure
components aimed at capital accumulation fostered, more or less
directly and consciously, by the action of the Government. Invest-
ments in housing, agriculture, transport and communications and
public administration, which amounted to about 51 per cent of total
gross fixed investment in real terms in 1951, accounted for 56.3 per
cent of the above total in 19588 The relative growth of investments
in these sectors appears especially significant if one considers that
total gross fixed investment was, along with exports, the most
dynamic component of global expenditure: between xg51 and 1958
they rose from 13.9 per cent to 18.2 per cent of total resources in
real terms.” E

Therefore, during those years Italian economic development
mainly consisted of accumulation of capital goods (+ 9.8 per cent per
annum, on average, in real terms): buildings mainly (4 12.6 per
cent), rather than machinery and equipment (466 per cent) and
means of transport (+ 4.8 per cent).?

In fact, between the beginning and the end of the peried, private
consumption, with a percentage of total resources dropping from
63.1 per cent to 58.3 per cent, did not exert autonomous pressure on
demand.® This was mainly because an excess supply of labour and
the Italian unions’ acceptance of a claims policy taking second place
to the need to industrialize the country, made it possible to contain
employee compensation,

Despite the public administration’s investments, the budget’s

18 Cf. ISTAT, Annuario di comiabilitd naxiongle, Roma, 1972, Table 40, p. 78
With tegard to the exogenous nature of these investments, we refer. the reader to G,
Acxiry, Lo sviluppo cconomico dal rgsr al 1961, in A. Guazuvr (ed.), L'economia ita-
lana, rogs-1970, Bologna, Il Mulino, 1972, pp. 161-163, and also to C.LR., Politica di
sviluppo, Rotna, 1958, espee. p. 356 (from which it is deduced that between xg50 and 1956
29 per cent of new rooms wete built with total or partial Government grants); pp. I1I-112
“ where it appears that %o per cent of investments in agriculture were financed, between
1953 and 1957, from the Government and autoromous tegions’ budgets ), and pp. 282-284.

19 Cf. ISTAT, dnnuario..., op. ¢it., Table 1, p. 3.- Exports as a percentage of total
real resources rose, duting the same period, from abount § to 9.7 per cent wheteas the
percentage of * exogenous ” investnients tose from 7.1 to 10.2.

20 Cf, 1hid., Table 30, p. ¥6.

21 Cf, 1Bhid., Table 1, p. 3.

o—
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expansionary effect was limited. Efforts were made to keep the
public administration’s net debt down: the annual deficit did, in
reality, tend to drop, and registered a maximum of 371 billion in
1952 (251 billion in 1958).2 This cautious budget policy was sup-
ported by an equally cautious monetary policy, even though it was
never a decidely restrictive one. With the exception of 195657, the
ratio of money stock (in the different definitions) to national product
registered no marked negative deviations from its rising trend.
However, until the end of 1957, long-term interest rates held steady
on a plateau which was only clearly exceeded during the phases of
credit squeeze (end of 1963 and first months of 1964, mid-1969 and
first months of 1970)? It is unlikely, however, that these relatively
high interest-rate levels had any marked effect in containing fixed
investments. The stability of rates itself can be seen as indicative
of the endogenous nature of monetary base creation and, thercfore,
of the adequate elasticity of the credit supplied by financing inter-
mediaries and the absence of serious credit rationing phenomena.
Moreover, large profits made it possible for the enterprises to make
wide use of self-financing®

It is more difficult to assess the role of the foreign component.
The growth rate of exports of goods and services (13.3 per cent per
annum on average, in real terms) is higher than that of the other
components of expenditure; moreover, it registered a continual
increase between 1954 and 1g5y. Instead, if we consider only the
goods sector, the growth rate drops to little more than ¢ per cent?
It scems that the main factor underlying this development was the
increased competitivety — not only price-wise — of Italian exports,
within the framewotk of a growth in world demand which was

22 Cf, Ibid., Tabie 43, p. 94. For an analysis of the role of public expenditure
and taxation in relation to the other demand components we refer the reader to the recent,
G. Fuk, Formazione, distribuzione ¢ impiego del reddito dal 1861: sintesi statéstica, Roma,
ISCO, 197z, App. F., pp. XXKIV-XXVIIL. The fact that taxation has contained disposable
income has greatly helped to slow down private consumption.

23 For an outline of monetary policy duting those years, we refer the reader to P,
Barm, L'evoluzione meonciaria in Italia dall’economia di guerra alla convertibilith (1935-
1958), “ Studi sulla moneta ¥, Milano, Giuffré, 1965, pp. 225-315; Metodi ¢ programmi di
aztone monetaria tn Ralie: uno sguarde @ duc decenni, ® Nuovi studi sulla moneta ”,
Milano, Giuffed, 1973, pp. 79-00.

24 Indirect confirmation of this can be deduced from the fact that, until 1938, the
overall financial liabilities of the “ Economy * increased ot continually falling yearly rates.
Cf. M. Caron - F. Corvra, I contf finanziari dell’Ttalic, “ Bollettino deliz Banca d'ltalla ™,
1y, November-December, App. II, Tables 1 and 2. : .

25 Cf. I8TAT, dnnuavio..., ap. eit., Table 1, p. 3.
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regaining “ normal ” values, that is values identical to those registered
prior to the crisis faced by international trade in the thirties.

Despite the sustained growth of export, until 1958 the current
account balances always registered a deficit, the size of which
remained more or less constant, since on the imports side the real
rate of increase stood at 8.4 per cent per annum, More specifically,
the trade deficit varied only slightly around a yearly average of about
4oo billion lire at current prices,” pointing to the persistence of an
external constraint. _

Moreover, it should be observed that these constant deficits
were not the result of a structure of trade increasingly characterised
by the export of finished manufactured goods and the import of
inputs which our economy was structurally incapable of producing
at competitive prices. In fact, finished manufactured goods as a
percentage of Italian exports at current prices increased only
slightly, from an average value of about 47 per cent in 195153 to
one of 48.6 per cent in 195658 whereas our exports of refined
petroleum products grew considerably, rising from 2.8 to 8.2 per
cent. At the same time it is estimated that exports of manufactured
goods only increased (at constant prices) from 4.1 to about 9.4 per cent
of the total turnover of all manufacturing industry between 1951-52
and - 1957-58. Moreover, capital goods as a percentage of total

26 Cf, R, M, Srerw, Composizione merceologica, distribuzione geografica ¢ compe-
titieitd nel commerelo estero italionc nel periodo rgg5-63, “Moneta e Credito ®, 1965,
PP 53-73; RO E. Bawowawn, Implications of Stactwral Changes in Commodity Trade,
“ Factors Affecting the U.S, Balance of Payments ", U.S. Congress, J.E.C., Washington,
1962, p. 61

27 Cf. ISTAT, Asnuario..., op. cit., Table 23, p. 44

28 By finished manufactured goods we mean total exports net of raw materials,
sources of energy, semi-finished goods and foodstufs. The disaggregate data on foreign
trade were obtained by processing data in ISTAT, Swatistica annuale del commercio con
Hesterp, various years,

Annual data, from 1951 to 1gyz, on the value of industrial production by economic
sectots wete calculated by applying, to the production figures for the years 1959, 1965,
1967 and 196y resulting from the input-output tables for the Ttalian economy, the index
of industrial production and, in the case of some sectors, the index of added value at
constant prices. To deflate the data in value, wholesale domestic prices have been used
when available, implicit prices of added value in other cases. The basic data have been
taken from ISTAT, Tavole ccomomiche intersettoriali dellltalia, years 195y, 1968, 1967
and 196g; danuaric di saristiche industriali, vols., 10, 13 and 16; Annuario di contability
magionale, 1973; Bollettino mensile di statistica, various issues.

For the methods of processing we refer the reader to C. Cmmsa - M. Roccas,
Commercio estero dell'lalia, - totale ¢ di manufatti, 195171, (In wvalori costanti, con
disaggregazione in 14 settori industriali ¢ per aree CEEjextra CEE), Internal document,
Roma, Banca d'Ttalia, 1g73. ' o

+
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exports, amounted to 175 per cent in 1951-53, and were only
slightly higher in 195658 (x8.8 per cent). As far as the imports of
inputs (raw materials, sources of energy and semi-finished goods) are
concerned, only minor variations around an annual average of 64 per
cent of total imports at current prices were registered,

These facts do not appear, prima facie, to confirm the hypothesis
that the Italian economy was increasingly becoming an importer of
intermediate goods and was therefore forced to encourage more and
more exports of “new ” finished products to bring its trade balance
into equilibrium during the growth process.

On the other hand, the structure of our foreign trade was similar
to that of domestic demand, both with regard to import and to
export flows. Consequently, whereas the percentage of imports and
exports of consurer goods appears to have been basically stable, the
percentage of imports and exports of capital goods increased slightly.
This would suggest that while an expanding domestic market
encourages sustained flows of imports, it also creates the right condi-
tions for a development of exports in the same sector,

Morcover, a strengthening of the basic industries made it
possible to provide inputs at the same cost as our competitors and,
simultaneously, to substitute imports with domestic products. Since
Italy’s industry had the possibility of exploiting a sufficiently wide
domestic market and was obliged to compete with technologically
advanced competitors, ftalian firms were forced to introduce their
competitors’ technologies and create similar ones themselves. A
rough indication of the situation can be gained from the fact that,
between 1953 and 1958, out of 32 items classifiable as capital goods
at least 28 registered a drop in the ratio of imports to the total of
foreign trade and, of these, 7 passed from a deficit to a surplus?

We also feel that the impression that the foreign component
did not play a very important role compared with the other com-
ponents of total demand is also confirmed, with some substantial
qualifications, by a sectorial analysis of trading of manufactured
goods. In sectors such as chemicals, coal and oil derivatives, food-
stuffs, metallurgy, non-metallic minerals — which accounted for
abott 42 per cent of Ttalian trade of manufactured goods in 195155 —
the macroscopic fact appears in reality to be the simultaneous growth
of exports and imports, with relatively negligible variations in the

. 29°CE. ISTA'Y, Sratistica! anndnle del commerein. con Ueitero, various yeats.
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balances. Vice versa, in the means of transport, textiles, footwear
and rubber sectors — equal to no more than 19 per cent of trade in
manufactured goods in 1951-55 — exports leapt forward, whereas
imports registered a modest or non-existent increase in ahsolute
terms. Thus, with regard to the latter sectors, the hypothesis that
the foreign component of demand exerted considerable pull compat-
ed with the domestic component seems plausible. However, one
should recall that exports as a percentage of turnover showed
no systematic tendency to increase, neither as far as textiles nor as
far as rubber were concerned (exports moved, respectively, from
25 to 19 and from 9.8 to 12.2 per cent of turnover between 1951 and
1957). On the contrary, foreign demand played a large part in the
means of transport sector: the percentage of turnover cxported rose
from 15,3 in 1951 to 27.1 per cent in 1957, and then remained
around that figure untl 1gy1. Finally, trade in the engineering
industry — roughly 27 per cent of the total for manufacturing
industry — changed its structure considerably between 195155 and
195658, exports dropping and imports rising slightly during the
first period, and exports rising rapidly and imports at a standstill
during the second period. However, only in 195758 did the per-
centage of turnover going into exports increase appreciably, a trend
which is still in motion.

Engineering, as a border case, can be quoted as a useful example
of the general framework of industrialisation, which was mainly
founded on domestic demand and which, at least in some sectors,
then succeeded in, or was forced into, gradually basing its sub-
sequent development on foreign demand as well.

On the whole, then, the hypothesis that an interpretation of the
growth of the entire Italian economy until 1958 cannot hinge on an
export-led mechanism seems to conform to the data, even though
such a mechanism did affect certain sectors of manufacturing industry
to a greater or lesser extent (it was particularly influential in the
means of transport sector).

Further confirmation that it is appropriate to redimension the
role of the foreign component can be deduced from the changes in
the productive structure, which mainly reflect the above-mentioned
behaviour of domestic demand.

The industrial sector registered a satisfactory average growth
rate, particularly if one compares it with that of the other industrial
countries; the sector’s- share of the national product at constant

.
i
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prices rose from 287 to 33.9 per cent. However, within this sector,
there was a marked relative decrease for the entire manufacturing
branch, mainly to the advantage of the building branch: the shares
of industry’s gross product moved, respectively, from 712 to 67.9
per cent and from 19 to 23.1 per cent. In general ® the sectors
directly or indirectly linked to investment expanded greatly (for
example, the cement industry), whereas the light industries, traditional
supplicrs of consumer goods (textiles, clothing and footwear, wood
and furniture) lost some of their importance. The engineering sector
continued to be the most important and its share remained more or
less intact, among the manufacturing industries, at 24-25 per cent,
whereas the shares for means of transport and metallurgy increased.
The chemical sector is a different matter: in line with events abroad,
this sector registered a higher rate of development (12.8 per cent),
mainly as a result of the new petrochemical branches. As one
can see, Italy immediately took the lead in Europe in this sector
by exploiting the vicinity of sources of raw materials, importing
patents and encouraging highly capital-intensive investments.

If one takes into account the sector’s characteristics, the rate of
increase of agricultural output was fairly high, and the loss of its
sharc of gross product (which dropped from 20.0 to 17.4 per cent)
was countered by marked increases in productivity due to the removal
of redundant manpower, to mechanisation (the machine total tripled)
and to the enormous use of fertilizers, mainly nitric (+ 10 per cent
per annum, also because E.N.. joined the sector). This greatly
helped to keep the external deficit for foodstuffs around an average
of 50 billion* And yet, “... when in 1957, the European unification
process began, Italian agriculture was still lagging behind that
of the other European countries, and was very much unprepared to
meet foreign competition. This situation may explain why Ialy
requested a continuation of the support measures in favour of com-
munity agriculture *.*2 :

Development in the services sector was sustained, particularly in
money terms (from 31 to 35 per cent of income)? This can definitely

30 Cf. ISTAT, dnmnuario..., op. cit., Tables g, 13 and 1. .

M On this topic see G. Somoer, La bilancia alimentare dell'Tzalia, Bologna, 1l
Mulino, 1966, pp. 61-66. ‘

32 Cf. G, Copa-Nuwzmants - M. Dz Niews, I futuro del settore agricolo, * L'eco-
lomig italiana.., ”, edited by A, Graziani, op. %, p. 196, We also refer the reader. to
G. Barerro, L’cvoluzione dell’agricoltura, ibid., pp. 170-1%4.

3 ISTAT, Annuario..., op. cit., Table o3, p. 217
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be ascribed to the increase in rents (partly due to the gradual removal
of rent-control) and, more generally, to the inflationary potent‘ia.l .of
the low growth rate of productivity and to the lack of competitivity
of the entire sector, where inefficiencies had been accumulating
since the beginning of this period, The shift in the terms 'of' trade
in favour of the services sector as a whole, which has been continuous
since 1950 up until today, was in fact p-articr.lla‘rly marked until
1958-59. Within the sector, another charactenstl_.c fcat}li'c 9f the
behaviour of Italian relative prices was already cv;dcnt.m this i_"lrst
period and was to remain so subsequently: along w1th.housm.g,
the highest rates of increase in prices are to be observed in crcdft,
insurance and free-lance professions, whereas prices in trade and in
transport and communications continued to rise at a lower rate than
the average for the sector

In terms of overall employment, the results of the 195158
development do not appear particularly brilliant. In fact compared
with an average annual increase in production of 5.0 per cent, the
increase in employment only amounted to 05 per cent” In 1958,
employment had grown by 738,000 persons; of this increase 578,500
can be attributed to the private sector as the result of a 1,§66 'thousar.ld
drop in agricultural employment, a 1,274 th.ousa.nd risc in industrial
employment (536 thousand i the building industry) and a g71
thousand risc in the setvices sector (+585 thousand in trade). “The
manpowes expelled from agriculture was mainly absorbed by the
rise in self-employed workers (442 thousand persons) in the services
sector 6

For the entire economy, the small increase in total employment
entailed, in 1958, an official uncmploymcgt figure of 1,300 1.'.110usand
(6 per cent of the labour force), along with heavy emigration, at a
rate of about 160,000 persons per annum.”’ ‘
Therefore, from the point of view of supply, the p1:0duct1on
expansion during this period is largely a-tt1:ibutable to the mf:rcased
productivity of labour (in fulltime units), particularly in the
manufacturing industries (+5.3 per cent). Along with this there

34 Cf. ibid., also Table 15, p. 31 ' o
3% For figures on employment, we refer the reader to ISTAT, Occupati presenti in

Nalia, r9s1-71, Roma, 1972 {Galley proofs),
Y Fifty per c:;nt of new workers in trade is accounted for by self-employed

workets. .
37 Cf. O.E.C.D., Manpower Statistics, various years; Ministiro prott AFramr Estori,

Problemi del lavoro idtaliano alf estere, Roma, 1971, Part 2, App. 1, Tables 1 and 2.
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was the re-organisation of agriculture — with an outflow of < excess ”
workers at an annual average rate of 3 per cent — which helped to
bring the increase in aggregate productivity (excluding the public
administration) to 47 per cent. In general, the introduction of
advanced production techniques, widely used abroad and already
wellknown to Italian cntreprencurs, was behind the increased
industrial productivity. The rapid introduction of these techniques
was probably linked to the possibility of attaining the minimum size
levels necessary to exploit them advantageously. This recovery,
undoubtedly incomplete, from the technological gap we inherited
made it possible to have both economies of labour and economies of
capital, as indicated by the falling trend of average capital/output
ratios.®® :

The stimulus to invest given by the productivity gains achieved
with the new techniques may help to explain the fairly sustained,
although not very marked, performance of private investments in
industry, which took place in spite of consistent margins of unused
productive capacity (g9 per cent, on average, compared with a norm
of around 6 per cent, measured against a conventional “ hundred ™3
As we have seen, it is above all to the mediocre performance of
private consumption that we can ascribe the high degree of unutilised
capacity which characterised the growth of our economy during this
period: the car was travelling fast, but, as happened again between
1965 and 1971, it was still not being pushed to its maximum.

The increase in employec compensation per man in industry
seetns, in fact, a mild one (+ 6.5 per cent per annum, on average),
because of the sluggish development of labour demand. On the
whole, the cost of labour per unit of output was basically constant,
and at the same time there was a certain sectorial link between
productivity and wages, the intersectorial wage differentials being
rather narrow.

The mild rise in wages allowed domestic industrial prices to
remain basically stable, whereas export prices fell in many sectors
(particularly in chemicals, means of transport, metallurgy and cextiles;
an important exception was engineering where prices held steady),

38 With regard to the trend of capital/output ratios we refer the reader to the
tecent wotk by G. Dr Mro, Un ventennio di wita economica italiana, 1952-197r, Roma,
ISTAT, 1973, Table 35, p. 161

39 Banca d’lalia figures. We also refer the reader to G. M. Rey, Una misura delln
capacita  produttiva utilizaate nel scttore industriale, © L'Industria ®, 1965, pp. 360-373.
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under the stimulus of international competition which was taking
the form of a simultaneous tendency for import prices to drop.

Thus, the increased scale of production and the restrained rise
in the cost of labour caused a considerable increase in the amount
of profits, and perhaps in the profit rate itself.® This favoured a
pursual of the investment process, and laid the foundations: for the
exceptional economic development of the following period.

Low wages made it possible to absorb the pressure on costs
which came, more or less directly, from the persistent techno-
logical backwardness of the manufacturing industry itself, from the
fact that the building industry was still a long way from" being
adequately industrialised, from improved but not yet efficient agri-
culture, and from low productivity in the backward scrvices sector,
especially in certain branches. This pressure was present but remained
latent in the case of the profit and loss accounts of the more efficient
frms. It took the form of a continual and fairly heavy increase in
the cost of living (+2.8 per cent per annum, on average), which
greatly affected the performance of real wages.

Already, those economists most aware of the structural problems
affecting our country fele the need for forceful action, aimed at
increasing the productivity of the backward sectors. However,
development continued and was about to enter its most sustained
phase, It is not surprising, therefore, that there was widespread
difficulty in understanding the importance of the problems, even on
those occasions when it was explicitly pointed out.® Thus, a tendency
to regard public action rather in the light of social welfare and‘thc
progress of a civilised society prevailed over a tendency to consider
it in terms of a policy aimed at guaranteeing the conditions for
cconomic growth. :

3. 1959-63: Faster Integration and Growth

It was during this pericd that the expansionary exogenous effects
of integration — to which one must add those linked to the return
to currency convertibility and to the “guidelines” for liberalising
capital movements issued by the E.E.C. — interacted with an already
growing demand, and helped to start the phase of more marked
growth in real income (+63 per cent per annum), in gross

40 With regard to the functional distribution of income, we refer the reader to

Banca p'Iravis, Relawione annuale per i ropr, Roma, 1gyz, pp. T46-149.
41 Cf. G. Fuh - P. Sveos-Lazmi, Idee per la programmagione, Bari, Laterza, 1963.
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investments in machinery and equipment (+12.3 per cent) and in
means of transport (+20.5 per cent).”

It is widely believed by those who study customs unions that
Italy has benefited more from economic integration than the other
member countries, an opinion which the authors also hold.®

In fact, the Italian economy was in the best position to enjoy
the positive effects of wider markets and, above all, the impulse
towards a fuller and more efficient utilisation of its own resources.
We have scen carlier how our industrial structure had already
undergone a certain modernisation process. Moreover, Italian
customs tariffs on industrial products were highly protective (on
average 18 per cent), compared with those of our competitors, with
the cxception of France® And if one considers the low level of
Italian wages, our industry no longer needed so much protection,
which therefore now acted mainly as a source of inefficiency.
Moreover, it is well known that the more positive effects of a customs
union are, in such cases, felt by the country with the greatest protec-
tion. And again, the exchange rate, which according to some people
was already undervalued when it was fixed (1949), was even more
so in 1958 owing to the performance of Italian prices compared with
those of competitor countries.” Finally, whereas it was reasonable
to expect marked productivity increases, there was no likelihood of
large wage rises in the manufacturing sector: the cost of Iabour was
not only on average a quarter below that of Ttaly’s partners, but
had also increased only slightly, a tendency which it was felt would
prevail in the future

Thus, the situation justified entrepreneurial expectations favour-
ing capitalisation, both to increase potential supply and to continue
to set industrial structures in the direction required by the integration

42 Cf, ISTAT, Anpuaric, op. cit., Table g, p. 18 and Table 39, p. 76.

43 For an analysis of the variations in foreign trade of the Common Market
countries, see R.L. Majon - 8. Havs, dnoiher Look at the Common Market, “ National
Institute Economic Review ¥, 1g70; A. Marcuar, I problemi del Mercato Comune, “ Beo-
nomia Internazionale ®, 1gyt; E. Datposco - F. Preperu, Evoluzione della struitura del
commercio estero dei paesi membri della C.E.E., * Contributi alla ricerca ecconomica ,
Banca d’Italia, 1973,

44 Cf. C. M. Przruccr - A, Urizzi, Brolugione delle tariffe doganali italinne dei
prodotti manufatti nel gquadro delle imtegraziome e¢conomica ewropea, * Contributi alla
ricerca economica ”, Banca d’Ttalia, 1973,

45 Cf. A. Mavomson, Livelli comparoti di produttivits nel paesi sviluppati, * Moneta
¢ Credito®, June 1968, p. 163. .

46 Cf, Bawca D'Irauta, Relazione annuale per il 1972, Roma, 1973, pp. 140 ff.
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of our economy with those with a high degree of development. “In
fact, one must not forget that around 1958 Italian income per capita
only equalled 50-60 per cent of the Community average; moreover,
the output of agriculture still accounted for 17.5 per cent of the total,
services was the most important sector (36 per cent of income), and
industry had, among other things, a large building sector (23 per
cent of industrial output). At the same time, exports of manufactured
goods already represented 10 per cent of the scctor’s demand and,
respectively, 3.9 and 7.9 per cent of world and of Community exports.
In some branches of industry, direct dependence on exports was
already very marked: 24 per cent for means of transport, 19 per cent
for textiles, 17 per cent for engineering, 15 per cent for chemicals.
If one considers total dependence (including indirect dependence),
these figures rise to 25 per cent for the first two sectors and to 22 per
cent for chemicals, whereas the metallurgy sector appears to depend
on exports (28 per cent) more than the other sectors.® s

Between 1958 and 1963, this structural situation was accompanied
by an increased expansionary process in our foreign trade, which was
largely interpreted as the “ E.E.C. effect”,

Exports of goods grew, overall, at an average annual rate of
16 per cent, but their flow was mainly deviated towards member
countries (+26 per cent per annum). During the preceding period
195158, the rate of increase was about 1o per cent, irrespective of
the destination. However, exports to non-EE.C. countries speeded
up to a certain extent (12 pet cent), in proof of the fact that Italy’s
increased competitiveness was not only linked to the reduction. in
trade restrictions, but also to endogenous factors which found
favourable ground in the healthy performance of the Community
economy.

The relative importance of exports of foodstuffs was halved, in
favour of exports of manufactured goods (go per cent, in 1963),
within which category the trend of exports of engineering products
(mainly electric machines, home appliances and non-electric ma-
chines), chemicals, footwear and clothing was especially lively.
Instead, textiles, oil derivatives and vehicles lost ground, in spite of
the fact that the EE.C. weakened this tendency.

47 These figures are obtained from the matrix of sectoral interdependence for 1959
We rofer the reader to V. Cowntr - G, Lancrorrs - C. Tresoupr, Strmtiura ed evoluzions
della domanda ¢ dellofferty nell' industrin manufatturiera attraverso le matrici delle inter-
dipendenze sertoriali, * Comtributi alla ticerca economica”, Banca ’lzlia, 1973
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At the end of this first period (1965) input-output tables indicate
that our industry’s total dependence on forcign trade increased
considerably and stood at 41 per cent for metallurgy, 34 per cent for
chemicals, 31 per cent for rubber and 28 per cent for various
manufactured goods.*®

But perhaps the most marked effect of the common market can
be observed on the imports side. In fact, their rate of increase was
much higher than that of exports, both in relation to impoits from
the E.E.C. ( +31.4 per cent per annum) and from other areas (+16.6
per cent), proof of the sustained development of the Italian economy
and the definite competitive impulse given by other E.E.C. members
following the removal of customs tariffs, The average annual growth
rate of imports of goods (at constant prices) was 23 per cent,
compared with 8.4 per cent in the preceding period.®

However, for imports the shift in favour of the common matrket
was less marked during the first period, when many: imports from
outside the EF.C. retained their share. During these years, the
composition of Italian imports showed a marked tendency for the
share of manufactured goods to increase, to the detriment of produc-
tion inputs (raw materials, semi-finished goods, sources of energy),
in accordance with the general impression that the economy was
tending towards intra-industry trade following the trends of world
trade.

If we move on to a specific study of the possible specialization
effects caused by the customs union, we are not left with the im-
pression that they were of any great importance to the Italian
economy. A sectorial analysis of Italy-E.E.C. trade, in fact, reveals
that there was a distinct tendency towards constant sectorial ratios
between imports and exports and that only in a few traditional light
industry sectors, destined to loose gradually relative importance
(clothing, wood and cork, textiles), were rapidly increasing surpluses,
based on initially large ones, registered.® As far as the other sectors
are concerned, mention can be made of specialisation in coal and oil

48 These figures can, however, accentuate the phenomenon, since they are taken
from the matrix for 1g6s, a year when domestic demand was low. See ISTAT, Le
matrici divette e inverse dell’ economia italiana 1965, Roma, 1969

49 Cf. ISTAT, Anmuario del commercio con [estero, various issues.

50 This also happened in the case of the textiles sector. However, contrary to the
others, this scctor’s percentage of intercommunity cxports remained moke or less comstant.
Cf. E. Daunosco - F, PErerii, op. eif,, Table 4.
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derivatives, where large deficits gave way to growing surpluses
following an international policy to regionalize investments. Finally,
there is the foodstuf, beverages and tobacco sector which seems to
offer an example of “ despecialisation ”, since it stopped registering a
surplus and began to show growing deficits.

The trends observed during these years did not change much in
the following years. Thus one can consider that the impact effects
of the common market on the structure of Italian trade with the
EE.C. were exhausted in 195963, :

More specifically, it appears that the engineering, means of
transport, rubber and paper sectors (which in rgy1 accounted for over
30 per cent of our trade with the EE.C) and, as far as trend is
concerned, the metallurgy and artificial fibres scctor, managed, or
at least almost managed, to achieve equilibrium between eXports
and imports. This could be the beginning of a future specialization
in these sectors. If, however, one considers that our country, having
watched its economy undergo fundamental changes during the past
twenty years, has now settled down to an industrial structure
comparable to that of the mote advanced countries (the discussion
might be different as far as the relation between the industrial sector
as a whole and the agricultural and services sectors is concerned),
it appears more likely that the characteristic trade of manufactured
goods which we are discussing is destined to remain a feature of
our foreign trade even in the future. Moreover, the structure of
trade between the other industrial countries, and in particular
between the various B.E.C. countries, would seem to indicate that
this is the prevailing tendency.

The discussion of Italian specialization during the entire period
1951771 can therefore be concluded by observing that, if one takes
into account trade with countries outside the EE.C, the overall
framework did not change radically, with the exception of the
tendency of the engineering industry to register increasing surpluses.

As was mentioned at the beginning of this paragraph, the
removal of tariffs occurred when Italian economic activity was speed-
ing up (1959). This improvement was partly the result of the surge
in exports of goods, which increased by 13.3 per cent in money
terms, following the very modest rise during 1958. The stimulus to
invest linked with the Treaty of Rome thus added its impact to
that of a tendency to re-absorb unused productive capacity. Until

—¢
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1661, the increase in profits caused by the faster growth of product-
ivity and the slight rise in wages had the same effect.

Although it is difficult to quantify the effects of CE.lCh of _these
forces there is no doubt that they did, as a whole, set in motion a
faster development process, which, for the first timcﬁ since the war,
was also supported by an increased average propensity to consume.
In particular, one should also underline the lively perforn'lance of
private demand for durable consumer goods, and especially for
means of transport (+32 per cent per annui, on ax@rage).ﬂ In this
last sector there was a halt and partial turnaround in the exporbh?d
tendency of preceding years; the sector’s foreign surplus dropped in
relation to turnover from about 20 per cent in 1958 to 7 per cent in
1963.72 .

~ However, on the whole, the 1958-63 boom seems to have mainly
affected investments.

The average accumulation rate during this period (226 per cent)
was the highest during the postwar period .(20,5 per cent in 1953-58;
195 per cent in 1964-71). Contrary to previous events, it was mostly
private industrial investment which grew, Whereasl the expansionary
impulse of investments by the agricultural, publi'c administration,
housing, transport and communications sectors, which had' slackened
between 58 and ’63 from 56.3 to 515 per cent of gross investment
at constant prices, began to weaken, As far as industrial investments
are concerned, the annual rate of increase in the metallurgy and
engineering branches was exceptionally high ‘(32 and 21 per cent).
The means of transport sector’s share of industrial investments
remained steady (around 10 per cent), whereas that of the chemlca.d,
oil derivatives and textile sectors dropped, although it did remain
fairly high (22 per cent).” o

This considerable expansion in demand and productive invest-
ment caused the largest average productivity increase since the war,
particularly in the manufactured goods sector. Onl.y_in' 1963 was
there a slowdown, owing to the almost complete utilisation of the

3t Cf. ISTAT, Anmuario..., op. cit., Table 31, pp. 61-62. i

52 One must remember that in 1958 the means of transport sector enjoyed the
greatest customs protection (30 per cent), compared with an average for manufactured
goods of 18 per cent) and that the relative reduction of the tariff, between 1958 and 1963,
was 17 percerntage points, compared with an average of z0. Cf. C.M. Pmrucer -
A, ULrzzr, op. cit.

33 Taken from ISTAT data.
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1

stock of available capital, which included the least productive ma-

chines It was a productivity increase affecting all sectors™ but
with different effects in terms of employment. In fact, there was no
increase in employment in the services sector, whereas industry was
only able to absorb about 6o per cent (go8 thousand units) of the
exodus from agriculture which had meanwhile been gathering speed
(1,679 thousand left the sector in these 5 years, against 1,666 thousand
in the preceding 7 years). The simultaneous reduction in the labour
force, which was partly emphasized by considerable net emigration
to European countries (the average of 160 thousand for the period
1951-58 rose to one of 280 thousand in 1959-63), led to nearly full
employment for the first time and in 1963 the unemployment rate
stood at 2.5 per cent, the lowest since the war,

The resulting tension led to a sudden and marked increase in
wages In 1962 and, in particular, in 1963. The tendency towards
excess demand — imports of goods rose by about 500 billion in 1962
and by about 850 billion in 1963 — interacted with a cost push,
through the increase in prices and the cost of living. In 1962 there
was a sharp rise in implicit prices in the agricultural sector (10.8 per
cent) and in the services sector (especially buildings: 9.2 per cent),
which was followed in 1963 by an 8.5 per cent increase in prices in
the industrial sector.’ _

The balance-of-payments crisis worsened during this period. In
1962, although there was still a current account surplus (235 million
dollars), for the first time after many years large net outflows of
capital were registered (— 309 million dollars), the result of the
removal of restrictions after 1958 and of fiscal and political factors.
The situation snowballed in 1963 when deficits amounting to 746
and 485 million dollars were registered respectively for the current
account balance and capital movements, an occurrence which sug-
gested that a rapid change in monetary policy would be wise®

54 Cf. B. Tawranreiir, Produttivies del lavoro, salari ¢ inflavione, Roma, 196g.
Average capital/output ratios reveal a slowdown in their decrease during this period.

53 Agricullure: +%.3 per cent per annum; manufacturing industry: +48.2 per cent;
building: +5.1 per cent; services: -4 per cent,

36 Cf, ISCO. Quadri della contability nazionale italiana per il periodo 1g5:-72, Roma,
July 1973, Table XIII-3, pp. r28-129.

37 Cf. F. Viearmivir, Le esportazioni di bancomote nella esperiensa italiana dell’uliimo
decennio, Un'analisi guantitativa, * Studi Econotnici ®, 1970, mos. 3-4.

38 For balance-of-payments figures (on a transactions basis) see F., Masena, Bilancia
dei pagamenti dell'Italia (1947-1969), Banca d’Italia, Roma, n.d.
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Until the first six months of 1963, the expansionary process affecting
economic activity and investments was, in fact,- fostered to some
extent by a decidedly expansionary monctary policy. Between 1958
and the whole of 1962, the monetary base (nct of Post Office deposits)
grew at an average annual rate of around 13 per cent, a figure
considerably higher than that registered (g2 per cent) during the
years of “ permissive” policy: 196468 (until the new tightening up
in 1969)® The sustained expansion of the monetary basc between
1958 and 1962 helped to allow enterprises’ gradually increasing
recourse to the moncy and financial markets® to take place at
long-term interest ratcs which decreased below the plateau registered
between 1951-57. Then, in 1963 and 1964, there was a tt.lrnaround
in the tendency for rates to drop, even though it is likely that
monetary restriction (in 1963 the increase in the monetary base
equalled 4.4 per cent) was mainly operating through rationing
phenomena ¢! _ o

In 1964, the credit squeeze was accom})amed bY a restrictive
fiscal policy, the public administration making practically no con-
tribution to the expansion of real income.? .

The impact on overall demand and, above all, on investment
was particularly marked because these policies affccted a cycle which
had already reached its peak some months Farher. The growth qf
gross investment was already slowing down in 1962 and 1963. This
was followed by an 8.6 per cent drop in. absolute value (at copstant
prices) in 1964 and a 7.5 per cent drop in 196s. These last two
years were also the weakest since the war (until 1971) fror.n the point
of view of income growth: 2.9 and 3.6 per cent, respectively.

As far as the aims pursued are concerned, the results in terms
of the balance of payments were immediate and already in _1964
surpluses were registered both on current account (620 million
dollars) and on capital movements (10 million). .Thﬁ results were
less promptly, if progressively, felt in terms of prices. The.unphmt
GN.P. deflator, which rose by #.6 per cent in 5963, revealed increases
of 5.7 per cent in 1964 and of 3.6 per cent in 1965,

50 Of. Banca p'Iratia, Creazione ¢ utilizzo delle base monetaria, “ Ballettino ”,
1972, Pp. I121-127. )

& Cf, M. Caron - F. Corura, ep. et . »

61 With regard to the discussion on the mechanisms for trasmitting the effects
of monetary policy in Iraly we refer the readet to a recent study by the QE.CD.,
Monetary Policy in Kaly, Paris, 1973 ) _

62 Cf. Banca w’Trauia, Relagione annuale per il 1972, Roma, 1973, P. 216,
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These, briefly, are the events which took place during the most

intense phase of integration of the Italian economy in the interna-
tional economy and during the boom of activity which coincided
with this. The resulting structural changes were certainly  far-
reaching; however, they were not such as to alter certain negative
constants, not even in manufacturing industry itself. In 1g6s,- the
gap between the average productivity of Italian labour and that of
the other major industrial countries (the main exception being the
United Kingdom) was only slightly less than in 1938% Although
manufacturing industry still relied on a few giants, it remained
founded on a network of small to medium-sized enterprises.®
Moreover, there was relatively little activity in the advanced tech-
nology sectors, both in relation to Community production and in
relation to domestic production.®

In reality, the few years of heavy investment in plant and
machinery were not enough to achieve any definite quality improve-
ment in our productive system, which during that period made
greater use, in relative terms, of wider margins of excess supply of
manpower than other countries and thus witnessed this traditional
advantage rapidly diminishing. Moreover, once the impact of
“creation” of trade and stimulus to accumulate had worn off,
economic integration placed our economy in an international frame-
work characterised by the toughest and newest forms of competition
which we have mentioned earlier. Thus, one of the premises for
later difficulties was created.

4. 1964-71: The Years of <Re-Organization» and their Contradictions

Taken as a whole, the more recent years appear, as does the
period 195158, to have been characterised by relatively modest
productive investments and by a chronic underutilisation of the
country’s productive resources.® :

63 Cf. A. Mabpison, op. cit., p. 172.

64 With regard to the degree of concentration of Italian industry during this period,
see L. Brumi, Aspesti della dinamica strusturale delle industrie manifatturiere nelle regiont
italiane, Milano, Giuffrd, 1970, pp. 16-17.

63 Cf. Bawor p'Itavia, Relgzione annuale per # 1969, Roma, 1970, Table 45, p. 30.

66 The latter is illustrated in the index of industry’s utilised capacity, which
registered, between 1663 and rggr, an average value of 8g.2 compared with g3.3 for the
period  1958-63,

_,@.
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Once the expansionary effect of entry to the EE.C. had worn
off, both a rapid recovery from the crisis and a satisfactory .subscqfl?nt
development of global demand could only be achieved with decisive
expansionary policies, since the Italian productive system had never
given proof of possessing sufficient endogenous capacity for self-
propulsion.

In practice these expansionary policies were lacking: although
monetary and fiscal (in the wide sense) policies did not exert strong
restrictive effects, they applied additional pressure to resources which,
on the whole, turned out to be inadequate. This could, perhaps,
have been foreseen in the case of monetary policy, since it has a very
limited capacity for stimulating expenditure, Therefore, takil?g into
account the dangers of even greater capital outflows than in fact
occurred, one can understand the “ permissive ™ line followed by the
Ttalian monetary authorities until 1969. This took the form of direct
action to hold interest rates steady on levels apparently little removed
from those consistent with the internal equilibrium of the system.

At the beginning of the 1g6os, the public administration’s
inability to take flexible action on demand seemed less foreseeable.
Further, subsequent events teveal that the fair amount of trust
placed in fiscal policy was totally unfounded, partly for tcc-hmcal
and institutional reasons. During the years 1965-70, in particular,
the expansionary effect of the publi¢ administration was, on the
whole, slight — with the sole exception of 1965 (th.e Treasury’s
taking up part of employers’ social security contributions) -— al}d
probably not very different from that cxerted in 195158. Despite
the large increase in the deficit in absolute value co-mparcd. with
1060-64 (the annual average rose from 53 billion to 1,187 billion),
the public administration only contributed 1.5 per cent of the annual
5. per cent increase in real income

The system, for its part, was not sufficiently able to recover from
the 1964-65 recession, a fact which justifies the impression that the
brilliant growth during the “ miracle ” years cannot easily be repeated
without the presence of powerful, exogenous stimulating factors.

Private consumption increased in line with income, and const-antly
accounted for about 7o per cent of net income at current prices.®
The propensity to consume showed no tendency to increase, not even

67 Cf. Bawca v'Irarta, Relagione annuale per il 1972, Roma, 1973, Table as4.
&8 Cf. ISTAT, Annuario..., op. cit.,, Table 88, p. 211




310 Banca Nazionale del Lavoro i

following the redistribution of income in favour of cmploycd workers

that occurred at the end of the period. The relatively constant -

structure of Italian consumption during the 1960-70 decade is confirm-
ation of their mediocre performance, Compared with the other
E.E.C. founder members, in Italy the composition of expenditure
for consumption followed the same line — a drop in the percentage
for “foodstuffs, tobacco, footwear, beverages, clothing®, an increase

in the petcentage for “ health and hygiene, transport and communica- *

tion and other goods and services” — but much more slowly.
Moreover, a comparison between the structure of Italian consumption
in 1969-70 and that of the other E.E.C. countries during the two
years when their per capita income was closest to that of Italy in
196g-70, reveals that expenditure for private vehicles was “ abnorm-
ally ” high, as was that for foodstuffs and beverages, whereas
expenditure for furniture and dutable goods for home use was
“abnormally ” low. The overall impression is thercfore one of a
considerably “ carminded * Italy, but also of a country little inclined
towards an affluent demand for other durable consumer goods®

From the point of view of the development of the Italian -

economy, the drop in the aggregate rate of accumulation was par-
ticularly serious, especially if viewed within the context of the E.E.C.
area. Morcover, compared with the 195963 period — admittedly
one of expansion — investments in, machinery in industry sub-
scql}cntly fell in absolute value, whereas those in machinery and
equipment in all sectors increased only slightly (see Table 4).

GROSS FIXED INVESTMENT (YEARLY AVERAGES) TABLE 4
(in billions of 1983 lire)
1957-58 1959-63 1964-71
Private
inindustey . . . . . . L L 1,193 2,062 2,235
In machinery
inindustry . . . . . . ., ., 629 1,043 955
In machinery and equipment
all sectors . . . . . . . . ., 1,147 1,967 2,198

Sourck: ISTAT, dnwnuario di Contabilizy Nawionale,

6 Cf. G. Lawcrorti, La composizione della s [ privasi §
. C . besq per consumi privaii in lalia e
negli ali paesi della CEE (xg60-1970), Internal document, Roma, Banca d'Italia, 1973,
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The reasons for this mediocre performance of investment could
be found in the entreprencurs’ propensity to accumulate and
therefore the explanation - would be entrepreneurial “ animal
spirits ”. However, the reasons can also be found in the events of the
preceding period and in some of the structural characteristics of the
Ttalian economy.

The opening up of the Italian market to foreign competition had
stimulated the capitalisation process and caused a large increase in
investment, but at the same time it had created the premises for
the subsequent reduction in the share of profits at the very moment
when the economy was nearing full employment, Moreover, enter-
priscs were stimulated to begin a re-organisation process in order
to better exploit the new plant which had been put into operation.
Thus, especially in the manufacturing industry, supply could grow
at a considerable pace, solely as a result of these increases in product-
ivity. Naturally, the re-organisation process tended to reduce the
accumulation rate, and would have done so had it not been accom-

anied, on the part of the exogenous components of demand,
by a healthy performance which was also capable of increasing
the ecmployment level. However, this only took place in part, and
the lower utilization of productive capacity did not allow us to step
up the growth rate of investment, when profits were slowly rising,
These profits were also brought down by international competition,
partly because it increased their exposure to pressures caused by the
changed situation in the labour market and by rises in relative prices
in the less efficient and less competitive sectors.

Therefore, understandably, most of the task of supporting the
mediocre growth during this period fell to the foreign component.
From 1965 to 1971, the balance of payments on goods and services
was constantly in surplus, on average by about 700 billion a year.
The balance on goods (f.o.b.) registered a very slight deficit in 1967
(13 billion) and a larger one, linked however to factors which in a
certain sense were contingent, in 1g70 (278 billion)., In industry,
the foreign component accounted for 30 per cent of overall demand.
According to the input-output tables, in 1969 total dependence on
foreign trade amounted to around 47 per cent in engineeting, 40 in
means of transport, textiles and rubber, 35 in chemicals. Consequently,
the role of industrial exports is essentially compensatory in relation
to domestic demand. Contrary to what occurred before 1963, the
correlation between annual rates of increase of exports and those of
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domestic demand is markedly negative in 1964+0: along with the

two peaks registered by exports in 1965 and 1968 (+20 per cent

roughly) there were, correspondingly, two minimum points registered
for domestic demand (—3 per cent and + 4 per cent). Confirmation
of the compensatory nature of exports can be found in the fact that
cxports of capital goods grew faster, at a time when the domestic
accumulation rate was particularly low. This, perhaps, was the
only period for which one can, without doubt, talk of Italian economic
activity being assisted, rather than led, by exports.

As far as imports are concerned, under the impact of the weaker
performance of domestic demand, their rate of growth was modest
(+9.9 per cent) despite the large rise during 1970 and 19%71.

As a result of growing trade, imports satisfied more than a
third of the demand of the metallurgy, engineering and chemical
sectors and, between 1959 and r¢6s, climbed considerably, con-
tinuing to do so at a slower pace even after that date. As testimony
of the integration of the markets for the same sectors, one should
recall that the increased importance of foreign goods among the
finished goods sectors, was felt hoth by capital goods and consumer
goods (particularly by means of transport and “various” manu-
factured  goods).

As we have mentioned previously, the entire industrial sector
saw a rise in its productivity during the 1964-69 period, the fastest pace
being registered in enginecring, metallurgy, non-metallic minerals
(where the re-organization process was most marked) and in chemicals.
ponscqucntly, employment in the sector rose by only 50 thousand;
in building it in fact dropped by 119 thousand, something which
had never happened in previous years. The only sector where
employment increased substantially was the services sector {+ 300
thousand) and, especially, trade, indicating that it still played a
residual role in employment and thus made it possible to absorh
some of the workers who left agriculture (—g44 thousand). The
low average unemployment rate (36 per cent) was thus mainly due
to the drop in the labour force, since private employment fell by
500 thousand.

One can observe that in the manufacturing sector the average
percentage increase in actual carnings in Italy was similar to that
in the other Community countries until 1970, with the result that
the absolute advantage in terms of cost of labour which Italy initially
possessed remained. This helped to maintain the competitivity of

|
!
/
i
/
/

Integration and Development of the Italian Fconomy, rgsi-1g71: A Re-Examination 313

cur exports, at a time when the prices of our competitors continued
to rise. This situation is less clearcut if one takes into account social
security contributions, one of the more obvious sources of inef-
ficiency in our system. In 1969, these contributions accounted for
29 per cent of the total cost of labour in the Italian manufacturing
industry, compared with 20 per cent for the remaining E.E.C.
countries.”®

Finally, to conclude the suggested outline of interpretation, one
must recall that the system has been able to continue working until
today in the way described thanks to the massive nct cxports of
capital which took place each year, beginning with 1965 (yearly
average for 1965-71: 1,350 million dollars). They were in a certain
sense “ residual” exports, that is to say, exports resulting, in the
final analysis, from a decision not to invest within Ttaly which was
taken, mainly irrespective of differentials with foreign yields, on
the basis of a varicty of reasons which have already been mentioned.
Also with regard to exposts of capital by households, one must
add the limited range of financial assets offered by the Italian market
and the structural need for a greater differentiation in portfolios, by
including foreign sccurities.”

Therefore, most fikely these exports of capital were difficult to
offset through simple liquidity and domestic interest rate ma-
nocuvres. In any case, they meant that the likelihood of a lira
revaluation never became pressing, and kept the system’s modus
operandi centred on exports. Moreover, if one considers the com-
position of foreign financial assets and liabilitics of the Italian
economy one can see that, at the end of 1971, the portfolio investment
section was basically in equilibrium (2.6 billion dollars), whereas in
the direct investment section assets did not reach so0 per cent of
liabilities (2.4 and 5.6 billion dollars, respectively). Taking these
figures at their face value, it can be said that the Tralian economy
made relatively little use of the current account surpluses which
were characteristic between 1965 and 1971 (cumulatively equal to at
least 135 billion dollars) to adapt to the “multinational® tendency
of modern capitalism.”

70 Banca v'lrauia, Relazione gnnuale per il rgpz, Roma, 1973, p. T4o.

1 With regard to exports of capital duting these years, we refer the reader to
F. Vecaroiwr, H processo di integrazione reale-finanziaria dell’economia italiona nelle CEE,
* Contributi alla ricerca economica ”, Banca d’Italia, Roma, 1973.

72 We refer the reader to B, RowTHORN, op. eit., p. 103.
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On average during the 1964-71 period, the results of the function-.

ing of the system, as described by us, appear to be only mediocre.
The fact that gross national product and industrial production

increased to a certain extent, that overall investment also rose and

that we exported a lot must not, we feel, lead one to underestimate
the following negative points:

(a) Although it is probably obvious, it should be stressed that
the 196471 tesults, from whatever point of view, were the least
satisfactory of the twenty years examined (Table 5). This is part-
icularly serious in a country such as ours, where growth must
continue to be the main objective. Italy’s persistent relative back-
wardness, and her enormous social problems do not leave room for
irony on the subject of “ growthmania ”.

TABLE §
Annual percentage changes

1g51-58 rg58-63 1563-71

Gross National Produet . . . . . . 5.3 6.6 4.7
Manufacturing Production . . . . . 6.8 IL7 5.4
Productivity . . . . . . . . . . 4.8 7.2 5.0
Gross Fixed Investments . . . . . 0.8 10.2 1.6

- Employment , e 0.5 - ab —0.3
Prices . (implicit GNP defl) . . . . 2.9 3.8 42

) The private sector is in a serious crisis situation, with
profit rates,falling as a result of the rise in costs (not only wagcs)
and of the pressurc applied by a low domestic demand and the
tendency for international competition to increase. The problems of
small enterprises and the increase in borrowing, are, along with
others, aspects of a single phenomenon™ which has, as we said,
international scope. Flowever, private Italian entrepreneurs — with
the exception of some large enterprises — appear in fact to react less

73 Cf. M. Kauecxr, Teorie della dinamica economica, Torino, Einaudi, 1957,
espec. chap. 8. For an empirical relative check of the main hypothesis of Kalecki regarding
the links between profits, indebtedness and investments, see G. Caspuccr, Le imprese
indusiriali italiane megli ammi 1961-y72: wun'analis attraverso i bilanci delle societd por
agiont, “ Moneta e Credito ®, 1973, DD. 233-247.
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quickly and decisively, in terms of productive investments, to a
drop in the profit rate than in other countries.

(¢) The manufacturing sector’s increased dependence on
foreign demand is also worrying from certain points of view. It
could become a factor of rigidity, capable of limiting the manoeuvra-
bility of the composition of aggregate demand. It could, moreover,
reveal itself to be a cause of instability of demand, to the extent to
which Ttalian exports of goods, capital goods included, are not based
on a stable technological lead, but on a strict price competitivity,
artificially emphasized by low domestic demand.

(d) 'The negative effects of the territorial disequilibrium of
our economy are increasingly obvious. The advanced northern
industry increasingly pays the price, although sometimes indirectly,
for excessively high congestion, on the one hand, and for the growing
difficulty in entering the labour market experienced by hordes of
“frozen” manpower in the South. More generally, a brief glance
reveals the social, economic and even management problems of the
system on a political level, caused by the “other?” Italy, the South,
which is increasingly tied, in relative terms, to pre- or para-capitalist
methods of production, to forms of rent, of parasitism and of local
corruption, '

(¢) Even the advanced sectors of our productive system still
use resources inefliciently, One can take as a rough, but probably
not inaccurate, indicator — given the abstract nature of our
analysis — the variations in the degree of concentration of the
manufacturing sector, which appear from a comparison between
figures taken from the last census (1971) and those taken from the
preceding one. These figures show a tendency, in terms of percent-
ages of employees, for “artisan” (up to 10 employees) factories
to decrease; a tendency for “ small” (between 11 and 100 employees)
factories to increase; a tendency for “large”™ (over 1,000 employees)
factories to decrease (the main exception being the motorvehicle
sector). The Ttalian manufacturing industry still consists mainly of
small or medium-sized production units. This structure, although
adapted to the characteristics of the traditional sectors, seems less
suitable for industries, such as chemicals, paper and some branches
of engineering, where the high capital intensity and the possibility
of standardizing production systems make larger plant desirable.
The expansion of small industries over the past decade has probably
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originated from factors — lower cost of labour, greater possibility ./

for tax cvasion, smaller size and reduced segmentation of markets —
which are capable of neutralizing the incentive to increase size, which
is typical of the weaker phases of development and of periods of
stagnation.

(f) As far as the other productive sectors are concerned, without
raising the complex problem of the public administration’s efficiency,
one should note that, along with persistent rent phenomena in the
agricultural and building sectors,™ the services sector is slowing down
the whole economy and will probably do so to an increasing extent
in the future.

Until the beginning of the *Gos the services sector did not, in
our opinion, hinder the development of the leading industrial sectors
and it is possible that it contributed to this development by absorbing
excess manpower and that rents in agriculture and building helped
to increase the demand for industrial products, particularly private
consumer goods.

The increase in employment in services during the first and last
sub-periods and the fact that it remained unaltered during the boom
years (1959-63) can be interpreted as rough confirmation of its
residual nature.” : _

However, the mechanisms which determined the services sector’s
role as manpower “sponge ” have not yet been sufficiently clarified.
The proposed interpretations vary from those which insist that the
increase in employment in services was among self-employed and
part-time workers — similar to that of hired hands in traditional
agriculture on a family basis — to those which observe the wage
differentials with industry which, given the structure of certain
branches of services characterised by flexible coefficients, could have
fostered the demand for employees.™

74 With regard to this point, Lombardini observes, for example, that land and
infrastructures account for 57 per cent of the cost of a dwelling in Italy and 30 per cenmt
in France. Moreover, he also ohserves that 8o pet cent of Jtalian comstructors work in “a
non-industeial way *. 8. Lomsarorsi, I problemi dell’cconomia italiana. Superamenio della
crisi ¢ nuove prospetrive di sviluppo sociule, “ Relazione Generale®, Roma, Cinque Lure,
1973, P 27+

75 For an accurate statlstical analysis of employment in services we refer the reader
to G. Lanciorr,Occupazione ¢ produttivith nel settore dei servizi, © Contributi alla ricerca
economica ?, Banca d’Italia, Roma, 1g71, pp. 157-184.

76 The trend of wage differentials between the scrvices sector and industry only
partly confirms the second hypothesis.
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However, one can reasonably believe that the functional role
of the services sector in favour of industry has gradually changed
within the new context of a tendential scarcity in the labour force.
In this situation, the services sector could successfully compete with
industry for the available manpower, since it is able to pay high
salaries, to some extent irrespective of the productivity of the new
cmployees. This would seem to be particularly true with regard to
the services branches — trade, credit and insurance — where com-
petition is greatly hindered by space monopoly factors which are
linked to the number and siting of points of sale. Moreover, in
such cases, even when the number of companies is considerable,
competition tends to assume different forms than price competition,
the preferred method being a more rapid increase in the points of
sale, and therefore in the number of employees, than the growth of
demand warrants. The heaviest costs for the sector as a whole are
then transferred onto prices, which are varied according to criteria
of full cost. '

Some indication of this changeover from a subordinate services
sector which perhaps contributed to industry, to a scrvices sector
characterised by an autonomous employment and prices trend, and
therefore able gradually to change the terms of trade and employ-
ment situation in its favour, can already be scen in events of the
last years of the period such as:

— the smaller increasc in “ part-time” employees: this cate-
gory grew by about 200 thousand between 1951 and 1958 but, after
the re-organisation during the boom period (the transformation of
these. workers into “fulltime” employees), they only increased
by 40 thousand between 1963 and 1971;

—- the falling share of “sclf-employed ” among new workers;

— the uniterrupted tendency for “full-time” employment
to increase and the fact that this type of employment mainly
consisted of workers “in their prime”, as in industry; 7/

77 The figures of De Cecco indicate that the labour force between 30 and 49 years
old imcreased by goo thousand in services and by 48z thousand in industry between 1963
and 1969. Cf. M. De Crcco, Un'interpretagione..., op. eit,, Tables ya and 13, pp. 104
and r1o6.
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— the fact that employment in certain branches of the
services sector, such as credit and insurance, did not register the’
inverse correlation with industrial activity as the sector as a whole.
had between 1951 and 197:.

Conclusions

The  considerations, sometimes brief and incomplete which
appear in the preceding pages perhaps do not necessitate concluding
remarks, precisely because they aim to point out briefly some of the
problems raised by the growth of an open economy such as the
Italian one.

However, if one looks ‘at the entire period under discussion
(1951-71) in order to discover a unifying factor, this can be found
in the absence of a policy constantly aimed at managing the
development process. On the basis of certain fundamental choices
made principally during the initial phases, the growth of the Italian
economy was cither spontaneous or an uncontrolled reaction, a
reaction which was not checked, in the face of exogenous factors or
factors pre-determined by the Government only in very general
terms.

Among the latter the most significant, along with the original -
decision to concentrate on industrialisation in certain basic sectors,
was the opening up of our economy to trade and then its participa-
tion in the Furopean economic integration process. In the first phase
(1959-63), this participation increased certain tendencies to invest
and to pursue efficiency in the sectors most exposed to international
competition. In the-second phase, which includes the present, this
participation helped to throw light -— both because of the tendency
for competition to become more marked and, in our opinion,
through a simple comparison with our partners’ economies — on
some serious contradictions in the development mechanism. Ex post,
it appears increasingly obvious that we lost an opportunity during
the years (1565-69) when the margins of productive capacity utilisation
and the large current account surpluses permitted a degree of freedom
which was not fully used to intervene to re-organize the productive
structures. o :

. More specifically, rents and inefficiencies in various production
branches helped, along with sharper foreign competition, to bring

/

/ '
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about a highly unfavourable, from the point of view of manufac-
turing industry, performance of relative prices, and exerted increas
ing pressure on the profit rate in that sector,

It follows from this that it is necessary to increase and qualify
investments aimed at: '

— avercoming the technological gap which still exists in some
branches of manufacturing industry;

— increasing, similarly, by investment, the productivity of
some branches of agriculture and of most of the building sector;

— allowing, through a speeding up of industrialisation
~— mainly aimed at the scctors producing capital -goods with a high
technological content — a re-organization of the services sector which
definitely implies relative shifts of manpower away from the tendency
towards a precocious and inefficient services orientation which has
characterised our economy.

As far as the instruments to be used are concerned, undoubtedly
those necessary to control the volumie of demand will have to be made
more cfficient and used more decisively, if it turns out to be true
that in recent years Italy has been afflicted by a problem of aggregate
demand. However, such action will certainly be inadequate
without further action aimed at influencing the composition of
expenditure itself in the abovenentioned way, In this context, the
composition of public expenditure and, more generally, public- in-
tervention appear crucial. The latter must support the re-organisation
process in the inefficient sectors both directly and through stimuli
and obstacles, and at the same time tend to increase price competition.

With regard to the chances of success of such action, we believe
that one can only say that they appear more and more clearly
linked to the speed with whick such action is carried out. One must
add to the fact that the system seems in recent years to have shown
a lack of autonomous ability to recover from and overcome its struc-
tural problems, the danger of a further worsening of these problems.
This danger could take the form of a relative stagnation of the
industrial sector and of a further, anomalous growth of the services
sector, which would be even more difficult to reabsorb.

The need for speed is emphasized by the further time limits
proposed for European integration, among which those concerning
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the monetary and financial aspects of the process. The disequilibria

in the international monetary system which have appeared during
recent years have certainly postponed these dates. However, the
situation will most probably, although by degrees and in ways different
from those stated in the Werner plan, head towards fixed exchange
rates for E.E.C. countries, This will involve costly losses of freedom,
particularly for Italy which, of all the member countries, is the most
“different ”, in that it is relatively backward; a state of affairs which
threatens to grow worse.

,» However, the proper solution is not to shrug off Community '

commitments, nor to begin a Community policy aimed at solving
the present difficulties faced by our economy. The solution should
be sought mainly within the economic and political forces of our
country, and participation in the subsequent phases of the integration
process should act as a reminder and stimulus to these forces, in
full awareness of the fact that the costs of these phases will have
to be borne by the Italian economy mainly while Italy is adapting her
structures to those of her partners. !

Therefore, the opening up of our economy should generally be
scen in the light of a competitive impulse to pursue efficiency in the
cxposed sectors and, through the consequent balance-of-payments

constraint and the resulting re-organization intervention in the rest

of the productive apparatus. In fact, as we have sought to point out,
its role of supporting aggregate demand can be redimensioned with
regard to the fifties; was important, but only in the compensatory
sense, in the sixties; and appears largely replaceable in the future.

In the hope of concluding this analysis, which is not optim-
istic, on an optimistic note, we should like to point out that our
economic system still possesses considerable amounts of potentially
available labour and a high propensity to save. While the margins
of backwardness themselves can, as in the past, have a positive effect
on the rythm of development, at least over the medium term.

Rome
P. Crocca - R. Frrosa - G. M. Rzy




