1, — In previous periods the fiscal theory

o d:u;_ distribution of national income. But
sinice some decades we find a large and growing
mterest in the relations between fiscal policy
and the size of national income and conse-

y also in the use of Anance to promote
and to control the m\ti;!" economic develop-
ment. The main ling of this evolution has

of public finance in offsetting cyclical fAuc-
* mutions and in ensuring the maintenahce of
full employment. For this purpose new objec-

. tives and ‘new tools of fiscal policy have been
ciborated with reference to the conditions and
rquirements of cconomically mamure countries.
The development of backward countries has
indeed” alio aroused remarkable jnterest, par-
teularly during and after the last war. It has
becn iged that policies suitable _for these
countrics can be based pantly on the schemes
derived from the experience of mature ccono-
mics. The instability of these economies is ac-
L counted for mainly by the cumulative effects of

changes in one direction in demand evoke chian-
in income which react, always i the same
rettion, on demand and so on. A similar
drcle is found also in backward cconomies:
demand s scarce because the employment of
[ﬂlﬂgy‘-'ru“ld income are scarce; on the other hand
mmployment (and income) do not expand
because they are not stimulated by a su[E-;iF;t
demand and so on. The use of fscal policy

 diture during a depression, rescmbles its use
agingt  the vicious circle of poverty which

tellss poverty, by bringing into being —
through. public cxpenditire or “wylowering of
txts or other inducements expendi-

ure — a new demand which speeds up ecane-

centered around the effects of public finance -

been made up by rescarches about the fiifiction

in effective demand and in income:

1o promate recovery, by expanding total expen- -
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mic development. . The analogy is still more
obrvious if, instead of comparing this function of
fiscal policy in the economic development of
backward countries to a policy of eyelical
stabilisation, we compare it to the exXpansion |
of total demand as a means for shifting mature
economies from an under-employment equili-
brium to a full employment equilibrium.

On the other hand a far-reaching difference
between the policies suitable for mature eco-
nomics and a policy aiming at the development
of backward econgmics, s commonly held 1o
depend on the fact that the latter lack a proper
degree of complementary between the available
factors of production. The relative scarcity of
certain factors of production might easily lead
to inflationary pressure if a policy aiming at
expanding demand wﬂru&é\l,‘v In the case
of backward countries, such a olicy must there-
fore be supplemented or even subsituted by
measures fit to preserve the equilibrium be-
tween demand and supply — on the whole and
in cach scparite settor — by climinating or
At any rate restricting inflatibnary pressure.

These measures miay be  divided into two
-

“groups: foreign financing and a system of

financial and, if necessary, physical controls
to check consumption and regulate investments.

The scope of foreign financing is deemed
to-be rather narrow both because the concrete
size of requirements is vsually far higher than
the flow: &%Elgn capital can possibly be
expected to be (1), and because main reliance
upon domestic financing « is the pre-requisite
for enabling countrics to implement the social,
political and economic policies ™ which they:
consider most suitable for the improvement Fef

(1) See pasticularly Iadwitrialiiation o commerce axtivinee,
Bocklid dev Matioms, Genbve, 1y, ppe Ba L, 1470 J



i

104 .
their mmiw:h of living » (2). In conclusion,
therefore, thetmain role in the dt\t]:ﬁmmt of
backward countries has to be played by do-
mestic funds mobilized by an efficient fiscal

policy. '

3. — Italy oecupies an intermediate position
between ~the more advanced and the more
backward economies and, moreover; its eco-
_nomy is characterised by substantial differences
in the stage of development between one depart-
ment and another. There are departments
where economy as a whole, including agricul-
ture, industry and services, may be compared
with that of the moest advanced countries, and
athers which present all the features of back-
ward economics: a low per capita income, i
low level of industrialisation, a large surplus
population: in agriculture and even an insuf-
ficient development of monetary economy.

The best way of giving a general idea of
. these local differences is to compare somic in-

* dices of economic activity in Southern Iraly -

~ with: the same indices i the rest of Inaly,
bearing in mind however that there are very
important differences even within these two
large groups. According to the last census of
the population (1536), the active population in
Southern Italy was 37.7 per cent and the po-
pulation engaged in industry and transports 10.4
per cent of the total (as- againgt 46.3 and 17.0
pin the rest of Italy). The ns engaged in
industry in Southern Italy represented 10.3 per
cent of the Iralian total, but this percentage
varied- from 32 per cent for handicrafis and
small industries to 15 per cent for medium-size
and 11 per cent for large industrics (fgures
of the 1938 industrial census). In ¥938 the in-
come per capita was cstimated at 1700 lire in
- Southern Italy and at 3100 lire in the rest of
Tualy (3). :

Consequently, Traly’s conditions offer a wide

scope both to the measures suggested for solving

{2) From a report of the Sub-tomminion en Ecomomic De-
velopment, quoted in Methods of Frosncingp Ecosomic Dere-
Lopenrns in Llwderdereloped Coundrier, United Nations, Lake
Sureess 1040, P g, See, in the same sende, o memorendum
of the Intesnational Bank for Recomstruction and Developenent

" reproduced im the above mentioned wolume, p. g4

1) These figares are takem from s sudy by A, Mouteass,
Honthern Jraly, in this peview, vogg, ppr 25 B, which contasns

< fumber ample decumestatian,
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the cyclical and structural problems of maruse
economies and to those suggested for forwar.
ding the development of backward economis,
Further, since the cconomic relations between
regions in the same State present some clow
affinities with the economic relations among
States, the fact of having regions at differen
stages of development, side by side under the
same political and’ economic regime, ‘offers an

interesting test for certain aspects of econamic

relations  between  backward  and - advanced
eountrics, namely foreign loans and the effecn
of the ingustrialisation of backward countria
on-the size of international trade, 4

At this point, it must be duly stressed tha
there is ample proof that the industrialisation
of bq:kwnrqrmun.t:ics is not detrimental to the
development of international trade, but gene
rally encourages it (4). Applicd to the region
of Italy, this means that the development and
industrialisation of Southern ltaly may be ac
companied by an expansion of trade hwu:
Southern Italy and the rest of the country and
consequently by further economic progress for

the latter. Conflicts of interests between the .

regions may therefore accompany a policy in-

capable of promoting the development of the

country’s cconomy as a whole, but not in the
case of an active policy which exploits the in-
dustrial r:p::itf of the advanced regions i
order to promote progress in the ress of the
country, so that this progress may in tum ex-
pand markets and the possibilities of develop-
ment in the advanced regions.

3. — In considering briefly the relations
between fiscal policy and cconomi€ dexelop
ment in Italy, we must observe first of al
that the existence of an economically advanced
arca, with unused productive capacity (5), forms
a more favourable background for the devel

“ment of backwird regions than is o be found

(4} Ste Indmmialisiion ¢1 commpree extéricnr, op, o5

{5} Mo snalyties] figures concerning the depree of explas:

tion of induwrial plapt are available, though some caims
were attempted in laly, Clamiry Study, ECA, Wabinges,
Febiruary 1945, pp. 16 . Sisce the time to which thess e
mates refer, the exploltation of leduserial plist bl fncressed 8
& whale, b judging frem ibe ecomamic prens, statemesiy

by irsbustrinlists and induvirial suocisdons, ete. there I e
15 believe thar there are still large margin of unised cpat.

See for inatance the wiaiemosts by Albsria Pirelli and B Laa-
bandi, in « Rivkies &l podiiifs economica =, juee sy50, pp
il T ;
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in. coungrigs ‘whiere . backward  conditions are
general. < We have already seen that, in the
lster case,” the possibility of forwarding eco-

‘pomic development by an expansion of total

demand is limited by the disequilibrium exist-

+ ing between the large supply of certain fictors

— mainly dnskilled labour — and the scarcity
of othess, mainly industrial equipment ‘and
pechaical knowledges, : ey
But if the factory which are scarce in one
put of the countrydire available in fairly large
uantitics in the other, a policy in favour of
less developed areas, through public ex-

‘penditure and inducements to private EXpen-

diture, is faced with less dangerous and less
immediate bottlenecks than in typically back-

ward eountries, provided it is planned and car-

ried“out e a nation-wide scale,

For instanice, a concrete analysis of the pos-
sibilities of development of Italian economy,
would probably show the main bottleneck in a
shartage of skilled labour,, particularly in certain
regions (6). But this shortage could obviously
be overcome far mord-slawly and with greater

difficulty in a country at the first stage of in. -

dustrialisation than in a country like laly

_ where there is already a considerable number

of rained workers, an extensive even if unsatis-

Baory- school system - and, abowe all, the

- pomibility of cfficient vocational training.

Fiscal policy (in this case public expenditure),
finds 2 readily responding environment and
an zim, therefore, at rapidly removing the
boleneck of skilled labour. ~ ©

To give a funtther example, another serious
botlencck might anise from monopdlistic res-

bictions 7). Here again the very existence

of a comprchensive governmental apparatus
sffords — in spite of its shortcomings — im-
portant tools for overcoming the obstacles pla-

€} Fosdstuifs, mncther  bottlencck 1o which sigention <4

a0 barely reached pre.war leveds in pogy and could be
nebatmiia]] § incressed by wing fertilizers uﬂ’:lghu' prodective

cmenity which could be mamufscrared by the present susplus
Opscry {iee frely, Cowstry. Study, op. cit, f 40, On the
oo hund markett for cerin Tmportin: foodstulhy are de-
frited oven 51 current Bevels el preduction: and stept have
ke when 1o astain prices, A progresive increase in demand

sonldl e filled up rather casily, 2

. ) See Ecomamie Swriey of Esrope i 1030, United Nations,

- Gemevs bgse, pp, 1oz.ter and. . Démaria, in « Rivit dipa. -
i _.hl sohomica w, Junc g3, pp. 651-653.

L

. Seudy, op. dt.'p. soar.

ced in the way of development by monopolistic
practices, The more so because the State control
of some leading industrial sectors affords wide
means of direct action in framing the in-
dustrial and price policies. That State owner-
ship and control of industry have not been
worked up to achieve a consistent economic
policy {(8) i another matter and does not ex-
clude the possibility of efficient action,

4 — It should be added moreover thar,
with the exception of very primitive economies,
the difficulty of finding productive factors
in adequate, proportions never means the
existenice of absolute limits to a policy of eco-
nomic development. The combinations of fae-
tors of production are not rigid, but can vary
considerably. It has in fact been remarked in
the main consumption goods industries that
a choice between more or less mechanised -
methods of production is possible and the
yield per unit of capital is not necessarily
greater in a highly mechanised factory than
in a small concern (9). Moreover, even if in

“certain industries the yield of more capi-

talistic processes appears at first sight to be
higher, in overpopulated countries this is not
a desisive reason for putting aside combinations
which require more manpower and a lower
capital outlay (10). In fact it is necessary to
consider bath the immediate social costs saved
as a result of a greater employment and the
prospective advantages of a growing economic
activity, in terms of external gfonomics and of
an expansion of the home mjeker.

(E) traly, Comntry Study, op, cit.y pp. B0

(5) lndutrisliafron  of ommerye  Frifnieer, (8 L.,
e 58

(1o} With regeed w0 ahe inveyoment Pnl.hq Fidrgg Is,-.lp‘
frlbowed in Ialy; this paint |4 clearly set fanh in fialy, Country
In connection with the big in-
“imvestenent in ihe eewtibe sectes, we resds s Appurently thii

: almvesiment i malsly of a com-aving or modernizstion cha-
il called, i probably lew importist.  In fee sgricsliars] s rsoser,

The gueition may be raised to what extest this s
roquired © 1o make export costs competitive and 1o what
cxtent theie inveitible rocarce might bener be vied 10 expand
capacity and employmend kn this or other indusiries s, And
again: = A" glmilar question may be asked concerning a pant
of dbe planmed invessments in the machinery smd equipment
Amdusbry.., It would seem bt the virsstare of pro-
m should be :.Iﬂl'u“, rEY in arder
1o dete = whsethed, within the limits of forescralile foceign
and damentis demand for capital goods, meore investment could
not be wied for expanidon of capacity ratber than to lncrease
QUEpUT er man, ¥,

-
-
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In realify, those persons who in ltaly assert
the rigidity of productive combinations and the
impossibility of choosing the solutions best
suited to our econsimic structure base their con-

clusions, explicitly or implicitly, on the neces -

sity of idjusting our costs to international
prices. But this necessity, in the extremely
crude form in which it is frequently asserted
in Iraly, is only compatible with a conception
of the advantages of international trade based
exclusively on the consideration of short ran
costs for a single firm. As soon as we take into
* accoynt not only these costs, but also long run
:ﬂ:ﬂiiand social advantages (11}, the expediency
of taking international prices as parameters of
action! becomes a matter to be considered cise by
case (12). Once the limit of a strict adjustment
to intérnational market conditions has been
remaoved, there is a reasonable freedom ot

. choice between the possible combinations of .
! factors of production, and policy is faced with -

~the problem of substituting the combinations
which would have been chosen by private
decisions by others more in keeping with social
costs and advantages. Generally speaking, a
number oF factors which are important and
real even if. private accounting must disgregard
them, lhmdgb:ﬂlnwdmpll a due part in
determining economic
Fiscal policy can work t& this end with a
-set of means. On the onc side there is the full
recognition of private motives and the attempt
to harmonise them as far.as possible with social
motives, so that the social cost and advantages
may become clements of the private calculation.
This is, what happens in the case of tariffs (if
{1} The term is rather indcfinitc snd i anly wwd hese
iy, It shoald dhen be spesificd tha it

'h.ﬂ':ug & direct

impact on benines diitans, such as the advantspes 1o each .

enterprise from the peners] process of economic development,
in terms of enfarged maskets and reduced coits,

{13} Among the writlags oa the revition of the thesy ol
jpaina by imernational trade, 1 would choose one quoiation o&lf
which is partiedlaely appeopeise in che cane of ltaly: '« The
conclislen that 3 country can imcrease lm real income by bm-
“poming even those goodt which 4 can produce more effi-
ciently thah exiernal suppliers,_if by 1o dolag it can pecialite
"o othes lincs of production in which its sdvastage it even
ﬁﬁlﬂ.-hﬁhﬂ%w&nhdﬂhqwﬂﬂqh
= between mare or Ban efficient taes of availeble ‘resoices

' protective pallcy.

. by. commencial

the I:r;;er are on a Jevel with the social advan,
tages of protection) and still more typically i

the case of various forms of subsidics and |

incentives (13).

On the other side, private decision can be

replaced in toro by collective  calculition
through nationalisations and the création of

public undertakings. Here oo there s no lack

of tﬂ"lﬁi'l examples such as forests, roads and
railways, Needless to say the true substance of
the nationalisation of certain Economic activitie
lies in the substitution of criteria of cillectiye
utility. to criteria of private utility. 1f a publi
undertakings endeavours to act according to the

criteria of a private manager, it loses sight of

its very aima,

5. — In the same way fiscal policy should
have wide opportunitics® as to the specific
Italian problem of the disequilibrium between
economic levels in the different regions, Clea
evidence has indeed been brought, thar this
disequilibrium does not depend upon, or i

least only partially accounted for, by nawnl

causes (14), but is due to a difference in &

{lj]l:ﬁnpdéuuhiﬁnﬂhuﬂrd-ﬁdt
most bmportist pevilny of recest wnsdie em e

=
T

{14} See. pariculasly G, Crvaaro and §, Guiom,
Hemma Industrale def 5
Commerce, Roma 154, On the h-hdrdl:hhﬂzi
en the subject, It b very insereving 10 anderls .
policy in-drwcrmining the proent e
interiority of Southern lialy, An the time of the polivesl ssb-
cation of laly there were po subuantla] differences in indoeil
*developmens Ieaween Northern and Seuthern [aly, Tt inde

E
b
1}
i

sisy in - the South, which had developed under proiss,
'xuthuwnu:hhmﬂum-n!pnmﬂ_ﬂ§
and frem the paiage to knternational free rade. Tnadyiry in the

Hoeth, alresdly secustomeds to foreign competitian, lisesd e

at an sdvassges w0 it develapod rapidly and was abe B

In iis Eavedr the protective staried i the dghtiel
At thartime Scuthern industry had aleeady fallen soo lov @
teseft from protection.  Mesgares of campenaiiory Mrﬂ

-

vironment' conditions. ranging from less effi-

* cient public services in the Southern reglons,
verty of Southern markets, to lesser
- gxternal economies for Southern industry as a

o the

whole and'to the persistence of backward social
structuees (150, In a situation of this kind the
spontancous mechanisms, which should re.
establish equilibrium through the movements
of factors towards the arcas where they are
eomparatively scarce and the levelling of the

- marginal productivity of Factors between one

ce and another, do not function, There is,
an the c:mtrag’. a cumulative action which,
if it is not ofiset by public bodies, leads to
greater and greater differences in the economie
sandards of rich and poor areas (16). ;

Quite_apart from phenomena of inertia or
friction or from considerations which escape
monetary estimation, this can easily be explain-
ed by the fact that in backward areas there
is not only a shortage of capital, in the meaning
and dimensions of “buwiness accounting, but
there is also a shortage of environmenmk
factors (including the productivity of labour)
which are free for private enterprises. Since
the decisions to invest depend vpon the global
productivity of capital, including the produc-

mHm Indwrmisliiatien ¢t Covemerce Extérirsr, op, ¢it., -
o i -
L [ The imlfickency of the spontanecms oqif]

senic ialnn (2 smeng cohtbclsm of which b b be Eousd in

Fiscal Palicy asd ealy®

e VS R
i groerally meglecesd in plae for peper.natinnal s

" l'arr-mml‘r Thenelnpemre

tivity of environmental factors, it is perfectly
plausible that a shortage of capital may be
accompanied by a low marginal productivity,

En:].r out their
money not in the areas where there is a shor-

and that investors may prefer to

tage of capital, but in those where capita) 1
plentiful, !

Hence the difference in economic standards
can only be overcome by the action of public

bodies both by creating incentives for the de-
velopment of backward areas through public .

expenditure. and by allowing.an adequate ac-
cotinting of the advantages which individual
enterprises present from the' point of view of

the  collectivity, ‘It has been remarked in

fact (17) that in a backward country each en-
terprise contributes to an extent — that may
often be considerable — to the improvement

of the conditions of the existing enterprises and”

of those which may subsequently come into
being, cither by expanding their markets or
by reducing their costs in a number of different
ways. For lack of integration, these advantages
give no yicld to the enterprise which creates
them and cannot therefore become an element
of the entreprencurial decisions.” Here again, if
these advantages are to have full weight in
determining economic development, there are
two ways to follow: to imputc to the entre-
preneur part of the advantages he creates for
the: collectivity, #a the grapting of bonuses,
subsidies ete.; or to ¢ ious enterpriscs
with a unified accountancy, so“that the advan-
which each of them affords to the others
show itself in the unified balance-sheet (18).

6. The conclusions which can be drawn
« from this simmary analysis are the following:
(i) the problem of economic development

" in Imly, as in all under-developed countrics,

can find no satisfactory solution if it is left

.~ to the free play of ecoriomic forces. To quote

from a recent FLALQ. report, wa rocket or
- moon-ship must attain a definitely established
-« gpeed prphﬁg» befare it can escape from the

m'?nlmw ap, HL; e 1-|| P, M, mlxi..'..m.,._ i

Tedngiriclipation of Bistern awd  Sowif: Eautern

af T

ﬁwg In « The Feonomic [oarnal =, June-Bepember 1043,
AR A
(18) See agaim the works quoted In lh:'.pnﬂm nolg, - -

4

-

L



. '
Iuk . Bamea Naxlopale del Lavarn

’

carth's gravitational ficld and become a free=

moving astronomical object.  Similarly, the

process of development in any country must

attain a given speed before it can exceed popu-
- lation growth. Only then can it begin to im-
prove standards of living, reduce excessive farm
population and help slow down population
growth v (19). The first impulse must come
“from an expansion of the home market and a
change in environmental conditions. Fiscal and
trade palicy are not enough to fulfil these tasks,
but they can however afford a substantial con-

tributicn in the framework of the general

government policy; :
(ii) Iralian conditions; unlike thise of co-
lonial countries, present special problems of

'inter-regional equilibrium and, at the same -

‘time, «offer opportunities @ inter-regional co-
operation. in economic development. The
national indices of cconomic activity and capa-
gities are not a realistic basis for determining
development possibilities. The existence of an
industrially :g::wnd arca reduces the import-
ance of the boulenecks sunding in the way
of a policy of econemic- expangipn. But also
phis inter-regional integration annot be expect-
ed to be achicved as a result of spontancous
action. By themselves, in fact, the differences

between rich and poor areas are very likely to
* increase rather than to shorten and the disto-

bution of factors of production does not follow

the simple mechanism of elementary theory.

Here too fiscal policy must play an important
“role, particularly in guiding the regional distri-

{15) Merhods of Fimancing, op. ril.lp. &,

s,

bution of public expenditure and the agprepate
effects of finance on expenditure and enterpr
towards a felative expansion of the Snutﬁ.-:‘ll:l:mg
markets and the protection of the developmen
of Southern industry;

(i) the Ttalian situation makes physical
bottlenecks. to be not very tight, and it make
less urgent also the more general limit dwhich
comes from the size of internal savings (20}
In fact, the availability of savings scts a rigid
limit only in conditions of full employment,
when n:.'tr income is not allowed o increase in
a short period. But this is not the case in a
country like Italy, which has a large amaunt
of unemployment and an industry working
considerably below capacity. \Unfortunately no
attempt has as yet been made to determine the
levels of income and savings which could be
achieved in lraly with the full employment of
the factors that are available now or that ae
likely to become available in the near future.
Only an inquiry of this kind, accompanied by
an analysis of the principal physical bottlenecks
and of the prospects for the balance of pa
(as they should result from a proper clmbins-
tion of fiscal and commercial policics), coud
lead to a concrete determination of the rhythm
and means of a policy of economic expansioa.

{20} The svailibility of wrings s an iafls it
sirensed for bnstence by . Ao and V. ©, Leve, Messtary ol
Foreipn Erchaspe Policy in Ty, Princesn Univenity Fros
1g5e, po 19 and by €. Binsciost Tvasowi, The Prebes of
Depressed Arrar and she Finencing of their Ecosomic Dr-
reiepment, |n o Review of the eoonomic Condition in halr,
May 1530, p. 173 A moee Oeuible view im taken by B
Monsrary Rrconitruction in, Ualy, King's Crown Fres, New

York 1g40, pp. tgn B
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