On the Implementation of Monetary
Programs: the Italian Casc

1. Introduction

Feonomists hold different views on the eflectiveness of monetary
policies. Mr, Samuelson, for instance, believes that “they have ’Sgreat
potency to stimulate, stabilize or depress a m(?dcrn economy ().
Gov. Carli of the Bank of Italy, looking at things from a differeat
standpoint, feels that “by themselves, monetary policies are insufh-
cient for the control of economic fluctuations ” (2).

Be this as it may, some thcoretical. prok?lems must be faced
before proceeding with a discussion which, in fact, is concerned
with the techniques (or instruments) through w%uch cestain monctary
policies might be implemented, rather than with the choice of the
policies themselves. \

It is difficult to disagree with Mr. Mundell when be says that
“the structure of a policy system includes instruments for the
attajnment of targets that are themselves oply instruments on another
Jevel ” (3). It is, thercfore, necessary to differentiate between targets
and instruments in each particular case or, more exactly, to distin-
guish between an aggregate which is controlled by the monetary
authorities as a policy objective in itself (target‘varlable) and those
that are controlled as means (instruments) to attain such an objective.

Tt would seem best to select, as the target variable, an aggregate
which is at the highest possible “ stage in.the hierarchy 7, to use
Mr, Mundell’s picturesque expression. In this respect some qllB'SthIilS
may be raised. For instance, is monetary policy to consist simply

(r) P. Samumrsen, © Reflections on Central Banking ™, The National Banking Review,
Vol. 1, 1963, p. 15. ! Revort ;

5y Bank of ItavLy, 1963 Annwal Report, p. 4%4.

{Gg Ronzrr A, MTJ’NDELL, this Review, September 1963, On the same problem see also
Mr. Srrermn, this Review, current issue.
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of the control of money supply or should it be extended to the
control of liquidity, as the Radcliffe Report seems to imply (4)?
The answer to this question will be dictated by the particular econo-
mic and institutional characteristics of the country concerned; if
possible, it would seem preferable to take the more general aggregate
(c.g. the liquidity of the public) which is an important determinant
of the global demand for goods and services, '

Assuming that the behaviour of an aggregate is linked function-
ally with that of the target variable, is it possible to limit all controls
to such aggregate? Even cconomists who remain unconvinced by
the behavioural rules developed by econometricians will wy to
evolve some theorem to justify the use of a simplifying procedure (5).
Obviously one should not select an aggregate which, though attractive
for its simplicity, can hardly be expected to behave in concert with
the target variable. Another error would be that of always assuming
a straight line relationship e.g. to believe that if the note issue rises,
money supply will also rise and by the same percentage.

The establishment of “ceilings ” for certain detailed aggregates
is a modern feature of stabilization programs. Obviously these are
short-cuts to monetary policy because in themselves such ceilings
are meaningless, being established only in order to obtain a certain
desired effect in terms of the behaviour of the main target variable
(liquidity). If, for example, the expansion of central bank rediscounts
is restricted (subject to a ceiling) this is undoubtedly done only
for the purpose of stabilizing the money supply or the level of
liquidity in the economy. The failure of many of these stabilization
programs to achieve the main target is to be imputed, in the majority
of cases, to accidental factors or to the lack of consistency in enforc-
ing the ceilings. Unfortunately, however, the existence of such
a ready-made explanation has diverted attention from the main
problem which, it seems, is that of appraising the fitness of the
ceilings as policy instruments in each particular case (6).

{4) On this see A, Gamsine, “The control of liquidity in Ttaly”, this Review, March 1960,

{5} P. SamurLsow, loc, cif., recalls the Tobin’s theorem.,

(6} An article published in the IMF Staff Papers describes the ceilings currently in use
in a large number of stabilization programs adepted with the assistance of the IMF. This
article unfortunately does not appraise, critically, the fitness of such ceilings for the attain-
ment of the global monetary targets. See: G. Domnance and W, Warre, * Alternative form

of Monetary Ceilings for stabilization purposes *, IMF, Staff Papers, Vol, 1X, Neo, 3, Novem-
ber 1962,
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Another problem is that of selecting our “ policy target” (7)
ic. the desired behaviour, over a period of time, of the “target
variable ? (liquidity). Though the goal may be the restoration of
external equilibrium o1 the stimulation of economic growth, the
monctary authorities will always try to translate such an objective
into a monetary target, e.g. the maximum percentage change n
the liquidity of the economy during a period of time. This guide-
post of monetary policy should be fexible, frequently changed, and
established only for the short-run (8).

This should not be taken as sounding as unqualified approval
of the practice of “ quantifying » monetary policy objectives.” Nor
does it mean that a “monetary budget” should be formally
approved, as is dome with the fiscal budget. Nevertheless the
discussion of a monetary policy program would appear to acquire
much greater meaning if the various implications of different policy
decisions were given a numecrical dimension. Though monctary
policy decisions are of a qualitative order, being often designed to
bring about a change in the direction of monetary phenomena (more
or less credit, greater tightness, etc.) still it secms extremely useful
to be able to express our policy goals in a measurable way.

The policy targets are frequently set with reference to what
happened during the previous year and/or to the expected trend
in other magnitudes during the current year, The objective may,
for example, be that of reducing or dampening the rate of expans-
jon (g) in money supply ruling in the previous year or of arresting
it altogether; or it may be decided that liquidity should not expand
more than real income or more than real income and population,

¢7) As distinet from the & rarget variable ™.

(8) Tt is not difficult to agree with Mr. Samuelson that automatic formulas should not
be used {e.g. an increase in liquidity of three per cent per year) they would be noshing but
“ 3 single act of discretion which transcends in Both its arrogance and its capacity for potentiat

. harm any repeated acts of foolish discretion that can be imagined ”. See: P. SAMUELSON,
loc. cit.

(g) Attention should be called to the practice of setling as a policy target, and in certain
inflationary simations, a change in the rate of change (e.g. slowing down the rate of expan-
sion, reducing it to ohe half or one third and so on). When inflation ds deeply rooted (sliding
scale system for wages ew, etc.) it is felt only when it takes the form of an ¢ acceleration ”
in the rate of mopetary expansion. A slowing down is often similar, in it impact, t©
deflation. This is because a certain rate of inflation is expected and taken into account by
the business community; only 2 significant change in its tate wilk determine thosc reactions
{forced savings, larger investment etc.) which are a typical concomitant of inflation (or of
deflation).
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and so on, Needless to say, under stable conditions there is no need
to set a policy target; and in this case neutral policies will be
adopted. The monetary authorities will “ lean against the wind ” i.c
confine themselves to smoothing out excessive liquidity Auctuations
due to seasonal or accidental factors.

After selecting the target variable and the policy target, the
monetary authorities will be faced with the difficult task of han::lling
the weapons in their armoury in the most efficient manner so as to
approac.h the target as closely as possible. It is exactly with the aim
of helpu}g in this strategy that this article has been written. Its
purpose is primarily that of constructing a simple model that might
be of some use to the authoritics in the conduct of monetary polic
It was prepared with data relating to the Italian ecomomy and }113
designed to cover short periods of time {one year or less),

2. A monetary‘policy model for ltaly

. This simple model of monetary policy is designed merely to
111ust‘rate the interrelationships existing between the behaviour of
certain magnitudes, on the one hand, and total liquidity changes
on the other (10). Its basic components, or elementary pieces, are a
few detailed aggregates, easily quantifiable with reference to existin

statistics, fairly homogencous in composition and reflecting, in thf:i%’
bcI]aYlour, certain macto-ccopomic phenomena (e.g., thé budget
deficit, the external payments position, etc.). Six basic detailed
aggregates were selected and grouped into two categories i.e. auto-
nomous and sensitive (see Appendix Table 2). -

The behaviour of some aggregates cannot be easily influenced
at least in the short-run, by the monetary authorities. They cannoz

be comsi o .
be s ns:,clercd policy instruments, and were classified as “ autonomous
actors ¥, They are:

(1) Balance of payments ie. the change over a time period in
the'net external position of the banking system, including, in the
Italian case, the Bank of Italy, the [talian Exchange Office ([}IC) and
the commercial and savings banks. The behaviour of this variable
stems from previous decisions and economic conditions, and thus

L . - -
ﬂonm;(-,j? For a n}‘ore detalfed.dcscnptmn of a similar model applied to Latin American
s see my “ Rases analiticas de la politica economica ®, CEMLA, Mexico City, 1960
, .
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cannot be easily influenced by the monetary authorities, at least in
the short-run. Under a flexible exchange-rate system this aggregate
might have to be classified among the ©sensitive factors " since the
central bank would, presumably, use monefary reserves in most cases
for the purpose of influencing liquidity rather than for stabilizing
the exchange rate.

(2) The Treasury’s cash position on budgetary account ie. the
change over a time period in the net cash position of the Treasury
(consisting, in Italy, of its current account balance with the Bank
of ltaly, the Treasury bills outstanding and held by the Bank or
banks and any other net eredit — or debit — batance with the
Bank of Italy) only insofar as such change can be traced to current
budgetary transactions, as distinct from capital transactions such as
public debt management of Treasury’s lending to or barrowing
from the economy or barks. As noted in the case of the “balance
of payments” these cash movements reflect previous decisions (the
budget) which, at least in the short-run, cannot easily be modified.
Obviously it may be objected that a certain latitude for manoeuver
exists, as, for instance, by “delaying 7 or “speeding up ? the execu-
tion of programs already approved by Parliament, as is currently
done in Italy. Nevertheless a significant change in fiscal policy aceds
time to take effect.

(3) The wheat stock-piling program: i.e. net change, over a
period of time, in the outstanding amount of wheat bills held by
the Bank of Iraly and by the commercial banks, These bills in
Italy are equivalent to cash and eligible for automatic rediscount at
the Bank of Ttaly. The behaviour of this aggregate of factor will
reflect, chiefly, the size of the wheat crop and the official wheat
prices. Once the wheat legislation has been adopted, the central
banker can estimate this factor but not influence it.

Aggregates or factors which in the Tralian case can be influ-

enced more directly and effectively by the monetary authorities and
which, therefore, are more amenable to central bank control, are:

(1) Banks' exchange sransactions: the change in course of time
in the nee foreign exchange position of commercial and savings
banks. This factor was classified as “sensitive” because the Bank
of Italy, in past years, has often Jaid down some rules binding the
banks to certain overall objectives in their foreign exchange operations

(see p. 143).
(2) Treasury capital sransactions: in the ltalian illustration, the
change over a time period in the Treasury’s cash position {its current
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account balance with the Bank of Italy, Treasury bills outstanding
and held by the Bank of Italy and by commercial vanks and other
debts and credits with the Bank of Ttaly) only to the extent that it can
be traced back to capital account transactions with the economy which
consist, chiefly, of public debt issues or withdrawals, lending to the
cconomy or to official agencies, collection of postal savings funds,
and so on. The behaviour of this aggregate can be affected by simple
administrative decision, with an impact that is felt rather rapidly.
The decision taken at the beginning of 1963 to withdraw at maturity
a!aout 200 milliard lire of ordinary Treasury bonds was definitely
aimed at obtaining immediate results in terms of liquidity, as were
thf)se taken carly in 1964 when new issues of securitics were placed
with the public rather than with the Postal Savings Fund (CC DD)
which is a public agency indirectly financed by the Treasury. ’

(3) Rediscounts and advances: in Ttaly this item covers the
change over a period of time in the total volume of rediscounts and
advances extended by the Bank of Italy or by the UIC to banks and
to Special Credit Institutes. Though in other countries the discretionary
power of the central banker may be limited by statutory regulations,
in Italy these operations are left to the discretion of the central bank
and have always been one of the main instruments of monetary
policy.

. A definitional equation, based on the equality of assets and
liabilities in the central bank balance-sheet, links these detailed
aggregates to a more global aggregate representing the monetary
liabilities of the monetary authorities, to the public and to banks
here also called “ central bank money " (CBM). ,

The “ sensitive factors” are assumed to be manipulated by the
monetary authoritics with a view to influencing the behaviour
of this aggregate, situated at a “higher stage in the hierarchy ™.
The monetary liabilities of the central bank include, in Italy, the note
issue, banks’ deposits at the central bank and also Treasury and
whc?at _stock-piling bills, held by commercial banks and considered
as hguld as cash. In brief, CBM consists of the note issue plus banks’
iquid asscts other than currency.

The definitional cquation which explains the changes, during
a pe_rl'od of time, in CBM in terms of the autonomous (AAF) and
sensitive factors (ASF) is as follows:
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Autonomous factors (AAF) + Sensitive factors (ASF) +
Unclassified items (AU) = Central bank money (ACBM)
The following Table 1, shows these equations (11) for 160-63

(Appendix Table 2):

Tarik I
CENTRAL BANK MONEY AND FACTORS
A {Ggures in milliards of lire)
1_—-1— riﬁzFi —‘ ASF Al A_C ?/I
1960 384 . - 277 13 120
1961 132 266 - 40 558
8
1962 75 592 T 65
1963 ~ 592 1,354 - 6o 702

As already observed, ACBM could not be regarded as a monetary
target on its own ground, but only an instrument .for the achieve-
ment of the general target (change in total liquidity).

(11) An illustration of these equations for 1960-03 and for Taly can be found in

i 2. )
Appei’lxjhzr(;reib:s have a unified picture of the broader field of monetary pollcy,kanfegtjlrt ::3
made to merge the data included in the consolidated balancze-spec‘t <.>f the Ban h0 A laal);ce e
of the Italian Exchange Office with additional data on banks 11q‘u.1d1ty ‘and on the ba o

ayments. ‘To this effect data on Treasury il and wheat stock-piling bills held_by commerci !
gazks and on the banks' net foreign exchange position ?1?& -ta‘ken fromfta::auilsblg1 iztﬁi:f:d

ies ced into the central bank balance-sheet. us, *mnet assets .

;?‘ll:ic:-r;ge;:ozlfe(tlhe central monetary authorities wo'uicll inalude (1) (:?old zm;i fn:are:g.'i.tfs'xi-1
change reserves of the banking system, including therein the net foreign exc a?,ge't'POEl ;ﬁd
of commercial banks; (2) Credits ngainsi the Treasury oE. the ‘monetaty authorl éesk .
Treasury bills held by commercial panksy (3) Whent stocking bills, 'hflg :g.ttl;ﬁ ti?‘:s EY
ltaly or by banks; (4 Rediscounts and adya.fzres-to banks and to Special Credi losdutes o
the Bank of Italy and UIG. On the liabilities mde: we 'ﬁnd (1) The noic :s;u‘e, o

the Bank of Ialy; (2) Commercial banks' deposiss with the Bank of lta Yi- (3,()it {7 Th?;
bills and wheat-stocking bills held by cnmmer-cidal bbank; s f}?tt czvi s(t)}llij;tc (;q‘-:lﬂ; K;c_sheet

i ce-sheet sily be constructed by taking the
:)}:Emt;itl;l;.nllza?;? C;t:ﬁ(cegn;a%l‘fg afld adding (on bot‘k}x sic]i::s) tl;f,ui;ems pertaining (¢ banks.

¢ cien exchange position, Treasury bills, wheat-stoc ing bt - -
o f(c)):mlyg annual nget fh:mges were taken and showp in APpeud}x .Tablc 2.011;2\(’1 df:fl}:u:)hr;;
the algebraic sum of these changes should be zero; i D.nc. item is _-1solated h( o) t)D;S :) e
that will be the algebraic sum of all others. In determining the sign of the fac

hould first ascertain whether the data represent 2 change in a net assct

et tiabi foreign exchange

or in @ net dability (—) of the central monetary authorites (note that a net
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Before discussing the behavioural relationship existing between
ACBM and the total liquidity change, it will be necessary to describe
two further factors which are only in part sensitive to central bank
control. They are responsive principally to the behaviour of banks
and of the public. They represent the variations in liquidity stem-
ming from changes in banks’ liquidity ratios, » (12) and in the
cash preference ratios of the public, ¢ (13).

For the purpose of taking them into consideration in our equa-
tion, the liquidity impact of changes in » and ¢ will have to be
quantified (14). Appendix Table 3 shows the changes in the last
four years in these cocflicients and their liquidity impact.

We now have three important factors (ACBM, Ar and Ac) which,
when added together, give the total “ primary expansion” (PE).

The only remaining problem now is that of relating primary
expansion (PE) to total liquidity expansion, i.e. to our “target

Tiability of commercial banks is shown, in this presentation, as an asset of the central bank
as if the Central Bank, and not foreign banks, had wansferred lquidity to banks). Any
increase in assets, or decline in labilities, shonld bave a plus sign; a decline in assets or an
jncrease in liabilities would have a (—) sign. The opposite rule applies for central bank
money creation (CBM: increase =+).

The balance of payments factor - Hem (1) -— is measured by the change in a net asset
(net pold and foreign exchange reserves of the banking system); a surplus (i.c. an increasc)
is shown by a plus sign, a deficit by a minus sign, Tem (1p) represents a credit against the
Treasury and an increase (i.e. a Government deficit) is shown with a plus sign {the same
applics to item 1o, 2p and 20). The itom 2, represents a liability to commercial banks if
banks have a net creditor position (their fotcign exchange balances are assumed to have
been taken over by the central bank) or an asset, if banks have a net liability position as is
the case in Iraly. An increase, in the latter case, will be indicated with a plus sign.

For a reconciliation of the above presentaion with that of the Bank of Italy (see
Gampino, log, cit)) it must be noted that the algebraic sum of 1(s) and 24 should be equal
w the “ foreign sector ® and that the sum of 1qy) and 2 should be equal to the * Treasury
Sector * except for changes in banks’ heldings of Treasury Bills, here included. Ytem 1o is
the same dn hoth presentations,

(12) The cocfficient » is found by dividing banks® liquidity defined to include cash
in vaults, deposits with the Bank of Italy, Trcasury bills and wheat stock-piling bills by
their total sight and savings deposits,

(13) It is found by dividing total currency with the public by total liquidity of the
public.

(14) The computation of Ar and Ac is effected by comparing banks' liquidity in any
one year (actual valucs) with the liquidity that would have existed if » had not changed
from its previous year devel, If the actual values are higher than the calculated values, a
minus sign will be used for the difference between the two magnitudes (A#) since the banking
system would have absorbed (and therefore, sterilized) a certain amount of liquidity. Ac is
caleulated in the same way.
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variable ”. This problém presents 10 difficulty since it is sufficient
to apply to PE the credit multiplier formula (15).

TE (total expansion) = PE —r:;—(w)-— (56).

The model thus relates the changes in our detailed aggregates
to the changes.in our target variable. It is useful in analysis, forecast-
ing and programming once its limitations are borne in mind.

Appendix Table 4 shows, for Ttaly, the implicit credit multiplier
which was obtained by dividing total expansion by primary expan-
sion, and the calculated multiplier, based on the coefficients  and ¢,
as they existed at the beginning of the period and the above formula;
the differences are minimal and can be imputed to rounding of
figures and other errors. It will be noted that in recent years the
height of the credit multiplier coefficient has been constantly
rising from 2.3 in 1960 to 2.6 in 1961, 2.7 in 1962 and a peak of
2.8 in 1963. What this means is that a certain injection of liqui-
dity will have now a greater effect, in terms of total liquidity,
than in 1g60. As is known, at the root of the multiplier action is
the fast turnover of deposits and loans by the banking system.

3. Recent monetary trends and policies in Ttaly

The series of tables presented in the statistical appendix represent
an application to Italy of the monetary policy model described in
the previous section. The existence of a model, in itself an inter-
pretation of relationships, simplifies a great deal the work of analysis
as a preliminary to programming.

As can be seen in attached Chart 1 and Table 2, the annual
expansion rate of total liquidity of the public (17) — the main target
variable of monetary policy — quickened from 14 per cent in 1960
to a record high of 18 per cent in 1962; then the rate tapered off to
132 per cent in 1963, It must be noted that the slackening in the
course of last year would be much more dramatic if shorter petiods

{15) Sce: EmoH SCINEIDER, @ The determinants of the Commercial Banks' Credit
Potential etc. ®, this Review, September 1955

{16) The coeflicients # and ¢ are those existing at the end of the prévious period.

{r77) Currency, demand and savings deposits.
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TRENDS IN SELECTED MONETARY INDICATORS

(in per cent)

139

‘TABLE 2

Liquidity Ceniral Banks' credit
of the bank expansion (nckud- | Money
public money ing investment) supply
A B C D
1960 14.04 2.53 20.01 13.09
1961 16.67 I1.46 C19.48 16.34
1962 18.03 12.31 22,03 18.26
1963 13.22 11.52 19.54 12.79

Cuarr 1 - TRENDS IN SELECTED MONETARY INDICATORS

(annual percentage increases)

Liguidity of the public,

_______ Central bank money.

_____ Banks' credit expansion (including investment )
______ Money supply.
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were taken (quarters, months). The variations in money supply
chow similar trends: a quickening in the rate of increase from
13.6g per cent in 1960 to 18.26 per cent in 1962 and a slowing-down
to 12.59 per cent in 1963.

1f our attention is focussed on central bank money (ACBM) we
find (sce Chart 1) that the changes are much sharper from 1960 to
1961 while the slow-down in 1963 is less pronounced, The reason
for this will appear quite cvident as we proceed in the discussion
and deal with the pronounced fluctuations in coefficients » and ¢.
The rate of expansion in banks’ credit remains rather stable through-

out the period under consideration.

PRIMARY EXPANSION AND MAIN FACTORS TABLE 3
(expressed in per cent of total) )
Impact of changes

Autonomous in cash preference Sensitive

factors ratios and in banks’ factors
liquidity ratios
A . B [

1960 56 . 81 - 37
1961 35 32 33
1962 8 33 59
1963 - 82 12 170

These were the results of a series of policy decisions which first
gave free rein to the expansion and more recently have curbed it.
Appendix Table 4 is cummarized in Chart z and Table 3 which
indicate the weight of the main factors responsible for the liquidity
trends in each year.

The autonomous factors (AF) greatly diminished their infla-
tionary impact from 56 per cent in 1960 to 8 per cent in 1962;
in 1963 they turned into a strongly contractive element. Needless
to say, this reflects the change in the Italian balance of payments
position throughout the period under consideration: an external
surplus of 320 milliard lire (US $512 million) on the average during
1660-61 gave way to a huge deficit of 778 milliard lire (US $1,245
million) in 1963. The other elements, also listed as autonornous
i.c. the Treasury cash position on budgetary account and the wheat
stocking bills, also exercised an expansionary impact, but not for
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large amounts, except perhaps in 1963 when the budget deficit
amounted to 193 milliard lire (sec Appendix Table 2),

The factors which only indirectly can be controlled by the
monetary authorities (Ac and Ar, L.e. the monetary impact of changes
in banks’ liquidity ratios and in the cash preference ratios of the

Ciarr 2 - PRIMARY EXPANSION AND FACTORS
(in per cent of total expansion)

= — - Balance of payments and budget position,

_______ Changes in cash preference and changes in
banks' cash ratics,

e S€NSHHVE factors.

a8
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B0 f S
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-60 h

-80 ) A

1960 1961 1762 1963

public) exercised a pronounced inflationary impact, at first, but
th.el} gradually lost their vigor. In 1963 their impact was,only
equivalent to 12 per cent of the primary expansion., As can be noted
in Appendix Table 4 the cxpansion resulting from the reduction
in banks’ liquidity ratios amounted to 461 milliard lire in 1960

(r declines from 29.7 to 25.1 per cent), about 230 milliards in both
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THE COEFFICIENTS » AND ¢

e T e

Cash preference ratios

1959
1960
1961
1962
1563

19.29
18.35
18.11
17.55
17.71

TABLE 4

Banks' cash ratios
B

29.66
25.13
23.23
21.54
20074

Casrr 3 - CHANGES IN CASH PREFERENCE AND BANKS' CASH RATIOS

i — —

—cToc—

31

Cash preference ratios
Banks cash ratios

25 I\
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1961 and-1962 and 129 milliards in 1963. It should be remembered
that in 1959 banks, after a period of depressed economic activity,
had accumulated an ample margin of excess reserves and that in
1962 compulsory reserve requirements of banks were reduced from
25 to 22.5 per cent.

The three sensitive factors (banks’ foreign exchange transactions,
public debt management and rediscounts and advances) cxercised a
contractionary impact in 1960; more recently they became increas-
ingly expansionary. In 1963 they were practically the only factor
of expansion large enough to provide an offset to the significant
contraction originating in the balance of payments deficit, and to
determine over and above it, a 12 per cent increase in CBM.

Appendix Table 2 shows the behaviour of the sensitive factors
during 1960-63. With respect to each of them note that:

(a) Banks’ exchange transactions: a regulation introduced in
November 1959 allowed Italian banks to maintain their own foreign
exchange position; in August 1960 banks were required to eliminate
before December 1960 their net foreign indebtedness. The Bank
of Italy provided, under a swap basis, forcign cxchange up to a
certain maximum. In October 1962 the Aungust 1960 regulation
was revoked. In August 1963 the Bank of Italy brought moral pres-
sure to bear on banks; they were asked to stop increasing their net
foreign indebtedness. In a nutshell these were the policy decisions
affecting this aggregate; it must be noted that the Bank of Italy
has often tried to soften the rigidity of these rules with ad hoc
transactions such as swaps of foreign currencies and deposits of
foreign exchanges balances with banks.

In December 1961, for example, the UIC had on deposit with

- commercial banks an amount of $302 million; these deposits were

effected in order to maintain banks in a liquid position (as they are
equivalent to Eurodollar deposits which could be used for domestic
transactions) and they were — as they were called — liquidity
injections. They were discountinued when the reduction in reserve
requirements from 25 to 22.5 per cent in January 1962 eased the
liquidity conditions of the banks.

The net foreign exchange position of banks (18) moved from
a debtor position of $175 million in December 1956 to a balanced
position in December 1960. Gradually a net creditor position was

(18) Excluding the external lire accounts and inconvertible currencies,
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i amounting to $o3 million in October 1962. Following the
l;;l}l)galuif the limigt to fgo?cign borrowing of October 1962 Itahar]lL
banks took large Eurodollar deposits and borrowed abroad a t(()ita
net amount of $750 million up to August 1963. There lfo.llowtf: a
reduction in foreign indebtcdncssham%untmg to $311 million from

to the end of March 1904.

Augﬁ;;:?fc%ix Table 2 shows only the overall impact in lire of thestf:
operations. In 1960 these transactions rcsu}tc_d in a contraction 0d
112 milliard lire. After 1960 (when the limits were apphed) an
up to October 1962 (when the ceilings were revoked) the impact was
negligible, From October 1962 through August 1963 the e.xﬁansnéc
impact of these transactions was Very heavy. In 1963, notwithstand-
ing the repayments effected after August, the overall expansive
impact amounted to 410 milliard lire. | .

(b) Treasury capital transactions: this aggregatc IS r;thﬁr
complex owing to the large number of transactions covered an 1 the
difficulty of securing statistical data. These transactions can be classi-
fied into four mains classes: (1) collection of savings through the
postal accounts; (2) public debt management; (3) issue of Treasury
bills; (4) security purchases and loans through the Postal Sa;;ings
Fund. The Annual Reports of the Bank of Ttaly enabled Table 5
below to be constructed; it gives the dctai.l of the amqunts”shown in
Appendix Table 2 under © Treasury Capital Transactions ~

TREASURY CAPITAL TRANSACTIONS TABLE §
{borrowing from the market =—)
[ — |
1960 1961 1562 \ 1963

{in milliards of lire)

L. Collection of saviags (Postal Savings Fund) ~ -211 ~2472 -yt | 422
2. Bonded Public Debt (Capital movements) 129 135 -156
3. Treasury bills . . .« 0 - - 45 - 97 -~ a8 131
* EZ;HE)E) aghieggi?agl gg‘viinpgusrcli";sliis of seeurl ' 220 267 342 532
5. Unclassified (*) ——28 _:—28— 82 135

Total . -188 -1 160 532

{* Including foreign debt, medium-term debts and credits and, for 1960, the public debt
manageinent.
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Treasury capital transactions exercised a contractive impact in
1960-61 but became increasingly inflationary in 1962 and, especially,
in 1963. In fact, during the latter year they were the largest single
factor of expansion. The detailed Table above indicates that two
items show the most significant changes: (1) Treasury bills: the net
sales during 1960 through 1962 of Ordinary Treasury bills to banks
and to the public (on tap) exercised a contractive impact. In 1963
there were net purchases i.c. an expansionary impact, of about 131
milliards, in large part owing to the new method of flotation (since
from December 1963 OTB have been sold by tender and subscrip-
tions outside of banks were barred), and also because of the new
regulation requiring banks to hold at least 10 per cent of their com-
pulsory reserves in cash. (2) Net lending and investment by the
Postal Savings Fund more than doubled from 1960 to 1963 reaching
a total of 532 milliard lire; the difficult financial position of local
authoritics and the strain of the capital market explain this massive
aid by the Postal Savings Fund to the economy in 1963.,

(c) Rediscounts and advances to banks: this item represents
the advances made by the Bank of Italy (and the Italian Foreign
Exchange Ofhce - UIC) to banks and to Special Credit Institutes,
secured by cligible commercial bills and Government or Govern-
ment - guaranteed securitics. Credit to banks by the Bank of Italy
is granted at the latter’s discretion; banks, normally, deposit at
first a certain volume of securities with the Bank of Ttaly and thus
obtain a line of credit, which is then utilized as the need arises.
The Bank of Italy includes in its statistics any unused credit over-
draft as a component of banks’ liquidity; this procedure was not
followed in this model because, for the sake of consistency, the
same should have been done in the case of the public’s liquidity
(i.e. unused overdrafts should be included), but this was not possible
for lack of data (19). In April 1964 the total amount of unused
lines of credit of banks at the Bank of Italy, amounted to 317 mil-
liard lire.

Rediscounts and advances increased by 23 milliard in 1960, and
by about 200 milliards, on the average, during 1961-62; in 1963 the

(16) Banks® liguidity includes, in this model, cash on hand, deposits with the Bank of
Ttaly, Ordinary Treasury Bonds (OTB) and wheat-piling bills; the latter are automatically
rediscountable with the Bank of Italy,
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i]li i dvances are
sion doubled to 412 milliard lire. Some of these 2
Z?fjﬂoby foreign exchange deposits and are made available by the
Italian Foreign Exchange Office.

4., The model as a tool for programming

The model developed in this articl; sha.trcs with othei mgdcls
of interrelationships the weakness of being in large 'Pafit fasc t(;:;
definitional equations which, in our case, Were dgr}lgvek rrc[)‘r;lou <
equality of assets and liabilities in the balance-sheet o ax; 15.. Igl
it is correct to take them ex-post, one should be careful sn usi gl
them for programming (.8 .ex—ante). becanse of the recE)roc'a
influence of the various elements, which react on each ot ;r iﬁ
unpredictable ways. If the sensitive f:i\ctors ”, for ms(tl:fmce, j E)l(l)m
change, all other factors WOllfllld fecl the impact and be diverted Ir

i mal behaviour path. ‘
thmrI;1 (;rnalysing 1963 tr-gnds in Italy one cannot“state,' for 1élstancc,;
that it would have been sufficient to keep the sensitive .actc-)?
within the limit of g55 milliards in order to contain the hql1:111§ 1lty
expansion within a maximum of six per cent (2'0). Mosth ikely,
under such different assumptions, the disequilibrium in the pay-

ments balance would have been smaller; or banks might have -

preferred to keep lower, or higher, liquidity ratios, Emd so ct)n(i
Furthermore, as the Governor of the I.S_a.nk of I:caly has o tc}r; EOH:I e
out, there are close links between credit expansion '.ﬁln‘(iﬁthf:1 e av;c;:lsr
of the capital market, so that it becomes even more difficuit to as 117
for a longer time horizon, the consequences of alternative poli-
cies (21). , . o
gI‘h)e coeteris paribus assumption is more likely to be v}::;thc(ll ;3
the very shortrun; hence, any programuniilg (monctary bu }gl;
based on this model should cover on}y very short periods (c:g. t rti.c
months). The monetary budgets in fact must be contmuqusy

(20) This is calculated by taking 6 per cent of ?7.,3_18 n}illiards (ht%lmdltylgtlit;c Czﬁ
of 1962 — sec Appendix Table 1) or 1,039 milliards? finudmg it byhl,ﬁ {v eimuo Pmilliards-
ficient)= 400 milliards and deduncting Ac+ Ar=g7 milliards. CBM thus '(l:lc.luad-i 3tge Semiﬁvé
since the autonomous facters (inchuding A} were equal o —652 mi lafl}_;rdq)
factors could have expanded by 955 milliards (in fact they rose: by 1,354 mi i an. e.‘ Fisher's

{21) The same criticism can be levelled at the equation of the exchange;
formula is also a definitional equation.
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revised on the basis of what is known, or of what can be assumed,
about the behaviour of factors which can only be forecast.

Attention should be called to the delay with which statistics
on the more general aggregates become available, In Italy, for
example, the central bank balance sheet becomes available with a
time lag of about one month; but the data on money supply and
overall liquidity of the public are generally released with a delay
of up to four months, The game of guessing the present, or the
immediate past, is not an absurd exercise but a very useful policy
guide. Hence the need for a model which would enable us to move
from a few known detailed aggregates (such. as the balance of pay-
ments results, or the budget data) to the target variables,

In constructing a monctary budger, the order of our ana-
Iytical steps will have to be inverted: The first step would therefore
consist of the establishment of a policy target; the second step is the
forecast or calculation (if known) of the likely change in the coef-
ficients ¢ and #, and of the impact of such a change in coefficients
i.e. of Ar and Ac; the third step is that of calculating the primary
expansion (total expansion divided by the multiplier) and, subse-
quently, the expansion in Central Bank Money (i.e. PE — Ac —Ar=
ACBM); the fourth step is that of estimating, or of calculating, the
autonomous factors; the fifth step is that of deriving, by dif-
ference, the sensitive factors (ACBM — AAF = ASF). The monetary
authorities will then have to apportion the amount available among
the three sensitive aggregates and their detailed components.

In Table 6 below an illustration is given of a monetary
budget for Italy for 1964 based on an “assumed” policy target
of a 7 per cent expansion in liquidity during the current year.

This illustration and the severe assumptions made concerning
the payments and Treasury deficits would warrant the conclusion
that a considerable increase in the sensitive factors” would be
consistent with a moderate rise in liquidity of, say, seven per cent.
The implications of different policy choices for 1964 in terms of
detailed aggregates can readily be seen from this model.

The analyst can start from either side (once the autonomous
factors and ¢ and # are estimated) and determine: (a) the expansion
in liquidity generated, under certain assumptions, by an assumed
change in the sensitive facters or, viceversa, (b) the limits within
which the sensitive factors should be contained in order to achieve
certain policy targets.
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TantE 6
A MONETARY BUDGET FOR ITALY FOR rob4
Wﬁ—‘—'—'—:—n—; — = Alnounts
ipti (in milliards
Descraption of dire

e

1. First step: Policy targer: (7 per cont expansion ‘of tokal liquidity e

" of the public i.c, 7 per cent of 19,607 milliard lice) .. - K ,
Second siep: Coeflicients » and ¢ are assumed unchanged at their

) 1963 level {20.7 and 17.7): Ac apd Ar= ..

e - Coe e 2,88
Crediv multiplier= 70?137'.({:"-207) ..

[

Third step: Increase in CBM (policy target divided by the multi-
¥ plier coeilicicnt, minns Ac and AR=ACBM== . . . - -

476

- 420
4. Fourth siep: Autonomous factors

{1) Balancc of Payments . 700
(2) Treasury . o
(3) Wheat bills . D .

5. Fifth siep: Sensitive factors (3-4, algebralcallp= . . . - 896

—700

A little digression is here necessary; in the exemphﬁcagon (1)£
Table 6 we have assumed the coeﬂimcnts' y and ¢ to rcilmamdu 1£
changed. This is because the Italian bankmg systc,m.at td e end o
1963 had reached a very tight position. Banks’ liqui resmt'vcsE
in excess of compulsory reserve requlrcr?e(rllts (gz.;(thper nclfghz:d

1 nt of deposits (the u
deposits) amounted to only 2.6 per ce lize:
ovgrdragt at the Bank of Italy is dlsregardf_:kc)ll). The free margin is

i are possible. ‘
so small that only minor changes .

Obviously, variations in compulsory rescrvehreqlglrclflcr;tslielr;xa;i

1 d by the Bank ot lia
an important weapon that. can be used by .
order Eg free reserves of to tighten 11c1u1d1ty. IE‘ the. Tﬁﬁgﬁi
were made of a change in rescrve rcqmrgncnts, it wou pecome
necessary to calculate Ar and include it in our moneltary11 ul ge;

Coefficient ¢ scems to follow a more stable course; it fell almos

. Ny
regularly from 19.3 in 1959 tO 17.6 in 3962 or by about 3 per cch

per year; in 1963 there was a small increase. Much Wllltic(i)zlzmﬁ
on the degree of credit stringency 1n 1964 but assurtr;cpi ;
near-stability or of a further small dcc'hnc seem Warra(.ir.l_ s

Some economists prefer to speak in terms of cr}c; it zy.;p uio
rather than of liquidity expansion. Bankc_rs, too, W etcll iifcgankg
monetary policy, seem to be more at case discussing tren ts n banks
assets; and they are more likely to establish their targets 1
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of credit expansion. Our model allows us to move from the
liquidity target to the credit target by utilizing a simplified balance
sheet of commercial banks. Naturally there is a rather wide margin
of error (see Appendix Table 6) due to the items in the consolidated
balance sheet of banks’ such as the capital accounts and miscellancous
debts and credits, items which are disregarded. In programming, the
steps in Appendix Table 6 must be retraced, starting from the total
increase in deposits (which is part of the target), adding rediscounts,
advances and other transfers from the Bank of Italy (sensitive factors)
and then deducting the change in the liquidity of banks (on an
assumed behaviour of coefficient #),

5. Some observations on seasonal behaviour

Once the policy target for the comparatively long period of one
year has been selected, it will be necessary to appraise the implica-
tions in terms of shorter periods (e.g. quarters). This is necessary
since day-to-day decisions have to be made regarding the sensitive
factors and each solution must be as much as possible consistent
with the overall target.

If it were not for secasonal or accidental fluctuations the
problem would be quite easy as it would be enough, for example,
tc divide by four our yearly targets and so find the quarterly targets.
But seasonal influences are bound to be pronounced; in Italy they
affect the behaviour of total liquidity, of the cash preference, and of
the banks liquidity ratio, as well as of the three “autonomous™ factors
(balance of payments, budget cash position and wheat stock-piling
operations), '

It is not the purpose of this article to enter into a discussion
of seasonality; it was found useful, however, to review briefly the
seasonal behaviour of some of the aggregates and coefficients in
Italy so as to be in a better position to appraise current trends on
the basis of partial data which at the time of writing extend only
through the first quarter of 1964. It must be stressed that the pur-
pose is only to illustrate a technique, not to make actual forecasts.

(a) Total liquz'dizy

A five quarter moving average of total liquidity was prepared
— centered in the third quarter — for the period 1959-1963. The
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actual values for total liquidity showed 2 regular pattern of devia-
tion from their trend line or moving averages: they were below
in the frst three quarters and above in the fourth quarter,.as shown
in Table 7.

In March of cach year the level of liquidity was, on the average,
0.3 per cent below the moving average, in Tune, 2.1 per cent below,

TaaLE 7

"TOTAL LIQUIDITY - PERCENTAGE DEVIATION FROM MOVING ' AVERAGES
(five quarters centered in the third guanter)

B e e

i
Year I I ‘ il v
1960 e - 2.4 ~ - o 2.8
1661 ~ 0.6 ~- 2.3 - 1.6 3.3
1362 - 0.5 - 2.2 - 1.5 3.6
1963 a.3 —- 1.4
_— S I E
Average - 03 - 2l - LI 32

in September 1.1 below and in December, 3.2 per cent above.
Assuming this seasonal pattern to be maintained in 1964, a simple
calculation would cnable us to establish that with a 7 per cent
increase in liquidity, as a policy target, the target variable in March
1964 would be about 1.8 per cent below December 1963; in June 1964
it would also be 1.8 per cent below, in September 0.9 per cent above
and, in December, naturally, 7 per cent above (22). '

(b) The coeffictents c and t

The same or equivalent calculations could be made to asscss the
seasonal deviations in coefficients ¢ and 3 their actual trends during
1960-63 are shown in Table 8 below.

(22) This adjustment is done taking the December value= 100, deducting the seasonal
adjustment for December (3.2 per cent), adding the assumed increase in each quarter {1/4 of
7 per cent in Mazch, 1/2 in June, etc.) and adding (or deducting) the seasonal adjustment
for each quarter, For March: IOO——3.2=96.8+I.7==98-540.3==98.2 {100 —~g8.2=1.8).

N
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N TasLr §
ASONAL FLUCTUATIONS IN COEFFICIENTS r AND ¢ IN ITALY
Coefficient » Coefficient ¢
1959 December . . . . . . L . 2668
; 19.29
1560 IMu::;ch e e e e e e 29.49 17.85
September . . . . . . . . 2;;}3 o
December . . . . . . . . 25.13 ‘ IZ‘SQ
: - 18.35
961 March . . . . . . L L 26.01 7
June . . ' oty
24.
September . . . . . . . . 2;.14 A
December . . . . . . . . 23 zi 1;-39
. 8.1
1962 March 23.57 6.56
| . 16.5
EI;ni:m.lb e e e e e 21.39 16.73
p L= 21.84 16.98
December . . . . . . . : 21.54 5
. . 17.55
1963 March . . . . . . . . . 22.81 6.8
June . ’ . e
B - 21.96
September . . . . . . . . 2; 27 A
December . . . . . L, 20.74 o
. . 1771

It will be noted that coefficient ¢ tends to rise in Decemb
vErhep the public’s demand for cash reaches a peak, while it dr 9
significantly during the first quarter of each yea;‘. Cocfﬁcicnfpi
siems to follow opposite trends in those two quarters because of
the flow of money from the economy to banks. The two move-
ments cannot be said to be exactly offsetting, and they have in tlfc

past produced an expansion during th '
e first quar
too pronounced. : & quaster that was ot

(c) The autonomous factors

- YS;C;IC;?; 1-trltes to ligucss the present, or the immediatc past,
Py ¥ to make any assumptions or seasonal adjustments
r these aggregates because some of them become known compa
1}')atl1vcly carly. The first quarter is generally the worst for Sl(;
bgs?nc% hof TI')ayments of Italyé the third quarter is seasonally the
. The Treasury cash position (on budgetary account) is best in
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1
TASLE ¢
FRENDS IN THE AUTONOMOUS FACTORS IN ITALY
{in milliards of lire)
- Treasury cash Wheat Total
v sition stockpiling | autopomeus
o {en budget hills factors
payments account)
o - 9 —~ 70
- - 74 13
1960 III Quarter .. - ';9 o3 o o
» v e
1) S T 272 66 7 34%
v » e e 39 146 10 19
. -2 - 81
961 1 Quarter . . - - - 6o 2 - Z T et
1 B e e 101 - 255 #
I » e e 243 39 32 250
v » e e 97 143 3
. a2
- 36 - 25 4
1962 ]II Quz)x’ner .. . i 5:3; o o - 225
M » o« v v 209 47 27 283
v » R -~ 110 150 59 99
1963 1 Quarter . . .- . ~ 168 I 160 - 12 - zcl)
I » e - 287 \ - 233 - II : - 56
i B e - g0 - 5 I1 : :;
W o» Coe e - 283 l 271 5

the second quarter (a surplus) and worst i‘n the last quarter. Tl};
overall impact of the autoriomous factors 1s small‘a.\nd 'ncg}a:tnﬁl i;d
the first two quarters very large and _'gcnerally positive in the
quarter; it drops somewhat in the last quarter year.

6. The outlook for 1964

The data on the actual trend of our target variab'lc. are not
available for the first quarter of 1964, At tht'i time of Wrﬁmg (]&n\:
1964) the only complete information on liquidity tren fs is ?
appearing in the Annual Report of the Baink of Italy re errmgtlc;
December 1963. More up to bdialte information would seem essentia

adopting a stabilization program. o
o %T;()eu?rf;gcl hé)re ‘c%iscusscd enables a rough estimate of liquidity

trends to be reached. Also the model enables us to calculate our

e
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TABLE 10
CENTRAL BANK’S MONEY AND FACTORS

(January/March 1964)
(figures in milliards of lire)

1. Autonomous factors;
(a) Balance of payments . e ~ 272
{b) Treasury cash position {(budgetary account) 191
(c) Wheat stocking bills . sl
Total . , - 81

2. Sensitive faciors

(2) Banks exchange transactions . —- 124
by Treasury: capiml transactions v . |- — 180
(¢} Rediscounts of advances . 149
Total . - 155
3. Unclassified . P 28
ACBM ., - 208

target variable for the rest of the year under various assumptions as,
for instance, that the January-March trends were maintained.

- ACBM and factors are estimated in Table 10 on the basis of
available data. If we assume the coefficients ¢ and 7 to have recorded
offsetting changes then the decline in primary issue would be equal to
the decline in central bank money (l.e. APE=ACBM or 208 mil-
liard; Ac plus Ar is assumed equal to zero). Nevertheless, the sea-
sonal decline in ¢ is likely to have been larger than the seasonal
increase in » during a period of credit stringency: hence the overall
assumption will be made that the combined impact Ac + A =75 mil-
liard lire. Thus we obtain PE=-133 milliards which, if multiplied
by the credit multiplier coefficient (2.g) will give the total reduction
in liquidity during the first quarter of 1964 ie. 383 milliard lire.
The decline from December 1963 (19,607 milliards) is 1.9 per cent.

Let us now refer back to the calculation of the seasonal adjust-
ment made in the previous section and, after applying it, calculate
the trend in liquidity for 1964: we find an increasing trend at the
rate of about 7 per cent annually,

The volume of central bank money, assuming no further change
in ¢ and r, would drop in the second quarter, increase in the




, 1_‘

Banca Nazmionale del Lavoroe

154
TasLe LI
1964 FORECASTS BASED ON TRENDS DURING THE FIRST QUARTER
| Seasonal ‘Tren_d‘in ) Liquidity
Trend Adjustment | liquidity Primary | (i milliards
line {in per (Drec. 1963 | expansion of lite)
cent) =100)
— ,60
December 1963 96.8 3.2 100,0 19 7*
March 1964 98.4 ~-0.3 98.1 -133 19,224
.o )
June 1964 . - - 100.0 —2.1 97.9 Lo 16,195
*
September 1964 . - L1016 -T.X 100.5 177 19,703
6. 02 20,862%
December” 1964 . 103.2 3.2 | 106.4 ! 4

(*) Estimated values.

third quarter and expand by a?out 402 r‘fnlhm‘rc! hrfictlgrst’{mcoiﬁﬁ
quarter-year. The maximum limits f.or the “ sensitive coud
be established as soon as the behaviour pf the autonomous cor
becomes known or can be estimated with greater approxima 1(;1 :

Partial data available for April-May 1964 seem to 1;141catc t! iﬁ
the “trend ” established during the first quarter was LIng main-

tained at least during the first two months of the second quarter- .

. . . v in

During this period the external position was roughly
Zz?lri-librium fnd thcplimited deficit of the Treasury was abscért])id
by a reduction in rediscounts. Thc‘changc in CBM .“}?S }{:ro : cgf
well below the amount required in ’Ijal?lc 11 which, c;lw v >
includes also June, to contain the liquidity expansion within an

annual rate of 6-7 per cent.

7. Conclusions

The need for guideposts of monetary policy, eyfprcsscd. qu:?tnt;-
tatively and set for short periods, cannot b? denied in cgrtam si ;C
tions as, for instance, when an important adjustment in the l;:cong 1a [
trend is required. Such need is felt even more ke.cnl){ W 1v.:n r;ix
and monetary authorities have to agree on an optﬁma ppnig)gnt oé
Evidently the effectivencss of tax measures for the e;tt;u ment of
certain goals, such as a modification of the process of 10¢

P
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lization — e.g. shifts from consumption to investment — or an
improvement in the external position, could not be appraised pro-
perly without first assessing the likely dimension of monctary
phenomena at the time of implementation.

If the choice of a policy target poses complex problems, of no
lesser importance is the task of implementing a program once
selected : true, this belongs more properly to the realm of techniques
or to the art of central banking, but even so the mass of statistical
information continuously becoming available needs to be organized
and digested. For this purpose, it seems best to cast it into a
meaningful model of interrelationship capable of relating decisions
regarding the use of monetary weapons to the probable behaviour
of the general target variable.

A model of this type would be useful in analysis, forecasting
and programming, When reviewing trends, it would help to gain
a better understanding of what has happened or is currently hap-
pening, and to apportion responsibilities for undesired economic
developments; it can also help in estimating current trends of the
target variable when only partial data are known. In forecasting,
it would permit a clearer grasp of what can be expected under
certain assumptions. In programming it helps in the preparation
of a monetary budget, capable of “translating” the general policy
target into a number of limits or ceilings for the more detailed
aggregates (rediscount, open market operations etc.), respecting
which day-to-day decisions arc to be taken,

It must be stressed that it would indeed be dangerous to esta-
blish in isolation the detailed targets in relation to past trends,
without taking into account changes in other aggregates of the
same constellation, because it is the combined movement of the
whole group which counts. This means that it would be wrong
to establish policy targets for the sensitive factors without knowing
the likely behaviour of the autonomous variables which, in the
short-run, follow their own uncharted course.

The Italian economic trend in 1963 and the first half of 1964
was characterized by the transition from a relatively pronounced
inflation and external disequilibrum to more stable conditions.
Owing to the difficulties of implementing an ideal policy-mix the
task of effecting the adjustment was primarily borne by the mone-
tary authorities. The problem was handled with great caution and
without resort to direct forms of control but by manipulating,
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most exclusively factors which here have been called * sensitive °
'aI]'hCSe policies stgrtcd in the third quarter of 1963, and t?cu‘ 1rrt1Pact
increased gradually in the following_months to date. j}x terda Lm;
lag they had a clearly visible effect in the form of a slow- ?W :
the rate of liquidity increase and, with a slightly longer lag, OE
the rate of credit expansion. From an annual rate of 'mcrcl:sc 1?’
about 25 per cent in September 1963 (year to year.gajxil),'l an6s
éredit expansion slowed down o about 13 per cent in gn 19 it
The liquidity risc, amounting to an annual rate of about 1 pe;lf cc‘E
a year ago, was slowed down by March 1964 to an annual rakc

of about 67 per cent.

Rome Bruno BrovEDANI
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STATISTICAL APPENDIX

TRENDS IN LIQUIDITY
{in milliards of lire)

Tantk 1

195G 1960 1901 1962 1963

A, Total Uguidity of the public . . | 11,028 | 12,576 | 14,6v2 | 17,318 | 19,607

1. Cutrency . . . . . .o 2,027 | 2,308 | 2,657 | 3,040 | 3,473
2. Demand deposits . . . . . 4,084 | 4753 | 5,558 6,695 | 7,485
3. Savings deposits . . . . . 4,755 5,437 6,368 7,507 8,344
4. Treasury Issue . . . . . . 62 78 89 96 105
B. Banks' lguid assels . . . . . 2,622 2,561 2770 | 3955 | 3,324
1. Deposits with the Bank of Italy 861 755 867 | 1,003 | 1,350
2, Treasury bills . . . . . . 1,541 1,588 1,680 1,726 1,712
3. Wheat stocking bills ., . ., I1C 102 101 73 36
4. Cash . . ., . . .. 110 116 122 194 226

C. Towl central bank money (A:+B) 4,749 | 4,869 | 5,427 6,095 | 6,797
D. Expansion in central bank money
(Changes in C) . NN .
B. Towf liquidity expansion (Changes
mAY ..o o s

— 120 558 668 702

— 1,548 2,090 2,646 | 2,289

Sources and methods: (M) Bamk of Italy Bufletin, year XIX, No, 1, Table 2, col.
Circolagione, Less cash with banks, from Table 21, {As) In., Table 10, col, Conti correnti.
(A3) Ip., Table 24, tol, Depositi a risparmio, adjusted. (Ag) lb., Table 8, col. Biglietti
monete di Stato.

(B1) In., Table 2, col. Asiende di Credito - Depositi, (Bz) In., Table 23, col. Buoni
del Tesoro ordinari - Aziende di credito g Istitati Centrali di categoria. (B;), Bank of Iraly,
Annual Report, 1963, p. 320. (By) See note A,

CENTRAL BANK MONEY: EXPANSION AND FACTORS TabpLE 2
(changes in milliards of lire) ) -
1560 1961 1962 | 1963
1. Autonowmons faciors
(2) Balance of payments (deficit =—) . . 276 361 31 | - 778
of which: current account balance , . (171) (226) (136) |(- 556)
(b) Trecasury {cash surplus =—) ., . . 106 | ~ 71 | - 35 193
(c) Wheat stocking bills ©e e 2 42 79 | - 7
. Total . . . . . . . 384 332 75 | — 592
2. Sensitive factors ; ‘
(2) Banks® exchange position (decrease in
net foreign diabilities =-) . . . . - 112 26 283 410
(b) Treasury capital transactions (net bor- 1.
rowing from the market =—) . . . - 188 | -~ 1 160 532
(<} Rediscounts and .advances to banks and
Special Credit Institutes . . . . . 23 241 149 412
Total . . . . . . . - 244 266 592 1,354
3. Unclassified . . . . . « + . . . . 13 | - 40 1| - 6o
Total ACBM (1) . . . . 120 558 668 yo2

(1) Note issuc and short-term liabilities to banks and Treasury bills and wheat stocking
bills held by banks. Yearly changes.
Sources and methods: 1 (2) Bank of Italy Bulletin, vear XIX, VI, Table 49, col, Seldo
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Tap1E 3
CHANGES IN LIQUIDITY COEFFICIENTS
{in milliards of lirc)

r A T —71959 1g6o 1961 1662 1963
1. Currency in cireulation . . . - 2,129 | 2,308 | 2,657 3,042 13,222
2. Total diquidity of the public . . 11,028 | 12,576 14,672 | 17,318 | 19

Cocfficient ¢ (1:2x100) . - . . | 1929 18.15 18.11 17.55 17.71

3. Banks liquidity e 2,622 2,561 2,770 | 3,935 _96,,324

. ' 2

4. Total deposit liabilities of banks . | 8,839 | 10,750 11,926 | 14,182 | 16,029

Coefficient + (3:4 X Too) 26.66 25.13 23.23 21.54 20,74

- 6| - 32

5. Correction (Ac) . — 1;8 225 229 13;9
6, Correction {AF) . - « « - « l - 461 7 .

3 le 1, jtem A. {2) See Table 1, B
N 2d methods: (1) See Table ¥, Ar. (2) See Table 1, A, )
(7)) Seco";‘?;ﬁd.e a:, items Az+(A3. (5) Cakeulated by zg}plylngh t}v:cit I;:o:}i:lécrur;tr c;cgfi;hiirlzﬁ‘;?:j
iquidi 1 blic and comparing the resu : c
1 o e o o T b he sign i sitive), (6) Caloulated by applying the
for that year (if the result is higher the sign 15 p? L e inbrebe eoule
ffici f the previous year to total deposit liabilities of hanks co

:\(r)iih CI;ZI;{(; ?iquwiditr; for that year (if the result is higher the sign s positive).

TABLE 4
TOTAL LIQUIDITY EXPANSION AND FACTORS
{in milliards of lire)

S —

1 Lar |

‘ 1960 1961 1962 1963
1. Total expansion in central bank monecy . 120 558 668 70;91
2, Expansion in Treasory issue . Ig 11 92 o
3. Ae (orrection) . . . - . . o+ 1; 215 > 12_9
4 Av (correction) . . . . o .0 e e 461 | 227 - 22
5. Total primary expansion . . . 715 831 | 1,010
6. ﬁgctal expansion of liquidity with the lpu‘— is4s | 096 | 2646 21289
7. Implicic credit multiplier . . . . . - 2.17 2.52 2.21 i Bi
8. Caleulated credit multiplier . . . .« - 231 2.57 2,69 .

Source and merhod: Item 1 and 2 from Table 1, items 3 and 4 from Table, 3. Iem 8

¢where ¢ and 7 arc taken from Table 3, for the

: the formula
calculated by the formu rae (1-7)

previous year).

less: frenio
bilancia valutoria, 100} Bank of Italy Yearboo'k,- 1963; P. z44i1'1tems 1 agd if(];'s:l;lcmfwm
o AP o of Tl B s S:i‘ ]lg‘{) o nlemASiIe;egcl'utSIiccrigzgs -u r;’as?zioﬂe netta, ;»Qb) Io.,
a(a) Bank of Italy Balletin, Table 50, col. Az d B o able 1, 4k
. T , ‘changes less item 1(b) above. Variations in ) are
zc?géfl 2’2(33111). eflqzilecz, c%langes in item Awiende di c‘redtso . Risconto ed alire operazioni
plus Tstiuiti .S‘;;eda!z' di Credito, less wheat stocking bills,
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LIQUIDITY AND CREDIT TRENDS
Simplified consolidated balance sheet of banks
{(in milliards -of lire)

TazLe 5

1959 1960 1961 1962 1963

1, ‘Total banks’ Credit 6,137 | 7411 | 8,903 [ 10,737 | 13,005

2, Total banks’ Investment . . . . 1,320 | 1,538 | 1,789 | 2,310 3,592
Total . . . . . 1 7457 | 8,949 | 10,692 | 13,047 | 15,597

3. Plus: Banky’ Liquidiy , . . , 2,622 | 2,561 | 2,770 | 3,055 | 3,324
Total Assets . . . 10,079 | 11,510 | 13,402 | 16,102 | 18,921

4. Less: Net foreign exchange posi- .
tion, rediscount and advances , . 526 437 701 1,133 1,955
5. Unclassified, errors and omissions{1) |- 714 [ — 883 |- 835 |~ 487.|- 937

6. Total banks’ deposits ., . . . . 8,83g¢ | 10,190 | 11,926 | 14,182 | 16,020

Sources and methods: (1) Bank of italy Bulletin, year XIX, No. 1, Table 24, Impicghi.
(z) In., Table 23, col. Titoli di Proprictd less the following: Brioni del Tesoro ordinari -
Asiende di Credito and Istituti Centrali. (3} Ip., Table 1, item B. (4) See sources in Table 2,
dterns 2{a) and 2(c). (6) Table 1, items 2 and 3.

{1) This item js rather large in Italy; its variations are irregular and unpredictable. This
results from the inclusion in the consolidated balance sheet of banks, of sizeable amounts held
for account of the Treasury and of other entitics, not shown as deposic liabilities, Bankers®
checks in circulation are also included in this ipem -

TABLE 6
LIQUIDITY AND CREDIT TRENDS

{Changes in milliards of lire)

1960 1961 1962 | 1963

1, Total banks’ credit 1,294 | 1,492 | 1,834 | 2,268

2, Total banks" investment , . . . . ., 218 251 521 282

Total . . . . . 1,492 1,743 2,355 2,550
3. Plus: Banks® liquidity - 61 209 285 269
4. Less: Transfers from Bank of Italy . . - &

i

. Unclassified, errors and omissions . . . Z 16g 48 48 | - 150

6. Total banks’ deposits

1,351 1,736 | 2,256 1,847




